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1.

MSMEs in India- An Introduction
The Micro, Small and Medium Enterprises (MSMEs)
sector has taken the shape of a largely vibrant and
dynamic sector of the Indian economy particularly in the
last half decade. While, MSMEs have long co-existed
along with the larger corporates in the Indian economic
demography, in the last five years they have been made
more formal and brought under an institutionalized
window.
The role of Micro, Small and Medium Enterprises
(MSME) in India cannot be understated. The sector
boasts of 29.8 million enterprises across various
industries and is a job haven particularly for the semiskilled workers with close to 69 million people being
employed in the sector. Despite the fact that nearly 94%
of the MSMEs are unregistered, their support in India's
GDP has been growing at close to 11.5% each year,
surpassing India's GDP growth rate in recent years.
The table 1 below lays out the clear definition of Micro, Small and Medium Enterprises in manufacturing and
services in India as given by the Ministry of MSMEs.

Classification of MSMEs in India
Classification

Manufacturing Enterprises*

Service Enterprises**

Micro

Upto Rs 25 lakh (US $50,000)

Rs. 10 lakh (US $20,000)

Small

Rs. 25 lakh upto Rs. 5 Cr.
(Us $50,000 – US $1 mn)

Rs. 10 lakh upto Rs. 2 Cr.
(US $20,000 – US $ 0.4 mn)

Medium

Rs. 5 Cr. upto Rs. 10 Cr.
(US $1 mn – US $2 mn)

Rs. 2 Cr. upto Rs. 5 Cr.
(US $0.4 mn – US $1 mn)

Source: Annual Report FY15, Ministry of MSMEs

*Investment limit in plant and machinery ** Investment limit in equipment

In its recent release regarding the ‘Make in India’ campaign and its relevance for the MSME sector, the Ministry of
MSME said ‘The MSME sector in India is diverse in terms of its size, levels of technology employed and range of
products and services produced. Starting from grass root village Industries, the products from the sector spans to
auto components, micro-processors, electronic components and electro-medical devices. MSMEs have shown
constant growth rate of over 10% in recent years much ahead of the large-scale corporate sector. This sector
contributes 8% of the country’s GDP, 45% of the manufactured output and 40% of its exports. The MSMEs provide
employment to over 80 million persons through over 36 million enterprises producing over six thousand products.’
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MSMEs are the backbone of an economy and a major source of entrepreneurial innovation and skills. Juxtaposed to
their employment generating abilities, MSMEs also share the responsibility of industrialization of backward and rural
areas of the country thereby lowering the widespread regional imbalance prevalent in India. They have been playing a
pivotal role in the country’s overall economic growth and have achieved sturdy progress.In recent years, increased
focus is concentrated on the MSME sector owing to the vast potential the sector offers in terms of job prospects and
support to exports of the country. Statistically, the significance of the MSME sector is reiterated with a staggering
contribution of around 38% in manufacturing output and 40% of the country’s exports as per the Ministry of MSMEs
areas of the country thereby lowering the widespread regional imbalance prevalent in India. They have been playing
a pivotal role in the country’s overall economic growth and have achieved sturdy progress.In recent years, increased
focus is concentrated on the MSME sector owing to the vast potential the sector offers in terms of job prospects and
support to exports of the country. Statistically, the significance of the MSME sector is reiterated with a staggering
contribution of around 38% in manufacturing output and 40% of the country’s exports as per the Ministry of MSMEs areas
of the country thereby lowering the widespread regional imbalance prevalent in India. They have been playing
a pivotal role in the country’s overall economic growth and have achieved sturdy progress.In recent years, increased
focus is concentrated on the MSME sector owing to the vast potential the sector offers in terms of job prospects and
support to exports of the country. Statistically, the significance of the MSME sector is reiterated with a staggering
contribution of around 38% in manufacturing output and 40% of the country’s exports as per the Ministry of MSMEs
'Growth and Development of MSMEs in India: Prospects and Problems' by Dr. Vasu and Dr. Jayachandra- Indian Journal of Applied Research.

Classification of MSMEs in India
MSMEs are credited for their ability of working with a lower capital base. They deliver higher output even with relatively
less capital. This is one of the salient features of the MSME sector. Over the years, investments in MSMEs have
increased.
Exhibit1 below depicts the trend in investments in MSMEs in India as given in the Fourth MSME Census and Annual
Report of the Ministry of MSME (Fy14)

Exhibit 1 : Investments in the MSME Sector
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From FY08 onwards, investments in MSMEs
were projected to increase further and stand
a total of Rs 12.69 lakh Cr as of FY13.
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projected to stand at 46.8 million.

Dominance of Micro Enterprises
In order to better understand the nature of the MSME sector it is vital to analyze the composition of the sector. Following
(Exhibit 3) is a graphical representation of the breakup of the MSME sector in India as per the data available under the
Fourth (latest) MSME Census.

Exhibit 3: Breakup of MSMEs in India

• A key feature of MSMEs in India is that the sector is entirely dominated by
‘Micro Enterprises' i.e. enterprises with investment upto a ceiling of Rs 25
lakh in Manufacturing and Rs. 10 lakh in Services.

• These micro enterprises account for a staggering 94.9% of the total MSMEs
in India as of 2006-07.

Micro Enterprise
94.94%

• Small Enterprises' i.e. enterprises with investments upto Rs. 5 Cr, in
Manufacturing sector and Rs. 2 Cr. in Services sector comprise only 4.9%

Small Enterprise
4.89%

Medium Enterprise
0.17%

of the total MSMEs.

• Medium Enterprises' i.e. enterprises with investments upto Rs. 10 Cr. in
Manufacturing and Rs. 5 Cr. in Services occupy a negligible 0.2%. of the total
MSMEs.
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2.

MSMEs in India- An Introduction
MSMEs play a crucial role in the Indian Economy. It is a

niche sector which has tremendous potential to serve as
a major economic driver for India. Its contribution
towards several aspects of the Indian economy are
analysed in this section.
Manufacturing backbone and Support to GDP
MSMEs in India provide significant assistance to the
manufacturing sector as majority of the MSMEs are
manufacturing units. They contribute towards the
manufacturing sector in particular by way of supplying
raw materials and relevant intermediate goods. This
then serves as a foundation for the larger manufacturing
companies. In the services sector on the other hand,
small hotels, restaurants, health care units, schools etc
in the more rural areas of the country serve as important
tools to bring about development in the otherwise
backward region.

Exhibit 4 captures the contribution of MSMEs in the country's total manufacturing output and Gross Domestic
Product (GDP)
Exhibit 4 : % share of MSMEs in Manufacturing output
and GDP
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• The share of MSMEs in the country's GDP has
been range bound between 7-7.8% from FY07
to FY12.
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Industrial Presence
A fair judgment of the industrial presence of MSMEs can be made from its 38% contribution in the country's industrial
production discussed above. MSMEs are in effect a part of close to all industries of the Indian economy in varied numbers
and capacities.

Exhibit 5 below captures the strong presence of the MSME Sector across different industries:
Exhibit 5: Leading Industries MSME Sector

Manufacture of fabricated
metal products (except
machinery and equipment)
2%

Retail Trade (Except
Motor Vehicles and &
Motorcycles)
40%
Others19%

Manufactrure of textiles
2%
Manufactrue of furniture
3%

Hotels &
Restaurants
4%

Sale, Maintenance &
Repair of Motor Vehicles
& Motorcycles; Retail
Sale of Automotive Fuel
4%
Other Business
activities 4%
Other Service
Activities 6%

Source: Ministry of MSME

Manufacture of
food products and
beverages
7%

Manufacture of
Apparel, dresing
and dyeing of fur
9%

Some interesting observations from the exhibit follow:
• MSMEs have a strong presence in the sectors of 'Retail trade' (except motor vehicles and Motorcycles) at 40%.
Given the economic significance of trade in India and the particular significance of exports, at 40% of retail trade,
MSMEs play a key role in the country's overall trade. Also there would be a tendency for a large number of such
enterprises to be driven by self-employed persons.
• Further, MSMEs form a part of various segments of the manufacturing sector in particular; namely, 'manufacture
of food products and beverages' and 'Manufacture of apparel, dressing and dyeing of fur' at 7% and 9% respectively.
The sector also contributes to the 'Manufacture of furniture', 'Manufacture of textiles' and 'Manufacture of fabricated
metal products'.
• MSMEs also provide support in the other services sectors, albeit lower when viewed in light of their importance in
the manufacturing sector. However, they do have a presence in business and sales related activities.

Employment Enabler
Apart from its contribution across industries of the economy, MSMEs play a defying role in providing employment.
This sector employs the second largest pool of work force in India, second only to the agricultural sector. For a labor
rich nation as India, MSMEs key trait of generating employment can be tapped to make it a driving force for battling
unemployment in the country. As of FY13, MSMEs were projected to employ close to 106.13 million in the country.
Over the last five years, employment in the MSME sector is expected to have risen from 88 million in FY09 to 106.13
million in FY13 with a healthy growth each year.
3 As per the latest data available in the Annual Report FY14 – Ministry of MSME
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3.

Study: Financial Performance
of MSMEs
The understanding of the MSME sector can be put in

better perspective when its financial performance is
analyzed juxtaposed with that of the Non-MSME
companies. This would provide an outline of the
underlying problems of the MSMEs. A small study of a
sample of 602 MSME companies and 2,334 Non-MSME
companies was carried out for this purpose for FY14.
Select financial indicators of both sets of companies
were analysed and parallels were drawn to view the
MSME hurdles in light of the financial performance
findings of the Non-MSMEs.
The table 2 below captures the main findings of the study.
Table 2: Major Findings of comparative study of MSMEs and Non-MSMEs
MSMEs

Non-MSMEs

Net Sales(% Change in FY14 over FY13)

8.1

6.1

Total Expenditure(% Change in FY14 over FY13)

7.6

6.2

Total Investments(% Change in FY14 over FY13)

-3.1

12

Profit After Tax(% Change in FY14 over FY13)

-15.4

2.1

Interest Cover Ratio (as of FY14)

0.7

2.2

Interest Rate(%) (as of Fy14)

14.9

10.9

Source: ACE Equity

The methodology of the study was kept simplistic in nature and the data was collated and cleaned for any outliers to
correct for extreme values. Further, only companies with sales higher than nil were considered in the sample. Note,
Banks, Finance companies and IT companies (except hardware) were excluded from the sample as they could
influence the findings with their low capital, high sales and high profits. The hypothesis of the study being an
identifier of the various issues of the MSMEs stands validated as pointed out by the key findings.
Some important findings reveal that in FY14, investments in fixed capital in the MSMEs (defined as gross fixed
assets) contracted by 3.1% which stands in stark contrast to the 12% growth in investments recorded by the NonMSME companies. Further, the Profits After Tax (PAT) of MSMEs diminished by 15.4% in FY14 as against a 2.1%
growth in profits of the Non-MSMEs.
However, the two most important findings are:
• The interest cover ratio of the MSMEs stands considerably lower at 0.7 compared with 2.2 for the Non-MSME
companies. This is a significant revelation suggesting that the MSME industry as a whole is burdened by higher
debt expense and its interest expenses are high. They would hence also be more vulnerable to business cycles
and be pressurized to service their debt.
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• The MSMEs also incur significantly higher borrowing costs as their average interest cost stands at a high 14.9%
juxtaposed with the 10.9% interest rate of the Non-MSME companies. The vast prevalent divergence in the interest
rates of MSMEs compared with Non-MSMEs in turn makes MSMEs reluctant to borrow from institutional sources.
Banks do tend to charge higher rates of interest as the risk perception is high thus pushing them into this cycle.

Table 3 below provides information on the financial performance of the sample of 602 MSMEs and 2,234 Non-MSMEs
in absolute figures in FY13 and FY14.
Table 3: Financial indicators of 2,234 Non –MSME Companies and 602 MSMEs
2,234 Non-MSMEs
Rs Cr.

602 MSMEs

Fy13

Fy14

Fy13

Fy14

Total Debt

11.36 lkh

12.80 lkh

3,373

3,313

Investments

25.10 lkh

28.12 lkh

2,130

2,063

Net Sales

40.15 lkh

42.58 lkh

17,377

18,792

Total Expenditure

36.03 lkh

38.28 lkh

16,944

18,226

Interest (Amount)

1.22 lkh

1.39 lkh

455

493

Profit Before Tax

3.03 lkh

3.02 lkh

331

334

Profit After Tax

2.20 lkh

2.25 lkh

174

147

Interest Cover

2.48

2.17

0.73

0.68

Average Interest

10.7

10.8

13.5

14.9

Source: ACE Equity

Hence, the study suggests that even though the MSME sector holds the potential to be one of the drivers of growth in a
labor rich economy, it doesn't receive enough support in the form of investments and remains a drag behind the profitable
large companies in the country with thin profit margins and high interest burden.
As the table shows, while FY14 was a year when the RBI did keep interest rates high, the MSMEs ended up witnessing an
increase in their interest rates by 140 bps while it remained almost unchanged for the non-MSMEs. Quite clearly they do
have a difficult time when raising funds from banks. Also they are not in a position to take advantage of the euro market
which is open to the larger companies. Hence, while the non-MSMEs can lower their overall interest cost by borrowing at
lower interest rates in the ECB market, access is limited for these MSMEs. While size is a factor which works against them,
the non-maintenance of accounts in a formal manner and the relatively lower governance standards also comes in the
way of such access.
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4.

Major Roadblocks to MSMEs in
India
MSMEs have huge potential to grow and thereby

become a major driver in the economy. However, they
remain challenged with certain pressing issues which
serve as roadblocks in their growth. While, MSMEs face
several daunting challenges, the primary and arguably
most critical issue is that pertaining to finance. MSMEs
traditionally encounter the problem of lack of adequate
and timely finance.
MSME units are historically seen to be more reliant on
'self-finance' methods to fund their operations primarily
owing to the high interest rates which work as deterrent
and relatively lower awareness about institutional
sources of funding. However, the MSMEs which take the
course of institutional borrowing analogous to larger companies turn to bank finance as their preferred source for
funding. Further, in light of their small size, lower risk appetite and conservative outlook MSMEs naturally turn to
bank loans particularly from public sector banks, regional rural banks and urban co-operative banks to fund their
business operations.
Table 4 below captures the outstanding bank credit to the MSMEs in FY12, FY13 and FY14 and exhibit 6 below
depicts the financing pattern of MSMEs.
Outstanding as

MSMEs

Large

Total

March 2009

2.91

7.6

26

March 2010

3.39

9.7

30

March 2011

3.28

12

37

March 2012

3.61

16

44

March 2013

4.09

18

50

March 2014

4.79

20

57

Exhibit 6: Funding Pattern of MSMEs
Institutional Sources
10.9%

Self Financing
87.2%

Non
Institutional Sources
1.1%

Both
Institutional Sources
& Non
Institutional Sources
0.85%

Source: MSME Census 2006-07

Source: RBI

As captured in table 4, the outstanding credit to MSMEs is only a small fraction of the total credit deployed by banks
from FY09 to FY14. The share of credit deployed to large enterprises stands within 29% to 36% and the same has
been growing over the years. While credit deployment to the MSMEs has also risen from FY09, it is still not very
encouraging when compared with that of the large enterprises. Moreover, the share of credit deployed to MSMEs
has reduced from 11% in FY09 to 8.5% in FY14.
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Exhibit 6 does indicate that MSMEs primarily adhere to the 'self-finance' route in order to meet their funding requirements
for business operations. As per the estimates given in the Fourth MSME Census, close to 87% of their financing need is met
with by self-finance. Institutional sources on the other hand account for only 11% of the total financing pattern. Noninstitutional sources make for a total of 1.1% of the financing pattern of MSMEs.
It has been reported that the MSME sector is expected to face a funding gap of about Rs. 5,000 bn by the end of 12th plan
period i.e. March 2017 as per the Planning Commission Report. This would mean a shortfall of finance by almost 43% of
the total requirement of the sector. Although, bank credit to this segment has recorded healthy growth in recent years, this
alone may not suffice as almost 9 out of 10 MSMEs are yet to get access to banking finance.

Note however, difficulty in acquiring institutional credit (bank loans) and inadequate access to the same further
pushes MSMEs to resort to self-financing methods to fund operations.

Exhibit 7: Roadblocks faced by MSMEs
1. Lack of access to adequate finance
Despite credit to this sector being qualified as priority
sector credit and banks being advised to achieve 20% y-

Lack of finance

o-y growth in credit to MSMEs, 93% of units in this sector
remain excluded from access to finance and thereby
depend on self-finance; this is not sustainable. For
export-oriented SME units the demand for trade finance

Poor financial
management

Inadequate
infrastructure

Problems of
MSMEs

becomes even more critical (which is subject to
economic cycles across countries). Also, vulnerability of
export demand to the volatility in exchange rates further
makes the picture fragile.
As the economic scenario in the recent past has been
constrained with global financial instability, weak
economic recovery and lower trade flows, trade finance
has come to entail higher costs. This has in turn limited
the scope for export promotions thereby further
alienating MSMEs from the realm of mainstream external
funding.
While lack of finance is the most critical problem of the
MSMEs (examined in detail in the section 5), certain
other roadblocks they face are elaborated below.
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Openness to
external sector

Inefficient Skill
Management

2. Issue of access to infrastructure
Infrastructure is a very crucial aspect on the production side of the economy. Adequate infrastructure can go a long way
into fostering growth. The MSME sector is challenged by inadequate infrastructure, a problem which has long existed. To
begin with, MSMEs operate in an informal sector regime. By virtue of this alone, a clearly defined structure and institutional
framework is absent. Hence, workers operate in an informal environment where roles could potentially not be prescribed
distinctly, leading to reduced productivity and wastages.
Presence of dated and obsolete technology resources prohibits the desired upgradation in the production process and
thereby the product quality remains of lower standard. These old techniques and methods of production rampant in the
sector could potentially be unsustainable when the economies of scale expand. Hence, production techniques get
outdated and this has a bearing on the quality of the product as also the quantity that can be scaled up. Further, lack of
training programmes restrains improvement in 'know how' and productivity.
The sector is also characterized by semi-skilled and unskilled labor and absence of technology upgradation and skill
training programmes, further limit growth. In fact, the owners often do not want to invest in training their personnel as they
are apprehensive of high attrition. As a result the quality and work ethic remains low of the personnel. Also, absence of
clearly defined labor laws also impact sentiments of the manpower.
Lastly, unfavorable working conditions owing to insufficient infrastructure in terms of roads, water supply, power supply,
impair the enthusiasm and motivation to work. This has a strong bearing on the overall production quality and cost of
production.
While the government has over the years made sincere efforts to change the situation and make available improved
infrastructure, a lot is left desired on this front.

3. Openness to external sector
There are two sides to this story. Firstly, on the one hand, lower diversification and lack of innovation has a negative bearing
on the products basket and quality. Further, indigenous MSME units are often at a pricing disadvantage which in turn
impacts their bottom line.
On the other hand, the MSME sector can be said to be largely in isolation from the external sector as regards meeting
funding needs. As viewed in the earlier section, MSMEs prefer borrowing from local sources (lenders) to domestic
institutional sources. In light of their size and nature of business where their accounts are not maintained formally, their
access to overseas borrowing is limited despite interest rates being relatively lower abroad.
In such a set up, it is difficult for MSMEs to withstand the stiff competition from global counterparts especially when tariff
rates come down and there is predatory pricing from similar products coming from countries like China.

12

4. Absence of professional financial management
In times of a downward slide in business cycle as also during times of an overall industrial slowdown, there is considerable
delay in the settlement of dues by large-scale buyers to the MSMEs. This adversely affects their recycling of funds and
business operations. The inability to manage their receivables further accentuates the impact of delayed payments,
thereby deeply impairing business operations.
Adding to this, in the context of exports and receivables thereof, exchange rate volatility is a major factor which impacts
MSME earnings. Any exchange rate fluctuation has a two sided impact on SMEs; on the one hand it affects the
procurement of raw materials and on the other, it disrupts the exports of finished goods.
These two factors have led to an increase in sickness of these units. Weak management of funds flow in a business which
already operates on narrow profit margins makes the situation difficult. This explains the relatively high share of the MSME
sector in aggregate Non-Performing Assets of the banking system.

5. Weak Skill Management
While the semi-skilled and unskilled category of labour of the MSMEs contributes towards the production of various
commodities and intermediate goods and services, the productivity of the sector would benefit further if the skill set of
MSMEs was managed better. Absence of professionalism limits the skill set of the MSMEs from growing and becoming
sophisticated. Identification of talent and subsequently providing a conducive environment for growth is absent across the
MSME industry. While the impact of such a limitation cannot be gauged sufficiently in the short run, in the long run it would
have a strong bearing on the productivity level and quality of skills.
Further as these units are driven by the proprietors with their families, professionals are hesitant to work here. Also those
who do work may not find the environment agreeable and tend to change jobs and move to the professional segments.
This hinders the development of skilled and trained labour force.
6. Sickness of units
On one hand where number of working MSMEs are on the rise,
there is also a growing incidence of sickness of the sector
which is yet another area of concern. When the sustenance of
enterprises becomes a nagging issue, it prolongs and leads to
the closure of units, thereby adding to unemployment.
The mortality of the MSE units is quite high. This has wider implications including locking of funds of the lending
institutions, loss of scarce material resources and loss of employment. As on March 2011, the number of units identified as
potentially viable as a percentage to total sick MSE units is around 8. The units placed under nursing as a proportion to the
total number of sick units stood at 5.22%.The causes of sickness are both internal and external. The major causes are
limited financial resources, lack of organizational, financial and management skills and expertise, non-availability of power
supply shortage of raw materials, marketing difficulties, delayed and inadequate credit, obsolete technology, inadequate
infrastructure, etc.
Speech from RBI Database on 'Empowering MSMEs for Financial Inclusion and Growth- Issues and Strategies’
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5.

Addressing the Issues faced by
MSMEs: Effective Policy Measures
Given the importance of MSME sector in the Indian

economy, it becomes pertinent to address their issues in
order to assist growth of the MSMEs in India. This
section reviews the possible solutions to the problems
laid out in the previous section. Note, the problem of
'lack of access to finance' is elaborated upon in the next
section.
Firstly, the issue of limited openness to the external
sector is examined. The samecan be tackled by setting
up linkages between MSMEs and MNCs, TNCs or large
domestic export firms. This would thereby bring about a formal and organized integration of domestic MSMEs in
the global supply chain. Certain policy measures which could be initiated on this front are;
1. Foreign affiliations
Affiliations with foreign companies will lead to a direct expansion in output and increased employment opportunities
in the MSME sector in India. Further, the indirect channel will bring about exchange of information between parties,
which will in turn increase the 'know-how' of domestic MSMEs and bring forth improved technology in the limelight.
It would thereby nurture an improvement in the skill base of the MSME sector and facilitate production and growth.
Further, foreign affiliations would have positive spill-over effects within SME clusters in the country.
2. Contractual agreements and license concession
Collaborations between firms with efficient division of labor and work at a greater degree of specialization will result in
economies of scale and scope. This is turn would be a shield against financial risks and in particular the currency
related exposures that domestic MSMEs are subject to. A strong legal framework to formalize such a set up can go a
large distance in preparing against financial perils.
3. Business development services
Market identification and penetration is an aspect of business development that warrants sizeable research and
intelligence. External specialized professionals or units would enable such an in-depth domestic market research
which would in turn aid MSMEs to better tap existing markets. Further, better identification of potential target markets
will also be supported.
All in all, this step would strengthen the bargaining power of the MSME units vis-à-vis the large corporate
conglomerates of the country. This would contribute towards lowering of credit risk as also diminish the borrowing
and transaction cost of MSMEs.
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4. Marketing and branding initiatives
Industry is driven by marketing and branding of products and
companies in the highly competitive markets today. Marketing
and branding support from external affiliations can comprise
export advisory programmes, upgradation of trade support
services, creation of trade platform for online export promotion
and organizing trade fairs or exhibitions and conclaves. This will
also lead to increased product awareness and bring about a
diffusion of innovations and technological developments across the globe. Exchange of product ideas and innovations
can potentially open doors to new business avenues and tie-ups which will further have a positive bootstrap impact on the
MSME sector.
As brought out in the previous section, MSMEs are challenged with weak operational set up and an informal work
environment. Given the fast growth recorded in this labor intensive MSME sector, a weak operational set up serves as a
major impediment to growth. Following are the potential solutions to evade this problem of a weak operational set up.

Government's Initiative*
International Cooperation(IC) Scheme is being implemented by the Ministry of MSME since 1996. Technology
infusion and /or upgradation of Indian micro, small and medium enterprises (MSMEs), their modernization and
promotion of their exports are the important objectives of the scheme. The Scheme encompasses the following
activities:
(I) Deputation of MSME business delegations to other countries for exploring new areas of technology
infusion/upgradation, facilitating joint ventures, improving market of MSMEs products, foreign collaborations, etc.
(ii) Participation by Indian MSMEs in international exhibitions, trade fairs and buyer-seller meets in foreign
countries as well as in India, in which there is international participation.
(iii) Holding international conferences and seminars on topics and themes of interest to the MSMEs. BE for 2014-15
is Rs. 5.00 crore and it is expected that 650 entrepreneurs would be facilitated to participate in 50 international
events.
*Ministry of MSME- Make in India a game changer for MSME Sector

5. Clustering and networking
Forming MSME clusters have the potential to serve as a cost effective and efficient method to strengthen productive
activities supported by IT and ITES systems. Forming clusters would enable increased access to external markets and
also reinforce their external competitiveness.

Under this model, different entrepreneurs can decide on different

production types based on their financial resources and risk tolerance. It is primarily beneficial to marginalized
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entrepreneurs. Hence,a very beneficial result of clustering is the diversification in product lines that can be achieved in
lesser time and cost. A variety of complementary products can easily be produced and contracted as inputs to other units
within a cluster would be easily accessible. Synergies can help develop the right product mix to cater to varied consumer
and/or industrial demands.
A successful instance of clustering is the oft sighted Wenzhou district in China which is a cluster of MSMEs in the footwear
manufacturing industry. Clustering at Wenzhou has led to deepening of the division of labor in the production process and
has thereby enabled small entrepreneurial firms to enter the otherwise vast industry.
Networking on the other hand, ought to be both vertical and horizontal across the spectrum of stakeholders (suppliers to
customers) and across geographies. Only then it would have a positive bearing for the MSMEs. Membership of MSMEs to
clusters and networks can enhance their productivity, promote innovation at a faster rate and increase competition in the
performance of units through collaborations on specialization and subcontracting. Dispersion of information within the
MSME sector at large is made favorable.

6. Promotion of public-private partnership
Governments may approach domestic and foreign large corporations to design specialized institutions engaged in the
provision of training centres, technology upgrading hubs, research labs and quality check centres. However, in order to
increase the investments in the MSME world, some method to bring in the private sector should be adopted, the
development of which may not necessarily be profitable for private players.
The government has planned for an aggregate allocation of more than Rs 49,000 crore towards overall SME sector
development in the 12th FYP. Along with the much required financial backing, the governmentneeds to efficiently develop
and implement strategies ina time-bound fashion to ensure optimal results. The private sector would here, play a critical
role in terms of providing technical expertise and effective execution.

7 . MSME associationsand forums
There are few representative SME associations particularly in the area of SME import-export business. MSMEs should
become more active participants in business associations, chambers of commerce and employers' and labourunions in a
bid to attract greater investments and better business opportunitieswhilst having a platform to discuss relevant challenges
from time to time.

8. Awards and recognitions
Incentivizing MSMEs to perform better is crucial, not just to serve as a self-check mechanism, but also to initiate a
competitive spirit and promote recognition of MSMEs in mainstream manufacturing. The National Awards for Quality
Products, awarded to outstanding small scale units that have made significant contribution for improving quality of their
products is indeed the right step in this direction. Quality certifications are important for MSMEs.
Management issues may be eliminated through appropriate training to enhance organizational and productive capacities,
awareness of intellectual property rights and recourse to corporate governance strategies. Given the size of the MSME
talent pool, tackling management issues in the MSMEs sector becomes a priority in itself.
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Government's Initiative*

'The National Manufacturing Competitiveness Programme (NMCP) for the MSMEs, aims at enhancing the
competitiveness of enterprise in this sector. There are various components of the NMCP, which have been
approved and are available for MSMEs. These are :
• Lean Manufacturing Competitiveness Scheme for MSMEs
• Design Clinics Scheme for design expertise to MSMEs manufacturing sector.
• Marketing Assistance and Technology Upgradation Scheme.
• Enabling manufacturing sector to be competitive through Quality Management Standards (QMS) and Quality
Technology Tools (QTS).
• Technology of Quality Upgradation Support for MSMEs
• Promotion of Information and Communication Technology (ICT) in MSME sector.
• Building Awareness on Intellectual Rights for MSMEs
• Scheme for Providing Support for “Entrepreneurial and Managerial Developments of SMEs through
Incubators”.

*Ministry of MSME 'Make in India a game changer for MSME Sector
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6.

The Finance Hurdle for MSMEs
This section particularly analyses the issue of financing

for MSMEs. As discussed in the previous section,
MSMEs are deeply constrained by their issue of finance.
Hence, this section contains a thorough analysis of the
'vicious circle of finance' encountered by the MSMEs
and the financial ecosystem of the MSMEs. Further,
various initiatives by the Government of India have also
been highlighted below.

The 'vicious circle of finance'- Why is it such a big
problem?
Although the demand for funds by MSMEs is high it
remains rather un-satiated as structural and institutional
impediments prevail over bank lending decisions i.e. the

Exhibit 8 : MSMEs' Vicious Circle of Finance

Banks reluctant
to lend
MSMEs

willingness to lend is low. While the MSME sector is a
fast growing segment, these are labor-intensive units,
characterized by limitations in production capacity and
small product variety.

Thin Pofit
Margins
Need finance
from Banks

As discussed in the previous sections, weak financial
and operational management render these units less
efficient relative to large corporate entities, thereby also

Poor financial
managementof
MSMEs

affecting their profitability.

At the risk of over-simplifying the concern for banks, as lenders to borrowing MSME units, it may be stated that the
thin profit margins of MSMEs tend to impact their borrowing profile and repayment potential thereof. Hence, the
counterparties i.e. banks are wary of lending to this segment as MSME loan portfolios are more prone toturning into
non-performing assets (NPAs).

Indeed, the MSME finance scenario is a classic case of a vicious circle illustrated in Exhibit6 which points out the
hindrances in the growth and development of the sector. With few financial resources at their disposal,(be it for the
procurement of raw materials or marketing of finished goods or expansion) MSMEs find it difficult to finance
operations.50% of SMEs are owned by marginalized sections of society that are dependent on external financing in
order to establish operations, let alone to carry out business profitability. This very weak credit profile of MSMEs
restrictslarge-scale lending to thesector by banks and other financial institutions. Hence, 'need', in the case of
MSMEs is in itself the 'vice' too; making it an imperative to break-out of the vicious circle.
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In a major initiative, the capital markets opened up to SME units. The BSE SME Exchange was launched on March 13,
2012 followed by NSE Emerge, in order to provide SMEs with an opportunity to raise equity capital. Encouragingly
enough, during 2012-13, Rs 2.4 billion (3.7% of the total amount mobilized through IPOs) was mobilized through 24 SME
IPOs. These belonged to various sectors such as textile (17%), financial services (17%), realty (13%), agro (13%) and
engineering (13%) amongst others. Also, Budget FY15 made provision for the setting up of a Rs. 10,000 Cr. fund to act as a
catalyst to attract private capital by way of providing equity, quasi equity, soft loans and other risk capital for start-up
companies.Further, in order to promote innovation, entrepreneurship and agro-industry a corpus of Rs. 120 Cr was also
set up. A nationwide “District Level Incubation and Accelerator Programme” was introduced to provide necessary support
for accelerating entrepreneurship and fostering new ideas. The government has further planned for an aggregate
allocation of more than Rs 490 billion towards overall MSME sector development in the 12th FYP, along with
recommendations on making Rs 1,800 billion of credit guarantees available to MSEs by the end of the 12th Plan period.
MSME Financing Ecosystem

Exhibit 9: MSME Financing Ecosystem

The initial stages of building a financing ecosystem involve
Infrastructure
for MSME
Financing

developing key infrastructure and institutional
arrangements that widen the access to financing while
promoting a sound credit culture. Over the years, Indian
government has laid a reasonably strong foundation of the
MSME ecosystem which was strengthened with enactment
of MSME Act, 2006. The Act however ought to be revisited

Awareness
programs
MSME
Financing
Ecosystem

Financing products
and guarantee
schemes

with renewed vigor and motivation

a. Infrastructure for MSME Financing

Debt resolution
and
management
department

Regulatory
bodies and
redress forums

Indian Banks (mainly PSUs) had been the cornerstone of MSME financing infrastructure and will continue to be the major
source of financing in future as well. The next step is the strengthening of infrastructure and increasing penetration for
which RBI had taken steps with mandating new banks to set-up their 25 per cent of its branches in rural areas as well as
increase the limits of loans to MSME under priority sector lending. This would provide boost to the MSME lending.
However, conventional sources like bank finance have their limits. The SME exchanges (BSE SME Exchange and NSE
Emerge) would be crucial here but the information asymmetry results in lower investor confidence and consequently has
promising but limited impact. This is where bond market could be a better alternative financing option.
penetration for which RBI had taken steps with mandating new banks to set-up their 25 per cent of its branches in rural
areas as well as increase the limits of loans to MSME under priority sector lending. This would provide boost to the MSME
lending.
However, conventional sources like bank finance have their limits. The SME exchanges (BSE SME Exchange and NSE
Emerge) would be crucial here but the information asymmetry results in lower investor confidence and consequently has
promising but limited impact. This is where bond market could be a better alternative financing option.
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The international experience suggests MSME bond markets are most likely to thrive on a national or regional basis that
unites local borrowers and investors through dedicated exchanges. While Indian households have one of the highest
savings rate in the world which are parked in bank deposits, gold and real estate with almost negligible investment in
corporate bonds, SME bond market is expected to have huge potential but requires strong and dynamic regulatory
environment which instills confidence in the investors. Another avenue is development of Private Equity market for MSMEs
which could be pivotal for MSME financing ecosystem as it addresses concern for equity requirement (apart from SME
exchanges). Thus, the Banks together with the financial sector, Government agencies and other stakeholders needs to
collaborated to spur investments and financing to MSMEs.

b. Financing Products and Guarantee Schemes
With the changing MSME financing landscape, one must understand the dynamics of MSME financing and use innovative
tools to meet the requirement of MSMEs while dealing with information asymmetry issues. Apart from traditional products
of cash credit, term loans, bills discounting, packing credit etc. one must resort to innovative products like factoring,
reverse factoring, SME collective bonds and SME IPO without book building process. Furthermore, a separate vertical in
banks can be setup which would be mandated to provide finance to MSMEs at a lower rate by borrowing though External
Commercial Borrowings (ECB).
To address information related issues while reducing the cost involved, one option can be the extensive use of credit score
model. Another option can be use of credit rating and due diligence services offered by Credit Rating Agencies (CRAs) like
CARE Ratings. Credit scoring offers a modern alternative for the traditional method of evaluating loans for small
businesses where loans were approved on the basis of the banker's qualitative judgment and the financial condition
carried significant weight in the appraisal process. Due diligence report provides valuable inputs to sanctioning authorities
on the profile verification and SWOT analysis of the MSMEs.
To address the perception of high risk associated with MSMEs requiring high level of collaterals, government had
implemented CGTSME scheme (Credit Guarantee Fund Trust for Micro and Small Enterprises) under which collateral free
loans upto Rs.100 lakh are given to MSMEs. But there is a need to increase this limit considering current market prices and
necessary push to lending bodies.

Government's Initiative*: Performance and Credit Rating Scheme
“The National Small Industries Corporation Ltd. (NSIC), a public sector undertaking under the Ministry of MSME has
been implementing “Performance & Credit Rating Scheme” for micro and small enterprises (MSEs) on behalf of the
Government. The scheme is being operated through seven accredited rating agencies i.e. CRISIL, SMERA, ONICRA,
CARE, FITCH, ICRA and M/s Brickworks. The scheme is aimed to create awareness amongst micro, small & medium
enterprises about the strengths and weakness of their existing operations and to provide them an opportunity to
enhance their organizational strengths and credit worthiness. The rating under the scheme serves as a trusted third
party opinion on the capabilities and creditworthiness of the micro, small & medium enterprises. An independent
rating by an accredited rating agency has a good acceptance from the Banks/Financial Institutions,
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Customers/Buyers and Vendors. Under this Scheme, rating fee to be paid by the micro, small & medium enterprises
is subsidized for the first year only and that is subject to maximum of 75% of the fee or Rs. 40000/-, whichever is
less.BE for the scheme for 2014-15 is Rs. 70.00 crore and it is targeted to support rating of 16000 MSEs during the
year.”
*Ministry of MSME- Make in India a Game changer for MSME Sector.

Government's Initiative: Credit Guarantee Scheme
The Government is implementing the Credit Guarantee Fund Scheme for Micro and Small Enterprises with the
objective of facilitating flow of credit to the MSEs, particularly to micro enterprises by providing guarantee cover for
loans upto Rs.100 lakh without collateral / third party guarantees. For making the scheme more attractive to both
lenders as well as borrowers, several modifications have been undertaken which, inter alia, include: (a) enhancement
in the loan limit to Rs.100 lakh; (b) enhancement of guarantee cover from 75% to 85% for loans upto Rs. 5 lakh; (c)
enhancement of guarantee cover from 75% to 80% for MSEs owned/operated by women and for loans in North
Eastern Region (NER); (d) reduction in one-time guarantee fee from 1.5% to 1% and annual service charges from
0.75% to 0.5% for loans upto Rs. 5 lakh and (e) reduction in one-time guarantee fee for NER 1.5% to 0.75% etc.As on
30th November, 2014, cumulatively, 16,89,439 proposals have been approved for guarantee cover for a total
sanctioned loan amount of Rs. 84026.76 crore.
*Ministry of MSME- Make in India a game changer for MSME Sector
c. Regulatory Bodies and Redress Forums
According to the list published by the World Bank in 2013 on “Ease of Doing Business”, India was ranked 132nd among
181 countries signaling the necessity of sea change in the regulatory environment to promote growth.The absence of
single countrywide tax policy, Intellectual Property Rights (IPR) related issues, slow judiciary system/redress forums and
absence of a wholesome bankruptcy system are the key impediments of growth. Therefore, new products and institutions
suggested above would not give desired results in absence of dynamic regulatory bodies.
Hence, the utmost importance should be given to the requirement of a one-stop agency for MSME development, for
forming as well as monitoring the policies, establishing standardized systems of MSME financing, dynamic regulatory
body for Equity and bond market, bankruptcy laws and implementation of Goods and Service Tax (GST).

d. Debt resolution and management department
Another component of the financial ecosystem is debt recovery and management department. Presently, in India there is
no specific debt recovery guideline for MSMEs which becomes a key hurdle in the recovery of sick units. Unlike large
corporates which have the flexibility to sustain over a longer period of time in case of financial crisis, MSMEs with low
capitalization requires quick debt restructuring to sustain over a longer period.
Thus, for the improvement of MSME financial ecosystem, one needs a separate vertical in Financial Institution and
Corporate Debt Restructuring Empowerment Group which should be targeted for faster processing of MSME cases.

21

Government's Initiatives*
Marketing Assistance Scheme
The main objectives of Marketing Assistance Scheme are to enhance the marketing competitiveness of the micro,
small and medium enterprises to provide them a platform for interaction with the individual / institutional buyers, to
update them with prevalent market scenario and to provide them a forum for redressing their problems. The
National Small Industries Corporation Ltd. (NSIC), a public sector undertaking under the administrative control of
this Ministry, acts as a facilitator to promote marketing efforts and enhance the competency of the MSMEs for
capturing the new market opportunities by way of organizing / participating in various domestic & international
exhibitions/trade fairs, buyers-seller meets, intensive campaigns/seminars and other marketing promotion
activities.
An amount of Rs.14 crore has been allocated in the Budget Estimates for 2014-15 for this activity which is targeted
to support participation in international and domestic exhibitions/trade fairs and buyer-seller meets and marketing
campaigns.
*Ministry of MSME- Make in India A game changer for MSME Sector

e. Awareness programs
The last and most important component of Financing Ecosystem is Awareness programs. Information has power and
unless it is available to masses it cannot be harnessed. Information related to various schemes, programs, institutions,
products and policies must be easily available to the MSMEs at a point. Furthermore, various awareness programs must
be taken by industry associations (CII, FICCI and other regional associations) and government bodies to ensure that its
benefits reach to the MSMEs on a wider scale.
At present, there are three levels of policies and schemes for MSMEs viz. Central level, State level and then Individual
financial institutions level. For example, Central government has TUFS scheme to promote textile industry; other state
governments have their own interest subsidy schemes (over and above TUFS) for textile industry. Further, there are bodies
like Khadi& Village Industries Commission (KVIC) which promote the development of khadi and other village industries
and National Small Industries Corporation (NSIC) which promotes MSME participation in trade fairs, exhibitions, and
buyer-seller meetings at the national and international levels, technological upgradation and offer technical assistance to
rural MSMEs.
Each state government and institution has setup its own website for dissemination of information. This creates ambiguity
among the MSME entrepreneurs resulting in their inability to avail the full benefits of such schemes and benefits. Thus, it
also shows the need of setting up of one stop agency for proper information dissemination.
Along with the above, the Government also introduced the 'Credit Linked Capital Subsidy (CLCS) Scheme for Micro and
Small Enterprises' which was revised in September 2005 after being launched in October 2000 which aims at facilitating
technology upgradation of Micro and Small Enterprises by providing 15% capital subsidy for purchase of plant and
machinery. As of now, 48 well established and improved technologies have been approved under this Scheme. Further,
there are certain employment generation schemes and skill development programmes in place by the Centre as well. The
availability of credit enhancements, technology development funds and certain other financing options with multilateral
financial institutions will enhance the scope of credit source for MSMEs.
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Upon analysis, it evidently appears that the Government being aware of the problems faced by the MSME sector has taken
the appropriate steps in the right direction. Hence, it will be vital from this juncture onwards to not only maintain a healthy
balance in the financial eco system of the MSMEs but also to ensure that it keeps pace with the evolving needs of the
MSME sector to keep their growth momentum unscathed.
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7.

MSMEs in Maharashtra
Maharashtra is an economically important state of India

as it is the second largest state of the country in terms of
population and geographical area. According to the
Census 2011, the state has a population of 11.24 Cr.
which is approximately 9.3% of the total population of
India and has a huge urbanized population with 45.2%
residing in urban areas. The gross State Domestic
Product at constant prices as per advance estimates is
slated to grow by 8.7% in FY14 with a 4% growth in
agriculture, 8.8% growth in industry and 9.3% growth in
services. Industry and Services sector both together

The table5 and exhibit 10 below provide a snapshot of
MSMEs in Maharashtra

contribute 89.1 per cent to the State's income while the
contribution of Agriculture &Allied Activities sector is
10.9 per cent. The GSDP at current prices grew by
12.6% in FY13 to stand at Rs. 13,23,768 Cr.

MSME Development in Maharashtra so far
Maharashtra has been a front-runner amongst the states

Table 5: Snapshot of MSMEs in Maharashtra as of
31st Dec '13
Employment

Division

MSMEs

Mumbai

18,381

2.85

12.2

Konkan
(exc. Mumbai)

29,603

4.63

19.8

Nashik

21,467

2.70

11.6

% Share

(in lakhs)

Pune

75,080

8.68

37.2

of India in encouraging micro, small and medium

Aurangabad

11,954

1.49

6.4

enterprises (MSMEs), with the objective of generating

Amravati

7,426

0.90

3.8

employment at the base and creating a source of regular

Nagpur

17,208

2.11

9.0

1,81,119

23.36

100

income and livelihood. At an all-India level, the number
of MSME units assisted under the Prime Minister's
Employment Generation Programme (PMEGP) stood at

Maharashtra

Source: Economic Survey FY14, Government of Maharashtra

Exhibit 10: Regional Distribution of
MSME in Maharashtra

35,607 in FY12 (upto February 15, 2012). 1,533 of these
units were located in Maharashtra (4.3% of all-India
assistance), providing employment to about 9,279
persons (2.9% of all-India employment generation).

Amravati
4%

Nagpur
9%

Mumbai
10%

Aurangabad
7%

Konkan
(exc Mumbai)
16%

As per the latest economic survey (2013-14), the state of
Maharashtra as on December 31, 2013 was home to
181,117 MSMEunits employing 23.36 lakh persons.

Pune
42%

Nashik
12%

Most of these MSME units are located in Pune (41.5%),
followed by Konkan region (excluding Mumbai) which
accounted for 16.3%, Nashik (accounting for 11.9%),

Source: Economic Survey FY14, Government of Maharashtra
Economic Survey: FY14 Government of Maharashtra
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The Maharashtra Small Scale Industries Development Corporation (that assists entrepreneurs for the development of
small scale industries) registered a turnover of Rs 468 crore in FY11 and Rs 633 crore in FY12 (up to December), indicating
strong progress in financial performance. Similarly, production of Maharashtra State Khadi and Village Industries units
was valued at Rs 2,862 crore in FY11, which more than doubled to Rs 4,631 in just the first nine months of Fy12.

Investments in MSME in Maharashtra
• Investments in MSMEs do not exhibit any distinct
Exhibit 11: Investments in MSMEs in Maharashtra
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trend from FY08 onwards. There is a fluctuation
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4,000
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• However, overall the level of investments has

4,443

expanded from Rs. 2,281 Cr. in FY08 to a
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projected level of Rs. 4,700 Cr. in Fy14.
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1,000
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• Clearly, investments ought to be rising consistently
FY08

FY09

FY10

FY11

FY12

FY13

FY14

in order to keep the growth in MSMEs intact.

Flow of funds to the MSME sector in Maharashtra
The central government of India in FY12 (as of August 2012), approved 9 MSME clusters in the state of Maharashtra across
various product categories, with an aggregate estimated project cost of Rs 6,311 lakhs. 72.8% of this cost (Rs 4,594 lakhs)
is approved for Central Government assistance. The government however, has released a mere Rs 29 lakh for the same
until August 2012.
Powerlooms and MSME food processing units in particular have attracted special investments from thestate as well.
Cumulatively, a sum of Rs 1.3 crore has been released during the period 2009-12,accounting for 19.5% of funds released
under various schemes to boost powerlooms across the country.During the year 2011-12, the Ministry of Food Processing
also approved a grant amount of Rs 35.2 crore,against a project cost of Rs 135.4 crore, for the development of cold
storage chains (accounting for17.5% of such funds approved across the country).
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8.

Conclusions
The paper clearly brings to fore the importance and potential of the MSME sector in playing the role of a torch bearer

for India’s growth in the years to come. With its role of being a job haven, the sector can further reduce the
unemployment woes of the country and also help foster indigenous production of manufactured goods.
The “Make in India” campaign introduced by the Central Government will play a crucial role for the MSME sector. It is
likely to attract foreign MNCs by inducing them to set up venture/angel funds to nurture and develop further the
inherent depth of the MSME sector in terms of range of products and services, marketing networks and ability to grow
fast. The domestic skill set and know-how is expected to benefit from this thereby improving productivity as also
product quality.
However, along with the “Make in India” campaign, the Government at the Centre and State level ought to alleviate the
various roadblocks discussed in the earlier sections to bring about sustained growth for MSMEs.
The Golden Maharashtra Development Council can play a significant role here as a facilitator for the MSME sector
with its close linkage with the State Government.
The role in this endeavor would be:
1. Acting as interface between state government and MSMEs
2. Have a dedicated cell to address issues of MSMEs
3. Hold awareness programmes for MSMEs to acquaint them with various aspects of management and business.
Training programmes can be conducted in technical and professional areas.
4. Hold regular seminars where the MSME management can interact with one another and share experiences as
well as discuss with government officials and non-MSME representatives.
5. Institute awards to recognize the work done by MSMEs which will be an inspiration for other units to emulate.

This would be a fillip towards improving the operational and managerial issues faced by the MSMEs.
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