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Small and medium enterprises (SME) of India, for
years, had been the ‘common man’ of business fra-
ternity. Though often referred as the most impor-
tant part of the economic fabric of the country,
SMEs say, hardly anything concrete was done for
its growth.

However, of late, efforts have been made to bring
about a change in their way of working of SMEs
through implementation of services like rating of
the enterprises, easy loans, information technology
and a host of schemes of the government. But, the
awareness level is still an issue.

In conversation with DNA Money,
Yogesh Dixit, head - SME Ratings, Crisil, Ven-
guswamy Ramaswamy, global head - small and
medium business, Tata Consultancy Services,
Chandrakant Salunkhe, president, Small and
Medium Business Development Chamber of India
(SMBDCI), Charu Dutt Sharma, head - opera-
tions, SME Rating Agency of India Ltd (Smera)
and Virendera Goyal, national sales manager,
Smera, spoke about funding, competitiveness, costs,
quality and other issues pertaining to the sector. The
discussion was moderated by Promit Mukherjee.
Excerpts:

What is happening in the SME sector?
Yogesh Dixit: The post-election scenario is very

positive, though not much fundamental change
has taken place at the ground level. Exports are
still very tough for SMEs, the demand issues that
were there in the system continue. But a lot of op-
timism has come into the system and there is
promise on the infrastructure front. For manu-
facturing —- which is the life and blood of small-
scale industries and SMEs in India —- to happen,
infrastructure improvement is crucial. Plus, ini-
tiatives from State Bank and others such as loans
at 8% interest for SMEs give big support. Easing
liquidity has brought some respite, too. Now, we
have to see how the demand improves.

Chandrakant Salunkhe:  I hope that the current
government does something substantial for the
SME sector. In the previous government, the min-
ister for the SME sector did not give much time.
But the secretary did a great job by following up
on the problems with various concerned authori-
ties. Lending, I think, is still not at a level that it
should be, despite the RBI instructions. Banks
have a lot of schemes for the sector but the infor-
mation about them is not properly disseminated
to the end-user. For example, under CGTMSE,
(Credit Guarantee Trust for Medium and Small
Enterprises), a loan of Rs 1 crore is available
which is collateral-free. But, a lot of bank branch
managers are not aware of this. That is why sev-
eral SME development agencies are conducting
programmes to educate bank managers. Even the
credit rating of SMEs has not reached the level
that it should have.

Dixit: The point is that the country is huge. His-
torically, in India, 2,000 companies may have been
rated in the last 20 years, but after SME ratings
started about 10,000-15,000 enterprises have been
rated and this is a big number. So, things are mov-
ing ahead.

Salunkhe: There is a fear among several SMEs
that if they get rated, their value will come down
and that can again act as a hurdle in raising funds.
But they should remember rating is the most im-
portant criteria to raise finances from banks. This
will take time. You see, there are 40 million enter-
prises in India and if we take into account only
the registered ones, there are still 20 million en-
terprises.

What’s your take from the IT industry point of
view?

Ramaswamy: If we look at the challenges that
the SME sector faces currently, then ideally it
would fall into five categories. One is working cap-
ital. It is a big challenge for them to get the mon-
ey coming back into the system. And even if they
have the money, their ability to invest in informa-
tion technology is very, very low. Look at it this
way, if I have a lakh of rupees, I will go and pur-
chase plant & machinery which will go into my
balance sheet rather than putting into IT which
will never go into the balance sheet.

Second is the experience of enterprises in us-
ing technology is pretty poor. At any given point
they are dealing with 12 to 14 vendors, with each
supplying different things such as net-
work, personal computers and ERP-relat-
ed software. And one day they realise they
cannot work with the current hardware.
Then when they upgrade the hardware,
they realise that their operating system
has changed and the new software will not
work. So you see the curve of technology
dropping down as complexity increases and then
SMEs tend to decide that pen and paper works
than the IT system. And you will see this curve
predominantly in most of the SMEs. Also, a large
number of SMEs  —- 95% of them —- are very,
very small.

The third is that there is no technology upgrade
fund available from the government today. The
fourth is that in spite of India being an IT capital
from a global perspective, no SME can still go
forth and hire a credible IT professional. People
prefer to work for a TCS, Infosys and not an SME.
Even if they hire, their ability to retain IT talent
is just not there, they just can’t afford to retain a
guy beyond 6-9 months.

The fifth is that the expectations from the glob-
al market are changing. Today there are bench-

mark expectations —- if you are delivering to
General Motors or a better company, your ability
to remain competitive in a global scenario is very
difficult because big companies have stringent
quality norms.
Are SMEs wary of getting themselves rated?

Goyal: See, rating as a concept is very new in
India for SMEs. They get themselves rated only
when they are pushed by the banks; they go ahead
only when there is a fear of loss or hope of gain.
But when I personally meet SMEs they sound ap-
prehensive and ask what if the rating goes bad? It
is a valid point and we tell them that you need to
face the truth. Then people actually cooperate. We
have also seen a decent number of renewals. Even
new accounts are also improving year on year.

Is the negative economic sentiment keeping SMEs
back from ratings for the time being?

Goyal: We are a three-year-old company and in
terms of volume we have seen growth. But yes
there is a little slackness, a slowdown in sector-
specific SMEs such as auto, especially in pockets
like Pune, Nashik and Chennai. What happens is
they feel that since business has been bad in the
last one year, the rating will also be bad. So, there
is a little bit of resistance these days, but I per-
sonally feel that rating as a concept will take some
more time for the SMEs to accept. It is actually a
journey, people have to get educated and they have
to ultimately get transparent.

You will be surprises that people fight for a half
a per cent interest rate reduction, but when we ask
SMEs what is their internal rating on which the

interest rates are fixed, they have no clue. They
don’t know because interest rate is always on
BPLR +/- basis. And that keeps changing.

Salunkhe: I would say banks are equally re-
sponsible for this situation.

Sharma: The RBI reviewing the PLR mecha-
nism is a major development. SMEs are always in
the PLR-plus category, I haven’t seen anyone get-
ting a sub-PLR loan.

Salunkhe: As far as fear of rating is concerned,
I will give an example: one of our members work-
ing somewhere … he says he is working 18-19
hours a day and manufacturing a product that is
selling in the international market and is also a
rated SME. But when he approached Bank of Ma-
harashtra for financial assistance recently, the

bank said it has an internal system of rat-
ing and it will use that only, and not an ex-
ternal rating. This company’ requirement
was Rs 20 crore, but guess what the bank
said it will give? Rs 3 crore.

Dixit: In such cases if credit is not giv-
en to the SME, then the branch manager
should be approached. Secondly, if you

have rating and your rating is high, you can al-
ways contest if you are charged a very high rate
of interest. Or else you can go to other banks as
well. A rating helps in setting an enterprise apart
from others, and pulls it out of the shadow of the
entire SME sector which is perceived as not very
efficient.
How many times on a scale of 10 do you reject
rating an SME for not having systems and
processes?

Sharma: No, that never happens. In fact, our or-
ganisation has taken a lot of effort to train and
guide SMEs so that they can meet the exacting
standards. This was beyond our area of operation
to rate them. For example, we have trained them
on capacity fronts and on the importance of doc-
uments and other such related things that SMEs

didn’t have knowledge earlier, which they can
channelise to bring in credit. This is what is
bringing more and more SMEs to us and other
rating agencies.

The mindset is changing and they have taken
a number of positive and corrective steps when
we pointed out their strengths and weaknesses.
In our rating report, we provide them what are
the measures needed to be taken, and what are
their pluses and minuses so that they can change
for the better. In that direction there has been a
lot of improvement and change of mindset.

Salunkhe: If SMEs are getting rated by major
institutions like Crisil and Smera, why don’t they
put it on their website? This will help in attract-
ing more and more funding agencies and lift the
SME’s face value. And the buyer or importer will
check out the SME’s credit worthiness. This is
what we are training these days since February
this year.

Sharma: For each rating, we also send a letter
which tells the SMEs the steps to be taken to proj-
ect their rating and use it in the places needed.
The guidance is always imparted to them along
with the rating.

Dixit: I would say the government has a huge
network across the country, and it should make
use of this to spread the word about the impor-
tance of rating and implementing IT to the SMEs.

Ramaswamy: One thing that is very noticeable
is that in most of the SMEs run by second-gener-
ation entrepreneurs, the adoption of technology
is much, much greater as is the awareness level.
What would be your advice to a budding entre-
preneur heading an SME?

Salunkhe: See, micro, small or medium entre-
preneurs should adopt latest technology, latest in-
formation. They should be fully equipped and pre-
pared from all directions to survive in market. An-
other thing, they should obtain whatever facilities
available to them from the government and dif-
ferent agencies. They have to themselves go out
and seek information through various available
resources; in short they have to self driven.

Dixit: I would say that try to inculcate a culture
of entrepreneurship, because through private and
government sector you can create limited em-
ployment. That should be the motive of SMEs;
they should look at generating employment.
There are people who have not done academical-
ly very well but are very successful entrepreneurs.
Therefore, entrepreneurship is the way ahead.

Sharma: Apart from adoption of technology,
ratings and all, they have to build up good net-
works and contacts.

Goyal: One of the important things to do is get-
ting rated. Second is, the entrepreneurs should
spend some on the internet, like on the websites
of the Ministry of MSME, on various agencies
that are dealing with SMEs, Sidbi or at least on
Google. They should find out about various
schemes that are available, and believe me, there
are many. But people are just not making use of
it. Instead of saying the government is not doing
this and that, it’s time they really used what the
government has already made available.

Ramaswamy: There is an enormous amount of
opportunity for SMEs to use IT for business
growth efficiency more than cost efficiency. I
think SMEs and budding entrepreneurs should
understand the importance of IT because in
terms of efficiency we are still scratching 
the surface. They should understand that not
only cost optimisation but IT can do much more
than that.

‘Rating helps set an SME apart from others’

Global investors bullish on India despite fall
Sachin Mampatta. Mumbai

The markets may be in a correction
mode since the last few sessions, but
the global investor still seems to be
bullish on the India story. Since
there’s still plenty of hope for a global
recovery, there will be no dearth of
buyers despite fall in the equity mar-
kets, say experts.

The Sensex has fallen by 972.41
points since the beginning of the
week, raising doubts about whether
valuations have run too far ahead of
an improvement in corporate prof-
itability.

During the period, FIIs have been
the net sellers and offloaded Rs
1,151.70 crore. They had pumped in
over Rs 36,000 crore since the begin-
ning of the rally in March.

However experts assert that opti-
mism among global investors is un-
likely to go away too soon.

According to D D Sharma, senior
vice-president at Anand Rathi Securi-
ties, even on the downside, the Nifty is
unlikely to go below the 4000 mark.
“Markets should find support at 4050-
4100 levels,” he said. These levels
would be a good place for investors to
buy if things stabilise.

Naresh Kothari, co-head, institu-
tional equities, Edelweiss Securities,
“The markets have gained substan-
tially since hitting its lows. Corporate
profitability is unlikely to show a

growth to the same extent. But one has
to consider that the markets also cor-
rected in excess of the fall in prof-
itability. So the rise would consequen-
tially be in excess of the change in
company numbers which have also
begun to improve.”

A recent report by Bank of Ameri-
ca-Merrill Lynch also showed there
has been a sea change in the outlook
on global growth over the last two
months and risk aversion is lower
than it’s been for some time. Growth
expectations are at a six-year high.
The report, based on a survey of 226
global fund managers, found much of
this growth expectation was backed
by confidence in US resilience.

“The investor mood is pro-growth
and fears of a growth ‘double-dip’ or
an imminent crash in US Treasuries

and the US dollar are currently ab-
sent…Global growth expectations
continue to surge (+78%, a 6-year
high); a net 7% of investors believe
global recession is likely in the next
year versus 70% just two months ago,”
said Gary Baker and Michael Hartnett
in the report.

“One-third of our panel believe cor-
porate profit growth will exceed 10%
in the next 12 months,” the survey fur-
ther added.

In line with these expectations,
global fund managers have dropped
cash balances, which fell to 4.2% (in-
line with historical average) and
hedge fund net exposure surged from
25% to 35%.

Experts feel since this was a short-
term correction, it hasn’t drastically
changed investor sentiment. “There

has been some amount of profit-book-
ing in certain sectors and stocks. But
fundamentally, nothing has changed
in the India story. Investors are still
fundamentally bullish on the coun-
try,” Kothari added.

Echoing the bullish sentiment, Sir-
shendu Basu, vice-president & head —
retail research at Standard Chartered
—Capital Markets Ltd said such cor-
rections are healthy and the downside
is limited. “The markets have moved
up sharply during the last 3 months,
bit ahead of the fundamental, the
‘green shoots’ of economic recovery
should translate into stronger funda-
mental upturn, which would help
markets to sustain the momentum
over longer period of time and do
greater good to the economy,” Basu
added.

BANK OF AMERICA-MERRILL LYNCH REPORT PUTS GLOBAL GROWTH EXPECTATIONS AT 6-YR HIGH
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Sreejiraj Eluvangal. Mumbai

The Indian mobile phone in-
dustry has passed its growth
peak, according to technology
market research firm Gartner
Inc.

From the 40-50% rise in
subscribers seen in the last
three years, the growth rate
will hit single digits in three
years, with the average sub-
scriber growth rate for the
five years from 2009 at around
14.3%, it said in its five-year
forecast for the Asia Pacific
region. India will have
around 77.1 crore mobile sub-
scribers by 2013, from around
45.2 crore by end of 2009.

Revenues, meanwhile, will
grow slower at average
growth rate of 12.5% to more
than $30 billion (Rs 1.4 lakh
crore) by 2013, from around 17
billion in 2008.

“As far as growth is con-
cerned, we passed something
of a peak in 2008, with sub-
scribers jumping by 50% and
revenues growing by 24%.
Though absolute numbers
will continue to be strong, we
are going to see rates going

down from now on,” Mad-
husudan Gupta, senior re-
search analyst at Gartner,
said.

However, slower growth is
not the only problem that op-
erators will have to worry
about. The report predicts
worsening in three key prof-
itability indicators for the in-
dustry — churn rates, aver-
age billing rates and the pro-
portion of prepaid sub-
scribers, it said.

The proportion of prepaid
subscribers will increase to
96% by 2013 from the current
93%. The postpaid subscriber

base, much more profitable to
the operators, will grow slug-
gishly at an average (com-
pounded) annual rate of
around 2.5% to 29 million by
2013. Besides this, the rate of
churn, or subscribers moving
from one operator to another
during the year, will increase
from around 53.2% in 2009 to
59.6% in 2013, Gartner said.

Average realisation per
customer will continue to go
down, despite 3G and value
added services, as most of the
new subscribers will be from
the rural areas with average
bill sizes of around $5-$6 (Rs
240- Rs 285). Current average
billing hovers at Rs 300.

About 86% of the revenues
will come from voice in 2013,
despite the launch of 3G by
April next year. In 2008, voice
revenues were around 89%.
Tougher conditions will lead
to more consolidation in the
next two years, Gupta said.
“From around 14 operators,
we are likely to see it drop to 8
or 10 in two years. Per circle,
only around 5 operators can
sustain in the long term,”
he said.

Mobile phones growth
has peaked, says Gartner
Firm predicts increase in churn, drop in average billing 

Weak tone 
The number of mobile
phone operators in the
country is likely to drop
to 8 or 10 in two years  
Average realisation per
customer may continue
to go down, despite 3G
and value added services 
Revenues are expected
grow slower at average
growth rate of 12.5% to
more than $30 billion 

The green shoots
■ Global fund managers have
dropped cash balances, which
fell to 4.2% (in-line with histori-
cal average) and hedge fund net
exposure surged from 25% to
35% , says the report
■ The Nifty is unlikely to go
below the 4000 mark says DD
Sharma, senior vice-president at
Anand Rathi Securities
■ Markets should find support at
4050-4100 levels, he adds
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Ramaswamy:
In spite of India
being an IT capi-
tal from a global
perspective, no
SME can still go
forth and hire a
credible IT pro-
fessional. People

prefer to work for a TCS, Infosys and
not an SME. Even if they hire, their
ability to retain IT talent is just not
there, they just can’t afford to retain
a guy beyond 6-9 months.

Salunkhe:
There is a fear
among several
SMEs that if they
get rated, their
value will come
down and that
can again act as a
hurdle in raising

funds. But they should remember rat-
ing is the most important criteria to
raise finances from banks. This will
take time. You see there are 40 mil-
lion enterprises in India. 

Dixit: I would
say that try to
inculcate a cul-
ture of entrepre-
neurship, because
through private
and government
sectors you can
create limited

employment. That should be the
motive of SMEs; they should look at
generating employment. There are
people who have not done well aca-
demically but are very successful.

Sharma: The
mindset is chang-
ing and they have
taken a number
of positive and
corrective steps
when we pointed
out their
strengths and

weaknesses. In our rating report, we
provide them what are the measures
needed to be taken, and what are
their pluses and minuses so that they
can change for the better.

Goyal: The
entrepreneurs
should spend
some on the
internet, like on
the websites of
the Ministry of
MSME, on various
agencies that are

dealing with SMEs, Sidbi or at least
on Google. They should find out
about various schemes that are avail-
able, and believe me, there are many.
But people are not making use of it. 


