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ABSTRACT: 

This investigation intends to give an appraisal of the Micro, Small and Medium Enterprise 

division (MSME) account in India. The investigation features the key attributes of the MSME 

area, and evaluates the demand for, and the progression of account into the division. The 

investigation likewise assesses the resulting hole in the financing needs of MSMEs. At long last, 

it investigates potential intercessions to address the absence of access to formal money for 

MSMEs. The Micro, Small and Medium Enterprises comprise the general mechanical area of the 

nation. The reason for this paper is to examine the significance and execution of Micro, Small 

and Medium Enterprises in India. The advancement of economy, while offering brilliant open 

doors for the expansion and progress of India industry including MSMEs, has hurled creative 

difficulties as far as rough end. The objective of this paper is to break down financial help for 

MSMEs. The administration is executing the credit ensure support conspire for micro, small and 

medium enterprises with the target of encouraging progression of credit to the MSMEs. The 

investigation further examines the significance of working capital administration to the 

accomplishment of small business. 

KEY WORDS: Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE), 

Financial Management, MSMEs (Micro, Small and Medium Enterprises), Institutions. 

INTRODUCTION  

India has a dynamic MSMEs that assume a critical dependable job in financial development, 

rising exchange, producing work and making most recent enterprise India. As indicated by the 

4th All India Census of MSMEs (2006-07), there were 26 million MSMEs in the nation which 

give work to around 60 million people. MSMEs contribute about 8% of the GDP of India, about 

45% of the produced yield and around 40 % of fares. More than 8000 things are produced by this 

area. The accompanying graph shows current financial records for MSMEs in India. 
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Chart 1 Financial record for MSMEs 

Table1 Category wise performance of MSMEs in India during 2014-15 

 

In India, micro, small and medium enterprises in horticulture, industry, and administration area 

have a clarification position in evenhanded dissemination of country pay, esteem expansion, 
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work age, trade profit, provincial dispersal of businesses, gainful use of pioneering ability and 

capital. The accompanying table.1 clarifies class shrewd execution of MSMEs. The Ministry of 

Micro, Small and Medium Enterprises (MSMEs) is actualizing the limited time plans for the 

extension of micro, small and medium enterprises in the country. The MSMED Act, 2006 has 

extensively grouped venture into two classes: I) Manufacturing; and ii) Those occupied with 

giving and rendering of administrations. The two classifications of enterprises have been 

additionally arranged into micro, small and medium enterprises dependent on their interest in 

plant and hardware or on equipment. 

MSME Overview 

 

Figure 1: Broad Classification of the MSMEs in India 

The Micro, Small and Medium Enterprise [1] area is essential to India's economy. There are 29.8 

million [2] enterprises in different ventures, utilizing 69 million individuals. The segment 

incorporates 2.2 million ladies drove enterprises (~7.4 percent[3]) and ~15.4 million rustic 

enterprises (51.8 percent[4]). Taking all things together, the MSME part represents 45 percent of 

Indian modern yield and 40 percent of fares. Albeit 94 percent of MSMEs are unregistered [5], 

the commitment of the area to India's GDP has been developing reliably at 11.5 percent a year, 

which is higher than the general GDP development of 8 percent[6]. Poor foundation and lacking 

business sector linkages are key factors that have obliged development of the segment. The 

absence of satisfactory and convenient access to fund has been the greatest test. The financing 

needs of the segment rely upon the size of activity, industry, client fragment, and phase of 

advancement. Financial organizations have restricted their introduction to the segment because 

of a higher hazard observation and constrained access of MSMEs to ardent guarantee. 
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Demand in the MSME Sector  

There is an absolute fund necessity of INR 32.5 trillion ($650 billion) in the MSME area, which 

involves INR 26 trillion ($ 520 Billion) of obligation demand and INR 6.5 trillion ($130 Billion) 

of value demand. To evaluate the obligation demand that Financial Institutions would think 

about financing in the close to term, the examination doesn't consider the demand from the 

enterprises that are either not considered monetarily reasonable by formal financial 

organizations, or those enterprises that deliberately bar themselves from formal financial 

administrations. Along these lines, subsequent to barring (a) wiped out enterprises, (b) new 

enterprises (those with not exactly a year in activity), (c) enterprises dismissed by financial 

foundations (d) micro enterprises that lean toward account from the casual part, the reasonable 

and addressable obligation demand is evaluated to be INR 9.9 trillion ($198 billion),which is 38 

percent of the complete obligation demand. The practical and addressable value demand is 

evaluated to be INR 0.67 trillion ($13.4 billion), in the wake of barring: (a) business visionaries' 

value commitment to enterprises assessed at INR 4.6 trillion ($92 billion) and, (b) value demand 

from micro and small enterprises that are organized as ownership or partnership[7], and can't 

retain value from outside sources. The second is evaluated to be worth INR 1.23 trillion ($24.6 

billion), 

 

Figure 2: MSME Finance Demand Flowchart 
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Flow of Finance to the MSME Sector  

This investigation shows that of the general account demand of INR 32.5 trillion[8] ($650 

billion), 78 percent, or INR 25.5 trillion ($510 billion) is either self-financed or from casual 

sources. Formal sources take into account just 22 percent or INR 7 trillion ($140 billion) of the 

complete MSME obligation financing. Inside the formal financial part, banks represent about 85 

percent of obligation supply to the MSME area, with Scheduled Commercial Banks including 

INR 5.9 Trillion (USD 118 Billion). Non-Banking Finance Companies and smaller banks, for 

example, Regional Rural Banks (RRBs), Urban Cooperative Banks (UCBs) and government 

financial foundations (counting State Financial Corporation and State Industrial Development 

Corporations) comprise the remainder of the formal MSME obligation stream. Inside the casual 

financial area non-institutional sources incorporate family, companions, and privately-run 

company, while institutional sources involve moneylenders and chit reserves. 

Manufacturing Enterprises:  

The enterprises engaged in the manufacture or production of goods pertaining to any industry are 

specified in the first schedule of the Industries Development and Regulation Act, 1951.The 

manufacturing Enterprise is defined in terms of investment in plant and machinery.  

 A micro enterprise, where the investment in plant and machinery does not exceed twenty five 

lakh rupees;  

 A small enterprise, where the investment in plant and machinery is more than twenty five lakh 

rupees but does not exceed five core rupees; or 

 A medium enterprise, where the investment in plant and machinery is more than five crore 

rupees but does not exceed ten crore rupees; 

Services Enterprises:  

The enterprises engaged in providing or rendering services are defined in terms of investment in 

equipment.  

 A micro enterprise, where the investment in equipment does not exceed ten lakh rupees;  
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 A small enterprise, where he investment in equipment is more than ten lakh rupees but does 

not exceed two crore rupees; or  

A medium enterprise, where the investment in equipment is more than two crore rupees but 

does not exceed five crore rupees. 

MSME Finance Gap in the Sector  

In spite of the expansion in financing to MSMEs as of late, there is as yet an impressive 

institutional fund hole of INR 20.9[9] trillion ($418 billion). After prohibitions in the obligation 

demand (62 percent of the general demand) and the value demand (from MSMEs that are 

organized as ownership or association), there is as yet a demand-supply hole of INR 3.57 trillion 

($ 71.4 billion), which formal financial organizations can reasonably fund in the close to term. 

This is the demand-supply hole for around 11.3 million[10] enterprises. While an enormous 

number of these as of now get some type of formal money, they are essentially underserved with 

just 40-70 percent[11] of their demand presently being met. With proper strategy mediations and 

backing to the MSME area, an impressive piece of the at present avoided demand can be made 

financially feasible for the formal financial part. Of the suitable and addressable demand-supply 

hole, the obligation hole is INR 2.93 trillion ($58.6 billion) and the value hole is INR 0.64 

trillion ($12.8 billion). 

 

Figure 3: Overall Finance Gap in MSME Sector (in INR Trillion) 
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The micro, small, and medium undertaking sections separately represent INR 2.25 trillion ($45 

billion), INR 0.5 trillion ($10 billion) and INR 0.18 trillion ($3.6 billion), of the obligation hole 

that is practical and can be tended to by financial foundations in the close to term. Micro and 

small enterprises together record for 97 percent of the feasible obligation hole and can be tended 

to by financial organizations in the close to term. Accessible information and essential meetings 

show that medium enterprises in India are generally all around financed. The value hole in the 

division is a consolidated consequence of demand-side difficulties, for example, the lawful 

structures of enterprises, just as supply-side holes, for example, an absence of speculation 

supports concentrated on MSMEs. The value prerequisites for the MSME division are amassed 

in the development organize enterprises (~70 percent). A review of the MSMEs spread the 

nation over shows that in spite of the fact that the Low-Income States[12] (LIS) have 32.6 

percent of India's absolute MSMEs, the feasible obligation hole is excessively high at INR 1.93 

trillion ($38.6 billion) or ~66 percent of the nation's aggregate. Then again, just ~3 percent 

MSMEs are situated in the North-Eastern States, representing a feasible obligation hole of INR 

0.09 trillion ($1.8 billion). The remainder of India represents the remaining ~65 percent of 

MSMEs, with a feasible and addressable obligation supply hole of INR 0.9 trillion ($18.2 

billion) or ~31 percent. Across India, there are altogether more assistance segment enterprises 

than assembling units (~ 71 percent versus a 29 percent split separately). In any case, producing 

enterprises are progressively capital-serious with longer working capital cycles, and thusly have 

higher working capital prerequisites. In this manner, almost 60 percent of the demand for 

account emerges from the assembling part. [12] IFC thinks about Bihar, Chhattisgarh, Jharkhand, 

Madhya Pradesh, Odisha, Rajasthan, Uttar Pradesh, West Bengal, and the north-eastern states 

including Sikkim as low-pay states with a high-potential The portion of the obligation hole in the 

assembling division is likewise extensively higher at 73 percent of the absolute hole. 

Enabling Environment for Growth of Finance in the MSME Sector  

The three main pillars of the enabling environment analyzed in the study are: (a) legal and 

regulatory framework (b) government support (c) financial infrastructure support. MSMEs 

function in a highly competitive environment and require an enabling environment to sustain 

growth. Well-rounded fiscal support, a strong policy framework, and incentives promoting 
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innovation by financial institutions can significantly increase the penetration of formal financial 

services to the MSME sector. 

 

Figure 4: Schematic of key elements of the enabling environment 

The investigation covers, and isn't restricted to, the accompanying legitimate and administrative 

structures – MSMED[13] Act (2006), the SARFAESI[14] Act (2002), the Regulation of Factor 

Bill (2011); and RBI arrangements explicitly identified with MSME money. Further, this 

examination covers those administration exercises that are probably going to affect expanded 

financial access – abilities advancement, advertise linkages, innovation appropriation, bunch 

improvement and financial accessibility. While there have been honorable endeavors by the 

legislature and the financial division to create and execute different help systems for the MSME 

area, a significant number of the present mediations have not been totally effective in meeting 

their unique destinations. Others are still at a beginning stage and can possibly be scaled. A 

portion of the key activities incorporate the Credit Bureau, Collateral Registry, the SME stock 

Exchange, and ISARC[15]. 
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Potential Interventions to Increase Access to MSME Finance  

Building on the efforts already underway, there are several potential interventions that can be 

undertaken to expand the access to MSME finance in India through enabling infrastructure, 

liquidity management and risk management. Some of these potential interventions include: 

Enabling infrastructure  

• Encourage securitization of trade-receivables in the sector through conducive legal 

infrastructure.  

• Promote institutions to syndicate finance and provide advisory support to MSMEs in rural and 

semi-urban areas.  

• Incentivize formation of new MSME-specific venture funds by allowing existing government 

equity funds to make anchor investment in venture funds. 

Liquidity management  

• Improve debt access to non-banking finance companies focused on these enterprises and 

provide regulatory incentives for participation in the sector.  

• Develop an IT-enabled platform to track MSME receivables to facilitate securitization of these 

trade receivables, or alternatively expand the scope of SIDBI and NSE’s IT-platform 

NTREES[16] to facilitate securitization.  

• Provide credit guarantee support for MSME finance to non-banking finance companies. 

Risk management  

• Develop a better understanding of financing patterns of service enterprises in the sector.  

• Expand the scope of the sector’s credit information bureau to collate and process important 

transaction data, including utility bill payment.  

• Strengthen the recently established collateral registry and create stronger linkages with other 

financial infrastructure.  
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• Facilitate greater debt access to non-banking finance companies. 

TYPES OF INDUSTRIAL FINANCE:  

Entrepreneurs require three types of finances, viz., short-term medium-term and long-term 

finances. The following chart shows types of industrial finance. 

 

Chart-2 Types of industrial finance 

Short-term finance (STF): Short-term finance usually refers to the funds required for a period 

of less than one year. Short-term finance is usually required to meet variable, seasonal or 

temporary working capital requirements. Borrowing from banks is a very important source of 

short-term finance. Other important sources of short-term finance are trade credit, installment 

credit and customer advances. For example, to buy raw materials or to pay wages to the labour or 

to meet any other day to day requirement.  

Medium-term finance (MTF): The period of one year to five years may be regarded as a 

medium-term. Medium-term finance is usually required for permanent working capital, small 

expansions, replacements, modification, etc. Medium-term finance may be raised by:  

i. Issues of shares;  

ii. Issue of debentures’  

iii. Borrowing from banks and other financial institutions; and  

iv. Ploughing back of profits (by existing concerns).  
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Long-term finance (LTF): Period exceeding 5 years is usually regarded as long-term. Long-

term finance is required for procuring fixed assets, for the establishment of a new business, for 

substantial expansion of existing business, modernization etc. 

The important sources of long-term finance are: 

i. Issue of shares; 

ii. Issue of debentures; 

iii. Loans from financial institutions; and 

iv. Ploughing back of profits (for existing concerns). 

POLICY INITIATIVES:  

The Ministry of MSME and other government departments are still working hard to pull the 

sector out of the recession and overcome some inherent problems. MSMEs to promote the 

development of micro, small and medium enterprises in the country saw success this year. For 

accelerating the flow of credit to MSMEs, the RBI and Government have taken following 

proactive initiatives. 

 RBI incorporated the definition of micro, small and medium enterprises, as defined, in the 

MSME Development Act into the revised guidelines on priority sector issued to SCBs on April 

30, 2007.  

 Based on the Finance Minister’s policy package announced in August 2005, public sector 

banks were advised to fix their own targets for funding MSEs achieve a minimum 20% year on 

year growth in credit to MSEs and double the credit flow from Rs. 67,600 crore in 2004- 05 to 

Rs. 1,35,200 crore in 2009-10  

 Public sector banks should operationalize at least one specialized SME branch in every district 

and center having cluster of SME units to ensure uninterrupted credit flow to this sector.  

 In August 2009, RBI advised banks not to insist on collateral security for loans up to Rs. 

500,000 to MSE sector.  
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Union budget 2008-09announced MSE [Refinance] Fund and MSE [Risk Capital] Fund, which 

were established with SIDBI in June 2008. SCBs failing to achieve their priority sector lending 

targets would contribute to these Funds.  

 Union Budget 2009-10 announced a special fund of Rs.4000 crore to SIDBI to facilitate the 

credit flow at reasonable rates to MSE sector. The fund will incentivize banks and SFCs to lend 

to MSEs by refinancing 50% of incremental lending to MSE during 2008-09.  

 Government has now redefined the foreign direct investment [FDI] cap on MSME sector, 

according to which the 24% ceiling for ownership of SME units by bigger domestic firms or 

foreign investors has been removed. Higher FDI will be allowed according to the sector wise cap 

stipulated in the FDI policy. A policy package for stepping up credit to small and medium 

enterprises was announced in the Parliament on August 10, 2005 in order to achieve a minimum 

20% year-on-year growth in credit to the SME sector by the public sector banks. 

FINANCING PROBLEMS OF MSMEs  

Perceiving the significant job of the MSMEs in the national economy, the Central and State 

Governments have found a way to advance and cultivate their development. These measures 

have been especially viable; yet a significant number of the issues of creation, circulation and 

account despite everything keep on influencing the MSME division. MSMEs face various issues, 

for example, nonappearance of satisfactory and auspicious financial money, restricted 

information and non-accessibility of appropriate innovation, low creation limit, catch up with 

different organizations in comprehending normal exercises and absence of connection with 

government offices on different issues. The financial issue of SMEs is the Root Cause for the 

various issues looked by this division. The MSMEs are commonly poor and there are no offices 

for modest credit. Small scope industrialists don't have adequate assets of their own for fixed 

capital speculation, nor would they be able to get the vital assets from institutional organizations 

if the last are farfetched of the capacity of the previous to reimburse the credits in time. A 

significant issue looked by the small scope ventures in the nation is that of money. The issue of 

account in small scope part is principally because of two reasons. Right off the bat, it is halfway 

because of shortage of capital in the nation as entirety. Besides, it is incompletely because of 
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feeble financial soundness of small units in the nation. Because of their frail monetary base, they 

think that it’s hard to take financial help from the business banks and financial organizations. 

Deficient money is the serious issue of small scope units, restrictive concern or organization 

firms, as their inner sources are small. The credit gave by the different institutional offices, for 

example, banks; SFCs and SIDBI are insufficient to meet the prerequisites of small units. 

According to the Third Census report, just 14.26% of the enlisted MSMEs and 3.09% of the 

unregistered MSMEs benefit themselves of credit from institutional sources. The bank credit to 

MSMEs part declined from 13.8% of the complete bank credit to 10.9% in 2007-08. 

CONCLUSION  

The regular topic through this examination and the meetings is the promise to advancing more 

noteworthy fund for MSMEs in India, and searching for imaginative approaches to defeat the 

flow difficulties to the development of this market, basic for national financial development. 

Given the size and extent of this market, the financial division has a noteworthy task to carry out 

in expanding their range to this underserved fragment in an empowering situation, encouraging 

economical development. The micro, small and medium scale business remains the most 

dynamic power and specialist of monetary broadening and development of country. MSMEs 

include tremendous degree covering exercises like assembling, overhauling, retailing, financing, 

development, and foundation. Experience shows that countries that help their bold business 

visionaries have developed and thrived in the course of the most recent 50 years, while countries 

that have set hindrances to the development of their small business enterprises have been 

evaluated low on the exhibition chart. Indeed, even among nations that recently disheartened or 

restricted such movement for the legislature as the driving for monetary development, there is 

currently developing redesign of the significance of cultivating pioneering action. The working 

capital administration is a vital piece of generally speaking administration of small-scale 

ventures. There is a requirement for more noteworthy co-appointment between small-scale 

businesses and financial establishments. Arranging and control of working capital community 

round sound money arranging which incorporates setting of money strategies and systems and 

the power over money and credit. The issues of small businesses should, along these lines, be 

treated right now. This, obviously, doesn't imply that the administration, the neighborhood 



THINK INDIA JOURNAL 
ISSN:0971-1260 

Vol-22-Issue-10-November -2019 

 

P a g e  | 9467  Copyright ⓒ 2019Author 

bodies, financial foundations and banks ought to make pointless snags in the way of industrialists 

should work in disconnection. 
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