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1. Highlights 
· The overall Business Confidence Index (BCI) of SMEs for quarter Jul –Sep, 2010 is estimated at 57.2 on a scale of 0-100 (from most unfavorable to the most favorable). This is a decline from the BCI of last quarter estimated at 62.1 and on a Year – on – Year basis decline from a value of 65.6.

· Within SMEs, services Continue to expect bigger improvement compared to the industrial sector. 

· Gross sales, new orders and capacity utilization recorded a value of BCI in excess of 70, indicating these variables are going to have a favorable effect on Indian SMEs this quarter. The trend has been continuing from previous quarters.  

· Remaining variables, except input costs, credit cost for capacity expansion and working capital have values of BCI in the range of 51-74, Input Costs has remained below 30 but this quarter has seen a decline on (Y-o-Y) basis with inflation expected to grow higher.
· Much of the buoyancy in Gross sales is supported by strong domestic demand, as outlook on exports prospects for SMEs has come down significantly in the current quarter to 62.5 points from 70.1 points last quarter. Although increasing trade between Japan and Canada will help SME exporters. Rupee gaining against other major currencies has lead to decline in exports prospects. 

· Employment prospects in SMEs look good with BCI value estimated at 70.7 points. This is an increase from last quarter (70.4) but a decline from last year’s value of  (73.7)
· The credit availability for SME sector seems to be declining, there seems to be Pessimism that the credit cost is not going to work in favour of the sector. With a decreasing value in the BCI. Relatively low and declining value of BCI for Cost of credit for capacity expansion is also a cause for concern. SMEs have had to pay higher interest rates because of a lot of fundamental issues and further increase in interest rates is only going to fuel the fire. The Economic Advisory Council (EAC) is also concerned the affect this is going to have on investment and its likely impact on future growth
· SMEs in Services sector enjoy edge over their counterparts in Industrial sector, in all aspects apart from the input costs. 

2. Overall Business Confidence Index of SMEs 
The overall (industry plus services) Business Confidence Index (BCI) of small and medium enterprises (SMEs) for Jul -Sep, 2011 quarter is estimated at 57.2 on a scale of 0-100 (from most unfavorable to the most favorable).[1] Based on more than 120 responses on 14 critical business outlook indicators[2], this indicates that SMEs are expecting an unfavorable change in business prospects as compared to previous quarter (Apr-Jun) when index stood at 62.1 points. Within SMEs, services are expecting larger improvement than the industrial sector. The BCI for services was calculated a 61.3 compared to 53.1 for industrial sector. The Index for Q2 2010 -11 was at 67.0 points.
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Reflecting continuity in decline of the business outlook, the BCI for Jul-Sep stood lower by considerable 4.9 points over the same for previous quarter (Apr-Jun). While both industrial and services SMEs recorded a decline, services SMEs did a better scoring on this front.  The BCI for services SMEs decreased by 3.7 points compared to a decline of 6.1 points in case of industrial SMEs. Services SMEs, hence, do not only show higher confidence than their counterparts but they also show faster improvement and higher resilience and resistance.

3. Decomposition of Overall Business Confidence Index 
Decomposition of overall BCI in various sources reveals a varying degree of confidence with respect to each variable for the ongoing quarter. Gross sales (76.2), New orders / contracts (74.4), Capacity utilization (71.9), and Employment (70.7) recorded a value higher than 70 indicating Stability in outlook of these variables during the current quarter over the previous one. However there has been a decline in the confidence for these variables in comparison to the figures reported 12 months ago. Issues related to delayed payments, labour issues lack of adequate technology have dented confidence in SME ranks.

Remaining variables, except Input costs, credit cost for working capital and capacity expansion have registered BCI values in the range of 51-75, some indicating a favorable change while others showed a downward trend in the outlook. The highest BCI in these categories is held by Capacity expansion (68.9); followed by Export prospects (62.5), net profit margin (56.8) and others. On a (Y-o-Y) basis there has been a significant decline in the variables. Variables have declined by 10 -15 percentage points from where they stood a year ago.

The BCI for, Input cost (26.7), Credit cost for working capital (38.1) and Capacity expansion (42.6) fell in the range of 25-49%, which indicates an unfavorable change to the extent of 1-10% form the previous quarter and on a yearly basis. 

Gross sales which has captured the highest BCI among all the 14 variables has witnessed an increase from the figure reported for the last quarter but there has been a decline from what was reported 12 months ago. Exports this quarter are expected to be lower than what the situation has been in the previous quarter. This is also reflected in the decline of Variables like capacity expansion and capacity utilization, where rise in domestic demand has been offset by the decline in exports. The thrust for the sales is expected from domestic demand. The gross sales for the industrial sector will also get a significant boost from the National Manufacturing Policy. The Policy has set key goals such as increasing the share of manufacturing in GDP from 16% to 25% by 2025 and creation of National Investment and Manufacturing Zones (NIMZs) as mega investment regions equipped with world-class infrastructure. Exports should also improve in the coming quarters with Trade between India and Japan and with Canada expected to hit higher grounds. Exports will also improve as situation in many of the debt ridden European countries improve.  

The prospects of credit availability and their cost to SMEs, in general, seem to have gone down remarkably for the current quarter. The credit availability for credit expansion was (52.2) while Credit availability for working capital was (54.2). Where as the credit cost for the working capital was (38.1) and credit cost for capacity expansion was (42.6) this represents a decline not only from the previous quarter but also on a Year – on Year basis too. Growing rates of interests and soaring inflation which have persisted for a long time are the main reasons for this steep decline in these variables. If the situation continues MSMEs will lose their edge in the market vis-à-vis multinationals operating from other countries such as Malaysia and China. This is going to have a significant impact on the capacity creation of the SMEs and how investment will decline from Indian SMEs. A credit rating system which judges SMEs within there sphere will surely lift the gloom apparent in these variables. The imminent arrival of the SME exchange should help problems of finance and allow SMEs to get access to the equity finance and reduce debt financing to minimum.
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  Note: CE and WC represent capacity expansion and working capital, respectively.

4. BCI of Industry and Services Sector: A Comparison 
Within the overall confidence index, the BCI values for Services sector have comprehensively outperformed the industrial sector.  Services have done better than the industrial sector in 13 out of the 14 mentioned variables. Industrial sector did better than the services sector in terms of the input costs which improved to (26.7 against 21.4).  Services sector recorded higher BCI in cases of Gross sales (81.9 against 70.4), New orders / contracts (82.2 against 66.5), Capacity expansion (72.2 against 65.5), Exports (65.6 against 59.4), Selling prices (54.4 against 54.1), Credit cost for capacity expansion (41.5 against 34.7) Employment (77.8 against 63.6), Net profit margin (62.0 against 51.6), Credit availability for working capital (59.9 against 48.5), Credit availability for capacity expansion (53.8 against 50.7), Inventory level (55.3 against 47.3) and credit cost for capacity expansion (46.0 against 39.1)
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 Note: CE and WC represent capacity expansion and working capital, respectively.

On the basis of the individual values of BCI for industrial and services sector of SMEs, the following broad observation can be made:

(i) Prospect of increase in Gross sales in Services sector look brighter than that in case of Industrial sector, attributable to better prospects of New orders / contracts, exports, selling prices and Credit availability for capacity expansion.

 

(ii) SMEs in industrial sector seem to be relatively less favorably placed in terms of credit availability and credit cost of working capital as compared to their counterparts in services sector.

(iii) Net profit margin in industrial SMEs is far lower than that in Services SMEs. This could be owing to greater adversity of rising costs in former than in later.  












































































[1] The range of 0-100 has been dividend in the following four parts: (i) 0-24, indicating significantly  unfavorable change to the extent of more than 10%, (ii) 25-49, indicating unfavorable change to the extent of 1-10%, (iii) 51-74, indicating favorable change to the extent of 1-10%, and (iv) 75- 100, indicating most favorable change to the extent of greater than 10%. The values of 0, 50 and 100 would indicate most unfavorable change, no change and most favorable change, respectively.


[2] The respondent were asked to compare the business prospects in third quarter of 2010-11 with quarter just passed by (July- Sep) on the following 14 outlook indicators: Gross sales, Employment generation, New orders / contracts, Capacity utilization, Capacity expansion, Exports, Selling prices, Overall input costs, Inventory level, Net profit margin, Credit availability for working capital, Credit availability for capacity expansion, Credit cost for working capital, and Credit cost for capacity expansion. The responses received on each of these questions were adjusted in such a manner that they were neither biased towards large number of small firms (financially) nor towards the financially large firms. 





