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Based tn Bengaluru, Edelweiss Reranl Finanee offers wide vavige of Housing Finance and othey vetail credit products that ave
dexigned o addvess an array of financing oeeds witl: quick tarnaronnd S,

MLs have played a
pivolal role i driving
the economic growth
for India both in terms
of cconomic output as
well as emplovment
generation. Today, it comprises of
over 40 million units  employing
around 100 nullion people and has
a sizeable share in India’s GDP and
Exports.  With  entreprencurship
on the rse i India and favourable
governmenl policies, this sector has
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seen consistent growth in recent
years. However, there have been
nageing challenges to this sector,
in terms of Institutionalized credit,
which is why most of the SMEs siill
look at unorgamsed credit through
money  lenders.  TTowever, this
seenario is undergoing a structural
change. While banks continue to
focus on full banking relationships
with SMEs, NBFCs have emerged
as lmportant secondary financiers
Lo this segment and rapidly gaini
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warkel share through a customer
centric and digitally driven product
aud risk arclutecture

Access to Financing- A
Critical Constraint

The lack of eredit nstory or sufficient
documentation has stymied growth
prospects of small business owners.
These Mmsiness owners are then
tvpically lefl with lidle choice bul
to tap informal sources of credit.
ltaditional  vadervaiting  methods
to the SME scctar have thus tar
been wary of lending to MSMCs.
Access to financing, thus, has been a
critical constraint te the growth and
produchivity ol the sector.

Strengthening Ecosystem

Crisil in their larest report in
Novewber 2017, forecasted an 11
percent compoennd annual growth rate
(CAGR) w lending o mucro, swall
and medmm enterprises (MSME)
India. Over the next two fiscals. way
faster than the seven percent growth
is anticipated in bank credit to India
Tne. Currently, the MSME lending
warket size 1s estiunated around Rs. 14
Iakh crorc. As the cconomy moves
towards forwalisation due to facloss
like GST implementation and digital
push, Crisil does see a compelling
apportunuty for NBFCs m the scctor,
given the huge under-penetration
of fonnal finance i the scpment
and above factors The cumulative
warked share of non-banks in MSME
financing rose to |8 percent in fiscal
2017 [rom eght percent fve vears
ago. The implementation of GST
aud wcreased digital paywents will
provide the necessary fillip to the
credit delivery to this segment. The
onlme mirastructure of the GST
network enables any tax paver to
securely share lax pavinenl records
(and therefore cash flow dara) with
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Lenders are therefore adopting a
fresh approach in data analysis to
evaluate the credit worthiness of
small business owners and design
innovative product categories
which are dif ferentiated and unique
to the size and need of a SME

others. For the firsl tmee, the lenders
will have reliable dara on their cash
fows which will enable them to make
amuch more mformed decision on the
creditworthiness of SMLE borrowers.

NBFCs Stepping-up

their Game

lhere wre vanous sub  seemuents
within SME space viz; micro, small
aud medion. Bulk of the credit o
SMFs is concentrared in big eities
aud scvess o Il goes down with
the size of SMEs. Many NBFCs
thus see a huge opportunity i the
SME scetor especially m the micro
and small segments. Lenders are
therefore adopting u [resh approach
in dara analysis to evaluate the credit
worthiness of small business owners
and design innovarive  prodnet
categories wiich ware diflerentiated
and umque to the size and need
of a SME. NDBFCs including ours,
concentrate on micro  and  small
SMEs, and offer a diverse product
suile o vanous SME owners. In
fact there are many case studies that
cun be shured. where NBFCs hke
onrs have even customised these

products o suil a particular need of
husiness owners.

Changing Face of the
SME Lending Business
NBFCs  have become  solution
cenine from bemg product centric.
which is huge change in the mind-
sel (o the traditional way of lendmg.
Many NBFCs have different ways
of evaluating @ customer’s credil
worthiness. At Fdelweiss, we have
a  well-delned  scorecard  based
approach to SME lending. All eredit
applications go throngh a simple vet
robust score card assessment and the
applicant is assigned a credit exposure
bused on lus need. This approach
significantly reduces the arbirrariness
i eredil decisions and enables vs o
serve this segment efficiently.

ln conclusion, 1115 far to state tht
NBFCs have snccesstully filled-m
the gap created by traditivnal leuders
m the MSME lending space while
kesping asset quality under control
The approach wall help wan over
confidence of many SMEs which will
then look for credit m a fonal way
thremgh institutions like ours. B




