International Journal of Academic Research P-ISSN: 2348-7666: Impact Factor: 6.023
This work is licensed under a Creative Commons Homepage: https://www.ijar.org.in/
Attribution 4.0 International License [CC BY 4.0] Volume-12, Issue-3(4), Jul-Sep-2025

Role of MSMES in Transforming the Indian Economy

Dr. P. SRINIVASULU
Lecturer in Economics, GDC, Pamarru

Abstract:

Micro, Small, and Medium Enterprises (MSMEs) are the backbone of the Indian economy,
contributing significantly to employment generation, GDP, industrial output, and exports. This
paper explores the transformative potential of the MSME sector in shaping a resilient and
inclusive Indian economy. It delves into the theoretical foundations of MSMEs' role in economic
development, assesses recent reforms and initiatives, and identifies existing challenges. By
examining both qualitative and quantitative data, the study underscores how strengthening
MSMESs can lead to equitable growth, reduce regional disparities, and foster innovation. It
concludes with policy recommendations to enhance the sector’s productivity, competitiveness,
and integration into global value chains
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1. INTRODUCTION:

Micro, Small, and Medium Enterprises (MSMEs) play a pivotal role in the economic and
social development of India. Representing a highly dynamic and vibrant sector, MSMEs
contribute significantly to employment generation, export promotion, and inclusive growth.
According to the Ministry of MSME, the sector contributes approximately 30% to India's GDP
and employs over 110 million people. Given India's ambition to become a $5 trillion economy,
strengthening the MSME sector is vital to catalyse growth, foster innovation, and ensure
equitable development. This paper explores the transformative impact of MSMEs on the Indian
economy, emphasizing the sector's opportunities, challenges, and policy imperatives.
Theoretical Framework:

The role of MSMEs in economic transformation can be understood through various
economic theories:

Schumpeterian Theory of Innovation: Suggests that small firms are more flexible and
innovative, acting as agents of creative destruction that drive technological advancement.

Dual Economy Model (Lewis Model): Highlights the transition from a traditional
agricultural economy to a modern industrial economy, where MSMEs serve as a bridge for
labour absorption and structural transformation.

Endogenous Growth Theory:

Points to knowledge, innovation, and human capital as central drivers of long-term
economic growth—attributes inherently present in a vibrant MSME sector.

These frameworks underpin the importance of MSMEs as catalysts for innovation, employment,
and productivity improvements in developing economies like India.
Rationale for the Study:

The study is motivated by the urgent need to assess and enhance the contribution of
MSMESs to India's economic transformation, especially in the post-COVID-19 context. With
disrupted supply chains, changing consumer behaviour, and emerging technologies, MSMEs
must adapt and innovate to remain competitive. This research seeks to identify strategies and
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policy reforms to strengthen the MSME ecosystem and ensure its alignment with national
growth objectives.
2. LITERATURE REVIEW:

MSMEs in India have been recognized for their contributions to employment generation,
economic growth, and poverty alleviation (Chaudhary & Sharma, 2015). According to the
Ministry of MSME (2020), the sector contributes approximately 30% of India’s GDP and employs
over 111 million people, making it one of the largest employment generators in the country. Raj
(2019) highlights that MSMEs not only cater to local demand but also contribute significantly to
exports, accounting for about 48% of India’s total exports.

Furthermore, MSMEs play a crucial role in regional development, especially in rural areas,
by creating job opportunities and improving the standard of living (Singh, 2020). Kumar &
Gupta (2021) note that the MSME sector supports economic diversification and reduces regional
imbalances by establishing small-scale industries in less-developed areas.

Despite their critical role, MSMEs in India face several challenges that hinder their growth
and development. Access to finance remains the most significant barrier. According to the
Reserve Bank of India (2020), a large portion of MSMEs still faces credit constraints, with many
being excluded from formal banking channels due to their inability to provide collateral or meet
creditworthiness requirements (Chakrabarty, 2017). The lack of capital limits their capacity to
invest in innovation, modern equipment, and expand operations.

Another significant challenge is the adoption of technology. Bhatia (2019) emphasizes that
many MSMEs are not fully integrated into modern technological practices, which hampers their
productivity and efficiency. The digital divide is particularly prominent in rural MSMEs, where
access to digital tools, e-commerce platforms, and skill training remains limited (Gupta, 2020).
Additionally, MSMEs struggle with market access and global integration. As highlighted by
Srinivasan (2018), many MSMEs are not equipped with the necessary skills for branding,
marketing, and entering international markets, despite the availability of new trade
opportunities facilitated by e- commerce platforms.

The Indian government has initiated several programs aimed at fostering MSME growth.
According to Sharma & Garg (2017), the government introduced the MSME Development Act,
2006, to facilitate the development of the sector, addressing issues related to finance,
infrastructure, and policy advocacy. Additionally, the Prime Minister’s Employment Generation
Programme (PMEGP) aims to generate employment by providing financial support to new
MSMEs (Kohli, 2020).

Further, the MUDRA Yojana and the Credit Guarantee Fund Trust for Micro and Small
Enterprises (CGTMSE) are important schemes that have helped MSMEs access credit, though
Choudhury & Banerjee (2021) argue that implementation gaps remain in reaching the target
population. Rath (2020) suggests that MSME schemes often face bureaucratic delays, and
informal MSMEs, in particular, remain outside the formal credit framework.

The Digital MSME Scheme and CHAMPIONS portal launched by the government aim to
provide technology support and streamline grievance redressal (Bansal, 2021). These initiatives
are expected to bridge the technological gap and support MSMEs in their digital transformation.
However, Mishra (2021) points out that awareness and access to such platforms remain low,
particularly in rural and less-developed regions.

The literature highlights significant regional disparities in the growth and performance of
MSMESs. Bhatt & Sood (2019) show that states like Maharashtra, Tamil Nadu, and Gujarat exhibit
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strong MSME development due to better infrastructure, access to credit, and a more robust
entrepreneurial ecosystem. In contrast, states in the northeastern region, such as Assam and
Meghalaya, experience stagnation in MSME activity due to limited access to finance, technology,
and market linkages.

Moreover, sectoral variations in MSME performance have been widely discussed. While
manufacturing MSMEs face challenges related to outdated technology and stiff competition from
larger firms, service-oriented MSMEs have witnessed significant growth, particularly in the
digital space (Kumar & Rani, 2020). The services sector is expanding rapidly, with small-scale
enterprises in sectors such as IT, hospitality, and e-commerce contributing to economic
transformation (Reddy & Srinivasan, 2021).

Several scholars have emphasized the role of MSMEs in transforming India’s economy by
contributing to industrialization, export growth, and diversification (Singh & Sharma, 2019).
MSMEs, particularly in the manufacturing sector, are critical for industrial diversification and
reducing reliance on a few dominant industries (Patel, 2020). Additionally, MSMEs foster
innovation by serving as testing grounds for new ideas, products, and services, which can be
scaled into larger enterprises.

The India MSME report (2022) argues that MSMEs are well-positioned to drive inclusive
growth, as they provide employment to a wide demographic, including women, youth, and rural
populations. By addressing the challenges of finance, technology, and market access, MSMEs can
contribute to job creation, poverty alleviation, and sustainable economic growth.

3. Objectives of the Study:
1. To evaluate the current contribution of MSMEs to India's GDP, employment, and

exports.

2. To identify the key challenges faced by MSMEs in accessing finance, technology, and
markets.

3. To examine government policies and support mechanisms aimed at promoting MSME
development.

4. To recommend strategies for enhancing the productivity, competitiveness, and
resilience of MSMEs in India.
4. Research Methodology:
The study employs a qualitative and descriptive research design based on secondary data.
Key sources include:
1. Government publications (Ministry of MSME, RBI, NITI Aayog)
2. Reports from industry associations (CII, FICCI, ASSOCHAM)
3. Academic journals and working papers
4. International databases (World Bank, IMF, OECD)
Data is analysed to understand trends, policy impacts, and the performance of MSMEs across
different sectors and regions.
5. RESULTS AND DISCUSSION:
CONTRIBUTION OF MSMES TO INDIA'S ECONOMY:

The study reveals that Micro, Small, and Medium Enterprises (MSMEs) play a pivotal role in
the Indian economy, contributing approximately 30% to the nation’s GDP, 48% of total exports,
and employing over 111 million people across both urban and rural areas. This sector
encompasses over 63 million enterprises, operating in both formal and informal settings.
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MSMEs significantly contribute to industrial output and serve as a critical source of innovation
and entrepreneurship, especially in the manufacturing and services sectors.

However, the sector remains highly heterogeneous. While some MSMEs are export-driven
and integrated with global supply chains, a large portion remains informal, undercapitalized,
and technologically outdated, limiting their productivity and scalability.

The contribution of Micro, Small, and Medium Enterprises (MSMEs) to India's economy is
both significant and multifaceted. These enterprises serve as the backbone of the Indian
industrial landscape and play a vital role in promoting inclusive growth, innovation, and
employment. Here's a detailed discussion on their contribution:

Employment Generation

MSMEs are the second-largest employer in India after agriculture.

They provide employment to over 111 million people (as per recent MSME Ministry reports).
These enterprises are labour-intensive and help absorb surplus labour from rural and semi-
urban areas, thus reducing unemployment and underemployment.

GDP Contribution

MSMEs contribute approximately 30% of India’s GDP, reflecting their critical role in national
economic output.

This contribution comes from a wide range of sectors, including manufacturing, trade, services,
and more recently, IT-enabled services.

Industrial Output

MSMEs account for about 45% of total manufacturing output in the country.

Their flexibility, adaptability, and low capital requirements allow them to thrive in varied
industries including textiles, food processing, pharmaceuticals, and engineering goods.

Export Performance

MSMEs contribute roughly 48% of India’s total exports.

Many MSMEs are involved in the export of goods such as garments, leather products, sports
goods, processed foods, and handicrafts, helping India earn foreign exchange.

Regional Development

MSMEs promote balanced regional development by setting up industries in rural, semi-urban,
and backward areas.

This helps reduce regional disparities and supports rural entrepreneurship, leading to more
equitable economic development.

Innovation and Entrepreneurship

MSME:s are a major source of innovation due to their ability to adapt quickly and focus on niche
markets.

They nurture grassroots entrepreneurship, particularly among youth and marginalized
communities Contribution to Financial Inclusion

MSME:s play a role in bringing financial services to the underserved, as many are part of
self-help groups, cooperatives, or informal networks that access microcredit and digital
platforms.

Support for Supply Chains

MSMESs form the backbone of larger supply chains, providing components, services, and
support to larger industries including automobiles, electronics, and retail.

The MSME sector is pivotal to India's economic architecture, driving employment, innovation,
exports, and balanced growth. Strengthening MSMEs through policy reforms, better financing,
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digital adoption, and skill development can unlock greater economic potential and accelerate
India's journey towards becoming a $5 trillion economy.
6. CHALLENGES FACED BY MSMES IN INDIA:

Despite being a critical pillar of the Indian economy, contributing significantly to GDP,
employment, and exports, Micro, Small, and Medium Enterprises (MSMEs) face a range of
systemic and operational challenges that hinder their growth and competitiveness. These
challenges can be broadly categorized into financial, infrastructural, regulatory, and skill-related
issues.

Limited Access to Finance

Access to affordable and timely credit remains one of the most significant hurdles for MSMEs:
Many MSMEs lack formal documentation and credit histories, making it difficult to secure loans
from banks.

Traditional financial institutions often consider them high-risk, leading to high interest rates or
collateral requirements.

Delayed payments from large companies and government buyers further strain their liquidity.
Inadequate Infrastructure

MSMEs often operate in areas with poor physical and digital infrastructure:

Lack of reliable electricity, transportation, and industrial facilities increase production costs.
Digital connectivity is still limited in many rural and semi-urban areas, restricting e-commerce
and tech adoption.

Regulatory Burden and Compliance Issues

The complex regulatory environment adds to operational inefficiencies:

MSMEs must comply with multiple laws related to taxation, labor, environment, etc., which can
be burdensome without dedicated legal departments.

Frequent changes in policies (like GST) create confusion and compliance hurdles, especially for
micro and small enterprises.

Technological Obsolescence

Many MSMEs struggle to keep pace with technological advancements:

Limited capital investment results in outdated machinery and inefficient production techniques.
There is insufficient support for adopting Industry 4.0 technologies, automation, or digital tools.
Lack of Skilled Workforce

MSME:s face difficulty in attracting and retaining skilled labor:

Most skilled workers prefer employment in larger firms or MNCs that offer better pay and job
security.

There is also a lack of structured training programs specifically tailored to MSME needs.

Market Access and Competition

Accessing larger markets remains a challenge:

MSMEs struggle to compete with large enterprises due to lower brand recognition, economies of
scale, and marketing reach.

Limited participation in global value chains restricts export opportunities.

Impact of Informality

Alarge proportion of MSMEs operate in the informal sector:

This limits access to formal financial and government support systems.

Informality also reduces the incentive to scale up or professionalize operations.

Policy Implementation Gaps
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Though various government schemes exist (like MUDRA loans, CGTMSE, etc.), implementation
remains uneven:

Bureaucratic delays, lack of awareness, and inadequate outreach often prevent MSMEs from
availing intended benefits.

These challenges, if unaddressed, can undermine the sector’s potential to contribute to India’s
long-term economic transformation. A coordinated approach involving financial inclusion,
policy simplification, infrastructure development, and skill-building is critical to empower and
unlock the full potential of MSMEs.

7. GOVERNMENT POLICIES AND SUPPORT MECHANISMS:

The government has launched numerous initiatives to support the MSME sector, including:
Credit Facilitation: Schemes like MUDRA Yojana, Credit Guarantee Fund Trust for Micro and
Small Enterprises (CGTMSE), and Emergency Credit Line Guarantee Scheme (ECLGS) have
improved liquidity for many MSMEs, particularly during the COVID-19 pandemic.

Technology and Skill Development: The Technology Centre Systems Programme (TCSP) and
Skill India aim to enhance MSME competitiveness through technical training and capacity
building.

Digital Initiatives: The Udyam Registration portal and CHAMPIONS platform have simplified
registration, grievance redressal, and information dissemination, promoting formalization and
transparency.

Cluster Development: Through the MSE-CDP (Micro and Small Enterprises — Cluster
Development Programme), the government encourages the creation of common facility centers
and infrastructure upgrades to boost productivity and economies of scale.

Despite these interventions, implementation gaps persist. Several schemes suffer from low
awareness, bureaucratic hurdles, and poor last-mile delivery. Furthermore, informal enterprises
often remain excluded from formal support mechanisms due to lack of registration or digital
access.

8. Regional and Sectoral Disparities

The analysis also highlights substantial regional disparities in MSME performance, with
states like Maharashtra, Tamil Nadu, Gujarat, and Karnataka leading in terms of industrial
output and export orientation, while states in eastern and northeastern India lag behind.
Sectoral disparities are also evident—while manufacturing MSMEs show stagnation, services
and trade-oriented MSMEs have seen faster growth, largely due to digital commerce and fintech
platforms.

9. Discussion:

The findings underscore the transformative potential of MSMEs in driving inclusive growth,
employment generation, and innovation in India. However, realizing this potential requires a
multi- pronged strategy that addresses structural barriers, enhances institutional support, and
promotes sustainable practices.

Policy efforts must now shift from generalized support to targeted interventions, with a
focus on digital enablement, financial literacy, and market integration. Strengthening state-level
policy frameworks and fostering public-private partnerships can further unlock the latent
productivity of MSMEs, especially in underperforming regions.

Crucially, as India aspires to become a $5 trillion economy, MSME formalization,
digitization, and global integration will be essential levers for achieving resilient and inclusive
economic transformation.
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10.SUGGESTIONS AND RECOMMENDATIONS:

Based on the analysis of the current landscape, contributions, challenges, and policy
frameworks related to MSMEs in India, the following suggestions and recommendations are
proposed to strengthen the role of MSMEs in transforming the Indian economy:

Enhancing Access to Finance

Simplify and expedite credit disbursement under government-backed schemes such as MUDRA
and CGTMSE.

Promote alternative sources of funding, such as venture capital, peer-to-peer lending platforms,
and fintech solutions.

Encourage banks to adopt credit risk assessment models tailored for MSMEs, including cash-
flow- based lending rather than collateral-based approaches.

Establish a centralized payment monitoring system to ensure timely payments from public and
private buyers.

Facilitating Technology Upgradation

Expand access to the Credit Linked Capital Subsidy Scheme (CLCSS) and other incentives for
adopting modern technologies.

Set up dedicated MSME tech parks and innovation hubs that provide shared access to
machinery, R&D labs, and digital platforms.

Partner with technical institutes and startups to facilitate affordable digital transformation and
Industry

4.0 readiness.

Strengthening Market Linkages

Promote MSME participation in e-commerce platforms and government procurement portals
such as GeM (Government e-Marketplace).

Organize regular trade fairs, exhibitions, and B2B matchmaking events domestically and
internationally.

Provide branding, marketing, and export-readiness training through MSME Development
Institutes (MSME-DIs).

Improving Infrastructure and Cluster Development

Invest in developing industrial clusters and rural industrial estates with robust physical and
digital infrastructure.

Encourage public-private partnerships (PPPs) for infrastructure development specifically
targeted at MSME hubs.

Prioritize logistics efficiency and warehousing support to reduce the cost of doing business.
Reforming the Regulatory Framework

Simplify compliance procedures related to labor laws, taxation, and environmental regulations,
especially for micro and small enterprises.

Implement a single-window clearance mechanism for registrations, licensing, and inspections.
Regularly review and update the MSME definition and benefits structure to reflect inflation,
sectoral changes, and business realities.

Human Capital Development

Integrate MSME-specific skill development modules into national programs like Skill India and
PMKVY.

Encourage industry-academia partnerships for practical training and apprenticeships in MSME
units.


https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/

International Journal of Academic Research P-ISSN: 2348-7666: Impact Factor: 6.023
This work is licensed under a Creative Commons Homepage: https://www.ijar.org.in/
Attribution 4.0 International License [CC BY 4.0] Volume-12, Issue-3(4), Jul-Sep-2025

Provide incentives to MSMEs that invest in employee training and upskilling.

Enhancing Policy Implementation and Awareness

Strengthen outreach and awareness campaigns to ensure that MSMEs, especially in Tier-II and
rural areas, are informed about available schemes.

Improve transparency and accountability in the implementation of schemes through real-time
dashboards and grievance redress mechanisms.

Encourage state governments to develop localized MSME support policies aligned with regional
industrial strengths.

Promoting Formalization

Incentivize registration and formalization of unregistered MSMEs by offering tax benefits,
reduced compliance burden, and access to credit.

Launch targeted digital literacy campaigns to onboard informal enterprises onto digital
platforms and payment systems.

11. Conclusion:

To fully realize the transformative potential of MSMEs in the Indian economy, a holistic and
sustained policy push is required. Coordinated efforts from the government, financial
institutions, industry bodies, and MSMEs themselves are essential to address structural gaps,
promote innovation, and build resilience. By enabling a more supportive ecosystem, MSMEs can
become not just contributors, but drivers of inclusive and sustainable economic growth in India.
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