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Abstract: Small and Medium-scale Enterprises (SMEs)
play a crucial role in the Indian economy, contributing
significantly to GDP, employment generation, and
exports. This study explores the multifaceted impact of
SMEs, analyzing their contributions, challenges, and the
role of government policies in fostering their growth.
SMEs are vital in promoting regional development,
reducing disparities, and enhancing
entrepreneurship, particularly in rural and semi-urban

economic

areas. Despite their significance, SMEs face several
constraints, including limited access to finance, outdated
technology, regulatory bottlenecks, and intense market
competition. The research highlights the need for
improved financial accessibility, digital transformation,
and skill development to enhance SME competitiveness.
Government initiatives, such as the MUDRA Yojana, the
Credit Guarantee Fund Trust for Micro and Small
Enterprises (CGTMSE), and the Digital MSME Scheme,
have been instrumental in addressing some of these
challenges. However, procedural inefficiencies and
awareness gaps hinder their full potential. The study also
examines the future prospects of SMEs, emphasizing the
impact of technological advancements, emerging high-
growth sectors, and sustainable business strategies.
Policy recommendations include simplifying regulatory
frameworks, enhancing financial support mechanisms,
fostering innovation, and addressing labour and skill
shortages. Strengthening SMEs through targeted policy
interventions and strategic investments will be critical
for sustaining India's economic growth in a competitive
global market.
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1.INTRODUCTION

Small and Medium-scale Enterprises (SMEs) have
long played a pivotal role in driving the growth and
development of the Indian economy. Even before
2021, SMEs were recognized for their substantial
contributions to Gross Domestic Product (GDP),
employment generation, and exports, earning them the
reputation of being the backbone of the economy
(Ministry of MSME, 2019). In a country marked by its
vast and diverse population, SMEs have consistently
created avenues for entrepreneurship, particularly in
rural and semi-urban regions.

This study aims to examine the role, impact, and
challenges faced by SMEs in India, providing a
comprehensive understanding of their multifaceted
contributions and inherent limitations. The research
seeks to address key questions: What has been the
historical contribution of SMEs to India’s GDP,
employment, and exports? What
operational challenges have hindered their growth?

structural or

And how have government policies and support

mechanisms shaped SME performance and
sustainability?

Understanding the SME sector is essential to grasping
the broader contours of India’s economic
development, especially given its role in promoting
inclusive  industrialization, balanced  regional
development, and poverty alleviation. Moreover, the
study emphasizes the need for well-designed, context-
sensitive policy interventions that can enhance the
competitiveness and resilience of Indian SMEs in a
rapidly globalizing world. Through this analysis, the
research contributes to the discourse on sustainable

economic progress in the Indian context before 2021.

969



© August 2022| IJIRT | Volume 9 Issue 3 | ISSN: 2349-6002

2. OBJECTIVES OF THE STUDY

2.1.To analyze the contribution of SMEs to India's
GDP, employment generation, and exports.

2.2. To examine the challenges faced by SMEs,
including financial constraints, regulatory hurdles, and
technological limitations.

2.3.To assess the impact of government policies and
initiatives in  promoting SME growth and
development.

24.To explore the role of SMEs in regional
development, entrepreneurship, and economic
inclusivity.

2.5. To provide policy recommendations for
enhancing SME competitiveness through financial
support, innovation, and skill development.

3. LITERATURE REVIEW

» Small and Medium-scale Enterprises (SMEs) are
widely recognized as the backbone of most
economies worldwide. According to the OECD
(2017), SMEs represent over 95% of all firms and
account for approximately 60-70% of total
employment in member countries.

» the World Bank (2020) emphasized the
importance of SMEs in fostering inclusive growth
and sustaining employment in times of economic
uncertainty, particularly during crises like the
COVID-19 pandemic.

» In emerging economies, SMEs play a crucial role
in job creation, poverty reduction, and economic
decentralization. UNIDO (2016) highlighted that
SMEs account for over 90% of enterprises and
60-70% of employment in low- and middle-
income countries.

» In the Indian context, SMEs contribute nearly
30% to GDP and employ over 120 million people
(Ministry of MSME, 2020).

» These enterprises are particularly important in
rural and semi-urban areas, where they stimulate
local entrepreneurship and bridge development
gaps (Kale, 2018).

» SME:s in developing countries often face barriers
such as limited access to finance, inadequate
infrastructure, and low levels of digital adoption
(World Economic Forum, 2019).

» In India, the Pradhan Mantri MUDRA Yojana and
revised MSME definitions in 2020 aimed to
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formalize the sector and improve access to credit
(Rao, 2020).

» the 1956 Industrial Policy Resolution emphasized
the promotion of small-scale industries (SSIs) to
generate employment and reduce regional
disparities (Government of India, 1956).

» The economic reforms of 1991 marked a
significant shift, exposing SMEs to global
competition but also providing access to new
markets and technologies (Ghosh, 2013).

» The enactment of the MSMED Act in 2006
provided a formal framework for defining and
supporting MSMEs (Ministry of MSME, 2015

» Challenges such as financial exclusion and
outdated technology persisted well into the 2010s,
highlighting the need for deeper reforms and
capacity building (Patil & Sharma, 2019).

4. ROLE OF SMES IN THE INDIAN ECONOMY

4.1. Contribution to GDP: Small and Medium-scale
Enterprises (SMEs) contribute nearly 30% to India’s
GDP, playing a vital role in economic development
(Ministry of MSME, 2020). They drive industrial
growth, particularly in manufacturing and services,
while fostering innovation and regional development
(OECD, 2017; Kale, 2018). Increasing integration into
global value chains and digital adoption have boosted
SME productivity (Mehta, 2019). However, issues like
inadequate infrastructure, limited credit access, and
technological barriers still hinder their full GDP
potential (Rao, 2019).

4.2. SMEs in Emerging Economies: Small and
Medium-scale Enterprises (SMEs) are essential to
economic development in emerging economies, where
they contribute significantly to GDP, employment, and
poverty reduction (UNIDO, 2016). In India, SMEs
account for around 30% of GDP and employ more than
120 million people, highlighting their economic and
social relevance (Ministry of MSME, 2020). They also
foster entrepreneurship and reduce regional disparities
by operating extensively in rural and semi-urban areas
(Kale, 2018). However, SMEs often face challenges
such as inadequate infrastructure, limited access to
finance, and slow technological adoption (Jha, 2020).
The COVID-19 pandemic underscored their
adaptability, as many turned to digital tools and e-
commerce to survive economic disruptions (Mehta,
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2021). Despite supportive initiatives like MUDRA
Yojana and updated MSME classifications, consistent
policy attention is required to unlock the full potential
of SMEs in developing economies.

4.3. Contribution to Exports: Small and Medium-scale
Enterprises (SMEs) are vital contributors to India’s
export sector, accounting for nearly 48% of total
exports (Ministry of MSME, 2020). They play a
prominent role in  sectors like textiles,
pharmaceuticals, gems and jewellery, and IT services,
helping diversify India’s export base (Kale, 2018).
Their agility and ability to cater to niche international
markets give them a competitive edge (Mehta, 2019).
To promote exports, government initiatives such as the
Export Promotion Capital Goods (EPCG) Scheme and
the Market Access Initiative have provided financial
and infrastructural support (Rao, 2020). Enhancing
SME export capabilities is crucial for India’s sustained
integration into global value chains.

4.4. Regional Development: Small and Medium-scale
Enterprises (SMEs) play a crucial role in promoting
balanced regional development in India by stimulating
economic activities in rural and semi-urban areas.
These enterprises create localized employment,
reducing migration to urban centers and helping to
bridge regional income gaps (Kale, 2018). SMEs also
encourage the effective use of local resources and
skills, contributing to inclusive growth and improving
the socio-economic conditions of underdeveloped
regions (Rao, 2019). Government-led cluster
development programs have been introduced to
promote SME activity in backward and geographically
disadvantaged regions (Ministry of MSME, 2020).
Through decentralized industrialization and grassroots
entrepreneurship, SMEs are key enablers of regional
equity and sustainable development.

5. CHALLENGES FACED BY SMES IN INDIA

5.1. Financial Constraints:

Small and Medium-scale Enterprises (SMEs) in India
face persistent financial constraints, especially in
securing credit and managing working capital.
Traditional banks often require collateral and impose
high interest rates, creating barriers for small
businesses with limited assets (Ministry of MSME,
2020). As a result, approximately 40% of SMEs
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continue to rely on informal financing, which is often
more expensive and less stable (Reserve Bank of
India, 2020). Although government schemes like the
Credit Guarantee Fund Trust for Micro and Small
Enterprises (CGTMSE) and MUDRA loans have been
introduced to improve credit access, procedural
complexities and awareness issues hinder their
effective implementation (Rao, 2019). Fintech and
digital lending platforms offer alternative solutions,
but currently serve a limited share of SMEs.
Addressing these financial bottlenecks is essential for
promoting inclusive growth and long-term
sustainability of the SME sector.

Sources of SME Financing in India (Up to 2021)

20%

Percentage of SMEs

Informal Financing Bank Loans Govt. Schemes Fintech/Digital Lending
Financing Source

5.2. Technological Constraints: Many Small and
Medium-scale Enterprises (SMEs) in India operate
with outdated technology, limiting their productivity
and reducing global competitiveness. The high cost of
adopting modern equipment and the absence of robust
digital infrastructure hinder efforts toward innovation
and automation (Jha, 2020). Over 60% of SMEs
reportedly lack basic digital literacy, preventing them
from leveraging transformative technologies like
artificial intelligence, blockchain, and cloud
computing (Mehta & Jain, 2020). While the
government has launched schemes like the Digital
MSME Scheme to encourage IT adoption, their
effectiveness is restricted by low awareness and
inadequate implementation in rural and semi-urban
areas (Ministry of MSME, 2020). Bridging this
technological divide is crucial for enhancing
operational efficiency, innovation, and long-term
competitiveness of SMEs.
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Technological Constraints Faced by SMEs in India
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The bar chart above illustrates the technological
constraints faced by SMEs in India. The lack of digital
literacy is the most significant challenge, affecting
60% of SMEs, followed by high adoption costs and
limited digital infrastructure. Addressing these barriers
through better awareness, financial support, and
improved infrastructure is essential for enhancing
SME competitiveness and innovation

5.3. Regulatory and Bureaucratic Barriers:

Small and Medium-scale Enterprises (SMEs) in India
encounter substantial obstacles due to complex and
often rigid regulatory frameworks. Compliance with
taxation norms, labor legislation, and environmental
standards tends to be both time-consuming and
financially burdensome for small businesses with
limited administrative capacity (Kale, 2019). In many
cases, SMEs face delays and inefficiencies in
acquiring mandatory licenses and clearances due to
redundant paperwork and prolonged approval
processes (Rao, 2020). Although the implementation
of the Goods and Services Tax (GST) in 2017 aimed
to unify the tax system and reduce compliance
complexity, several SMEs continue to struggle with
digital return filing, input credit mismatches, and
frequent policy changes (Natarajan & Singh, 2020).
Addressing these issues by simplifying compliance
procedures, increasing digital access, and offering
regulatory support is essential to enabling SME
sustainability and growth in the formal economy.

5.4. Market Competition

Market Competition Faced by SMEs

Small and Medium-scale Enterprises (SMEs) in India
face formidable competition from large domestic
enterprises and multinational corporations. These
larger entities benefit from superior access to capital,
advanced technology, and well-established supply
chains, making it difficult for SMEs to scale and
compete effectively (Jha, 2020). The rapid growth of

1JIRT 182598

e-commerce has further intensified competition, as
major players use economies of scale, digital
marketing, and logistics networks to dominate market
segments (Mehta & Sharma, 2020). Although
government initiatives like the Make in India
campaign aim to bolster SME involvement in
domestic production, many still struggle due to global
supply chain disruptions and reliance on imported raw
materials (Kale, 2019). Enhancing the competitiveness
of SMEs through innovation, strategic branding, and
technology adoption is vital for their resilience and
long-term sustainability.

5.5. Skilled Labor Shortage:

The shortage of skilled labor remains a significant
barrier to productivity and innovation in Indian SMEs.
Many enterprises struggle to recruit employees with
adequate technical and managerial expertise due to
shortcomings in vocational training and industry-
oriented education (Rao, 2020). The National Skill
Development Corporation (NSDC) estimated that
around 50% of SMEs face challenges in hiring suitably
skilled workers (Mehta & Jain, 2020). Although
initiatives like the Skill India Mission have been
launched to address this gap, their effectiveness is
hindered by inconsistent execution and limited
outreach (Ministry of MSME, 2021). Strengthening
workforce development through targeted training
programs is essential to boost SME performance and
competitiveness.

6. GOVERNMENT POLICIES AND SUPPORT
FOR SMES IN INDIA

6.1. Overview of Policy Framework

The Indian government has introduced targeted
policies to support SME growth, focusing on
improving access to finance, technology, and
regulatory ease. The MSMED Act, 2006 provides the
statutory framework for SME classification and
assistance (Ministry of MSME, 2020). Programs like
Make in India and Atmanirbhar Bharat Abhiyan aim to
boost self-reliance and enhance SME competitiveness
(Reserve Bank of India, 2020). The launch of the
Udyam Registration portal in 2020 simplified
registration and facilitated better access to government
support (Mehta & Jain, 2021). While these initiatives
offer strong potential, their success depends on
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effective implementation and continuous policy
adaptation.

6.2. Financial Incentives

The Government of India has implemented various
financial schemes to improve access to credit and
capital for Small and Medium Enterprises (SMEs).
One of the key initiatives is the Pradhan Mantri
MUDRA Yojana (PMMY), launched in 2015, which
offers collateral-free loans to micro and small
enterprises  through three categories—Shishu,
Kishore, and Tarun. As of 2020, the scheme had
extended financial support to over 30 million
beneficiaries, fostering entreprencurship at the
grassroots level (Ministry of Finance, 2020).

Another important initiative is the Credit Guarantee
Fund Trust for Micro and Small Enterprises
(CGTMSE), which mitigates credit risk for lenders by
offering guarantees on loans to eligible SMEs. This

Graph: Major Financial Schemes for SMEs and Beneficiaries

mechanism  encourages banks and financial
institutions to increase lending to the sector (Rao,
2020).

The Small Industries Development Bank of India
(SIDBI) also plays a central role in SME financing by
providing refinancing options and direct credit at
concessional rates. SIDBI has been instrumental in
channeling funds to SMEs, especially in underserved
and rural regions (Jha, 2020).

Despite these initiatives, a significant proportion of
SMEs continue to encounter difficulties in accessing
formal credit. Issues such as cumbersome
documentation, lack of financial literacy, and
procedural delays often hinder effective utilization of
these schemes (KPMG, 2020).

Beneficiaries of Major SME Financial Schemes in India
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The bar chart above represents the number of SMEs
benefited by major financial schemes in India.
MUDRA Yojana has the highest reach, supporting 30
million SMEs, followed by CGTMSE and SIDBI
loans. These schemes play a crucial role in improving
financial accessibility for small businesses.
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6.3. Technology and Skill Development

The Indian government has implemented several
initiatives to promote technology adoption and skill
development in the SME sector. The Digital MSME
Scheme, launched in 2017, encourages the use of ICT
tools by providing financial support for digital
infrastructure (Ministry of MSME, 2020). To build a
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skilled workforce, the Skill India Mission and National
Apprenticeship Promotion Scheme (NAPS) offer
industry-relevant training through the NSDC (NSDC,
2020). Innovation and entrepreneurship are further
promoted through ASPIRE, which supports incubation
centres and rural start-ups, particularly in agro-based
sectors (Jha, 2020). Despite these programs, many
SMEs struggle to benefit due to limited awareness and
digital capability (CII, 2020). These challenges
highlight the need for better outreach and support
mechanisms to ensure effective implementation.

Graph: Key Government Schemes for Technology and
Skill Development
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The pie chart illustrates the distribution of key
government initiatives for SME technology and skill
development. The Digital MSME Scheme holds the
largest share (30%), followed by Skill India Mission
(25%), NAPS (20%), and ASPIRE (25%). These
programs collectively aim to enhance technological
capabilities and workforce skills in SMEs.

6.4. Ease of Doing Business

India has undertaken significant reforms to improve
the ease of doing business for Small and Medium
Enterprises (SMEs). The introduction of the Udyam
Registration portal in 2020 simplified the process of
business registration by minimizing documentation
and enabling online verification (Ministry of MSME,
2020). The implementation of the Goods and Services
Tax (GST) in 2017 replaced multiple indirect taxes,
thereby streamlining the tax structure and improving
compliance for small businesses (Mehta & Jain, 2020).
Furthermore, the Insolvency and Bankruptcy Code
(IBC), enacted in 2016, provides a time-bound
framework for resolving insolvency, which has
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benefited financially distressed SMEs by offering
faster exit options (Rao, 2020). However, despite these
positive developments, many small enterprises still
face regulatory hurdles, such as delays in approvals
and complex compliance requirements (World Bank,
2020).

7. FUTURE PROSPECTS FOR SMES IN INDIA

7.1. Impact of Technological Advancements:
Technological advancements such as digitalization, e-
commerce, and automation are playing a
transformative role in the development of Small and
Medium Enterprises (SMEs) in India. The growing use
of digital payment systems and cloud computing has
enhanced operational efficiency and improved market
accessibility for many SMEs (Ministry of MSME,
2020). E-commerce platforms like Amazon and
Flipkart have opened new avenues.

7.2. Potential Growth Sectors

Several sectors offer significant growth potential for
Small and Medium Enterprises (SMEs) in India. The
green technology sector, including renewable energy
and sustainable manufacturing, has gained momentum
with increasing policy support and incentives
(Ministry of Finance, 2020). In the information
technology (IT) domain, SMEs are contributing
substantially to software development, cybersecurity,
and innovations in artificial intelligence (Rao, 2020).
The healthcare sector, particularly telemedicine,
diagnostics, and affordable medical device production,
presents growing opportunities due to rising healthcare
demands (Sen & Gupta, 2020). By tapping into these
emerging sectors, SMEs can expand their economic
impact and generate employment across diverse
regions (World Bank, 2020).

7.3. Sustainable Growth Strategies:

For long-term sustainability, Indian Small and
Medium  Enterprises (SMEs) must  adopt
environmentally conscious and inclusive growth
strategies. Implementing practices such as energy-
efficient production, waste reduction, and eco-friendly
technologies enhances both regulatory compliance and
profitability (RBI, 2020). Building resilient supply
chains through diversification and local sourcing
strengthens domestic industry and reduces external
dependencies (Gupta & Verma, 2020). Government
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initiatives, including green incentives and
sustainability-focused training programs, support
SMEs in adopting resource-efficient operations
(Ministry of MSME, 2020). A strategic blend of
innovation, financial stability, and environmental
responsibility is essential for securing the future
growth and global competitiveness of Indian SMEs
(CI1, 2020).

8. Recommendations

8.1 Policy Suggestions: To promote SME growth in
India, government policies must focus on regulatory
simplification, enhanced financial access, and
improved ease of doing business. Digitizing
administrative processes can reduce compliance
burdens and promote formalization and transparency
(Ministry of MSME, 2020). Targeted tax incentives
and subsidies in high-growth sectors like green and
information technology can drive innovation and
competitiveness (Rao, 2020). Strengthening the
implementation of credit schemes such as CGTMSE
will enhance access to finance and mitigate risks for
small businesses (Sharma & Patel, 2020). Effective
coordination and monitoring of support programs are
vital to ensure policy impact. A responsive, SME-
focused policy framework is essential for their
sustained growth and contribution to the economy.

8.2 Improving Access to Finance: Enhancing financial
inclusion for SMEs in India requires reducing credit
barriers and diversifying funding sources. Simplifying
loan processes and easing collateral requirements can
improve access to formal credit (RBI, 2020).
Microfinance and fintech solutions, such as peer-to-
peer lending and digital banking, offer flexible
alternatives (Gupta & Verma, 2020). Expanding
schemes like MUDRA and SIDBI’s financial
programs can further support underserved businesses
(Ministry of Finance, 2020). Strengthening financial
literacy among entrepreneurs is also vital. A robust
financial ecosystem—combining access, innovation,
and education—is essential for SME growth and
resilience.

8.3. Fostering Innovation and Technology Adoption:
Promoting technology adoption among Indian SMEs
requires focused investment in digital literacy and
infrastructure. Financial incentives for integrating
technologies like AIl, automation, and cloud
computing can significantly improve efficiency and
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global competitiveness (Jha, 2020). Public-private
partnerships in research and development can facilitate
innovation and ease technology transfer (Mehta &
Jain, 2021). Government initiatives such as the Digital
MSME Scheme must be expanded to increase
awareness and reach among SMEs (Ministry of
MSME, 2020). Bridging the technological divide
through targeted training and subsidies is essential for
enabling SMEs to compete in a digital economy.

8.4. Addressing Labor and Skill Gaps

Addressing manpower and skill shortages among
SMEs requires strengthening vocational education and
workforce training. Expanding initiatives such as Skill
India and the National Apprenticeship Promotion
Scheme (NAPS) can provide SMEs with access to a
skilled labor force (National Skill Development
Corporation, 2020). Collaboration between SMEs and
educational institutions can help design industry-
relevant training programs tailored to specific sectoral
needs (FICCI, 2019). Moreover, offering wage
subsidies and incentives to SMEs that invest in
employee skill development can enhance productivity
and workforce retention (Ministry of Labour and
Employment, 2020). A well-trained workforce is
critical for ensuring SME competitiveness and
sustainable economic growth.

9.CONCLUSION

Small and Medium Enterprises (SMEs) are vital to the
Indian economy, contributing significantly to GDP,
employment generation, and exports. They foster
regional development, promote entrepreneurship, and
support industrial growth, thereby playing a key role
in ensuring economic sustainability (Ministry of
MSME, 2020). However, SMEs face persistent
challenges such as limited access to finance,
technological gaps, regulatory burdens, and skill
shortages (RBI, 2019). Addressing these issues
through targeted policy reforms, easier access to
credit, and promotion of technology adoption is
essential for their sustained growth. Further research
should examine the role of digital transformation,
sector-wise  development potential, and the
effectiveness of existing government support schemes.
Strengthening the SME ecosystem is crucial for
inclusive development and enhancing India’s global
economic standing.
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