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ABSTRACT 
 

Micro, Small, and Medium Enterprises (MSMEs) form a vital backbone of the Indian economy, contributing 
approximately 30% to the country’s GDP, 35% to manufacturing output, and around 46% to exports. The sector also 
sustains employment for over 110 million people across 63–73 million enterprises. Despite this significance, Indian 
MSMEs grapple with multifaceted challenges including limited access to finance, infrastructure deficiencies, low 
technological adoption, market access constraints, regulatory burdens, human resource and skill shortages, and a 
glaring credit gap of approximately ₹30 lakh crore. Regulatory compliance also imposes high costs estimated at over 
₹13 lakh per year, due to nearly 1,450 obligations, many with stringent penalties. Based on primary surveys, expert 
insights, and recent literature, this study examines these persistent hindrances in-depth and proposes strategic, 
actionable measures including financial inclusion, digitalization, infrastructure development, skill enhancement, and 
regulatory streamlining, to strengthen the MSME sector’s resilience and growth trajectory. The findings of this review 
paper offer valuable implications for policymakers, industry stakeholders, and entrepreneurs aiming to foster inclusive 

and sustainable economic development. 
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Introduction 

 Micro, Small, and Medium Enterprises (MSMEs) form one of the most dynamic and vibrant 
sectors of the Indian economy. As per the revised classification under the Micro, Small and Medium 
Enterprises Development (MSMED) Act, 2006 (amended in 2020), enterprises are categorized based on 
investment in plant and machinery/equipment and annual turnover. This redefinition aims to encourage 
growth by removing artificial distinctions between manufacturing and service enterprises, and by enabling 
firms to scale without fear of losing MSME status. 

 The significance of MSMEs in India is profound. They contribute approximately 30% to India’s 
GDP, account for 45–46% of total exports, and employ over 110 million individuals across 63–73 million 
units nationwide. MSMEs are also instrumental in promoting balanced regional development, fostering 
entrepreneurship, and supporting industrialization in rural and semi-urban areas. 

 

Figure 1: MSMEs in India 

Source: MSME official website 
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Figure 2: Significance of MSMEs in India 

Source: Author’s compilation from the data collected 

Despite their contributions, MSMEs face persistent and multifaceted challenges, ranging from 
limited access to formal credit and technological obsolescence, to infrastructure bottlenecks, regulatory 
compliance burdens, skilled manpower shortages, and market access constraints. These issues not only 
hinder competitiveness but also limit their potential to contribute more substantially to economic growth. 

The COVID-19 pandemic further amplified structural vulnerabilities in the sector. Disrupted 
supply chains, declining demand, delayed payments, and liquidity shortages pushed many MSMEs to the 
brink of closure. Although various government interventions such as the Emergency Credit Line 
Guarantee Scheme (ECLGS), Udyam Registration, and Atmanirbhar Bharat Abhiyan measures provided 
relief, structural challenges remain largely unresolved. 

• Rationale of the Study: Given the sector’s pivotal role and the complexity of its operating 
environment, a deeper understanding of the challenges faced by MSMEs is critical. This study 
aims to provide a comprehensive analysis of these challenges and propose actionable 
strategies for policymakers, financial institutions, and entrepreneurs. 

Objectives 

• To identify and categorize the key challenges faced by Indian MSMEs. 

• To examine the impact of these challenges on operational efficiency, sustainability, and growth. 

• To suggest policy and strategic interventions to strengthen the sector. 

Research Questions 

• What are the most significant barriers to MSME growth in India? 

• How do financial, technological, regulatory, and market-related challenges interact to affect 
performance? 

• What measures can be adopted to mitigate these challenges in the short and long term? 

 By addressing these questions, this paper seeks to contribute to the ongoing discourse on 
MSME development and to offer insights for fostering a more resilient, competitive, and inclusive sector 
in the 21st century. 

Review of Literature 

• Financial Constraints 

 Rajan and Zingales (2018) emphasized that MSMEs globally face a “finance gap” due to 
collateral requirements, high interest rates, and information asymmetry between lenders and borrowers. 
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In the Indian context, Singh and Kumar (2021) found that nearly 70% of MSMEs rely on informal credit 
sources, primarily because of cumbersome bank procedures and lack of awareness about government 
credit schemes. Similarly, Mehta (2020) highlighted delayed payments from buyers especially public 
sector undertakings as a major cause of cash flow disruptions. 

• Infrastructure and Market Access 

 Bansal (2019) noted that inadequate physical infrastructure such as poor road connectivity, 
irregular power supply, and lack of storage facilities limits MSME competitiveness. Choudhary and Gupta 
(2021) studied industrial clusters in southern India and reported that shared infrastructure and R&D 
facilities significantly improved productivity, suggesting the replication of such models in less-developed 
regions. 

• Regulatory and Compliance Burden 

 According to Sharma (2022), MSMEs in India face more than 1,400 compliance requirements 
annually, resulting in high administrative costs and operational inefficiency. Rao and Sinha (2020) 
observed that complex GST return filing procedures and frequent policy changes increase compliance 
fatigue, particularly among micro enterprises lacking dedicated accounting staff. 

• Technological Obsolescence and Digital Divide 

 Pandey (2018) pointed out that limited adoption of modern technology among MSMEs reduces 
productivity and product quality, making them less competitive in global markets. Bhattacharya and Roy 
(2021) found that while digital tools such as e-commerce platforms and cloud-based accounting systems 
could enhance efficiency, the adoption rate remains low due to cost barriers and lack of digital skills. 

• Human Resource and Skill Gaps 

 Kumar and Rani (2019) identified a shortage of skilled labor as a persistent problem, noting that 
MSMEs often hire untrained workers due to cost constraints, leading to lower efficiency. Verma (2020) 
stressed the importance of managerial competencies, stating that many MSME owners lack formal 
business training, which affects decision-making and growth strategies. 

• External Shocks and Vulnerability 

 Das and Bhatnagar (2021) examined the impact of COVID-19 on Indian MSMEs and found that 
over 30% of surveyed enterprises reported a drop in revenue by more than 50% during the lockdowns. 
They concluded that MSMEs with diversified supply chains and partial digital adoption fared better than 
those dependent on local offline markets. 

Summary of Gaps in Literature 

 The reviewed studies collectively identify finance, infrastructure, regulation, technology, skills, 
and external shocks as key challenges. However, there is limited research on: 

• The interlinkages among these challenges and how they amplify each other. 

• Comparative analysis across manufacturing, services, and trade sub-sectors. 

• Longitudinal studies tracking the impact of government interventions over time. 

Research Methodology 

Research Design 

 The study adopts a qualitative descriptive research design, combining secondary data analysis 
with insights from semi-structured interviews. The approach is aimed at understanding the multifaceted 
challenges of the Indian MSME sector through thematic exploration rather than statistical generalization. 

Data Sources 

• Secondary Data 

▪ Government publications such as the Annual Report of the Ministry of MSME, Economic 
Survey of India, and reports by NITI Aayog, RBI, and SIDBI. 

▪ Reports from industry associations like FICCI, CII, and ASSOCHAM. 

▪ Peer-reviewed journal articles, working papers, and case studies. 

▪ Reputed business and economic publications providing contemporary developments in the 
MSME sector. 
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• Primary Qualitative Data 

▪ Semi-structured interviews with 10 MSME business owners from diverse sectors including 
manufacturing, services, and trade. 

▪ Participants selected to represent varied geographical locations (urban, semi-urban, and 
rural clusters). 

• Data Collection Methods 

▪ Semi-Structured Interviews: Each interview will follow a flexible guide covering 
operational, financial, technological, and regulatory challenges, while allowing respondents 
to elaborate on unique experiences. 

▪ Interviews will be conducted either in person or via online conferencing tools, depending on 
feasibility. 

▪ Average interview duration will be 30–45 minutes. 

• Data Analysis 

▪ Thematic Analysis will be used to identify recurring patterns, themes, and sub-themes 
emerging from the interview transcripts. 

▪ Triangulation will be applied by comparing interview insights with findings from secondary 
data sources to ensure reliability and validity. 

• Scope and Limitations 

Scope 

▪ The study focuses on identifying common challenges across MSMEs using qualitative 
insights and existing documented evidence. 

▪ It aims to offer policy-relevant recommendations for government bodies, industry 
associations, and MSME stakeholders. 

Limitations 

▪ Small sample size (10 interviews) may not capture the full diversity of the MSME 
landscape. 

▪ The findings reflect the perspectives of the interviewed owners and the context of 
secondary data available at the time of the study. 

Overview of the MSME Sector in India 

• Definition and Classification 

 Under the revised criteria notified in the Micro, Small and Medium Enterprises Development 
(MSMED) Act, 2006 and amended in 2020, MSMEs are classified based on investment in plant and 
machinery/equipment and annual turnover: 

Table 1: Investment and Turnover Limit of MSMEs 

Category Investment Limit Turnover Limit 

Micro Up to ₹1 crore Up to ₹5 crore 

Small Up to ₹10 crore Up to ₹50 crore 

Medium Up to ₹50 crore Up to ₹250 crore 
 

 This uniform classification applies to both manufacturing and service enterprises, encouraging 
scalability without the fear of losing MSME status. 

• Contribution to the Economy 

As per the MSME Annual Report 2023–24 and Economic Survey 2024–25: 

▪ MSMEs contribute about 30% to India’s GDP. 

▪ Account for 35–36% of manufacturing output. 

▪ Contribute 45–46% to total exports. 

▪ Provide employment to over 110 million people across 6.34 crore registered and 
unregistered enterprises. 
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The sector’s diverse activities range from traditional handicrafts and rural industries to high-tech 
manufacturing, IT-enabled services, and export-oriented units. 

• Geographic and Sectoral Spread 

▪ Geographic Concentration: Leading states in MSME presence include Uttar Pradesh, 
Maharashtra, Tamil Nadu, West Bengal, and Gujarat. 

▪ Sectoral Distribution: Around 51% of MSMEs operate in rural areas, and 49% in urban 
areas. The services sector constitutes about 60% of MSME units, while manufacturing 
accounts for the remaining 40%. 

▪ Notable industry clusters include textiles in Tirupur, leather in Kanpur, engineering goods in 
Ludhiana, and handicrafts in Rajasthan. 

 

Figure 3: Sectoral Distribution of MSMEs in India 

Source: Author’s compilation from the data collected from MSME website 

• Role in Inclusive and Balanced Growth 

 MSMEs are pivotal in reducing regional economic disparities by creating jobs in underdeveloped 
and rural areas. They act as feeder industries to large-scale manufacturers and are critical to supply 
chains in automotive, textiles, pharmaceuticals, and agro-processing sectors. 

 

Figure 4: Role of MSMEs in Indian Economy 

Source: Author’s curated visual 
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• Emerging Trends 

▪ Digitalization: Increased adoption of e-commerce, digital payments, and online 
procurement platforms such as Government e-Marketplace (GeM) and ONDC. 

▪ Policy Push: Measures under the Atmanirbhar Bharat Abhiyan have expanded collateral-
free loans, equity infusion support, and cluster development programs. 

▪ Green and Sustainable Practices: MSMEs are increasingly exploring renewable energy 
solutions, waste recycling, and eco-friendly production methods to align with sustainability 
goals. 

▪ Export Diversification: Greater emphasis on accessing new markets beyond traditional 
buyers like the US and EU, targeting ASEAN, Middle East, and African countries. 

Key Challenges Faced by MSMEs 

 Indian MSMEs face a complex web of interrelated challenges that hinder their competitiveness, 
scalability, and sustainability. While these challenges vary across sectors and geographies, several core 
issues emerge consistently from both documented research and qualitative insights from industry 
practitioners. 

• Financial Constraints 

 Access to timely and affordable finance remains one of the sector’s most pressing issues. 

▪ Credit Gap: The International Finance Corporation (IFC) estimates a credit gap of over ₹30 
lakh crore in the Indian MSME sector. 

▪ Collateral Requirements: Many MSMEs, particularly micro units, lack assets to pledge as 
security, making them ineligible for formal credit channels. 

▪ Delayed Payments: Late payments from large buyers and government departments 
worsen liquidity issues, a challenge noted in almost every interview conducted for this 
study. 

▪ High Cost of Credit: Even when loans are available, interest rates are often significantly 
higher than for large corporations. 

• Technological Obsolescence 

Many MSMEs operate with outdated machinery and production processes. 

▪ Low R&D Investment: Minimal allocation for product innovation or process improvement. 

▪ Industry 4.0 Gap: Limited adoption of automation, data analytics, and AI due to cost and 
skill barriers. 

▪ Digital Divide: While larger SMEs are experimenting with digital tools, micro-enterprises 
still lag in adopting basic digital payment systems and e-commerce platforms. 

• Infrastructure Deficiencies 

 Infrastructure bottlenecks raise operational costs and limit productivity. 

▪ Poor Logistics: Inadequate road and port connectivity in certain regions increases lead 
times and transportation costs. 

▪ Power Supply Issues: Irregular electricity supply affects manufacturing efficiency, 
especially in rural clusters. 

▪ Lack of Common Facilities: Absence of shared testing labs, cold storage, or industrial 
parks in many MSME hubs. 

• Regulatory and Compliance Burden 

MSMEs often struggle with a complex compliance framework. 

▪ Multiplicity of Laws: Over 1,400 compliance requirements, as highlighted by industry 
reports, lead to high administrative costs. 

▪ Frequent Policy Changes: Rapid modifications in GST procedures and labour regulations 
cause uncertainty. 

▪ Documentation Overload: For small enterprises with limited manpower, the paperwork 
burden can be overwhelming. 
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• Human Resource and Skill Gaps 

 The shortage of skilled and semi-skilled labour impacts productivity and quality. 

▪ Skill Mismatch: Education and training programs often fail to meet industry-specific skill 
requirements. 

▪ High Attrition Rates: Skilled workers migrate to larger firms offering better pay and 
benefits. 

▪ Managerial Skills Deficit: Many owner-managers lack formal training in business strategy, 
marketing, and financial management. 

• Market Access Limitations 

 Despite the potential for expansion, MSMEs face barriers in accessing larger and global 
markets. 

▪ Limited Branding and Marketing Capabilities: Most MSMEs rely on word-of-mouth or 
small-scale advertising. 

▪ Export Barriers: Lack of awareness about export procedures, certification requirements, 
and foreign market dynamics. 

▪ Competition from Imports: Cheaper imports, especially from China, put pressure on 
domestic pricing and margins. 

• Vulnerability to External Shocks 

 The COVID-19 pandemic exposed the sector’s fragility. 

▪ Supply Chain Disruptions: Many MSMEs dependent on imported raw materials faced 
severe production delays. 

▪ Demand Volatility: Sudden drops in consumer demand forced temporary or permanent 
closures. 

▪ Natural Disasters and Policy Shocks: Floods, droughts, and abrupt policy changes have 
localized but severe impacts on certain clusters. 

 

Figure 5: Challenges faced by MSMEs 

Source: Author’s curated visual 
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Synthesis 

These challenges are notisolated, they often reinforce each other. For example, inadequate 
infrastructure raises costs, which limits profitability and cash flow, further constraining technological 
investment. Addressing them requires a holistic approach combining financial inclusion, skill 
development, infrastructure investment, regulatory reform, and market linkage programs. 

Government Initiatives & Policy Measures 

 India’s MSME policy architecture has expanded substantially over the past decade, targeting 
finance, technology upgradation, market access, skilling, and ease of doing business. This section maps 
key interventions to the challenges identified earlier and offers a brief appraisal of their effectiveness. 

• Finance & Liquidity 

▪ Credit Guarantee Fund (CGTMSE, 2000; expanded 2023–25): Collateral-free credit 
guarantee for micro and small enterprises through member lending institutions; recent 
enhancements raised coverage limits and reduced guarantee fees to spur bank lending. 

▪ MUDRA (Pradhan Mantri Mudra Yojana, 2015): Micro-credit in three bands (Shishu, 
Kishor, Tarun) to address micro-unit working capital and small asset purchases. 

▪ Emergency Credit Line Guarantee Scheme (ECLGS, 2020–2023): Pandemic-time 
backstop for existing borrowers; mitigated immediate liquidity stress but largely aided 
already formalized firms. 

▪ TReDS (Trade Receivables Discounting System) & MSME SAMADHAAN (Delayed 
Payments Portal): Digital platforms to discount invoices and track/expedite payment dues 
from buyers, including government entities. 

▪ Factoring & Bill Discounting (post-2021 amendments): Broadened participation of 
NBFC-factors to improve receivables finance. 

▪ SIDBI Programs (e.g., SMILE, refinance lines): Concessional funding and sectoral lines 
of credit for capex and modernization. 

 

Figure 6: Pradhan Mantri Mudra yojana 

Source: Ministry of Finance website 

Appraisal: These schemes address formal credit constraints and delayed payments, yet micro 
units outside the formal net and firms lacking verifiable cash flows still face barriers. Awareness and 
lender risk-aversion remain binding constraints. 

• Technology & Productivity Upgradation 

▪ CLCS-TUS / Credit Linked Capital Subsidy & Technology Upgradation: Capital subsidy 
for replacing obsolete machinery in identified subsectors. 

▪ ZED (Zero Defect Zero Effect) Certification: Quality, process, and sustainability ratings 
with handholding support; incentivizes export readiness and green compliance. 

▪ Design Clinic & Incubation (ASPIRE): Design mentorship and enterprise incubation for 
innovation-led MSMEs. 
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▪ RAMP (Raising and Accelerating MSME Performance, 2022–2027): World Bank–
supported program focusing on implementation capacity, cluster modernization, and 
performance-linked reforms at state level. 

 Appraisal: Uptake improves where cluster facilitation exists; however, many micro firms cite co-
financing requirements and low awareness as impediments. Handholding and vendor-development 
partnerships with large anchors are critical for scale. 

• Market Access & Procurement 

▪ Government e-Marketplace (GeM): Mandatory public procurement via a transparent 
digital platform with MSME filters and preference margins. 

▪ Public Procurement Policy for MSEs: Minimum procurement targets and SC/ST/women-
owned enterprise sub-targets. 

▪ Export Facilitation (SEPC/EEPC/EPCH & DGFT support): Market development 
assistance, product standards, and certification support. 

▪ ONDC (Open Network for Digital Commerce): Interoperable e-commerce rails to lower 
discovery and platform costs for small sellers. 

 Appraisal: Digital marketplaces reduce entry frictions, but compliance with product standards, 
packaging, and logistics remains a hurdle—particularly for first-time exporters and rural sellers. 

• Cluster Development & Infrastructure 

▪ MSE-CDP (Micro & Small Enterprises–Cluster Development Programme): Common 
Facility Centres (CFCs), testing labs, tool rooms, and flatted factories to spread fixed costs. 

▪ SFURTI (Traditional Industries): Cluster support for khadi, coir, handicrafts—upgrading 
tools, design, and market linkages. 

▪ Tool Rooms & Technology Centres: Advanced machining, testing, and training for 
engineering clusters. 

 Appraisal: Where well-governed SPVs exist, CFCs improve productivity; sustainability suffers 
when O&M and governance capacity is weak. 

• Skilling & Human Capital 

▪ Skill India (NSDC, sector skill councils): Modular skill qualification packs aligned to 
industry. 

▪ PM-Vishwakarma (for traditional artisans): Credit, toolkits, and training tied to market 
linkages. 

▪ Apprenticeship Promotion (NAPS/NATS): Incentives for on-the-job training with MSMEs. 

 Appraisal: Certification volumes are rising, but firm-specific upskilling (lean, quality, digital tools) 
and managerial training for owner-managers remain under-provided. 

• Ease of Doing Business & Formalization 

▪ Udyam Registration (post-2020): Unified, paper-light registration replacing earlier 
systems; links to PAN/GST data for dynamic classification. 

▪ Decriminalization & Compliance Rationalization (ongoing): Gradual pruning of 
redundant filings and criminal penalties. 

▪ Insolvency Reforms (Pre-Pack for MSMEs): Faster resolution pathway for stressed but 
viable units. 

▪ E-Invoicing/GST Simplifications (threshold-based): Pushes digitization of transactions, 
aiding credit underwriting and receivables finance. 

 Appraisal: Compliance complexity and change frequency still strain micro units. Wider API-
based pre-filled returns and one-stop state single-window systems can further lower routine burdens. 

• Policy Gaps & Implementation Priorities 

▪ Last-mile Inclusion: Extend guarantee-backed micro-term loans tied to digital cash-flow 
data for very small, non-GST units; deepen alternate data underwriting. 

▪ Payment Discipline: Enforce stricter timelines and penalties for delayed payments by 
large buyers; auto-debit mechanisms via TReDS/GeM where feasible. 
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▪ Adoption Handholding: Fund cluster-level “technology extension officers” to deliver 
ZED/lean/digital adoption with outcome-linked payments. 

▪ Managerial Capability: Scale practical, cohort-based programs for owner-managers 
(finance, marketing, export compliance, digital selling). 

▪ State Capacity & Convergence: Under RAMP, standardize cluster governance templates, 
O&M financing for CFCs, and integrate state single-window systems with Udyam. 

Data Analysis & Discussion 

 The analysis integrates insights from secondary data sources including government reports, 
industry association publications, and prior academic studies, with qualitative narratives gathered from 
semi-structured interviews with 10 MSME business owners across manufacturing, services, and trade 
sectors. 

A thematic analysis approach was used, grouping findings into recurring themes corresponding 
to the challenges identified earlier. 

Access to Finance 

• Secondary Data Insight 

▪ The International Finance Corporation (2023) estimates a credit gap of ₹30 lakh crore in the 
Indian MSME sector. 

▪ RBI data indicates that less than 20% of micro-enterprises access institutional credit, 
relying heavily on informal lenders. 

• Interview Insight 

 “Banks keep asking for collateral we don’t have… We end up borrowing from suppliers or local 
financiers at double the interest rate.”- Interviewee, Jaipur-based garment unit 

Discussion 

The convergence between published data and interview evidence confirms that credit access 
remains a primary bottleneck, exacerbated by risk-averse lending norms and insufficient awareness of 
government schemes. The problem is more acute in micro-enterprises and rural units. 

Technology Adoption & Modernization 

• Secondary Data Insight 

▪ Ministry of MSME’s Annual Report 2023–24 shows only ~6% of MSMEs have adopted 
advanced manufacturing technologies or digital tools beyond basic invoicing. 

• Interview Insight 

 “We know automation will help, but the upfront investment is too high, and skilled operators are 
hard to find.”- Interviewee, Ludhiana-based auto parts manufacturer 

• Discussion 

High capital costs, limited access to subsidized tech loans, and lack of trained manpower slow 
modernization efforts. Even with schemes like CLCS-TUS and ZED certification, uptake is limited without 
dedicated handholding at the cluster level. 

Infrastructure & Logistics 

• Secondary Data Insight 

▪ The Economic Survey 2024–25 notes that logistics costs in India are 13–14% of GDP, 
compared to 8–9% in developed economies. 

▪ Rural and semi-urban clusters face greater connectivity issues and erratic power supply. 

• Interview Insight 

 “Orders get delayed because raw material takes too long to arrive; transport costs have gone up 
by 20% in the last two years.”- Interviewee, Tirupur textile exporter 

Discussion 

High logistics costs erode competitiveness, especially for export-oriented units in tier-2 and tier-
3 locations. The lack of integrated transport and warehousing hubs exacerbates delays. 

Regulatory Compliance Burden 
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• Secondary Data Insight 

▪ A 2022 FISME report states MSMEs spend ₹13–17 lakh annually on compliance, 
navigating more than 1,400 regulations. 

• Interview Insight 

“For GST alone, I have to pay an accountant every month. For a small unit, it’s a big recurring expense.”- 
Interviewee, Pune-based packaging MSME 

• Discussion 

Frequent changes in GST return formats, overlapping state and central compliances, and labour 
law updates create administrative strain, particularly for enterprises without in-house compliance teams. 

Human Resource & Skill Gaps 

• Secondary Data Insight 

▪ NSDC’s Skill Gap Report highlights shortages in machine operation, digital skills, and 
quality management across multiple MSME clusters. 

• Interview Insight 

 “We train workers ourselves, but they leave once they get a better salary in a big company.”- 
Interviewee, Kanpur leather goods manufacturer 

• Discussion 

High attrition rates and a lack of formal training programs tailored to MSME needs limit 
productivity. Many owner-managers lack structured exposure to business management practices. 

Market Access & Competition 

• Secondary Data Insight 

▪ EXIM Bank data shows MSME exports grew 9% in 2023, but remain concentrated in low-
value segments. 

▪ Competition from low-cost imports continues to pressure domestic prices. 

• Interview Insight 

“We want to export but don’t know where to start, there’s too much paperwork and too many 
approvals.”- Interviewee, Moradabad brassware producer 

• Discussion 

While schemes like GeM and ONDC aim to democratize market access, limited digital literacy, 
poor branding, and complex export documentation deter many MSMEs from scaling globally. 

Vulnerability to External Shocks 

• Secondary Data Insight 

▪ COVID-19 lockdowns caused revenue declines of 40–70% for many MSMEs; recovery has 
been uneven, with micro-units faring the worst. 

• Interview Insight 

“During the pandemic, our sales stopped completely. We survived only because of small local 
orders and help from family.”- Interviewee, Ahmedabad handicraft seller 

• Discussion 

Pandemic disruptions, raw material price volatility, and changing trade policies highlight the 
sector’s fragility. MSMEs with diversified markets and partial digital adoption recovered faster. 

Synthesis of Findings 

Thematic convergence between published data and interview narratives strengthens the 
reliability of the results. 

• Most Persistent Challenges: Finance, compliance burden, and market access limitations. 

• Most Under-addressed Issues: Managerial skill gaps and cluster-level infrastructure. 

• Interlinked Nature: Financial constraints impede technology adoption; lack of skilled staff limits 
process improvements; regulatory burden diverts resources from market expansion. 
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Recommendations 

 The findings of this study underscore the interconnected nature of the challenges faced by 
Indian MSMEs. Effective solutions must therefore be multi-pronged, integrating financial, technological, 
infrastructural, regulatory, and human capital interventions. 

Short-Term Measures (0–2 years) 

• Improve Access to Finance 

▪ Expand awareness campaigns about CGTMSE, MUDRA, and TReDS at the district level 
through industry associations and local chambers. 

▪ Simplify loan application processes and introduce digital one-page applications for loans up 
to ₹10 lakh. 

▪ Enforce stricter penalties on delayed payments by public sector units and large corporates, 
with automatic interest application. 

• Reduce Compliance Burden 

▪ Provide pre-filled GST return formats for micro units. 

▪ Consolidate state and central filings into a single MSME compliance portal. 

▪ Roll out mobile-based compliance reminder and filing systems for rural enterprises. 

• Immediate Skilling Support 

▪ Launch MSME-focused skill sprints (2–4 weeks) for machine operation, quality 
management, and digital marketing through NSDC partners. 

▪ Offer digital selling bootcamps to help units onboard GeM, ONDC, and e-commerce 
platforms. 

Medium-Term Measures (2–5 years) 

• Cluster-Based Infrastructure Development 

▪ Strengthen the Micro and Small Enterprises – Cluster Development Programme (MSE-
CDP) with dedicated O&M funding for common facilities. 

▪ Establish logistics hubs in MSME-dense districts to cut transport costs and lead times. 

• Technology Adoption Incentives 

▪ Expand Credit Linked Capital Subsidy Scheme (CLCSS) to cover digital tools, e-commerce 
integration, and cloud-based ERP. 

▪ Co-finance MSME–startup collaborations for low-cost automation solutions. 

• Strengthen Managerial Capacity 

▪ Create Cohort-Based Management Training for owner-managers focusing on financial 
planning, marketing, and HR management. 

▪ Partner with business schools to provide weekend executive programs for MSME leaders at 
subsidized rates. 

Long-Term Measures (5+ years) 

• Integrated MSME Growth Framework 

▪ Institutionalize an MSME Growth Council at the national level with representation from 
central ministries, state governments, industry associations, and academia to coordinate 
policy, funding, and cluster development. 

• Global Market Integration 

▪ Create MSME Export Incubation Centres in key clusters to provide end-to-end export 
readiness support, product certification, branding, logistics, and buyer linkage. 

▪ Negotiate trade facilitation measures for MSME-dense sectors in bilateral and regional 
trade agreements. 

• Sustainable and Green Practices 

▪ Provide tax rebates or concessional financing for MSMEs adopting renewable energy, 
waste recycling, and sustainable packaging. 
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▪ Promote ZED certification as a standard requirement for public procurement and large 
corporate supply chains. 

Implementation Considerations 

• Success depends on state-level execution, schemes must be adapted to local contexts, 
industries, and cluster dynamics. 

• Industry associations and chambers of commerce should be empowered as last-mile delivery 
partners for training, awareness, and compliance assistance. 

• A monitoring and evaluation framework with measurable KPIs (e.g., reduction in compliance 
time, increase in formal credit uptake, technology adoption rate) is essential for tracking 
progress. 

Conclusion 

 The MSME sector stands as a cornerstone of India’s economic and social development, 
contributing substantially to GDP, exports, and employment generation. Yet, the sector’s potential is 
constrained by persistent and interlinked challenges, ranging from inadequate access to finance and 
outdated technology to infrastructure bottlenecks, regulatory complexities, skill shortages, and limited 
market access. 

 This study, grounded in secondary data analysis and enriched by qualitative insights from 
MSME owners, confirms that these barriers are not isolated. Financial constraints limit technology 
adoption; lack of skilled manpower reduces productivity; infrastructure gaps and regulatory burdens slow 
market expansion. External shocks such as the COVID-19 pandemic have further exposed the sector’s 
vulnerability. 

 Government interventions including credit guarantee schemes, digital market platforms, cluster 
development programs, and skill initiatives have created a supportive framework. However, 
implementation gaps, low awareness, and limited customization to micro-enterprise realities reduce their 
impact. 

Addressing the sector’s needs requires a holistic approach: 

• Short-term measures to ease compliance, improve payment discipline, and provide targeted 
skill training. 

• Medium-term investments in technology, infrastructure, and managerial capacity. 

• Long-term strategies for global market integration, sustainability, and institutionalized growth 
frameworks. 

 With coordinated efforts between government, industry associations, financial institutions, and 
the MSMEs themselves, the sector can transition from a survival-oriented mindset to one of sustainable 
growth and global competitiveness. The path forward must prioritize innovation, inclusivity, and 
resilience, ensuring that MSMEs continue to serve as engines of equitable economic development for 
decades to come. 
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