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ABSTRACT 

SMEs being first generation fray of entrepreneurs in our country for setting up the businesses 

started facing challenges in mobilizing capital for the business.  This challenge is much more severe 

for start-up businesses. Though the SMEs are found as the back-bone for the stronger Indian 

economy, alas, they are forbidden by many main stream financial systems to nurture.  The present 

paper examines that the problems of SMEs in Indian and the impact of SMEs growth on Indian 

Economy in an analytical way and presents  a turnaround look for the betterment of SME segment 

for its further growth in the days to come. 

1. INTRODUCTION 

 In India, Small and Medium Enterprises (SMEs) are the fast growing and biggest contributor 

to employment and exchange of the country.  SMEs constitute almost 95% of total industrial units 

and 40% of total industrial output.  SMEs across the world are gaining priority for policy makers and 

regulators as they see the sector as key to a solving the vexing problems and helping in improving 

competitiveness, raising incomes, inclusive growth and generating employment.  It is also very 

instrumental for banks, as it contributes less in incremental Non-Performing Asset (NPA) and 

delinquency rate.  Also the growth rate of credit in SME sector is much higher than the overall credit 

acceleration rate in net bank credit of banks in India.  Government of India is making all possible 

efforts for giving boost to SME sector through financial and non-financial measures. 

 SMEs being first generation fray of entrepreneurs in our country for setting up the 

businesses started facing challenges in mobilizing capital for the business.  This challenge is much 

more severe for start-up businesses.  The challenge comes from the fact that SMEs have limited 

owned capital available to start a business and sustain it during initial tough years.  It is due to such 

fact the banks and financial institutions ask for collateral before deciding to finance SMEs.   

2. Concept and Composition of SMEs. 

 Micro and Small Enterprises defined under the provisions of MSMED Act, 2006 are covered 

under the scheme.  An “enterprise” for this purpose means an industrial undertaking or a business 

concern or any other establishment, by whatever name called, engaged in the manufacture or 

production of goods, in any manner, pertaining to any industry specified in the First Schedule to the 

Industries ( Development and Regulation)  Act, 1951 or engaged in providing or rendering of any 

service or services. 

 SMEs play a catalytic role in the development of any country.  SMEs are the engines of 

growth in developing and changeover economies.  In India SMEs account for a significant proportion 

in manufacturing, exports and employment, and are major contributors to GDP. 
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The SME Sector includes Micro Enterprises, Small Enterprises, Artisans & Village Industries, 

Medium Enterprises, Service Sector units and individual sub- sector units. 

 Micro Enterprises: 
Micro Enterprises are those engaged in manufacturing, processing, preservation of goods 

mining,  quarrying, servicing and repairing of specified type of machinery and  equipment, 

agro service units whose investment in Plant and Machineries does not  exceed Rs. 25.00 

lacs irrespective of location of the unit in respect of manufacturing units and investment in 

equipments not exceeding Rs. 10.00 lacs in respect of Service Sector units. 

 Small Enterprises: 
A small Enterprise industrial undertaking/ unit is one which is engaged in the manufacture, 

processing or preservation of goods or is a servicing and repair workshop undertaking 

repairs of machinery used for production, mining or quarrying  or custom service unit 

(except water service units), having investment in Plant and Machineries (original cost) 

above Rs. 25.00 lacs but not exceeding Rs. 5.00 crores in respect of manufacturing unit and 

above Rs. 10.00 lacs but not exceeding Rs. 2.00 crores in respect of Service Sector unit. 

 Medium Enterprises: 
A Unit which is engaged in the manufacture, processing or preservation of goods or is a  

servicing and repair workshop undertaking repairs of machinery used for production, mining 

or quarrying or custom service unit ( except water service units), with investment in Plant & 

Machinery in excess of Rs. 5.00 crores and upto Rs. 10.00 crores in respect of manufacturing 

units and investment in equipments in excess of Rs. 2.00 crores and upto Rs 5.00 crores in 

respect of Service Sector units will be treated as Medium Enterprises (MEs).   

According to internal definitions used by Private Financial Institutions (Indicative) MSME is 

as follows;  

Table-1: Internal Definitions used by Banks for MSME 

Enterprise 

Size 
Micro Small Medium 

Institution 

Type 

Turnover 

(INR Million) 

Credit Size 

(INR Million) 

Turnover 

(INR Million 

Credit Size 

(INR Million) 

Turnover 

(INR Million 

Credit Size 

(INR Million) 

Private 

Commercial 

Banks 

1.5 - 50 

(30,000 – 1 

Million) 

0.2 – 1 

(4,000 -

20,000) 

50-200 

( 1 Million – 

4 Million) 

5- 150 

( 0.1 Million 

– 3 Million) 

200- 2000 

( 4 Million – 

40 Million) 

50- 200 

( 1 Million – 

4 Million) 

Non-Banking 

Finance 

Companies 

0.05 - 1 

(1,000 – 

20,000) 

1 – 5 

(20,000 -0.1 

Million) 

5 -25 

( 0.1 Million 

– 0.5 Million) 

0.3 - 5 

(6000-0.1 

Million ) 

10 - 1000 

( 0.2 Million 

– 20 Million) 

2.5- 50 

( 50,000 - 1 

Million) 

Source: MSME Finance in India, A Research Study on Needs, Gaps and Way Forward (November, 

2012) 
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3. Review of Literature 

 Narayan.R (2014), Solve funding issues to finance SMEs growth plans, “ The micro, small and 

medium enterprises are the backbone of economic development in India. They are the incubators 

for talent, innovation and entrepreneurial spirit, which is essential for the country's development. 

Indian SME sector contributes 45% of the industrial output, 40% of the country's total exports, 

employs over 60 million people, creates 1.3 million jobs every year and produces more than 8,000 

quality products for the domestic and international markets. With approximately 30 million SMEs in 

India, around 12 million people are expected to join the workforce in the next three years with the 

sector growing at a rate of 8% a year. 

  YES Bank Report (2012),Role of the Government in SME Financing,  Banks today are slowly 

but surely adopting a more progressive and forward looking outlook. With the help of better 

technology, risk prediction and management strategies and tools, as well as the sheer number of 

positive SME growth stories, banks are extending a strong lending hand to SMEs. Banks are heeding 

the Ganguly Committee recommendation and the government directive to adopt a full-service 

approach to cater to the diverse needs of the SME sector. This may be achieved by extending 

banking services to recognized SME clusters and by adopting the 4-C approach: Customer Focus, 

Cost Control, Cross-Selling and Containing Risk. 

Small and Medium Business Development Chamber of  India, Considering the vital role 

played by Small & Medium Enterprises (SMEs) in economic and industrial development of the 

Nation, the policy makers, financial institutions and commercial banks should take the initiative to 

support and empower them to fulfill their financial requirements for business growth and expansion. 

SMEs are always in the forefront to provide large employment, industrial output and export 

performance, but then also they face tremendous difficulties to get timely and adequate finance 

from Banks and Financial Institutions. The reason: SMEs are not fully aware about how to obtain 

Private Equity /Venture Capital / Government Grants and Incentives as well as FDI or Investment. 

Furthermore, most of the SMEs do not have the required knowledge and awareness about financial 

management, funds availability, credit ratings, restructuring, revival of sick units, merger and 

acquisitions. These issues need to be addressed accordingly 

Confederation of Indian Industry (CII), The MSME sector in India is incredibly heterogeneous 

in terms of size of the enterprises, variety of products and services produced and levels of 

technology employed. As per the Micro, Small and Medium Enterprises Development Act of 2006, 

enterprises with the capital investment (plant, machinery and equipment) levels within 10 crore INR 

(for services worth 5 crore INR) qualify as MSMEs. The MSME sector contributes in a significant way 

to the growth of the Indian economy with a vast network of over 32 million units, creating 

employment of about 70 million, manufacturing more than 6000 products, contributing about 45% 

to manufacturing output and about 40% of exports, directly and indirectly. It is an acknowledged 

fact that the MSME sector can help realise the target of the proposed National Manufacturing Policy 

of raising the share of the manufacturing sector in GDP from 16% at present to 25% by the end of 

2022. 

Amitab Verma (2013), Lack of adequate finance and in the right quantum leads to liquidity 

pressures and slows growth for SMEs. Understanding some of these nuances may allow improving 

http://www.business-standard.com/search?type=news&q=Smes
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the synergies between lending agencies and the SMEs would allow for better need-based funding. 

SMEs should also not look at just financing when they deal with these institutions. The full range of 

solutions on cash management, trade services, forex services and technology including internet 

banking platforms are today an integral part of offerings. Institutions which can provide these 

services in a customised manner would be the best fit for a win-win situation. 

Narayan.R (2014), Solve funding issues to finance SMEs growth plans, It is imperative for the 

RBI to issue necessary guidelines to banks on credit flow to the SME sector. Additionally, the 

Government should strive to create a favourable environment for SMEs that curbs the need for debt 

and capital. This could be achieved by setting up SME-focussed banks and NBFCs that accord priority 

to SME sector lending. Additionally, there could be financing schemes for SMEs that might be high 

on risk, but promise robust returns. Also, there is need for reduction in the interest rates. SMEs 

continue to pay interest rates of 19-20% for bank loans. There is an urgent need to restructure the 

loans for SMEs to ensure that the interest rates are lower. 

YES Bank Report (2012),Role of the Government in SME Financing, Notwithstanding the 

increase in bank credit to MSMEs, the statistics compiled in the Fourth Census of the MSME sector 

reveal that only 5.18% of the units of MSMEs avail finance through institutional sources, 2.05% had 

finance from non-institutional sources and the majority of units — 92.77% — had no finance, 

implying dependence on self-finance. The primary reason for this high degree of financial exclusion 

in the sector is that the cost of credit for Indian MSMEs is high in comparison to their international 

peers. A transparent credit rating system, simplification of/reduction in documentation for accessing 

finance and providing interest rate subvention to the MSME sector must all be taken into 

consideration in order to maintain the growth of the sector. 

4. Objectives of the paper 

 The main objective of the study is to present the turnaround approach to financing SMEs in 

India.  For the operational purpose, the sub objectives are as follow: 

a. To study the relationship and impact of  SMEs growth on Indian Gross Domestic Product 
(GDP). 

b. To examine the impact of SMEs growth on Unemployment rate in India. 
c. To study the relationship and impact of  SMEs growth on Gross National Product(GNP). 
d. To analyze the impact of SMEs growth on Per Capita Income of India. 

5. Research Methodology 

 The present research work is a descriptive and analytical one.  Data has been collected 

through the secondary sources, viz,  RBI, Reports, Reports of Department of Industry Policy and 

Promotion, World Bank, Government Publications and other published books and journal related to 

SMEs and various research papers and internet. To analyse the data obtained from various sources 

relevant statistical tools have been employed, viz, in the study.  Co-efficient of Correlation, 

percentages and  Probable Error of Co-efficient of Correlation is  used for determining the  

significance and insignificancy of the variables relationship and impact of one to another. 
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6. Hypotheses of the study 

 To ascertain the objectives the following hypotheses are formulated and tested. 

1. Ho1: There is no significant  impact of growth of SMEs on Gross Domestic Product (GDP) of 
India 

2. Ho2: There is no significant Impact of Growth of SMEs on Unemployment rate in India. 
3. Ho3: There is no significant Impact of Growth of SMEs on Gross National Product of country. 
4. Ho4: There is no Impact of growth in SMEs on Per Capita Income of India. 

7. Need for SMEs. 

 SMEs are essential to transform the face of financial sector in India through the 

development banking habits like savings and investments, convergence of needs of poor by carrying 

some activity, consolidation of available resource.  With these types of activities it can be possible to 

instigate the innovative ideas of small brains of more deprived people.  In this context, it requires 

prominence of small and medium enterprises for curing its problem of low economic growth vis-à-

vis developed nations.   

8. The Growth of SMEs in India 

 According to the latest Economic Survey, Indian SMEs employ close to 40% of India’s 

workforce.  After the agriculture sector, SMEs ranked second in nurturing employment 

opportunities.   Over 3.25 lakh jobs were generated in the SME sector during the period between 

April 2011 and February 2012.  In the year 2013 introduction Private Equity (PE) investment 

opportunities there is a tremendous change that SMEs growth was declined measurable. 

It can be noted from the Table-2 that the growth rate in SMEs sector in India has been 

increasing from the year 2008 to 2013.   During the year 2013 the growth rate was incredible 

representing at 24.81 percent.  The values through the  table are clearly indicating that the sector is 

intensifying with constant average growth rate in India. Hence, SMEs scene has changed significantly 

since the adoption of financial sector restructuring programme by 1991.  The reforms in the financial 

sector in India along with the overall second generation economic reforms in Indian economy has 

undoubtedly transformed the landscape of banking sector and financial institutions to a greater 

extent.  GDP growth in the 10 years after reforms averaged around 6%.  It can be noted that, after 

financial sector restructuring and its implementation of them resulted into the marked improvement 

in the financial health of the commercial banks measured in terms of capital adequacy, profitability, 

asset quality and provisioning for the doubtful losses.  Interestingly, the SME segment has got in toto 

the finance to the possible extent in India through Self Finance only.  Even, today the role of 

Financial Institutions and others  is very meager at 11.21 and 4.80 as well as 1.02 and 2.12 per cent 

respectively by registered and unregistered MSMEs.  This is an indication of the dearth of finance for 

SMEs (See table-3 for details) 

Not only that even the impact the growth of the MSMEs is also evident and significance on 

the elegant Macro-parameters India, namely, GDP, Unemployment, GNP and PCI.  The analysis 

pertaining to same is exhibited through table-4 .  The Co-efficient of Correlation and Probable Error 



 

Asia Pacific Journal of Research in Business Management  
Vol. 7, Issue 10,  October 2016  Impact Factor: 4.859, ISSN: (2229-4104) 

 www.skirec.org Email Id: skirec.org@gmail.com 

 

 An International Double-Blind, Peer Reviewed, Refereed Open Access Journal - Included in the International Indexing Directories 
 

 

Page 19 

of Co-efficient of Correlation are clearly stating that the impact of growth of SMEs is very significant 

in the case of GNP and Per-capita Income as the entrepreneurs are starting on their ventures 

through own financing.  On the other hand, as the segment is not properly financed, its reflection is 

very insignificant on the GDP and unemployment.    So, there is a need to focus on this segment in a 

fervent  manner as far as its financing is concerned(see table -4 and 4A). 

Table – 2: Total Number of SMEs in India from 2008 to 2013 

Year No. of. SMEs (Millions) 

2008 
39.1 

(- ) 

2009 
40.9 

(4.60) 

2010 
42.7 

(9.20) 

2011 
44.7 

(14.32) 

2012 
46.7 

(19.43 

2013 
48.8 

(24.81) 

                  Source: Figures extracted from Ministry of Micro, Small and Medium Enterprises 

(MSME),A FirstBiz-   

                  Greyhound knowledge Group Initiative 
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Table – 3: Distribution source of Finance to MSME sector 

Source of Finance 
Distribution of MSME units 

Registered. Unregistered. Total 

No Finance/Self Finance 
1362568 

(87.77) 

22850626 

(93.08) 

24213194 

(92.77) 

Finance through Institutional sources 
17406 

(11.21) 

1177212 

(4.80) 

1351272 

(5.18) 

Finance through Non-Institutional Sources 
15864 

(1.02) 

520467 

(2.12) 

536331 

(2.05) 

Total  
1552492 

(100) 

24548305 

(100) 

26100797 

(100) 

Source: Extracted from Summary Results of 4th All-India Census of MSME 

Figures in brackets shows percentages 

 

Table- 4: Impact of Growth of SMEs on the performance of Indian Economy 

Year 
Growth Rate in 

SMEs (%) 

GDP Growth 

Rate (%) 

Unemployment 

Rate (%) 

GNP Growth 

Rate (%) 

PCI Growth 

Rate (%) 

2008  7.4 - 31.54 19.59 

2009 4.6 7.4 9.4 40.15 28.05 

2010 9.2 10.4 9.4 25.19 39.37 

2011 14.32 7.2 6.3 64.92 46.74 

2012 19.44 6.5 5.2 76.36 52.25 

2013 24.80 3.2 4.9 83.67 60.75 

Source: Data Extracted from www.tradingeconomics.com 

TEST OF HYPOTHESES  

 The study assumed through its objectives that the impact of growth of the SMEs is not 

significant on the macro parameters of the Indian Economy.  More specifically as stated below: 
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1. There is no significant  impact of growth of SMEs on Gross Domestic Product (GDP) of India 
2. There is no significant Impact of Growth of SMEs on Unemployment rate in India. 
3. There is no significant Impact of Growth of SMEs on Gross National Product of country. 
4. There is no Impact of growth in SMEs on Per Capita Income of India. 

The Hypotheses are tested through PE of Coefficient of Correlation to find the significancy or 

otherwise as stated above.   Hence, the result enunciates that the impact of growth of SMEs is very 

glare in the case of GNP and PCI, whereas its impact is very insignificant on GDP and decline of 

unemployment (See table 4A for results).  

 Table- 4A: Relationship between SMEs growth and various economic parameters of India. 

Statistical Tool Growth Rate in 

SME and GDP 

Growth Rate in SME and 

Unemployment 

Growth Rate in 

SME and GNP 

Growth Rate in 

SME and PCI 

Co-efficient of 

Correlation 
-0.77 -0.94 0.89 0.99 

PE of Co-efficient of 

Correlation 
      0.12 0.035 0.062 0.006 

Decision Insignificant Insignificant Significant Significant 

Source: Authors Calculations 

9. Improvement in SMEs Schemes in India 

 Government of India has launched the Credit Guarantee Scheme(CGS) on 1st August, 2000.  

The scheme is intended to provide relief to prospective borrowers by making available credit 

facilities without the hassles of collateral & 3rd party guarantee.  The Credit Guarantee Scheme(CGS)  

seeks to reassure the member lending institutes(MLIs) that, in the event a covered borrower, who 

availed collateral free credit facilities, fails to discharge its liabilities to the lender, the Guarantee 

Trust would make good the loss incurred by the member lender.  In order to operatinalise the 

scheme, the Government of India set up Credit Guarantee Fund Trust for Micro and Small 

Enterprises (CGTMSE). 

 The scheme aims to give importance to the activity based credit (ABC) and viability of the 

project and then extend finance purely on the primary security of firms.  The lenders are to get 

themselves registered under the scheme, not the borrower.  Membership is open to all scheduled 

commercial banks and specified Regional Rural Banks, Financial Institutions, viz., SIDBI, etc.  The 

lenders on entering with an agreement with CGTMSE become Member Lending Institutions (MLIs) of 

CGTMSE. 

 Micro and Small Enterprises defined under the provisions of MSMED Act, 2006 are covered 

under the scheme.  An “enterprise” for this purpose means an industrial undertaking or a business 

concern or any other establishment, by whatever name called, engaged in the manufacture or 
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production of goods, in any manner, pertaining to any industry specified in the First Scheduled to the 

Industries (Development and Regulations) Act, 1951 or engaged in providing or rendering of any 

service or services. 

 Retail traders, self help group and educational institutes are not eligible under the scheme 

even though they are MSE under the provisions of MSMED Act.  Following are the features of the 

scheme: 

 Under the scheme, loans offered to SMEs are collateral free.  That means there is no 
requirement for small enterprises to bring in their own collateral to avail loan. 

 Under the scheme, loan up to Rs. 100 lacs with ceiling of guarantee claim of Rs. 62.50 lacs. 

 Loans can be obtained for working capital requirements, purchase of machines, expansion 
plans etc. 

 The loan under the scheme is disbursed through MLIs. 

 Guarantee fee and annual service fee needs to be paid by the borrower who avails loan 
under the scheme.  Guarantee fee can be up to 1.5 percent of the loan amount and annual 
service fee can be 0.75 percent.  This depends on member lending institutions. 

 PAN is required to apply for loan under the scheme. 

 Loans up to 100 lakhs can be obtained simultaneously from more than one Member Lending 
Institution(MLIs) 

10. Problems and Challenges of SMEs in India. 

SMEs in India are operating in a very exigent impression.  SMEs are said to be the backbone 

of India’s economy, however not much is being done to promote their health growth and 

development.  Even the SMEs sector creating job opportunities to the poor in India and second after 

Agriculture sector it has been suffering from so many challenges.  They are presented in tabular form 

as mentioned below. 

Table -5: Problems and Challenges faced by Indian SMEs 

Challenges Problems 

Dearth of easy finance and credit 

instruments 

1. Complex collaterals required to obtain term loans 
2. Cumbersum procedures and delay in fund 

disbursement. 
3. Un-standardized project appraisal system for term 

loans. 
4. Private equity(PE) dilutes control in the company. 
5. Banks offer high rates for term loans. 
6. PE funding is difficult to obtain. 
7. High transaction costs in imports/exports. 

Limiting regulatory policies 1. Absence of a common regulatory body. 
2. Lack of mandatory book keeping regulations. 
3. No special schemes for start-ups. 
4. Complicated procedures of setting up business. 

Unavailability of modern 1. Limited interaction between tech providers and 
seekers. 



 

Asia Pacific Journal of Research in Business Management  
Vol. 7, Issue 10,  October 2016  Impact Factor: 4.859, ISSN: (2229-4104) 

 www.skirec.org Email Id: skirec.org@gmail.com 

 

 An International Double-Blind, Peer Reviewed, Refereed Open Access Journal - Included in the International Indexing Directories 
 

 

Page 23 

technology 2. Lack of funds to support innovation and R & D. 
3. Lack of effective information systems. 
4. Unavailability of e-Governance systems. 
5. Minimal knowledge about upcoming technologies 
6. Access to modern technology is expensive. 
7. Absence of ecosystem for technology transfer. 

Lack of infrastructure 1. Manufacturing problems 
2. Consumption and distribution of a goods and services 

Absence of marketing platforms and distribution networks 

Labour laws and availability of affordable skilled labour 

11. The Committees. 

1. Kapur Committee: 

 One man High Level Committee headed by Shri S.L. Kapur (IAS, Retd.) , Former Secretary, 

Government of India, Ministry of Industry made 126 recommendations (accepted 88) covering 

wide range of areas; of which the following important recommendations: 

 Delegation of more powers to branch managers to grant ad hoc limits; 

 Simplification of application forms; 

 Freedom to banks to decide their own norms for assessment of credit requirements; 

 Opening of more specialized SSI branches; 

 Enhancement in the limit for composite loans to Rs. 5 lakh.(since enhanced to Rs. 1 
crore); 

 Strengthening the recovery mechanism; 

 Banks to pay more attention to the backward states; 

 Special programmes for training branch  managers for appraising small projects; 

 Banks to make customers grievance machinery more transparent and simplify the  
procedures for handling complaints and monitoring thereof. 

   

  2.Nayak Committee. 

 The Committee was constituted by Reserve Bank of India in December 1991 under the 

Chairmanship of Shri P.R.Nayak, the then Deputy Governor to examine the issues confronting SSIs 

(now MSE) in the matter of obtaining finance.  All the major recommendations of the Committee 

have been accepted and the banks have been inter alia advised to: 

 Give preference to village industries, tiny industries and other small scale units in that order, 
while meeting the credit requirements of the small scale sector; 

 Grant working capital credit limits to SSI (now MSE) units computed on the basis of 
minimum 20% of their estimated annual turnover whose credit limit in individual cases is 
upto Rs.2 crore(since raised to Rs. 5 crore.) 
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12. The Turnaround Look. 

 As SMEs are not getting access to flexi financial sources and FIs, Banks and others are just 

skipping them in promoting,  the Government has to move or turn in U shape in providing the 

sources of finance to SMEs through enabling them to get access to capital market, venture capital 

and private equity funds.  Not only that the Government should also give them the permission to 

raise money through Bonds like Municipalities and Local Government Bodies.  This can help the 

SMEs to March towards excellence in the days to come.  

13. Conclusion. 

 SMEs in India at creeping stage despite of the high potentiality owned by them due to 

financing problems.  As India is a country of high population , it is better relay upon the SME sector 

that can promise use employment opportunities and create  Indian socio-economic environment 

very fruitful  and prominent.  In the present century, it is beyond doubt that  the progress of any 

country depends on the ability of country in turning , igniting and exploiting the creative abilities of 

the people.  It is possible through SME sector as it can accommodate everyone comes forward with 

good business ideas. At the end it can be stated that,  India can navigate through make in India to 

made in India provided the SME sector is properly nurture  , promoted and financed. 
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