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Abstract: 
In India, MSMEs offer the second highest employment next to agriculture. Also, their contribution 
to GDP is phenomenal. However, due the diversity in many aspects, they suffer from a multitude 
of problems when it comes to running them. Among them having access to finance plays a very 
key role. This review paper tries to identify the key challenges with respect to procurement of 
finance by exploring the literature available pertaining to Indian MSMEs and credit offered to 
them. Along with the identification of challenges, the paper also tries to explore the schemes 
offered to MSMEs to combat the funding challenges faced by them. Towards conclusion, a set of 
recommendations for the three key players of Indian MSMEs: the Policymakers, the Financial 
Institutions and the MSMEs themselves are provided. 
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Introduction 

Brief overview of MSMEs in India: 

Micro, Small, and Medium Enterprises (MSMEs) play a vital role in the growth of Indian 
Economy, contributing significantly to GDP, exports, and employment(Aggarwal, 2016); (Vaidya, 
2023). MSMEs constitute over 90% of total enterprises in India, generating high employment rates 
and accounting for a major share of industrial production (Aggarwal, 2016)(Aggarwal, 2016). 
They promote rural industrialisation, reduce economic inequality, and support technology-oriented 
businesses (Vaidya, 2023). The sector is characterized by low investment requirements, 
operational flexibility, and import substitution (Ramesha, 2021). MSMEs account for 40% of value 
addition in manufacturing and 50% of total manufacturing export (Kumar et al., 2009). Despite 
their importance, MSMEs face challenges such as lending issues, marketing difficulties, and 
regulatory hurdles (Kumar et al., 2009). The government has initiated various efforts to promote 
this sector, recognising its potential to create globally competitive businesses and support financial 
inclusion (Ramesha, 2021)(Aggarwal, 2016). 

Importance of MSMEs in the Indian economy: 

Micro, Small, and Medium Enterprises (MSMEs) play a crucial role in India's economic growth 
and development. They contribute significantly to the country's GDP, manufacturing output, and 
exports (Thennarasan, 2013)(Syal, 2015). MSMEs constitute over 90% of total enterprises in most 
economies and are major contributors to employment generation and industrial production (Syal, 
2015)(Aggarwal, 2016). In India, the MSME sector is the second-largest employer after 
agriculture, providing jobs to about 60 million people through 26 million enterprises (Thennarasan, 
2013)(Lokhande, 2011). The sector's importance extends beyond economic growth, as it plays a 
vital role in promoting inclusive growth and socio-economic development (Lokhande, 
2011)(Aggarwal, 2016). MSMEs are known for their agility, dynamism, and innovativeness, 
which have helped them survive economic downturns(Syal, 2015). The government has 
recognized the sector's potential and has initiated various efforts to promote its growth (Aggarwal, 
2016). 
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Significance of MSME financing: 

Micro, Small and Medium Enterprises (MSMEs) play a crucial role in economic development, 
contributing significantly to GDP, employment, and exports (Sudalaimuthu, 2014)(Mishra, 2013). 
However, MSMEs face numerous challenges, with access to finance being the most pressing issue 
in developing countries (Marwa, 2014). This financing gap stems from a structural mismatch 
between mainstream funding requirements and the unique characteristics of MSMEs, leading to 
market failure (Marwa, 2014). Despite their importance, MSMEs differ significantly from large 
firms in their financial decisions and behaviour (Abdulsaleh & Worthington, 2013). To address 
these challenges, governments have implemented various schemes and initiatives (Sudalaimuthu, 
2014). Bank financing to MSMEs in India averaged 21.72% of total bank credit from 2007 to 2014 
(Sudalaimuthu, 2014). However, there is a need for innovative financing strategies and increased 
support from formal financial institutions and development finance interventions to overcome the 
financing obstacles faced by MSMEs (Marwa, 2014). 

Purpose and scope of the review paper: 

The objective of this review paper is to critically examine the various literature available in 
financing challenges faced by Micro, Small, and Medium Enterprises (MSMEs) in India and 
identify potential strategies to address these issues. The paper will synthesize the existing literature 
on MSME financing, focusing on the sources, challenges, and initiatives to improve access to 
finance for this crucial sector. This paper will cover the key challenges faced by the Indian MSMEs 
with respect to financing. 
 
Understanding MSME Financing: 

Definition and classification of Indian MSMEs: 

Definition and classification of MSMEs: The Micro, Small, and Medium Enterprises (MSMEs) 
sector is a vital component of India's economy, contributing significantly to employment 
generation, industrial output, and exports. The definition and classification of MSMEs in India 
have undergone changes over time to adapt to the evolving economic landscape. 
As per the Micro, Small and Medium Enterprises Development (MSMED) Act, 2006, MSMEs 
were initially classified based on their investment in plant and machinery for manufacturing 
enterprises and investment in equipment for service enterprises (Micro, Small And Medium 
Enterprises Development Act, 2006). However, this classification was revised in 2020 to 
incorporate both investment and turnover criteria. 
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The current definition and classification of MSMEs in India, as per the notification dated June 1, 
2020, by the Ministry of Micro, Small and Medium Enterprises, are as follows (Press Information 
Bureau, 2020): 

1. Micro Enterprises: 

 Investment up to Rs. 1 crore 

 Turnover up to Rs. 5 crore 
2. Small Enterprises: 

 Investment up to Rs. 10 crore 

 Turnover up to Rs. 50 crore 
3. Medium Enterprises: 

 Investment up to Rs. 50 crore 

 Turnover up to Rs. 250 crore 
This revised classification aims to be more inclusive and aligns with the government's vision of a 
self-reliant India (Atmanirbhar Bharat). It is expected to bring more enterprises under the MSME 
umbrella, enabling them to benefit from various government schemes and incentives (Press 
Information Bureau, 2020). 
The new definition removes the distinction between manufacturing and service enterprises, 
making it sector-agnostic. It also introduces turnover as a criterion, which is seen as a more reliable 
indicator of the size and scale of business operations (FICCI, 2020). 

Current State of MSME Financing in India 

The financing landscape for Micro, Small, and Medium Enterprises (MSMEs) in India has 
seen significant developments in recent years. MSMEs are vital to the Indian economy, 
contributing approximately 29% to the country's GDP and employing over 111 million 
people. The sector's financing dynamics are shaped by various factors, including government 
policies, banking sector trends, and the impact of economic disruptions such as the COVID-
19 pandemic. The MSME sector plays a crucial role in India's economy, contributing around 
29% to the GDP and providing employment to over 111 million people. This sector is 
expected to increase its GDP contribution to 50% by 2025(Research and Markets, 2023). 

Credit Demand and Supply: In 2023, the demand for MSME credit reached an all-time high, 
driven by increased business activities and lender confidence. According to the TransUnion 
CIBIL-SIDBI MSME Pulse Report, credit demand, measured through credit inquiry volumes, 
grew by 29.7% year-over-year (YoY) in the second quarter of FY 2023. The credit supply 
remained stable, with disbursements growing by 24.1% YoY. The total MSME credit exposure as 
of September 2022 stood at ₹22.9 lakh crores, reflecting a YoY growth rate of 10.6% (TransUnion 
CIBIL, 2023). 
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Role of Public and Private Sector Banks: Traditionally, public sector banks dominated the 
MSME lending space, holding a significant share of the credit disbursements. However, in recent 
years, private sector banks and non-banking financial companies (NBFCs) have increased their 
market share. As of August 2022, public sector banks held ₹7.9 lakh crores in MSME credit, 
private banks held ₹10.1 lakh crores, and NBFCs accounted for ₹3.1 lakh crores (Research and 
Markets, 2023). 
Government Initiatives: The Indian government has introduced several initiatives to support 
MSME financing. Key measures include the Emergency Credit Line Guarantee Scheme (ECLGS), 
which provided additional credit to over 130 lakh MSMEs, and targeted long-term repo operations 
(TLTRO) worth ₹500 billion. These initiatives aim to alleviate the credit gap, which was estimated 
to be between ₹20 to ₹25 trillion as of 2022 (Invest India, 2023). 
Impact of COVID-19: The COVID-19 pandemic posed significant challenges to MSMEs, 
exacerbating existing financial vulnerabilities. In response, the government implemented policy 
measures such as collateral-free automatic loans and subordinated debt for stressed MSMEs. These 
steps helped stabilize the sector and promote recovery, enabling MSMEs to continue contributing 
to the economy despite the disruptions(Invest India, 2023). 
Regional Disparities: MSME lending is concentrated in states with higher industrial activity. 
Maharashtra, Gujarat, and Tamil Nadu are among the top states in terms of outstanding MSME 
lending balances. These states accounted for a substantial portion of the total credit disbursed to 
MSMEs, highlighting regional disparities in access to finance(TransUnion CIBIL, 2023). 

Why is addressing the financing challenges for Indian MSMEs important? 

Addressing financing challenges for Indian Micro, Small, and Medium Enterprises (MSMEs) is 
crucial for their growth and overall economic development. MSMEs in India face obstacles such 
as limited access to finance, high-interest rates, collateral requirements, and financial literacy 
issues (Dubey, 2023)(Dubey, 2024)(Rajamani et al., 2022). These challenges hinder their business 
performance and impede their contribution to job creation, industrial production, and 
exports(Dubey, 2023)(Aniket, 2023). By overcoming these financial constraints through 
innovative financing options, supportive policies, and enhanced financial inclusion, MSMEs can 
unlock their full potential, drive inclusive growth, and foster regional development (Kadir, 
2024)(Dubey, 2024)(Aniket, 2023). Addressing these challenges not only benefits the MSME 
sector but also contributes to reducing regional imbalances, promoting equitable distribution of 
wealth, and advancing the overall economy of India (Aniket, 2023). 
Challenges in MSME Financing: 
After reviewing literature of a good number of research papers, eight key challenges have been 
identified. Below is the list of those eight challenges explained with what the challenge is, the key 
issue and finally a solution offered for each of those.  
1. Access to Formal Credit(Kumar & Singh, 2023) 
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 Challenge: Accessing formal credit is a significant challenge for many MSMEs in India. 
The stringent lending criteria set by banks and financial institutions require extensive 
documentation, high credit scores, and substantial collateral, which many MSMEs cannot 
provide. Additionally, the complex and time-consuming application processes deter many 
small business owners from even attempting to secure loans through formal channels. 

 Key Issue: The stringent requirements and lengthy processes make it difficult for MSMEs 
to secure loans. 

 Suggested Solution: Simplify the loan application process and develop MSME-specific loan 
products with minimal paperwork and lower collateral requirements. 

 
2. High-Interest Rates(Patel & Desai, 2023) 

 Challenge: Even when MSMEs manage to secure loans, the high-interest rates often 
imposed by financial institutions can be prohibitively expensive. These high rates increase 
the cost of borrowing, making it difficult for MSMEs to invest in growth and manage their 
operational expenses effectively. The financial strain caused by high-interest rates can limit 
their competitiveness and sustainability. 

 Key Issue: High-interest rates reduce profitability and increase the financial burden on 
MSMEs. 

 Suggested Solution: Offer loans at more affordable interest rates through government 
subsidies or interest-free loans for certain periods. 

 
3. Insufficient Financial Literacy(Sharma & Gupta, 2023) 

 Challenge: A significant number of MSME owners lack the financial literacy needed to 
navigate complex financial landscapes. This lack of knowledge can lead to poor financial 
management, misunderstandings about loan terms, and an inability to create viable 
business plans. Without a strong grasp of financial principles, MSMEs struggle to secure 
and manage the funding they need to thrive. 

 Key Issue: Poor financial management and understanding of credit terms limit the ability 
to secure and manage financing effectively. 

 Suggested Solution: Implement initiatives to improve financial literacy through 
workshops, online courses, and advisory services focused on financial management. 

 
4. Delayed Payments from Buyers (Reddy & Rao, 2023) 

 Challenge: Delayed payments from larger buyers are a common problem for MSMEs, 
causing significant cash flow issues. When MSMEs do not receive payments on time for 
their goods or services, it disrupts their ability to pay suppliers, employees, and meet other 
financial obligations. This challenge is compounded by the power imbalance between 
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MSMEs and larger corporations, who may delay payments without immediate 
repercussions. 

 Key Issue: Delayed payments disrupt cash flow and financial planning. 

 Suggested Solution: Strictly enforce the 45-day payment rule and establish mechanisms 
to monitor and ensure timely payments from larger buyers. 

 
5. Inadequate Government Support(Chakraborty & Sen, 2023) 

 Challenge: While the Indian government has introduced various schemes and support 
programs for MSMEs, many small businesses struggle to benefit from these initiatives. 
This is often due to a lack of awareness about the available schemes, bureaucratic red tape, 
and inefficient implementation. Consequently, the intended benefits of these programs do 
not reach the MSMEs that need them the most. 

 Key Issue: Inefficient implementation and lack of awareness prevent MSMEs from 
utilizing available support schemes. 

 Suggested Solution: Increase awareness of government schemes, simplify the application 
process, and provide guidance through dedicated help desks. 

 
6. Reliance on Informal Sources(Jain & Bansal, 2023) 

 Challenge: Due to the difficulties in accessing formal credit, many MSMEs turn to 
informal sources of financing, such as moneylenders, family, and friends. These informal 
loans often come with high-interest rates and unfavourable terms, which can exacerbate 
financial instability and create long-term debt cycles that are difficult to break. 

 Key Issue: Informal financing often comes with high-interest rates and rigid repayment 
conditions. 

 Suggested Solution: Encourage MSMEs to shift to formal financing through awareness 
campaigns and incentives for using formal financial services. 

 
7. Impact of COVID-19(Bhattacharya & Chatterjee, 2023) 

 Challenge: The COVID-19 pandemic has severely impacted MSMEs, exacerbating 
existing financial challenges. Many MSMEs experienced drastic reductions in revenue due 
to lockdowns and decreased consumer spending. The increased uncertainty has made it 
even more challenging for these businesses to secure the necessary funds to maintain 
operations and recover post-pandemic. 

 Key Issue: Reduced revenues and uncertainty limit access to financing and threaten 
business continuity. 

 Suggested Solution: Offer special financial packages and relief measures, including 
moratoriums on existing loans, emergency credit lines, and grants to support recovery. 
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8. Digital Finance Adoption(Verma & Singh, 2023) 

 Challenge: The adoption of digital financial solutions among MSMEs in India has been 
slow, limiting their access to alternative financing options. Digital finance can offer more 
accessible, efficient, and transparent ways to secure funding, but many MSMEs lack the 
infrastructure and knowledge to utilize these technologies. Bridging this digital divide is 
crucial for the future competitiveness of MSMEs. 

 Key Issue: Lack of access to and familiarity with digital finance tools restricts financing 
opportunities. 

 Suggested Solution: Promote the adoption of digital financial solutions through 
government and private sector collaboration to develop user-friendly digital platforms and 
mobile applications tailored for MSMEs. 

 
Government initiatives and policies: 

Schemes and policies to address MSME financing challenges: 

The Indian government has been proactive in supporting MSMEs through various schemes and 
policy measures. Notable initiatives include: 

1. Emergency Credit Line Guarantee Scheme (ECLGS): Allocated Rs. 50,000 crore to aid 
MSMEs impacted by the COVID-19 pandemic, providing collateral-free loans to improve 
liquidity (IBEF, 2024). 

2. Credit Guarantee Scheme: Revamped in 2023 with an infusion of Rs. 9,000 crore, this 
scheme aims to provide additional collateral-free guaranteed credit and reduce the cost of 
credit (IBEF, 2024). 

3. Raising and Accelerating MSME Performance (RAMP): With a budget of Rs. 6,062.45 
crore, this program focuses on improving market and credit access, institutional governance, 
and addressing late payment issues (IBEF, 2024). 

4. Pradhan Mantri MUDRA Yojana (PMMY): Under this scheme, loans worth Rs. 73,199.89 
crore were disbursed, supporting micro enterprises significantly (IBEF, 2024). 

Effectiveness of the financing schemes provided by the Indian Government: 

Government financing schemes for Indian MSMEs have shown mixed effectiveness. While 
programs like the Prime Minister Employment Generation Programme (PMEGP) are popular 
among entrepreneurs (Aparnadevi & Swarupa, 2023), many schemes remain underutilized due to 
lack of awareness, bureaucratic hurdles, and corruption (Sharma, 2020). The Credit Guarantee 
Scheme for Micro and Small Enterprises (CGTMSE) aims to provide collateral-free credit, 
supporting first-generation entrepreneurs and promoting project viability (Srivastava, 2022). 
However, despite numerous government initiatives, many MSMEs struggle to access finance 
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(Aparnadevi & Swarupa, 2023). The effectiveness of these schemes is rarely evaluated (Sharma, 
2020), and entrepreneurs often face challenges in availing benefits due to various obstacles 
(Srivastava, 2022). Improving awareness, streamlining processes, and addressing bureaucratic 
inefficiencies could enhance the impact of government financing schemes on MSME growth and 
development(Aparnadevi & Swarupa, 2023) (Sharma, 2020).Government financing schemes for 
Indian MSMEs have shown mixed effectiveness. While programs like the Prime Minister 
Employment Generation Programme (PMEGP) are popular among entrepreneurs (Aparnadevi & 
Swarupa, 2023), many schemes remain underutilized due to lack of awareness, bureaucratic 
hurdles, and corruption (Sharma, 2020). The Credit Guarantee Scheme for Micro and Small 
Enterprises (CGTMSE) aims to provide collateral-free credit, supporting first-generation 
entrepreneurs and promoting project viability (Srivastava, 2022). However, despite numerous 
government initiatives, many MSMEs struggle to access finance (Aparnadevi & Swarupa, 2023). 
The effectiveness of these schemes is rarely evaluated (Sharma, 2020), and entrepreneurs often 
face challenges in availing benefits due to various obstacles (Srivastava, 2022). Improving 
awareness, streamlining processes, and addressing bureaucratic inefficiencies could enhance the 
impact of government financing schemes on MSME growth and development (Aparnadevi & 
Swarupa, 2023)(Sharma, 2020). 
 
Role of financial institutions: 

Banks, NBFCs and other financial institutions: 

Commercial banks in India play a crucial role in facilitating the financial growth and sustainability 
of Small and Medium Enterprises (SMEs) by providing credit facilities, tailored financial products, 
risk assessment, and overall banking support (Begum et al., 2024). MSMEs heavily rely on formal 
and informal sources of finance, with Non-Banking Financial Companies (NBFCs) outperforming 
Scheduled Commercial Banks (SCBs) in credit provision (Radhika & Bhuvaneshwari, 2022). 
Additionally, banks have introduced specific schemes like MSME VIJETA and STAND UP 
INDIA to fund women-owned enterprises in the MSME sector, contributing to socio-economic 
development and empowering women entrepreneurs (Sanjana, 2022). Despite challenges like 
limited financing opportunities and late payments, consultancy services and initiatives like the 
Factoring Regulation Act of 2011 aim to support MSMEs in enhancing their competencies and 
managing receivables effectively (Aniket, 2023). Overall, banks in India are pivotal in driving the 
growth, innovation, and employment generation within the dynamic MSME sector. 
Non-Banking Financial Companies (NBFCs) play a crucial role in Indian MSME financing by 
bridging credit gaps, providing financial resources, and supporting the growth of the sector 
(Radhika & Bhuvaneshwari, 2022) (Rajput, 2022)(Singh, 2014). NBFCs have been instrumental 
in channelizing scarce financial resources, meeting the increasing financial needs of the corporate 
sector, and delivering credit to small local borrowers, complementing the efforts of traditional 
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banking institutions(Singh, 2014). Despite challenges like liquidity concerns and the impact of 
economic slowdowns, NBFCs have been vital in supporting MSMEs during crises, with 
government initiatives like special liquidity schemes further aiding in overcoming financial 
challenges(Rajput, 2022). The flexibility and regulatory oversight provided by entities like the 
Reserve Bank of India have helped NBFCs contribute significantly to economic growth and credit 
accessibility in India(Singh, 2014). 
Financial institutions beyond traditional banks play a crucial role in Indian MSME financing, 
offering diverse funding options and support services to nurture entrepreneurship and economic 
growth. Micro Finance Institutions (MFIs) offer a range of services like credit, savings, insurance, 
and training programs to address the financial needs of MSME entrepreneurs(Shah & Hingu, 
2022). Sustainable Finance (SF) initiatives by organizations like SIDBI, NITI Aayog, and the 
World Bank aim to encourage sustainable development and growth of MSMEs through financial 
instruments like Green Bonds and Impact Finance, supporting projects in renewable energy, waste 
management, and clean energy(Mahesh et al., 2022). These institutions collectively contribute to 
enhancing the financial landscape for Indian MSMEs, enabling them to thrive and contribute 
significantly to the economy(Tony, 2023)(Aniket, 2023). 

Challenges faced by financial institutions in catering to MSMEs: 

Financial institutions face several challenges in catering to Indian MSMEs. Access to finance 
remains a significant hurdle, with firm attributes, sources of finance, and the MSME life cycle 
impacting access positively, while financial obstacles hinder growth (Rajamani et al., 2022). The 
complex and heterogeneous nature of the MSME segment, dominated by micro-enterprises at 
various stages of development and digital readiness, presents difficulties for financial institutions 
(Buteau, 2021). Lack of financial awareness and tools to evaluate projects are major challenges in 
underutilizing available financial resources (Shah & Hingu, 2022). To address these issues, 
financial institutions need to embrace digital technology and provide end-to-end solutions, 
including finance access, payments, operations management, and skilling (Buteau, 2021). 
Microfinance institutions have been offering various services to meet the financial and non-
financial needs of MSME entrepreneurs, but challenges persist in sourcing finance for this sector 
(Shah & Hingu, 2022). 
 
Emerging Technologies and Trends in MSME Financing: 
Recent research and developments in innovative financial products and services tailored for Indian 
MSMEs highlight several key trends and collaborations that aim to enhance access to finance and 
support the growth of these enterprises. 
1. Digital Payment Solutions: A significant partnership between Vi Business and PayU aims to 

empower Indian MSMEs through bespoke digital payment solutions. This collaboration offers 
integrated payment solutions, buy-now-pay-later options, and seamless WhatsApp integration, 
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which are designed to increase efficiency and revenue for MSMEs. Additionally, Vi Business 
provides productivity and collaboration tools specifically tailored for MSMEs (CIOL, 2024). 

2. Invoice Financing: Several fintech companies are digitizing invoice financing to help MSMEs 
manage their cash flow. Companies like Bulk Udhaar, Cashinvoice, and Canopi offer platforms 
where MSMEs can obtain short-term, collateral-free loans based on their unpaid invoices. This 
approach helps businesses meet liquidity needs and reinvest in operations more quickly (IBS 
Intelligence, 2024). 

3. Collaboration with NBFCs and Fintechs: Non-Banking Financial Companies (NBFCs) and 
fintech firms are playing a crucial role in addressing the credit needs of MSMEs. These entities 
use technology to streamline loan processes and offer tailored financial products. For example, 
Kinara Capital has been effective in providing digital loans to MSMEs, ensuring quick disbursal 
and minimal documentation (Kinara Capital, 2024). 

4. Embedded Finance: The integration of banking services into fintech applications, known as 
embedded finance, is another innovative trend. This allows MSMEs to access banking products 
seamlessly through user-friendly fintech apps, enhancing the overall lending experience and 
making financial services more accessible (Kinara Capital, 2024). 

5. Technological Advancements: The use of big data, AI, and machine learning by fintech 
companies and NBFCs helps in assessing creditworthiness, managing risks, and developing 
personalized financial products. This technological leverage ensures that MSMEs can access 
finance more efficiently and with better terms (LiveMint, 2024). 

6. Women-Owned MSMEs: As of early 2024, women-owned MSMEs account for 20.5% of 
Udyam Portal registrations, highlighting the growing diversity in the sector (IBEF, 2024). 

7. International Collaborations: Renewed cooperation between the National Small Industries 
Corporation Ltd. and Korea SMEs and Startups Agency aims to foster growth through 
international partnerships (IBEF, 2024). 

Case Studies on Successful Implementation of MSME Financing in India 

1. Emergency Credit Line Guarantee Scheme (ECLGS): The ECLGS has been pivotal during 
the COVID-19 pandemic, offering collateral-free loans to MSMEs. For instance, in Tamil 
Nadu's textile sector, several small businesses utilized these loans to sustain operations and 
retain jobs during the crisis (MSME, 2021). 

2. Pradhan Mantri MUDRA Yojana (PMMY): The PMMY has significantly impacted micro 
and small enterprises by providing micro-finance. In Karnataka, small retail businesses 
expanded operations, enhancing local economic activity through MUDRA loans (PMMY, 
2021). 

3. Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE): CGTMSE 
facilitates loans without collateral, which has helped many small businesses. For example, in 
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Maharashtra, a small engineering firm expanded its business and increased turnover with 
CGTMSE support (CGTMSE, 2021). 

4. Stand-Up India Scheme: This scheme focuses on women and SC/ST entrepreneurs, enabling 
the establishment of new businesses. In Uttar Pradesh, women-led enterprises in handicrafts 
and handlooms flourished, fostering economic empowerment (Standup India, 2021). 

5. SIDBI’s 59-minute Loan Approval Scheme: This scheme expedited loan approvals, 
benefiting MSMEs like a small automotive parts manufacturer in Gujarat, which received 
timely funding to scale production and achieve substantial growth (SIDBI, 2021). 

 
Future Outlook and Recommendations 

A. Summary of Key Findings 

Challenges Faced by MSMEs in Securing Finance: 
1. Collateral Requirements: Many MSMEs struggle to meet the collateral requirements 

imposed by traditional financial institutions, limiting their access to credit. 
2. High-Interest Rates: The high cost of borrowing discourages MSMEs from seeking 

external financing. 
3. Complex Documentation: Lengthy and complex documentation processes act as a barrier 

for MSMEs. 
4. Lack of Financial Literacy: Limited financial literacy among MSME owners affects their 

ability to navigate financial systems effectively. 
 

Impact of Government Schemes and Initiatives: 
C. Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE): This 

initiative has provided collateral-free credit but its reach and effectiveness vary. 
D. Pradhan Mantri Mudra Yojana (PMMY): This scheme has improved access to finance 

for many MSMEs, yet some challenges remain in its implementation. 
E. Stand-Up India Scheme: Aimed at promoting entrepreneurship among women and SC/ST 

communities, this scheme has had mixed success due to awareness and accessibility issues. 

B. Identification of Gaps and Areas for Further Research 

1. Effectiveness of Digital Financing Platforms: While digital platforms are emerging as 
alternative financing sources, their impact on MSME financing needs more exploration. 

2. Regional Disparities: There is a need to study regional disparities in MSME financing to 
tailor solutions more effectively. 

3. Impact of COVID-19: The pandemic has significantly impacted MSMEs; further research 
is needed to understand the long-term effects on their financing and sustainability. 
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4. Women-Owned MSMEs: Specific challenges faced by women-owned MSMEs in 
accessing finance need more detailed examination. 

5. Financial Literacy Programs: The effectiveness of financial literacy programs in 
improving MSME access to finance should be evaluated. 

C. Recommendations for Policymakers, Financial Institutions, and MSMEs 

Policymakers: 
1. Simplify Regulatory Frameworks: Streamline documentation and regulatory requirements 

to make it easier for MSMEs to access finance. 
2. Enhance Awareness: Increase awareness of government schemes and ensure their effective 

implementation at the grassroots level. 
3. Promote Financial Literacy: Implement widespread financial literacy programs targeting 

MSME owners. 
Financial Institutions: 

1. Innovative Financial Products: Develop tailored financial products that cater to the 
specific needs of MSMEs. 

2. Reduce Collateral Requirements: Consider alternative methods of credit assessment to 
reduce the reliance on collateral. 

3. Strengthen Digital Financing Platforms: Invest in digital platforms to facilitate easier 
access to finance for MSMEs. 
MSMEs: 

1. Improve Financial Management: Invest in better financial management practices to 
become more creditworthy. 

2. Leverage Government Schemes: Actively seek information on and leverage available 
government financing schemes. 

3. Engage in Training Programs: Participate in financial literacy and management training 
programs to enhance their understanding and capabilities. 

D. Reflection on the Potential Impact of Addressing MSME Financing Challenges on 
India's Economic Growth and Development 

Addressing the financing challenges faced by MSMEs could have significant positive 
impacts on India's economic growth and development: 

1. Increased Productivity: Improved access to finance can lead to greater investment in 
technology and skills, enhancing productivity. 

2. Job Creation: MSMEs are a major source of employment. Better financing can enable them 
to expand operations and create more jobs. 
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3. Entrepreneurial Growth: Easier access to finance encourages entrepreneurial activity, 
fostering innovation and business diversity. 

4. Economic Inclusion: Addressing financing barriers for underrepresented groups, such as 
women and marginalized communities, can lead to more inclusive economic growth. 

5. Resilience to Economic Shocks: Strengthening MSMEs’ financial stability can make the 
economy more resilient to shocks, such as those witnessed during the COVID-19 pandemic. 

These measures collectively can contribute to a more robust, dynamic, and inclusive economy, 
driving sustained economic growth and development in India. 

Conclusion 

Recap of Main Points Discussed 
This review examined the critical challenges that Micro, Small, and Medium Enterprises (MSMEs) 
in India face in securing finance, highlighting issues such as stringent collateral requirements, 
high-interest rates, complex documentation processes, and limited financial literacy among MSME 
owners. The impact of various government initiatives like the Credit Guarantee Fund Trust for 
Micro and Small Enterprises (CGTMSE), Pradhan Mantri Mudra Yojana (PMMY), and the Stand-
Up India Scheme was assessed, noting their benefits and areas where they fall short. 
Furthermore, significant gaps and areas for further research were identified, including the 
effectiveness of digital financing platforms, regional disparities in financing, the impact of 
COVID-19 on MSMEs, the unique challenges faced by women-owned MSMEs, and the need to 
evaluate financial literacy programs. Recommendations were made for policymakers, financial 
institutions, and MSMEs to improve access to finance, and the potential positive impacts of 
addressing these challenges on India's economic growth and development were discussed. 
 
Emphasis on the Importance of Addressing MSME Financing Challenges 
Addressing the financing challenges faced by MSMEs is not just a matter of improving business 
conditions for these enterprises; it is a crucial driver for the overall economic health and 
development of India. MSMEs play a vital role in job creation, fostering innovation, and ensuring 
inclusive economic growth. Without adequate financial support, their potential remains untapped, 
leading to a slower pace of economic progress and increased vulnerability to economic shocks. 
Ensuring that MSMEs have access to necessary financial resources can enhance their productivity, 
drive entrepreneurial growth, and promote economic resilience and inclusion. 
 
Call to Action for Stakeholders 
It is imperative for all stakeholders, including policymakers, financial institutions, and MSMEs 
themselves, to take proactive steps to overcome the barriers to MSME financing: 

1. Policymakers: Simplify regulatory frameworks, enhance awareness of government 
schemes, and promote comprehensive financial literacy programs. 
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2. Financial Institutions: Develop innovative and tailored financial products, reduce 
collateral requirements, and invest in strengthening digital financing platforms. 

3. MSMEs: Improve financial management practices, actively seek out and leverage 
government schemes, and engage in financial literacy and management training programs. 

By working collaboratively, stakeholders can create a more supportive and enabling financial 
ecosystem for MSMEs, unleashing their full potential and driving India towards a more robust and 
inclusive economic future. This collective effort will not only empower MSMEs but also 
contribute significantly to the overall growth and development of the nation 
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