
INTERNATIONAL JOURNAL OF NOVEL RESEARCH AND DEVELOPMENT (IJNRD) 
© 2026 IJNRD | Volume 11, Issue 10, October 2026 | ISSN: 2456-4184 | IJNRD.ORG 

 

IJNRD2610051 IJNRD - International Journal of Novel Research and Development (www.ijnrd.org) 

 

 

a467 

Driving Inclusive Growth: MSMEs and India’s 

Economic Progress 

Dr Bindhya M.S Associate Professor, P.G Department of Commerce, Milad-E-Sherief Memorial College, 

Kayamkulam, Alappuzha, Kerala 

Abstract: 

 Micro, Small, and Medium Enterprises (MSMEs) constitute a fundamental pillar of India's    economic 

framework, making substantial contributions to employment creation, gross domestic product expansion, 

industrial production, and international trade. This examination investigates the capacity of the MSME 

sector to facilitate the development of a robust and equitable Indian economy. The analysis addresses the 

conceptual underpinnings of MSMEs' significance in fostering economic advancement, evaluates 

contemporary policy reforms and governmental programs, and identifies prevailing obstacles. Through 

comprehensive analysis of both qualitative and quantitative evidence, this research demonstrates that 

advancing the MSME sector can facilitate balanced economic expansion, mitigate geographical inequalities, 

and stimulate technological advancement. The study concludes by presenting strategic policy 

recommendations designed to augment sectoral productivity, strengthen competitive positioning, and 

facilitate participation in international commercial networks. 
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INTRODUCTION 

Micro, Small, and Medium Enterprises (MSMEs) constitute an essential component in advancing India's 

economic and social progress. As a remarkably dynamic and robust sector, MSMEs generate substantial 

employment opportunities, facilitate export expansion, and promote inclusive development. According to 

data from the Ministry of MSME, this sector accounts for approximately 30% of India's Gross Domestic 

Product and provides employment to more than 110 million individuals. In light of India's strategic objective 

to attain a $5 trillion economy, the reinforcement of the MSME sector is imperative to accelerate economic 

growth, stimulate innovation, and guarantee balanced development. This paper examines the significant 

influence of MSMEs on India's economic landscape, with particular attention to the sector's potential 

opportunities, existing challenges, and requisite policy considerations. 

THEORETICAL FRAMEWORK 

The contribution of Micro, Small, and Medium Enterprises (MSMEs) to economic transformation can 

be examined through multiple economic frameworks. According to Schumpeterian Theory of Innovation, 

smaller enterprises demonstrate greater adaptability and inventive capacity, functioning as instruments of 

creative destruction that propel technological progress. The Dual Economy Model, as articulated by Lewis, 

emphasizes the progression from conventional agricultural systems toward contemporary industrial 

structures, wherein MSMEs function as intermediaries facilitating workforce integration and comprehensive 

economic restructuring. Endogenous Growth Theory identifies knowledge creation, technological 

innovation, and development of human capital as fundamental determinants of sustained economic 

expansion—characteristics that are naturally embedded within a dynamic MSME ecosystem. These 

theoretical perspectives establish the critical significance of MSMEs as driving forces for innovation, job 

creation, and enhancement of productive capacity within emerging economies such as India. 
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NEED FOR THE STUDY 

This investigation is driven by the critical imperative to evaluate and amplify the role of Micro, Small, and 

Medium Enterprises in India's economic evolution, particularly following the COVID-19 pandemic. Given 

the disruption of supply chain networks, shifts in consumer preferences, and the emergence of novel 

technologies, these enterprises require substantial adaptation and innovation to sustain their competitive 

position. The research endeavors to uncover strategic approaches and institutional policy modifications that 

will fortify the MSME sector and guarantee its coherence with India's macroeconomic development targets. 

LITERATURE REVIEW 

Micro, Small, and Medium Enterprises (MSMEs) make substantial contributions to employment 

generation, economic growth, poverty reduction, and regional development in India (Chaudhary & Sharma, 

2015). According to the Ministry of MSME (2020), the sector contributes about 30% of India’s GDP and 

provides employment to over 111 million people. MSMEs also serve domestic markets and contribute 

nearly 48% of total exports (Raj, 2019). They promote rural development, improve living standards, support 

economic diversification, and reduce regional disparities by establishing enterprises in less-developed areas 

(Singh, 2020; Kumar & Gupta, 2021). Their role in industrial development, innovation, exports, and sectoral 

diversification makes them important drivers of economic transformation (Singh & Sharma, 2019). 

Despite their importance, MSMEs face significant challenges, particularly limited access to finance, 

technology, skills, and markets. Inadequate collateral and creditworthiness restrict institutional credit and 

investment in modern machinery and expansion (RBI, 2020; Chakrabarty, 2017). Limited technological 

adoption reduces productivity, especially among rural enterprises affected by weak digital infrastructure and 

inadequate skills (Bhatia, 2019; Gupta, 2020). Market access is also constrained by weaknesses in branding, 

marketing, and international business capabilities (Srinivasan, 2018). 

Government initiatives such as the MSME Development Act, 2006, PMEGP, MUDRA Yojana, 

CGTMSE, Digital MSME Scheme, and CHAMPIONS portal aim to strengthen finance, employment, 

technology, and grievance resolution. However, limited awareness and implementation gaps remain, 

particularly in rural areas (Kohli, 2020; Bansal, 2021; Mishra, 2021). 

Regional disparities persist, with states such as Maharashtra, Tamil Nadu, and Gujarat benefiting from 

stronger ecosystems, while northeastern states face greater constraints (Bhatt & Sood, 2019). Strengthening 

finance, technology, skills, and market access can enhance MSMEs’ contribution to sustainable and 

inclusive economic growth. 

OBJECTIVES OF THE STUDY 

1. To assess the present impact of MSMEs on India's gross domestic product, workforce participation, 

and international trade activities. 

2. To pinpoint the primary obstacles encountered by MSMEs in obtaining financial resources, 

technological capabilities, and market access. 

3. To analyze existing governmental initiatives and assistance frameworks designed to facilitate MSME 

expansion and development. 

4. To propose actionable strategies for strengthening the operational efficiency, competitive advantage, 

and sustainability of MSMEs throughout India. 
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RESEARCH METHODOLOGY 

This research adopts a qualitative and descriptive methodology utilizing secondary data sources. Secondary 

data sources encompass the following: 

1. Official government documentation (Ministry of Micro, Small and Medium Enterprises, Reserve Bank 

of India, National Institution for Transforming India) 

2. Publications from prominent industry organizations (Confederation of Indian Industry, Federation of 

Indian Chambers of Commerce and Industry, Associated Chambers of Commerce and Industry of 

India) 

3. Peer-reviewed academic literature and scholarly working papers 

4. Renowned international statistical repositories (World Bank, International Monetary Fund, 

Organisation for Economic Co-operation and Development) 

The collected data undergoes comprehensive analysis to identify emerging patterns, evaluate the 

effectiveness of policy interventions, and assess the operational performance of micro, small, and medium 

enterprises across diverse industrial sectors and geographic regions. 

RESULTS AND DISCUSSION 

Micro, Small, and Medium Enterprises (MSMEs) constitute a fundamental pillar of the Indian economy, 

contributing approximately 30% of GDP, 48% of exports, and employment to more than 111 million people 

across metropolitan, rural, and semi-urban regions. With over 63 million enterprises operating in organized 

and unorganized sectors, MSMEs make substantial contributions to industrial production, innovation, 

entrepreneurship, and employment. 

MSMEs are India’s second-largest employment sector after agriculture. Their labour-intensive nature 

enables them to absorb surplus labour from rural and semi-urban areas, thereby reducing unemployment and 

underemployment. Their GDP contribution arises from diverse sectors, including manufacturing, trade, 

services, and information technology-enabled services. 

MSMEs account for approximately 45% of manufacturing output and operate across industries such as 

textiles, food processing, pharmaceuticals, and engineering. Their flexibility, adaptability, and relatively low 

capital requirements enable them to respond effectively to changing market conditions. They also account 

for nearly 48% of exports, particularly through products such as apparel, leather goods, sports equipment, 

processed foods, and handicrafts, contributing to foreign exchange earnings. 

The sector promotes balanced regional development by establishing enterprises in rural, semi-urban, and 

economically disadvantaged areas. This distribution of economic activity reduces regional disparities and 

encourages rural entrepreneurship. MSMEs also stimulate innovation through specialization and rapid 

adaptation, supporting grassroots entrepreneurship among youth and economically disadvantaged groups. 

They contribute to financial inclusion by connecting underbanked populations with microcredit, cooperative 

structures, self-help groups, and digital financial services. 

Furthermore, MSMEs form an essential part of extensive supply chains by providing components, services, 

and support to major industries such as automobiles, electronics, and retail. Despite their significance, many 

enterprises remain informal, undercapitalized, and technologically outdated, limiting productivity and 

expansion. 
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Overall, MSMEs are critical to employment generation, industrialization, innovation, exports, financial 

inclusion, and equitable development. Strengthening access to finance, technology, markets, skills, and 

supportive policies can unlock their potential and accelerate India’s progress toward a $5 trillion economy. 

CHALLENGES FACED BY MSMEs IN INDIA 

Although Micro, Small, and Medium Enterprises (MSMEs) constitute a fundamental component of 

India's economic framework and make substantial contributions to gross domestic product, workforce 

participation, and international trade, they encounter numerous structural and functional obstacles that 

impede their expansion and competitive positioning. These impediments may be classified into four primary 

categories: financial constraints, infrastructural deficiencies, regulatory burdens, and human capital 

limitations. 

a. Limited Access to Finance 

The procurement of reasonably priced and expeditious financial services constitutes a principal obstacle 

confronting micro, small, and medium enterprises. Numerous MSMEs encounter substantial difficulties in 

obtaining bank financing due to insufficient formal documentation and established credit records, as 

conventional banking institutions typically classify them as elevated-risk borrowers, thereby imposing 

elevated interest rates or demanding substantial collateral. Furthermore, protracted payment cycles from 

major corporations and governmental entities exacerbate their working capital constraints. 

b. Inadequate Infrastructure 

Micro, small, and medium-sized enterprises frequently function in regions characterized by inadequate 

physical and digital infrastructure. The absence of dependable electrical supply, transportation networks, and 

manufacturing facilities substantially elevates operational expenses. Furthermore, digital connectivity 

remains insufficient across numerous rural and semi-urban regions, thereby impeding the adoption of 

electronic commerce and technological solutions. 

c. Regulatory Burden and Compliance Issues 

The intricate framework of regulatory requirements contributes to operational challenges: Micro, Small, and 

Medium Enterprises must adhere to numerous legislative requirements encompassing taxation, employment 

standards, environmental protection, and related domains, presenting considerable difficulties for 

organizations lacking specialized legal resources. Continuous modifications to regulatory policies, such as 

those affecting the Goods and Services Tax system, generate uncertainty and create substantial obstacles to 

compliance, particularly for micro and small-scale operations. 

d. Technological Obsolescence 

Numerous micro, small, and medium enterprises encounter considerable challenges in maintaining 

alignment with rapid technological evolution. Constrained financial resources impede the acquisition of 

contemporary equipment and the implementation of streamlined manufacturing processes. The availability 

of institutional assistance for the integration of Industry 4.0 frameworks, mechanization systems, and 

technological infrastructure remains inadequate. Workforce Competency Deficiencies 
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e. Market Access and Competition 

The expansion into larger markets continues to present significant obstacles for micro, small, and medium-

sized enterprises. These organizations encounter considerable competitive disadvantages when positioned 

against established large corporations, primarily attributable to diminished brand visibility, insufficient 

economies of scale, and constrained marketing capabilities. Furthermore, their restricted involvement in 

international value chains substantially limits their capacity to pursue export-oriented growth opportunities. 

f. Impact of Informality 

A substantial percentage of micro, small, and medium-sized enterprises function within the informal 

economy, which consequently restricts their capacity to obtain formal financial services and governmental 

assistance programs. Furthermore, the informal operational framework diminishes the motivation for these 

enterprises to expand their scale or enhance their professional standards. 

g. Policy Implementation Gaps 

While numerous government initiatives have been established to support micro, small, and medium 

enterprises—including programs such as MUDRA loans and CGTMSE—their execution across regions 

remains inconsistent. Administrative bottlenecks, insufficient public knowledge, and limited promotional 

efforts frequently obstruct MSMEs from accessing the benefits these programs are designed to provide. 

Should these obstacles persist without intervention, they risk compromising the sector's capacity to drive 

India's sustained economic advancement. A comprehensive strategy encompassing financial accessibility, 

regulatory streamlining, physical and digital infrastructure enhancement, and workforce development is 

essential to strengthen MSMEs and realize their complete economic contribution. 

GOVERNMENT POLICIES AND SUPPORT MECHANISMS 

The government has implemented a comprehensive array of initiatives designed to strengthen the MSME 

sector, encompassing the following components: Credit Facilitation: Programs such as the MUDRA Yojana, 

Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE), and Emergency Credit Line 

Guarantee Scheme (ECLGS) have substantially enhanced liquidity accessibility for numerous MSMEs, 

particularly throughout the COVID-19 pandemic period.Technology and Skill Development: The 

Technology Centre Systems Programme (TCSP) and Skill India initiative function to augment MSME 

competitiveness through advanced technical training and comprehensive capacity building endeavors. The 

Udyam Registration portal and CHAMPIONS platform have streamlined the registration process, facilitated 

grievance redressal mechanisms, and enhanced information dissemination, thereby advancing formalization 

and operational transparency. Through the MSE-CDP (Micro and Small Enterprises – Cluster Development 

Programme), the government actively promotes the establishment of shared facility centers and 

infrastructure modernization to elevate productivity and realize economies of scale.Notwithstanding these 

strategic interventions, notable implementation deficiencies continue to manifest. Numerous schemes 

encounter challenges including insufficient stakeholder awareness, administrative complexities, and 

inadequate distribution mechanisms at the operational level. Additionally, unregistered informal enterprises 

frequently remain marginalized from formal support frameworks owing to insufficient registration 

documentation or restricted digital infrastructure access. 

The examination further reveals considerable geographic variations in MSME performance, wherein states 

such as Maharashtra, Tamil Nadu, Gujarat, and Karnataka demonstrate superior performance regarding 

industrial production and export competitiveness, whereas states situated in eastern and northeastern regions 

of India experience comparatively lower performance levels. Additionally, sectoral variations are 
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apparent—manufacturing-focused MSMEs demonstrate limited expansion, whereas service-oriented and 

trade-based MSMEs have experienced accelerated development, primarily attributable to the expansion of 

digital commerce and fintech infrastructure. 

DISCUSSION 

The research findings demonstrate the significant capacity of Micro, Small, and Medium Enterprises 

(MSMEs) to catalyze inclusive economic development, create employment opportunities, and foster 

innovation throughout India. Nevertheless, capitalizing on this capacity necessitates a comprehensive, 

multifaceted approach that tackles underlying structural impediments, strengthens institutional frameworks, 

and encourages environmentally responsible methodologies. 

Government initiatives must transition from broad-based assistance toward strategic, focused interventions 

that prioritize digital transformation, enhancement of financial knowledge, and strengthening of market 

linkages. Reinforcing policy mechanisms at the state level and cultivating collaborative partnerships 

between public and private sectors can substantially enhance the productive capacity of MSMEs, 

particularly in regions experiencing slower economic performance. 

Significantly, as India pursues its objective of achieving a five-trillion-dollar economy, the formalization, 

digital modernization, and international engagement of MSMEs will constitute critical mechanisms for 

realizing a robust and equitable economic transformation. 

SUGGESTIONS AND RECOMMENDATIONS 

Streamline credit delivery through government initiatives such as MUDRA and CGTMSE while promoting 

venture capital, peer-to-peer lending, and fintech-based financing. Encourage financial institutions to adopt 

MSME-specific credit assessment and revenue-based lending instead of asset-dependent requirements. 

Develop integrated payment-tracking systems to ensure timely settlements from government and 

commercial buyers. Expand CLCSS and other incentives to promote technology adoption. Establish MSME 

technology parks and innovation centres with shared equipment, R&D facilities, and digital infrastructure. 

Strengthen collaboration with educational institutions and startups for affordable modernization. Expand 

MSME participation in GeM and digital commerce, organize trade exhibitions and B2B events, and provide 

training in branding, marketing, and export readiness. 

Allocate resources toward establishing industrial clusters and rural manufacturing zones equipped with 

advanced physical and technological infrastructure. Promote collaborative partnerships between public and 

private sectors to develop infrastructure specifically designed for MSME operational hubs. Emphasize 

supply chain optimization and storage facilities to minimize operational expenses and enhance business 

competitiveness. Streamline administrative requirements pertaining to employment regulations, fiscal 

obligations, and sustainability standards, particularly for micro and small-scale operations. Establish an 

integrated approval system for business registration, permits, and compliance inspections. Conduct periodic 

assessments and modifications to the MSME classification framework and associated incentives to account 

for economic adjustments, industry evolution, and contemporary market conditions. 

Incorporate specialized skill development curricula tailored to micro, small, and medium enterprises into 

established national initiatives such as Skill India and PMKVY. Facilitate collaborative partnerships 

between industrial sectors and academic institutions to deliver hands-on training and structured 

apprenticeship opportunities within MSME organizations. Establish financial and non-financial incentives 

for MSMEs that demonstrate commitment to employee training and professional development.Expand 

outreach initiatives and comprehensive awareness campaigns to guarantee that MSMEs, particularly those 
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operating in Tier-II and rural regions, possess adequate knowledge regarding accessible government 

schemes. Augment transparency and institutional accountability in scheme execution through 

implementation of real-time monitoring dashboards and effective grievance resolution systems. Promote 

state-level governments to formulate customized MSME assistance policies that leverage regional industrial 

comparative advantages and sectoral specializations. 

Encourage the registration and formalization of unregistered micro, small, and medium enterprises through 

the provision of fiscal incentives, streamlined regulatory requirements, and enhanced financial accessibility. 

Implement focused digital competency initiatives designed to facilitate the integration of informal business 

entities into digital infrastructure and electronic transaction systems. 

CONCLUSION 

Encourage the registration and formalization of unregistered micro, small, and medium enterprises 

through the provision of fiscal incentives, streamlined regulatory requirements, and enhanced financial 

accessibility. Implement focused digital competency initiatives designed to facilitate the integration of 

informal business entities into digital infrastructure and electronic transaction systems. 
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