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Budget has
provided a
big boost to

MSMEs

The proposal to increase agricultural credit
by 10% to ¥11 lakh crore and a host of
other policies would revive demand and
create opportunities for the MSME sector

HE UNION BUDGET FY19

clearly recognises the strain

on the economy, particularly

in the farm and informal sec-

tors, in terms of job creation.
The two big policy steps—demonetisa-
tion (DeMo) and the goods and services
tax (GST)—have certainly affected cash-
based micro, small and medium enter-
prises (MSME), and also agricultural
creditand trade markets.In fact,the Eco-
nomic Survey 2017-18 acknowledges
that DeMo reduced demand and produc-
tion till middle 2017, especially for the
cash-based informal sector, affecting the
MSME sector.When remonetisation sig-
nificantly improved the cash-to-GDP

ratiobymid-2017,GSTwasrolled outon
July 1,2017, affecting the supply chains
of small traders and also MSMEs supply-
ing intermediates to larger firms due to
compliance cost and paper work.

The Budget has certainly delivered
when it comes to giving a boost to
MSMESs and agriculture. The proposal to
increase agricultural credit by 10% to
%11 lakh crore and a host of other poli-
cies,alongwith allocation for rural econ-
omy, would revive demand and create
opportunities for the MSME sector, cru-
cial for jobs and growth. MSMEs are
labour-intensive and the need of the hour
isto create an enabling environment for
them to invest and grow, creating jobs,
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pushing demand and growth.

In this context, the Budget hits the
target by providing ample budgetary
allocations and appropriate policies.The
first big step for MSMEs is cutting corpo-
rate tax rate to 25% of companies with
annual turnover up to 3250 crore from
50 crore, which would leave more
investable resources with 99% of 7 lakh
firms filing their tax returns. This would
enable them to not only reinvest and
expand, but also help them spend more
on research and development, which is
crucial for their competitiveness.

Itisawell-known fact that the Indian
MSME sectoris suffering from the dearth
of easy finance and proper credit instru-
ments. Banks mostly offer credit against
a collateral, and MSMEs, particularly
micro and small exporters, are not in a
position to do so, depriving them of
access to the formal credit market. Fur-
ther, limited access to export credit and
export insurance for MSMEs is also
another constraint. Therefore, making a
provision of 33 trillion for the MUDRA
scheme for 2018-19, and making an
additional 3,794 crore for MSMEs for
credit, capital support, interest subsidy
and promotion of innovations are much
desired steps. The MUDRA scheme was
founded with the motto of “funding the
unfunded” by extending financial sup-
port,including refinancing, to the micro
segment of the economy. There are
already reports that the scheme has cre-
ated 5.5 crore direct and indirect jobs in
thelast two years.

Asthe Economic Survey
brings out thatalmost 83%
of the total loans of
326,041 billion by banks
till November 2017 were
appropriated bylarge firms,
leaving onlya small propor-
tion of 17% to large num-

However, one-
stroke allocations
and policy
initiatives in
Budgets will not be
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industry, predominantly dominated by
small firms, and a comprehensive pack-
agewithallocation of¥7,148 crore,com-
pared to ¥6,000 crore last year, augurs
well for MSMEs in textile sector. The
package would complement the
Amended Technology Upgradation Fund
Scheme, introduced in 2016, to provide
capital subsidy for machineryat 15% for
garmenting and technical textiles seg-
mentswithacap of ¥30 croreand at 10%
for weaving, processing, jute, silk and
handloom segments with a cap of 320
crore. The big budgetary support posi-
tivelyaffects textile unitsand helps them
gainback the momentum needed to cre-
ate more jobs and value addition.

The NDAgovernmenthas takenafew
major steps in the last few years to help
MSMESs.In October 2017,the ministry of
micro, small & medium enterprises set
up anonline portal aimed at monitoring
cases of delayed payments to SMEs and
enforcing provisions under the MSMED
Act,2006—MSME Samadhaan,an initia-
tive for an online census of MSMEs so
that discretionally MSME policies could
be better targeted. The government also
has given greater protection to the lend-
ing of NBFCs to SMEs and giving 50% fee
reduction to SMEs for innovation and
protection of theirinnovation.

The need of the hour is job creation
and Budget FY19 has rightly focused on
employment generation by giving prior-
ity tolabour-intensive employment-gen-
erating sectors,including textiles,leather
and MSMESs.In fact, MSMEs
contribute around one-
third of total value added
and exports, but their per-
formance hasbeen affected
by rupee appreciation,
teething problems in GST
and DeMo. All the above
mentioned measures in this

ber of SMEs. Therefore, big enough. MSMEs year’s Budget will also help

allocation in Budget FY19 exports of MSMESs, particu-

for the MUDRA bank and need suppor:t and larly after the government

foradditional credit facility hand-holding announced  incentives

for MSMEs compliment constantly worth 8,450 crore in

earlier programmes such as December 2017, to boost
———————

the Prime  Minister
Employment Generation
Programme for unemployed youth and
micro enterprises in the non-farm sec-
tors; and the Credit Guarantee Scheme
for Micro and Small Enterprises and
extending credit limit to ¥200 lakh per
borrowing unit. Similarly, allocation of
%2,164 crore for the remission of state
levies (ROSL) for exporters schemes,
compared to ¥1,855 crore last year,
would help SMEs involved in exports.
However, the government can think of
allowing MUDRA to relax on eligibility
criteria and extending subsidy beyond
government schemes. It is also better to
have fixed interest rate on the MUDRA
loan,which currentlyfluctuates between
1% to 7%,according to the riskand cus-
tomer profiles.

Textileisalarge and labour-intensive

exports of goods and ser-
vices, mainly from labour-
intensive MSMESs. Some special labour-
intensive sector-specific packages like
10,000 crore for fisheries and 31,290
crore for the bamboo sector will help
MSMESs in these sectors.

However, one-stroke allocations and
policy initiatives in Budgets will not be
enough. MSMEs need supportand hand-
holding constantly, as there are many
challenges for them, such as access to
finance, low scale, huge competition
fromlarge firms,lowresearch and devel-
opment, marketaccess,lack of appropri-
ate technologies, retaining skilled man-
power, etc. MSMEs constitute the
backbone of the economy and sustained
focus and support to the sector will go a
long way towards job creation and add to
India’s growth trajectory.



