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Micro, Small and Medium Enterprises (MSMEs) are 

the growth drivers of the Indian economy and play a 

critical role in the equitable socio-economic 

development of the nation. The contributions of the 

sector are essential for fulfilling the vision of 

Aatmanirbhar Bharat, i.e. creating an economically 

self-reliant nation. The COVID-19 pandemic, however, 

has adversely impacted the sector, and disrupted its 

growth. In this report, we will attempt to provide a 

roadmap to recovery for the sector and elaborate on 

an accountant's role in acting as a trusted advisor and 

guiding the sector to recovery and robust growth.
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The Micro, Small and Medium Enterprises (MSME) sector is rightly termed 
as the ‘backbone of the Indian economy’ driving sustainable economic 
growth, creating massive employment opportunities, and ensuring 
equitable socio-economic development of India.

As we battle the ongoing healthcare crisis of COVID-19, we are facing up to the reality of 
the global economic disruption that has ensued from the pandemic. At this crucial 
juncture, the need of the hour is an ecosystem that addresses the problems weighing 
down the MSME sector and empowers them to adapt, survive and thrive by being better 
prepared to navigate these challenges.  

In this report, we have provided a roadmap to recovery highlighting key available 
financial support, technological and skill development resources, and policy interventions 
undertaken by the Government of India to strengthen the sector, foster its 
entrepreneurial spirit and help it become globally competitive.

One thing is clear, that the MSME sector with its inherent agility and dynamism along 
with the supportive government policies which are already in place, is all set to overcome 
the current crisis. 

During these times, the role of an accountant becomes even more important as a trusted 
adviser that can guide MSME through this challenge to develop a robust business which 
acts ethically and responsibly.
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As the COVID-19 crisis continues to disrupt the global economy, it is time to 
focus on a comprehensive roadmap to recovery for the Indian MSME sector 
which has been severely impacted by the pandemic. 

India is the world's largest democracy, and home to a 
multitude of communities, cultures, and religions. The 
vibrant diversity that the country boasts of is also 
manifested in its diverse Micro, Small & Medium 
Enterprises (MSME) sector, which plays a pivotal role in 
India's socio-economic development. The sector has 
demonstrated tremendous growth potential in the past, 
and currently contributes 28.8%1 to India’s GDP, 33.4%2 of 
the manufacturing output and accounts for 45%1 of 
its exports.

In India, MSMEs also play a critical role in employment 
generation, by creating jobs for about 120 million2 people, 
employed in over 26 million enterprises producing over 
6,000 products 3. Since more than half of the 63.4 million2  
MSMEs in India are based out of rural areas, the sector 
also presents an opportunity to drive inclusive social 
growth and upliftment for economically underserved 
communities. Furthermore, MSMEs help nurture the 
entrepreneurial spirit of the nation, thereby achieving its 
vision of being a self-reliant economy in the near future.

Around the world, too, MSMEs are considered to be the 
backbone of the economy. 90% of businesses worldwide4 

are MSMEs, who also generate more than 50% of global 
employment4. 

The current situation has been worsened by the onslaught 
of the COVID-19 crisis, which has disrupted global 
businesses, triggering a massive economic downturn 
around the world. A decline in economic activities during 
subsequent lockdowns has threatened business continuity 
for many small businesses, making MSMEs one of the 
worst-hit sectors in the pandemic. While the existing 

challenges facing the sector have significantly worsened, 
new problems have cropped up, such as the need for 
adherence to social distancing norms, disrupted supply 
chains, increase in demand for online presence and digital 
payment facilities, a spike in cyber threat and travel 
restrictions.

In this report, we will examine the rapidly evolving MSME 
landscape in India providing a toolkit to help MSME 
charter their recovery. We will also focus on the regulatory 
support, and other efforts undertaken by the government 
to revive the sector and enable it to thrive. 
The first step to drive MSME revival is to help small 
businesses stay up-to-date on various government and 
regulatory reforms, stimulus packages, available funding 
sources, as well as growth opportunities for the sector. In 
the report, we have also included a handy checklist of 
recommendations for MSMEs to help them navigate their 
recovery roadmap emerging stronger and resilient.  

90% OF BUSINESSES 

WORLDWIDE ARE MSMES, 

WHO ALSO GENERATE 

MORE THAN 50% OF 

GLOBAL EMPLOYMENT. 
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The chapters in the report highlight the following:

MSME in India faces a credit gap of almost $380 billion5 , as per a World Bank 
estimate. Challenges are manifold, from increasingly risk-averse, traditional lending 
channels to lack of easy access to capital, from lack of awareness among small 
businesses about available finance products to high operating costs and more. The 
crisis has worsened under COVID-19, which has resulted in a global market 
slowdown. This chapter will offer an in-depth insight into the various financing 
options available to MSME, including asset-based finance, alternative debt, hybrid 
instruments, and equity. It will also discuss how accountants and SMPs can help 
MSMEs understand the complexities of available financial instruments, help them 
navigate the available opportunities, and facilitate access to credit.

MSME Financing: 
Gaps, 
Opportunities and 
the Changing 
Landscape  

The Indian MSME sector is not only an engine of economic growth, but it is also the 
key to meeting the goal of building a self-reliant nation. The Government of India has 
undertaken several efforts, through the Ministry of Micro, Small and Medium 
Enterprises to address the pressing challenges facing the sector, promote ease of 
doing business, and boost its economic revival. This chapter focuses on the critical 
initiatives undertaken by the Government to develop, support, and sustain the 
MSME sector. 

MSME Reforms: 
Government and 
Regulations

The MSME sector is an essential driver of socio-economic development worldwide 
and contributes significantly to the GDP and employment of countries, especially 
emerging economies. For all economies, the COVID-19 pandemic has significantly 
increased a country’s reliance on its MSME industry, but not all of them have a 
self-sufficient industry to sustain the demand adequately. In this chapter, we will 
focus on the following points, to analyze how governments around the world are 
introducing various support initiatives and helping the MSME sector survive the 
economic devastation of COVID-19 and emerge stronger and more sustainable.  

MSME Recovery: 
Global Responses 
and Resources for 
India

Transforming MSMEs into a stable and financially self-sustaining sector requires 
small businesses to leverage available growth opportunities and successfully adapt 
to the changing needs of the market. In this chapter, we will examine the 
opportunities that can help strengthen MSMEs by creating an ecosystem of 
innovation and collaboration. 
     Power of Collective Focus
     Internet as Equalizer
     Building on Niche
     Small can be Powerful
     Power of Collaboration “1+1=11”
     Strong DNA of Innovation

MSME Growth: 
Prospects and 
Opportunities
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Stay updated on available MSME �nancing opportunities and growth prospects.

  Checklist for MSMEs:

Checklist
     Register for GST to enable cash flow based financing
     Leverage TReDS
     Opt for NBFC Financing including Fintech NBFCs
     Explore asset-based financing, alternative debt, hybrid instruments and 
     equity infusions
     Assess the available financial products for MSMEs for potential benefits as well 
     as drawbacks

Understand the critical 

challenges of MSME 

financing and analyze 

the available resources 

to obtain easy credit in 

India.

MSME Financing: 
Gaps, 
Opportunities and 
the Changing 
Landscape

Register your enterprise as an MSME under the MSMED Act
Register your enterprise on the Government e-Marketplace (GeM) portal that 
provides a single platform for procurement of goods, services, and works
Assess various government initiatives that ensure timely provision of funds  
Understand the various measures undertaken by the government to ease the tax 
and regulatory burdens on MSMEs
Stay up-to-date on various schemes that encourage MSMEs to adopt more 
efficient technology and procure more tech-related licenses
Sign up for a ZED certification to benefit from zero defect and zero effect (ZED) 
practices in the manufacturing sector, and ensure continuous improvement of 
MSME quality standards 
Sign up for various training initiatives provided by national-level institutions namely 
the National Institute of Micro, Small and Medium Enterprises (NIMSME), Khadi 
and Village Industries Commission (KVIC), Coir Board, Tool Rooms, National Small 
Industries Corporation (NSIC) & Mahatma Gandhi Institute for Rural 
Industrialization (MGIRI) 
Study the impact of cluster development program adopted by the Ministry of 
MSME, Government of India (GoI) to improve the efficiency of MSMEs

Assess various 

government initiatives 

undertaken to promote 

sustainable growth for 

the MSME sector in 

India. 

MSME Reforms: 
Government and 
Regulations

Checklist

Learn about the reforms and stimulus packages introduced by governments 
around the world to boost the MSME industry and help the COVID-19 hit sector in 
their respective countries
Identify global forums established to fund and support MSMEs
Know more about new-age funding resources available in India and review their 
pros and cons

There are many global 
resources available to 
support MSMEs by 
boosting cash flow into 
the liquidity-starved 
sector and promoting 
ease of doing business. 
It’s imperative to know 
these resources that 

MSME – Global 
Responses and 
Resources for India

Checklist



The MSME sector in 

India is ripe with growth 

opportunities, provided 

the businesses leverage 

the existing resources 

and introduce key 

changes in the way they 

function, to unlock and 

achieve their true 

potential.

MSME Growth: 
Prospects and 
Opportunities

Tap into the power of collective focus by exploring the cooperative method or 
leveraging the potential of cluster models or the ‘One Village One Product 
movement
Adopt digital transformation and leverage the internet to build a significant online 
presence 
Identify and build on your niche
Use your size as a small business to your advantage by being agile and nimble
Form strategic partnerships and tap into the power of collaboration with other 
MSMEs
Encourage the sharing of ideas, research, and information 
Develop a culture of innovation 
Think about how to adapt to support short-term resilience in light of your strategy
Recognise the needs of your customers and other stakeholders

Checklist
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can help a small 
business scale up and 
reach its potential.



MSME 
FINANCING: 
GAPS, 
OPPORTUNITIES 
AND THE 
CHANGING 
LANDSCAPE
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Introduction
It’s an undisputed fact that Micro, Small and Medium Enterprises (MSMEs) play a critical role in the 
development of economies across the world. In India too, MSMEs are a catalyst for equitable 
economic growth, contributing 28.8%1 to the nation’s GDP and 33.4%2 of the manufactured output, 
while accounting for 45%1 of its exports.

The revised criteria for MSME registration for manufacturing and the service sector as approved on 1st June 2020 is 
as follows:

CLASSIFICATION

Manufacturing 
Enterprises and 

Enterprises rendering 
Services

Manufacturing 
Enterprises and 
Enterprises rendering 
Services

MICRO

Investment in Plant 
and Machinery or 
Equipment:

Investments up to Rs.1 
crore and the annual 
Turnover not 
exceeding Rs. 5 crore

SMALL 

Investment in Plant 
and Machinery or 
Equipment:

Investments up to 
Rs.10 crore and the 
annual turnover not 
exceeding Rs. 50 crore

MEDIUM
Investment in Plant and 
Machinery or 
Equipment:

Investments up to Rs.50 
crore and the annual 
turnover not exceeding 
Rs. 250 crore

Source: https://msme.gov.in/know-about-msme (Please check definition as per current status)

*Note: Investment is defined as “Investments in Plant and Machinery for manufacturing concerns and Investments in Equipment in case of Service 

Industries.”

The sector is also responsible for generating employment for about 120 million2 people, employed by around 63.4 
million2 MSME units across the country. More than half of these enterprises are located in rural areas and are run by 
socially and economically vulnerable communities. Thus, by helping to drive the industrialization of the rural and relative-
ly backward regions, the sector creates employment opportunities at the grassroots level and significantly contributes to 
their social development.

As the Government of India pushes for achieving a robust, self-reliant economy through its Aatmanirbhar Bharat 
initiative, it is essential to note that MSMEs can help drive that vision by fostering a spirit of entrepreneurship and 
promoting economic self-sufficiency. 

The MSME sector also benefits from the experience, expertise and acumen of accountants and SMPs (Small and Medium 
Sized Accountancy Practices) who are the trusted adviser helping small businesses access financial support and support 
them with advice on good governance, legal and ethical practices to ensure long-term growth and profitability.  MSMEs, 
especially microbusinesses, can consult SMPs regularly for their professional advice and technical expertise in a multitude 
of core areas, making SMPs their ‘adviser, confident, analyst, facilitator and educator to their clients’ (IFAC 2015 Global 
SMP Survey)

SMP accountants not only support this vital pillar of the economy but also, through enhanced 
business support and access to �nance, enable it to make a contribution to overall 
economic growth.

Source: ACCA Report: Responsible SMP pacesetters
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Manufacturing 
Enterprises and 

Enterprises rendering 
Services

MSME Financing Landscape 
in India 
All small businesses, whether early-stage startups or 
established MSMEs, require adequate financing, just like 
their larger counterparts. Depending on the stage and the 
scale, the funds may be utilized for various reasons such as 
to start up, invest in critical functions, and pay for business 
premises (online/offline), for staffing, marketing, paying 
suppliers, vendors and other stakeholders as well as to 
finance future expansions. With ample credit available, 
small businesses can generate income and create more 
jobs leading to increased financial stability, especially in 
emerging markets.

However, MSME growth in India faces several issues due 
to a lack of access to low-cost formal credit from 
traditional sources such as banks. Due to poor demand, 
market uncertainties, and the high-risk profile of the 
sector, banks are cautious about lending to these 
businesses. According to a report by the International 
Financial Corporation (IFC), the Indian MSME sector is 
currently looking at a credit deficit of $240 billion6. The 
World Bank estimates the MSME credit gap to be at 
approximately $380 billion5.  

The total addressable external credit demand in India is 
estimated to be ₹37 trillion7 as of 2017,  while the overall 
supply of finance from formal sources is estimated to be 
₹14.5 trillion8. Hence the overall credit deficit in the MSME
sector is estimated to be ₹20 – 25 trillion8. The credit gap
has significantly increased in the past 5 years. A similar 
study conducted by IFC in 2012 had found the credit gap 
at around ₹10–11 trillion. To date, only 16% of MSMEs 
have received financing from formal financial institutions, 

leaving almost 80% of MSMEs struggling to access capital 
from traditional lending channels6. As of March 31, 2019, 
the banking sector has credit outstanding to MSMEs of 
approximately ₹17.4 trillion at an aggregate level, 90% of 
which is contributed by scheduled commercial banks 
(SCB), while Non-Banking Financial Companies (NBFC) 
have significantly contributed to the growth of the sector 
in recent years too8.  But due to liquidity crisis, the credit 
from NBFCs has reduced by more than 30% in FY-20199 
further crippling the cash-starved MSME sector.

In the absence of formal lending sources, MSMEs operate 
out of what is referred to as India's shadow economy, 
where they are funded by informal sources such as friends 
and families or moneylenders who often charge high rates 
of interest or fail to maintain proper records. The absence 
of credit history, especially for New to Credit (NTC) 
borrowers, makes it even more difficult for small 
businesses to receive funding, thereby widening the 
sector's credit gap. 

The impact of the COVID-19 crisis is also being felt across 
the MSME sector, which is reeling under the economic 
pressure  triggered by the pandemic. While small 
businesses in both essential and non-essential sectors 
have reportedly witnessed a decline in earnings, 
non-essential MSMEs have fared worse. Grappling with 
these financial challenges, many small businesses have 
opted for a moratorium on loans, announced by the RBI to 
offer a reprieve to struggling borrowers in the wake of the 
coronavirus pandemic. 

12
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Challenges in 
MSME Financing

to access capital, in the absence of borrower credit history 
and other documents that lenders require. Banks require 
suitable collaterals in the absence of official records, which 
micro-businesses with insufficient assets, may not have. In 
the absence of information and collateral, banks have to 
resort to high-touch lending, which results in increased 
operating costs.

Small businesses are extremely vulnerable to market 
slowdown and changes in consumer preferences, and this 
has got accentuated in the aftermath of the coronavirus 
pandemic.

Lack of nationwide presence is another factor which hurts 
credit disbursal for MSMEs. More than half of 63.4 million 
existing MSMEs are located in rural areas. While those in 
urban areas find it relatively easy to get credit from formal 
lenders, those in remote rural areas suffer from relatively 
limited access to capital.

MSMEs typically depend on payments from customers, 
especially large corporate buyers, due to their small 
balance sheets. A delay in payment by larger entities 
adversely impacts the cash flows of small businesses, 
resulting in a further liquidity crunch and financial 
struggles for MSMEs.

The MSMED Act 2006 had made provisions to penalize a 
buyer who delays payments to MSMEs as per agreed 
terms or by 45 days; however, MSMEs, too prefer 
waiting to taking legal actions out of fear of losing 
lucrative customers.

The high cost-to-serve is also a deterrent to accessing 
formal finance for the sector. The leading cause of this 
problem is information asymmetry. MSMEs often do not 
maintain official business documents, account 
statements, tax returns that banks require to check for 
potential credit risks. Early-stage startups who are, in 
most cases, first-time borrowers find it more challenging 
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Increasing Access 
to Finance  

Non-Banking Financial Companies (NBFCs), offer more 
flexibility compared to Scheduled commercial banks 
(SCBs) and have boosted the flow of credit to the sector, 
although at much higher interest rates (capped at 14% as 
compared to around 9.25% for banks and FIs)10.As 
increasingly the go-to lender for Indian MSMEs, NBFCs 
generally have quicker verification processes with less 
paperwork and can serve smaller companies more 
efficiently. As per RBI data, NBFCs account for 9.3% of 
outstanding credit to MSMEs as of March 201911.

Digital lending channels have further revolutionized the 
MSME credit landscape in India, with more and more 
enterprises recognizing the potential of fintech players to 
promote credit flow without compromising security. Digital 
lenders leverage reduced data cost and high smartphone 
penetration in India, as well as innovative technology such 
as AI (Artificial Intelligence ) and ML (Machine Learning), to 
create an affordable lending ecosystem that addresses the 
credit needs of the borrowers while protecting the 
interests of the lenders.

Compared to banks, digital lenders required less to no 
face-to-face interactions, manual interventions, and are 
thus less labor-intensive. As a result, they can not only 
cater to the needs of remote MSMEs, but they also have a 
significantly low-cost operating model, which enables 
them to serve smaller businesses with more small 
ticket-sized loans.

One of the biggest advantages of digital lending is 
speedier loan disbursement, especially for small-ticket 
loans, with an average turnaround time of a few minutes to 
only a few hours compared to formal channels, with a 
turnaround time of a few weeks to even months. Fintech 
lenders also use alternative data sources and surrogate  

Below are some of the means that can help Indian MSMEs 
increase their access to formal finance:

14

GST Registration to enable cash 
�ow based �nancing:

NBFC Financing and Digital Lending

Cash flow based financing is the need of the hour to help 
tackle the credit crisis for MSMEs. Unlike asset-backed 
credit, where the loan collateral depends on business 
assets offered by businesses to lenders, cash flow 
financing depends on an enterprise’s current and 
projected cash flow. This is of tremendous help to smaller 
businesses with fewer assets to offer up as collaterals.

GST registrations help MSMEs create a digital footprint 
through online tax filings and assist in creating credit 
history for enterprises, which is easily verifiable, regularly 
updated, and digitally accessible. 

This is how GST can enable cash �ow �nancing for 
MSMEs and help them enter the formal economy:

Lenders can easily verify claims of business turnover 
from their respective GST data, thereby promoting 
transparency and efficiency in the process

For small businesses with digital payment facilities 
enabled, lenders can do easy credit assessment basis 
PoS swipe data and other digital finance transactions. 
This is especially beneficial for consumer-facing MSMEs 
to meet their credit demands

A quick and easy way to acquire working capital finance 
is through the Supply Chain Finance method in which an 
MSME can receive short-time credit from a 3rd party 
financier. Supply Chain Financing can ensure faster 
credit disbursal among small businesses. GST 
documents along with other statements are required for 
credit evaluation, post which a Supply Chain Finance 
Agency can provide credit immediately

Leveraging TReDS:

Delayed realization of MSME receivables is a serious 
problem that can increase the financial burden on an 
already cash-strapped sector. To mitigate this, the Reserve 
Bank of India (RBI) has rolled out a mechanism to finance 
trade deliverables. Trade Receivables Discounting System 

or TReDS is an electronic platform that connects MSMEs, 
buyers (corporates, government institutions, PSUs), and 
financiers. TReDS enable the financing of MSME 
receivables a buyer owes a seller, by multiple financiers 
such as banks and NBFCs through an auction. Currently, 
there are three licensed TReDS platforms in operation. The 
platforms are easy to join and have made significant 
contributions towards alleviating the cash flow problems of 
small businesses.
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data for instant borrower verification, using methods such 
as Aadhar-based eKYC verification and video KYC 
verification, thereby reducing dependence on formal 
records such as credit history, tax returns, and bank 
statements. This is especially important for New-to-Credit 
(NTC) borrowers with negligible credit history information. 
Digital lending not only facilitates easy credit but also 
provides an impetus to MSMEs to formalize and adopt 
digital transformation, which will help lenders gain more 
insights into borrowers' profiles and associated credit risks.
While digital lending can increase the risk of cybersecurity 
lapses, frauds, and other damages, fintech players are 
increasingly using big data analytics and machine learning 
to create a risk assessment and mitigation framework that 
is more secure and transparent, without compromising on 
efficiency.
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Some of the products, in addition to working capital and 
term loans, offered by NBFCs include:

Small Business Mortgage Loan and Hypothecation Loan

Anchor Based Bill Discounting

Loan against Card Receivables / Transaction based loan

Hypothecation Loan (Secured against working assets of 
business)

Others including Ecommerce loans, Merchants with 
significant POS transactions, invoice discounting, loan 
against property

On 20 May 2020, the Government of India had 
announced a Rs. 3 lakh crore funding scheme for 
MSMEs in India, offering collateral-free, guarantee-free 
automatic loans, along with a Rs 20,000 crore 
subordinate debt provision for stressed MSMEs, to 
provide relief to the COVID-hit sector

A corpus of Rs 41,600 crore will be provided by the 
Government of India, spread over FY 2021 and the next 
three financial years

An equity infusion into MSMEs, worth Rs 50,000 crore, 
through a fund of funds, has also been approved by the 
government

It is a Guaranteed Emergency Credit Line (GECL) for 
which the National Credit Guarantee Trustee Company 
Limited (NCGTC) will provide a 100% guarantee

Interest rates under this scheme have been capped at 
9.25% for banks and FIs and at 14% for NBFCs
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Financial products 
for MSMEs
A summary of a few different types of financing products can be seen in the table below12.

Asset-Based Finance

Asset-based lendingFinancial Instrument

It includes inventory, machinery, equipment, and real estate, rather than on their own 
credit standing.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Young and small firms, fast-growing and cash-strapped firms.

Informationally opaque, lack credit history or face shortfalls or losses temporarily.

Based on appraised value of asset and not overall creditworthiness.

Financial Instrument

The factor/bank/entity buys the right to collect the invoices of a firm from its customers, 
by paying the firm the face value of these invoices, less a discount.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Existing firms empaneled with large companies. In certain cases, young and small firms.

Factoring/ (Reverse Factoring)

Rather than the creditworthiness of the firm, it depends on the value of an underlying 
asset, which is sold to the factor at a discount, rather than collateralized.
Does not show on the balance sheet and no repayment required.
Targets the problem of asymmetric information.

High-risk and informationally non-transparent firms, as well as firms with a solid base of 
customers.

Financial Instrument

Help the firm fill a particular customer order, thus seize the market opportunities that 
would be lost due to a lack of financial resources to buy inputs and deliver the output.

Description

Firm stage Growing firms, with little access to working capital and poor cash flow, which receive 
orders that are larger or more frequent than their current capacity to pay suppliers 
upfront.

Purchase Order Finance

16

REPORT TITLE | MSME: THE AGENT OF ECONOMIC GROWTH AND DEVELOPMENT IN INDIA  |  MSME FINANCING



Firm characteristics

Financial Instrument 
characteristics

Based on the creditworthiness of customer and not seller.
Once the order is delivered, the payment goes to the financier.
Riskier than factoring so higher cost.

Little credit history and too high-risk and informationally non-transparent firms, which 
would not qualify for conventional bank loans. Producers, distributors, wholesalers or 
resellers of manufactured products.

Financial Instrument

Loans are secured by commodities that are deposited at a certified warehouse. Traders 
and commodity producers deposit commodities at a warehouse, which offers secure 
storage and issues a receipt, certifying that it is in possession of a specified quantity of a 
commodity which meets specified standards.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Producers and traders of commodities (not applicable to small firms unless there is a 
pooling of commodities).

Warehouse Receipts

Works on a legislative framework which aims to protect the rights and interests of 
depositors in public warehouses, ensures the transferability of warehouse receipts and 
their legal equivalence with the stored commodity, defines procedures clearly in case of 
bankruptcy of the warehouse operator, and protects a collateral lien.

Producers and traders of commodities lacking credit history or other collateral to access 
lending finance.

Financial Instrument

Finance use and purchase of equipments, motor vehicles, and real estate by firms. 
Underwriting depends on the firm’s ability to generate sufficient cash flow from business 
operations to meet regular payments, rather than on its creditworthiness.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Serve new firms or SMEs that do not qualify for conventional bank lending due to high 
risk, opacity, and lack of collateral.

Leasing

The owner of an asset (lessor) provides a customer (lessee) with the right to use the 
asset for a specified duration of time in exchange for a series of payments.
No or limited up-front cash down-payment or security deposit is required.

The lessee benefits from the asset's economic life in a similar way to a legal owner and 
takes on related risks, such as the maintenance and the insurance responsibilities.

17
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Financial Instrument

These are debt obligations that are issued by public and private corporations. Pay 
interest on the principal, independent of the company’s performance, and to return the 
principal when the bond matures.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Mid-sized to mature firms (not favorable to micro and small enterprises).

Corporate Bonds

The price of a bond is correlated negatively with market interest rates, hence favorable 
when market interest rates are low. Also, with respect to equity, issuing bonds do not 
dilute ownership or the control of the company.

Firms that can meet the size, earning stability and cash flow criteria requested by the 
market and can also respond to the reporting requirements linked to bond issuance.

Financial Instrument

Different types of contractual debt are pooled and sold to investors. These debts 
acquire rights to receive the cash collected from financial instruments that underlie the 
security.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

All SMEs, as it is effective in building closer customer relations and better monitoring 
capabilities to banks, giving them a competitive edge in lending to smaller companies.

Securitised Debts

A bank (“the originator”) extends loans to its SME customers (the “primary market”), 
bundles them in a pool (the “portfolio”) and then through the issuance of notes, sells 
the portfolio to capital market investors by a Special Purpose Vehicle (SPV) backed by 
the loan portfolio (Asset-Backed Securities, ABS).

Firms responding to reporting requirements linked to issuance.

Alternative Debt

Financial Instrument

These are similar to securitised debts, but covered bond assets remain on the 
consolidated balance sheet of the issuer, except under specific variants of the general 
model. Thus, they can't help to strengthen the issuer’s capital ratio.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

All SMEs as it is effective in building closer customer relations and better monitoring 
capabilities to banks, giving them a competitive edge in lending to smaller companies.

Covered Bonds

Investor does not own the assets, interest paid to them from issuer's cash flow, like 
traditional corporate bonds. 

Firms undertaking investment or seizing growth opportunities.

18
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Financial Instrument

Funding round of securities sold not through a public offering, but through a private 
offering, mostly to a small number of select investors.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Smaller companies with a limited visibility in the public markets.

Private Placements

Offers of common stock or preferred stock or other forms of membership interests, 
warrants or promissory notes (including convertible promissory notes), bonds, and 
purchasers are often institutional investors such as banks, insurance companies or 
pension funds.

Smaller companies with growth potential.

Financial Instrument

Raise external finance from a large audience, rather than a small group of specialized 
investors (e.g., banks, business angels, VCs), where each individual provides a small 
amount of the funding requested.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

New firms / Entrepreneurs.

Crowdfunding (Debt)

A form of loan transaction in which individual consumers borrow from and lend money 
to each other, by means of unsecured personal loans, without the mediation of a 
financial institution.

Projects with a social or creative or focus, where non–financial rewards are offered in 
return for donations, have been successful at raising finance from the crowd
Firms lacking collateral or credit history.

If the underlying assets default, the issuer continues to pay interest to investors.
However, in case of default by the issuer that is unrelated to these underlying assets, the 
lender can take possession of them.

Financial Instrument

Composed of bonds or loans in which lenders agree that senior or secured creditors will 
be fully paid before any interest or principal is paid.

Description

Firm stage

Firm characteristics

Larger corporations or other business entities.

Subordinated Loans / Bonds

Established firms seeking less dilution of control.

Hybrid Instruments
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Financial Instrument

Financing method more closely aligned to equity than to a subordinated loan. 
Unlike equity, silent participation rights can be structured so that the investor is involved 
in management decision-making.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Established Firms.

Silent Participations

Allows investors to take an equity-like stake in the business.
Participants are treated as junior to all debt, but are paid out a portion of any profits 
ahead of ordinary shareholders.

Established firms requiring expertise in critical business decisions.

Financial Instrument

Loans whose remuneration, rather than being fixed, is contingent upon the results of the 
debtor firm. The remuneration can be linked to the sales, profits, turnover, or share price 
of the firm.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Mid-size stable firms.

Participating Loans

Participating loans do not share losses. In the case of bankruptcy, the providers of these 
loans share in the results of the liquidation, precisely in the same way as other loan 
creditors.

Firms seeking growth opportunities.

Financial Instrument 
characteristics

Subordinated debt is any type of loan which is paid after all other loans, and corporate 
debts are repaid, in the case of borrower default.
Such debt is attractive for banks because interest payments are tax-deductible.

Financial Instrument

Civil law (contractual) relationship between the issuer and a subscriber or holder, which 
confers  a monetary property right to the holder with respect to the issuer

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Established Firms.

Profit Participation Rights

This is equivalent to a shareholder's monetary property rights and includes, most 
notably, the right to receive dividends and liquidation proceeds. Subject to no 
formalities.
Qualify as either equity or debt instruments, depending on the actual rights conferred.

Firms with stable earning power and market position.
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Financial Instrument

A type of bond which can be converted by the holder into a set number of shares of the 
common stock in the issuing company or cash of equal value.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Low credit rating and high growth potential.

Convertible Bonds

Companies agree to give floating or fixed rates of interest
Known to have a coupon rate which is lower than that of similar, non-convertible debt.

Raising capital by selling convertible bonds is a reduced cash interest payment.
Companies' debt vanishes, if the bonds are converted to stocks.

Financial Instrument

Give the holder of these bonds the right to buy a specific number of shares at a 
pre-determined price, differ from convertible debt as they can be traded separately 
from the securities to which they are related.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Established firms.

Bonds with Warrants

Compared to convertible bonds, warrants are typically of shorter duration.

Companies with an established performance rating. 

Financial Instrument

This financing product is a combination of two or more of the above investment 
instruments (tranches) within a facility which is sold to investors as a single entity

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Mid-sized to mature firms as the interest rate is high.

Mezzanine Finance

Contains one or more categories of subordinated debt. A tranche in which the investor 
receives a “success fee,” i.e., a share of the firm’s earnings or profits and/or An 
equity-related tranche (“equity kicker”) in which an investor receives a payment whose 
value is contingent upon a rise in the value of the company, usually reflected in 0ther 
company’s share price.

Companies looking to expand operations.
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Financial Instrument

Receives funds from private sources in exchange for an ownership stake of the firm.
Equity investment to support the pre-launch, launch, and early-stage development 
phases of a business.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Seed / Early / later stage of a company.

Private Equity: Venture Capital

Intervene after a product or business idea has been successfully test-marketed to 
finance full-scale marketing and production.
Typically has a 10-year life.

High-growth-potential firms, with the capacity for high returns in a short time frame.

Financial Instrument

High net worth individuals (HNIs) who invest their own money directly in seed or start-up 
companies, with no family relationships, in return for stock in the companies.
Usually former entrepreneurs.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Seed / Early stage of a company.

Private Equity: Business Angels

Capitalize their returns by disposing of the start-up shares through an IPO, a merger or 
an acquisition, and often re-invest the gains into new ventures.

Innovative ventures requiring investment and business-building skills.

Financial Instrument

An SME issues equity on a public market.Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

Young, innovative and high-risk small firms.

Specialized Platforms for Public Listing of SMEs

Existing SME owners can realize their capital gains and tap a wider investor universe, 
including retail investors and sophisticated long-term institutional investors.

Firms with highly structured governance and management systems and extensive 
disclosure.

Equity instruments
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Financial Instrument

Raise external finance from a large audience, rather than a small group of specialized 
investors (e.g. banks, business angels, venture capitalists), where each individual 
provides a small amount of the funding requested.

Description

Firm stage

Firm characteristics

Financial Instrument 
characteristics

New firms / Entrepreneurs.

Crowdfunding (Equity)

A firm makes an offer of a certain proportion of its equity for a fixed amount of capital 
that it is looking to raise.
Do not need to adhere to the strict accounting standards needed from public 
companies and, at the same time, crowdfunding investors may be inexperienced in 
making such investments, unlike other risk capital providers.

Non-profit organizations and the entertainment industry, where non-financial benefits or 
a highly enhanced community experience, stands for important motivations for both 
donors and investors.
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AND 
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The growth and development of MSMEs are extremely critical to ful�lling the vision of ‘Aatmanirbhar 
Bharat Abhiyan’, an initiative launched by the Government of India to create a self-reliant nation. The 
country’s self-reliance will be based on �ve foundations: infrastructure, economy, demography, 
tech-driven systems, and demand. MSMEs have the ability to stand robust on all �ve pillars, thereby 
helping achieve the goal of self-reliance. 

Government efforts to boost small businesses have been led over the last few years through the Ministry of Micro, Small 
and Medium Enterprises. The role of the ministry is to draft policies that promote initiatives helping MSMEs thrive and 
scale up. They are also involved in monitoring and ensuring the successful implementation of these policies to promote 
MSMEs' growth and development, including Khadi, Village, and Coir industries.

The Micro, Small and Medium Enterprises Development Act was passed in 2006 to further address the sector's issues, 
along with the investment ceiling and the coverage, among other things. The MSMED Act aims to promote and facilitate 
the development of MSMEs in India and improve their competitiveness.

The first step to access many available benefits from the government is registering an enterprise as an MSME under the 
MSMED Act. Although obtaining MSME registration is not mandatory, it is always suggested to small and medium 
enterprises as its benefits are manifold such as low-interest credit, excise exemptions, ease of availability of government 
tenders, ease of receiving licenses, registrations, and approvals, access to tariff subsidies as well as tax and capital 
subsidies, exemptions under the Direct Tax Laws and more. 

To encourage more MSMEs to register, the Government of India has revamped the registration process for new MSMEs, 
effective July 1, 2020, by making it online, seamless, zero cost, and based on self-declaration using this link. https://udyo-
gaadhaar.gov.in/. Existing MSMEs can also re-register using this facility. 
The initiatives that the Government of India has undertaken to promote MSME growth in India can be broadly classified 
under six categories:

Easing tax and
regulatory burden

Creating demand 
and access

to new markets

Credit availability

Technology Skill development Infrastructure
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Creating Demand and 
Access to New Markets:
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The contribution of MSMEs to the economic development of India is very significant. Intending to be ‘Vocal for Local’ 
and making domestic products as competitive as their global counterparts, the Government has taken various initiatives 
to help promote MSMEs by creating new markets and avenues for them to explore.

The main focus area has been on creating demand for MSMEs through public procurement, i.e. goods and services 
procured by Government and PSUs. By enabling public procurement, the government can address long-standing issues 
such as inadequate access to both national and international markets and infrastructure deficits. 

In 2016, the Central PSU sector spent ₹ 1,12,968 crores13  towards goods and services and MSMEs had only an 11.6% 
share of this expenditure. To encourage more MSME sector participation in this process, the Government has extended 
the following key benefits available to MSME’s under this category.

Initiatives Key highlights

Compulsory 
procurement from 
MSMEs (Note 1)

According to the Public Procurement Policy, under Section 11 of the MSMED Act, 
2006, every Central Ministry/Department/PSUs have to set an annual target for a 
compulsory 25% procurement from the MSMEs 13

To ensure a smooth procurement by MSMEs, the Government e-Marketplace (GeM) 
was created to enable a Unified Procurement System that provides a single platform 
for procurement of goods, services, and works. 

GeM provides MSMEs with contactless, cashless and paperless registration 
facilities, provides them with access to over 43,000 buyer organizations without any 
middleman, gives them the benefit of dynamic pricing by enabling them to set 
competitive market rates, helps them receive payments on time and facilitates 
timely delivery acceptance with minimal marketing expenses

358 products have been reserved for exclusive procurement from MSMEs covering 
a wide variety of products, including domestic electric appliances, handloom 
products, agriculture tools, textiles, and medical service essentials.14

Preferential 
treatment 

MSME’s get preference while bidding for government tenders 13

MSEs quoting price within price band L-1 + 15%, when L1 (the lowest bidder in 
the Least Cost Selection Method of tendering) is from someone other than MSE, 
shall be allowed to supply at least 25% of tendered value at L-1 subject to 
lowering of price by MSEs to L-1.

Issue of tender sets free of cost, exemption from payment of earnest money & 
waiver of Security Deposit up to the Monetary Limit.
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Note 1: The Expert Committee constituted by RBI on MSMEs observed in its report that although the GeM portal was launched by the GoI to connect MSEs to Government Departments 

/ PSUs, as on May 2019, out of 234,507 registered sellers on the portal, only 17% were MSEs. As per the Committee's recommendation, the portal needs to be scaled up and promoted, to 

generate awareness about its benefits and encourage MSEs to register on the portal. (Source: https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?UrlPage=&ID=924)

Credit Availability
Although entry barriers are lower for MSMEs from an investment perspective compared to large enterprises, the sector 
has always grappled with several issues over the years, which has kept it from realizing its true potential.

Timely access to adequate credit by MSMEs at a reasonable cost is essential for the growth of the sector. The apex body 
that is responsible for MSME growth and development in India is SIDBI, which is primarily engaged in the refinance 
business. It bears the responsibility of assisting MSMEs in acquiring funds via banks, SFCs, NBFCs, and other channels, 
and strengthening credit flows to maintain a balance in the financial sector. Besides skill development opportunities, the 
bank also gives MSMEs access to various schemes, financial products, and services to meet their individual requirements. 
Additionally, Commercial Banks and Non-Banking Financial Companies also lend to MSMEs as part of their funding 
obligations to priority sectors in addition to institutions engaged in providing/facilitating capital to MSMEs such as SME 
Exchanges, angel investors, and private equity. (Refer to MSME: The Agent of Economic Growth and Development In 
India, Chapter 1, MSME: Financial Instruments, for more details on available financial products for MSMEs). 

A crucial role is played by small and medium accounting practices (SMPs) in helping MSMEs get access to  short-term 
and long-term finance and providing guidance to microbusinesses in choosing the right financing products from the 
myriad sources of credit available to them. Small businesses, especially at the grassroots level, often lack fundamental 
financial literacy such as understanding cash flow management, balance sheet, knowledge of relevant taxation, pros and 
cons of different financial products, etc. 

SMPs guide small business owners with cash flow management, help them identify lucrative financing opportunities, stay 
updated on various financing sources, and navigate the complexities of accessing finance from formal lending channels. 
They also guide them with efficient record keeping and maintaining financial documents – either physical or digital -, an 
essential requirement for loan applications. Besides credit, they also help MSMEs hone their business skills and help 
them avail of a host of financial services such as insurance, digital payment systems, especially contactless payments, 
which ensures business continuity. By promoting financial literacy, SMPs instill confidence in business owners and help 
foster their entrepreneurial spirit. (For more information, please refer to ACCA report, Responsible SMP pacesetters)

New Market 
avenues 

The Government recently has disallowed Global Tenders up to ₹ 200 crores15. This 
will significantly boost domestic suppliers, especially MSMEs, and guard MSMEs 
against the unfair competition faced from foreign companies. 
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Advocating small business interests
As the representatives of these businesses and communities, SMP accountants not only act as intermediaries 
between clients and the tax authorities, but also help articulate the needs of SMEs to government and regula-
tors, playing a powerful role, often through their involvement with their professional bodies, in ensuring that 
regulation and legislation is appropriate and relevant to SMEs.

Source: ACCA report: Responsible SMP pacesetters

https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?UrlPage=&ID=924


28

The government has undertaken many initiatives to encourage the timely provision of funds to the MSME sector, 
especially during these stressed times. In the aftermath of the COVID-19 healthcare crisis, these initiatives are especially 
critical to offset the loss of revenue to the sector sustained from the pandemic and mitigate the economic impacts of the 
crisis. 

Initiatives Key highlights

PSBLoansIn59Minu
tes – an online 
lending platform 
administered by 
SIDBI

PSBLoansIn59Minutes16 is an online marketplace that enables in-principle approval for 
MSME loans up to ₹1 crore in only 59 minutes from Public Sector Banks. On this 
platform, the solution uses algorithms to analyze data points from various sources 
such as IT returns, GST data, bank statements, etc., to grant in-principle approval 
without requiring to submit physical documents. Upon receiving the in-principle 
approval letter, the beneficiary should contact the concerned branch to get regular 
sanction to obtain disbursement of the loan.

Although there are challenges in delayed sanctioning and rejects, for a 12 month 
period ended June 2019, 78% of all in-principle approved loans were sanctioned & 
disbursed – 128,000 cases amounting to INR 40,000 crores – a 64X increase VS 
previous year17

The initiative aims to reduce the loan processing time and help MSMEs receive a loan 
eligibility letter and in-principle loan approval in less than an hour, along with the 
choice of their lending bank.

The platform also requires minimal documentation as well as human intervention till 
loan sanction or disbursement and uses technology to digitize the lending process 
and offer quick, hassle-free loans to MSMEs.

Trade Receivable 
Discounting 
System (TReDS), 
Trade Loans and 
Other Measures

The NSIC Bill discounting scheme is aimed at covering discounting of bills that have 
been raised by SSI or MSME undertakings for trade transactions made with reputed 
Companies, Govt departments/ undertakings. To be eligible for the scheme, the bill 
raised by the SSI or MSME business must be on a reputed Company or Government 
Department/Undertaking.18

To enable working capital financing for MSMEs, a scheme has been introduced to 
provide subordinate debt for MSME entrepreneurs. This subordinate debt provided 
by banks would count as quasi-equity and these would be 100% guaranteed through 
the Credit Guarantee Trust for Medium and Small Entrepreneurs (CGTMSE)19

To protect the inventions developed by MSMEs, a 50% subsidy is given for the patent 
registration20

MSMEs can apply to their respective Electricity Boards to receive concessions on 
electricity bills.
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Timely payment to 
MSMEs & 
Grievances against 
Delayed Payments

Delayed payments from buyers, especially large corporate buyers and government 
institutes, have been an ongoing concern for MSMEs, affecting cash flow, resulting in 
loan defaults, debt traps, stunted growth, and even failure. Delayed payments can 
result in MSMEs turning into an NPA (non-performing asset) and face strict penalties, 
as per the Insolvency and Bankruptcy Code and stringent measures recommended by 
the Reserve Bank of India.

Resolving the problem of payment delays would enable MSMEs to repay loans on 
time, facilitating easy access to credit.  

As per the MSMED Act, MSMEs have to be paid within 15 days from the delivery of 
goods and services. Buyers delaying payment as per agreed terms or more than 45 
days are liable to pay monthly compound interest at 3 times the rate notified by the 
RBI.  Further, as a further disincentive against delaying payments, such interest paid 
by businesses on delayed payments to MSMEs is disallowed while computing taxable 
income and hence, taxed accordingly.21

Further, grievances can be filed by MSMEs against delayed payments by referring to 
the following sites. 
https://samadhaan.msme.gov.in/MyMsme/MSEFC/MSEFC_Welcome.aspx
https://champions.gov.in/MyMsme/grievance/COM_Grievance_Welcome.aspx

Aatmanirbhar 
Bharat Scheme – 
Economic package 
announced by the 
Government of 
India, aimed at 
achieving 
self-suf�ciency 
with relief 
measures 
announced for 
MSME sector 
development

₹ 3 lakh crores Collateral-free MSME Loans – until Oct 31st, 2020:22

With no fresh guarantee or collateral required, MSMEs can borrow up to 20% of their
outstanding liability as on Feb 2020. MSMEs with up to ₹ 25 crore outstanding loan
and ₹100 crore turnover can avail this scheme till October 31, 2020

₹ 20,000 crores Subordinate Debt Scheme for Stressed MSMEs: [22]

The Government of India has introduced a Credit Guarantee Scheme for Subordinate
Debt (CGSSD) to facilitate the provision of ₹ 20,000 crore as subordinate debt to
support stressed MSMEs. CGTMSE will provide partial Credit Guarantee support to
banks. Under this scheme, promoters of MSMEs that are financially distressed or
classified as NPAs can receive debts provided by banks to invest in the stressed units
as equity. More than 2 lakh MSMEs are expected to benefit from this scheme.

₹ 50,000 cr. Equity infusion for MSMEs through a Fund of Funds: [22]

To address the chronic shortage of equity faced by this sector, the government has
also approved an equity infusion of ₹ 50,000 crore for MSMEs through Fund of Funds
to help the sector recover from the ongoing liquidity crisis. This fund will ensure
equity funding and promote private sector investments for MSMEs with high growth
potential and viability. This will help the MSME increase in size and capacity and
potentially provide a path for future listing on the stock market.
Note: Until now, the GoI has not disclosed any official details on how the proposed
Fund of Funds for MSMEs will be run or what kinds of companies it would invest in.

₹ 10,000 cr. planned outlay for the formalization of Micro Food Processing
Enterprises (“FME”):
The Cabinet has also approved a new Centrally Sponsored Scheme for the
Formalization of Micro food processing Enterprises (FME) for the unorganized sector
on a pan-India basis with an outlay of ₹ 10,000 crore. This scheme aims to improve
access to credit by micro food processing units, an increase in revenue, etc. Further
details are available at https://pib.gov.in/PressReleasePage.aspx?PRID=1625320
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Micro Units 
Development and 
Re�nance Agency 
(MUDRA) scheme – 
One of the world’s 
biggest small loans 
programs, giving 
working capital to 
nearly 20 crore 
people

The Micro Units Development and Refinance Agency (MUDRA) is a refinancing 
institution that supports banks / MFIs / NBFCs for lending to MSMEs having loan 
requirements up to ₹ 10 lakhs. Mudra loans under the Pradhan Mantri Mudra Yojana 
(PMMY) can be availed from the nearby bank branch, NBFC, MFIs, etc. Borrowers can 
also apply for MUDRA loans online on the Udyamimitra portal (www.udyamimitra.in) 

Additionally, as part of the Aatmanirbhar Scheme, the GoI will also provide 2% 
interest subvention to eligible borrowers with loans below INR 50,000, under the 
Shishu category of PMMY for a period of 12 months23

Easing Tax and 
Regulatory Burden

The MSMEs have consistently suffered from liquidity crunch and struggled with business continuity, with the crisis being 
fueled by critical events such as demonetization and the NBFC crisis. While the government has launched many 
measures to address the bottlenecks in the sector, introducing structural reforms to help sustainably drive MSME growth 
is the need of the hour. The Government has introduced several measures for easing the tax and regulatory burden for 
MSMEs.

Earlier MSMEs with turnover of ₹ 1 crore and above had 
to face tax audits. As per the Budget 2020-21, now the 
turnover threshold for audit for MSMEs has been raised 
to ₹ 5 crore, provided the businesses do less than 5% of 
their business transactions in cash.24 This will allow 
MSMEs falling within this turnover to avail the 
presumptive taxation scheme under Section 44AD of the 
Income Tax Act. This relief from audit aims to simplify 
tax compliance for most MSMEs who can instead focus 
their energies on growth.

To encourage investments and help MSMEs scale up, 
the corporate tax rate has also been reduced to 15% for 
new MSMEs in the manufacturing sector and 22% for 
existing companies.25

To provide relief to MSMEs, the GST Council has also 
doubled the GST exemption limit to INR 40 lakhs in 
annual revenue. Put simply, MSME with an annual 
turnover of ₹ 40 lakhs or less are not required to pay 
GST for products and services. 26

The GST Bill came into effect in 2017 to enhance 
transparency in taxation, help eradicate indirect taxes, 
and promote growth in unconventional sectors. Due to 
their significant contribution to Exports & Revenue 

Key highlights include:

Revenue through the Indirect Tax, MSMEs were 
included under GST. MSMEs stand to benefit from the 
simpler tax structure created by the implementation of 
GST. With the promise of creating ‘One Nation, One 
Tax, One Market’ with GST, the Government of India 
can create a level playing field for MSMEs and large 
companies, and give a fillip to the former to make them 
more competitive. Before GST, MSMEs with a turnover 
of  ₹ 1.5 Crores or less did not need to comply with 
Excise Law27. With GST implementation, enterprises with 
more than ₹ 20 lakhs in annual turnover are eligible for 
registering under GST28 A very crucial reform has been 
the act of ensuring that all GST compliance procedures 
such as the registration, payment, GST refund, 
maintaining the hard copies of invoices or books of 
accounts, payment of taxes and returns, and so on, will 
be done on online portals only, thus removing the need 
for time-consuming human interactions which can result 
in unnecessary delays and other bureaucratic 
complexities. The filing of GST returns by SMS facility is 
also a step in the right direction to simplify taxation for 
MSMEs. By digitizing the entire procedure, the 
government is rightly enabling MSMEs with a more 
paperless, contactless, and quick and hassle-free 
experience. 
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Technology
The government has launched different schemes to help MSMEs upgrade to more efficient technology and procure 
various technology-related licenses. The initiatives are also in line with Prime Minister Narendra Modi's vision of ‘Zero 
Defect, Zero Effect’, promoting highquality manufacturing processes where the products have no defects with no 
adverse ecological impact. 

Initiatives Key highlights

Technology 
Upgradation

The Ministry of MSME has introduced a truly unique product - Credit Linked Capital 
Subsidy for Technology Upgradation (CLCSS) that will help provide a 15% upfront 
capital subsidy (with a maximum limit of ₹ 1 crore) to MSMEs for technology upgrada-
tion, especially in semi-urban and rural areas in India.29 Only businesses with eligible 
machinery purchased with term loans from pre-approved PLIs (Public Lending 
Institutions) can avail the subsidy. For MSMEs struggling to get credit to upgrade 
their plants, this scheme assists with technology upgradation without further increas-
ing the financial burden on MSMEs. With CLCSS, small enterprises, especially in rural 
areas, can manufacture better quality products. 

ISO 9000/ISO 14001 
Certi�cation 
Reimbursement 
Scheme

ISO certification is an international certification obtained by organizations whose 
products meet international standards of quality. While the ISO 9000 deals with 
superior quality management and quality assessment in organizations, the ISO 14000 
assesses environmental management. MSMEs that receive the ISO certification 
automatically gain a competitive advantage over others in domestic and international 
markets. Applying for and obtaining this certification can be expensive. So MSMEs 
can avail financial aid from the DC-MSME in the form of reimbursements of the 
charges incurred.  Enterprises that have Registration Certificate can claim 
reimbursement of 75% of ISO Certification expenses subject to a maximum of ₹ 
75,000.30

The ZED 
Certi�cation 
Scheme

The purpose of the ZED Certification Scheme is to foster zero defect and zero effect 
(ZED) practices in the manufacturing sector and ensure ZED assessment for the 
certification of MSMEs. The objective is to create an ecosystem that empowers 
MSMEs to manufacture high-quality products with more energy-efficient, Zero Defect 
processes, and with minimal environmental impact and continuously upgrade their 
quality standards. It also has an objective to ensure the continuous improvement of 
MSMEs and support the Make in India initiative. The government shall provide a 
subsidy for the ZED Certification to MSMEs31

Accountants often play the trusted advisor for small businesses by guiding them on the 
choice of technology tools, business software, digital payment systems, and advising 
them on their successful implementation.
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Skill Development

The digital playmaker is a technology evangelist. They see remarkable possibilities for emerging digital 
tools in transforming the organisations in which they work. They are champions of technology adoption 
and data governance within the organisation. They look to connect across teams and functions to leverage 
the power of technology. They may focus on digital implementation programmes or have specialised 
expertise in particular finance and business technologies. They understand that digital transformation in 
today’s global economy is the lifeblood of future sustainable organisations.

Besides modern machinery, MSMEs also need to adopt digital transformation to automate business processes, increase 
their efficiency, serve their customers better, build resilience and thrive in the post-pandemic digital economy. A growing 
number of SMPs are increasingly playing the role of a digital playmaker, creating digital transformation divisions or hiring 
specialists to play the role of digital evangelists and help MSMEs harness digital technology, develop new revenue 
streams, and drive growth.(For more information, please refer to ACCA Report, Future ready: Accountancy Careers in the 2020s)

Source: ACCA Report Future ready: accountancy careers in the 2020s

Women Entrepreneurship
Indian MSMEs have nurtured entrepreneurial spirit, 
fostered innovative ideas and solutions, and have 
significantly contributed to the country’s economic 
prosperity. But participation from women entrepreneurs is 
still low compared to their male counterparts. About 1.38 
lakh women-led projects have been set up under the Prime 
Minister’s Employment Generation Programme (PMEGP) 
Scheme since its inception until January 23, 2019 which is 
about 30% of projects established under the PMEGP32

Women entrepreneurs have demonstrated tremendous 
potential in running successful businesses. But 
women-owned businesses, especially in rural areas, suffer 
from a lack of access to capital at an affordable cost.  By 
improving access to formal finance, more and more women 
can be given the opportunity to create a successful 
enterprise and contribute to India’s growth story. 

Assistance to Training Institutions (ATI): 
MSME training institutes play a very important role in 
promoting skill development in the sector. The ATI scheme 
envisions providing assistance to strengthening/ expansion 
of the infrastructure of National level training institutions 
operating as an MSME, namely, the National Institute of 
Micro, Small and Medium Enterprises (NIMSME), Khadi 
and Village Industries Commission (KVIC), Coir Board, Tool 
Rooms, National Small Industries Corporation (NSIC) & 
Mahatma Gandhi Institute for Rural 

To encourage women entrepreneurship and boost the flow 
of credit to women-owned businesses, the Government of 
India can also grant up to 30% of the loan/ credit maximum 
up to ₹ 30 lakh as appraised by lending institutions/ 
banks.33 The lending institutions would finance loans for 
women through eligible NGOs for undertaking non-farm 
activities. These NGOs will not only ensure easy disbursal 
of loans needed by women entrepreneurs, but they will 
also provide them with training and counseling for 
undertaking productive initiatives. 

Shortage of skilled labor has always hindered MSME growth in India. To address this, MSMEs must identify the skill 
deficiencies and focus on upskilling and reskilling their existing workforce. With skill development training, 
micro-entrepreneurs in both urban and rural settings acquire the knowledge needed to identify market opportunities, 
foresee future uncertainties, adopt more future-forward, tech-enabled strategies, and be better prepared to handle the 
impact of a VUCA (Volatility, uncertainty, complexity and ambiguity) world. 

To close the skill gap, the government has announced a few path-breaking entrepreneurship and skill development 
programs such as:

32

REPORT TITLE | MSME: THE AGENT OF ECONOMIC GROWTH AND DEVELOPMENT IN INDIA  |  MSME REFORMS



Infrastructure
To boost infrastructure development, the Ministry of Micro, Small and Medium Enterprises (MSME) and the Government of 
India (GoI) have adopted the cluster development approach as a critical strategy for enhancing productivity, 
competitiveness, and capacity building of MSMEs and their collectives in the country. 

Industrialization (MGIRI). It provides grants to training 
institutions to empower them to upskill themselves and/or 
create or upgrade their infrastructure to conduct skill 
development programs and entrepreneurship 
development in an efficient and impactful manner. The 
amount of the grant allowed will depend on the use of 

funds along with the location of the institution. According 
to the rules, the maximum amount of the grant would be 
the lower of ₹ 150 lakh or 50% of the project cost. But for 
an institute situated in the North-Eastern region of India 
(including Sikkim) or in the Andaman and Nicobar Islands 
or Lakshadweep, the amount would be either ₹  270 lakh or 
90% of the project cost, whichever amount is lower.34

What is Cluster Development Approach?

A group of organizations that are located within a similar, identi�able area, produce the same 

or similar products/services with the help of similar technologies form a cluster. Because of 

similarities in end products, production techniques, and marketing initiatives, small 

enterprises in a cluster can access �nancing easily from lenders and face common business 

challenges. Being a part of the same cluster helps fosters an atmosphere of healthy 

competition that can drive business growth.

Through the Cluster Development Program, the MSME Ministry boosts the growth and productivity of MSMEs by 
improving their technological capabilities, access to training and skill development programs, access to easy credit, and 
market. The program also focuses on improving awareness, creating new infrastructural facilities and upgrading existing 
ones, developing flatted factory complexes, and common facility centres (CFCs) in order to carry out training, testing of 
products, effluent treatment, upgrading production processes, and so on. 

The scheme will create and monitor clusters through the below activities:

Diagnostic studies to map business activities to identify the SWOT ( Strengths, Weaknesses, Opportunities, and Threats) 
to an enterprise, along with developing a plan of action to enable the clusters to resolve their problems on their own 

Soft intervention resulting in general awareness, counseling, training programs, seminars and workshop participations, 
increased motivation and trust, exposure visits, market development, and more.

Detailed Project Report (DPR) preparation for an assessment of a cluster's economic viabilities and the technical 
feasibility 

Establishing CFCs for Tangible Asset Development

Setting up of IDCs (Infrastructure Development Centres)
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The financial assistance allowed by the cluster development scheme would depend on which of the above activities is 
being conducted. The aid granted to each of the aforementioned activities is as follows: 35

The maximum grant for diagnostic studies will be up to ₹ 2.5 lakh.

For soft intervention, the government grant would be 75% of the incurred cost for a maximum project cost of up to ₹ 25 
lakh. The grant increases to 90% for states that fall under special category and for clusters with more than 50% women, 
SC/ST units, micro-units, village units.

For CFCs, the maximum project cost must not exceed ₹ 15 crore with the GoI providing assistance for up to 70% of the 
cost. The grant further increases to 90% for states that fall under special category and for clusters with more than 50% 
women, SC/ST units, micro-units, village units.

For IDCs, the maximum project cost must not exceed ₹10 crore with the government grant of 60%. The grant further 
increases to 80% for states that fall under special category and for clusters with more than 50% women, SC/ST units, 
micro-units, village units.

34

REPORT TITLE | MSME: THE AGENT OF ECONOMIC GROWTH AND DEVELOPMENT IN INDIA  |  MSME REFORMS



MSME 
RECOVERY– 
GLOBAL 
RESPONSES AND
RESOURCES
FOR INDIA



Small and Medium Enterprises are drivers of socio-economic growth in most countries, particularly in developing countries. 
While formal SMEs contribute up to 40% of the national income (GDP)4 in emerging markets, the percentage would be 
significantly higher if informal SMEs are taken into account. According to the World Bank, about 90%4 of businesses 
worldwide comprise SMEs, which generate more than 50%4 of employment in the world, making them essential for 
sustainable and equitable social development. 

According to a World Bank estimate, 600 million jobs4 will need to be created globally by 2030 to cater to an increasingly 
expanding global workforce. The success of SMEs, as a result, is a top priority for governments around the world. 
The COVID-19 pandemic has significantly increased every country’s reliance on its MSME industry. But not every country 
has a self-sufficient MSME industry. SMEs worldwide are further hit by substantial losses in revenue, poor demand, 
disrupted business operations, and supply chain in the wake of the economic slowdown triggered by the COVID-19 
pandemic. 

To help vulnerable SMEs tackle these issues, governments worldwide have come out with stimulus packages to boost the 
MSME industry. These packages prioritize immediate financing needs while paving the way for strengthening and 
rebuilding SMEs. We can see below how cohesive the measures have been based on the tracker by the World Bank:

Accountants also have a vital role to play in this crisis, and their response may make the difference as to whether their clients make 

it through the short-term restrictions and are able to recover in the medium to long term. 

The COVID-19 crisis has highlighted and reconfirmed the importance of the SMP. It has seen an unprecedented mobilisation of the 

SMP community. 

SMPs have been working individually and collectively to keep thousands of small businesses afloat, often working round the clock.
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Type of Support 
Instrument

Broad policies 
covered globally 4

Examples

Debt Finance GCC Countries - Saudi Arabia, the UAE, and Oman36

In the UAE, 3 billion dirhams have been allocated by the 
Abu Dhabi Executive Council for the SME Credit 
Guarantee Scheme.

A $ 13.3 billion economic stimulus package has been 
unveiled by Saudi Arabia Monetary Authority (SAMA) to 
support businesses whose growth has been constrained 
by the coronavirus pandemic, and boost the private 
sector, especially SMEs.

In Oman, according to the state news agency, the central 
bank has requested banks to lower banking fees, adjust 
their capital and credit ratios, and allow repayment 
postponements for up to 6 months, mainly for SMEs.

Includes instruments 
such as credit 
guarantees, new 
lending with 
concessional terms, 
deferred or delayed 
(re)payments, capital 
buffer guards, lower 
interest rates, lower or 
no fees, lower or no 
collateral, lines of 
credit, etc.

-

-

-

Argentina37

The public sector provides loans up to $ 2300  with zero 
interest rates to self-employed people whose earnings 
have been vastly hit by the crisis. The loan amount is 
equivalent to the average monthly revenue of the 
self-employed person and paid out over 3 months (with 
repayment in 12 quotas that start after 6 months).   

-

To help vulnerable SMEs tackle these issues, governments worldwide have come out with stimulus packages to boost the 
MSME industry. These packages prioritize immediate financing needs while paving the way for strengthening and 
rebuilding SMEs.



The total fiscal cost of this measure amounts to 
approximately 11 billion Pesos. The government has 
provided loan guarantees of 26 billion Pesos.

Banco de la Nación Argentina launched a € 43 million 
financing line for SMEs at soft rates. Of this, € 36 million 
will be allocated to firms producing medical supplies, 
food, personal hygiene items, and essential goods, for 
working capital and/or investments.

Columbia37

-

The government has introduced a new credit line for 
companies in distressed sectors like aviation and 
tourism which have incurred massive losses due to the 
COVID-19 pandemic.

-

-

Austria37

Loans worth € 100 million is available for hotels that 
have incurred more than 15% losses in sales.

The Digital Team Austria initiative comprises 
organizations in the digitization industry that help 
SMEs free of cost for at least 3 months, shift to mobile 
working, ensuring seamless digital transformation.

-

-

Brazil37

A working capital loan line has been introduced for 
small and medium-sized companies in the services and 
tourism industries along with the simplification and 
waiver of documentation (CND) for credit 
renegotiation.

Spain37

A € 400 million credit line has been introduced to badly 
afflicted sectors such as transport and tourism.

-

Korea37

The country has introduced measures to help 
brick-and-mortar stores shift their businesses online.

-

Portugal37

State-backed credit guarantees worth € 3 billion have 
been introduced along with a € 200 million credit line to 
support the treasury needs of businesses. Portugal has 
also launched a credit line of € 60 million for 
micro-businesses in the tourism industry.

-
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Type of Support 
Instrument

Broad policies 
covered globally 4

Examples

Turkey38

During March 2020, the Government of Turkey 
launched a 21-point stimulus package worth $ 15.4 
billion and unveiled measures to support labour 
markets, including a doubling of the part-time compen-
satory work scheme to four months and The Turkish 
Central Bank cut its key interest rates by 100 basis 
points. Along with this, they also announced various 
tax measures, employment measures, etc.

-

Employment 
Support

Includes wage 
subsidies, 
unemployment benefits,  
minimum wage 
schemes, new working 
schemes,  sick leave 
subsidies, one-off wage 
payment scheme for 
coronavirus pandemic, 
grant schemes for 
self-employed people, 
labour training support 
to help maintain the 
workforce, etc

Romania39

has declared that it is covering 75% of the salary of 
employees hit by technical unemployment by business-
es that are impacted by the coronavirus pandemic.

-

Tax Tax refunds for 
businesses to have 
in-hand cash, stamp 
duty/VAT subsidies, an 
incentive for capital 
expenditure, delayed 
tax payments, relief on 
social contributions, 
reliefs for COVID-hit 
industries (hospitality, 
tourism, etc.), fee 
waivers, revenue-based 
exemptions from 
corporate tax

Poland37 

has introduced a new method of loss settlement by 
business owners, in which, losses incurred in 2020 will 
be deducted from the tax that’s due for 2019.

-

Business costs Waiver of admin and 
govt costs, rent/leasing 
reliefs/subsidies, price 
control on utilities, small 
business grants for 
running businesses, 
rebates on rents,

New Zealand

The official cash rate has been reduced from 1% to 
0.25% to provide businesses with a cheaper access to 
capital40.

Quantitative easing by the Reserve Bank of New 
Zealand, purchasing Government bonds on the 
secondary market totaling approximately NZD 60 
billion providing liquidity back into the market41.

Removal of mortgage LTV requirements for 12 months 
to enable lending42.

-

-

-
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Sources of MSME Financing 
in India beyond Government
Stimulus: 
While the Government of India has introduced a major stimulus package for MSMEs (Refer to MSME: The Agent of 
Economic Growth and Development In India, Chapter 1, MSME: Financial Instruments, for more details), there are some 
global credit Sources available beyond the government stimulus that an MSME can take advantage of, to fund and 
support its growth:

On 1st July, the World Bank Organisation has announced it will be extending a $ 750 million MSME Emergency 
Response program to ensure an increased cash flow to the distressed MSME sector.43 This program will meet the 
immediate credit requirements of around 1.5 million viable Indian MSMEs and enable them to weather the impact of 
the ongoing crisis and save millions of vulnerable jobs. To date, the World Bank has committed $2.75 billion for 
supporting the Government of India’s emergency coronavirus response, including the new MSME project43. 

They also have in place lending operations like:
o SME Lines of Credit providing dedicated bank financing4.
o Partial Credit Guarantee Schemes (PCGs), which are extremely critical for SME growth4.
o Early Stage Innovation Finance to ensure equity and debt/quasi-debt to start-ups or HGFs with limited access to

bank credit4.

In India, the MSME Growth, Innovation and Inclusive Finance Project by the World Bank works towards ensuring easy 
access to capital for MSMEs in service and manufacturing industries, from early-stage to growth. The World Bank has 
collaborated with the Small Industry Development Bank of India and introduced a $ 500 million credit line to ensure a 
source of low-cost long-term funding for underserved MSMEs along with a technical assistance of about $ 3.7 million.4 
The project has provided support to SIDBI to scale up the Fund of Funds for Start-ups, with a target of indirectly 
disbursing loans worth $ 1.5 billion to start-ups by 2025. 4 (Refer Regulatory section)

Funding resource Summary information about the source

Backed by Capital G, Google’s PE Fund, Aye Finance has disbursed ₹ 3,000 crore to 
over 200,000 Indian MSMEs, since its inception in 2014. Aye Finance has raised ₹ 210 
crore from Capital G in the series E funding round and is poised to help millions of 
Indian micro-enterprises get access to capital 44.

Aye Finance

ADB has signed a $ 1.5 billion loan to support the financing needs of MSMEs during 
the pandemic and mitigate the impact of COVID-19 on the sector45.

Asian Development 
Bank (ADB)

Many NBFCs and digital lenders are creating solutions to provide easy, affordable 
credit to cash-starved MSMEs during the COVID-19 crisis. These lenders are offering 
much-needed solutions to ease cash flow into the sector, such as digital lending 
platforms offering secured and unsecured loans, special credit cards to help MSMEs 
meet business expenses, and more. 

Fintech players and 
other digital 
lending resources 
within India
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The Ministry of Micro, Small and Medium Enterprises has launched the scheme to 
assist innovators in adopting new-age technologies and developing innovative new 
products and solutions. Under this scheme, small business owners can get access to 
mentoring, networking opportunities, seed capital and other professional advice. The 
ministry will be identifying Host Institutes (HIs) who will be eligible to set up Business 
Incubators to support, and mentor small businesses. HIs will receive financial assistance 
from the ministry for the following: 
• Up to ₹ 15 lakhs for nurturing an idea.
• Up to ₹1 crore as capital support for plant and machines.
A deserving innovation idea will receive up to ₹ 1 crore as SEED capital.

For more information, visit: http://my.msme.gov.in/MyMsme/Reg/COM_Incubation-
Form.aspx

Entrepreneurial 
and Managerial 
Development of 
SMEs through 
Incubators

Role of accountants in 
providing MSMEs access to 
international markets:
As MSMEs look to expand to international markets, they are increasingly seeking specialized, professional advice, from 
various sources such as government or relevant public agencies, lawyers, professional networks and so on. Accountants 
can extend valuable support to MSMEs on matters of international taxation, foreign regulatory compliance, foreign 
exchange and getting access to external finance. For more details, refer to ACCA Report Growing globally: How SMPs 
can unlock international ambitions.

Below are some of the areas of international advice MSMEs are most likely to request from their accountant:

Source: ACCA International Trade Survey, 2018

Figure 3.1:

http://my.msme.gov.in/MyMsme/Reg/COM_Incubation-Form.aspx
http://my.msme.gov.in/MyMsme/Reg/COM_Incubation-Form.aspx
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A Global Outlook 
on Issues Facing 
Businesses Worldwide
Businesses worldwide are faced with overwhelming 
challenges and are finding themselves in unchartered 
waters as the coronavirus pandemic continues to evolve. 
ACCA’s Covid-19 Global Survey: Inside Business Impacts 
And Responses46, shows that the COVID-19 pandemic has 
impacted businesses, irrespective of their size, sector, or 
geography. As the pandemic threatens consumers with 
pay cuts and job losses, the consequent drop in customer 
demand, compounded by a shift in spending from 
discretionary products to mostly essentials, has resulted in 
a sharp decline in revenue. The crisis has further exposed 
the vulnerabilities in the global supply chain as logistics 
are impaired, creating severe challenges in fulfilling any 
customer order that comes their way. Simultaneously, 
many organizations are postponing new product and 
service launches as well as capital investment plans. 

Almost 40% of survey respondents are struggling with 
severe cash-flow problems. The crisis is more acute among 
smaller organisations. There are growing concerns about 
financing and debt obligations for many businesses, and 
the focus right now is on staying afloat during the 
pandemic. Many SMEs are struggling to ensure short-term 
survival, but the absence of an effective business continuity 
plan has threatened their resilience.  According to some 
respondents, these problems will negatively impact the 
long-term viability of businesses over the next 6 to 12 
months, with cash flow identified by the most as likely to 
be the most significant cause of business failure.  

Severity of the business impacts facedFigure 3.2:
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MSME: Ideas for Growth

The success of the MSME sector is critical to achieving 
India’s goal of emerging as an economic superpower. The 
sector is credited with large-scale employment generation 
and nurturing India’s entrepreneurial spirit, helping it 
become an economically self-reliant nation. It continues to 
hold a lot of promise despite a challenging business 
environment. 

The COVID-19 crisis has exposed the vulnerabilities in the 
MSME sector. The challenges for MSMEs have significantly 
increased, either because newer challenges have 
emerged, or the existing challenges have been amplified, 
such as stress on cash flow, new safety norms, and 
government regulations, increase in online business model 
coupled with an increase in cyber threat, restriction on 
travel and movement, slowdown in the local and the 
global economy, etc.

In this section, we will discuss the ideas for MSME growth 
that can help develop a robust sector that will boost 
India’s economic development. 

Power of Collective Focus
Internet as Equalizer

Since most MSMEs are small and fragmented, they don’t 
enjoy the benefits that scale offers in areas such as 
marketing, sales operations, and new product 
development. A collective or a combined approach in 
these areas can be harnessed in many innovative ways, for 
example, by helping a town or village focus all its 
resources on manufacturing one particular product or type 
of product. This strategy helps leverage the collective 
might of these MSMEs. 

To leverage the collective might of MSMEs, the Ministry of 
Micro, Small and Medium Enterprises has adopted the 
cluster development strategy. A group of businesses 
operating within the same or similar area, producing 
same/similar products or services by adopting 
same/similar technologies, comprise a cluster. As part of a 
cluster, MSMEs can benefit from economies of scale and 
enjoy easier access to capital from traditional lending 
channels. Most importantly, in a cluster, MSMEs mostly 
face the same/similar business challenges and can 
collectively devise a solution strategy that benefits all in 
the cluster. Clusters can spur healthy competition among 
businesses.

This has led to specialized products with greater potential 
for success with many MSMEs working together and this, 
in turn, helps them in collectively succeeding in their 
endeavours.

While Indian MSMEs as a whole are highly varied in the 
type of products produced or nature of service rendered, 
at certain geographical locations, there are concentrations 
of common skill sets or types of industries. These can be 
clubbed into clusters with common characters. In the 
Indian context, there have been successful cluster models 
like Tiruppur for knitwear products, Surat for diamond 
cutting & polishing. These models can be replicated and 
adopted at a more grassroots level (say at the village level) 
to reap better benefits. The inter-firm linkages stimulated 
by these clusters and networks have helped MSMEs be 
more competitive and move up the value chain.

Another way of increasing the collective power of MSMEs 
is the co-operative method of working together for 
collective good and prosperity. For example, a success 
story in South India is that of AAVIN, a co-operative of milk 
producers in Tamil Nadu, where small producers of milk, 
pool in together to collectively get better rates for dairy 
products and reach a larger base of customers across the 
state for the greater good. 

The rising internet penetration in India has tremendously 
contributed to the rapid growth of MSMEs, especially 
during the COVID-19 pandemic. In the lockdown, around 
30% of MSMEs has started a website or enhanced to an 
e-commerce site 47. Data suggests that WhatsApp for
Business and video conferencing tools were used by 50%
of MSMEs for various business operations. 47 During the
lockdowns, when brick-and-mortar stores were forced to
pull down their shutters, Indian MSMEs who shifted their
businesses online were able to continue earning by
increasing sales through e-commerce mode, which is the
best available alternative to over-the-counter sales. As a
result, the revenue contribution from e-commerce
increased to almost 50% of total revenue 47. By shifting
their businesses online and adopting digital payment
facilities, MSMEs were able to maximize customer
convenience and create value for them.

Social media platforms have increased the speed and 
reduced the cost of acquiring new customers as well as 
engaging and retaining old customers from around the 
world. It is a myth that MSMEs cannot avail the benefits of 
digital marketing. An online presence also helps increase 
the discoverability of a small business by potential 
customers. Data shows that online presence helps MSMEs 
earn 51% higher revenue, 49% higher profit, and a 7% 
increase in customer base than their brick-and-mortar 
counterparts48. Further, digitally-enabled MSMEs have a 
wider market reach, with data showing that 51% of digitally 
empowered MSMEs cater to customers beyond the city’s 

REPORT TITLE | MSME: THE AGENT OF ECONOMIC GROWTH AND DEVELOPMENT IN INDIA  |   MSME GROWTH



44

REPORT TITLE | MSME: THE AGENT OF ECONOMIC GROWTH AND DEVELOPMENT IN INDIA  |   MSME GROWTH

boundaries, whereas only 29% of MSMEs without a digital 
presence are able to sell beyond their city’s boundaries49. 
Thus, the internet levels the playing field for MSMEs and 
enables them to expand their customer base across 
state/country boundaries.

Online marketplaces like Amazon, Flipkart, and other B2C 
platforms have enabled MSMEs to further expand to new 
markets and serve new customers by putting them at par 
with products offered by large multinational companies. 
MSMEs will have a significantly higher chance of attracting 
millennial customers on online platforms as compared to 
more established brands who deploy more mass 
marketing strategies rather than enhancing uniqueness. 
For example, many small-scale handicraft and art 
businesses are based on the principles of using natural 
colours, eco-friendly materials, etc. which offer a special 
competitive advantage in the digital market as these 
concepts appeal more to millennials in India and abroad. 
This puts the products of local small businesses on a 
global stage.

The internet also offers opportunities to sell products and 
services on many B2B platforms like, Indiamart, 
TradeIndia.com, Amazon Business, etc. The success of B2B 
products and services lies in their ability to leverage the 
efficiency of the client company. The marketing methods 
may be the same for both B2B and B2C companies; 
however, the message conveyed, and brand focus are 
often different; for example, trust between the 
organisations plays a more decisive role in determining 
B2B sales, compared to B2C. Similarly, relationship 
building is of prime focus and carries more weight in case 
of B2B transactions. 

MSMEs can use digital marketing techniques like media 
promotions, social media marketing, content marketing, 
online client testimonials, which is a significant 
advancement to word-of-mouth marketing in the digital 
marketing era, etc. 

Building a niche is at the core of every successful business 
enterprise, and MSMEs are no exception to this rule. A 
successful business enterprise has to first identify its niche 
either in terms of its product or service. A niche market 
involves serving a specific target audience to satisfy a 
specialized need. Concentrating on niche market 
segments also helps MSMEs optimize their limited 

While MSMEs may miss out on economies of scale, they 
can still use their size to their advantage. Successful 
MSMEs know that their smallness gives them the 

resources and focus on the limited management 
bandwidth available on the chosen market or niche 
product/service to help achieve better business results 
through specialisation.

By nature, MSMEs are well-equipped to service a niche set 
of customers as they are close to their customers and 
always have an ear to the ground. There are a lot of 
success stories of MSMEs who have a deep understanding 
of their customer needs and have developed very niche 
products or services rather than falling into the trap of 
sameness and going too broad with their offerings. For 
example, ‘Kalimark’, a famous south Indian soft drink 
manufacturer, understood that the real differentiator for a 
beverage company is the innovative taste and flavours 
based on consumer preferences50.Thus, it started offering 
many unique Indian flavours in its product line. These 
flavors have been well-received by the local community, 
mainly because they are very relatable and close to their 
hearts.

Thus, it would be better for MSMEs to think beyond the 
boardroom dilemma of ‘thinking big’ and having to satisfy 
a big mainstream audience's needs and choose to focus 
on building a niche instead. Instead of competing with 
large companies, MSMEs can stand out by focusing on 
untapped opportunities at the fringes rather than the 
broad belly of the market. That way, despite the stiff 
competition from other players, all of whom want the same 
piece of the pie, MSMEs can succeed with product/service 
differentiation.

Businesses with a niche or a razor-sharp focus on offering 
differentiated products or services often offer higher 
margins than those that rely on scale. Customers for such 
products or services do not mind paying a little extra 
because they can help meet their specialized needs. 
‘Building the niche’ helps make the best use of the core 
capabilities of the business enterprise in combination with 
an innovative marketing strategy to achieve greater 
success and a more sustainable business. For example, 
Khadi Products can be considered a niche, as its products 
are handcrafted, uniquely Indian, cater to a unique set of 
customers who believe in the goodness of homegrown 
products. As a result, a new class of fashion designers are 
now creating handcrafted khadi fashion masterpieces, 
specifically woven for Bollywood celebrities and politicians, 
and have turned the run-of-the-mill fabric, once used to 
make a humble man’s clothing into a style statement.

Building on Niche

The internet has transformed the operating 
landscape for small businesses and helped 
them be more resilient in the face of economic 
disruptions.

Small can be Powerful
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advantage of being nimble, agile, and increases their 
ability to adapt to changing landscape and respond faster 
to evolving customer needs. 

Take MSMEs in textile businesses, for example. It has 
conventionally contributed to the production of apparel 
and garments in India. With the outbreak of the COVID-19 
pandemic, they have quickly shifted gears to the 
production of masks, gloves, and aprons needed to 
support the frontline COVID-19 warriors across healthcare, 
sanitation, civil services, and utilities51. One of the critical 
factors that helped their agile transformation is their 
simple management structure, faster internal 
communication channels, lower fixed cost, ears that are 
always closer to the ground, and hands-on expertise.

Owing to their small size and the lack of specialists for 
each department, MSMEs have the biggest advantage of 
having the business owner himself being present at the 
core of the operations. Customers can interact directly 
with SME owners instead of intermediaries and share their 
feedback and complaints, which helps owners do a quick 
course correction and adapt policies as needed, more 
quickly. As a result, the key stakeholders are more likely to 
trust the brand. In the absence of stringent procedures 
and policies, MSMEs are more flexible in their operations 
and aided by their agility and nimbleness; they can 
demonstrate innovativeness admirably. A National 
Knowledge Commission of India study reveals that 17% of 
MSMEs have contributed significantly to the world-class 
innovations during the course of their business, which is 
quite enormous as compared to even among the large 
firms, only 42% have been able to achieve this feat52. This 
mainly could be due to the synchrony in knowledge, 
business objectives, and execution in the case of MSMEs. 

Indian MSMEs also have a major strength in their ability to 
manufacture lucrative and good quality innovative 
products like the Indore-based MSME, Kimirica Hunter, 

Indian MSMEs should look at collaboration within MSMEs 
as a powerful differentiator and a competitive advantage. 
We are all aware of the saying,”The whole is greater than 
the sum of the parts.” This has never been truer than now. 
In the post-pandemic world with ever-increasing business 
complexities, Indian MSMEs have to look at working 
together to survive and possibly thrive. Cooperation 
among competing MSMEs in an industry will give the 
entire country a competitive edge in that industry. For 
example, Italian MSMEs, notwithstanding a stiff 
competition amongst them, foster a high degree of 
cooperation. They do this by fragmenting the production 
processes into well-defined phases, and separate MSMEs 
take control over different phases. This cluster of 
competition by cooperation shall help the MSMEs achieve 
competitive advantage through specialisation and 
cooperation.

Encouraging the sharing of information, ideas, and 
research among MSMEs would go a long way in making 
them more dynamic and helping them integrate into 
global value chains. Collaboration among MSMEs is a real 
win-win for all parties involved as they can benefit from 
each other’s strengths and can identify and address their 
genuine on-ground problems and find innovative ways to 
grow together, a feat that might be difficult, if not 
impossible, when operating alone.

Indian MSMEs should also be open to establishing 
strategic alliances with foreign players as well. Joint 
Ventures with foreign firms are a good way for MSMEs to 
expand their presence in the current era of rapid 
globalisation. Joint Venture with foreign players also helps 
MSMEs adopt new technologies and at the same time, 

which is now India’s largest manufacturer of luxury hotel 
toiletries and guest room amenities. They attribute their 
success to their size and local presence. Because of their 
local presence and the concept of selling customised 
amenity products, luxury hotels chose them. The luxury 
hotels welcomed Kimirica Hunter, as until then, the hotels 
were importing these amenities, which was tedious and 
expensive. Further, due to their small size, they could 
make hotel amenity products that suited each hotel's 
unique themes and special ambiances. This unique 
concept of being able to manufacture in small quantities 
has made Kimirica Hunter stand out from the crowd, and 
the quality of their products and impeccable services have 
made them an instant success. In 2017 it had signed a JV 
with a Canadian hospitality products Manufacturer53. The 
small size of an MSME has its disadvantages, but 
companies need to assess how the pros outweigh the cons 
and help them stay ahead of the game. 

Collaboration is Key to Growth 

Owing to their small size and the lack of 
specialists for each department, MSMEs have 
the biggest advantage of having the business 
owner himself being present at the core of the 
operations. Customers can interact directly 
with SME owners instead of intermediaries and 
share their feedback and complaints, which 
helps owners do a quick course correction and 
adapt policies as needed, more quickly. As a 
result, the key stakeholders are more likely to 
trust the brand. In the absence of stringent 
procedures and policies, MSMEs are more 
�exible in their operations and aided by their 
agility and nimbleness; they can demonstrate 
innovativeness admirably.
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take advantage of skilled workforce in India. Indian MSMEs 
can attract foreign players by acting as the gateway to the 
large Indian consumer market, which is currently the 6th 
largest economy globally, with a consumer spending of $ 
1.5 trillion and boasting a huge growth potential54. For 
example, 40 years ago, Hindustan Motor’s Ambassador, 
the first car made in India, was the king of the Indian roads, 
but today, the world’s leading auto manufacturers have 
positioned their products in India. It is evident that this 
would not have been possible without the help of MSMEs 
that make local components for the car manufacturers, 
which reduces the cost and thereby the overall on-road 
price of these international cars, making them more 
budget-friendly for the Indian buyer. These MSMEs also 
act as a manufacturing hub to help export these cars to 
nearby countries. Many of these auto ancillaries have 
entered into a strategic partnership or alliances with 
international companies.

Successful collaboration helps companies complement 
each other’s strengths and tap into markets and 
opportunities beyond their reach when working 
individually. It can also create an ecosystem of health 
competition. 

As COVID-19 fundamentally transforms the business 
landscape, accountants will play an increasingly pivotal 
role in supporting MSMEs with their professional guidance 
and expertise, as the latter struggles to survive and 
emerge stronger in a post-pandemic world. As an 
immediate measure, accountants can guide MSMEs to 
understand the pros and cons of various financial relief 
packages announced by the Government of India for the 
sector and avail them successfully. Besides improving 
financial literacy, accountants also help with financial 
matters essential for business success such as accounting, 
cash flow management, balance sheet management, 
financial record keeping and more. SMPs can also help 
small businesses with digital transformation. A successful 
collaboration between MSME and accountants  can deliver 
value constantly for all stakeholders in the long run.   

In the wake of the COVID-19 pandemic, as the world is 
reeling from an economic downturn, India’s growth story is 
also under threat. MSMEs must continuously endeavour to 
innovate to stay ahead of the curve. Every country is 
dependent on MSMEs to innovate because of the drive 
that comes from the founder who perceived the visionary 
idea out of his ability to look into a crystal ball and predict 
a market need that required to be fulfilled along with his 
passion for succeeding, which is a major driving force 
behind any successful innovation. India is no exception to 
this.

One of the paths to success for a business, regardless of 
its size, is constant innovation. Developing new ideas is 
essential for any company to stay relevant, enhance its 
efficiency and processes, improve infrastructure, introduce 
new, improved, and more cost-effective products and 
services into the market, and increase profitability and 
establish a strong brand identity. MSMEs may be small in 
size compared to MNCs, but they have a huge potential to 
introduce innovative, out-of-the-box ideas, successfully 
market them and scale up quickly. 

Strong DNA of Innovation 

The connection between innovation and 
demand is fundamental. While all the 
innovations in the business world are directed 
towards ful�lling a certain need, small 
businesses have often come up with 
game-changing ideas that can transform the 
outlook of an entire industry besides ful�lling 
certain compelling needs.

The country has seen many localized innovations that are 
implemented at work every day. It is also home to some of 
the world’s youngest populations with high technical 
literacy that can contribute heavily to the scale and speed 
of Indian MSMEs' innovations. Innovation plays a very 
critical role in making MSMEs more sustainable and 
prosperous. By adopting an innovation strategy, MSMEs 
can produce world-class products and services at lower 
costs and be more viable.  

The connection between innovation and demand is 
fundamental. While all the innovations in the business 
world are directed towards fulfilling a certain need, small 
businesses have often come up with game-changing ideas 
that can transform the outlook of an entire industry 
besides fulfilling certain compelling needs. For example, 
Kolkata-based Akvo Atmospheric Water Systems Private 
Limited, incorporated in 2018, identified the problem of 
scarcity of water in India and around the world55. It is 
estimated that only 60% of the water will be fit for human 
consumption by 203056.. Sensing an opportunity, Akvo 
came up with innovative technology of building Akvo 
atmospheric water generators, generating water from the 
air. The technology condenses humidity from the air, just 
like the rain. The machines can generate up to 1,000 liters 
of water in 24 hours from the atmospheric moisture, 
thereby making their water cheaper than packaged water 
sold by competitors. The Madhya Pradesh government has 
invested in a 1000-liter system designed by Akvo to ensure 
water supply to Hardua Mangarh village in Damoh 
district57.

To enable the growth of MSMEs and nurture their 
innovation, accountants and SMPs can offer their expertise 
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and insights acting as virtual CFOs/portfolio CFOs for 
small businesses. MSMEs need assistance with financial 
management, budgeting, and strategic decision-making 
that can directly impact the financial health of a business. 
But they can't always afford to hire a CFO. SMPs can 
create value for their MSME clients with their services 
beyond compliance adherence as virtual CFOs and can 
offer their valuable advice and guidance that educate 
business owners about the valuation of their business and 
nurture business growth.
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MSMEs play a huge contributory role in achieving the SDGs 
goal globally. Their success has a far-reaching impact on 
various socio-economic goals and is a critical driver for 
economic growth. The recent pandemic has impacted the 
sector, with many businesses facing hardship and people 
facing a loss of livelihoods. 

During these challenging times, the slew of legislative and 
regulatory measures adopted by the Government of India 
to support the MSME is highly commendable and has laid 
down a clear path to strengthen the sector going ahead. 
The focus on Aatmanirbhar Bharat is a critical force driving 
growth and recovery in the segment. MSMEs now need to 
look for opportunities that lie beyond COVID-19 and plan 
to grow their business by innovating and adopting an agile 
approach. Strategic adoption of technology will be one of 
the elements to play a vital role in driving MSME growth in 
India. By embracing digital transformation, businesses can 
move online and automate their processes to provide 
customers with a more secure and seamless experience. 

During these times, the role of an accountant in 
safeguarding and supporting MSMEs becomes even more 
important. They play the role of a trusted adviser who can 
guide them in navigating these challenges and driving 
long-term growth and profitability. 

Conclusion
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