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Manisha Kakkar (India), Amit Kumar (India)

MSMES - A MAINSTAY FOR THE
DEVELOPING ECONOMY

Abstract

This research paper aims to understand all the factors preventing micro, small and medium enter-
prises from growing despite their great potential, the possible existence of any internal or domestic
differences in the way the entrepreneurs from various Indian communities approach business. The
question remains whether there are any external or domestic differences in their entrepreneurial
orientations. The work also presents some policy-based suggestions to solve such issues that hinder
the magnification potential of MSME units. The MSME units offer jobs to more than seven people.
However, they do not grow because of many difficulties discussed in this paper. Due to the lack of
opportunities, MSMEs are unable to attract foreign investments. MSMEs can stop the migration of
young people coming from rural areas to urban cities if MSMEs get developed. MSMEs represent a
high-priority sector of the growing and developing economy. Therefore, we need to focus on this sec-
tor to transform developing India into a developed country. This paper is an attempt to analyze the
reasons for the difficulties of MSMEs.

Keywords MSMEs, GDP, opportunities, magnification, economy,
employment, potential
JEL Classification Al, D00, D20
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MMCTT - OMOPA /11 EKOHOMIKM,
LLIO PO3BMBAETHCA

AHoOTAaLiA

Llert zoC/IifHNIIbK I PyKOIIVIC MAa€ HA METi 3’ ICyBaTH, 4N € AKiCh BHY TPilllHi a60 BHY TPIlIHbONIOTI TUYHI
BifMIHHOCTI y HifXOfi MiAIPMEMIB 3 pisHux rpoMan Iupii go 6isHecy? Un € sKich 30BHILIHBO- 260
BHYTPIlIHbOIOMITMYHI BiIMiHHOCTI B iX HiJIpMEMHUIIBKUX OpieHTalidAX. BiH TakoX IpefcTaBisae
HesKi Mpono3nllii, 3aCHOBaHi Ha MOMITUIL, OO BUPILIEHHA TaKUX NNUTaHb, 10 MEPeLUIKOKaI0Th
IOTEeHIlia/Ty 3pOCTaHHA MiIpo3/iiB Mikpo-, Manux Ta cepenHix nignpuemcts (MMCII). ITigpospinm
MMCII patots poboTy 6inbir HiX 7 ocobam. OfHaK BOHM He 3pOCTAIOTh Yepe3 6arato TPyLHOLLIB,
po AKi iifeTbeA B wilt poboti. Yepes BincyTHicTs MoxxmBocTeit MMCII He B 3M03i 3amy4unTu
inosemni imBectuiii. MMCII MOXyTh SyNMHUTM Mirpariio CimbCbKoi MOMOAI O BEMMKMUX MICT,
Ko ix posBusarii. MMCII € Hait6inbII BaXK/IMBOKO Taly33i0 3pOCTAHHA Ta PO3BUTKY €KOHOMIKIL.
Tomy HaM TIOTPiOHO 30CepefUTUCh HAa IIbOMY CeKTOpi, 106 meperBopuTy IHAi0 3 KpaiHmu, 1[0
PO3BMBAETbCs Y PO3BUHYTY KpaiHy. LI cTaTTs € crpo6oio mpoaHatisyBaTy IpUYMHN TPYAHOLIB
MMCII.

MMCII, npo6emu, MO>X/IMBOCTI, 3pOCTaHH, €KOHOMIKa,
3aHATICTh, HOTEHI[iaT

Al, D00, D20

KawouoBsi cioBa

Knacudikauia JEL

INTRODUCTION

For many years, micro, small and medium enterprises (MSMEs) have been an
emerging industry in India with the utilization of bounded resources and insub-
stantial supply. MSMEs are widely called the cornerstone of the Indian economy.
According to the official online portal of MSMEs, this sphere has a substantial
employment accoutering sector in India with employing more than 600 thousand
people in India. They often need to keep stride with expeditious amelioration tech-

http://dx.doi.org/10.21511/ed.19(3).2020.02



Economics of Development, Volume 19, Issue 3, 2020

nologies and face the countenance of becoming technologically obsolete. They also have to covenant with very
high credit and are usually unable to perpetuate product standards and quality. MSMEs also face the problems of
safeguarding their intellectual property. The inadequate availability of skilled workers represents another issue.
Finally, studies on MSMEs have stunted the etymology of income and countenance the magnification predica-
ment. This situation provokes a challenge for the financing of MSMEs due to the meagerness of cognizance and
funding by the government. There is a deprivation of schemes for MSME:s.

1. LITERATURE REVIEW
1.1. Doctoral thesis, books and periodicals

Agarwal (1987) stated that MSMEs did not obtain sufficient loans from banks to fulfill their financial obligations.
Hence, banking institutions should understand the need for finance and provide financial support to SSIs to en-
able them to overcome their financial problems.

Rudra Murthy (1995) highlighted that there was a delay in the application of loan and sanction of the loan, and it
had a cascading effect on running an SSI unit. Also, a rise in the price of raw materials and labor was mentioned.
In the scientist’s opinion, the Government has to take the lead in supplying raw materials at a lower price and
provide technical and marketing assistance to SSIs.

Pamecha (2013) studied MSMEs and their benefits to the rural and cottage industries. The work stated that the
MSME act confers the following advantages to MSMEs: timely credit (Section 10), reservation policies to the
manufacturing sector, procurement preference policies (Section 11), and measures for promotion and develop-
ment (Sections 9, 12, 13, 14), etc.

Sarika’s publication (2014) is a step to focus on globalization and its implications on the manufacturing, produc-
tivity, and competitiveness of MSMEs. Globalization has made changes in the process of production, diversifica-
tion of products as per discerning customers with high purchasing power and more differentiated taste, high qual-
ity, and higher value for money. In this context, the book provides information, policies, and the Government’s
program to promote MSMEs in the globalization and liberalization of world economies.

A technical paper by Dogra (2014) pointed out that for five years, the bank credit to MSMEs had been increasing
year by year as per the RBTs statistical report. The work showed 30% of annual magnification in the financial year
2013. Despite this, more than 92% of MSMEs in India were yet to get access to finance from institutional sources.
The author suggested that timely credit at a competitive cost, rising working capital requirements with elongation
of credit period would build trust and instill confidence among lenders and borrowers within and outside India.

Azad (2014) mentioned that most MSMEs have still encountered numerous challenges, especially during their
initial days. A common problem for most of them is the lack of capital and financial support from organized
lending institutions. The researcher also pointed out the adverse effect on the cost volume of funds and financial
statements of SME companies exerted by the highlighted problem.

1.2. Articles published in national journals

A research article by Laha (2014) is an effort to shed light on inter-state variations in access to credit to promote
entrepreneurial activity in India. The study highlights the lending practices of banks to extend their services to
unbanked areas, and priority sector lending is the priority area in supplying finance to MSME:s.

Srinivas (2014) pointed out that the Government is continuously supporting MSME:s for their magnification and
development. At present, bank lending to MSME:s is one of the traditional and trusted ways to finance business.
In this context, Canara Bank plays a significant role in providing finance to MSMEs that is commendable and
worthwhile.
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Ramadevi and Reddy (2014) highlight the role of MSMEs in the development of the national economy, and of
no small importance here is continuous entrepreneurial development. The article addresses the issues relating to
MSMEs. Intending to utilize the solution for these issues effectively, the paper suggests encouraging a large num-
ber of young entrepreneurs to participate in the Nation Building Task. This is an area of significant concern in
India’s development agenda.

Uma (2013) states that industrialization is an effective tool for solving the problems of economic and social prog-
ress in developing countries of the world. This could be achieved through accelerate industrial magnification and
helps in the development of the economy.

Garg and Garg (2014) state that MSMEs with lower investment prove to be the second largest employment provid-
er, next to the agriculture sector. They occupy a significant position in the Indian economy. This article is focused
on the significant magnification of MSMEs over a period of time and their major contribution, employment, and
export in the Indian economy. The authors conclude that encouragement to MSMEs by preparing a proper busi-
ness plan of action with effective implementation is necessary to take proper care of the Indian economy.

Chandraiah, Vani’s study (2014) reveals that the highest constituents in the whole industrial sector are MSME:s.
This sector not only meets economic objectives like contributions, industrial output, and exports but also rep-
resents a social objective for millions of people across the country. The MSM sector in India acts as a power and
spirit of economic magnification in the 21st century. This paper analyzes the definition of MSMEs as per MSME
Act 2006. It also addresses the performance and Government policies towards the promotion and development
of MSME:s.

Jaswal (2014) declares that many MSMEs face constraints which emerge in their day to day business. The most
critical problems are competitions, impassable infrastructure facilities, and access to finance. MSMEs also face
the issues of acquiring assets like plant and machinery, equipment, raw materials, and others due to insufficient
funding.

Natha and Verma (2014) reveal that entrepreneurship is considered a significant factor for the development of
the economy. This paper suggests that to strengthen the economy through entrepreneurial development, the
Government should undertake several measures regarding combatting corruption, easy accessibility of finance,
less procedure and regulations in financial schemes, and develop infrastructure.

A technical paper by Nishanth and Zakkaria (2014) highlights various constraints of MSME:s such as insufficient
funding, issues, and challenges in marketing and distributions of goods and services, a conventional method of
productions, scarcity in supply of raw materials. These constraints differ from one sector to another. The barri-
ers can be reduced through initiating action by the Government and commercial banks in supplying finance and
other facilities.

1.3. Articles published in international journals

Zulkifli (2010) points out that SMEs contribute towards the economic development and stability of a nation. The
article focuses on the role played by the National SME Development Council (NSDC) in assisting SMEs through
providing financial support in the form of soft loans, equity loans, guarantee schemes, tax incentive schemes, and
venture capital. The Council acts as an apex body to formulate strategic policies, guidelines and coordinate for the
development of SMEs.

Jahanshahi, Nawaser, Khaksar, and Kamalian (2011) envisaged the contribution made to the country’s employ-
ment generation by MSMEs. The authors emphasized the Government’s role in the effective implementation of

strategic policies by using an integrated policy approach for the promotion and development of MSMEs.

Steen, Pinar, and Hooming (2013) point out that in developing countries, around 90% of the formal and infor-
mal MSME:s face the challenge of accessing finance and overdraft facilities from banks and financial institutions.

’| 4 http://dx.doi.org/10.21511/ed.19(3).2020.02
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Given this, the study highlights the need for intervening both policymakers and the private sector at different lev-
els to try to encourage good banking services, higher deposit rates, and greater accessibility of capital for MSMEs.

2. AIMS

The main aims of this research are as follows: to investigate how MSMEs work in India and their contributions to
GDP, to interpret the suggestions for MSMEs in India, to identify the prospects for MSMEs in the magnification
and development of India, to determine and investigate the challenges and problems faced by MSMEs.

3. METHODS

This study relies on secondary sources and secondary data collected from the relevant publications issued by the
Ministry of Micro, Small and Medium Enterprises (MSMEs), India, various articles and books, etc.

4. GENERALIZATION OF THE MAIN STATEMENTS

India is known for its unique cultural dimensions, which may have an impact on the functioning of societies,
groups, individuals, and businesses. Cultural practices and people’s aspirations are influenced by religion. Values
are formed based on interacts. MSMEs represent an Indian perspective.

MSME:s offer a wide range of products and varieties. These industries also contribute to large-scale production.
They act as a complement to the large-scale industry.

Table 1 provides MSME:s classification based on their capital invested.

Table 1. MSME:s classification based on their capital invested

Source: MSME Annual report.

Enterprises : Micro-small : Small : Medium : Remarks
: : i Above Rs. 25 lakh upto i Above Rs. 5 crore upto :lInvestmentin plant and
Manufacturing sector Up tq RSZS Lakh 3 :Rs.5crore :Rs.10crore :machinery
Service sector :Up to Rs. 10 Lakh : Above Rs. 10 lakhs up to : Above Rs. 2 crore up to i Investment in equipment

Rs. 2 crore iRs. 5 crore

India’s investment in MSMEs has shown an increasing trend over the years.

Figure 1 depicts the distribution of rural and urban MSME:s in a percentage share throughout the country. The
share of rural MSME:s is 49% and of urban MSMEs - 51%.

http://dx.doi.org/10.21511/ed.19(3).2020.02 ’|5
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Percentage share of rural and urban MSMEs in Country

W rural MSMEs
B Urban MSMEs

Source: MSME Annual Report (State-wise estimated number of MSMEs).

Figure 1. A percentage share of rural and urban MSME:s in throughout the country

Table 2 shows figures for the total share of MSME:s in the economy with regard to GDP. As per 2011 to

2017, the percentage share is continuously declining every year.

Table 2. Total share of MSMEs in the economy with regard to GDP

Source: Central Statistics Office (CSO), Ministry of Statistics and Programme Implementation.

Figures in Rs. Crores adjusted for FISIM’ at current prices

Year MSME GVA Growth (%) Total GVA Shﬁ,’g%"f&""E Total GDP  MSME 15 GDP

o) oo)

20112012 2.622,574 —_— 8106946 3235 8.736,329 30.00

2012-2013 3.020,528 1517 9202602 28

2013-2014 3.389,922 12.23 10.363,153 32.71

2014-2015 3.704,956 920 . 1504279 3221

2015-2016 4,025,595 865 12,566,646 3203

2016-2017 4.405,753 9.44 13.841,591 31.83 15.253,714 28.90

Table 3 shows the distribution of enterprises in rural and urban areas.

Table 3. Distribution of enterprises in rural and urban areas

Source: MSME Annual Report (State-wise estimated number of MSMEs).

Sector Micro Small Medium Total Share %
Rural ‘ 324.09 ] 0.78 ‘ 0.01 ] 32488 ‘ 51
Urban 306.43 2.53 0.04 309.00 49

All 630.52 3.31 0.05 633.88 100
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5. DISCUSSION

Despite the vital role played by MSMEs in industrial development, MSMEs meet various challenges. They include
the following:

1. Shortage of adequate capital and credit.

One of the biggest challenges, which presents the magnification of MSMEs in our country, is inadequate capital
and credit facilities. There is no easy access to loans in the banks. Many banks identify this situation as a crucial
reason for the industrial exhaustion of this sector. The position of affairs is complicated with the difficulties in
collaterals caused by the banks as well as cumbersome sanction procedures and delays in providing loans.

2. Shortage of infrastructural facilities.

There are many shortcomings in the infrastructure and inadequate support facilities in addition to insufficient
access to the main facilities like water, power supply, road/rail connectivity, etc. This affects the MSME sector
adversely.

3. Insufficient access and marketing linkages.

Due to necessitous marketing facilities and no Government support, the shortage of adequate marketing infra-
structure/network facilities continues to be a great challenge for MSME:s to sell their products in the market.

4. Shortage of skilled workers.

The shortage of skilled workforce at opportunity cost is a challenge for MSMEs in our country. This occurs due to
a lack of training and development.

5. Shortage of upgraded technology.

Most industries require advanced technologies for their operations in productions, whereas Indian MSMEs act
in the conditions of low technology development. This results in low productivity, and they fail to face competi-
tion. MSME:s should focus on enhancing productivity and quality as well as building new technology for overall
transformation.

6. SUGGESTIONS

Although the performance has increased over time, still various positions should be followed. Let us consider
some suggestions for MSMEs:

1. Easy financial assistance.

Many industries require the latest technologies in production. MSME:s face a shortage of technology, which re-
sults in declining productivity. They fail to face competition. MSMEs should focus on increasing production and
the quality of products.

2. Providing infrastructural and support facilities.

The infrastructure facilities, like power, the supply of raw material, road, electricity, rail, etc., do not reach a suf-
ficient level. These problems require solving. Alternative sources of energy should be applied. The overall devel-
opment of enterprises is necessary.

3. Creation of passable marketing.

The production activity should be increased. This will create a better market. The Government of India should
develop policies regarding MSME:s.

4. Skill development and capacity building.

Some substantial steps are required for skill development. Various training institutes may be opened for the train-
ing of entrepreneurs and workers that engage them in different activities.

5. Access to modern tools and technology.

http://dx.doi.org/10.21511/ed.19(3).2020.02 ’| 7
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MSME:s today need to adopt various quality parameters as per international standards. Technologies should be
replaced and updated by the adoption of modern methods. The latest tools and technology for increased produc-
tivity and quality will provide a competitive market.

CONCLUSION

Over the years, MSMEs have achieved the highest significance by contributing to employment generation and ru-
ral industrialization. MSMEs possess enough potential in economic development like “Make in India”. This sector
has given resilience to sustain itself on the strength and by infusion of new technologies, capital, and innovative
marketing strategies.

Appropriate strategies should enter the ecosystem where these enterprises can access the benefits and are further
capable of meeting the emerging challenges of a globally competitive order. We should focus more on these short-
comings as this is the most emerging sector of the developed economy.
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