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 Micro, Small, and Medium Enterprises (MSMEs) are a vital pillar of the 

Indian economy, contributing considerably to employment generation, 

industrial output, exports, and inclusive economic development. This 

study examines the performance of MSMEs in India and identifies the 

major challenges affecting their progress and sustainability. The findings 

indicate that the MSME sector has demonstrated considerable resilience 

and growth, supported by government initiatives such as the Udyam 

Registration portal, Pradhan Mantri Mudra Yojana (PMMY), Credit 

Guarantee Fund schemes, and the Make in India and Digital India 

programs.   The research highlights the need for policy measures that 

simplify credit access, strengthen digital adoption, boost the 

infrastructure, encourage innovation and technology advancement, 

enhance skill development, and ensure timely payments to MSMEs. 

Strengthening these areas will improve the competitiveness and long-

term sustainability of the MSME sector. Targeted reforms and 

institutional support are essential to unlock their full potential and 

enhance their contribution to national development. 
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Introduction 

Micro, Small, and Medium Enterprises (MSMEs) constitute one of the most significant pillars of the 

Indian economy, playing a vital role in industrial development, employment generation, entrepreneurship 

promotion, and balanced regional growth. The MSME sector is widely recognized as the backbone of 

India’s economic structure because of its substantial contribution to manufacturing output, exports, and 

Gross Domestic Product (GDP). With millions of enterprises operating across manufacturing, services, and 

trading activities, the sector provides livelihoods to a large segment of the population, particularly in rural 

and semi-urban areas. Its relatively low capital requirement, flexibility, and capacity for innovation make 

MSMEs a crucial driver of inclusive and sustainable economic development. 

Over the past decade, the MSME sector has experienced significant transformation due to economic 

reforms, digitalization, financial inclusion initiatives, and government support programs. Policy measures 

such as the Make in India initiative, Digital India, the Atmanirbhar Bharat package, and the revised 

MSME classification have aimed to strengthen the competitiveness and resilience of enterprises. 

Additionally, improved access to formal finance through schemes such as the Pradhan Mantri Mudra 

Yojana (PMMY), the Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE), and 

emergency credit support measures has expanded opportunities for enterprise growth and modernization. 

This study, titled “Performance Assessment and Challenges of MSMEs in India: A 

Comprehensive Analysis,” seeks to examine the overall performance of the MSME sector in India and 

analyze the major challenges affecting its growth and competitiveness. The study relies primarily on 

secondary data collected from government reports, the Ministry of MSME, Reserve Bank of India (RBI), 

National Statistical Office (NSO), NITI Aayog publications, industry reports, and other reliable institutional 

sources. Through a comprehensive analytical approach, the study evaluates trends in enterprise growth, 

employment generation, output contribution, credit access, and policy support mechanisms while critically 

examining the key structural challenges confronting the sector. 

Literature Review 

The Micro, Small and Medium Enterprises (MSME) sector has attracted significant academic and 

policy attention due to its crucial role in economic development, employment generation, and industrial 

growth. Various researchers have examined the performance, challenges, and opportunities associated with 

MSMEs, particularly in developing economies like India. 
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Several studies highlight the economic importance of MSMEs. A systematic literature review by Shaikh 

and Mandiwala emphasizes that MSMEs contribute substantially to employment generation, productivity, 

and export growth, thereby acting as a key driver of economic development. The study also points out that 

MSMEs support entrepreneurship and innovation, especially in rural and semi-urban areas.  

1. Patel and Tripathi (2022) identify MSMEs as a pillar of industrial development, contributing to GDP 

growth, regional development, and economic diversification. Their research underscores that 

MSMEs play a critical role in achieving inclusive growth by creating employment opportunities 

across various sectors.  

2. A significant body of literature focuses on the challenges faced by MSMEs. Singh and Sharma 

(2024), in their systematic review, identify multiple structural constraints such as inadequate 

infrastructure, limited access to finance, technological backwardness, and lack of managerial skills. 

These challenges hinder productivity and limit the competitiveness of MSMEs in both domestic and 

global markets.  

3. Further, Ahamed (2023) examines the opportunities and constraints in the MSME sector, 

highlighting that while MSMEs contribute significantly to employment and income generation, they 

struggle with issues like regulatory compliance, marketing inefficiencies, and lack of skilled 

manpower. The study suggests that overcoming these challenges requires policy reforms and 

improved access to technology and finance.  

4. Endris and Kassegn (2022) highlight that MSMEs play a vital role in achieving economic and social 

development goals, including poverty reduction and employment generation. However, similar 

challenges such as financial constraints and limited technological capabilities persist across countries.  

Despite the extensive research on MSMEs, there are notable research gaps. Existing studies largely 

focus on general challenges and contributions, with limited attention to emerging areas such as digital 

transformation in rural MSMEs, the role of fintech in improving financial access, and the impact of policy 

implementation at the grassroots level. Additionally, there is a lack of empirical studies that integrate 

technological, financial, and policy dimensions into a unified analytical framework. 

Objectives of the Study 

The following objectives have been framed for the present study 

1. To analyze the contribution of MSMEs to the Indian economy  

2. To evaluate the performance of MSMEs in terms of growth and output  
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3. To identify key challenges faced by MSMEs  

4. To assess government policies and initiatives  

5. To suggest measures for improving MSME performance  

Research Methodology: This study is based on secondary data collected from News papers, Government 

reports, Research journals, Economic surveys and Published articles. The research uses a descriptive and 

analytical approach to interpret data and draw conclusions. 

Contribution of MSMEs to the Indian Economy 

1. Contribution to GDP: MSMEs contribute approximately 30% to India’s Gross Domestic Product (GDP), 

making them a significant driver of economic growth. Their contribution reflects their widespread presence 

across sectors. 

2. Employment Generation: MSMEs are the second-largest employer after agriculture, providing 

employment to over 11 crore people. They play a vital role in reducing unemployment and poverty. 

3. Industrial Output: The sector contributes nearly 45% of total manufacturing output, supporting industrial 

expansion and diversification. 

4. Export Contribution: MSMEs account for around 40% of India’s exports, contributing significantly to 

foreign exchange earnings. 

5. Regional Development: MSMEs promote industrialization in rural and backward areas, reducing regional 

disparities and supporting balanced development. 

Growth and Development of MSMEs 

The MSME sector has shown steady growth due to: 

a. Government initiatives such as Make in India: The Make in India initiative, launched in 2014, aims 

to promote manufacturing, attract investment, encourage innovation, and create employment 

opportunities. For MSMEs, the initiative has improved access to government procurement, 

infrastructure development, skill enhancement programs, and manufacturing support.  

b. Expansion of digital platforms and e-commerce: The rapid growth of digital platforms and e-

commerce has created significant opportunities for MSMEs to expand their market reach beyond 
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local boundaries. Online marketplaces such as Amazon, Flipkart, Government e-Marketplace 

(GeM), and social commerce platforms have enabled small businesses to sell products directly to 

consumers across India and internationally.  

c. Increased access to credit through financial inclusion schemes: Financial inclusion initiatives have 

improved MSME access to formal credit, which is essential for business expansion and 

modernization. Government schemes such as the Pradhan Mantri Mudra Yojana (PMMY), Credit 

Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE), and emergency credit support 

programs have expanded lending to small businesses. Digital banking, Jan Dhan accounts, UPI, and 

fintech-based lending have made credit more accessible and faster for many entrepreneurs.  

     The introduction of online registration systems and digital lending platforms has simplified business 

processes and improved transparency. 

SWOT Analysis of MSMEs 

Strengths 

 Low capital requirement  

 High employment generation  

 Flexibility in operations  

 Wide geographical presence  

Weaknesses 

 Limited access to finance  

 Outdated technology  

 Poor marketing strategies  

 Lack of skilled workforce  

Opportunities 

 Growth in digital economy  

 Export expansion  
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 Government support schemes  

 Startup ecosystem  

Threats 

 Competition from large firms  

 Global market uncertainties  

 Regulatory challenges  

 Supply chain disruptions  

Challenges Faced by MSMEs 

1. Lack of Finance: Access to timely and adequate credit remains a major challenge. ManyMSMEs depend 

on informal sources due to strict lending norms. 

2. Delayed Payments: Delayed payments from buyers affect cash flow and working capital, leading to 

operational difficulties. 

3. Technological Constraints: Limited adoption of modern technology reduces productivity and 

competitiveness. 

4. Infrastructure Issues: Inadequate infrastructure such as transportation and power supply affects efficiency. 

5. Marketing and Competition: MSMEs face difficulty in marketing their products and competing with large 

enterprises. 

Government Initiatives for MSMEs 

The Government of India has implemented various schemes to support MSMEs: 

 Prime Minister Employment Generation Programme (PMEGP)  

 Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE)  

 Mudra Loan Scheme  

 Udyam Registration Portal  



The Academic                                                                                         Volume 4 | Issue 8 | August 2026 

Dr. Bairi Srinivas, Dr. D. Harikanth                                                                                                  Page | 103 

 Make in India Initiative  

These initiatives aim to improve access to finance, promote entrepreneurship, and enhance 

competitiveness. 

Case Example 

A small textile MSME in India adopted digital marketing and e-commerce platforms to expand its 

market reach. By using online platforms, the enterprise increased its sales and improved profitability. This 

demonstrates the potential of digital transformation in enhancing MSME performance. 

Recommendations 

1. Improve Access to Finance 

a. Simplify loan procedures: Simplifying loan procedures is essential for improving MSMEs’ access to 

formal finance. Easier loan procedures encourage more MSMEs to access institutional finance, 

improve working capital availability, and support business expansion and modernization.  

b. Expand credit guarantee schemes: Expanding credit guarantee schemes can significantly enhance 

financial access for MSMEs, especially micro and first-time entrepreneurs who lack adequate 

collateral.  

2. Promote Digitalization 

a. Encourage use of e-commerce platforms  

b. Provide digital training  

3. Strengthen Infrastructure 

a. Develop industrial clusters  

b. Improve transportation and logistics  

4. Skill Development 

a. Provide training programs for workers  

b. Encourage innovation and entrepreneurship  
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5. Policy Reforms 

a. Ensure timely payments  

b. Simplify regulatory procedures  

Future Prospects 

The future of MSMEs in India is promising due to: 

a) Rapid digital transformation: MSMEs are increasingly adopting digital technologies such as online 

payments, cloud computing, e-commerce platforms, and digital marketing. This transformation improves 

operational efficiency, expands customer reach, and enhances business competitiveness. 

b) Growing domestic and international markets: Rising consumer demand within India and increasing 

opportunities in global markets have created new growth prospects for MSMEs. Improved trade 

connectivity and access to online marketplaces have enabled small businesses to reach a wider customer 

base. 

c) Government support and policy reforms: Government initiatives such as the Udyam Registration portal, 

Pradhan Mantri Mudra Yojana (PMMY), Credit Guarantee schemes, Make in India, and Digital India have 

strengthened the MSME ecosystem.  

Conclusion 

MSMEs play a crucial role in India’s economic growth by generating employment, promoting 

industrial development, and contributing significantly to GDP and exports. The study shows that the sector 

has made notable progress with the support of government initiatives and digitalization. However, 

challenges such as limited access to finance, technological constraints, infrastructure gaps, delayed 

payments, and market competition continue to affect its performance. Strengthening financial support, 

technology adoption, skill development, and policy implementation is essential to improve the 

competitiveness and sustainability of MSMEs. Overall, MSMEs remain a key driver of inclusive and 

sustainable economic development in India. 
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