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Overview of SME Sector


The SSI Sector constitutes an important building block of the Indian economy.  It contributes nearly 6 % of GDP, 39% of total industrial production and 34 % of exports.  This sector forms the second largest source of employment after agriculture. Presently, the SSI sector has an estimated 12.3 million units employing 29 million people. Out of these, 10.4 million units employing around 21.7 million persons are in the unregistered / unorganized sector.
Change of Definition


Keeping in view the growing importance of this sector and also its imperative for technology modernisation, the Government has changed the definition of SSI sector vide The Micro, Small and Medium Enterprises Development (MSMED) Act, 2006 which has been made effective from October 02, 2006. Traditionally defined SSI (TDSSI) refers to a unit having investment in the plant and machinery (P & M) up to Rs. 1 crore. The MSMED Act broadens the definition of SSI and the newly defined SSI (NDSSI) refers to an enterprise having investment in P & M up to Rs. 5 crore. In other words, it has added another segment of industry having investment in plant and machinery of more than Rs 1 crore and upto Rs 5 crore (SSI 1-5). The Act has made three other important definitional changes. It introduced the concept of medium scale enterprise (ME) as having investment in plant & machinery above Rs. 5 crore and up to Rs. 10 crore. It has also introduced the concept of “enterprise” as against “industry”.  A new category ‘services sector’ has been introduced for the first time.  The same definitional changes have been taken note of by the Planning Commission in drafting the Eleventh Plan. The changes in the definitions for various sub-sectors are given in the Table 1 below: -

------------------------------------------------------------------------------------------------------------- The Sub-group acknowledges the valuable contributions made by Ms.Renuka Mishra,AD, O/o DC(SSI) towards estimation of private investment projections for the SME sector for the 11th Plan.
Table 1: Definition of SME sectors

	Sector 
	As per old definition
	As per MSMED definition

	Tiny / Micro enterprises
	Tiny Sector

Any industrial undertaking with investment in plant & machinery up to Rs. 25 lakh.
	Micro Enterprise
A micro enterprise, where the investment in plant & machinery does not exceed twenty five lakh rupees.

	Small enterprises
	Small Scale Industries

An industrial undertaking in which the investment in plant & machinery does not exceed Rs. one crore.
	a small enterprises, where the investment in plant & machinery is more than twenty five lakh rupees but does not exceed five crore rupees; or

	Medium enterprises
	Not defined
	a medium enterprise, where the investment in plant and machinery is more than five crore rupees but does not exceed ten crore rupees.

	Services
	
	

	Micro enterprises


	Not defined
	a micro enterprise, where the investment in plant & machinery does not exceed ten lakh rupees.



	Small enterprises
	Not defined
	a small enterprise, where the investment in plant and machinery is more than ten lakh rupees but does not exceed two crore rupees.

	Medium enterprises
	Not defined
	a medium enterprise, where the investment in plant and machinery is more than two crore rupees but does not exceed five crore rupees.


SME Sector Growth

The growth of TDSSI sector during the Tenth Plan is expected to be 9.5 %.   After including the group having investment in plant and machinery between Rs 1 crore to 5 crore, the NDSSI sector is expected to grow at 9.4% during the Tenth Plan. The growth of Medium Scale Sector (ME) is estimated at 8.4%. Overall ,  The Small and Medium Enterprise (SME) sector will record an average growth rate of 9.2% during the during the Tenth Plan. It is observed that SSI sector grows higher than the Indian economy and industrial sector as given in the Table 2 below:

Table 2:SSI Sectoral Growth  Rates during the Tenth Plan:
(per  cent)

	Year
	GDP growth rate
	Industry growth rate
	TDSSI growth rate
	NDSSI growth rate
	ME growth rate
	SME growth rate

	10th Plan

(2002-03 to 2006-07)
	7.2
	7.6
	9.5
	9.4
	8.4
	9.2


Private Investment flow during the Tenth Plan


SSI sector generally requires funds of two types viz. long term capital or fixed investment and working capital or short term funds.   While the long term credit funds are mainly provided by the institutions like Small Industries Development Bank of India (SIDBI), State Financial Corporations (SFCs), State Industry Development Corporation (SIDC), NABARD, Khadi & Village Industries Corporation (KVIC), National Small Industries Corporation (NSIC), NEDFI etc., the working capital needs of the sector are largely met by the banking sector, besides to a small extent by NSIC and SSIDCs.   However, of late, the scheduled commercial banks have also started giving term loans.  But, the data on the same are not available separately. For the purpose of estimation of the same, the Sub-group has apportioned the total SCBs advances into working capital and term loans  as detailed in the subsequent sector on Methodology.
Long Term Finance


The long-term financial need of the SSI sector has been mainly met by SIDBI, SFCs and SIDCs. During the Tenth Plan , the TDSSI is estimated to have utilized Rs 49510 crore  as fixed capital , out of which , institutions like SIDBI, SFCs  and SIDCs, contributed almost 90% at Rs 44,460 crore with SIDBI’s contribution is around 80%. For the NDSSI sector, the long term capital requirement is around Rs 66,409 crore and for the whole SME segment, it is expected to be Rs 73,912 crore . The details are given in Table 3 below:

Table 3: Term Loans estimated the Tenth Plan (Rs crore)

	Plan period
	TDSSI
	SSI 1-5
	NDSSI
	ME
	SME

	Tenth plan

(2002-03-2006-07)
	49,510
	16899
	66409
	7,503
	73,912


Short term or Working Capital

Though SSI lending comes under priority sector lending programme of the scheduled commercial banks, the most disturbing trend being noticed is decline in flow of credit to SSI in percentage terms, in relation to Net Bank Credit (Table 4).

Table 4: Non-food Bank Credit to SSIs (Rs crore)
	Year
	To SSIs
	Total Non-food Credit (NFC)
	% NFC

	1990-91
	17938
	111795
	16.0

	1994-95
	29175
	199286
	14.6

	1995-96
	34246
	244224
	14.0

	1996-97
	38196
	270805
	14.1

	1997-98
	45771
	311594
	14.7

	1998-99
	51679
	352021
	14.7

	1999-00
	57035
	410267
	13.9

	2000-01
	60141
	471443
	12.8

	2001-02
	67107
	535745
	12.5

	2002-03
	64707
	679736
	9.5

	2003-04
	71209
	804824
	8.8

	2004-05
	83498
	1059308
	7.9

	2005-06
	101385
	1466386
	6.9




      Source: Handbook of Statistics on Indian Economy, RBI      


It is observed from the above table that during 1990-91 to 2005-06, while the non-food bank credit recorded a CAGR of 18.7 %,  the credit to the SSI sector showed a  lower annual average growth rate of 12.2% during the same. Similarly, the percentage share of SSI sector to non-food Bank Credit also declined perceptibly from 16.0 % in FY 1991 to 6.9 % in FY 2006. 

Projections for the Eleventh Plan: Methodologies:


With the Small and Medium Enterprises (SME) sector assuming an important cornerstone of overall industrial policy, it becomes necessary to have rational estimates of resources mainly private investment flow, available to this sector.  It is worth noting at this stage that MSMED Act has not only broadened the definition of SSI sector but also introduced a concept of Medium Scale Enterprises (ME) sector. Hence, any future estimate of SME sector production, working capital and fixed capital requires additional estimation for (i) the SSI sector having instrument in plant and machinery above Rs 1 crore and up to Rs 5 crore (SSI1-5) and (ii) the ME sector having investment of Rs.5-10 crore. Moreover, the estimation of working capital requirement for these two sectors may pose a bigger challenge because while the working capital requirement of SSI sector is by and large guided by the  Nayak Committee norm of 20% of projected turnover, the same  could not be applied earlier to SSI1-5 and ME sector working capital requirements as this sector is outside the Nayak Committee norm.  Mostly, banks follow the Tandon Committee Method II while calculating the working capital requirement of these two sectors.  This method uses various parameters like debtors / creditors days, inventory holding period, etc.  which are estimable for an individual unit, but cannot be aggregated over the ME population.  Even a sample survey would not be good estimator of the population. In the recent past, the Government of India issued directive to the PSU Banks to double their credit to SME sector from the base level of 2004-05 with minimum 20% growth every year.  Consequent upon the policy announcement, the credit to SSI recorded a growth of more than 20% during FY 2006.

Considering the above, the Sub-group attempted to estimate separate series of data on production , working capital and fixed capital for four sub-sectors: TDSSI, SSI1-5, ME and overall SME sector. The methodologies used for estimation of these data series are delineated below:

GDP Data : 


The GDP data are generated assuming an average growth rate of 8.5% during the 11th plan as given in the Eleventh Plan Approach paper.  However, while calculating the working capital and term loan, during the Eleventh Plan, 3 scenarios are considered with GDP at 8.0%, 8.5% and 9.0%.
 Production Data for TDSSI


The production data for the TDSSI sector are available with the Office of DC (SSI) up to the year 2005-06. The production data in current prices for the 11th Plan are extrapolated by assuming an average growth rate of 12% corresponding to GDP growth rate of 8.5% and inflation of 4.5%. Two more scenarios are also developed with TDSSI growth of 11% corresponding to GDP growth rate of 8.0% and 13% corresponding to GDP growth rate of 9.0% during the Eleventh Plan.

Production data for SSI1-5: 

The production data for this sector are not available with the SIDO.  The only reliable source is Annual Survey of Industries (ASIs) by CSO.  But these data are available up to 2003-04. In order to generate production data of this sector for the subsequent years, the Sub-group ran a regression with GDP as an independent variable for the period 1990-91 to 2003-04. Though a number of equations were run including AR (1) process,  time variable etc., none of the results was satisfactory. In fact, regression based results projected a lower growth of this sector during the 11th Plan.  Hence, it was considered appropriate to estimate the production data based on the proportionate share of this sector in relation to that of TDSSI for the period upto 2006-07.  For the, Eleventh Plan, an average growth rate of 12% is considered for this sector corresponding to GDP growth rate of 8.5%.  As in case of TDSSI sector, 2 more scenarios are constructed with  growth rate of 11% and 13% for estimation of working capital and term loan. 

Production Data for NDSSI

By combining the production data series of SSI 1-5  with that of TDSSI , the Sub-group could arrive at the production data for NDSSI .

Production Data for ME sector
An attempt to generate production of this sector through various regressing results did not yield any satisfactory growth rate which could be considered appropriate for the 11th Plan.  It was also found that this segment partakes more with the overall industrial sector rather than with the TDSSI / NDSSI sector.  Hence, the overall industrial growth rates achieved during 2004-06 and projected for the 11th Plan (10%) were considered more appropriate representative of this sector’s growth trend.  Accordingly, the estimates of the production data of this sector were arrived at.
The estimated growth rates for these three sectors is given in the table 5 below:

Table 5: Sectoral Growth Rates during the Eleventh Plan:

                                                                                                       (%)

	Plan period
	GDP
	TDSSI
	SSI 1-5
	NDSSI
	ME
	SME

	Eleventh (2007-08 to 2011-12)
	8.5
	12.0
	12.0
	12.0
	10.0
	11.8


Working Capital Projections for the Eleventh Plan: 

Methodologies

The Sub-group adopted 2 approaches for estimation of working capital: (a) the first approach based on empirical relationship or regression  between working capital and production consistent with (i) GDP of 8.0% and SSI growth of 11%, (ii) GDP of 8.5% and SSI of 12% and (iii) GDP of 9.0% and SSI of 13% and (b) the second approach based on the Govt. of India’s directive of doubling the credit with minimum 20% annual growth rate.

(a) Regression Approach

Working Capital for TDSSI 

The data for SCBs advances upto 2005-06 to TDSSI sector is available from RBI. For the subsequent years upto 2011-12, the estimates are made based on the following regression equation for the period 1990-91 to 2004-05 which was found appropriate after running a number of other regressions.

WC TDSSIN= 0.6261+0.196TDSSIPN


where WCTDSSIN = SCB advances to TDSSI in nominal terms


TDSSIPN = TDSSI production in nominal term.

The total SCB advances to TDSSI sector needs to be apportioned between working capital and term loans , because in the wake of financial liberalization , the commercial banks have also started giving term loans to the SME segment and this trend will gain momentum in the coming years. According to a study , “ Financing of Enterprises in Unorganized sector – Status and Issues “ by Dr C. S. Prasad , Consultant and former Economic Advisor , Ministry of Small Scale Industry , Government of India , out of total advances given by banks to the SSI sector , almost 20% constitute the term loans . Taking this reference as the base , the Sub group treated 20% of total SCBs  advances to SSI sector as term loans during the Tenth Plan. For the Eleventh plan , the share is assumed to go up to 30% at the terminal year of the Eleventh Plan(i.e, 2011-12).

Working Capital for SSI 1-5

The data on working capital for the SSI 1-5 are available with various issues of ASI up to 2003-04. The projections for 2004-05 to 2011-12 are made on the basis of regression equations with SSI 1-5 production as independent variable.

Working Capital for NDSSI
The working capital requirement for the SSI sector as per MSMED Act is derived by combining the working capital for TDSSI, SSI 1-5 . and non-bank sources.
ME Sector

The Working Capital data for this sector, as in case of production data, are culled from various issues of ASs  upto 2003-04 and thereafter, estimated based on the following regression (1990-91 to 2003-04):

MEWCN = 1534.39 +0;192 MEPN 





     (4.26)



 R=0.84, DW = 1.98

where MEWCN = Working capital of ME sector in nominal terms

MEPN = Production of ME sector in nomination term.

SME sector

The total working capital requirement for the SME sector is arrived at by adding those of NDSSI and ME sectors. 

Projections

The details of the projections for the Eleventh Plan are given under 3 scenarios as given below:-

Scenario 1: GDP growth of 8% and SSS of 11%


Under the Scenario 1, the SCB advances is expected to be registered an average growth rate of 12.4% during the Eleventh Plan from Rs.91447 crore  in 2006-07 to Rs.163960 crore in 2011-12.  If the working capital provided by non-bank sources are to be included the total outstanding of working capital to the NDSSI sector will be Rs.215402 crore – a growth of 15.8% over the terminal year of the 10th plan. While the year-wise projections are given in Annexure – 1, the plan-wise break-up is given in the table below:-

Table 6: Working Capital Estimate (outstanding) for SMEs 

during the 10th and 11th Five Year Plan

(Based on GDP growth of 8.0% and SSI of 11.0%)

                                                                                                           [Rs. Crore]
	Plan
	SCB Advances to TDSSI
	Working Capital by NSIC and SSIDCs
	Total Working capital to NDSSI
	Total Working capital to ME
	Total Working capital to SME

	10th Plan
	
	
	
	
	

	i) Average outstanding 
	696172
	2303
	88188
	14332
	102520

	ii) As  at end of the plan
	91447
	3482
	114489
	18608
	133097

	iii) Average growth rate
	11.6
	19.6
	12.0
	13.8
	12.0

	11th Plan
	
	
	
	
	

	i) Average outstanding
	130714
	5751
	168676
	29391
	224687

	ii) Outstanding as at end of the Plan
	163960
	7776
	215402
	38885
	254287

	(iii) Average growth rate
	12.4
	17.8
	15.8
	18.2
	16.2


Scenario 2: GDP of 8.5% and SSI of 12.0%

As per the regression equation and adjusted for term loan portion , the outstanding SCBs’ advances as working capital to TDSSI sector as at end of the 10th plan period is estimated at Rs.91447 crore and expected to be at Rs.163960 crore in 2011-12, which is the terminal year of the Eleventh Plan. This projected working capital requirements reflects a growth of almost 80% of working capital outstanding during the Eleventh Plan period with an annual average growth rate of 12.4 % as against 11.6 % during the Tenth Plan.


It is mentioned elsewhere that besides banks, working capital type support is also provided by NSIC and SSIDCs. The projections for NSIC were based on annual growth rate of 20% as observed in the recent past and 15% for SSIDCs. These assumed growth rates for NSIC and SSIDCs can be considered attainable and acceptable.  Hence, any practical estimation of working capital needs to take into account these non-bank sources. Combining the non-banking sources would show higher credit dispensation to the TDSSI sector from the outstanding credit of adjusted for term loan portion of Rs. 94971  crore from 2006-07, to Rs. 171736 crore in 2011-12, showing an average growth rate of 12.6% per annum. While the year-wise projections are given in Annexure – 2, the plan-wise break-up is given in the table below:-

Table 7: Working Capital Estimate (outstanding) for SMEs

during the 10th and 11th Five Year Plan

(Based on GDP growth of 8.5% and SSI of 12.0%)

                                                                    [Rs. Crore]
	Plan
	SCBs advances to TDSSI
	Working capital by NSIC +SSIDCs
	Total working capital to NDSSI 
	Working capital to ME
	SME

	10th Plan
	
	
	
	
	

	i) Average outstanding 
	69701
	2303
	88658
	14332
	102990

	ii) As  at end of the plan
	91869
	3482
	116829
	18608
	135447

	iii) Average growth rate
	11.7
	20.61
	12.4
	13.8
	12.4

	11th Plan
	
	
	
	
	

	i) Average outstanding
	134456
	5751
	175316
	29391
	204707

	ii) Outstanding as at end of the Plan
	171276
	7776
	226357
	38885
	265242

	iii) Average growth rate
	13.3
	24.25
	14.2
	18.2
	14.4


Scenario 3 GDP of 9.0% and SSI of 13.0%

The scenario 3 is considered a high growth phase during which the working capital outstanding to the NDSSI sector is estimated to be Rs.238367 crore in the terminal year of the 11th Plan which is a growth of 15% over the same plan.  While the year-wise projections are given in Annexure 3, the plan-wise break-up is given below:-

Table 8: Working Capital Estimate (outstanding) for SMEs

during the 10th and 11th Five Year Plan

(Based on GDP growth of 9% and SSI of 13%)

                                                                    [Rs. Crore]
	Plan
	SCB Advances to TDSSI
	Working Capital by NSIC and SSIDCs
	Total Working capital to NDSSI
	Total Working capital to ME
	Total Working capital to SME

	10th Plan
	
	
	
	
	

	i) Average outstanding 
	69780
	2303
	88932
	14332
	118498

	ii) As  at end of the plan
	92259
	3482
	118208
	18608
	136816

	iii) Average growth rate
	11.8
	19.6
	12.6
	13.8
	12.6

	11th Plan
	
	
	
	
	

	i) Average outstanding
	138899
	5751
	182657
	29391
	212048

	ii) Outstanding as at end of the Plan
	179647
	7776
	238367
	38885
	2777252

	Average growth rate
	14.3
	17.8
	15.0
	18.2
	15.2


 (b) Directive Approach:


Methodologies 

TDSSI / SSI 1-5 /NDSSI Sector


The Govt. of India and subsequently, the RBI issued directive to PSBs to double their credit to the SME sector between 2005-06 and 2009-10, with minimum 20% annual growth.  In this second approach, the Sub-group considered the 20% annual growth rate in bank credit as given and attainable by SCBs for the TDSSI and SSI 1-5 during the 11th plan.  The estimate so arrived at is then adjusted for term loan by SCBs as in case of Regression Approach. The estimate for the NDSSI sector was arrived at by adding that of the two sectors i.e. TDSSI and SSI 1-5.
ME sector 

The projections for the ME sector are made on the basis of the regression equation used in the first approach.

SME sector


The aggregate working capital requirement for the SME sector is arrived at by addition that of NDSSI and ME sectors.  While the year-wise projections were given in the Annexure 4, the plan-wise break-up is given in the table 9 below:-

Table 9 : Working Capital Estimate (outstanding) for SMEs 

during the 10th and 11th Five Year Plan

                                                                    [Rs. Crore]
	Plan
	SCB Advances to TDSSI
	Working capital by NSIC and SSIDCs
	Total working capital to NDSSI
	Total Working capital to ME
	SME

	(1)
	(2)
	
	
	(6)
	(7)=(5) + (6)

	10th Plan
	
	
	
	
	

	i) Average outstanding 
	70793
	2303
	90804
	14332
	105137

	ii) As  at end of the plan
	97330
	3482
	125206
	18608
	143814

	iii) Average growth rate
	13.03
	19.6
	14.0
	13.80
	13.8

	11th Plan
	
	
	
	
	

	i) Average outstanding
	159229
	5751
	204976
	29391
	2344367

	ii) Outstanding as at end of the Plan
	211913
	7776
	272918
	38885
	311803

	iii) Average growth rate
	16.8
	17.8
	16.8
	18.20
	16.8


It is observed from the above table that for the NDSSI sector, the outstanding credit is expected to more than double from Rs.125206 crore as at end 2006-07 to Rs.272918 crore as at end of 2011-12, registering an annual average growth rate of 16.8% during the 11th Plan as compared to that of 14.0% during the 10th plan. Similarly, for the whole SME sector, the outstanding credit is expected to increase from Rs.143814 crore in 2006-07 to Rs.311803 crore in 2011-12, showing an annual average growth rate of 16.8% during the 11th plan as compared to that of 13.8% during the 10th plan.

According to the Sub-group, the Directive  Approach based on the Govt. of India’s directive of 20% minimum annual growth rate in bank credit is considered preferable as this growth is quite attainable.  This is already vindicated in 2005-06 when the bank credit recorded more than 20% growth rate.  Moreover, such growth rate has also buttressed the accelerate growth in the TDSSI sector.

Term loan  / Fixed Capital : 

Methodologies 

For estimating term loan requirements for the SME sector and its sub-sector, the Sub-group adopted 2 approaches (a) based on regression analysis and (b) institutional capacity. 

a) Regression Approach

Fixed Capital for TDSSI

Based on the SSI census, 2001-02, the office of DC(SSI) estimated investment in TDSSI for the period upto 2005-06. For the period 2006-07 to 2011-12, the estimates were made based on the following equations (1997-98 to 2005-06)

TDSSIFCN = 6.995 + 0.394 TDSSIPN 






(3.07)



 
R2 = 0.91, DW = 2.19



where
TDSSIFCN = Fixed capital in nominal term for TDSSI sector




TDSSI PN = Production in nominal term for TDSSI sector


In this context, the regression period started from 1997-98 as this year marked a structural shift in the data series, signifying onset of consistent increase in capital productivity in the sector.  Such a phenomenon could be ascribed to technological modernization in the sector.

Fixed Capital for SSI 1-5

The data on fixed capital for SSI 1-5 up to 2003-04 are culled from various issues  of ASIs . A regression was run of the following format .:

Ln FCSSI1-5 = -7.818 + 1.603 Ln SSIPC1-5 - 0.053 t 
R = 0.67 , F=10.97, DW= 1.98 

where Ln FC 1-5 = natural log of fixed capital sector for  SSI 1-5  deflated by WPI of manufacturing sector with base 1993-94 =100

t=time series

Based on the above regression results , projections are made for the subsequent period of 2004-05 to 2011-12.

Fixed Capital for NDSSI

The fixed capital for the NDSSI sector is obtained by addition of the fixed capital of TDSSI and that of SSI 1-5 .

Fixed Capital for ME
The data on fixed capital for ME up to 2003-04 are available in various issues of ASIs . For estimating fixed capital from 2004-05 to 2011-12, a regression was run in the following form :

Ln FCME= 0.502+ 0.934Ln MEPC+0.526D

R= 0.95, F=98.76, DW= 1.04.

where Ln FCME = natural log of fixed capital for ME sector deflated by manufacturing WPI with base 1993-94 =100

Ln MEPC= natural log of ME production with base 1993-94=100

D= Dummy variable for 2 outliers for the year 1995-06 and 1996-97.

Projections

The Table below depicts the term loan/ investment estimated for the Tenth Plan and Eleventh Plan based on the regression results mentioned above.

Table 10: Term Loans estimated the Eleventh Plan (Rs crore)

	Plan period
	TDSSI
	SSI 1-5
	NDSSI
	ME
	SME

	Tenth plan

(2002-03-2006-07)
	49,510
	16899
	66409
	7,503
	73,912

	Eleventh Plan (2007-08 to 2011-12
	72569
	20535
	93104
	9,535
	102639



It may be observed from the above table that  the term loan requirements for the NDSSI sector during the 11th plan would be Rs.93,104 crore as compared to that of Rs.66,409 crore during the 10th plan – an increase of 40%.  For the whole SME sector, the term loan requirement would be Rs.102,639 crore, registering a growth of 39% over the 10th plan estimate of Rs.73,912 crore.

(b) Institutional Capacity  Approach:

 Methodology


The capacity and resources of the financial sector needs to be related to the business growth plan on the trend growth of the small and medium scale units approaching them for long term credit.   An analysis of the flow of credit by banks/ financial institutions during the Tenth Five Year Plan has been done and the trends in term credit growth arrived at for the 11th plan.


The major purveyors of term loans to the SME sectors are SIDBI, SFCs, NSIC and SIDCs.  Based on their recent growth trend and future business plans consistent with a booming industrial sector, projections of their credit delivery capacity are made for the 11th plan.  For SIDBI, growth rate of 20% in direct credit is assumed for the Eleventh Plan which is then added to indirect finance and adjusted for net of micro finance.  For SFCs, the term loan disbursements is projected to double during the Eleventh Plan.  With recapitalization and more internal accrual through prudent business strategy, SFCs’ projected growth can be considered attainable.  For NSIC, only equipment finance is considered.  SIDCs are assumed to disburse Rs.1000 crore every year during the Eleventh Plan, considering almost similar disbursement trend by them during the first 3 years of the 10th plan.


The Eleventh Plan projections  of term loans based on various institutions’ potential capacity are arrived based on 3 scenarios of SCBs’ term loans under (i) GDP of 8.0% and SSI of 11.0% (ii) GDP of 8.5% and SSI of 12% and (iii) GDP of 90% and SSI of 13.0%.  These different estimations are given in the table 11 below:- 

Table 11: Projected Term Loans based on Institutions Capacity (Rs crore)

	Plan period
	Scenario 1
	Scenario 2
	Scenario 3

	Tenth Plan 
	55222
	55790
	56672

	Eleventh Plan
	139808
	143915
	148720



It is observed from the above table that the projected from term loans under Scenario 1 is estimated at Rs.139808 crore during the Eleventh Plan as compared to that of Rs.55222 crore during the Tenth Plan – an increase of almost 153 per cent during the entire plan period.  Similarly, under Scenario 2, the growth under Eleventh plan is estimated at Rs.143915 crore  -- an increase of 158 per cent.  In case of high growth phase as in Scenario 3, the term loan is estimated at Rs.148720 crore – an increase of 162 per cent. 

Conclusion 

Subsequent to the change in the definition of SME Sector, vide MSMED Act 2006, the projections of private investment in MSE sector for the 11th plan was constrained by non-availability of data/information from the Ministry of SSI on the two segments of the SME sector i.e. for the industrial segment having investment in P&M of more than Rs. 1 crore and upto Rs. 5 crore and the second segment having investment in P&M of more than Rs. 5 crore and upto Rs. 10 crore. For these two segments, the Sub-group has to rely on two alternative approaches for estimation of working capital i.e. regression approach and directive approach, the latter being based on GOI guidelines to banks to double the flows of credit to the SME sector with minimum 20% annual growth during 2004-05 and 2009-10. Similarly for the estimation of the Term Loans, two approaches were adopted i.e, regression based projections and second one based on leading institutions’ capacity to purvey the credit. 


For each estimation of Working Capital and Term Loan, three scenarios were built up (i) GDP of 8.0% and SSI growth of 11%, (ii) GDP of 8.5% and SSI of 12% and (iii) GDP of 9.0% and SSI of 13%. Common to these three scenarios is the inflation rate of 4.5%. 


In case of working capital projections, the Sub-group prefers the Directive  Approach based on the Govt. of India’s directive of 20% minimum annual growth rate in bank credit as this growth is quite attainable.  This is already vindicated in 2005-06 when the bank credit recorded more than 20% growth rate.  As per the projections made by the Sub-group, the working capital outstanding by SCBs as at the end of terminal year of the 11th Plan i.e 2011-12 is estimated at Rs. 311803 crore – an increase of 117% over that of the terminal year of the 10th Plan. This doubling of credit to the SME Sector is consistent with average annual credit growth rate of 16.8% during the 11th Plan.  Such working capital growth rate will buttress the accelerate growth in the SSI sector at 13% corresponding to the GDP growth rate of 9% during the 11th Plan.


For the Term Loan estimates, the Sub-group prefers the approach based on the leading institutions’ capacity to disburse the Term Loans to the SME sector. For the 11th Plan, total term loan availability to the SME sector, consistent with GDP growth rate of 9% and SSI growth rate of 13%, is estimated at Rs. 148720 crore which is an increase of 178% over that of 10th Plan.

Annexure I

(Rs. Crore)

Table: Working Capital Estimate based on Regression Approach
(based on GDP growth of 8.0% and SSI at 11% during 11th Plan)
	Year
	SCBs Advances

to TDSSIs

 
	working capital 

by NSIC+SSIDCs

 
	Total working

capital

to TDSSIs
	Working

Capital

to SSI1-5
	Total working

capital

to NDSSIs
	Total working

capital

to ME
	Total working

capital

to SME

	2002-03
	51766
	1513
	53279
	12630
	65909
	9851
	75760

	03-04
	56967
	1569
	58536
	14309
	72845
	13053
	85898

	04-05
	66798
	2091
	68889
	16266
	85155
	14212
	99367

	05-06
	81108
	2915
	84023
	18519
	102542
	15938
	118480

	06-07
	91477
	3428
	94905
	19584
	114489
	18608
	133097

	07-08
	102235
	4035
	106270
	22717
	128987
	21400
	150387

	08-09
	114284
	4751
	119035
	26582
	145617
	24717
	170334

	09-10
	128339
	5597
	133936
	31237
	165173
	28643
	193816

	10-11
	144751
	6595
	151346
	36856
	188202
	33312
	221514

	11-12
	163960
	7776
	171736
	43666
	215402
	38885
	254287


Notes:  The working capital estimate for the 10th plan is estimated as 80% of total SCBs' advances which is expected to come down to 70% during the 11th Plan.

Sources:  1. Handbook of Statistics on Indian Economy, RBI

      2. Annual Survey of Industries, GoI

Annexure - 2
	Table: Working Capital Estimate based on Regression Approach

	
	
	
	
	
	
	
	

	Year
	SCBs Advances

to TDSSIs


	working capital

by NSIC+SSIDCs


	Total working

capital

to TDSSIs
	Working

Capital

to SSI1-5
	Total working

capital

to NDSSIs
	Total working

Capital

to ME
	Total working

capital

to SME

	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	2002-03
	51766
	1513
	53279
	12630
	65909
	9851
	75760

	03-04
	56967
	1569
	58536
	14309
	72845
	13053
	85898

	04-05
	66798
	2091
	68889
	16266
	85155
	14212
	99367

	05-06
	81108
	2915
	84023
	18519
	102542
	15938
	118480

	06-07
	91869
	3428
	95297
	21542
	116839
	18608
	135447

	07-08
	103121
	4035
	107156
	24989
	132145
	21400
	153545

	08-09
	116277
	4751
	121028
	29114
	150142
	24717
	174859

	09-10
	131725
	5597
	137322
	34077
	171399
	28643
	200042

	10-11
	149882
	6595
	156477
	40061
	196538
	33312
	229850

	11-12
	171276
	7776
	179052
	47305
	226357
	38885
	265242

	
	
	
	
	
	
	
	

	Notes:
	The working capital estimate for the 10th plan is estimated as 80% of total SCBs' advances
	

	
	which is expected to come down to 70% during the 11th Plan.
	

	Sources: 
	1. Handbook of Statistics on Indian Economy, RBI
	

	
	2. Annual Survey of Industries, GoI
	
	
	
	
	


Annexure - 3
Table: Working Capital Estimate based on Regression Approach
(based on GDP growth of 9.0% and SSI at 13% during 11th Plan)
	Year


	SCBs Advances

to TDSSIs


	working capital

by NSIC+SSIDCs


	Total working

capital

to TDSSIs


	Working

Capital

to SSI1-5


	Total working

capital

to NDSSIs


	Total working

capital

to ME


	Total working

capital

to SME



	2002-03
	51766
	1513
	53279
	12630
	65909
	9851
	75760

	03-04
	56967
	1569
	58536
	14309
	72845
	13053
	85898

	04-05
	66798
	2091
	68889
	16266
	85155
	14212
	99367

	05-06
	81108
	2915
	84023
	18519
	102542
	15938
	118480

	06-07
	92259
	3428
	95687
	22521
	118208
	18608
	136816

	07-08
	104450
	4035
	108485
	27261
	135746
	21400
	157146

	08-09
	118802
	4751
	123553
	31646
	155199
	24717
	179916

	09-10
	135763
	5597
	141360
	36917
	178277
	28643
	206920

	10-11
	155835
	6595
	162430
	43266
	205696
	33312
	239008

	11-12
	179647
	7776
	187423
	50944
	238367
	38885
	277252


Notes:  The working capital estimate for the 10th plan is estimated as 80% of total SCBs' advances  which is expected to come down to 70% during the 11th Plan.

Sources:  
1. Handbook of Statistics on Indian Economy, RBI

2. Annual Survey of Industries, GoI

Annexure - 4
(Rs. Crore)
	Table: Working Capital Estimate based on Directive Approach

	 
	
	
	
	
	
	
	 

	Year


	SCBs Advances

to TDSSIs


	Working capital

by NSIC& SSIDCs


	Total Working

Capital to

TDSSIs


	Working capital

SSI1-5


	Total Working

Capital to

NDSSIs


	Working

capital

to ME


	Working

capital

to SME



	02-03
	51766
	1513
	53279
	12630
	65909
	9851
	75760

	03-04
	56967
	1569
	58536
	14309
	72845
	13053
	85898

	04-05
	66796
	2091
	68887
	16778
	85665
	14212
	99877

	05-06
	81108
	2915
	84023
	20373
	104396
	15938
	120334

	06-07
	97330
	3428
	100758
	24448
	125206
	18608
	143814

	07-08
	113876
	4035
	117911
	28604
	146515
	21400
	167915

	08-09
	133147
	4751
	137898
	33444
	171342
	24717
	196059

	09-10
	155571
	5597
	161168
	39077
	200245
	28643
	228888

	10-11
	181640
	6595
	188235
	45625
	233860
	33312
	267172

	11-12
	211913
	7776
	219689
	53229
	272918
	38885
	311803

	Notes:
	The working capital estimate for the 10th plan is estimated as 80% of total SCBs' advances
	

	
	which is expected to come down to 70% during the 11th Plan.

	Sources: 
	1. Handbook of Statistics on Indian Economy, RBI

	
	2. Annual Survey of Industries, GoI
	


