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Abstract

The oim of this research poper is to onalyse the growth ond
development of the SME Platform in Indio. Lock of adequate ond
timely credit to SMEs is a mojor hurdle in SME growth trajectory. To
resort this perennial issue vorious meosures hos introduced, but they
fail to produce the desired result. The idea to provide copitol morket
access to SME ended with the estoblishment of o dedicated stock
exchonge. SME Platform is the emerging finonciol source for small
business entities ofter premoture death of OTCEIL An emerging
economy, like Indioo must have o plotform for o more enhonced equity
morket for SMEs. The new initiative of copital finoncing of SMEs
through copitol morket has been quite encouroging ond would be
supplemented to the bonking credit. SEBI’s guidelines ond the
development progress of SME platform is similor to the successful
internotionol experiment in porticulor to  AIM, MOTHER ond
NASDAQ. This poper fortifies the potentiol growth for SME Platform
in India by anolyzing the performonce of SME Exchonge of BSE ond
reloxed trade norms of SME Platform.

Keywords: SME Plotform, Credit Crunch, Smoll ond Medium
Enterprises, Dedicated Stock Exchonge, [PO, SEBI’s regulations

Introduction

The Smoll ond Medium Enterprises (SME) sector constitutes on
importont segment of any economy; they significontly contribute in
socio economic development of India by woy of GDP, industriol
growth, employment ond exports. As per the quick estimotes of fourth
All-India, Census of MSMEs, the number of enterprises is estimoted to
be about 26 million, providing employment to on estimoted 60 million
persons. The MSME sector is accounted to contribute obout 45% of the
total monufoctured output ond nearly 40% to Indid's exports. Although
MSME:s contribute significantly to the overall economic growth of the
country, they suffer from several disadvontages. Of all the problems
faced by the micro ond smoll enterprises (MSEs), issues relating to
credit are the most critical. The finoncial crunch is ageneral trend of the
economy, porticulorly in the SME sector. They foce finonciol shortoge
due to Non-availobility of adequate ond timely credit, High cost of
credit, Collateral requirements, Access to equity copitol, ond
Rehobilitation of sick enterprises, etc... Since independence onword,
Indion financial system witnessed for oo number of reforms, including
major ond minor, but finoncial reforms have foiled to meet credit
requirements in completely, porticulorly the demond of small
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segments. Generally, SMEs hos relied on bonk loons for
financing rother thon alternotive sources, Credit access
became more critical to SMEs due to, the prudential
regulations imposed by bonks ofter the finoncial crisis
(2008), os well os the introduction of more stringent copitol
requirements ossocioted with Bosel I11. For prolonged yeors,
SMEs hos no olternotive sources of equity funding other
thon promoters’ contribution ond the scheme of SIDBI under
the Growth Copitol ond Equity Assistonce Schemes for
MSMEs (GEMS). Most of the coses, the equity copital is for
below thon morginol requirements. Therefore, SME often
fails to explore the growth opportunities. The dependence of
SMESs on bonk loon is only for meeting their working copitol
requirements, not for exponsion. Recognizing the severe
credit crunch in the segment, prime minister’s tosk force on
MSME (2010) strongly recommended for setting up for
SME Exchange. In order to provide amorket bosed solution
for equity resource mobilization by SMEs, Securities ond
Exchonge Boord of India (SEBI) hos expedited the process
of setting up a separate exchonge. The SEBI has formuloted
o fromework for SME Plotform by considering the
recommendations of various reports including the reports of
prime ministers’ tosk force (2010), RBI 2008, eorlier efforts
such as OTCEI 1990, ond the INDONEXT Platform of the
BSE 2005.The onnuol conference of IOSCO 2007 held at
Mumboaoi, olso discussed the need for having o seporate
exchonge/platform for SMEs. The some would be necessory
for the focused development of the SME sector. It also felt
that o.sound SME copital market would address the chronic
lock of long-term credit availoble to SMEs. SEBI has token
the initiative by reloxing vorious trades ond listing norms.
Bosed on the guideline issued by SEBI for setting up of
dedicated stock exchonge BSE ond NSE have submitted
their proposal for storting o stock exchonge for SMEs.
Finally, with the approval of SEBI, efforts to provide on
alternative source of equity funding to SMEs has fructified
with lounch of ‘SME Platform’ by BSE on Morch 2012 ond
‘Emerge’ by NSE on September 2012.These SME
Exchonges are separate from main stock exchonges (Main
Exchonges), ond torgeted towords the issue, listing ond
trading of securities by SMEs ond eosier access to equity
copitol for the purpose of growth ond exponsion. Since SME
Exchonge is seporoted from main exchonge, common
regulations are not opplicable in troding. Its reloxed norms
attracted SMEs to mobilize equity copital. More thon 4000
SME entities are eligible to list, for the lost five years; the
SME Platform hos focilitoted to mobilize more thon
1,474.10 crore with the market copitalizotion of more thon
17,743.41 crore. The BSE SME Exchange covers 89% of the
morket shore ond leading omong SME Platforms. The
initiative is quite workable ond would be one basket solution
for SME financiol crunch in the future.

This poper ottempts to review the development ond
performonce of SME Plotform in Indio. So this Discussion
has been orgonized into four sections, section first gives
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conceptual clarificotion. Section second highlight the
development of SME Exchonge in India ond selected
countries. Section third covers the policy framework for
establishing SME Plotform ond make comparison of SME
Exchonge with main board ond lostly, this poper onolyses the
performance of BSE SME Exchonge for lost five years.

Conceptual Clarification
A. Capital Market

Copitol morket refers to the orgonizotion ond the mechonism
through which the componies, other institutions ond the
government roise long-term funds. They roise finonce by
issuing vorious securities such os shares, debentures, bonds,
etc. For troding of securities, there are two different
segments in the capitol morket. One is primory morket ond
the other is, secondary market. The primory morket deols
with new or fresh issue (IPO) of securities ond is, therefore,
known os new issue market. The secondory market on the
other hond, provides aploce for purchose ond sole of existing
securities ond is known as stock market or stock exchonge.
The componies usuolly issue those securities ot the initiol
stoges of their formation ond so also later on for exponsion
ond/or modernizotion of their activities in the primory
market. However, the selling of securities is not on easy tosk,
os the componies have to fulfill various legal requirements
ond decide upon the oppropriote timing ond the method of
issue. Hence, they seek the assistonce of various
intermediories such as merchont bonkers, underwriters, etc.
to look after oll these aspects.

B. Small and Medium Enterprises (SMEs)

A business may be described os either small, or medium or
large scole depending the yordstick used to measure its size.
Therefore, the importont question is what type of yordstick
used to describe. There is no universally occeptoble
yardstick or definition for Small ond Medium Enterprises
(SMEs), the definition of Small ond Medium Enterprises
(SMESs) varies from country to country. For instonce, in
Indic. SME defines bosed on investment in plont ond
machinery, while The International Finonciol Corporation
(2004) defines SMEs os firms with less thon 300 employees
ond totol ossets less thon $ one million. In Indio, The
MSMED Act2006 give on exhoustive description obout
small business, Micro, Smoll ond Medium Enterprise ore
classified into two brood categories, nomely Monufocturing
ond Services; Monufocturing enterprise is those entities
which ore engoged in the monufocturing or production of
goods pertoining to ony industry specified in the first
schedule to the Industries (Development ond Regulation)
Act 1951. The monufocturing enterprise is defined in terms
of investment level in plont ond mochinery. Service
enterprise is those entities, which engoged in providing or
rendering of services ond cotegorized bosed on investment
in equipment. The detailed clossification hos given in toble 1
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Table 1; Classification of MSMEs according to MSMED Act 2006

Manufacturing sector Service sector
Enterprises (Investment in plant and machinery) | (Investment in equipment)

An enterprise where the investment An enterprise where the investment does
Micro does not exceed Rs. 25 lokh not exceed Rs. 10 lakh

An enterprise where the investment is | An enterprise where the investment is more
Smoll more thon Rs. 25 lakh but does not thon Rs.10 lokh but does not exceed Rs. 2

exceed Rs. 5 crore. crore.

An enterprise where the investment is An enterprise where the investment is more
Medium more thon Rs.5 crore but does not thon Rs. 2 crore but does not exceed Rs. 5

exceed Rs.10 crore. crore

Source: MSMED Act 2006

SMEs play cotolytic role in the growth ond development
process of an economy. In India, the MSME sector is the
second lorgest employer ofter agriculture ond expedite the
economic octivity.

C.SME Platform/Stock Exchonge

SME Dedicated stock exchonge or SME Platform is on
extension of the stock exchonge ond it acts os on incubotor,
by focilitating SMEs to rise equity copital through IPOs ond
lotter migrote them to the main boord of the stock exchonge.
The SME Plotform, shall be open to SMEs whose post issue
poid up capital is less thon or equal to 25crores. Finoncial
accesses have been aperennial issue ond remoin o.chollenge
to small business segment. So the government hos token
various initiatives to resolve the long losting credit crunch of
the segment, but the movement doesn’t bring the desired
results ond foiled to give due diligence to ensure the
odequote credit to the segment. In abid to address this issue,
the Prime Minister’s Task Force recommended the
estoblishment of o dedicated Stock Exchonge/ Plotform for
SMEs in Jonuory 2010, vorious studies olso recommended
estoblishing a separate platform for wide occessibility of
equity copital to the segment. SEBI has put o framework for
setting up of new exchange or separate platform of existing
stock exchonge having nationwide terminals for SME. SEBI
has approved the proposal of the Bombay Stock Exchange
(BSE) ond the Noationol Stock Exchonge (NSE) on
estoblishing dedicated SME Exchonge ond lounched their
SME troding platform in 2012. Now there are two dedicated
SME Platforms are functioning in India finoncial maorket.

Literature Review

The literature reviews focus to fortify the shortoge in SME
financing and the need of aplatform for small business.

The prudentiol regulation in the banking sector has the effect
of reducing the intermediotion copocity of the bonking
system, as bonks become more risk averse when extending
loons, especially to the SME sector. Therefore, it has become
cruciol to examine possible alternotive finoncing. SME
Plotform one of such initiative to provide more reloxed
source of finance, the literoture reviews mainly fortifies the
need of SME finoncing through copitol morkets. Also
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considered the literoture related shortcoming of the
prevoiling credit structure of SMEs. (C.B.Bhave2010),
former chairmon of SEBI point out thot, the MSME’s are o
catalyst in most of the economies ond constitute omojor port
of the industrial octivity, MSME’s generolly foce finonciol
crisis. He foresees that the SME Stock Exchonge will be o
great boon to this sector, os it will provide a wide pool of
capitol, increosed stotus ond credibility ond other benefits.
(Bhatendra Kumor Gupta 2008)In Indio, the MSME sector
is the second lorgest employer after agriculture. With the
growth in the Indion Economy, it is of need for the MSME to
raise copital is becoming increasingly critical. He says that
there is a need for the dedicated Stock Exchonge for the
MSME sector to cater to their needs better which ore
different from the lorge industries.(Poul & Romonothon,
1991) over viewed the finoncial morket, Copital morket
constitutes primory (new issues morket) ond secondory
(stock) market. The primory morket helps the public ond
privote sector componies in roising finonce moinly for their
new projects, exponsion, modernizotion, ocquisition etc.
The secondory morket provides liquidity for the finoncial
instruments (equity, preference shores ond debentures
/bonds) through odequate morketability ond price
continuity. The orroy of finonciol institutions olso hove
played crucial role in meeting long-term credit needs of the
industriol sector.(The Growth ond Emerging Morkets
Committee, 2015) The strengthening chonnels for SMEs.
Raising funds by woy of on orgonized, tronsporent, orderly
functioning ond relioble copitol morket could provide on
importont olternotive source of finonce for SMEs. In
addition, the emergence of alternative morkets where, on the
one hoand, SMEs con roise funds ond, on the other, investors
have access to awider array of investment opportunities, ore
importont to foster the development of copital morkets.
(Sestonovic Aljoso) The mojority of the prime stock morket
operators today increasingly torget SME sector by
developing specific platforms under the legislative
fromework of the multilateral trode focilities with lesser
odmission requirements thon regulated morket. Generally
known os SME-focused stock exchonges. Development of
such SME dedicated exchonges moy enable SMEs easier
occess to equity copital. There ore additional advontages for
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enterprises raising funds through stock exchonge such os the
diversification of funding sources, occess to broader bose of
potential investors’ bose, access to equity copitol. It
generally enobles corrying more debt in balonce sheet, ond
may bring brond recognition ond reputotion. (Yoo, 2007)
Merely creoting o new boord within the exchonge does not
ensure o vibront exchonge for SMEs. A successful SME
stock market system enobling voried small componies to
grow ond varied investors to stoke their copital. Such o
moarket con not only benefit selected SMEs by allowing them
occess to public equity but olso help nurture o lorger
population of new entrepreneurs by creoting o more vibront
environment for equity finoncing. Further, to foce inherent
chollenges, such exchonge should be in independent
structure, promote both local venture ond foreign venture
os well, ond ensure tronsporency ond coordinotion.
According to Internotional Lobour Orgomization (ILO)
(2000), SMEs are necessary engines for achieving nationol
development goals such os economic growth, poverty
alleviation, democratizotion ond economic participation,
employment creation, strengthening the industriol base ond
local production structure. However, the obility of SMEs to
realize these economic ond social objectives depend on the
regulatory ond policy environment within which they
operate. Capitol Morket ploys o crucial role in mobilizing
domestic resources and in chonneling these efficiently to the
most productive investment.(Oteh, 2011)Access to finonce
for SMEs is a key challenge to supporting sustainoble
growth in Africo. Mony policymokers ogree that in order to
increase SME occess to finonce, alternotive sources of
funding must be explored. Copital morkets ore o vioble way
of increasing finoncing options for SMEs ond would
ultimately serve to develop both the SMEs as well os the
capitol markets. The finonciol support thot copital morkets
could provide them will increase economic development in
the continent(World Federation of Exchonges, 2015)the
development of a vibront SME sector is considered
necessary to restore global growth. However, lack of finonce
is a central impediment to the growth of SMEs. So it is
necessary to improve both bonk finoncing ond on alternotive
sources of financing such os capital morket finoncing. Stock
exchonges ploy on importont role in the financing ecosystem
though morkets in different jurisdictions hove hod varioble
levels of success in developing o vicble morket for SME
funding.

Although SMEs play on importont role in economic growth
ond employment, most of them are denied ony access to the
formal financial system, from the view of SME; itis the need
of the hour to have more reloxed finonce for explore the
growth potentiol. Therefore, SME Exchonge is better
solutions for finoncing SMEs.

Objectives of the study

This poper attempts to onolyse the growth ond development
of SME Stock exchange in Indion context. Following are the
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objectives of the study.

*  To onolyse the development of SME stock exchonge in
Indic.ond selected countries

»  To compare the Policy framework related to listing on
SME Platform ond Main Stock Exchonge

¢« To onalyse the performonce of SME Platform
functioning in Bombay Stock Exchonge.

Scope of the study

India is o one of the emerging country with o stoble
economic indices ond the economic environment. The
economy provides omple scope to small businesses for
growth ond development. However, they ore foiling to
oddress the growth opportunities, becouse Indion SMEs has
faced the difficulties to access the adequote finonce for their
working capital ond investment. The Government, bonks
ond other promotionol ogencies have token deliberate
actions to resort the finonciol hurdle, but the finoncial gop
increases yeor to yeor. So it wos the responsibility of SMEs
promotional ogencies to estoblish o common finoncial pool
which con help the SMEs to grow without ony such hurdle.
The SME stock exchonge provides o common pool focility
for roise fund.BSE hos token the initiative to give such a
platform to the SMEs wherein the entrepreneurs con roise
equity capitol for their exponsion ond give them the chonce
for the weolth creation.

Methodology

The dota structure for the study is bosed on the official
publication of onnual reports, ond other reports like doily
trading reports, finoncial reports of the componies listed on
the exchonges ond other vorious official websites. Graphical
onalysis hos moinly used for discussion.

Growth and Development of SME Capital Market

Even though SMEs hos been playing o cotolytic role in
nationol growth ond development, they face numerous
challenges; the most prominent omong them is non
avoilobility of adequate finonce. All other issues could be
monoged if the SMEs would run with a sound finonciol
background. To meet this challenge ond bring SME into the
corporote finoncing platform, o number of countries have
endeavored o copital market that is specificolly meont for
SMEs. The highest number of such progroms is seen in
Europe, Asia, North Americo, Austrolio ond Africo. For the
lost few years, stock exchonges has witnessed for o heop of
reforms, porticulorly in emerging morkets, initiotion for
SME Plotform in India wos out of the finonciol shortoge of
the SME sector. This plotform performs two functions
simultoneously, provide new invest avenues for investors
similorly help to mitigate the credit shortoge of SMEs. In
other words, SME Plotform was result of emerging morket
trend.
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A. Evolution of SME Platform in India

SME in India hos relied on bonks os well s stote finonciol
institutions for external finonce. The overall finoncing of
SME sector has been inadequate, moreover, there is no
orrongement for equity copital other thon owners’
contribution or from SIDBI’ special scheme, these finonciol
constraints ore leads to SMEs to opprooch unreguloted
lenders, obviously, the exorbitont credit rate impedes the
SME to chonnel further finonce from unregulated morket.
As aresult of this credit crunch, SMEs have foiled to explore
the growth potentiality, as well os they are struggling to
survive with limited finonciol sources. To mitigate the
finonciol hurdles of the sector, various studies ond reports on
the credit crunch of SMEs hos recommended for copital
market accessibility for the sector (Task force 2010, RBI
2008).As o follow up to the recommendotions of various
reports ond recognizing the need of dedicated stock
exchonge for smoall businesses, SEBI has token the initiotive
to collect suggestions from various stokeholders to shope the
SME Exchonge. During the course of discussion, SEBI has
considered the prevoailing structure of SME financing ond
their shortcoming. Such os, cost of complionce on roising
capitol under the existing guidelines, eligible conditions,
listing requirements ond disclosure stondords. In view of the
previously mentioned concerns roised by voarious
stokeholders, it felt the need of dedicoted stock exchonge for
SMEs with minimum regulations. SEBI hos omended
various octs ond reloxed its various trading norms for
establishing SME Exchonge, on May 2010 SEBI has issued
a circulor on Setting up of a Stock exchonge/ a trading
platform by arecognized stock exchonge having nationwide
trading terminols for SME. BSE has token abold initiotive
to form the first SME Exchonge, ond they studied vorious
stock exchonges ocross the world, like AIM (London),
Conodo (TSXV), Hong Kong (GEM), Jopon (Mothers),
Korea (KOSDAQ) ond US (NASDAQ) the study, onalyzed
their salient feotures, best proctices ond their business
model. Learnings from the OTCEI, the capital morket
realities, considering the earlier ottempt, i.e., INDONEXT
(2005),0nd difficulties foced by SMEs have been token into
account while formulating the BSE SME Exchonge in the
Indion context. On the base obove onalysis BSE submitted o
proposal for estoblishing SME Exchonge, the some hos
approved by SEBI on September 27,2011. Finally, efforts to
provide on olternative source of equity funding to SMEs
fructified with lounch of ‘SME Plotform’ by BSE on March
2012. Meonwhile, follow in the footstep of BSE, NSE also
submitted its proposal for deliberated stock exchonge for
SME ‘Emerge’. SEBI also approved the some ond it stort to
functioning on September 2012. The concept of adedicated
stock exchange for small business hos discussed earlier to
globalization, In the mid-1990's Over The Counter
Exchonge of India (OTCEI) stort to function ond facilitote
small firms to roise finonce. Unfortunotely, the initiotive
marked for pre-moture deoth os it could not get the support
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needed ot thot time ond the concept wos introduced for
oheod. The Stock Exchonges ore continuously working
towords moking the platform most suitoble for componies to
become big from small by raising funds from Copital
Maorket. Now the SME platform works on the new concept
of screen based trading. In BSE oround 188 scrip hos listed
in last five years ond 31 componies migroted to the main
exchonge (until 29.07.2017). NSE too followed the
footsteps of BSE, but 44 scrip hos listed yet ond only two
componies migroted to the main exchonge.

B.International Framework for SME Platform

The ability of the MSMEs to grow depends on their obility to
raise funds for investing in technology, exponsion,
innovation ond reseorch. This is the biggest challenge
MSMEs foce oll over the world, whether they ore in
developed or in developing nations. Once they have topped
the resources of fomily, friends ond well-wishers, they ore
unable to roise additional funds as eosily os larger ond more
established businesses. This wos the biggest chollenge for
SME promotional ogencies; they introduced mony meosures
to time-to-time, but failed to meet the credit need of the
segment. It hos felt the need of seporate stock exchonge
arrongement for SME finoncing, ot present more thon 24
dedicated stock exchonges ore functioning (Yoo 2007).The
market gave the success to stock exchonges like; the London
Stock Exchonge (LSE) formed Alternative Investment
Morket (AIM) in 1995 os o morket for smaoller emerging
componies to roise capitol. It hos started functioning with 10
componies volued collectively ot £82.2 million. A lorge
number of SMEs hos ottracted to this stock exchonge due to
its features like easy entry, low regulotory burden. So for,
over one thousand companies listed, with on average morket
caop of £80 million per listing. Similorly, the Tokyo Stock
Exchange (TSE) established the new morket MOTHERS in
November 1999, in order to provide venture componies with
access to funds ot on eorly stoge of their development. TSE
functions with two seporated sections, first section for lorge
componies while second, nomely, MOTHERS (Moarket of
the high-growth ond emerging stocks) dedicated to mid-
sized componies ond their 240 componies ore listed till the
dote. Growth Enterprise Market (GEM) is onother SME
Plotform setup by the Stock Exchonge of Hong Kong in
1999. It operotes on the philosophy of ‘buyers beware’ ond
let the morket decide’ based on strong disclosure regime.
The rules ond requirements are designed for the line of self-
complionce by listed issuers in the dischorge of their
respective responsibility. Since 1999, more thon 267
componies hove roised more thon HKD 40 Billion in this
morket. Similorly, in South Africo, the JSE securities
exchonge introduced AltX — on olternative public equity
exchonge for SMEs. The exchonge lounched in 2003, as of
July 2008 more thon 80 componies were listed. In Egypt,
The Egyption Exchonge hosts Nilex (Nile stock exchonge)
on October 2007.Nilex provides reloxed listing & disclosure
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requirements os well os lower listing and trading fees. TSX
Venture Exchonge (TSX-V) in Conodo come into operation
in 2009. As of November 2010, the Venture Exchonge had
2,364 listed componies. KOSDAQ (Koreon Securities
Deolers Automated Quotations) is atroding boord of Korea,
Exchonge(KRX) lounched in 1996. It operotes os o
dedicated exchonge for SME under the purview of KEX As
of 19 Februory 2008, 1029 componies had listed for trading.
Similorly, MOSDAQ (Maloysion Exchonge of Securities
Dealing ond Automoted Quotation) wos lounched in
1997, acts os separoate securities exchonge morket, mostly for
listing technology bosed componies. The Alternotive
Securities Moarket (ASeM) is o specialized boord for
emerging business in Nigerio. The Nigerion Stock Exchange
introduced seporote security boord in 2013, it gives SMEs
the opportunity to roise long-term copitol from the copital
market ot relotively low cost, ollowing them to grow ond
institutionolize.

Policy Framework For SME Platform and Main Board

Security Exchonge Boord of India(SEBI) has put in «
framework for setting up of new exchonge or seporate
platform of existing stock exchonge having notionwide
terminals for SMEs, ond the circuloted on 26 April
2010.Earlier, the SMEs was governed by the stondord equity
listing ogreement required to be entered into with the Main
Exchonges on which componies propose to list their
securities. SEBI took o step towards estoblishing o seporate
platform for the listing ond trading of securities of SMEs
with the introduction of the SME Model Listing Agreement.

In order to focilitate more reloxed exchonge equity
mobilization SEBI hos molded a framework with minimum
requirements. Polices has formulated ofter toking concern of
industry stokeholders, leoning from the globol experience,
domestic morket reolities, fate of OTCEIL. In order to lay
down the policy for issue, listing and troding of securities to
be issued by SMEs, necessory omendments have been made
in the SEBI ICDR Regulations. Consequent amendments
have been made into various other regulations such os, SEBI
(Merchont Bonkers) Regulotions 1992,SEBI (Foreign
Institutional Investors) Regulations, 1995,SEBI (Venture
Copital Funds) Regulations, 1996,SEBI (Substontiol
Acquisition of Shares and Tokeovers) Regulations and SEBI
(Stock Brokers ond Sub-Brokers) Regulations, 1992. In
continuotions of eorlier initiotives, SEBI had amended the
SEBI (Issue of Copitol ond Disclosure Requirements)
Regulations, 2009 (SEBI (ICDR) Regulations) by inserting
a specific chapter ‘Chopter XB’ under the head “Issue of
Specified Securities by Smoll ond Medium Enterprises ”
(i.e., Chopter XA, which was later re numbered as Chopter
X-B) for the issue of specified securities by SMEs. The
regulations emphosized simplified norms. A further circulor
wos olso issued on 18May 2010 after toking into occount the
suggestions from market porticiponts for the SME platform.
The necessary provisions for listing of specified securities
under the SME Platform vide the obove regulotions. Due to
intensive efforts of SEBI, SME Exchonge hos o winning
edge over Main Boord. The table 2 shows the mojor
regulations for listing componies in exchonge.

Table 2. Regulations for Listing Main Board and SME Exchange

Parameters Main Board SME Platform/ Exchange
Post — issue paid up Min INR 10 crore Min INR 3 crore on BSE SME;
capitol Min Mox INR 25 crore

Minimum number of 1000 50
Allotees in IPO
IPO Application Size INR 10000 — INR 15000 Min. INR 1 loc

IPO underwriting

Non Mondatory (Under

Moandatory (100% underwritten

50% compulsory subscription to QIB’s)

with MB underwriting 15%)

Offer Document vetting

By SEBI

By Exchange

Trock record

Stringent track record norms like
Operoting Profit of 15 Cr

Reloxed trock record norms

IPO Time frome 6 months — 1 year 2 — 3 Months
IPO grading Mondoatory Non mondatory
Morket moking Non mondatory Moandotory
Corporote governonce Clouse 49 Clouse 52
requirements
| Reporting Requirements Quaorterly Holf yeorly
Source :BSE

Performance of SME Platform in BSE

Indion capitol markets took o big leap with the lounch of two
platforms for new smoll ond medium enterprises (SMEs) by
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the BSE ond the NSE. It wos amojor londmork for the SME
sector to have anew avenue for roising capitol in on efficient
monner. India hos high entrepreneuriol potentiol ond the
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SME sector has been a key engine of economic growth, job
creotion, weolth distribution, ond effective mobilization of
resources (copitol ond skills). Till the date two SME
Plotforms nomely BSE SME Exchonge ond NSE EMERGE,
these Platform has the potential to revolutionize the woy in
which componies get occess to public equity ot on eorly stoge
of their development. With the shortest period, both
platforms ore performed well ond SME sector mobilized o
good amount of equity. Here, cnolyse BSE SME Exchonge’
IPO index only, because it covers 89% of the totol morket
share.
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BSE SME Exchange

For enobling equity resource mobilization through morket
participation, BSE lounched BSE SME Plotform so colled
‘BSE SME Exchonge’ on Moarch 12,2012 with the approval
of SEBI. The BSE SME Exchonge fost emerged os the
preferred destination of the SME segment to list ond grow.
As on 29 July 2017 it hos, helped 188 SME entities to raise
equity in o cost effective monner. It also ollayed some of the
common fears of the entrepreneurs with respect to listing on
astock exchonges.

Table 3. Overall performance of BSE SME Exchange

Statistics of BSE SME Exchonge
No of componies listed still dote 188
No of componies migroted to the main boord (Cr,) | 31
Number of ITP componies 21
Morket capitolizotion of listed componies till the 17864.67
date (Cr,)
Total amount of money raised till date(Cr,) 1468.39
No of morket mokers registered 99
IPO index performonce 10 times since its lounch
Morket shore Leading on the market with 89% of market shore

Source: BSE SME
BSE provides two modes to list securities, (o) SME Plotform
through Initiol Public Offer (IPO), (b) Direct listing on
Institutional Troding Plotform (ITP)without IPOs. For
ensuring investors' confidence In SME equity, BSE hos
introduced reseorch coveroge for listed SMEs with the help

independent reseorch teom. The research information
avoilable for the benefit of investors. The S&P BSE SME
IPO index (FIG 1), consists of all the IPO listed on BSE
platform. The given chart shows the movement of IPOs for
lost five years. The index hos grown 13 times till the dote.

Fig 1. Performance of BSE SME IPO
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The BSE SME IPO Index is colculated in line BSE indices.
The number of scrips included in the index ore vorioble.
However, ot any point of time oo minimum of 10 componies
should be mointained in the index. The index storted in 12
ougust 2012 with 100 index, the index up to moy 2017 shows
acleor growth trend ond it reached on index of 1387. If the
face value of the issued copital exceeds 10 crore, such
SME entities have the potential benefit to migrote main
board. Migrotion to the main boord gives the compony
greater visibility ond occess to o wider investor bose. As of
29 July 2017, 31 componies migrated from SME Exchonge
to the main board. BSEs focus has always to be encouroging
listing from stronger growth oriented componies such os
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monufocturing, logistics, I'T ond service oriented componies
that ore employment generotor. The BSE SME IPO Index
wos lounched on December 14, 2012 with 100 as the bose.
On Morch 31, 2016 the value of this index reached 767.86.
Additionally, the total market copitolization of all the 127
componies listed on BSE SME Platform reached 9,356.68
Crore. During FY 2015-16 the SME platform continued to
be o front-runner with o morket shore of over 90%. 38
componies roised 237.24 Crore from the moarket (BSE
2016). The International Orgonization of Securities
Commissions (“IOSCO”) has commended on its report July
2015 BSE’s SME platform for being the most cost effective
platform for SME listing in the world.
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The way to move forward

Performonce of SME Exchonge satisfoctory, but the
porticipation of SMEs is very poor. There ore 4000 SMEs ore
eligible to list in SME Exchonge, but mere 188 componies
are listed yet. In order to seize the potentiol morket necessory
oction plons should be followed.

1. A comprehensive policy frame required for enhoncing
morket literacy among existing ond potentiol
entrepreneurs

2. Vicble ond feosible finonciol instruments should be
developed on the perspective of both investors ond
SMEs.

3. Since SME Exchonge function with the most reloxed
ond liberal norms, so regulating authority should ensure
the interest of investors.

4. SME Exchonge should be adequately developed in
terms of depth ond liquidity, so that cutomatic Demond
Creation ond trade will hoppen.

5. Building o Credible SME Information Shoring System,
there exists severe informoation osymmetry in this
segment of enterprises. SMEs’ corporate informotion is
often nonexistent, or comes with very high access costs
inmony economies in the region.

Conclusion

SMEs are strategically importont segment of the nation’s
economy; they significontly contribute to the growth indices
of the economy os well as they play o boloncing role in
economic development. Despite oll these, SME foce o
number of hurdles thot prevent them to reoch their full
potential. Economic environment provides growth
trajectory to SMEs but often they fail to explore the growth
opportunities ond sometime they ore criticol to survive. The
major obstacle in SME growth trojectory is finoncial crunch,
lock of adequate ond timely credit often abottleneck to SME
growth. The government ond promotionol ogencies hove
given ot most care to mitigote the finonciol crunch, but they
credit gop increased from yeor to yeor. The traditional source
fails to meet the credit requirements, becouse SMEs are
heterogeneous in noture single bosket solution is not
possible to resort the finoncial crunch. SME Plotform/listing
progrom is emerging trend in SME finoncing, recent yeors,
various stock exchonges across the world have token the
initiative to estoblish SME Exchonges. They are seporated
from the main exchonge ond working with reloxed norms.
The AIM (Alternative Investment Market) of London stock
exchonge has witnessed for high volume of trade ond listing.
SME exchonge in India is olso shown promising ond
satisfoctory trend in its growth in a short period. Yet two
SME Platforms formed with reloxed norms, For
encouroging SMEs, the regulator hos lent relief in
complionce, but it needs to ensure thot interest of
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participants must not be hurt. The BSE SME Exchonge
witnessed for remorkoble performonce within o shortest
period, its IPO Index reached 1367 points in May 2017. BSE
SME exchonge leading in all terms like morket shore,
number of componies registered, ond morket copitolizotion.
SME Exchonge is quite workoble in Indion context ond hos
potentiol market to grow. The participation is questionable,
there are 4000 componies eligible to list, but mere 200
componies listed yet. Regulotors ond policymakers should
orgonise more promotionol compaigns, public seminors, ond
conferences explain the benefits of capitol morkets ond to
increose public oworeness of the need for SME finoncing. To
conclude, SEBI’s initiative to provide a separote plotform
for listing ond trading of SMEs securities is loudoble. It
gives hope of ray thot it will supplement to bonking finonce
ond mitigate the credit gap in the SME sector. The worst fote
of OTCEI should not be hoppen to this new framework,
SME Exchange formed with reloxed legol/regulotion norms
which are help SMEs for escolate in growth, in onother
point, Reliont trade norms will creote concern omong
investors, so the SEBI should balance the interest of both
SMEs ond investors.
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