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Message fronPresident,PHD Chamber

(
=)

A conducive business environmeistvery importantfor starting
and operating a business. India has been cardusly improving
inWorldBanR&d 9+ &S 2F 52AYy 3 hasjdedpady Saa w
by 65spots from 142" rankin 2015 to 77" rankin 2019among
190 economies.

The government hasundertaken plethora of economic and
businessreforms in the last ife years with the objectiveof
Shri Rajeev Talwar providing ease of daig business in the country. There is a
significant improvementn almost all the parameters set by the
World Bank.

Improvement in parameters such aarting a businesgjealing
with construction permits getting electricity, getting credit,
paying taxes, enforcing contracts, resolving insolvearay trading
across borders are highly appreciable.

The MSMEs play a very significant role in tiggowth and
developmentof the Indian economy by contributingt around
32%in GVA 33% in Manufacturing GVand 40% in exportsThus,
ease of doing business refornisr MSMEsbecome crucialto
provide an efficient business environment fonore than 60
million MSMEs ithe country. At this juncture, the states can play
a major role in promoting MSMEs by undertaking proactive
measures for their growth andompetitiveness

¢CKS {GFrGSaqQ t2tA0& [/ 2yO0ftl @S wHnmp
State Development Council of PHD ChamiifePHD Chamber of
Commerce and Industrfpr engaging in meaningful deliberations
between the state officialsand industry stakeholdersl am
sanguinethat the discussions during the sessions would provide

fruitful outcomes that would spur the growth ahdustry and

especially the growth and resitiee ofMSMESs in the country

| wish all the best to the conclave and look forward to enriching

deliberations.
b=

(Rajeev Talwar)
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Message fronSeniorVice PresidentPHD Chamber

The Micro, Small and Medium Enterprises (M3yIBector has
emerged as a highly vibrant and dynamic sector over the last few
decades. There are 634 lakh unincorporated -agmiculture
MSMEs in the country engaged in different economic activities,
\ out of which 31% are in manufacturing, 36% are in tradd 33%
are in other activities. The sectas the backbone of Indian
economy as it contributes a significant share in GDP,
manufacturingemployment, investments and exports

Dr DK Aggarwal

LYRAI Q& NI y 1 EA&s¢g of2DBimgf BRsiness rarikifgs
jumped 65 positions to 77" rank in 2019 from 142" five years

aga Government has taken various initiatives to improve the ease
of doing business for MSMEs sulelunch of MSME Samadhan
Portal, MSME Sambhand Portal, MSME Sampark Portal; single
window system; reductioim registration fees, among others.

Going ahead, to improve the ease of doing business rankings
further, it is a prerequisite forthe statesto give a special focus to

the growth and development of MSMEsector. ¢ KS A G (G Sac
impetus would enable percolatioaf the reform measures at the
grassroots, thereby facilitating growth of MSMEs and overall
sociceconomic development in the states.

¢CKS {GFrGSaqQ t2ftA0e [/ 2yO0fl @SS Hnmd
the state governments can collaborate with industries for
development ofthe nation at large. | am confident that the

conclave would touch upon issues of topical importance and pave

the way for aHinclusive growth in theountry.

My best wishes for the grand success of StakRsicy Conclave

2019 which willbe a useful platform for different stakeholders
including corporate, government officials, administrators,
researchers, policy planners, businessmen and business leaders

7'1,’ 1 A% e /
/,( ( f‘;//(( 7/&4/

(DK Aggarwal)
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Message fronVice PresidentPHD Chamber

Continuous government efforts have resulted in thgnificant
improvement inL Y RAl Qa NI y | ©&asé ofddnyt R . |
business rankings. India currently ranks af position out of 190

economies

The government has implementesgveral reforms at the national
level to ease and rationalize the business regulatory processes
accompanied by the introduction of information technology as
enabler to make governance more efficient and effective.

ShriSanjay Aggarwal

Apart from central @vernment, state goernments have also
initiated many reforms such as initiatingingle window system,
tax reforms,among othersto make business environment in the
state efficient and conducive. This would attract more
investments and help states improve their BRAP rankings

Going forward, both central and state governmenshould
continue with their effective reformmeasuresfor promotion of
ease of doing business in tlwuntry to spur industry growth in
the coming times.

PHD Chamber isworking diligently for the growt and
RSOSt2LIYSyd 2F adraSaed ¢KS {dFdS:
excellent platform to deliberate on issues of topical importance to

the states. | am sure that the discussions pertaining to Ease of

Doing Business in the states would go a long wasgrengthening

industry sector Major thrust given to MSMEs in the conclave

would pave the way for their growth and development.

| wish grand success to the Conclave!

Ua"\‘

(Sanjay Aggarwal)
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Message fronChairman States Development Council,
PHD Chamber

Ease of doing business holds a prime importance for the overall
growth and deelopment of trade and industrymprovement in
LYRALF Q& NI Y1 A yEhse dfpoing Bulifiess to. 7y | Q&
position in 2019 from 14¥ position in 2015 is highly inspiring.

The improvement in rankings has been observed primarily due to
significant progressnadein eight out of ten parameters such as
dealing with construction permit¢rading across borderstarting

a business, getting electricity, ¢ty credit, paying taxes,
enforcing contractandresolving insolvency

The central and state governments have undertaken many
reforms to promote ease of doing business as a whole. However,
promotion of ease of doing business to MSMEs sector becomes
crucial at this juncture, as the MSMEs have emergedresngine

of economic growtlof the Indian economy

The role of states inthe promotion of MSMEs is of prime
importance as the growth at national level is an aggregation of
growth at state level.The States' Policy Conclave 2019 is a
prestigious flagship eventof the t | 5 / KI' YO SNRa
Development Council. The objective of the conclave is to foster
the spirit of cooperative federalism so that union and state
governments come on a platform to forge common national
agenda for development with thrust on empowerment of the
states of India.

I am sure that the deliberations during the various sessions would

provide an effective roadmap for all states to ease the business
environment for the MSMEs.

(Sharad Jaipurip
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Message fronSecretary General, PHD Chamber

The ease of establishment and operation of businesses play a

pivotal role in the growth and development of an economy.
Prosperity of businesses facilitates creation of jobs and generation

of incomes which A YLINRE @Sa (GKS O2dzy :NEQa |
3 economicand business rankings in global charts

q =~

t Over the years, government has implemented several reforms to
streamline business processes and improve the business
Dr Mahesh Y Reddy regulatdNE Sy JANBYYSYd® LYRAF Q& LISNF2N
Ease of Doing Business Index has improved at a remarkable pace
from 142" rank in the year 2015 to ¥7rank in the year 2019.

Similarly, states/UTs have introduced several reforms as a part of
BRAPto improve their business regulatory environment and
attract investments. Although, the business climate at macro level
is expanding, theease of doingousiness environment at MSMEs
level needs more facilitation Therefore, focussed reforms to
promote easeof doing business for MSMEs ameededto make
India a best place to do businegming forward.

The states can play a massive role in being the harbingers of
improved bisiness environment to the MSMEs byplementing
pro-MSMEs policies and providing state of the art infrastructure.

¢CKS {dFrGSaqQ t2tA0e& [/ 2yO0fl @S wHnmp
and Industry aims to provide an effective platform for the state
machineries to interact with the industries on n@us
opportunities andchallenges| am sure that the discussions in the
conclave would be of immense significance.

(Mahesh Y Reddy)
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Message fronChairman, Ease of Doing Business
Committee, PHD Chamber

Micro, small and mediurenterprises have a very special and vital
role in the Indian economy. The government has given a major
thrust to the growth of MSMEs as the next level of economic
growth is expected to come from this crucial sector of the
economy. However, the sector neetixilitation in terms of ease

of doing business. This is where the states can play a major role in
ensuring percolation of reform measures at the grassroots for the
growth of MSMEs.

¢CKS adlriasSQa NRfS (G261 NRA o0dzZAf RAY S
smooth running of business is the key towards an efficient
manufacturing sector for a strong and sustainable economic

growth.

At this juncture, | am elated to know that PHD Chamber of

/| 2YYSNODS YR LYRdzZAGNE A& 2NHIFYAT A
2019 which ha ease of doing business as one of the themes.

States have initiated reforms for ease of doing business which is
evident from thesignificantimplementation of Business Reforms

Action Planby the states | am hopeful that the dignitaries from

various stats in the Conclave would highlight their best practices

to the benefit of other states.

L oeAakK |ff¢ GKS &adz00Saa G2 GKS [

forward to interesting deliberations!

/

.FA‘. - -

(PK Malhotra)
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Message fronFamer Head Department ofCommerce,
Delhi School of Economics, University of Delhi

Sharp jump in ease of doing business rankings to the level of 77
from 100 is highly inspiring and more than the expectations. The
reform measures undertaken by the governmenavie started
paying off and fruitful outcomes are visible now. The
—v &i implementation of GST and Insolvency and Bankruptcy Code along
' with improvements in registering for new electricity connection,
upgradation of port infrastructure, among others have faciéth
the country to improve in various parameters.

Prof Kavita Sharma

Further, MSME seot holds the potential to push Y RA | Q& 3INR ¢
in the doubledigit trajectory, if facilitated by ease of doing
business. Therefore, it is essential that great emphaséy be

given to reake the true economic potential of this sector.

Going ahead, given the ongoing reform momentum, it is expected
that India will rank at around 50 on the Ease of Doing Business
Index in the coming times.

L Y StFGSR G2 0S | lateRMI@ZAHDIKS
Chamber of Commerce and Industry and look forward to
interesting deliberations.

f\
}

,4/{ '

( Y

(Kavita Sharma)
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Message from Associate Professor Department of
Commerce, Delhi School of Economics, University of
Delhi

India improved its Ease dboing Business Ranking significantly
from 100" position in Doing Business 2018 report td"fosition
in Doing Business 2019 repdny the World Bank

The implementation of GST and Insolvency and Bankruptcy Code
along with improvements irstarting a business, dealing with
construction permits, getting electricityamong othes have
yielded positive results.

Dr Niti Bhasin

Under the Make in India initiative, central @rstate governments
are executing their respective annual Business Reform Action Plan
(BRAP) to improve their rankings on the ease of doing business
which reflect their willingness to reform and attract investments.

Going aheadthere is a need to sustain this momentum of
implementing reforms both at the Centre and State leteeinake
India one of the best destinations to do business. | believe this
report would provide important insights to policy makers for
creating a conducivéusiness environment for the MSME sector
of the Indian economy.

| am delighted to know aboutt | 5 / KIF Y6 SNRa {4 G
Conclave 2019 which aims to engage in effective policy dialogues
at the state level. | wish grand success to the programme.

}QJ/

(Niti Bhasin)
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Executive Summary

The ease of doing business gemned importance in the last few years owing to the impact

it has onthe overall industrial climateinvestmentsand job creationn the economy. The
government has given major thrust to ease of doing businesshasdvorked aggressively

to ensure that ldia moves up on the rankings of ease of doing businefisedfVorld Bank.

India has been continuously improvingtire2 2 NI R . I y1 Qa 91 &S 2F 52Ay
and recently jumped 23 positions to mark its position af'#@nk among 190 economies.

However, there is a need to give major impetus to ease of doing business for MSMEs as the
MSMEs have a very special and vital role in ghewth and development of théndian

economy.

The growth of MSMEs is of paramount importance as the sector has poteotianly to
generate additional export earnings but also generate millions of employment opportunities
for the growingyoungpopulationin the country At thisjuncture, it becomes imperative to
assess the business environment for MSMEs in the countryt@arsiliggest measures to
make it more conducive in the coming times.

With the objective of knowing about the ease of doing business for the MSME$D
Chamber of Commerce and Industry in collaboration with Department of Commerce, Delhi
School of Economics conducted a survey of MSMEs acrosethers in thecountry. The
findings of the study were very interesting as there was no uniform trendedidde in

terms of perception of respondents towards ease of doing busirndsgority (45% of the
respondents agreed to ease of doing business for MSMEs in the country and said that the
economic and busineseform measures undertaken by the governmeravie been fruitful

for them. Of the rest 55%, around 32% of the respondents opinedttieat is adire need

for improvement in theease ofdoing business climatéor MSMEs while 23% were
indifferent about improvement in theease of doing bsiness environma in the country

Majority of the respondents agreed to a significant improvement in number of tax payments
in a year, cost of transportation and logistics, time required to enforce a contract, bringing
out a law suit against a company, supply of eliedly, time to obtain an electricity
connection, time involved in transportation of goods, number of documents in starting a
business, online availability of business procedures, starting a busliiessabledousiness
procedures cost to obtain an elediity connection and cost to obtain an internet
connection, among others.

However 32% of the respondentiisagreed on the improvement in availability of land,
process to acquire a land, cost of land, cost for starting a business, cost of labour, cost to
register a property, single window mechanism for approvals and clearances, common
application for business approvals, compliancesler various labour laws, cost of business
approvals and clearances, procedure for registering a property, electricity tamifts
number of tax returns to be filed in a year, among others.

17 | PHD Research Bureand Department of Commerce, Delhi School of Economics
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Chart 1: Ease of Doing Business for MSM& $ar
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Source: PHD Research Bure@HDCCI, Survey &ase of Doing Businegss MSMES, Aprlune 2019

This can be attributed to the fathat the survey was conducted in the month of April to

June 2019 while lot of reform measures were undertaken by the government iretient

months QulyAugust 2019 It may be mentioned thatrecently the government has
undertaken plethora of reforms fothe MSMEs includingJNE @A aA 2y a F2NJ ol vy
NBFCs for further olending to MSMEs up to Rs.20 lakh per borrower under the Priority
Sector Classification, payment of all pending GST refunds to MSMEs within 3@ndays
withdrawal of Angel Tax prasibns for Startups and their investors

The support and outreach programme such as extension of loan facility upto Rs 1 crore
within 59 minutes through an online portal, online filing of Udyog Aadhaar Memorandum
(UAM), MSME SAMADHAAN Portal, among otteetke MSMEswvere also launcheth the
recent pasto provide them with a supportive business environment

Going ahead, thease of doing business for MSMEs is expected to improve significantly in

the coming timeswith the percolation of economic antusinessreforms at the ground

leveb ¢KAA Ad GKSNB (KS NRfS 2F adlrdiSa o0S02Y
towards promoting ease of doing business is the key towardsnapetitive manufacturing

sector for a strong and sustainable economic grow

The states have implemented the Business Reform Action BRAP)o improve the
regulatory environment for businesses to grow and flourithmay be noted that the states
which have performed well on the BRAP have observed high growth of G8iier At has
been observed in few states that th&tates with high rankings on BRAP witness high
industry growth.

18 | PHD Research Bureand Department of Commerce, Delhi School of Economics
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The states form the core of the federal structure in India and for any development initiative
to succeed,; the role played by states assunmesiense significance. In order to improve the
ease of doing business in the country, the state governments may identify the issues that
exist in their respective states and work towards addressing those bottlenecks, thereby
ensuring a conducive businessveonment, particularly for MSMEs.

Going ahead, the overall smooth functioning and the quality of governance at state level can
stimulate growth by making the policy environment more business friefidigher reforms

in ease of doing business at theognd level especially for the small and medium sized
businesses along with desired reforms in labour laws such as fixed term employment for
flexibility in hiring by industry across the States would be crucial to strengthen the
manufacturing sector, Make inndia programme and create millions of employment
opportunities for growing young workforcd hough the government has announced Fixed
Term Employment but only few states have implemented it. So, all the state governments
may implement Fixed Term Employmefor the benefit of the industries in general and
MSMEs in particular.

It is also recommended that the governmemiy reduce the performance bank guarantee
for MSMEs such that it is ortenth for micro, twefifth for small and onehird for medium
enterprises for leveplaying field;provide deemed NSIC registration renewal in case of
delay;and reducehigh primary and collaral security demanded by banks. Further, there
may beextension of loans of Rs 1 crore by banks without any collateral and redatzedf
interest to MSMESs and intragttion of punitive measures for habitual defaulters who dano
meet paymentobligations towards MSMES in maximum 45 days.

19 | PHD Research Bureand Department of Commerce, Delhi School of Economics
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Key Findings of the Survey

Respondents strongly agreedn improvementin ease of doing business

Promotion of ease of doing business has beca
most crucial for the growth of industry and th
reforms undertaken in this direction have startg
giving fruitful outcomes. Relatively easier and les
number of procedural requirements, efficient
judicial system, online availability of require
information, among others have made it easier
bring out law sus against a company and enforci
a contracthas become easietObtaining the pre
requisites for a law suits has lmoe hassle freand
less time consuming

The historic restructuring of tax system in t
country, accompanied by increase in use of dig
payments and technological upgradation at t
receiving end, i.e. government departments, hga
resulted in the impoved tax payments, competitivi

pricing and economies of scale.

Number of tax payments in a year
Cost of transportation and logistics

Time required to enforce a contract

= -4 -4 -a

Bringing out law suit against the company

Respondents agree@n improvem

entin ease of doing business

Ease of doing business has significantly improve
getting approvals has been made a lot easier
hassle free. Thanprovement incommunication and
coordination betweerthe government departments
and citizens is visible Steps such as removal (¢
tedious procedures, curtailment of transmission Ig
of electricity, availability of online applications a
online approval systems, among others, ha
created atransparent working environment and thu
raised the confidence of peapland firms. This ha
resulted in the improvement of various paramete
of ease of doing business, such as getting electri
starting a business, construction permits, ama
others. Further, there is an increase in efficiency i
sales of thebusinesseslue to requirement of very
minimal paperworkand approvalswhich has beer
made possible witlthe implementation of GST.

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

1
1
1
1

Supply of electricity

Time to obtain an electricity connection

Time involved in transportation of goods
Number of documents in starting a business
Online availability of business procedures
Starting a business

Business procedures are IT enabled

Cost to obtain an electricity connection
Obtaining construction permit/certificate

Cost to obtain an internetonnection

Cost of enforcing a contract

Cost of documenting in exporting and importin
Time of processing building permit & certificate
Credit Availability

Documents required for exporting and importin
Procedures for new water & sewage connectig
Timefor documenting in exporting and
importing

Time to register a property

Cost for new water and sewage connection
Behavior of inspectors

Road police checks/inspections
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Respondentsindifferent on improvementin ease of doing business

Government has undertaken various dynami
reforms over the last few yeait® promote ease of
doing business. However, the effectiveness of th
reforms has to be made significant at the MSM
level. People are neutral to the improvement
certain parameters of ease aloing business eithe
due to lack of awareness or due to presence
structural bottlenecks hampering the effectivene
of the reforms. At this juncture, there is a need
work on theimplementation and awareness aspe
of the reforms, so that their ben#$ can spread
equally to the firms of different size, nature firm
and across states.

1
1

1

= —a —a 8

=) =] =] =

Process of tax registration

Protection of shareholders from undue board
control

Ease in documentation for construction permit
Time taken to recover debt undarsolvency
proceedings

Recovery rate under insolvency proceedings
Compliance under various environmental laws
Simplification in Tax structure

Role of shareholders in the management of thg
company

Cost involved to recover debt under insolvency
proceedirgs

Cost of environmental laws

Contracts entered into are easily enforceable
Time to obtain credit

Tax rates in the country

Respondentsdisagreedon improvementin ease of doing business

Although, procedural requirements have beg
reduced, the communication between governme
departments have becme transparent and hassl
free, however, the cost aspect of some of th
parameters still needs to beeslaxed further There
are various approvalslocumentation requirements
and multiple visits to departmentthat consume 34
significant amount ofime andinitial investment in g
business. Further, the government has upgrac
itself technologically, however, there are segment
people that need to be made aware about the
technical knowhow of these facilitiesso that the
effectiveness is fully realisedn addition, there is
manual interference in the automated mechansi
that needsto be removed

1

=a —a —9

Cost for starting a business

Cost of labor

Cost to egister a property

Single window mechanism for approvals and
clearances

Common application for business approvals
Compliance under various labor laws

Cost of business approvals and clearances
Procedures for registering a property
Electricity tariffs

Number of tax returns to be filed in a year
Inspection conducted by departments are
defined

Obtaining various business approvals and
clearances

Employment of labor

Credit availability at reasonable rate of interest
Reduction in number of inspectioesnducted

Respondentsstrongly disgjreedon improvementin ease of doing business

Obtaining land is one parameter of ease of do
business that requires improvement in every aspe
The procedure to acquire land should be free fr

complex and costlgrocedural bottlenecks.

1 Availability of land
1 Process to acquire land

9 Cost of land
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1. Introduction

The ease of establishment and operation of businesses play a pivotal role in the growth and
development of an economy. Prosperity of busines$aslitates creation of jobs and
generation ofincome which can be spent both dontieslly and internationally. I€ar and
certain legislative and executive regijreugmented by an efficient judiciary that ensures
timely enforcement of contracts, protectsqperty rights, resolves insolvency and protects
the rights of creditors and investoese pre-requisites for healthy business environment in
an economySomethe key factors that encourage businesses espedd®MEs to flourish
and realise economic gaingiclude sund policy framework, effective rules, simple
procedures, increased transparency, curb on corruption and red tapistrpng
infrastructure backed by efficient information technology system and timely
implemeéntation of policies with strong traclg and monitoring rachanism to measure
progress.

Across the globe, MSMEs face many difficulties in starting and operating businesses.
However, their difficulty level varies with the regulatory and institutional environment in
which they operate.Effectve business regulation and continuous and focused reform
measuresto ease the businessenvironment provide MSMEs opportunities to grow,
innovate and move from informal to the formal sector of an econoigr instance,n
Denmark, the average number of ngwlegistered companies is 8 per 1,000 workers per
year, whereas in ganda this figure is less thamg&w company per 1,000 workers per year.
This difference can be explained by many factors including the té\business regulatiohs
Various studies havalso found that an economy that undertake reforms to ease the
regulatory burden on businesses tend to attract greatBareign investments as
Multinational Corporations NINC3 prefer countries that have predictable and stable
business environmenwith fewer, cheaper and simpler regulatiohs

At international level, the World Bank every year assesses the policies to ease the regulatory
burden, undertaken by countries across the world through its Ease of Doing Business Index
(EDBI). The index uses 10 different indicators that measure varioestaspf business
regulations which are important to domestic firms and for national competitiveness. Doing
Business also measures features of labor market regulations which are reported as a
separate section and not included in the ranking. EDBI is camsides a reliable source of

'Gaur, A. D., & Jasmin, P. (2017). Ease of Doing BusinesinOnallenges & Road Ahead.International
Conference on technology and Business Managel(ipgnt7 784).

2Doing Business Report, World Bank, 2019

®Corcoran, A., & Gillanders, R. (2015). Foreign direct investment and the ease of doing bReviess.of
World Economicd51(1), 103126.

JayasuriyaD. (2011)Improvements in the world bank's ease of doing business rankings: Do they translate into
greater foreign direct investment inflowsPhe World Bank.

Kelley, J. G., Simmons, B. A., & Doshi, R. (2016, September). The power of ranking: thd@agebasiness
indicator as a form of social pressure.Annual Meeting of the American Political Science Associatiorr Mini
Conference on Assessment Power in World Politics, Philadelphia, PA
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information on the business environment of an econé]r]mEDBl rankings aim to compare
the business environment of different countries.

It rewards any policy that reduces the time and cost of doing business and revealsdtiow
'y § 02 yogexithédilis dding than othetsEase of doing businesankingsimpacts
the reputation of the countries and hewe influences them to initiatemportant policy
reforms to improve the regulatory environment in their economy.

At the natonal level, réorms undertaken by the @vernment to improve business
environment in the country such as removing regulatory burdens, cutting delays,
introduction of Goods and Services Tax (G®Fpmoting paperless transactipramong

othershave beenwide & | O1y26f SRISR Ay (G(KS tA3IKG 2F Ly
Clhyl1Qa 91Fas 2F 52Ay3a . UznRof6Std & ind2019 But of 190y RS E
economiesFurther, at the state level, under the Make in India initiative, state governments

are executing their respective annual Business Reform Action Plan (BRAP) to improve their
rankings on the ease of doing business which reflect their willingness to reform and attract
investments.

Although, governments at botltentral and state level have beeinitiating significant
reforms to improve ease of doing business in India, but there is a need to check the ground
realitiesi.e. to analyse whether such reforms have been implemented properly and their
benefits have reachetb small and medium scale bngsseswhich are the backbone of the
Indian economy.

Analysis of the Ease of doing business atMt&VIEdevel becomesessential because in a
dynamic economy like Indiavhich is rapidly growing and continuously reforming its
business environment, theesults in major cities and on large businesses may not be
representative of other small areas and businessiethe country. In the light of the above
arguments, this study aims ®valuate the ease of doing business at international, national
and statelevel, analyse the impact of ease of doing business reforms undentdly the
Indian government on M@Es.

MpinheiroAlves, R., & Zambuij8lliveira, J. (2012). The EasfeDoing Business Index as a tool for investment

location decisiongEconomics Letterd17(1), 6670.

*Kelley, J. G., Simmons, B. A., & Doshi, R. (2016, September). The power of ranking: the ease of doing business
indicator as a form of social pressuta.Annual Meeting of the American Political Science Associatiorr Mini
Conference on Assessment Power in World Politics, Philadelphia, PA

%t Ag2yalAT YO OHAMnU® 5283 (KS woras$S 2F 52Ay3 . dAAYyS:
Inflows?.
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2. Objectives and Research Methodology

The ease of doing business has gained importance in the last few years owing to the impact

it has on the overall industrial climate; investments and job creation in the economy. India

KFra 0SSy O2yliAydzzdzat e AYLINE JAY IssRghkingKafd 2 2 NI |
has made remarkable progress of 65 spots in the Doing Business Report of World Bank in

the last five years.

However, there is a need to give major impetus to ease of doing business for MSMEs as the
MSMEs have a very special and vital nolehe growth and development of the Indian
economy. The growth of MSMEs is crucial as the sector has potential not only to generate
additional export earnings but also generate millions of employment opportunities for the
growing young population in theountry.

At this juncture, it becomes imperative to assess the business environment for MSMES in
the country and to suggest measures to make it more conducive in the coming times.
Against this objective, PHD Chamber of Commerce and Industry in coliaboraith
Department of Commerce, Delhi School of Economics conducted a survey study to assess
and analyse the ease of doing business environment at the MSMEs level.

2.1  Objectives of the Study
Folbwing are the objectives of thetudy:

0] To evaluatethe ease of doing business scenario at international level and
therebyanalyseL Y RA I Q&4 LR aAGA2Y O

(i) Toevaluatethe ease of doing business at national and state level in India

(i)  To analyse the impact of refornumdertaken by the government faiSMEs.

(iv)  Toanalsethe level ofease of doing businessr MSMEs

(v)  Todraw conclusions and recommendatidresed on theanalysis andindings of
the survey.

2.2  Research Methodology

Both primary and secondary research has been condutbdedetermine various factors
contributing to the ease of doing business in tmelia @ the MSMESs leveBoth quantitative
and qualitativetools have been used for the study.

Exensive secondary research has been conducted to evaluate the ease of doing business
scenario at international, national and state levBlifferent news articles, national and
international journals, books and websites which focused on various aspeaasef of

doing businessvere referred. World Bank database on ease of doing business been

used indepth. Other authenticated sources referred for the secondary analysis on the study
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include Annual Reportsof the Ministry of Micro, ®all and Medium Enterpises
Government of IndiaBusiness Reform Action Plan (BRAP) Reports of the Department for
Promotion of Industry and Internal Trade (DPIIT), Ministry of Commerdce lraustry,
Government of India, among others.

For secondary analysis, trends in eas@@hg business across the world and in India were
FylrfteasSR dzaAy3d GKS 22NIR .ly1Qa SIrasS 2F R2A
business at the State and Union Territory level in India were analysed using the Business
Reform Action Plan (BRAP) osts of the Department for Promotion of Industry and

Internal Trade (DPIIT), Ministry of Commerce and Industry, Government of India.

For primary analysisSimple Random Sampling Technijweas used. The selection of
MSMEsdid not involve any criteria anthe questionnaires were sent across the country.
The statistical tools used for the studyere simple aggregates and averag@&sescriptive
statistics were used to describe the study variables and items of each variable of the study.
The data has been presed in graphs and charts for lucid illustration

The target population of this sty was MSMESs operating in IndiBo obtain the responses
online invitations and hard copiedf the questionnaire were sent to potential participants
740 numbersf responses were received from across the country, comprising of maximum
number of responses from small enterprises (329), followed by 246 responses from medium
enterprises and 165 from micro enterprises. Further the respondents comprised of 370
servicesMSMEs, 222 manufacturing MSMEs and 148 trade MSMEs.

Table 1:Profile of Data Collected

Manufacturing | Trade MSMEs Services Total

MSMEs MSMEs
Micro 65 45 55 165
Small 95 30 204 329
Medium 62 73 111 246
Total 222 148 370 740

Source: PHD Reseahreau, PHDCCI, Survey on Ease of Doing Business for MSMEs

Various qualitative methods like focusagip interview, depth interview have been adopted
and after considering the opinions of various industry experts and academjcans
extensivequestionnaire pertaining to the selected aspects of doing business in India was
administered on MSMEs from a variety of sectors across Iithie.survey/ questionnaire
was seHadministeredto assess and operationalise each of the variables at a speaificip

6 Simple random sampling is a sampling technique where every item in the population has an even chance and
likelihood of being selected in the sample
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time (crosssectional).The questionnaire incorporated9lparameters/measure®f ease of
doing busineswvith 56 items/questions in total. The measures/parameters used were:

Obtaining
e e Bl Getting electricity, Getting Credit
business approvals and

clearances

Tax Enforcing
registration, payi . Registering contracts and
g taxes and filing Latutel Uiz 4l property quality of judicial

returns processes

Inspection Resolving Awaass ol Construction

Information

Reforms insolvency technology

permits

Trading across Transportation Environmental Single Window
borders and logistics compliances Clearance Syste

Obtaining
infrastructure
related utilities

Availability and

Protecting
allotment of land

investors

All questions used a Likert schte record participant responses. &gondents were asked
to rate their experience on a-point Likert scale ol to 5, (where 15 represents strongly
disagree, disagree, indifferent, agree and strongly disagree respectively) agaicist
parameter of the ease of doing business based on indiviguestions in the questionnaire.
After the responses were collected, they were decoded and analysed.

"The Likert scale is a five (or seven) point scale which is used to allow the individual to expressdiothey
agree or disagree with a particular statemetit.is the most widely used approach to scaling responses in
survey research, such that the term is often used interchangeably with rating scale
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3. Ease of Doing Business at International L&el LY RA | Qa4 t 2aAGA2Y

At the international level, the World Bank, every yesince 2003assesses the polici¢e
ease the regulatory burderundertaken by countries across the world. It is done through
the Doing Business RepoBistance toFontier Scorealso known as Ease of DoiBgsiness
scoreand the Ease of Doing Busingaskings The ranking of economies is determined by
sorting the aggregate ease of doing business saor@d90 economies across the world.

Governments across the world are making significant efforts in improving their business
regulatory environments to make doing business easier for entrepren&imge its launch

in 2003, Doing Business has inspired more than 3,500 reforms in the 10 drkasimess
regulation measured by the reporthe majority of these reforms have been made in-ow
and lowermiddle-income economies. The three regions which have improved the most
since 2004 are Europe and Central Asia,-Salfiaran Africa and the Middle& and North
Africa.

Around the world, registering a business now takes an average of 20 days and costs 23% of
income per capita, compared to 47 days and 76% of income per capita ift Zb@6average

paidin minimum capital that entrepreneursnay depost is 6% of income per capita,
compared with 145% of income per capita in 2006. The global average time to prepare, file
and pay taxes has fallen from 324 hours in 2005 to 237 hours in 2017. On an average,
entrepreneurs across the world find it easiter sart a business and deah construction
permits but find enforcing contracts and resolving insolvency the most difficult.

The economies that rank highest in the ease of doing business are those that have
consistently weldesigned business regulation evhose regulatory environments have
thrived thanks to comprehensive reform over the years. WiNlew Zealand has topped the
Ease of Doing Businesankings in the years 2017, 2018 and 2019, Singapore topped the
Ease of Doing Businesskings from 2007 to 2016.

Table 2 World BankEase of Doing Business Rankings

Rank 2019 2018 2017 2016 2015
1 New Zealand New Zealand New Zealand Singapore Singapore
2 Singapore Singapore Singapore New Zealand New Zealand
3 Denmark Denmark Denmark Denmark Hong Kong SAF
4 Hong Kong SAF  Korea, Rep. | Hong Kong SAF  Korea, Rep. Denmark
5 Korea, Rep. = Hong Kong SAF  Korea, Rep  Hong Kong SAF  Korea, Rep.
6 Georgia United States Norway United Kingdom Norway
7 Norway United Kingdom United Kingdom United States =~ United States
8 United States Norway United States Sweden United Kingdom
9 United Kingdom Georgia Sweden Norway Finland
10 Macedonia, FYF Sweden Macedonia, FYF Finland Australia
2019 Rank 2018 Rank 2017 Rank 2016 Rank 2015 Rank
India 77 100 130 130 142

Source: PHD Research BureBbDCCtompiled from World Bank DoirBusinesskeports

.22 NI R .lylaQa 9las$ 2F 52Ay3 .dzaAySaa wSLRNI&A
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Some of the international best bsiness regulatory practices are:

1 New Zealand ranks number om@nong 190 countries istarting business parameter
ofthe2 2NI R . I y1Qa S| &NumbeFof prétddyrés inostmding A S 4 a
business in New Zealand is just onghwno minimum capital requiredt takes less
than a day to start a business and just one day to register the property.

1 In Georgia, only one poedure is required to start a businesaurther it just takes one
day to register the property and no cost is involved in registering the property.

1 In Singapore, it just takes 64 hours in a year to pay taxes with only 5 tax payments in a
year. The totalax rate as percentage of profitsas low a20.6%.

1 Denmark ranks number one among 190 countries in trading across border parameter
2T GKS 22NIR . IFylQa Sl adnddie hduRidirggbiredfoza A y S a
documentary compliances at the time ekxport and import. Also, negligible costs are
involved in exporting and importing.

T IndahasSa il of AAKSR (GKS 0Sad NBIdz | 6§ 2NB LISNF 2
rights which is one of the variables ofopecting the minority investoparameter of
tKS 22NIR .Fy1Qa SraS 2F R2Ay3 odzaAySaaod

1 China has establishetthe best regulatory performance in extent of disclosure index

and corporate transparency index which are variables waftgrting the minority
investorparameter2 ¥ G KS 2 2NX R . bugifea SIFaS 2F R2Ay13

1 Hong Kong ranks number one in paying taxes parameter with only 3 tax payments
required to be made in a year.

1 Korea has establishdtie best regulatory performance in getting electricity with only
3 procedures required and 13 days to obtain agc#icity connection.

1 United Kingdom has alsestablishedthe best regulatory performance in getting
electricity with only 3 procedures required to obtain an electricity connection. It made
getting electricity faster by implementing several initiativeseixpedite the external
connection works performed by sttontractors.

1 The United Arab Emirates made getting electricity easier by eliminating all costs for
commercial and industrial connections of up to 150 kt-Amperes (kVA).

1 Saudi Arabia has establishethe best regulatory performance in corporate
transparency index which is one of the variables of protecting the minority investor
parameter2 T (G KS 2 2NI R . Iy { Qaank®dsit Sas gtréngtheBetl y 3 0 dz
minority invesor protections by providing clear rules for the liability of directors and
increasing the role of shareholders in major decisions.
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L vy R Rokitd@with Respect to the World

Few years ago, India wdar behind in the ease of doing business rankivith 142" rank in
2015, but has gradually improved to 7 position in 2019 due to several reforms
undertaken by the Indian governmensuch as cutting delays, promoting paperless
transactionsamong other measures.

On an average, entrepreneurs across tald requre 20 days to start a business, however,
in India entrepreneurs require just 16 days to start a new busingssilarly, m India, it
takes 69 days to get a property registered which is lower tlenworld average of 48 days
andg 2 NI R QractioeiSod liidaylid Georgia antew Zealanyl

Chart3: Time (days) required to Start a Chart4: Time (Days) Required to Registe

Business a Property
40 75
69 69 69
35 70
65 63 63 63
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60
25
55
24 51 51
20 23 23 20 50 50 50
21 50 48
17
15 45
10 40
2014 2015 2016 2017 2018 2019 2014 2015 2016 2017 2018 2019
—o— India World Average —o— India World Average

Source: PHD Research Bureau, PHRGMpiled from World Bank Database
Further, globallyaverage numbeof days to obain an electricity connection 86 while the

number of days in obtaining an electricity connection in Indid5 which is lower than the
world aveage but higher than South Korea, where otiBydaysare required.
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Chart5: Time (daysyequired toget an Electricity Connection
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Source: PHD Research BureBHDCCtompiled from World Bank Database

It takes 275 hours in a year to pay taxes in India which is significantly higher than Singapore
g KAOK KI a bdstke§ulatosy NRcHR i@ the timequired to pay taxe€64 hours a

year). In India, it takes around 4 years to resolve insolvemdyereas in countries like
Singapore and Denmark insolvency can be resolved in less than a year.

I & LISNJ 2 2 NiighBusingss/Regbit, 2B 2 &ight of the top 20 economies on ease of
doing business rankings were from the developingntdes (namely Malaysia, Hong ¢hg,
South Korea, Taiwan, Lithuania, Estonia, Latvia, Mauritius and WA.is improving
significanty and though it has a long way to achieve the level of its counterparts in the
world economic systenthe efforts made in the past are highly appreciable.

31| PHD Research Bureand Department of Commerce, Delhi School of Economics



NATIONAL APEX CHAMBER
Ease of Doing Business for MSMEs

4. Ease oDoingBusinessWorld Bank Rankings

Over the past five years, Y RA I Qa LISHNK & NI 2 NIERse &f Dyirig Business
Index has improved at a remarkable pace from"4ankin the year2015 to 77" rank in
the year2019 on the back of implementation of robust reform measusgh as removing
regulatory burdens, cutting delays, inttuction of Goods and Services Tax (GS®mating
paperless transactions, among othefadia has improved notably in the areas of getting
electricity, dealing with construction permits, protecting minority investors, getting credit,
paying taxes and tding across borderis 2019 rankings as compared to 2015

CharteY LY RALI 2§ WwWK$1 A ¢ HI & Doint Bupiress In@ek & S
150 - 142

140 - *.......
130 Tt @ ernenarnannns 0.
120 - el
110 - e, 100

100 - e,

90 | e 77
80 e
70 -
60 -
50

2015 2016 2017 2018 2019

Source: PHD Research BureBHDCCtompied from Doing Business Repoigprid Bank

LYRAI Q& LdSsNdipfovell at ¥ @Barkable pace on distance to frontier score/ease
of doing business soe from 4Q7 in 2005 to 67.2 in 2019athe back ofstrategic reform
measures undertaken by the government

Chart7: L y R Distahce td-rontier
100 Frontier
90
80
70

67.2
60.7

60 51.3 54.0 54 7 55 3
50 | 407
40
30
20
10

0

2005 201314 201415 201516 201617 201718 201819
Source: PHD Rearch BureayPHDCCO2 YLIA f SR T NRDoing RepitsR . I y 1 Qa
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India was among the top 10 economies which made remarkable improvement in
performance on the Doing Business indicator in 20078. During this period, India
implemented atotal of sevenbusiness regulatiomeforms across different areas measured
by Doing Busmess It ranked impressively in protectlng the rlghts of mlnorlty investbrs (7

NIyl0 YR SaidlofAaKSR (KS o0Said NBIdzZ I G§2NB LI
(one of the variables of protecting the minority investors index).
Table3Y L yRarkihgonVarious Parameter®@ T 2 2 NI R yl1Qa 9+asS 27
Index
Parameter Rankings
2019 2018 2017 2016 2015
OverallRanking 77 100 130 130 142
1. Starting a business 137 156 155 155 158
2. Dealing with construction permits 52 181 185 183 184
3. Getting electricity 24 29 26 70 137
4. Registering property 166 154 138 138 121
5. Getting credit 22 29 44 42 36
6. Protecting minority investors 7 4 13 8 7
7. Payingaxes 121 119 172 157 156
8. Trading across borders 80 146 143 133 126
9. Enforcing contracts 163 164 172 178 186
10. Resolving insolvency 108 103 136 136 137

SourcePHD Research Buread@HDCClpepiled fromDoing Business Reports 262619, WorldBank

Getting Hectricity: In India, ost associated with getting electricity has natked significantly

from 219.6%(% of income per capitah 2015 to 29.5% in 2019, number of procedures in
obtaining construction permits have been reduced from 6 in 2015 to 4 in 2019 and the
number of days required in obtaining construction permits have also reduced from 116 days
in 2015 to 55 days in 2019. f&uer, the price of electricity has been lowered from 22.9 US
cents per kwh in 2015 to 17 US cept&s kwh in 2019

TabledY LY RALI Qa GtiNGFERMNOC Patateter V'

Variables 2019 2018 2017 2016 2015
Cost to get electricity (% ¢ 29.5 46.6 53.2 198.3 219.6
income percapita)
Numberof procedures in getting 4 4 4 4 6
electricity*
Price of electricity (US Cents p 17.0 17.6 20.6 22.0 22.9
kwh)
Time in getting electricity (days] 55 59 59 100 116

Source: PHD Research Bure@HDCCO2 YLIA f SR
rounded off)

F NE YDoirg 2RNforR20152090](\dee: * figures are
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Dealing with construction permitsCost associated with obtaining construction permits has
reduced fromaround 30% in 2015 to 5% in 2019, number of procedures in obtginin
construction permits have been reduced from 33 in 2015 to 18 in 2019 and the number of
days required in obtaining construction permits have also reduced from 180 days in 2015 to

95 days in 2019.

Chart8:L Y RA I Q&
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Lyl 04

Protecting minority investorsIndiaranked impressively in protecting the rights of minority
investors (¥ rankin 2019 and established the best regulatory performance in extending

idKS

AaKIF NBK2f RSNRa

NA IKGa

62y S

2T GKS G NRI of

Getting credit; India ranks comparatively good in gettingedit parameter of ease of doing

busined AYRSE® LYRAI Q&

NIy 1

Ay 3ISG0Ay3 ONBRAG K

Paying taxeg Thenumberof tax payments per yedn Indiahave reduced from 41 in 2015
to 12 in 2019 and total tax rate as a percentage of profit has reduced from 56.3045% to

52.1% in 20109.

Table5:L Y RA | Q&

Variables
No. of payments pel
year
Time in paying taxe
(hours per year)
Total tax rate (% o
profit)

LiISPeging NaXdsaratéter
2019 2018 2017 2016 2015
12 14 33 41 41
275 216 251 253 253
52.1 56.2 56.2 55.5 55.5

Source: PHD Research BureBHDCCD 2 YLJA f SR T NE Doing Reptitd®15201Y | Qa
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Trading across borders Cost of exporting associated with border compliances and
documentary compliances measured irts Wollars has reduced from U&MD3 in 2015 to
USD 252n 2019 and fronUSD 102n 2015 toUSD 78n 2019 respectively. Similarly, cost of
importing associated with border compliances and documentary compliances measured in
US dollars has reduced frod5D574 in 2015 tdJSD331 in 201%nd fromUSD 1450 2015

to USD100in 2019 respectively.

Table6Y LY RA I Q& inTiSdwgagrdéd BordedsIParameter
Variables 2019 2018 2017 2016 2015
Cost to export: border

compliance (USD) 252 382 413 413 413
Cost to export:

documentarycompliance 78 92 92 102 102
(USD)

Cost to import: border

compliance (USD) 331 543 574 574 574
Cost to import:

documentary compliance 100 135 135 145 145

(USD)
Source: PHD Research BureBHDCCt2 Y LA f SR T NP YDoiAgRakbri2015203191 Q &

Major reforms undertaken by the Indian government over the past five years (2@08.9)
to make doing business easiare briefed below:

x  Reforms implementedin 2013 2014 are:

1. Starting a business:
India made starting a business easier by considernaalycingthe registration fees.
2. Getting electricity:

In India the utility in Mumbai made getting electricity less costly by reducing the
security deposit for a new connection.

3. Protecting minority investors:
India strengthened minority investor protections by reqguog greater disclosure of
conflicts of interest by board members, increasing the remedies available in case of
prejudicial relatedparty transactions and introducing additional safeguards for
shareholders of privately held companies.

x Reforms implemented in2014- 2015 are:

1. Starting a business:
India made starting a business easier by eliminating the minimum capital
requirement and the need to obtain a certificate to commenbeisiness
operations.
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2. Getting electricity:
The utility in Delhi made the process for getting an electricity connection simpler
and faster by eliminating the internal wiring inspection by the Electrical
Inspectorate. The utility in Mumbai reduced the procedures and time required to
connect to electicity by improving internal work processes and coordination.

Reforms implementedin 20152016 are:

1. Getting electricity
India made getting electricity fasteand cheaper by streamlining the process
getting a new commercialectricity connection.

2. Paying taxes
India made paying taxes easier byroducing an electronic system fqraying
employee state insurance contributions.

3. Trading across borders
India made exporting and importingasier by launching théndian Customs
Electronic commerce Gatewa(lCEGATEportal and simplifying border and
documentary procedures.

4. Enforcing contracts
India made enforcing contracts easier by creating dedicated divisions to resolve
commercial cases.

Reforms implementedn 20162017 are

1. Starting a business:
India made starting a business faster by merging the applications for the
Permanent Account Number (PAN) and the Tax Account Number (TAN) and by
improving the online application system. Mumbai also made startirgusiness
faster by merging the applications for value added tax and the Profession Tax (PT).

2. Dealing with construction permits:
India reduced the number of procedures and time required to obtain a building
permit by implementing an online system that hstseamlined the process at the
Municipality of New Delhi and Municipality of Greater Mumbai.

3. Getting credit:
India strengthened access to credit by amending the rules on priority of secured

creditors outside reorganization proceedings and by adopting & thew on
insolvency that provides a time limit and clear grounds for relief to the automatic
stay for secured creditors during reorganization proceedings.

4. Protecting minority investors:
India strengthened minority investor protections by increasing tteenedies
available in cases of prejudicial transactions between interested parties.
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Paying taxes:
India made paying taxes easier @nnouncingthat paymentsto be made

electronically to the Employees Provident Fund and introducing a set of
administrative neasures easing compliance with corporate income tax.

Trading across borders:

India reduced import border compliance time in Mumbai by improving
infrastructure at the Nhav&heva Port. Export and import border compliance costs
were also reduced in both e and Mumbai by eliminating merchant overtime
fees and through the increased use of electronic and mobile platforms.

Enforcing contracts:
India made enforcing contracts easier by introducing the National Judicial Data
Grid, which makes it possible torggrate case management reports on local courts.

Resolving insolvency:

India made resolving insolvency easier by adopting a new insolvency and
bankruptcy code that introduced a reorganization procedure for corporate debtors

and facilitated continuation ol KS RSO0 G2NNA o0dzaAyS&da RdzZNRY =

Labour market requlatian
India increased the mandatory length of paid maternity leave.

Reforms implementedin 2017-2018 are:

=

Starting a business:

India made starting a business easier by finitggrating multiple application forms

into a general incorporation form.

India also replaced the Value Added Tax (VAT) with the nationwide Goods and
Services Tax (GST) for which the registration process is faster and compliance is
easier.

Mumbai abolishd the practice of orsite inspections for registering companies
under the Shops and Establishments Act.

Dealing with Construction permits

India streamlined the process of obtaining a building permit and made it faster and
less expensive to obtain a consttion permit.

A single window clearance system is now implemented in Delhi.

An online building permit approval system was introduced in Mumbai during the
second half of 2017.

It also improved building quality control by introducing decennial liab#gibg
insurance.
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3. Getting credit:
71 India strengthened access to credit by amending its insolvency and bankruptcy law.

1 Secured creditors are now given absolute priority over other claims within
insolvency proceedings.

4. Getting electricity:

1 The DelhiElectricity Regulatory Commission reduced charges for low voltage
connections.It also ensures that electrical connections be completed within 15
RFrea 2F (GKS LW AOFIGA2yQa | OOSLIiyOSe ¢
Delhi Distribution deployed ore personnel as well as tracking tools and key
performance indicators to monitor each commercial connection.

1 Getting electricity is also made easier in Delhi through a reduction in the time for
the utility to carry out the external connection works.

NbY

5. Paying taxes:
1 India made paying taxes easier by replacing many indirect taxes with a single
indirect tax i.e. the Goods and Services Tax (GST) for the entire country.

1 India also made paying taxes less costly by reducing the corporate income tax rate
andtKS SYLX 28SSQa LINRPGARSY(l TFdzyRa aOKSYS N
6. Trading across borders:
1 Indiahas introduced the National Facilitation Action Plan (22020). Under this
plan it has implemented several initiatives that has improved the efficiency o cros
border trade and reduced thedocumentary compliancéime and costfor both
exportsand impors.

1 Enhanced riskbased management now allows exportersdiectronially sealtheir
containersat their own facilities.

1 Only 5% of shipment®ayundergo physical inspections.

1 India has also invested ithe upgradition of port infrastructure and alloed
electronic submission of supporting documents with digital signatures.

7. Labour market regulation:

1 Mumbai eliminated restrictions on weekly holidayork and introduced a 100%
wage premium for work on the weekly rest day.

1 Mumbai also changed regulations pertaining to overtime hours and paid annual
leave.

x Reforms implemented durin@01819

India is striving to attain a ranking among top 50 in Eadeanfig Businesacross the world

The country has been undertaking major reformahich havesuccessfully cut cost, time,
documentation an proceduresfor the conduct of business in the countryThe reforms
include an easy procedure for filing Goods and Service Tax returns, the elimination of
incorporation fees for smabusinessesincrease in the recovery rate under the Insolvency
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and Bankruptcy Code 2016, among othérsese reforms havierougtt a significanemount
of efficiency and transparency in doing business in the country.

Several reforms have been implemented to improve the trade experience of companies.
These reforms include introduction of a single window for all import and export
transactions, integration of all stakeholders such as port and terminal operators at a
common platform and fast tracking clearances of consignments at ports. The government
KlIa fIdzyOKSR Wt/ { MEQZ -cbrymerdelpartdllfdR Bak CandniidityA 2 y 2
System (PCS), which intends to integrate 27 maritime stakeholders at a common platform.

In the trading Across Bordertsie government has reduced the time and cost of exports and
imports through various initiatives, including the implementation of elecic sealing of
containers, upgrading of port infrastructure and allowing electronic submission of
supporting documents with digital signatures.

The Central Board of Indirect Taxes a@idstomshasimplemented ICEDASH, an ease of
doing business dashboatd monitor daily clearances at each port in real timiéde customs
department has also started a 24x7 facilitation centre at Jawaharlal Nehru Port Trust (JNPT),
which acts as a single window for clearing consignments expeditiously. Atlimoweh
scannerscans 100 containers per hour, compared tbBcontainers per hour done through
mobile scanners. This has speeded up the clearance of consignments as containers do not
need to be openedFurther initiatives taken by the government to improve ease of doing
business in the country include relaxed norms for company incorporation, and removing
requirement of a bank account for GST registration. This is expected to help India improve
further its ease of doing business rankinghe coming times

Some other steps which have been taken by the government include clubbing of several
forms into one; removal of company seal or rubber stamp; and combined registration for
EPFOand ESICY RSNJ Wt FeAy3 ¢l ESAQT (KS LINPlifef&a 27
and hence made faster; instead of filing three returns, a GST taxpayer has to now file only
two returns.In addition the Ministry of Corporate Affairs hadiminatedthe incorporation

fee for companies with authorised capital of up to Rs 15 faklease of starting a business

In a nutshell,the government ha been initiating significant reforms to improve ease of

doing business in India. Several initiatives have been taken by the government across
different parameters to support the growth of ease of doing business environment in the
country. Some of the inditives that have experienced improvement over the years are

trading across borders, simplification of filing GST returns, ease of paying taxes, starting a
business, getting credit and dealing with construction permits, among others. A consistent
progress rade across different parameteist A 1 St & (2 SELISRAGS LYyRALI
countries in ease of doing business in years ahead.
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5. Ease of Doing Business at the State Level

The government, over the past few years has implemented sevei@ms at thenational

level to ease and rationalize the business regulatory processes accompanied by the
introduction of information technology as enabler to make governance more efficient and
STTSOGADBSD ¢K2dzaK faaR BISNE &S yarkDE iy etHas @&
Business Index cover certain regulatory policies affecting the state governments, a lot more

is still required to be done by the respective States and Union TerritQd&s)to make

LYRAF Q& o0dzaAySaa Sy ioNBy doingsiic bdsingsses dnd/féreigh dzO NI
investors.

Need for monitoring business reforms at the State/Union Territory level

1 India being a federal economy, businesses, besides the central government
regulationsalso have to comply with several rulésws and procedures enforced by
the respective State governments in the form of obtaining large number of licenses,
registations, among others which add the compliances.

f CdNIKSNE 22NIR .Iyl1Qa 91as8 2F 52AWa . dza A
reforms undertaken by only two major States/UTs of India namely Mumbai and
Delhi. Ranking is not based on reforms undertaken by other states and UTSs.

In the light of the above argumentg,is necessary tossess and monitor the performance
of other states and UTs on business reforms undertaken by them.

Reasons for monitoring business reforms at the State/UT level

Various
"egulatione and
pmcerlurns
Ncreasas
Omplianes

40 | PHD Research Bureand Department of Commerce, Delhi School of Economics



\s

PH D}
CHANDER

NATIONAL APEX CHAMBER

Ease of Doing Business for MSMEs

Business Reforms Action Plan (BRAP)

Keeping in mind the vision to make India an easy place to do businesses, Department for
Promotion of Industry and Internal Trade (DPIIT) undbe Ministry of Commerce and

Industry, Government of Indian association with the World Bank, commenced a dynamic

national level exercise in 2014 to rank all the Indian States and Union Territories on the basis

of the reforms undertaken by them on selected parameters. In December 2014, under the

Wal 1S AY LYRAIFIQ AYAGAFGAGST GKS NBLINBaSyal Ga
a 98Point Business Reform Action Plan (BRAP) to be implemented by thempi@ving

the regulatory framework for business as part of easing the doing business in the country.

The aim of this exercise was to create conducive business environment by streamlining
regulatory structures and creating an investaendly businesglimate by cutting down red

tape. The aim of the BRAP was to lay out the first of a series of recommendations targeted

at increasing transparency and improving the efficiency and effectiveness rajusa
government regulatory functions and services for ibess in India as well creating an
investorfriendly business climate by cutting down red taj@ubsequently, a report titled
G!aasSaaySyad 2F {GFdS LYLXSYSyGalridAazy 27F . dzaA
2015 assessing the reforms implemented by Stdietween the period 1stJanuary 2015 to

30thJune 2015. Sates and UTs were ranked on a total of 8 reform areas namely:

1 Sarting up a business

Allotment of land and obtaining construction permits
Environmental compliances

Labour compliances

Obtaininginfrastructure related utilities

Registering and complying with tax procedures
Inspection reforms

1 Enforcing contracts.

=4 =4 -4 -4 8

In 2015 BRAP rankings, Gujatatid the f'rank, with the score of 71.1%, followed by
Andhra Pradesh at"2rank, with the score of 7% and Jharkhand occupied th8 @ank,
with the score of 63.1%.

Table 7:Top performers on the basisf BRAF2015

Rank States
1 Guijarat
2 Andhra Pradesh
3 Jharkhand
4 Chhattisgarh
5 Madhya Pradesh
6 Rajasthan
7 Odisha
8 Maharashtra
9 Karnataka
10 Uttar Pradesh

Source: PHD Research Bureau, PHDCCI, complied from Department of
Promotion of Industry and Internal Trade
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To give this exercise momentum, 18 joint workshops were conducted in partnership with
the World Bank Group to help States/UTs tottbe understand the essence of these

reforms. Such an assessment promoted both competitive and cooperative federalism
among the States and Union Territories (UTs).

In October 2015, DPIIT circulated a $nt BRARo all the states and UTs whiafhcluded
recommendations on 58 regulatory processgsead across 10 reforms namely

Gonstruction permit enablers
Environmental enablers

Labour regulation enablers
Obtaining electricity connection
Online filing of tax returns
Inspection reform enablers

Sngle window system
Availability of land

= =4 =8 8 -8 48 -5 _92_°9_-4°

Access to information and technology enablers

GCommercial dispute resolution enablers.

Consequently, an online portal (www.eodb.dipp.gov.in) showcasing dynamic real time
rankings was developed drnaunched in Apri2016 which waghe first such platform for
knowledge sharing on regulatory compliance requirements across States/UTs in the country.

Final rankings of States/UTs on implementation of the 340 points were released®on 31

October, 2016.

Table 8:Top perbrmers on the basis -BRAP 2012017

Rank

States

=

Andhra Pradesh

Telangana

Gujarat

Chhattisgarh

Madhya Pradesh

Haryana

Jharkhand

Rajasthan

O |NoOjO|A~lW|F

Uttarakhand

10

Maharashtra

Source: PHD Research Bureau, PHDCCI, complied from Department of
Prommotion of Industry and Internalréide

In 201617 report, the ranking of Gujarat slipped t& #om 1% position in 2015 and the®1
position was taken by Andhra Pradesh and Telang@hanational implementation average

aitzz2R

ny ®dgoi:

AAIYATAOIyGT &

KAIKSN GKIyYy

achieved more than 90% implementation score. The results of the assessment demonstrate
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that states have increasingly risen to addressing thallenge of making it easier to do
business.

In April 2017, DPIIT released the BRAP, 2@ii¢h included 405 recommendations across
12 reform areasiamely:

Labour regulation enablers
Contract enforcement

Registering property

Inspection reform enablers

Sngle window system

Land availability and allotment
Gonstruction permit enablers
Environmental registration enablers
Obtaining utility permits

Paying taxes

Access to information and transparency enablers
Sector specific reforms.

= =4 4 -8 -8 _98_95_4_°_2._-2._-2-

However, BRAP 20418 was subsequently updated to 372 action points with addition of
new sectors such as Healthcare and Hospitality, Central Inspection system, Trade License,
Registration under Legal Metrology, and Registration of Partnership Firms &i&ockn
important addition to methodology under BRAP 2a1§ was the inclusion of feedback
exercise where feedback was sought on 78 reform points from actual users of new system.
The respondent data in various categories was provided by the States/UTs.

Table 9:Top performers on the basis @RAP 2012018
Rank States
Andhra Pradesh
Telangana
Haryana
Jharkhand
Guijarat
Chhattisgarh
Madhya Pradesh
Karnataka
Rajasthan

10 West Bengal

Source: PHD Research Bureau, PHDCCI, complied from Department of
Promotion of Industry and Internalr@ide

=

OO N0~ WIN

Again, Andhra Pradesh was the best performer in the implementation of BRAP2Q0&7
followed by Telangana and Haryana. Gujarat dropped™place from ' in the previous
year.On 11" October 2018, the 8@ction point BRAP2019 based on 12 reform areas was
circulated by DPIIT to states and UTs. DPIIT has also initiated a new reform wherein it will
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help states to rank districts to promote ease of doingibass in IndiaDPIIT has developed

a district level 218 action point reform plan that has been shared with the governments of
States and Union Territories for implementation. States will evaluate their districts based on
achievements in implementation. & exercise is important as companies set up
manufacturing base in some districts and therefore it is fundamental to make business
environment investor friendly.

Decembe
2014

Business Reform Action Plan (BRAP) Timeline

o he representatives of the State Government identified and sharedRo@& Business
Reform Action Plan (BRAP) to be implemented by them for improving the regulator
framework for business

wAreporttitled & ! & & S &o&Sta&miplementation of Businessv S T 2 MaGeeléase
assessinghe reforms implemented by Statesbetween the period 1January2015 to
30"June2015

oDPIIT circulated a 340-point BRAP to all the states and UTs which included
recommendation®n 58 regulatoryprocessespreadacrosslO reforms

October
2015

~N

oFFinalrankingsof States/UT®n implementationof the 340 pointswere released Andhra
ol | PradeshTelanganandGujaratwerethe top three performers

2016 J
wAgain,Andhra Pradeshwas the best performer in the implementation of BRAP2017

2018 followed by Telanganaand Haryana Gujaratdroppedto 5" placefrom 3 in the

April 201 EEEJV[IIEYEETS

uDPlITreleasedthe BRAP 2017 which included405 recommendationsacross12 reforn?
areas However, BRAP2017-18 was subsequentlyupdated to 372 action points with
addition of new sectors )

w80-action point BRARO19basedon 12 reform areaswas circulatedby DPIITto states
andUTs

uDPIIThas also initiated a new reform wherein it will help statesto rank districts to
promote easeof doing businessn India DPlIThasdevelopeda district level 218 action
point reform plan that has been sharedwith the governmentsof Statesand Union
Territoriesfor implementation

October
2018
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Table10: Rankings othe States and Uniondrritories on the basis of the implementation
of the Business Reform Action Plan (BRAP)

Rank Score (percentage)
State/UT 20172018 20162017, 2015 | 20172018| 20162017 2015
Andhra Pradesh 1 1 2 98.4 98.8 70.1
Telangana 2 1 13 98.3 98.8 42.5
Haryana 3 6 14 98.1 96.9 40.6
Jharkhand 4 7 3 98.1 96.6 63.1
Guijarat 5 3 1 98.0 98.2 71.1
Chhattisgarh 6 4 4 97.3 97.3 62.5
Madhya Pradesh 7 5 5 97.3 97 62
Karnataka 8 13 9 96.4 88.4 48.5
Rajasthan 9 8 6 95.7 96.4 61
West Bengal 10 15 11 94.6 84.2 46.9
Uttarakhand 11 9 23 94.2 96.1 13.4
Uttar Pradesh 12 14 10 92.9 84.5 47.4
Maharashtra 13 10 8 92.9 92.9 49.4
Odisha 14 11 7 92.1 92.7 52.1
Tamil Nadu 15 18 12 90.7 62.8 44.6
Himachal Pradesh 16 17 17 87.9 65.5 23.9
Assam 17 24 22 84.7 14.3 14.8
Bihar 18 16 21 81.9 75.8 16.4
Goa 19 21 19 57.3 18.2 21.7
Punjab 20 12 16 54.4 91.1 36.7
Kerala 21 20 18 44.8 26.9 22.9
Jammu & Kashmir 22 31 29 32.7 0.3 5.9
Delhi 23 19 15 31.7 47.6 374
Daman & Diu 24 23 - 28.7 14.6 -
Tripura 25 22 26 22.5 16.7 9.3
Dadra & Nagar 26 25 - 21.9 1.8 -
Haveli
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Puducherry 27 26 20 15.7 15 17.7
Nagaland 28 26 31 14.2 15 34
Chandigarh 29 31 24 11.5 0.3 10
Mizoram 30 29 28 3.7 0.9 6.4
Andaman & Nicobar 31 31 25 1.2 0.3 9.7
Islands

Manipur 32 27 - 0.3 1.2 -
Sikkim 33 30 27 0.1 0.6 7.2
Arunachal Pradesh 34 31 32 0 0.3 1.2
Meghalaya 34 31 30 0 0.3 4.4
Lakshadweep 34 31 - 0 0.3 -

Source: PHD Research Bureau, PHDCCI, complied fksesessment of State Implementation of Bess Reforms,

Department for Promotion of Industry and Internal Trade.

Business reforms undertaken by the Stateser the last Ew years

Over the years, states/UTs have introduced several reforms as a part of BRAP to improve

their business regulatory environment amattract investments.Some of the reforms
undertaken by thdndian states over the last feyears to improve their business regulatory
environment and attract investments ases follows:

Table 11VariousReforms Undertaken by the States

Reforms Statesimplementing Best Practices
reforms
Single window | Andhra Pradesh § Andhra Pradesh and Telangana have the I
clearance Maharashtra,  Rajasthar single winedw mechanism
systems Guijarat, Haryana  Telangana government has enacted t
Jharkhand, Chhattisgarh G¢eStry3arylr {GFGS LyRd:
Madhya Pradesh  Self Certification System (RSt  aa 0 ! O
Telangana, Punjab anq Punjab government has implemented the one st
Uttarakhand clearance system which provides one stop off
for all new anl expansion projects
Tax reforms | All the states and Uniolf In July 2017, Indian states and UTs h
Territories implemented the State/Union Goods and Servi
Tax (SGST/UTGST) subsuming various state
indirect taxes such as VAT, CST, Entry tax,
making the compliance easier for businesses.
Construction | Chhattisgarh, Uttarakhanc § Online applications and uploading of building plé
permits Andhra Pradesh, Haryan for obtaining automated construction permi

Gujarat, Madhya Pradesl

Rajasthan, Telangana ar

approval.
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Maharashtra Majority of the States and UTs have defined cl
timelines for construction permitting
Environment | Andhra Pradesh  Gujarat government launched an online-
and labour | Karnataka, Uttar Pradesl governance system known as XGN.
reforms Chhattisgarh, Gujaral Jharkhand government has implemented a sin
Madhya Pradesh, Biha  simplified online integrated returrfor all the 14
West Begal Haryana|  applicable labour laws.
Jharkhand, Odisha, Punja
Rajasthan, Tamil Nadt
Maharashtra, = Telangan
and Uttarakhand
Inspection Andhra Pradesh § Jharkhand government hasmplemented an online
reforms Rajasthan, Haryanz inspection and compliance monitoring mechanis
Telangana, Jharkhan(q Computerised allocation of units of inspectors
Chhattisgarh, Uttarakhanc joint synchronised inspection
Madhya Pradesh, Odish:
Karnataka, Punjab, Punja
Gujarat and Uttar Pradesh
Judicial Rajasthan,  Chhattisgarl § Chhattisgarh government has constituted a judic

proceedings

Gujarat, Jharkhand, Andht
Pradesh, Madhya Prades
Maharashtra, = Telangan:

il

and Haryana

bench and commercial/district courts in ea:
district for speedy resolution of disputes.

Every commercial dispute greater than Rs. 1 ct
fall under the jurisdiction ofommercial court.

SourcelPHD Research Bureau, PHDCCI, complied Drpartment for Promotion of Industry and Internal Tradéinistry
of Commerce and Industry, Government of India
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6. Ease 6 DoingBusinesfor MSMEs

The previous sections talkedabout the reforms undertaken by the central and state
governments to improve the business regulatory environment in the country and in their
respective statesThesesection talks about the ground realities i.e. whether the reforms
undertaken by governmeanat both the levels have been implemented properly and their
benefits have reached the small and medium scale businesses which are the backbone of
the Indian economy.

LYRAIFIQ&a O2ydAydz2dza NIyl AYLINROSYSyGaohi 2 2NI
130" rank in 2017 to 100 rank in 2018 and 77 rank in 2019 as well as continuously
AYONBIFaAy3 {G1F0S 3F320SNYyYSyiaQ a02NB &:0 2F
speaksvolum@ y G KS 3JI20SNYYSyidQa ONBRAabatterplaceétol Yy R A (
do business.

Importanceof MSMEs in the India

Ower the last few decades Micro,nfall and Medium Enterprise§MSMES) sector has
emerged as a prominent sector of the Indian economy contifgusignificantly towards
sociaeconomicdevelopment through the rapid expansion of entrepreneurial activities and
employment generation.

Over the years, MSMEs have broadened their domain by spreading activities across various
sectors of the economy. They are producing wide range of goods awbprg services to

meet both domestic and overseas demaiithere were 634akh noragricultural MSMES in

the country out of which 197 lakh are engaged in manufacturing, 230 laklade &and207

lakh inother services. Out of the totahumber of estimatedVSMEs 51% are located in

rural areas and 4% in urban aas. Micro enterprises accourfor 99% of the total
estimated MSMEs whereas small andedium sectors accounted for % am 0.01%
respectively

Tablel2: Estimated Numbeof MSMEs (Activity andriEerprise Category \se)

Type of Estimated Number of Enterprises (in lakhs) Share (%)

Activity/Enterprise Rural Urban Total

Manufacturing 114.1 82.5 196.6 31
Trade 108.7 121.6 230.3 36
Other services 1020 1048 206.8 33
Electricity 0.03 0.01 0.03 0
Total 324.9 309.0 633.9 100
Share (%) 51 49.0 100 | 0 -
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Micro enterprises 324.1 306.4 630.5 99.5
Small enterprises 0.8 2.5 3.3 0.52
Medium enterprises 0.01 0.04 0.05 0.01

Total 324.9 309.0 633.9 100

SourcePHD Research Burea@HDCCtompiled fromAnnual Report, 2082019 Ministry of Micro, Small and
Medium enterprise¢Note: data pertains to 201%6)

The number of MSMEsSs increased to 634 lakh in 2Dd%s compared to 362 lakh MSMEs in
2006:07. Over a period of 10 years from 202@7 to 20152016, total number of MSMEs

have grown at an annual compounded growth rate of 6.4%. The number of manufacturing
MSMEs and services MSMEs have registered an annual compounded growth rate of 6.1%
and 6.6%espectivelyover the same period.

Tablel3: Growth Rateof MSMES

20152016 20062007 Annual compound
growth rate (%)
Total number of MSMEs (in lakhs] 633.9 361.8 6.4
Manufacturing 196.6 115 6.1
Services 437.2 246.8 6.6

SourcePHD Research Burea®@HDCCtompiled fromAnnual Report, 2082019 Ministry of Micro, Small and
Medium enterprises

Maximum number of MSMEs are located in Uttar Pradesh (90 lakhs) followed by West
Bengad (89 lakhs), Tamil Nadu (3@khs) and Mahrashtra (49lakhs). The state wise
distribution of MSMEs shows that top 5 states account for 50% of the total number of
MSMEs in the country.

Tablel4: Sate wisedistribution of MSMEstop 5 States (2012016)

S.No. State Number of MSMESs Share (%)
(in lakhs)
1. Uttar Pradesh 89.9 14
2. West Bengal 88.7 14
3. Tamil Nadu 49.5 8
4, Maharashtra 47.8 8
5. Karnataka 38.3 6

SourcePHD Research Bureag@HDCCtompiled fromAnnual Report, 208-2019 Ministry of Micro, Small and
Medium enterprises

MSMEs are pillars of economic growththsy contribute around 32% imgross value added

and 2% towards GDPemployaround 111 million people (36.2 million in manufacturing,

38.71 million in trade and 36.28 million in other Servicasil contribue around 40%

towards exportsFurther, MSMEscontribute significantlyn overcomingegional disparities

and balancing distribution of wealth by running businesses in remote/backward areas as
gStftod ¢KSe |faz2 AR Ay (KheldddzOOo®rmmbent2 ¥ Wal 1 S
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Chart9: Snapshot oMSMESector

Share of MSMEs in GVA Share of MSME in Export
I
60%
- 68%
®mMSMEs = Others = MSME Other Sectors
1200 - Employment Generation by MSMEs (in Lakh, 1 - 1200
1000 - - 1000
800 - 612 - 800
400 - - 400
200 - - 200
0 - x w -0
Rural Urban Total
mmmm Manufacturing s Trade mmmm Other Services Total Employment Generatiol
Category Wise Number of MSMEs Number of MSMESs by Regiol
(in Lakh)
‘. . .

230, 36%

. . ® Rural = Urban
m Manufacturing = Trade m Other Services

Source: PHD Research BureBHDCQilompiled fromMSME Annual Report 28419. Note: All of the above data pertains

to 201516. (Note:* Data pertains to 20147)
Table15: Union BudgetAnnouncements for MSMEs (2042D)
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Announcement
An amount of Rs. 350 crore allocated 1
FY2020 for 2% interest subvention for
GST registered MSMEs on fresh
incremental loans.
Creation of Payment platform for MSMEs
the Government.

Extension of the pension benefit to abo
three crore retail traders & sma
shopkeepers whosannual turnover is les
than Rs 1.5 crore under a new Sche
namely Pradhan Mantri Karam Y
Maandhan Scheme.

The staneup India scheme has bee
provided extensia for the entire period
coinciding with the 15 finance commissior
period of 20262025

Wi y 3 S tissue¢ Ihads Cbeen resolvedly
introducing everification, speedy
assessments of stattps and redressal ¢
their grievances and relaxing some of t
conditions for carry forward and sefff of
losses for starups

The govenment has also proposed to sta
a Television programme with Doordarsh:
bouquet of Channel exclusively for Stags

The proposal to streamline multiple labo
laws into a set of four labour codes

The government has proposed to set up
Livelihood Businedsicubators (LBIs) and 2
Technology Business Incubators in 2@09
to develop 75,000 skilled entrepreneurs
agrorural industry sectors by consolidatir
the Scheme for Promotion of Innovatio
w dzNJ- € Ly Rdza G NB Iy
(ASPIRE)

Non-Banking Financial Companies (NBF
have been given Rs 1 lakh crore in {
OdzZNNBy G FAYIFYyOAIf &
promise tobear the first loss of upto 10% ¢
the highrated pooled assets purchased |
state run banks

Impact
This will provide ease of access to credit
MSMEs.

This will enable MSMEs to file bills a
receive payment thereof on the platforr
itself.
This will promote old age protection ar
social security of workers in the MSM
sector.

This willprovide assistance to entrepreneu
to set up their businesses and industry w
capital provided under this scheme

Thiswill strengthen the starup campaign ir
the economy

This will serve as a platform for promotir
start-ups, discussing issues affecting th
growth, matchmaking with  venture
capitalists forffunding and tax planning
This willprovide more room for deploymen
of workforce in the factories.

This will help in unleasling the
entrepreneurial spirit in rural India an
stimulate the growth of the MSMEs in rur
economy

This will inject liquidity in the system ar
break the logjam thereby giving a push
economic growth. And since, NBFCs h
been significant credit providers tISMEs,
increased liquidity would ease the crec
availability for MSMEs.
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Recent Reforms for MSMES

T 'yy2dzyOSYSyida YIRS o0& | 2y Qo-AlSperalihgyGBRéf&NIug ¥ CA Y
to MSMEs shall be paid within 30 daysd n future all GST refunds shall be paid within 60
days from the date of application; TReDS to use GSTN system in medium term to enhance
market for bill discounting for MSMEs; Amendment to MSME Act to move towards single
definition to be considered; on lingacking of loan applications by customers of MSME to
increase transparency, reduce harassmeant improve turaround time for customersBanks
to issue improved transparent One Time Settlement (OTS) policy to benefit MSME and retail
borrowers in settlingheir overdues

T wSaSNBS . Iyl 2F LYRAI KlFa y2G8AFASR FyR | LILINE
lending to MSMEs under the Priority Sector Classification. Borrowers of the MSMEs segment
will be ale to avail credit up to R0 lakhs at concessional rate

T 12yQ6fS tNAYS aSuppdrtaddOnttedch Rng@ring:Ror the MSME sector
including 12 key initiatives:

1. Loans upto 1 crore within 59 minutes through an online portal.

2. Interest subvention of 2% for all GST regjisd MSMEs on fresh or incremental loans.

3. All companies with a turnover of more than 500 crores to be mandatorily on TReDS platform
to enable entrepreneurs to access credit from banks, based on their upcoming receivables,
thus, solving the problems of casficle.

All PSUs to compulsorily procure 25% from MSMEs instead of 20% of their total purchases.
Out of the 25% procurement mandated from MSMEs, 3% reserved for women entrepreneurs.
All CPSUs to compulsorily procure through GeM portal.

100 Technology Cerds to be established at the cost of Rs 6000 crore.

Government of India to bear 70% of the cost for establishing Pharma clusters.

Returns under 8 labour laws and 10 Union regulations to be filed once in a year.

10. Establishments to be visited by an Inspeatolit be decided through a computerised random
allotment.

11. Single consent under air and water pollution laws. Returns will be accepted through self
certification and only 10% MSME units to be inspected.

12. For minor violations under the Companies Act, entrepreneurs no longer have to approach
court but can correct them through simple procedures.

© 0N OA

Prime Minister's Employment Generation Programme (PMEG#)a major creditinked
subsidy programme, aimed at gemting selemployment opportunities through
establishment of micrenterprises in the no#iarm sector. The Cabinet Committee on
Economic Affairs approved the continuation of (PMEGP) beyond 12th Plan for three years
from 201718 to 201920. Allocation oRs 2327 crore has been made in budget 2229

The launch of web portalwww.psbloansin59minutes.com to enable principle approval for
MSME loans up to Rs. 1 crore within 59 minutes from SIDBI and 5 Public Sector Banks (PSBs).
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i Establishment oExportPromotion Cell(December 2018) with an aim to create a sustainable
ecosystem for entire MSME development and :
o Evaluate readiness of MSMES to export their products and services
0 Recognize areas where improvements are required in order to be able to export
effectively and efficiently
o Integration of MSMEs into Global Value Chain.

1 Major decisions regarding MSMEs in tB8T CouncMeetings:

o Increase in Turnover Limit for the existing Composition Scheme to Rs 1.5 crore.

o Two Threshold Limits for exemption froRegistration and Payment of GST for the
suppliers of Goods i.e. Rs 40 lakhs and Rs 20 lakhs.

o A Composition Scheme shall be made available for Suppliers of Services (or Mixed
Suppliers) with a Tax Rate of 6% (3% CGST +3% SGST) having an Annual Tim@over in t
preceding Financial Year up to Rs 50 lakhs.

o0 Rate Rationalisation: Major changes in the Tax rates of various items whereby 28%
items pulled to 18%, 18% items pulled to 12% & 12% items pulled to 5%. Further various
essential goods were made tax free. Mggjoods are unbranded and manufactured by
MSMEs.

I To facilitate meaningful restructuring of MSME accounts that have become stressed, RBI
decided to permit a ondime restructuring of existing loans to MSMEs that are in default but
WA Gl yRIFNRQI1I2619, ®iyioutslh assi-clidsification downgrade

1 In order topromote the Ease of Doing Busineghe Ministry of MSMEs introduced various
initiatives including:

o Online filing of Udyog Aadhaar Memorandum (UAM)

o MSME SAMADHAAN Portidr empowering mico and small entrepreneurs across the
country to directly register their cases relating to delayed payments.

0o MSME SAMBANDH Portdb help in monitoring the implementation of public
procurement policy for micro and small enterprises.

o MSME SAMPARK Portgl A digital platform wherein jobseekers (passed out
trainees/students of MSME Technology Centres) and recruiters get connected.

o Digital Paymentsto pass on the benefits of the schemes of Ministry of MSME through
digital payment gateway.

1 Launched in 2015,r&dhan Mantri Mudra Yojana (PMMY) aims to provide formal access of
financial facilities to nowworporates and small businesses. Under MUDRA Yojana, 16.8 crore
loans have been disbursed amounting to Rs 7.8 lakh crore till March 2019.

HoweveE RS&LIAGS o0SAy3I NBIFNRSR a WiKS Sy3aAays
still facing severabksuedike infrastructural bottlenecks, lack of proper market linkages, and
challenges in terms of flow of institutional credit among othetiscussed belwv:

A Infrastructure bottlenecks arenajor issue being faced by them. The MSMEs lack
adequate and reliable state of infrastructure including power, roads water etc.
A Lack of proper market linkages
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A Access tdimely and adequate credit as well as bank fica is difficult for the sector
on account of high intesst rates, unreasonable demand for collateral, conditional
working capital limits and high procedural transaction citshas been found that it
takes more than 15 days and so for tM&SMEsto obtain finance.Majority of the
respondents (42%) said that it takes-@8 days toobtain finance. Wile 27% of the
respondents said that it takes around-8% days for the same. Further, 16% of the
respondents said that it takes more than 60 days & finance and 15% of the
respondents said that it takes around-BB days to obtain finance

Tablel6: Average days to obtaifinanceby MSMEg% of responses)

MSMEs Less than | 1530 days| 31-45 days| 46-60 days| More than
15 days 60 days
% of responses = 15% 27% 42% 16%

Source: PHD Research Bureau, PHEBLGIey on Ease of Doing Biesis for MSMEs, Aptlune 2019

A Difficulty in opening new businesses due to complex and overlapping procedural and
documental requirements, which cause investmemntd lie idle and reduce the
competitiveness of MSMEs in international market.

A Difficultly in complying with excessive formalities under various ldRegyistration
process of exporters, obtaining license, custom and port handling procedures to
hamper operations andre time consuming.

A Excessivdaws relating to taxation, labour and environment argidi complex and
time consuminghat creates unnecessg problemsto the functioning of MSMEs

A Difficulty in complying with clearances like Centre level clearances, State level
clearances, statutory clearances, sector specific clearances, environmental
clearances, among otherghis increases the sourceading business.

A Complex GST structuig India 5-rated slab system anihcreased GST compliance
cost, lockin of working capital requirement under GST, difficulties in claiming GST
refunds by exporters, exclusion of certain goods and services from GST

A There is a lack of coordination among the various organization involved in the
promotion of MSMEsincluding organisations of the State/UT Governments and
inadequate linkages with the institutional stakeholders in the private sector.

Thus, there is an urge need to focus orthe Ease of Doing Business for MSMEs and
implemeniation aspect ofeform measures at the ground level.
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7. Role of States in Promotion of MSMESs and Ease of Doing Business
MSMEs cater to the vital needs of the economy and apeeted to foster the next level of
growth in the coming times. The MSMEs complement as ancillary units to the established
big organizations in India and provide employment to a large chunk of the population.
Further, they play a crucial role in the procegseconomic development by value addition,
SlidzAdlFo0fS RA&AUNAROGdAzAZ2Y 2F AyO2YS | a ¢Stf¢
provide a vast untapped potential which can be explored and harnessed with attractive
investments that could eventually prime huge gainful employment. Considering the
immense potential of the MSMEs, the statesay focus on providing a conducive
environment to MSMESs, to accelerate growth and overall secanomic development,
going forward. The distribution of MSMES varies in each state. Uttar Pradesh has the largest
share (14%) of MSMEs in India as compared teroghiates, followed by West Bengal and

Tamil Nadu.

Chart10: State wise Distribution of MSMESs

Uttar Pradesh 14.20%
West Bengal 13.99%
Tamil Nadu 7.81%
Maharashtra 7.54%
Karnataka 6.05%
Bihar 5.44%
Andhra Pradesh 5.34%
Gujarat 5.23%
Rajasthan 4.24%
Madhya Pradesh 4.22%
Telangana 4.11%
Kerala 3.75%
Odisha 3.13%
Jharkhand 2.51%
Punjab 2.31%
Assam 1.92%
Haryana 1.53%
Delhi 1.48%
Chhattisgarh 1.34%
Jammu & Kashmii 1.12%
Uttarakhand 0.66%
Himachal Pradest 0.62%
Tripura 0.33%
Manipur 0.28%
Meghalaya ® 0.18%
Puducherry » 0.15%
Nagaland » 0.14%
Goa 1 0.11%
Chandigarh 1 0.09%
Mizoram 0.06%
Sikkim | 0.04%
Arunachal Pradest | 0.04%
Andaman & Nicobaf | 0.03%
Dadra & nagar Havel | 0.03%
Daman & Diu | 0.01%
Lakshadweep | 0.00%
0% 2% 4% g’/o 8% 10% 12% 14% 16%
ercentage, %

Source: PHD Research Bure@aHDCCLCompiled from Annual Report 2018, Ministry of MSMESs

55| PHD Research Bureand Department of Commerce, Delhi School of Economics




s::.*.e‘}

NATIONAL APEX CHAMBER

Ease of Doing Business for MSMEs

The states form the core of the federal structure in India andafoy development initiative

to succeed,; the role played by states assumes immense significance. In order to improve the

ease of doing business inthe countiyK S a il 1SaQ YI& FAY G o022al
of MSMEs across the manufacturing and sergeetor such as the ESDM, textiles, IT and

ITeS, food processing, packaging, chemicals, finance and credit, transportation, logistics,
telecom, hospitality, tourism, education, defence, among others through the creation of

state of the art infrastructuresupporting the adoption of modern technologies, fostering
innovation and making them aware ofoemmerce that has enough potential to boost their

growth.

MSMEs have a potential to contribute significantly in the inclusive industrial development of
the cauntry. The states may encourage the cluster development approach for MSMEs as an
effective strategy for their development. This is ceffective, inclusive, sustainable and
would enable competitiveness among the service sector MSMEs. The state governments
may make interventions irproviding required support in the field of infrastructure, capacity
building of human resources, technology adoption, market development assistance and
product diversification. For promoting employment in the MSMESs, the statey work
towards extensive skill development, skill trainings, technology adoption, branding and
marketing support.

Each state may dedicatedly promote setting up of incubation centres in each and every
district for encouraging employment generation, in@tlng the spirit of entrepreneurship,

skill training and research and development facility. The skill training body setup in each

state maytarget to exploit the potential of the skilled manpower as per the requirements of

the MSME enterprises; couldexpedi S G KS 3INRgOIK 2F adladsSQa SO2
should also maintain a database that is accessible to the enterprises and provide a direct
interface with the skilled manpower available for ready employment

Each state may focus on setting up stéte level MSMEs Facilitation Centre that would
provide guidance and support to new investors for estep information about investment
opportunities, access to market, access to credit institutions, among others. The MSMEs
shall be facilitated in seelgncredit from financial institutions by providing them with
detailed information and guidance in documentation. Special support in credit facility be
made to women and specialpbled entrepreneurs in all the states of India.

It is important to brand andnarket the MSMEs. Therefore, the state governments may

create business opportunities for MSMEs and establish linkage between the vendors and
anchor units that market events for MSBIE-uither, the state governments magrovide

AdzLILI2 NI F2NJ ljdzr f Ade AYLINROGSYSydG G2 a{a9a A
MSMEs to attain international quality benchmarks and also provide part of capital cost for
setting up of laboratories or institutions.
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In a nutshell, the statesnay provide policy initiatives that are expected to encourage
investments in the MSMEs. The measures that would smoothen the functioning of MSMEs
are summarized as under:

1 Streamlining procedures and regulations for ease of doing business in manufacturing
and service sector MSMEs

1 Strengthen single window system for the access to credit and loan under 59 minutes
for manufacturing and service sector MSMEs

1 Setting up of facilitating mechanism for guidance to new investors and support to

the existing investors.

Fostering innovation through enhanced focus on research and development

Focusing on thrust areas in the manufacturing and services sector

Providing marketing and branding support to the MSMEs

Promoting the entrepreneurship environment and incubation centres

Focusing on skill development and training

Supporting technology adoption among the MSMEs

= =4 -4 8 -8 9

7.1 Role of statexrucialto achieve Ease of Doing Business

Indian economic development has been scripted by the development of the grass roots:
the states. Sincenational development is an aggregation, the failure in one state
undermines the success in others, in turn retarding thverall growth of the totalThe

role of the states in shaping the economic environment of India has been immense,
despite globalizatio and liberalization of the Indian economy. Though the states are quiet
diverse in terms of area, population or governance, they are operating under similar policy
environment and hence endowed with almost equal opportunity to grow and prosper.

Post ecoomic reforms, the states have been empowered by increased autonomy and that

has given rise to the level playing field among them. The performance atatidnal level

is thus predominantly governed by several economic parameters, which are all directed by
GKS ljdzr tAGe 2F 3J20SNYIFyOSed ! fGK2dzZAKZI (NI RA
largely dependent on agriculture, the recent expansion of the service sector and consequent
robust economic growth in the states is indeed a major developmBrg.servce sector has

contributed to massive employment generation in most of the states. However, high
dependency on agriculture remains a challenge as a large proportion of the population in

these states draws its livelihood from the sector.

Thus, it becomesnperative for the states to develop the manufacturing sector which can
absorb excess labour from agriculture. The business firms would be willing to set up their
industrial units in states where there is a conducive business environment and ease of doing
business. Hence, statemay work towards reducing the cost of doing business by
developing state of the art infrastructure, providing basic amenities and quality services and
single window clearances, among otheffie most important ingredienthe availalility of
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land should also be at the top of reforms agenda of the state to facilitate industrial
development and to create manufacturing excellence for the promotion of employment.

7.2  Growth of states and the implementation of Business Reforms Action Plan

LYLINREQGAY3I LYRAIFIQa NB3Idz I G§2NB FNIFYSE2N] F2N
investment in India and thereby creating jobs. Doing Business reforms will only address
central regulations, and regulations in Mumbai and Delhi; the rest of the cpuméay also

improve simultaneously if improvement has to be made at the ground.level

It is with this oljective that in December 2014tades agreed to a 99oint action plan to
suggest potential reforms that should be undertaken to improve the regwat@amework

for business nationwide. More importantly, this assessment allows us to generate a wide base
of knowledge on how States have been addressing the task of reducing the regulatory burden
on business, and identifying a series of good practicesdyrenderway in each State.

Implementation of Reforms scorecard is developed by the Ministry of Commerce,
Government of India in partnership with the World Bank. It issues rankings of states based

2y a0l iSaQ AYLESYSYy(UlA2y22 X OC8KBYRSLINRY Y)Y @y
Business Reform Action Plamvhich is comprehensive reform recommendations on
spanning the life of a typical business. The following table provides a comparison between

the average growth rates of GSDP of states, and thaiking on the Implementation

Reforms Scorecard.

Andhra Pradesh which ranks 1st on Business Reform Action Plan (BRAHB 281%@
registered double digit growth in GSDP during the last five years followed by Telangana
which ranks 2nd and has a high grovahGSDP of 9.7% over the last five years. The state of
Haryana ranks 3rd and has a high GSDP growth of around 9% in the last five years. Thus, the
implementation of reforms for the growth of industry has facilitated these states to scale up
their GSDP gxeth in the recent times.

Tablel7: GSDP Growth and State Ranking on Implementation of Reforms Index

S.No States/UT Growth in Gross State BRAFRanking in
Domestic Product 201718
(%)(201415t0 201819)
1 Andhra Pradesh 10.82 1
2 Telangana 9.68 2
3 Haryana 8.66 3
4 Jharkhand 7.27 4
5 Guijarat* 10.39 5
6 Chhattisgarh 4.92 6
7 Madhya Pradesh 7.98 7
8 Karnataka 10.06 8
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9 Rajasthan 6.92 9
10 | West Bengal 7.52 10
11 | Uttarakhand 7.58 11
12 | Uttar Pradesh 6.71 12
13 | Maharashtra* 7.56 13
14 | Odisha 8.09 14
15 | Tamil Nadu 7.23 15
16 | Himachal Pradesh 7.31 16
17 | Assam* 9.25 17
18 | Bihar 7.93 18
19 | Goa 12.88 19
20 | Punjab 5.84 20
21 | Kerala* 6.51 21
22 | Jammu & Kashmir* 6.3 22
23 | Delhi 8.94 23
24 | Puducherry 5.12 27
25 | Chandigarh* 8.45 29
26 | Andaman & Nicobar Islands* 9.67 31

Source:PHD Research Bureau, PHDGGUrced from Implementation Scorecar8usiness Reforms Action Plan,
Department of Industrial Policy and Promotion-@82019. Note:Growth in GSDP dlifie states isan average obver a
four year period, from 20145 to 201819; *depicts averaggrowth in GSDP calculatétbm 201415 to 201718, as
data unavailable for 20189; the table doesot include North Eastern States

Among the North Eastern state$ripura ranks best andak the GSDP growth of around 9%
which is high commendabile.

Table18: GSDP Growth and State Ranking on Implementation of Reforms lijdexth
Eastern States)

S.No States/UT Growth in Gross State | BRAFRRanking in2017

Domestic Product (%) 18
(201415 to 201819)

1 Tripura* 9.24 25

2 Nagaland* 4.09 28

3 Mizoram* 13.28 30

4 Manipur* 6.12 32

5 Sikkim 7.8 33

6 Arunachal Pradesh* 6.42 34

7 Meghalaya* 3.55 34

Source:PHD Research Bureau, PHDGGUrced from Implementation Scorecar8usiness Reforms Action Plan,
Department of Industrial Policy and Promotion-@82019. Note:Growth in GSDP dlfie states isan average obver a
four year period, from 20145 to 201819; *depicts averaggrowth in GSDP calculatétbm 201415 to 201718, as
data unavailable for 20189
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7.3  BRARankings and growth of industry ifew states

The analysis of industry growth and BRAP rankings reveal that the states with high industry
growth also scores well on BRAP and ranks in top echelomsnd\the top D states as per

the business reform implementation index, Andhra Pradesh ranReih 201718 with an

industrial growth of 9.%. Telengana ranked second wah industrialgrowth of around
85%.¢ KS OKF NI RSLIAOGaA GKI G G Kdtheid iankingSan Ghe A ¥ R dza
business reform index are in a harmony with the objective of their ease of doing business.

Chart11: Growth of Industry and BRAP Ranking 201

10% - 1 -0
9% - 2 -1
_ 8% 3 -2
S 7% - - 3
S 6% - -4
£ 5% -5§
S 4% 6 6
o 3% - -7
2% - - 8
1% - -9
0% . . . . . 10

Andhra Telangana Haryana  Chattisgarh Madhya Rajasthan
Pradesh Pradesh

mmm Growth of Industry for 20189  —#—BRAP Ranking for 2018

Source: PHD Research Bureau, PHP@iled from various sources

In a nutshell, thestates of India have been progressing steadily. Several states have been
progressing rapidly on different indicators The states are taking significant steps to
promote the role of MSMEs alomgth contributing to their ease of doing busine&tates

hawe an ever important and competitive role in comwiing to the national product and
they areseeking to expand their secondary sector and build infrastructure while balancing
sociceconomic growth.
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8. Ease of Doing Business for MSNIEsirvey Findings

5dzZNAy3 GKS f1ad F¥S¢ e@SIFENERXI LYRAFQa NIylAy3:
lucrative in terms of attractiveness for foreign investors and boosting the sentiments of
domestic businessesHowever, apart from the parameters taken in the World Ban

rankings, there are certain other parameters that are crucial for the businesses at the
MSMEs level that needs to be examined. Further, as the MSMESs sector has emerged as an
engine of futuristic growth trajectory of the nation, it becomes essential talgse the

degree of ease of doing busindss this sector.

At this background, a survey has been conducted to examine the ease of doing business for
MSMEs.An extensive questiaraire pertaining to the selecaspects ofease ofdoing
business in Indiawas prepared and distributed in the MSMEs across the country.

The survey revealethat 38% of the respondents agre®a improvement in the eas doing
business at the ground level, followed by9%6of the respondents whalisagreedon
improvement in the easdoing business. Aroung3% of the respondentsvere indifferent

on improvement in the eas doing business®6 of the respondentstrongly agreedon
improvement in the eas doing businesand 6% of the respondents strongly disagreed on
the same This can battributed to the fact that the survey was conducted in the month of
April to June 2019 while lot of reform measures were undertaken by the government in the
period JulyAugust 2019. Thus, it is evident that there has been improvement in the ease of
doingbusiness and the reform measures of the government would give fruitful results when
they percolate to the grassroots level.

Chart 2: Improvement in Ease of Doing Busindss MSMESin %)

Agree 38%
40%

Sj[rongly Disgaree

26%

Strongly Agree Indifferent
7% 23%

Source: PHD Research Bure@HDCCI, Survey &ase of Doing Businefss MSMESs, Aprlune 2019
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According to the surveythe respondents agreed that there has been improvement in
certain parametersof ease of doing businessr MSMEssuch asmprovement insupply of
electricity, reduction in timetaken to obtain electricity connection; reduction in time
involved in transportation of goods; reduction in number of documents required in starting
a business; wline avalability of business procedures; ease in starting a busin@&ssnabled
businessgprocedures reduction in ost to dbtain an electricity connection; ease ibtaining
construction permit/certificate; improvement inost © obtain an internet connectiorgost

of enforcing a contragtcost and time involved of documenting exporting andmporting;
time involved in processing building permit & certificgteredit availability documents
required for exporting and importingdecrease in number grocedures for new water &
sewage connectigrreduction intime to register a propertyredudion in cost for new water
and sewage connectigehaviair of inspectorshas become cooperative; reduction ioad
police checks/inspections while shipment is en route

Chart 13: Respondents Agreedon Improvement in Ease of Doing Businesg§n %)

Supply of electricity 63
Time to obtain an electricity connectio 56
Time involved in transportation of good 50
Number of documents in starting a busine 48
Online availability of business procedur: 47
Starting a busines: 46
Business procedures are IT enabl 45
Cost to obtain an electricity connectio 42
Obtaining construction permit/certificate 41
Cost to obtain an internet connectiol 40
Cost of enforcing a contrac 38
Time of processing building permitX 36
36
Documents required for exporting aX 35
Credit Availability 35
Time for documenting in exporting aX 34
34
Time to register a property 33
Cost for new water and sewage connectic 30
Road police checks/inspectior 30
Behavior of inspectors 30

0O 10 20 30 40 50 60 7O

Source PHD Research Bure®KDCCI, Survey &ase of Doing Businefss MSMESs, Aprlune 2019

The survey showed that the respondents disagrestth the improvement in thefollowing
parametes of ease of doing businesgeduction in thecost for starting ausiness decline
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in the cost of labor;decline incost to register a propertypresence ofsingle window
mechanism for approvals and clearancasailability ofcommon application for business
approvals improvement in thecompliance under various labtaws reduction in thecost
of business approvals and clearanceecline in the number oproceduresrequired for
registering a property; reduction in the electricity tariffs; dip in tin@nber of tax returns to
be filed in a yegrinspection conducted Y departments are objective &ell defined ease
in obtaining various business approvals and clearanease inemployment of labor
availability of credit at reasonable rate of interestand reduction in thenumber of
inspections conducted

Chart #4: Respondents Disagreedn Improvement in Ease of Doing Businggs %)

Cost for starting a busines 56

Cost of labor 52

Cost to register a property

Single window mechanism for approvals al
clearances

Common application for business approv
Compliance under various labor lav

Cost of business approvals and clearan:

47

45

43

40

40

Procedures for registering a propert 35
Number of tax returns to be filed in a ye 33
Electricity tariffs 33
Inspection conducted by departments are define 32
Employment of labor 31
Obtaining various business approvals and clearar 31
Credit availability at reasonable rate of intere 29
Reduction in number of inspections conducte 28

0
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Source: PHD Research BureRHDCCI, Survey &ase of Doing Businefss MSMES, Aprlune 2019
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According to the survey, respondents were indifferent about the improvement in
parameters such as simplification mfocess of tax registratignncrease in th@rotection of
shareholders from udue board control; reduction in number of documeifids constuction
permits decline in thetime taken and cost involvedo recover debt under insolvency
proceedings increase inrecovery rde under insolvency proceedings; ease in fulfilling
compliance under various environmental lawad decline in costsimplifiation of tax
structure in the country expansion ofrole of shareholders in the management of the
company contracts entered into are easily enforceapl@ecrease in the time to obtain
credit; and reduction in théax rates in the country

Chart15: Respondents were Indifferenbn Improvementin ease of doing busineg %

Process of tax registratiol 46

Protection of shareholders from undue boar
control

Ease in documentation for construction permi [ 44
Time taken to recover debt under insolven_ 43
proceedings
Recovery rate under insolvency proceedin [N GEREGEGGGGGGGGGD 41

45

Compliance under various environmental la\ 40
Role of shareholders in the management of th 38
company
Simplification in Tax structure 38
Cost involved to recover debt under insolvenc 38

proceedings

Cost of environmental law: [N 34
Contracts entered into are easily enforceat [ NGgGGEEGGN 34
Time to obtain crecit I

Tax rates in the country — 28
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Source: PHD Research Bure@HDCCI, Survey &ase of Doing Businefss MSMES, Aprlune 2019
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As per the survey results, respondents strongly agreed that there has beeaviempent in
ease inbringing out law suit against the compargecrease in th@umber of tax payments
in a year reduction in thecost of transportation and logisticsand decline in thdime
required to enforce a contragiarameters of ease of doing busss.

Chart 5: Respondents Strongly Agreezh Improvementin ease of doing busines§in %)

Bringing out law suit against the compar— 6

Number of tax payments in a yee

Time required to enforce a contrac

1

3
I
Cost of transportation and logistic _ 29
—
5 10 15 20 25 . 3

0 25 30 35 40

Source: PHD Research BureR#{DCCI, Survey drase of Doing Businefx MSMEs, Aprlune
2019

Further, according to the surveyrespondents strongly disagreed that there has been
improvement in parameters of ease of doing business, such as easy availablatydof
reduction in thecost of &and; andprocess to acquire land is simple and less time consuming

Chart I7: RespondentsStrongly Disagreetb Improvementon ease of doing business

30

T
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0 5 10 15 20 25 30 35 40

Source: PHD Research BureR#{DCCI, Survey drase of Doing Businefwr MSMEs, Aprlune
2019
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Perception of MSMEs on Doing Business Reforms

 TheWwa G | NI A y Jin the easapi doyigShasin€ss for MSMEs has shown mixed
results, as the survey revealed that starting a business has become easy and number
of documents and procedures required for starting a business have decreased.
However,cost incurred for starting a busissneeds to be reduced.

1 Majority of the respondents (46%) agredtat starting a business in Indibas
become easy The reason could be attributedo the initiatives taken by the
government such as, reduction in registration fees, elimination of minincapital
requirement, merger of the applications for the Permanent Account Number (PAN)
and the Tax Account Number (TAN), improvement in the online application system,
introduction of Goods and Services Tax (GST), among oMeithe other hand27%
of the respondentshave disagreedthat starting business has become easy, while
10%had a neutral stance.

91 Accordingto 56% of the respondentghe cost incurred for starting a businesss
not reduced significantly.The government has taken stepghere the cost of
starting/incorporation of a business, such as Ministry of Corporate Affairs has
eliminated the incorporation fee for companies with authorised capital of up to Rs
15 lakh for ease of starting a businedgwever, thesurvey resuls showthat there is
still a lot to be done at the ground level

1 The survey showed that theumber of documents/procedures in starting a business
hasreduced significantlyas 48% of respondents agrealthis. Recently, Ministry of
Corporate Affairs has integrated five pratees for starting a business one step.
Using integrated d-orm SPIC&Simplified Proforma for Incorporating Company
Electronically, stakeholders can apply for Company Name, Company Incorporation,
DIN (Director Identification Numbegrof the directors, PAN and TAN for the newly
incorporated company, and avail all five services simultaneously.

1 ©btaining business approvalneeds a lot of improvement as theajority of the
respondents disagreed thabbtaining various business approvasd clearances
from the government departmenhave become simple and faser particularly for
MSMEs Similarly, survey revealed that cost of obtaining business approvals and
clearancesas not reduced for the MSMEs.

1 The sirvey revealed thatgetting electricityCof ease of doing busess has improved
significantly.Government has taken many steps to make getting electricity easier,
faster and cheapeisuch as procedures for internal wiring inspection by the Electrical
Inspectorate (in Delhi) have beefiminated. In Delhi, service line charges have been
capped to INR 25,000in electrified areas for Low Tension loads up to 150. KW
Administrative easing measures taken by government in this direction includes
online application with no requirement of gkical documents to be accepted, online
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approval system for obtaining Right of Way (RoW) permissions in Delhi, rationalised
cost of obtaining electricity connection, among otherowever, similar initiatives

are required to be undertaken in tier 2 and tier 3 cities also, so thaeffect could

be felt by MSMESdn this context56% of the respondentsesponded positivelyhat

the time (humber of days) to obtamlectricityconnedion has reduced significalyt

The surey showed that while 4% of the respondents agreed that the cost to obtain
an electricity connetion has reduced, 2b of the respondents disagreed tvithe
same. Further, more than 6% of the respondents agreethat the supply of
electricity has improved significagtl Only 8% of the respondents responded
positively that the electricity tariff has reduced significantifowever, majority
(33%) of the respondents disagreeshd suggestedhat tariffs need to be rduced,
going ahead.

The response on th&jetting O NB Rak e@n mixed as the survey revealed that
access to credit has improved but the cost of credit is high and the time taken to
obtain credit has neithemproved nor the time taken to obtain theredit for the
MSMEs.According to the survey, credit availability parameter of ease of doing
business has showaignificantimprovement. 35% the respondentagreed when
asked about the improvement in alé availability Similar was the case when asked
about improvement in the time dken to obtain credit;27% of the respondents
agreed that improvement has been thef@hile 31% were indifferent on the same)
29% of the respondents disagreed that the credit is availableeasonable rate of
interest. When an MSME approaches the bank for a loan, if total loan amount is
greater than Rsl crore, the CGTM&HEedit Guarantee Fund Trust for Micro and
Small Enterprisegjlause gets disregarded and the entire loan is treaedh normal
loan. The benefit of interest and securitization relaxation is not given on theRfgrdt
croreamount.So, the CGTMSE clausaybe reconsidered

No significant change witnessed tine Paying taxesQfor the MSMEsThe survey
revealed thatthe respondents wergositive thatthe tax structurein India has been
simplified and process of tax registration has become simple and. fast
Implemertation of Goods and Service Tlaxs made India attractive across the world
and has created a common market for more than 133 core people. Implementation
2F D{¢ ¢gla I KAAUG2NRO Y2@S | yR Al O2YL} S
growing economy in the worldnd promoting ease of dog business in the country.

At this backdrop38%of the respondentswere indifferentthat the tax struture
prevailing in the country hasimplified 28% agreed that tax rates in the country
have reduced significantlgnd 46% of the respondentsere indiferent that the
processof tax registrationis simple and fastdowever,on the other hand majority
(49%) of the respondents agreedand strongly agreed)hat the number of tax
payments has reduced significantlyNonetheless, with the continuous reform
measures of the government to simplify and rationalise GST, it is expected that the
tax structure would become much simpler in the coming times.
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1 A lot of improvement is neeztl for the Weployment of laboufas the survey
showed that situation of employmertf labour in India has not improved in recent
years in any aspecBl%respondentsdisagreed that the employment of labour has
become easylIn case of cost of labouparameter 73% of respondenty52%
disagreed and 21% strongly disagredmlieved that thecost of labour has not
reduced.Similar was the case with improvement in corapte under various labour
laws as40% respondents disagreed on this aspecabour laws in India are
restrictive in nature. Amendments are required in The Industrial Dispite$1947)
because of its rigid provisions such as compulsory and prior government approval in
the case of layoffs, retrenchment and closure of industrial establishments employing
more than 100 workers. This clause applies even when there is a good teasiuut
shop, or worker productivity is seriously low.

1 According to the survey, nothing much has changed in context oélvéonmental
compliances as 40% of the respondents wereneutral about the easiness in
complianceunder environmental lawsand 34% d the respondents were neutral
aboutreduction in cost of cmplying with environmental laws.

1 On one handthe survey revealedhat cost incurred and number of procedures in
registering a propertyor transfer of title has not reducedHowever on the other
hand time taken to register a property has reduced significanflgcording to the
survey,47% of the respondents disagreditht there has been improvement in the
cost inarred in registering a property35% of the respondents disagme that the
number of procedures has reduced to register a propeftye registration fee for
property documents is 1% of the value of the property, subject to a maximum of Rs
30,000-. Stamp duty is compulsory but different rates of stamp duty are payiable
different states, depending on the legislation prevalent in that stéethis context,
amendmentsneed to be made in the Transfer of Property Act, 1886 to ensure that
the cost, time and procedures involved in registering and transferring of tittbeof
property is reducedfurther. However, 33% of the respondents agreed on the
parameter that the time taken to register a property has reduced significantly.

T IntheWO2y (NI Ol Obeg geReNIrBngeBsis is positiveccording to the
survey, 34% respondentsremained neutralwhen asked whether thecontracts
entered intoare easily enforceablewhile 31% of the gpondents disagreed on the
same Businesses find it difficult toperate in an environmentharacterised byack
of contract enforcement, asqor contract enforcement tends to increase the risk
and reduce the returns (increased legal costs), thus affecting the overall risk to
return ratio. Contrary to this44%and 42%esponded that there has been much of
improvement in the cost and time aspect of enforcing a contract in the court of law
has reduced significantlyespectively Focus is needed on ease of enforcement of
contracts
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As per the respondentsieither the inspections conducted by various government
departments and institutionsregarding business compliance of various laws, rules,
regulations etc. have reduceatbr the inspectios conductedare objective and based
on well defined procedures However,30% of the respondentsagreed on the
parameterthat the behaviour of inspectors have become cooperative over the time.

A lot needs tdbe done for the improvement of business approvals and clearances as
OKégttingbld A Yy S&a latheaNR/& Irebedled that3% of the respondents
disagreed that therds acommon application for various business approvals and
clearancesand 45%of the respondents disagreed that there is one stop office or
single window mechanism for obtaining all the approvals and clearances. It is
assessed that the single window mecksm curtains multiple windows, which links

to various diversified windows adding to the complexities for registering and
deliveringthat in turn makes the portal ineffective in terms of tirRb®und delivery.

The survey further showed that respondents strongly disagreed that there has been
any improvement in theavailability of land, its cost and process to acquire #6%

of the respondentave stronglydisagreed thathe land is easily availabend only

21% of respondentsagreed (and strongly agreedjhat the land availability has
become easy over tim&0%of the respondents strongly disagreed that the cost of
land has reduceand similarly30%of the respondentsstrongly disagreean the
parametersthat the process to acquire lantdas becomesimple and less time
consuming.

Respondents were neutrain improvement in the$hsolvency proceedingf ease

of doing business. 43% of the respondents were indifferent that time taken to
recover debt under insolvency proceedings has reducg@Po respondents were
neutral oncost involved to recover debt wler insolvency proceedings hesduced
Majority of the respadents (41%) were indifferent on the increase in the recovery
rate on insolvency proceedingglthough, India has implemented a new Insolvency
and Bankruptcy Codejelays in admission of cases and judgement, along with
infrastructural bottlenecks have afféed the IBC mechanism.

The survey revealed that various government initiatives towards digitisation have
been successful, as respondents have responded positively in this direction. 47% of
the respondents agreednd 13% strongly agreethat all theinformation related to
business procedures and compliances are available onl#@% of the respondents
agreed that the cost to obtain an internet connection has reduced significanty

45% of the respondents agreed that various business procedures/ciames (like
applications, approvals, tax payments, returns, clearances, etc.) under various laws
and Acts are IT enabled/online.

Accordng to the survey results, improvement has been there in relation to
procedure and cost of obtaining new water and segea connection 34% of the
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respondentsagreedon the simplification of procedures for obtainimgw water and
sewage connectianSimilarly, 30% of the responderdgreedthat cost incurred for
obtaining new water ad sewage connection has reduced

f Thesurvey showedhat there is a need to increase thedNRP 1 SOG A2y 2F &KI |
interest as majority of the respondents weneutral on the improvement in theole
of shareholdersn the management of the company.

1 Majority of the respondentsre positive o the export and import procedure85%
of the respondentsagreedthat the number of documents and border compliances
(custom clearances and inspections) required for exporting and importing has
reduced significantly.Further, the ost involved in documemtry and border
compliances in exporting and importing hakso reduced,as 36% of respondents
agreed on this, followed by 31% that disagreed with the san®% of the
respondentsagreedon the reduction intime required for documentary and border
compliances in exporting and importing

 The survey revealedi KI &t GKSNB Aa | LRaAaAGADBS GASH
LJ- NJ Y Siin&indived irtransportation of goodshas reduced significantly and
around 50% rspondents agreed to this. Thisas been maa& possible by the
improved logistics sector. To promote ease of doing businesgptm police checks
have reduced drastically and have led to free movement of goods & services across
the states. Around 30% of respondents agreed that the inspections salhenent is
en route have reduced significantly.

 INnWO2 Yy a i NHzO (i thePeyhas b mNpo6sitileic@hsensus among MSMEsund
44% of the respondents were indifferenthat documentation for obtaining
construction permit hadecome easy41%of the respondentsagreed that cosand
36% of respondents agreed thi@ne involved in obtaining permits has reduced.

In a nutshell, thesurveyrevealedthat 45% (majority) of the respondents have responded in
favour of improvement in the ease of doirmusinessfor MSMEs followed by 32% of
respondents that were not in favour, while 23% were neutral on the improvemé&he
analysis showed that over the years the ease of doing business environment has improved
for MSMEdue to plethora of strategic refons undertaken by the governmeritowever,

there are still certainchallengeghat need to befocussed upon to promoteEase of Doing
Business for MSMEdmplemenitation aspect of thereform measures at the ground level
maybe improved going forward
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0. Conclusions andRecommendations

Ease of doing business holds prime importance for the overall growth and development of

trade and industry as it attracts foreign investors and provides boost to the domestic
businesses. Over the last few years, India wwpd its Ease of Doing Business Ranking
significantly, which can be attributed to the plethora of reforms undertaken, such as
implementation of GST and Insolvency and Bankruptcy Code along with improvements in
registering for new electricity connection, ggadation of port infrastructureamong others.
Thepayment of all pending GST refunds to MSMEs within 30 days, withdrawal of Angel Tax
provisions for Startups and their investoemd LIN2 GA &A 2y a F2NJ ol ylaQ f ¢
further onlending to MSMEsup to Rs.20 lakh per borrower under the Priority Sector
Classificatiomaveyielded positive results.

Over the years, states/UTs have introduced several reforms as a part of BRAP to improve
their business regulatory environment and attract investments. Although many states have
implemented reforms for improving business environment, further reforms areuiredq

owing to the high number of state level clearances required from various authorities like
Industrial Development Authority, District Collector/Revenue Department, Town Planning
Department, approval of building plan, among various others.

Though impoving ease of doing business in general is of paramount importance, providing

a high degree of ease of doing business of MSMEs becomes crucial as MSMEs are pillars of
SO2y2YAO INRGgOKD a{ag9a aSOG2NI LXle&a |y AYLEZN
contributing around 32% in gross value adq&y/A) 33% in manufacturing GVAmploying

around 111 million people and contribute around 40% in exports. However, despite being
NBEIFNRSR Fa WiKS Sy3aiayS 2F S02y2YAOradaNRgiK
challenges At this juncture, it becomes imperative to assess the business environment for
MSMEs in the country and to suggest measures to make it more conducive in the coming
times.

With this objective, PHD Chamber of Commerce and Industry inboo#idion with
Department of Commerce, Delhi School of Economics conducted a survey of MSMES across
the sectors of thecountry. The survey revealed that at the aggregate level, 45% of the
respondents opined that there is an improvement in the doing busieesgonment for the
MSMEs. Of the rest 55%, around 32% of the respondents opined that there is a need for
improvement in the doing business climate for MSMEs while 23% were indifferent about
improvement in the business environment.

Majority of the respmdents agreed to a significant improvement in number of tax payments

in a year, cost of transportation and logistics, time required to enforce a contract, bringing
out a law suit against a company, supply of electricity, time to obtain an electricity
connection, time involved in transportation of goods, number of documents in starting a
business, online availability of business procedures, starting a business, IT enabled business
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procedures, cost to obtain an electricity connection and cost to obtain aarnet
connection, among others.

However 32% of the respondents disagreed on the improvement in availability of land,
process to acquire a land, cost of land, cost for starting a business, cost of labour, cost to
register a property, single window mechamisfor approvals and clearances, common
application for business approvals, compliances under various labour laws, cost of business
approvals and clearances, procedure for registering a property, electricity tariffs and
number of tax returns to be filed ia year, among others.

This can be attributed to the fact that the survey was conducted in the month of April to

June 2019 while lot of reform measures were undertaken by the government in the recent
months (JulyAugust 2019 Going aheadhe ease of daig business for MSMEs is expected

to improve significantly in the coming times with the percolation of economic and business
reforms at the ground levelAt this juncture, therole of states becomes exceedingly
AYLRNIGFYOG® ¢KS adl i Sasa of Ndhg Busings és ithblJkey towalld®ay 2 G A
competitive manufacturing sector for a strong and sustainable economic growth.

It may be mentioned thathe states which have performed well on the BRAP have observed
high growth of GSDP. Further, it has bedrserved in few states that the states with high
rankings on BRAP witness high industry growth.

Going ahead, the overall smooth functioning and the quality of governance at state level can
stimulate growth by making the policy environment more businesnély. Further reforms

in ease of doing business at the ground level especially for the small and medium sized
businesses along with desired reforms in labour laws would be crucial to strengthen the
manufacturing sector, Make in India programme and oceeatillions of employment
opportunities for growing young workforce.

Key findings of the survey

Strongly Agred7%)
9 Bringing out law suit against the company
91 Number of tax payments in a year
9 Cost of transportation and logistics
9 Time required to enforca contract

Agree(38%)
1 Supply of electricity 9 Time of processing building permit & certificat
i Time to obtain an electricity connection 9 Credit Avdability
9 Time involved in transportation of goods 1 Documents required for exporting and
9 Number of documents in starting a business importing
1 Online availability of business procedures 1 Procedures for new water & sewage connecti
9 Starting a business 1 Time for documentary in exporting and
9 Businesprocedures are IT enabled importing
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9 Cost to obtain an electricity connection i Time to register a property
9 Obtaining construction permit/certificate i Cost for new water and sewage connection
9 Cost to obtain an internet connection 1 Behavior of inspectors
1 Cost of documentary in exporting and importing § Road policehecks/inspections
Indifferent (23%)

1 Process of tax registration 1 Number of tax returns to be filed in a year
1 Protection of shareholders from undue board | § Inspection conducted by departments are

control defined
1 Documentation for construction permits 9 Obtaining various business approvaixd
i Time taken to recover debt under insolvency clearances

proceedings 1 Employment of labor
1 Recovery rate under insolvency proceedings | 9§ Credit availability at reasonable rate of interes
1 Compliance under various environmental laws| 9§ Electricity tariffs
1 Procedures for registering a property 1 Number of inspections conducted

Disagree(26%)

1 Cost for starting a business 1 Number of tax returns to be filed in a year
9 Cost of labor 9 Inspection conducted by departments are define
9 Cost to register a property 9 Obtaining vaious business approvals and
1 Single window mechanisfor approvals and clearances

clearances 1 Employment of labor
9 Common application for business approvals 9 Credit availability at reasonable rate of interest
91 Compliance under various labor laws 1 Electricity tariffs
9 Cost of business approvals and clearances 9 Number of inspections conducted

9 Procedures for registering a property
Strongly Disagre€6%o)

9 Availability of land
1 Cost ofland
9 Process to acquire land

Recommendations

The analysis showed that over the years, the ease of doing business environment has
improved for MSMEs due to plethora of strategic reforms undertaken by the government.
However, to reach the desired level of ease of doing business, more focussed referms a
required to give a boost to the development of MSMEs sector and make India a best place
to do business.

Some of thespecific recommendations for the ease of doing business for MSMEs
1 Reforms in labour laws Formulate flexible and uniform labour lavacross the
country. Flexibility is required in terms of freedom to hire contract labour, the

freedom to retrench workers (based on Productivity, Quality and Discipline) and
close down undertakings without prior government endorsement.

73 | PHD Research Bureand Department of Commerce, Delhi School of Economics



PH o\.‘*
CKA.“.
’

NATIONAL APEX CHAMBER

Ease of Doing Business for MSMEs

Capital Gain TaxGrowth of MSME industry generates employment, state revenue
on a regular basis which is recurring revenue for the government whereas Capital
Gain Tax is one time revenue. Reconsidering the applicability of capital gain tax on
the capital (generated out ofefling a property) invested would encourage the
growth of MSMEs across the country. The section 54 of the Income Tax Act must be
extended to cover the industrial sector.

Indirect Tax Benefitsindirect tax benefits could be provided under GST similar to
that provided in VAT regime through Industrial Promotion Scheme. Lower rate of tax
should be levied on products manufactured by MSME manufacturing industry.
Incentive schemes can be launched in GST regime also as provided in the earlier VAT
regime. Matchingof Invoices both Inwards and Outwards must be done by GSTN
without hiccups availing of Input Tax Credit (ITC) under GST.

Equal treatment for PSU and MSME entitieBhere should be equal treatment for
PSU and MSME entities and all government procuremenn@gs must accept
supplies from PSUs and MSMESs against a guarantee certificate.

Coordination among statesCoordination and cooperation among the states must
be ensured so that there is no overlapping of business regulations. Best practices of
top ranked gates in BRAP rankings should be adopted by other states also.

New Bill of definition of MSMEs New Bill of definition of MSMEs should be passed
as soon as possible in the Parliament. This will give a huge boost to investment and
employment along with prductivity.

Simplify land acquisitionSimplification of land acquisitions is required as it remains
complex, because of the difficulties in establishing legal ownership and a ‘clean’
holding for purchase.

Increase awareness among MSMHBEsequency of awaresss campaigns for MSMEs
sector need to be increased so that every industry can take optimum benefit of the
Government schemes.

Speedy addressing of intellectual property right€utting the average time for
addressing pending intellectual property rightppdications from more than five
years to 18 months.

Reduction in logistics cost_ogistics cost should be reduce from 14% of invoice to
8% to make MSMEs competitive internationally.

Policyrecommerdations for the growth of MSMESs:

T

Immediate Release o€entral Government Guarantee for Bank Loans to BSNL and
other PSUs to enable payments to MSMH$ie BSNL alone owes more than Rs.1000
crores to its MSME vendors who have made supplies against Bharat Net& other
telecom projects of national importancelheMinistry of Finance may kindly permit
Central Government Guarantee for BSNL and other central PSUs to enable them to
raise bank loans specifically for making payments of the MSME vendors without any
further delay and to instruct the PSUs to allow all trenging supplies from their
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vendors to be suspended without any levy of LD till they are able to pay past arrears
and arrange funds for future purchases.

Reduction in the Performance Bank Guarantee/ security deposit requirement for
government purchase scheento onetenth for Micro and onefifth for Small
Enterprises When a contract is awarded to the MSME it is required to put up the
same value of Performance Bank Guarantee(PBG). However, MSMEs enjoy very
small bank limits and mostly do not have sufficier#anB Guarantee limits. It is
therefore recommended that the Government Purchase scheme should be amended
so as to reduce the PBG/ security deposit requirement to -t@néh for Micro
Enterprises, twefifth for Small Enterprises and osikird for Medium Enteprises
compared to the PBG required from ndSMEs.

Rejuvenation of BSNL for positive impact on Telecom MSMBse to heavy
competition, most of the private telcos are incurring substantial losses and the
combined debt of private telcos is in excess of&B.lakh crores. BSNL is facing the
brunt of the hard times in the telecom sector and is unable to pay for its CAPEX
needs. With the current trend of fall in revenues, it is difficult for them to cover even
their OPEX needs, some of which are actuallyBloairat Net Project. Therefore, the
fibore and tower assets of BSNL and other telecom PSUs may beofpiunto a
National Fibre Authority and to monetize the same through InvIiTs or by raising
infrastructure bonds.

Crucial Role of Infrastructure PSUs instaining MSMEsCExim Bank of India
funding for Make in IndiaMost private sectors infrastructure projects prefer to buy
imported capital equipment instead of Made in IndjdMSME products since almost

all the imported capital goods come with concessidoatyterm finance at very low
interest rates supported by the Exim Banks of the exporting countries. Therefore, the
Exim Bank of India may be allowed to provide concessionatteyny funding to
Indian Infrastructure projects especially the central goveentnPSUs on the same
terms as those provided for project exports under Make in India scheme.

Deemed NSIC registration renewal in case of deMhen the renewal application is
submitted by an MSME to NSIC, it sometimes takes a very long period say-Up to 2
months in completion of the renewal process. But the delay in renewal of the
registration sometimes causes a vacuum for the MSMESs due to expiry of their earlier
registration until the receipt of renewed registration and the MSMEs face problems
during ths period when they have to submit tenders to the Government
organizations. It is suggested that NSIC should fix a maximum time frame for
completing the entire renewal process and issuance of the renewal registration
certificate say maximum within a periaaf two weeks from the date of submission

of the renewal application. However, keeping in view the other exigencies etc., in
case, the renewal registration certificate is not issued even in a maximum period of
on RIFI&da Al &aK2dZ R 0S RMNSFIYBRI I AINFBESXY SR
registration certificate should be issued automatically by NSIC to the applicant unit
so that there is no hindrance faced by the MSME in submitting the tenders etc. This
procedure will also help NSIC to sharpen its renewalgaawes in order to avoid the
renewals in default.
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Reduction in the High primary security and collateral security demanded by Banks
The current bank norms result in double securitization by banks, where in the first
place they demand primary security of3% of the fund based limit and, in addition
collateral security worth 125% of the proposed limit is required in order to sanction
the case, bringing the security requirement to 258% of the finance provided by the
bank. It is recommended that the total ofimary security and collateral security for
loan limits given by banks should be brought down to maximum 75% for MSMEs.
Delays in Realisation of Bills/Receivabiéhe working capital cycle of MSMEs keeps
prolonging due to delays in realization of theitldireceivables. Due to such delays
MSMEs find it extremely difficult to service their debt instalments or interest
obligations in a timely fashion, leading to their classification into NPAs. It is
therefore, recommended that the 90 days limit fixed by RiBIclassifying overdues

of MSMEs should be increased to 180 days so that MSMEs are not constrained to
divert their working capital towards servicing of their le@stalments and clearing

of their overdues at the cost of their normal business operatidrss improvement

in the RBI guidelines will save a large number of MSMEs from turning sick or getting
closed resulting in loss of economic activity and loss of employment, and further
preventing avoidable classification of bad debts and unwarranted tiiligay banks
thereby saving the banks from losses.

Modification in the Restructuring Scheme for MSMEs announced by- RBie
Reserve Bank of India announced the policy for restructuring of existing loans to
MSMEs up to Rs. 25 crore that are in default as04-01-2019 but classified as
W{GFryYyRFENRQ® ¢KAA NBAOGNHzZOGdzNAY3 FlFOAfAGER
which may become NPAs later but not for those MSME accounts which have already
become NPAs before 1st January 2019. As a result of thisesheicturing will cover

only a small fraction of the MSME default accoumstsy only about 5% or so and not

the bulk of NPAs in the MSME Sector. It is therefore recommended tHaasit one
8SIFNI LISNA2R aK2dzZ R 06S 02y aeciabdiNBRaccdntd) St A 3
for eligibility under the restructuring scheme. All such accounts which turned into
defaults or became NPAs aftetJanuary, 2018 should be covered under the policy

of RBI for being eligible for restructuring.

Violation of CGTMSECredit Guarantee Fund Trust for Micro and Small Enterprises)
norms- When an MSME approaches the bank for a loan, if the total loan amount is
greater than Rsl crore, the CGTMSE clause gets disregarded and the entire loan is
treated as a normal loan. The mhefit of interest and securitization relaxation is not
given on the first Rs 1 crore amount. The loans of Rs 1 crore must be extended by
banks without any collateral and at reduced rate of Interest to the MSMEs. The
CGTMSE clause must be reconsidered awhnded, particularly when the MSME
approaches the bank for a loan.

Delayed Payment of Bills and Receivables of MSMEarge number of MSMEs
undertake their operations as vendors to Government Organizations including Public
Sector Undertakings and Privatempanies or work as ancillaries to big companies
as their suppliers of components. Payment of bills and receivables from buyers of
MSMEs are generally delayed. As a result of these delays, MSMEs face financial
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hardships and liquidity constraints which te&o severe pressure on their working
OFLAGEE YIFYylF3ISYSyd F yR -tY3NOR2 NWFA YK Sl Ya A0SdaNg/Q
is therefore recommended that punitive measures should be introduced against the
habitual defaulters who do not meet their payment obligas as per agreed terms

maximum in 45 days. For example, their accounts can be classified as defaulters as it
happens in case of nerpayment of bank dues. In addition, stringent regulations

should be introduced for dishonour of cheques against the issaesuch cheques in

addition to the existing provisions.

Specific suggestions for improvement of doing businesstfa@ service sector MSMEs

The services sector is a people driven seatmtinvestmensin the sector MSMEs can lead

to higher employmeh generation. The availability of developed infrastructure, advanced
technology, access to capital, skilled manpower, among others hawega potential to
bolster the growth and competitiveness of service sector MSMEs. Such factors would
strengthen the functioning and growth of service sector MSMEs and would bring them at
par with international benchmarks. Incubation and handholding MSMEs by the government
could play an eminent role in transforming service sector MSMESs into a backbone of Indian
economy.

Few areas where thrust needs to lgveninclude, developing market access for service
sector MSMEs, effectively addressing financing needs, reforms in the area of IPRs, skill
development of human capital, employment generation and studying international
practices with respect to ease of doing business in the services sector, among others. E
commerce has enough potential to boost the growth of service sector MSMEs. An
intelligence generation cell needs to be setup that could make several small businesses and
MSMEs aware of national rules and regulations encompassing {t@mmenerce. These
measures would foster the growth of service sector MSMEs and would make them
competitive with MNCs in domestic and foreign markets.

In a nutshell, reforms in ease of doibgsiness at the ground level especially for the small
and medium sized businesses along with desired reforms in labour laws such as fixed term
employment for flexibility in hiring by industry across the States would be crucial to
strengthen the manufactung sector, Make in India programme and create millions of
employment opportunities for growing young workforce.

77 | PHD Research Bureand Department of Commerce, Delhi School of Economics



NATIONAL APEX CHAMBER
Ease of Doing Business for MSMEs

Annexure

Table B: Responsesf Survey on Ease of Doing BusinédssMSMESin %)

S. No Parameter(s) Strongly Agree Indiffer- Disagree Sj[rongly
Agree ent Disagree

1 Starting a business has become easy 8 46 10 27 8

2 The cost mcqr_red for starting a business has 8 o5 6 56 4
reduced significantly

3 Number of documents/prpchures in starting a 8 48 6 23 15
business have reduced significantly
Obtaining various business approvals and

4 clearances from the government departments i 8 27 21 31 13
simple and fast

5 Cost incurred for obtaining bus_lnggs approvals 4 o5 19 40 13
and clearances has reduced significantly

6 Time (|n_ number of daysp _obt_qln an electricity 15 56 10 15 4
connection has reduced significantly

7 Cost to optalp_an electricity connection has 8 42 23 21 6
reduced significantly

8 Supply of electricity has improved significantly 15 63 17 2 4

9 Electricity tariffs haveeduced significantly 8 10 25 33 23

10 Credit is available easily 6 35 32 10 17

11 Credit is available at reasonable rate of interest 8 27 19 29 17

12 T_|m<_e_taken to obtain credit has reduced 6 27 31 19 17
significantly

13 T_ax s_tr_ucture prevailing ithe country is 9 17 38 15 21
simplified

14 T_ax _rgtes in the country have reduced 4 27 o8 15 26
significantly

15 Process of tax registration is simple and fast 8 21 46 15 10

16 Numper of tax payments in a year have reduce 34 15 23 23 5
significantly

17 Number of ta_x_ returns to be filed in a year have 4 o5 8 33 29
reduced significantly

18 Employment of labor has become easy 8 15 29 31 17

19 Cost of labor has reduced significantly 6 6 15 52 21

20 Compliance under various labor laws has beco 4 17 23 40 15
easy

21 Compliance under various environmental laws 6 11 40 23 19
has become easy

22 Cost of co.mp_lylng with environmental laws has 4 15 34 o8 19
reduced significantly

23 Cost (taxes and fees)'lnc;grred to register a 6 17 19 47 11
property has reducedignificantly

24 T'|mg'taken to register a property has reduced 4 33 27 23 13
significantly

o5 Number of procedures for registering a property 6 o5 o5 35 8

or transfer of title have reduced significantly
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26 Cmtracts entered into are easignforceable 4 17 34 31 13

27 Cost of enforc!ng_a-l contract in the court of law 6 38 30 17 9
has reduced significantly

o8 Time required to enfqu(_a a contract in the court 27 15 23 20 15
of law has reduced significantly
Inspections conducted by various government

29 depart_ments and |_nst|tut|ons regarding bu'smes 6 23 26 o8 17
compliance of various laws, rules, regulations €
have reduced significantly
Inspection conducted by various departments

30 and institutions iobjective and based on well 4 21 28 32 15
defined procedures

31 Behavior of inspectors is cooperative 6 30 28 19 17

32 The.re is a common application for various 4 20 29 43 11
business approvals and clearances
There is one stop office or singkéndow

33 mechanism for obtaining all the approvals and 6 13 21 45 15
clearances

34 Land is available easily 4 19 15 26 36

35 Cost of land has reduced significantly 9 15 17 28 30

36 Process- to acquire land is simple and less time 6 23 15 26 30
consuming

37 Time tak_en to recover debt _un(_j_er insolvency 11 4 43 20 22
proceedings has reduced significantly

38 Cost mv_olved to recover de_bt L_J_nder insolvency 7 13 a8 29 13
proceedings has reduced significantly

39 Recovery rate under insolvency proceedings hé 11 20 a1 17 11
increased

20 All the information relajced to various busmes_s 13 47 19 15 6
procedures and compliances is available online

a1 Cost to obtain an internet connection has 38 40 15 2 4
reduced
Various business procedures/compliances (like,

42 applications, approvals, ta?< payments, returns, o8 45 15 4 9
clearances etc.) under various laws and Acts a
IT enabled/online

43 Procedu_re f_or qbtamlng a new water and sewa 15 34 23 19 9
connection is simple and fast

24 Cost incurred for' obtaining rrew Wa'ter'a'md 13 30 o5 23 9
sewage connection has reduced significantly
Role of shareholders in the management of the

45 company and major corporate decisions has 11 28 38 19 4
expanded
Bringing out suit against the company or Boarc

46 of Directors byinvestors for normperformance of 36 23 13 23 4
duties has become easy

47 Protection of shareholders from undue board 9 21 45 21 4
control and entrenchment has increased

48 Number of documents aqd bordgr compllgnces 11 35 19 24 11
(custom clearances and inspections) required fi
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exporting and importing have reduced
significantly

Cost involved in documentary and border

49 compliances in exporting and importing has 7 36 13 31 13
reducedsignificantly
Time required for documentary and border

50 compliances in exporting and importing has 5 34 25 25 11
reduced significantly

51 C'osF pf transportation and logistics has reducec 29 20 19 18 14
significantly

52 Time invol.vec_j_inransportation of goods has 4 50 15 15 15
reduced significantly

53 Road police checks/insp_ect@qns while shipment 4 30 o8 26 13
en route have reduced significantly

54 Documen_tation/pr(')gedure for obtaining 7 20 44 16 13
construction permit is easy

55 Obtaining construction permit/certificate has 5 a1 20 23 11
become less costly
Time involved in processing of

56 builqin-g/constructiqn perm?t. application and 7 6 23 20 14
obtaining construction certificate has reduced
significantly

Source: PHD Research Buré@HDCCI, Survey &ase of Doing Business MSMEs, Aprlune 2019
Table 20 Survey Questionnaire
S. No. Questions Strongly | Disagree | Indiffer- Agree Strongly
Disagree ent Agree

Starting a business has become easy. (@) (@) (0] (0] (@]
The cost incurred for starting a business | @) @) 0] 0] 0]
reduced significantly.

3. Number of documents/ procedures in starting (@) O (0] (0] (@)
business has reduced significantly.

4 Obtaining various business approvals 34 @) @) 0] 0] 0]
clearances from theyovernment departments is
simple and fast.

5. Cost incurred for obtaining business approv (@) (@) (0] (0] (@)
and clearances has reduced significantly

6. Time (in number of days) to obtain an electric @) @) (0] (0] 0]
connection has reduced significantly.

7. Cost to obtain an electricity connection h O O (@) (@) @)
reduced significantly.

8. Supply of electricity has improved significantly. @) @) 0] 0] O

9. Electricity tariffs have reduced significantly. @) @) (@) (@) O

10. Credit is available easily. @) @) 0] 0] O

11. Credit is available at reasonable rate of interest @) @) (@) (@) O

12. Time taken to obtain credit has reduce @) @) (0] (0] 0]
significantly.

13. Tax structure prevailing in the country O O (@) (@) O
simplified.
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14. Tax rates in the country have reduce @) @) (0] 0] 0]
significantly.

15. Process of tax registration is simple and fast. (@) (@) (0] (0] (@)

16. Number of tax payments in a year has reduc @) @) (0] 0] 0]
significantly.

17. Number of tax returns to be filed in a year ha (@) (@) (0] O o
reduced significantly

18. Employment of labor has become easy. O @) (0] (0] @)

19. Cost of labor has reduced significantly (@) (@) (0] (0] (@)

20. Compliance under various labor laws has becad o] o] (0] (0] o]
easy.

21. Compliance under various environmental la O O (0] (0] O
has become easy.

22. Costof complying with environmental laws he @] @] (0] (0] @]
reduced significantly

23. Cost (taxes and fees) incurred to register (@) (0] (0] (0] (@)
property has reduced significantly

24, Time taken to register a property has reduc o] o] (0] (0] o]
significantly.

25. Number of procedures for registering a proper (@) (@) (0] (0] (0]
or transfer of title has reduced significantly.

26. Contracts entered into are easily enforceable 0] 0] (0] (0] O

27. Cost of enforcing a contract in the court of lg (@) (@) (0] (0] @]
has reduced significantly.

28. Time required to enforce a contract in the cou 0] 0] 0] 0] 0]
of law has reduced significantly.

29. Inspections conducted by various governme (@) (@) (0] (0] (0]
departments and institutions regarding busine
compliance of various laws, rules, regulations ¢
havereduced significantly

30. Inspection conducted by various departments a @) @) 0] 0] 0]
institutions is objective and based on we
defined procedures

31. Behavior of inspectors is cooperative (@) (@) (@) (@) O

32. There is a common application fovarious @) @) 0] 0] 0]
business approvals and clearances

33. There is one stop office or single windc (@) (@) (0] (0] (@)
mechanism for obtaining all the approvals a
clearances

34. Land is available easily @) @) (0] (@) @)

35. Cost of land has reduced significantly. (@) (@) (0] (0] (@)

36. Process to acquire land is simple and less t @) @) (0] (0] @]
consuming

37. Time taken to recover debt under insolven O O (0] (0] O
proceedings has reduced significantly.

38. Cost involved to recover debt under insolven O O (0] (0] O
proceedings has reducesignificantly

39. Recovery rate under insolvency proceedings O O (@) (@) @)
increased

40. All the information related to various busine O O (0] 0] o
procedures and compliances is available online
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41.

Cost to obtain an internet connection hg
reduced.

@)

@)

42.

Various business procedures/compliances (|
applications, approvals, tax payments, returi
clearances etc.) under various laws and Acts
IT enabled/online.

0]

0]

43.

Procedure for obtaining a new water and sewa
connection is simple and fast

44,

Cost incurred for obtaining a new water ar
sewage connection has reduced significantly

45,

Role of shareholders in the management of t
company and major corporate decisions h
expanded

46.

Bringing out suit against the company or t
Board of Directors by investors for no
performance of duties has become easy

47.

Protection of shareholders from undue boa
control and entrenchment has increased.

48.

Number of documents and border compliance
(custom clearances and inspections) required
exporting and importing have reduce
significantly

49,

Cost involved in documentary and bord
compliances in exporting and importing h
reduced significantly.

50.

Time required for documentary and bordke
compliances in exporting and importing h
reduced significantly.

51.

Cost of transportation and logistics has reduc
significantly.

52.

Time involved in transportation of goodkas
reduced significantly

53.

Road police checks/inspections while shipmen
en route have reduced significantly.

54,

Documentation/procedure for obtaining
construction permit is easy.

55.

Obtaining construction permit/certificate has
become less costly

56.

Time involved in processing
building/construction permit application an
obtaining construction certificate has reduce

significantly.
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=== DEPARTMENT OF COMMERCE

,3 ; Faculty of Commerce and Business
o\ /o) Delhi School Of Economic:
W@ UNIVERSITY OF DELHI

Department of Commerce, Delhi School of Economics, University of Delhi

Shortly after independence, a group of visionaries led by Prof. V. K.R.V. Rao and supported
by the then Prime Minister Pt. Jawahar N&hru were driven by an ambition to create a
center for advanced learning and research in social sciences comparable to the best in the
world and worthy of an independent subcontinent. Thus, in 1948 the Delhi School of
Economics (DSE) was conceived on times of the London School of Economics.
Subsequently, when Prof. Rao became the Xdbancellor of the University, the process of
setting up four new departments, namely, Sociology, Geography, Business management and
Commerce, was initiated.

Guided by thevision of its founders, the school lays highest importance on maintaining
excellence in teaching, both as an end in itself and as a basis for creativity and for sustaining
excellence in research. The pioneering works of personalities like Prof. Amarty&rgé

B.N. Ganguly, Prof. Jagdigh Bhagwati, Prof. Sukhamoy Chakraborty, Prof. K.N. Raj, Prof.
Manmohan Singh, Prof. P.K. Ghosh and Prof. L.C. Gupta have contributed to the social and
economic development of the country.

The Department of Commerce, forthaset up as a separate entity in 1967, has imbibed the
DSE tradition of exploring new frontiers of knowledge and innovation in academics. In its
history spanning over five decades, it has redefined commerce education in the country.
The Department has thlegitimate claim and pride of being the premier institution in India
for course curriculum development, teaching and researches in Commerce discipline. The
rapid growth of the Department of Commerce is reflected in its expansion as well as novelty
in its academic programmes. This has led to the commencement of master level
professional programmers, in addition to the traditional M. Phil., Ph.D. and their flagship
M.Com. Programmes
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PHD Research Bureau

PHD Research Bureau; the research arm of the €rdnber of Commerce and Industry
was constituted in 2010 with the objective to review the economic situation and policy
developments at suimational, national and international levels and comment on them in
order to update the members from time to time, fresent suitable memoranda to the

government as and when required, to prepare State Profiles and to conduct thematic

research studies on various so@oonomic and business developments.

The Research Bureau has been instrumental in forecasting variods deanomic
indicators national and subational. Many of its research reports have been widely

covered by media and leading newspapers. The Research Bureau has undertaken various

policy studies for Government of India and State Governments.

Foreign exchange
market

Developments in
International
Trade

Research Comments on Newsletters Consultancy
Activities Economic
Developments
1 Research Global Econom |  Economic Affairs | § Trade and
Studies Developments Newsletter (EAC) Investment
Facilitation
Services (TIFS)
i State Profiles India'sEcononic | { Forex and FEMA |  Business
Developments Newsletter Research and
1 Impact StatesEcononic | {1 Global Economic Consultancy:
Assessments Developments Monitor (GEM) Innovative and
f Thematic International  Trade & customised
Research Developments Investment research
Reports Facilitation solutions for
Services (TIFS) growth of
Newsletter Industry and
1 Releases on Financial Markets § State businesses
Economic Development
Developments Monitor (SDM)
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Studies Undertaken by?HD Research Bureau

A: Thematic research reports 20. Economy on the Eve of Union Budget 2aB4(July
1. Comparative study on power situation Morthern 2014)
and Central states of India (September2011) 21. Budget 201415: Promise of Progress (Jay14)
2. Economic Analysis of State (October 2011) 22. Agronomics 2014: Impact on economic growth and
3. Growth Prospects of the Indian Economy, Vision inflation (August 2014)
2021 (December 2011) 23. 100 Days of new Government (September 2014)
4. Budget 201213: Move Towards Consolidation 24. Make in India: Bolstering Manufacturing Sector
(March 2012) (October 2014)
5. Emerging Trends in Exchange Rate tilitja(Apr 25. The Indian Direct Selling Industry Annual Survey
2012) 201314 (November 2014)
6. The Indian Direct Selling Industry Annual Survey 26. Participated in a survey to audit SEZs in India with
201011 (May 2012) CAG Office of India (November 2014)
7. Global Economic Challenges: Implications for India 27. Role of MSMEs in Make in India with reference to
(May 2012) Ease of Doing Business in Ghaziabad (Nov 2014)
8. India Agronomics: An Agriculture Economy Update 28. Exploring Prospects for Make in India and Made in
(August 2012) India: A Study (Janna2015)
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