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KEY POINTS
•	With the coronavirus disease 

(COVID-19) pandemic, 
India’s micro, small, and 
medium-sized enterprises 
(MSMEs) experienced 
severe disruptions in their 
production and logistics 
supply chains. Their 
challenges were amplified 
by worsening consumer 
sentiments in both domestic 
and export markets.

•	 Strengthening the MSME 
ecosystem, improving 
cluster competitiveness, 
supporting women-led 
MSMEs, and promoting 
exports will require sustained 
reform. This MSME reform 
agenda involves seven 
pillars: (i) sustainable 
infrastructure (cluster and 
trunk); (ii) access to finance; 
(iii) training; (iv) product 
diversification; (v) marketing 
and branding; (vi) access to 
technology and digital tools; 
and (vii) institutional and 
regulatory support. 

•	Robust institutional support 
at district and block levels 
is key to delivering on this 
reform agenda so that the 
intended policies can enable 
growth of MSMEs located 
not only in large cities, but 
also in semi-urban and 
rural areas.
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Micro, small, and medium-sized enterprises (MSMEs) have been key contributors to 
inclusive growth and generation of sustainable employment opportunities in semi-
urban and rural India.1 In 2015/16, the 63.4 million MSMEs in the country employed 
111 million workers, the sector being the second-largest employer after agriculture.2 
Though 99% of MSMEs are micro,3 and only about 17% are registered, they contributed 
~30% to the country’s gross domestic product (GDP), and about 40% to exports in 
2018/19.4 Notably, 53.4 million (84%) MSMEs are own-account enterprises, i.e., firms 

1 United Nations Department for Economic and Social Affairs. 2020. MSMEs and their role in achieving 
the Sustainable Development Goals. Available at https://sustainabledevelopment.un.org/content/
documents/26073MSMEs_and_SDGs.pdf.

2 Footnote 1.
3 As per the Micro, Small and Medium Enterprises Development (MSMED) Act, 2006, and revisions 

with effect from July 2020, micro enterprises are those enterprises whose investment in plant and 
machinery does not exceed `10 million, and annual turnover does not exceed `50 million. Available 
at https://msme.gov.in/know-about-msme.

4 Government of India, Ministry of Micro, Small and Medium Enterprises. 2019. Annual Report, 
2018–19. Available at https://msme.gov.in/sites/default/files/Annualrprt.pdf. | India Brand Equity 
Foundation. 2013. MSMEs and the growing role of industrial clusters. Available at  https://www.ibef.
org/download/MSME-040213.pdf. |  Government of India, Ministry of MSME. 2015. Udyog Aadhaar. 
Available at https://udyogaadhaar.gov.in/UA/UAM_Registration.aspx.
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supply chains during the nationwide lockdown between April 
and June 2020. Unsold inventory, order cancellations, and lost 
sales opportunities rose; about 73% of MSMEs reported a drop in 
orders, 40% attempted to borrow for survival.7 Liquidity constraints 
grew owing to delays in payments and continued outflows on 
wages, rents, and other fixed costs. Women-led enterprises, which 
currently constitute only about 20% of the MSMEs in the country,8 

that operate without employing any worker on a regular basis. 
They employ 69 million workers (62%) and contribute 44% of 
MSME output.5

India’s GDP was projected to contract by 7.3% in 2020/21, as a 
result of pandemic-impact on global value chains.6 India’s MSMEs 
experienced severe disruptions to their production and logistics 

5 Government of India, Ministry of Statistics and Program Implementation 2016. Economic Characteristics of Unincorporated Non-Agricultural Enterprises. Available 
at http://www.mospi.gov.in/sites/default/files/publication_reports/NSS_report%20582_73rd_round_10aug18.pdf.

6 Government of India, Ministry of Statistics and Programme Implementation. 2021. Provisional Estimates of Annual National Income 2020-2021 and Quarterly 
Estimates of Gross Domestic Product for the Fourth Quarter (Q4) of 2020-2021. Delhi.

7 Global Alliance for Mass Entrepreneurship. June 2020. Improving Economic Dynamism and Accelerating MSME Growth.  
Available at https:// massentrepreneurship.org/msme-report-2020/.

8 Government of India, Ministry of MSME. 2020. Annual Report, 2020-21. Available at https://msme.gov.in/sites/default/files/MSME-ANNUAL-REPORT-
ENGLISH%202020-21.pdf.

Figure 1: Key Measures to Support Micro, Small, and Medium-Sized Enterprises through  
AtmaNirbhar Bharat Abhiyan 2020

1
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Liquidity Measures

Incentive MeasuresRegulatory Measures

Emergency Credit Line
Guarantee Scheme (ECLGS)
•	 Target	Funding:	`4,500 billion 
•	 `2,730 billion sanctioned 
•	 `2,140 billion disbursed 
•	 11.4 million borrowers have 

been issued guarantee
•	 Scheme	period:	May 2020 till 

30 September 2021

Equity Infusion for MSMEs through 
Fund of Funds (FOF)
•	 Target	Funding:	`500 billion
•	 Guidelines	to	establish	a	`100 billion Self-

Reliant India Fund issued in August 2020
•	 SBI	Cap	Ventures	Ltd.	selected	as	Fund	

Manager
•	 National	Small	Industry	Corporation	Ltd.	

(NSIC), SPV to anchor mother fund 
•	 Scheme	period:	2020–2025

5Special Liquidity Scheme for 
NBFCs/HFCs/MFIs
•	 Target	Funding:	`300 billion
•	 `72 billion disbursed to 23 

entities
•	 Scheme	period:	May to 

December 2020

2 Partial Credit Guarantee 
Scheme 2.0 (PCGS 2.0)
•	 Target	Funding: 	`450 billion
•	 Portfolio	worth	`278 billion 

approved by public sector banks; 
`164 billion purchased

•	 Scheme	period:	May 2020 to 
December 2020

Distressed Assets Fund 
Subordinate Debt Scheme
• Target Funding: `200 billion
• Target Beneficiaries: 0.2 million MSMEs
• State Bank of India has identified  
8,502	accounts	for	disbursement	and	 
234 guarantees worth $3 million extended.

• Scheme period May 2020 till 30 
September 2021

•	 New classification of micro, small, or medium-sized enterprises based on 
annual turnover and upward revision in investment limits

•	 Disallowing global tenders for government procurement of up to `0.2 billion
•	 Rapid settlement of dues to MSME vendors from the government and 

central public sector undertakings - over `210 billion of MSME dues have 
been paid since May 2020

•	 Minimum threshold to initiate insolvency proceedings raised to `10 million 
(from `100,000) 

•	 Special insolvency resolution framework for MSMEs 

•	 Central government will provide subsidy on 
employer–employee contribution for 2 years for 
new employees engaged on or after October 2020 at 
monthly wages less than `15,000	in	establishments	
registered with the Employees’ Provident Fund 
Organisation

•	 Promotion of e-market linkages and use of financial 
technology to enhance transaction-based lending for 
MSMEs

HFC = housing finance company; MFI = microfinance institution; MSMEs = micro, small, and medium-sized enterprises; NBFC = nonbank 
financial company.
Note: Progress as of 31 August 2021.
Source: Press Information Bureau. Ministry of Finance. Government of India. 

http://www.mospi.gov.in/sites/default/files/publication_reports/NSS_report%20582_73rd_round_10aug18.pdf
massentrepreneurship.org/msme
https://msme.gov.in/sites/default/files/MSME-ANNUAL-REPORT-ENGLISH%25202020-21.pdf
https://msme.gov.in/sites/default/files/MSME-ANNUAL-REPORT-ENGLISH%25202020-21.pdf
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faced a disproportionate impact of the pandemic due to increase 
in unpaid work. Sectors with high participation of women (e.g., 
personal services, beauty, textiles, and food processing) were the 
worst hit, and prevailing gender-based digital divides inhibited 
access to online marketplaces.

The Government of India announced the AtmaNirbhar Bharat 
Abhiyan (ABA) as a special economic relief package worth 
`20,000 billion (approximately $271 billion) in May 2020 
(Figure 1). As part of this package, the government introduced 
a slew of measures to provide financial assistance to MSMEs, 
including a `3,000 billion (about $40.6 billion) Emergency 
Credit Line Guarantee Scheme (ECLGS) to provide collateral-
free automatic loans to 4.5 million MSMEs, `500 billion (about 
$6.8 billion) toward a fund of funds which will provide equity 
funding to MSMEs, and `200 billion (about $2.7 billion) to 
support distressed MSMEs through subordinate debt and equity 
infusion. In October and November 2020, additional stimulus 
measures were announced under the ABA to boost job creation, 
consumer spending, and incentivize selected sectors.

The Economic Survey 2020 lauded the government’s decision 
to revise MSME classification criteria on annual turnover basis 
with increased investment limits as part of the ABA’s regulatory 
measures.9 Other regulatory measures to support MSMEs 
under ABA included (i) insulating MSMEs from insolvency 
proceedings wherein the threshold for initiating such proceedings 
against businesses was raised from `0.1 million to `10 million; 
(ii) expediently issuing pending income tax refunds of small 
businesses; and (iii) permitting restructuring of MSME loans. The 
minister of finance also announced that a special framework for 
MSME debt resolution will be introduced to ensure faster disposal 
of cases in 2021/22.10

Initial evidence points toward the success of government schemes 
in providing emergency liquidity support to MSMEs. Under 
the flagship ECLGS, `2,730 billion (about $36.9 billion) has 
been sanctioned to 11.4 million borrowers as of August 2021.11 
According to the National Credit Guarantee Trustee Company 
Limited, the entity operationalizing the ECLGS, in September 
2020, 87% of borrowers surveyed reported that the ECLGS 
facility had eased their short-term liquidity constraints, with most 
respondents using these loans to clear supplier dues, pay salaries, 
and restart operations. A majority of respondents also stated 
that it was easy to obtain these loans from banks and financial 

institutions.12 Owing to a good response from the market, the 
ECLGS has been extended till September 2021 and its overall 
credit ceiling raised from `3,000 billion to `4,500 billion (about 
$60.9 billion).13

Even before the pandemic, MSMEs in India had faced challenges. 
The sector, dominated by micro enterprises lacked the scale, 
experience, and resources to stay abreast of latest technology, 
manufacturing processes, and business management practices. 
Paucity of local support for incubation of MSMEs, lack of guidance 
on entering new markets, and policies that disincentivized 
scaling	up	(as	noted	in	the	Economic	Survey,	2018–19),14 have 
prevented the Indian MSMEs from attaining their full potential. 
The Reserve Bank of India (RBI) Expert Committee on MSMEs 
has recommended policy measures for developing an enabling 
ecosystem for enhancing competitiveness and sustainability of 
MSMEs. In line with these recommendations, a medium-term 
reforms agenda must follow if India wishes to present itself as a 
globally competitive manufacturing destination. Indian MSMEs 
require a recovery plan resting on seven pillars: (i) integrated 
cluster infrastructure development; (ii) access to finance; (iii) skill 
training; (iv) product diversification; (v) marketing and branding; 
(vi) access to technology and digital tools; and (vii) institutional 
and regulatory support. This brief touches upon the key 
challenges faced by MSMEs and recommendations for each pillar, 
highlighting the best practices.

PILLAR I: PROMOTING INTEGRATED 
CLUSTER INFRASTRUCTURE 
DEVELOPMENT 
Why Integrated Cluster Development?
Integrated cluster development (ICD) focuses on reducing 
the isolation of individual MSMEs and achieving economies of 
scale, thereby improving cluster competitiveness (Figure 2).15 
Elements of ICD include (i) strengthening backward and forward 
linkages among key cluster stakeholders, including banks, industry 
associations, skilling and educational institutions, and buyer 
groups; (ii) establishing platforms and governance frameworks 
for stakeholders to coordinate actions and pool resources; 
(iii) ensuring adequate investment incentives for both common-
use cluster infrastructure, as well as utility and connectivity 
infrastructure; and (iv) promoting investment in sustainable 
manufacturing processes and infrastructure facilities. 

9 Government of India, Ministry of Finance. 2021. Economic Survey 2020-21. New Delhi. https://www.indiabudget.gov.in/economicsurvey/ebook_es2021/index.html.
10 Government of India. 2021. Speech of Nirmala Sitharaman, Minister of Finance. Available at: https://www.indiabudget.gov.in/doc/Budget_Speech.pdf. 
11 https://pib.gov.in/PressReleasePage.aspx?PRID=1742684.
12 National Credit Guarantee Trustee Company Limited (NCGTC). September 2020. Study on the Impact of ECLGS. Available at https://www.eclgs.com/

documents/Impact_Assessment_Report%20(Suppl)%20dated%20September%2016%202020.pdf.  
13 https://pib.gov.in/PressReleasePage.aspx?PRID=1742684.
14 Government of India, Ministry of Finance. 2019. Nourishing Dwarfs to become Giants: 03 Reorienting policies for MSME Growth, Chapter 3, Economic Survey 

2018–19.	Available	at	https://www.indiabudget.gov.in/budget2019-20/economicsurvey/doc/vol1chapter/echap03_vol1.pdf. 
15 United Nations Industrial Development Organization (UNIDO). 2013. The UNIDO Approach to Cluster Development. Technical paper. Vienna. Available at 

https://www.unido.org/sites/default/files/2014-01/UNIDOs_CLUSTER_APPROACH_0.PDF.

https://www.indiabudget.gov.in/economicsurvey/ebook_es2021/index.html
https://www.indiabudget.gov.in/doc/Budget_Speech.pdf
https://pib.gov.in/PressReleasePage.aspx?PRID=1742684.
https://www.eclgs.com/documents/Impact_Assessment_Report%20(Suppl)%20dated%20September%2016%202020.pdf
https://www.eclgs.com/documents/Impact_Assessment_Report%20(Suppl)%20dated%20September%2016%202020.pdf
https://pib.gov.in/PressReleasePage.aspx?PRID=1742684.
https://www.indiabudget.gov.in/budget2019-20/economicsurvey/doc/vol1chapter/echap03_vol1.pdf
https://www.unido.org/sites/default/files/2014-01/UNIDOs_CLUSTER_APPROACH_0.PDF


4

ADB BRIEFS NO. 202

Figure 3: Tamil Nadu Small Industries Development Corporation

Tamil Nadu 
Industrial 

Development 
Corporation 

manages 
dedicated 

industrial estates 
and parks for 

MSMEs

Currently managing 121 industrial estates dedicated 
to MSMEs, spread over 8,000 acres

Has dedicated land banks for setting up new 
MSME industrial parks based on demand

Has conducted GIS mapping of infrastructure facilities and land 
available at its parks so that prospective investors can select a 
preferred location and make an online application for allotment

Provides infrastructure facilities, such as water 
supply, STPs, CETPs, drainage, storage areas, and 
work sheds

CETP = common effluent treatment plant; GIS = geographic information system; MSMEs = micro, small, and medium-sized enterprises;  
STP = sewage treatment plant.
Source: Tamil Nadu Small Industries Development Corporation Ltd. https://www.tansidco.tn.gov.in/.

Figure 2: Cluster Formation With or Without Cluster Initiatives
Organic cluster formation without cluster initiatives Examples of Joint cluster initiatives

Firm Firm

Firm

Firm

Firm

Firm

FirmFirm
Local 

governmentSupplier

Supplier

Supplier

Support 
institution

Support 
institution

Service 
provider

Service 
provider

An organic cluster in absence of cluster initiatives might be less 
competitive owing to lack of coordination, collaboration, and 

knowledge sharing among key internal entities.

•	 Common	Facility	Center	(e.g.,	raw	material	banks,	
testing labs, CETPs, etc.)

•	 Incubation	centers
•	 Industry	associations	and	SPVs

Firm
Firm

Firm

Firm
Firm

Firm

Firm
Firm

Firm

Backward 
linkages

Raw material 
supplier

Equipment 
supplier

Final 
market

Forward 
linkages 
Global 
buyers

Export 
consortium

OEM/Large 
firm

Presence of 
complementing industry 

units and contractual 
arrangements

Clusters enabled by joint cluster initiatives have presence of 
strong linkages among various entities resulting in improved 

cluster competitiveness.

CETP = common effluent treatment plant, OEM = original equipment manufacturer, SPV = special purpose vehicle.
Source: ADB study team analysis.

The Government of India has been incentivizing MSME cluster 
development through schemes which primarily provide financial 
support for common facilities centers (CFCs) and small 

infrastructure projects within the cluster. Building on this, ICD can 
be supported by adopting a more holistic approach. This entails 
planned development of connectivity and sustainable utility 

https://www.tansidco.tn.gov.in
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infrastructure to promoting cleaner manufacturing practices and 
establishing institutional and governance systems to ensure the 
financial sustainability and maintenance of the infrastructure. 
Establishing dedicated industrial areas with ready plug-and-
play infrastructure can facilitate sustainable ICD as has been 
demonstrated by the Tamil Nadu Small Industries Development 
Corporation which is managing 121 industrial estates dedicated to 
MSMEs (Figure 3).16

Recommendations
1. Provide centrally sponsored scheme for sustainable 

utility infrastructure. Common-use sustainable utility 
infrastructure [e.g., common effluent treatment plants 
(CETPs), solar energy solutions, etc.] can help MSMEs 
improve productivity, efficiency, and meet sustainability 
targets. However, the high capital and operating costs 
associated with these facilities necessitate a review of the 
financial support offered by the Micro and Small Enterprises 
Cluster Development Programme under the Ministry 
of Micro, Small, and Medium Enterprises (Ministry of 
MSME), Government of India.17 New schemes, with higher 
financial support, and alternate operating models, could be 
considered to incentivize green projects for MSME clusters.

2. Support MSME co-location in industrial parks. The 
coexistence of MSMEs with large industries in industrial 
parks would allow them access to new domestic and 
global production value chains, as well as common use 
infrastructure, such as CETPs. The Ministry of MSME 
could devise a new scheme to support the development of 
industrial parks for MSMEs, either in the form of dedicated 
industrial estates, or demarcated zones within large 
industrial parks. Utility infrastructure and maintenance 
charges for MSMEs in these areas could be determined 
based on their ability to pay, as large industrial parks should 
provide facilities to them at affordable rates.

3. Provide training on cost savings through efficient resource 
use. Regular training sessions could be conducted in clusters 
to demonstrate how waste minimization, recycling, and 
reducing use of nonrenewables can help cut costs and 
increase efficiency. 

4. Use behavioral nudges to promote action against pollution. 
Central Pollution Control Board could offer innovative 
behavioral incentives and nudges to improve compliance with 
pollution norms with minimal punitive action for MSMEs. 

For instance, star rating programs in Maharashtra and Odisha 
have recently begun to assign publicly visible ratings to 
individual industries based on their air pollution levels so that 
they take action to reduce emissions.

5. Improve last mile connectivity and logistics infrastructure. 
First and last mile connectivity infrastructure to link clusters 
and industrial areas with consumer markets and raw material 
centers must be planned in parallel with CFCs to minimize 
logistics costs. Logistics facilities must be upgraded using 
a demand-driven approach, with priority accorded to 
developing integrated aggregation, disaggregation, storage, 
warehousing and mode interchange facilities at high 
density locations. 

6. Promote efficient energy use and decarbonization. In 
line with its Intended Nationally Determined Contribution 
in response to the Conference of the Parties, India aims 
to reduce the emissions intensity of its GDP by 33% to 
35% by 2030 from the 2005 level.18 Despite facing higher 
energy	costs	(10%–50%	of	total	manufacturing	costs),	
MSMEs are unable to adopt energy-efficient manufacturing 
practices owing to high up-front capital investment in 
such technologies, low awareness levels, and skill gaps.19 In 
order to alleviate these challenges, governments need to 
complement ongoing schemes (such as Zero Effect, Zero 
Defect) which subsidize investment in energy-efficient 
equipment with policies and incentive mechanisms that 
reward actual reduction in energy usage.

PILLAR II: ACCESS TO FINANCE—
EXPANDING CREDIT FLOWS AT LOW COST
Why is Access to Finance Constrained?

Innovation in financing can unlock liquidity and working capital 
that allows small and medium-sized enterprises (SMEs) to survive 
market volatility. Having greater access to finance might also 
create a benevolent cycle, as access helps build credit history that 
financial institutions can use to better price SME loans, amplifying 
the benefits and supporting long-term economic growth.20 The 
predominant source of finance for MSMEs is bank loans (mostly 
from public sector banks)21 and the overall credit gap for MSMEs 
in India is estimated to be `20	trillion–`25 trillion  

16 Tamil Nadu Small Industries Development Corporation Ltd. Available at https://www.tansidco.tn.gov.in/.
17 Government of India, Ministry of MSME. 2019. Modified Guidelines of MSE-CDP. Available at https://msme.gov.in/sites/default/files/

ModifiedGuidelinesofMSE_0.pdf.
18 Government of India. 2015. India’s Intended Nationally Determined Contribution: Working Towards Climate Justice. Available at https://www4.unfccc.int/sites/

ndcstaging/PublishedDocuments/India%20First/INDIA%20INDC%20TO%20UNFCCC.pdf. 
19  Tirtha Biswas, Sachin Sharma, and Karthik Ganesan. 2018. Factors Influencing the Uptake of Energy Efficiency Initiatives by Indian MSMEs. Council on 

Energy, Environment and Water. New Delhi. Available at https://www.ceew.in/publications/factors-influencing-uptake-energy-efficiency-initiatives-indian-
msmes.

20 Asian Development Bank Institute. 2019. Fintech for Asian MSMEs. Available at https://www.adb.org/sites/default/files/publication/502781/adbi-fintech-smes.
pdf.

21 Asian Development Bank Institute. 2016.  Finance for Micro, Small, and Medium-Sized Enterprises in India: Sources and Challenges. Available at https://www.adb.
org/sites/default/files/publication/188868/adbi-wp581.pdf.

https://msme.gov.in/sites/default/files/ModifiedGuidelinesofMSE_0.pdf
https://msme.gov.in/sites/default/files/ModifiedGuidelinesofMSE_0.pdf
https://www4.unfccc.int/sites/ndcstaging/PublishedDocuments/India%20First/INDIA%20INDC%20TO%20UNFCCC.pdf
https://www4.unfccc.int/sites/ndcstaging/PublishedDocuments/India%20First/INDIA%20INDC%20TO%20UNFCCC.pdf
https://www.ceew.in/publications/factors-influencing-uptake-energy-efficiency-initiatives-indian-msmes
https://www.ceew.in/publications/factors-influencing-uptake-energy-efficiency-initiatives-indian-msmes
https://www.adb.org/sites/default/files/publication/502781/adbi-fintech-smes.pdf
https://www.adb.org/sites/default/files/publication/502781/adbi-fintech-smes.pdf
https://www.adb.org/sites/default/files/publication/188868/adbi-wp581.pdf
https://www.adb.org/sites/default/files/publication/188868/adbi-wp581.pdf
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(about	$271 billion–$339	billion)	(Figure 4).22 About 91% of this 
demand for credit comes from micro and small enterprises.23

A review of literature presents three key barriers to MSME 
lending:24

1. Risk perception. Though nonperforming assets of 
MSMEs are at rates lower than that of large industries, risk 
perception for MSMEs remains high.25 Given the relative lack 
of risk mitigation instruments, banks are reluctant to lend 
to MSMEs without collateral.26 The NBFCs primarily target 
enterprises with relatively stable cash flows. 

2. Information asymmetry. Assessment of MSME credit risk 
worthiness is difficult owing to information asymmetry and 
poor accounting practices. 

3. High cost of finance due to lack of access. Several MSME 
clusters remain underserved owing to poor penetration of 
formal credit channels, limited access to technology, and 
low awareness of government schemes. Estimates suggest 
that almost 40% of Indian MSME lending is done through 
informal sources, where interest rates are at least twice as 
high as the formal sector.27 MSMEs typically find it easier to 
borrow from informal sources such as family, friends, local 

moneylenders, and chit funds, owing to lower collateral 
requirements and familiarity, despite higher interest rates.28 

These barriers are amplified for women-led enterprises, for 
whom access to finance is severely constrained. Despite 
having higher profit margins than male-owned enterprises 
(31% vs. 19%), they face double the rejection rate (19% vs. 8%) 
and receive only 5% of total MSME lending from public sector 
banks (2018 data).29 As formal institutions rely on credit history 
and collateral to assess creditworthiness, women entrepreneurs 
are disadvantaged due to limited landownership and noncredit 
banking relationships.

Recommendations
The COVID-19 crisis has accentuated the pressure on existing 
sources of credit. Therefore, there is a need to not only expand 
credit lines (as an immediate-term measure), but also provide 
adequate risk mitigation instruments, credit appraisal techniques, 
and innovative financial products, such as cluster financing.

1. Develop a digital platform to collect credit information 
and develop credit ratings for MSMEs. The Government 

22 Reserve Bank of India. 2019. Report of the Expert Committee on Micro, Small and Medium Enterprises. Available at https://rbidocs.rbi.org.in/rdocs//
PublicationReport/Pdfs/MSMES24062019465CF8CB30594AC29A7A010E8A2A034C.PDF.

23 International Finance Group. 2018. Financing India’s MSMEs - Estimation of Debt Requirement of MSMEs in India. Available at https://www.ifc.org/wps/
wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing+India’s+MSMEs+Estimation+of+Debt+Requirement+of+MSMEs+in+India.
pdf?MOD=AJPERES&CVID=my3Cmzl.

24 Footnote 22.
25 TransUnion CIBIL.2020. MSME Pulse. April 2020. Available at https://www.transunioncibil.com/resources/tucibil/doc/insights/reports/report-msme-pulse-

april-2020.pdf.
26 Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) of the Government of India is one of the few risk mitigation instruments available.
27  Omidyar Network and Boston Consulting Growth. September 2020. Credit Disrupted. Available at https://omidyar.com/wp-content/

uploads/2020/09/18-11-29_Report_Credit_Disrupted_Digital_FINAL.pdf. 
28 International Finance Group. 2018. Financing India’s MSMEs - Estimation of Debt Requirement of MSMEs in India. Available at https://www.ifc.org/wps/

wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing+India’s+MSMEs+Estimation+of+Debt+Requirement+of+MSMEs+in+India.
pdf?MOD=AJPERES&CVID=my3Cmzl. 

29  International Finance Corporation. 2018. Financial Inclusion for Women-owned MSMEs in India. Available at https://www.ifc.org/wps/wcm/connect/ca5c0868-
e89d-4b43-ace5-8a702ed29b25/Financial+Inclusion+for+Women-owned+MSMEs.July+31.pdf?MOD=AJPERES&CVID=mOK28X8.

Figure 4: Credit Gap in Micro, Small, and Medium-Sized Enterprises, 2017/18 (in ` trillion)
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NBFC = nonbank financial company, SCB = scheduled commercial bank.
Source: Reserve Bank of India. 2019. Report of the Expert Committee on Micro, Small and Medium Enterprises. New Delhi.

https://rbidocs.rbi.org.in/rdocs//PublicationReport/Pdfs/MSMES24062019465CF8CB30594AC29A7A010E8A2A034C.PDF
https://rbidocs.rbi.org.in/rdocs//PublicationReport/Pdfs/MSMES24062019465CF8CB30594AC29A7A010E8A2A034C.PDF
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing+India�s+MSMEs+Estimation+of+Debt+Requirement+of+MSMEs+in+India.pdf?MOD=AJPERES&CVID=my3Cmzl
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing+India�s+MSMEs+Estimation+of+Debt+Requirement+of+MSMEs+in+India.pdf?MOD=AJPERES&CVID=my3Cmzl
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing+India�s+MSMEs+Estimation+of+Debt+Requirement+of+MSMEs+in+India.pdf?MOD=AJPERES&CVID=my3Cmzl
https://www.transunioncibil.com/resources/tucibil/doc/insights/reports/report-msme-pulse-april-2020.pdf
https://www.transunioncibil.com/resources/tucibil/doc/insights/reports/report-msme-pulse-april-2020.pdf
https://omidyar.com/wp-content/uploads/2020/09/18-11-29_Report_Credit_Disrupted_Digital_FINAL.pdf
https://omidyar.com/wp-content/uploads/2020/09/18-11-29_Report_Credit_Disrupted_Digital_FINAL.pdf
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing%2BIndia%E2%80%99s%2BMSMEs%2BEstimation%2Bof%2BDebt%2BRequirement%2Bof%2BMSMEs%2Bin%2BIndia.pdf%3FMOD%3DAJPERES%26CVID%3Dmy3Cmzl
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing%2BIndia%E2%80%99s%2BMSMEs%2BEstimation%2Bof%2BDebt%2BRequirement%2Bof%2BMSMEs%2Bin%2BIndia.pdf%3FMOD%3DAJPERES%26CVID%3Dmy3Cmzl
https://www.ifc.org/wps/wcm/connect/dcf9d09d-68ad-4e54-b9b7-614c143735fb/Financing%2BIndia%E2%80%99s%2BMSMEs%2BEstimation%2Bof%2BDebt%2BRequirement%2Bof%2BMSMEs%2Bin%2BIndia.pdf%3FMOD%3DAJPERES%26CVID%3Dmy3Cmzl
https://www.ifc.org/wps/wcm/connect/ca5c0868-e89d-4b43-ace5-8a702ed29b25/Financial
https://www.ifc.org/wps/wcm/connect/ca5c0868-e89d-4b43-ace5-8a702ed29b25/Financial
MSMEs.July
31.pdf
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of India had launched a Performance and Credit Rating 
Scheme for MSMEs, which allowed them to obtain a credit 
score from recognized credit rating agencies at a lower 
cost. Under the scheme, nearly 66% of MSMEs were rated 
with 4 points or below (out of an 8-point index)30 in 
2017/18.31 The likelihood of a low rating, coupled with costs, 
discouraged MSMEs from seeking ratings, eventually leading 
to the scheme’s discontinuation. Rating agencies need to be 
incentivized to use diverse data sources including purchase 
history, personal credit history of the entrepreneur, Goods 
and Services Tax data, or even online sales and payments 
activities for issuing credit ratings using a digital platform. 

2. Undertake risk evaluation for introduction of cluster 
financing models. 
a) Cluster financing models have been effectively used by 

SMEs in the United Kingdom, Europe, and East Asia. 
In such a model, a group of MSMEs can come together 
to form a special purpose vehicle, which then borrows 
from banks under a single transaction and on-lends 
to its members. This reduces the cost of borrowing 
for MSMEs and transaction costs for the bank. This 
financing model requires efficient risk allocation 
among stakeholders and affordable risk mitigation 
instruments, such as credit guarantees.32 

b) A case in point in India is the Maharashtra Rajya 
Draksha Bagaitdar Sangh (Maharashtra State 
Grape Growers Association), initially formed by 
25	grape	producers	in	1961.	It	was	able	to	secure	a	
common credit line for its cluster Mahagrapes, to 
finance value-chain improvements for its individual 
cooperative	members	(Figure	5).	Owing	to	this	
cluster financing model, Mahagrapes has become 
a global leader in grapes export. Local women also 
benefited from this model as they were able to secure 
cluster-based employment as sorters, grape handlers, 
and packers.33

c) Drawing upon experiences such as Mahagrapes, 
government agencies could identify priority clusters 
and begin risk assessments to evaluate their suitability 
for introducing cluster financing models. 

3. Promote the Small Investments Development Bank 
of India (SIDBI) as a market maker. SIDBI introduced 
emergency credit schemes to provide financial assistance 
to MSMEs during the COVID-19 pandemic.34 Additionally, 
the RBI has provisioned `150 billion (about $2 billion) to 
SIDBI for on-lending and refinancing NBFCs and MFIs 
that sanction loans to MSMEs.35 In line with RBI Expert 
Committee recommendations, SIDBI could create a low-

Figure 5: Mahagrapes Cluster Raises Funds and Accesses Export Markets

Joint financing improved access both to funding for infrastructure  
improvements and export markets

Structure Activities 
Undertaken

Improved 
Performance

•	 ‘Mahagrapes’ established 
in	1991	as	a	cooperative	
partnership firm with the help 
of the Maharashtra State 
Agricultural Marketing Board

•	 Formed	as	a	public–private	
partnership, owned and 
governed by its member 
cooperatives with state 
government financial support

•	 The	main	aim	of	the	cluster	is	
to promote exports

•	 Received	a credit line from the National 
Cooperative Development Bank and state 
government to build pre-cooling and cold 
storage facilities for each cooperative

•	 Marketing	of	all	grapes	under	one	brand	name	
to establish an international reputation for 
the produce

•	 Producing	an	annual	handbook	with	detailed	
guidance on quality and testing standards set by 
GLOBALGAP for grade exports/imports

•	 Purchasing	inputs	(e.g.	bio-fertilizers,	packaging	
material) in bulk to help producers meet 
GLOBALGAP requirements economically

•	 In	2013,	Mahagrapes	members	had	
more income ($20,500	per	member	
per annum) than independent 
farmers	($18,500	per	annum).

•	 Productivity	of	grapes	per	member	
was over 10% higher than the 
individual farmers.

•	 Consignment	rejection	rate	dropped	
from 80% to 1% after 2001.

Source: Food and Agricultural Organization of the United Nations. 2010. Agro-based Clusters in Developing Countries: Staying Competitive 
in a Globalized Economy. Available at http://www.fao.org/3/i1560e/i1560e.pdf. 

30 For “Rating Scale of MSEs on Performance and Credit Parameters under the Performance & Credit Rating Scheme”, see https://www.indiaratings.co.in/rating/
other/MSEAndSME.

31 Footnote 22.
32 Asian Development Bank. 2017. Cluster Finance in Sri Lanka: Gap Report. Manila. Available at https://www.adb.org/sites/default/files/project-

documents/49273/49273-001-tacr-en_3.pdf.
33  Ministry of Agriculture & Farmers Welfare, Govt. of India. Study of Value Chain for Grapes. Available at https://www.midh.gov.in/VCS%20Reports/7-Value%20

chain%20for%20Grapes%20crop%20in%20Nasik%20district%20of%20Maharashtra.pdf | Amit Thorat and Devesh Roy. 2008. Success in High Value 
Horticultural Export. World Development. doi:10.1016/j.worlddev.2007.09.009.

34 These measures include the SIDBI Assistance to Facilitate Emergency (SAFE) Response against Coronavirus Scheme, SAFE Plus and SIDBI’s Make in India Soft 
Loan Fund for Micro Small and Medium Enterprises (SMILE) scheme.

35 Government of India, Ministry of Finance. 2020. Press Release dated 17 April 2020. https://pib.gov.in/PressReleseDetailm.aspx?PRID=1615349.

http://www.fao.org/3/i1560e/i1560e.pdf
https://www.indiaratings.co.in/rating/other/MSEAndSME
https://www.indiaratings.co.in/rating/other/MSEAndSME
https://www.adb.org/sites/default/files/project-documents/49273/49273-001-tacr-en_3.pdf
https://www.adb.org/sites/default/files/project-documents/49273/49273-001-tacr-en_3.pdf
https://www.midh.gov.in/VCS%2520Reports/7-Value%2520chain%2520for%2520Grapes%2520crop%2520in%2520Nasik%2520district%2520of%2520Maharashtra.pdf
https://www.midh.gov.in/VCS%2520Reports/7-Value%2520chain%2520for%2520Grapes%2520crop%2520in%2520Nasik%2520district%2520of%2520Maharashtra.pdf
10.1016/j.worlddev
https://pib.gov.in/PressReleseDetailm.aspx?PRID=1615349
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cost credit line for state government-led MSME schemes 
and help deepen credit markets in underserved districts, 
partnering with local banks and NBFCs, and deploying 
risk mitigation instruments such as first loss guarantee. 
Preference should be accorded to women-led MSMEs for 
finance offered under these credit lines.

4. Support MSME-focused financial technology firms. 
Several innovative Indian FinTech firms, such as 
LendingKart, Capital Float, MoneyTap, FlexiLoans, 
NeoGrowth, and SBI e-Smart SME, have already developed 
online marketplaces and peer-to-peer lending platforms, 
which offer customized small loans. These channels are 
largely found to be catering to MSMEs in retail, consumer 
electronics, textiles, and industrial goods. These platforms 
serve MSMEs that may be lacking extensive credit histories 
or collateral and manage risks through volumes and 
diversification. Tailored risk mitigation instruments and 
dedicated credit lines may be extended to these platforms, 
so that they can scale up operations.

PILLAR III: SKILL DEVELOPMENT, IMPROVING 
LINKAGES BETWEEN VOCATIONAL 
TRAINING AND INDUSTRY NEEDS
Why Are Skill-Training Programs Not Meeting the 
Needs of Micro, Small, and Medium-Sized Enterprises?
While India has one of the largest and youngest working age 
populations	in	the	world,	only	13.9%	of	the	workforce	(15–59	
years) received either formal or nonformal vocational training in 
2019/20.36 Only about 8.6% of MSME workers are considered 
skilled (2016/17).37 India’s public vocational education and training 
systems require greater scale, better quality, and more relevance 
to prepare young workers for the emerging skill demands. 
Mismatches between skilling curricula and industry requirements 
are owed to (i) obsolete technology and training methods; (ii) 
short duration training programs; (iii) minimal interaction with 
industry; and (iv) inadequate training in soft skills (including 
spoken English) and digital literacy. Skill training institutes do 
not always have courses relevant for local MSMEs. Due to these 
challenges, vocationally trained workers fail to command “skill 

premiums”, that is, substantially higher wages than their unskilled 
counterparts.  

Gender gaps in skill training constrain women’s participation in 
MSMEs—only 9% of the female workforce received vocational 
training as against 18.8% of the male workforce. The gap is wider 
in case of nonformal training, with 15.2% men getting hereditary, 
on-the-job, or other forms of informal training as opposed to only 
6.1% women. Only 3.5% men and 2.9% of women received formal 
skill training of any kind.38 

These skilling challenges are also impacting emerging hi-tech 
industries. For instance, despite India’s emergence as a global 
pharmaceuticals hub, clusters such as Vijayawada in Andhra 
Pradesh struggle to find appropriately trained workers, with the 
knowledge of chemical compounds, laboratory testing processes, 
and quality standards for export markets.39 

At the same time, there are several successful examples of skill 
training	for	MSMEs	as	well.	The	Kenbah–Kenmynsaw	Handicraft	
Multipurpose Cooperative Society, with support from the Indian 
Institute of Technology Guwahati, Government of Meghalaya, 
and the Asian Development Bank (ADB), upskilled 200 
craftspersons, a vast majority of whom were women, to produce 
diversified, contemporary bamboo products (Figure 6).40 The 
Entrepreneurship Development Institute of India, Ahmedabad 
(established in 1983 as a national body for entrepreneurship 
development) runs several entrepreneurship development 
programs, many of which are targeted at women (Figure 7). 
The Additional Skill Acquisition Program (ASAP) in Post-Basic 
Education is being implemented by the Government of Kerala 
with ADB support, for training in market-relevant vocational 
skills, with a special focus on improving English fluency and 
information technology skills. With 60% of enrolled students, 60% 
of trainers, and 50% of program managers being women, ASAP 
was recognized by ADB and the Government of India as the best 
project in India for gender and inclusion mainstreaming.41 

Recommendations
Vocational training programs need to be tailored to provide 
(i) refresher courses for base level jobs; (ii) upskilling for those 

36 National Sample Survey Organisation. 2019-20. Periodic Labour Force Survey Annual Report. Available at http://mospi.nic.in/sites/default/files/publication_
reports/Annual_Report_PLFS_2019_20.pdf. 

37 World Bank. 2017. Study on Demand for Skilled Labor in Unregistered MSMEs of India. Available at https://openknowledge.worldbank.org/bitstream/
handle/10986/26418/114202-NWP-PUBLIC-ADD-SERIES-Report-No-87-for-IDU.pdf?sequence=7&isAllowed=y.

38 National Sample Survey Organisation. 2019-20. Periodic Labour Force Survey Annual Report. Available at http://mospi.nic.in/sites/default/files/publication_
reports/Annual_Report_PLFS_2019_20.pdf.

39 Government of India, Ministry of MSME. Brief Industrial Profile of Krishna District. Available at http://dcmsme.gov.in/dips/krishna%20profile_ap.pdf. | National 
Skill Development Corporation. Executive Summary for the State of Andhra Pradesh. Available at https://www.nsdcindia.org/sites/default/files/files/ap-executive-
summary.pdf |  National Skill Development Corporation. Human Resource and Skill Requirements for the Chemicals and Pharmaceuticals Sector (2022)- A report. 
Available at https://www.nqr.gov.in/sites/default/files/10_NSDC%202022_3.pdf.

40 Asian Development Bank. 2018. India and ADB Three Decades of Enduring Partnership, Development Effectiveness Brief. Manila. Available at https://www.adb.org/
sites/default/files/publication/472826/dev-effectiveness-brief-india-2018.pdf. 

 Government of Meghalaya. Citation of Kenbah-Kenmynsaw Handicraft MEG-ERA Awardee. Available at http://meghalaya.gov.in/megcms/sites/default/files/
press_release/Citation%20of%20the%20Awardee.pdf.

41 Additional Skill Acquisition Program, Government of Kerala website. http://asapkerala.gov.in/?q=node/946.

http://mospi.nic.in/sites/default/files/publication_reports/Annual_Report_PLFS_2019_20.pdf
http://mospi.nic.in/sites/default/files/publication_reports/Annual_Report_PLFS_2019_20.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/26418/114202-NWP-PUBLIC-ADD-SERIES-Report-No-87-for-IDU.pdf?sequence=7&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/26418/114202-NWP-PUBLIC-ADD-SERIES-Report-No-87-for-IDU.pdf?sequence=7&isAllowed=y
http://mospi.nic.in/sites/default/files/publication_reports/Annual_Report_PLFS_2019_20.pdf
http://mospi.nic.in/sites/default/files/publication_reports/Annual_Report_PLFS_2019_20.pdf
http://dcmsme.gov.in/dips/krishna%20profile_ap.pdf
https://www.nsdcindia.org/sites/default/files/files/ap-executive-summary.pdf
https://www.nsdcindia.org/sites/default/files/files/ap-executive-summary.pdf
https://www.nqr.gov.in/sites/default/files/10_NSDC%202022_3.pdf
https://www.adb.org/sites/default/files/publication/472826/dev-effectiveness-brief-india-2018.pdf
https://www.adb.org/sites/default/files/publication/472826/dev-effectiveness-brief-india-2018.pdf
http://meghalaya.gov.in/megcms/sites/default/files/press_release/Citation%20of%20the%20Awardee.pdf
http://meghalaya.gov.in/megcms/sites/default/files/press_release/Citation%20of%20the%20Awardee.pdf
http://asapkerala.gov.in/%3Fq%3Dnode/946
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Figure 6: Bamboo Craft in Kenmynsaw, Meghalaya

The skill training 
program started by IIT 
Guwahati, Government 
of Meghalaya, and ADB 
in the bamboo craft 
industry of Kenmynsaw, 
Meghalaya, has trained 
over 200 craftspersons

Kenmynsaw, a remote village situated in the Syntien 
cluster of Meghalaya, is known for its traditional 

bamboo craft industry. Indian Institute of Technology 
(IIT) Guwahati, Government of Meghalaya, and ADB 

commenced a skill training program in 2015 in this cluster.

A participatory model for design development with 
communities, with a focus on using traditional techniques to 
produce modern products, such as laundry baskets and other 

household goods, using bamboo was successfully tested.

Over 200 craftspersons (mostly women and youth) have 
been trained. The ‘Kenbah-Kenmynsaw’ Handicraft 

Multipurpose Cooperative Society has been registered. 
Women leaders of the cooperative society have gained 
confidence to grow their business through online and 

offline channels.

ADB = Asian Development Bank.
Source: ADB. December 2018. India: Development Effectiveness Brief. Available at https://www.adb.org/publications/india-development-
effectiveness-brief-2018.

Figure 7: Entrepreneurship Development Institute of India

The EDII 
Ecosystem

Long Term Courses
4-year Fellow Program in Management 

(FPM); 2-year PGDM program in Business 
Entrepreneurship, etc.

Short Term Courses
2-week National Summer Camp on 

Entrepreneurial Stimulation for School 
Children, etc.

National Footprint
The EDII has helped set up 12 state-level 

exclusive EDCs and institutes.

International Footprint
The EDII was given the task of setting 

up EDCs in Cambodia, the Lao PDR, 
Myanmar, Viet Nam, and Uzbekistan.

Financial Institutions/State government support
The IDBI Bank Ltd., IFCI Ltd., ICICI Bank Ltd. and the 
State Bank of India provided financial support; State 
governments provided land.

Self-Sustainable Financial Model
Turnover is generated through the portfolio of 
activities performed with the Government of India, on 
a chargeable basis; courses have nominal fees.

National Impact
Over 100,000 entrepreneurs; 1,486 graduates from 
long term programs and 800,000 from short term 
courses.
Global Impact
Over 5,000 foreign trainees in the last 10 years and 
about 400 foreign trainees annually.

United Nations Economic and Political Commission for Asia and the Pacific has 
declared EDII as a Center of Excellence

EDC = Entrepreneurship Development Center, EDII = Entrepreneurship Development Institute of India, Lao PDR = Lao People’s Democratic Republic, 
PGDM = Post Graduate Diploma in Management.
Source: Entrepreneurship Development Institute of India website (https://www.ediindia.org/). 

https://www.adb.org/publications/india
https://www.ediindia.org
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seeking advanced training to perform complex jobs; and 
(iii) reskilling for workers transitioning across sectors and jobs. 
When supporting apprenticeship schemes, creating online 
courses, or developing new training modules, there is a need to 
focus on the differential jobs falling in each of these categories.

1. Increased support for apprenticeship schemes. Central 
and state government skill development departments should 
simplify guidelines of national and state-level apprenticeship 
schemes so that a higher proportion of training can be held 
on the MSME premises to reduce mismatches between 
industry needs and training curricula. Wage support 
under these schemes could be increased to incentivize 
participation.

2. Introduction of online industry-relevant courses. 
The e-skilling portal of the National Skill Development 
Corporation (NSDC) can be leveraged for the quick 
introduction of new courses aligned with industry 
requirements. State skill development missions should 
set up a dedicated portal to receive suggestions on new 
courses from MSMEs and industry associations and develop 
qualification packs for these on a priority basis. Further, 
state governments can incentivize industry associations 
to operate virtual skill training centers as private training 
partners. 

3. Tailored entrepreneurship training from micro-businesses 
in MSME clusters. Recent research shows that business 
skills training programs for micro-entrepreneurs that were 
industry-specific, tailored to participants’ basic education 
level, and included a longer-term mentorship component 
tended to have better outcomes in terms of increased 
profits for the business.42 Therefore, cluster specific 
entrepreneurship training modules could be developed 
by state skill development missions in consultation with 
industry associations and NSDC. Special focus should be on 
developing targeted training for women.

4. Vocational training at school level. The National 
Education Policy 2020 advocates for greater integration 
of vocational training at higher secondary level. According 
to the new design proposed in the policy, students would 
have the option of pursuing vocational courses in Grades 
11–12,	including	at	more	specialized	schools,	if	so	desired.43 
There is a need to involve MSMEs in designing vocational 
courses to be offered to students to ensure that they 
have exposure to the latest technology and cutting-edge 
industry practices.

5. Facilitating skill training for women. Major reasons for 
women dropping out of training include marriage, lack of 
safe transport, and family issues. Other barriers included 
unhygienic toilets, lack of female faculty, absence of sexual 

harassment redressal system, and a severe shortfall in 
quality, affordable crèches.44 Skill training institutes should 
provide requisite infrastructure, including toilets, safe 
transport, and on-site childcare facilities to reduce women’s 
dropout rates. Sector-specific training and certification for 
sectors with higher representation of women should be 
prioritized by central and state governments.

PILLAR IV: PRODUCT DIVERSIFICATION 
What Deters Product Diversification?
Indian MSMEs manufacture more than 8,000 products, spanning 
a wide range of handmade, traditional, machine-made, and more 
recently, automation-technology-made goods. Yet MSMEs find 
it challenging to diversify into new product and service lines, 
despite acknowledging its importance for survival and growth. 
Evidence suggests that average sales of Indian MSMEs with a 
diversified product and service, customer, and geography base 
grew by 18% , significantly higher than the 10% growth chalked up 
by players with limited diversification. The MSMEs with diversified 
businesses also had higher ratings.45 Product diversification 
is essential for survival in the pandemic-recovery market as 
consumer preferences have shown significant and rapid shifts. 

Diversification and innovation in product design present a three-
fold challenge for MSMEs. 

1. Lack of awareness of market trends. The MSMEs are often 
a couple of links away from final customers in the production 
value chain, making it difficult to keep up with changing 
tastes and customer preferences. 

2. Lack of technical knowledge. The MSMEs do not always 
have the requisite technical knowledge of the manufacturing 
process, machinery, and raw materials needed for a new 
product line. They may also be unaware of quality standards, 
specifications, testing procedures, and certifications 
required for the new product, both in the domestic and 
export markets.  

3. High investment cost. Product diversification requires 
investment in machinery, skilling, branding, and marketing. 
Therefore, even if the two challenges above are won, the 
MSME still needs to work around capital constraints in order 
to diversify. 

The MSME clusters across the country are at different stages of 
product diversification. For instance, the Coimbatore engineering 
goods cluster with nearly 27,000 MSMEs, of which 95% are 
micro units, has diversified over the years (Figure 8), while the 

42 J-PAL. 2019. Teaching Business Skills to Support Microentrepreneurs. Available at https://www.povertyactionlab.org/policy-insight/teaching-business-skills-
support-microentrepreneurs.

43 Government of India. 2020. National Education Policy. Available at https://www.education.gov.in/sites/upload_files/mhrd/files/NEP_Final_English_0.pdf. 
44 Ministry of Skill Development and Entrepreneurship & EY. 2018. Gender study to identify constraints on female participation in skills training and labor market in 

India. Available at https://dgt.gov.in/sites/default/files/Edited_EYIN2006-031_Gender_Study_1.pdf. 
45 Confederation of Indian Industry. 2016. Stairway to funding. Available at https://www.ciisme.in/publication/a-CIICrisilReportonStairwaytofunding.pdf.

https://www.povertyactionlab.org/policy-insight/teaching-business-skills-support-microentrepreneurs
https://www.povertyactionlab.org/policy-insight/teaching-business-skills-support-microentrepreneurs
https://www.education.gov.in/sites/upload_files/mhrd/files/NEP_Final_English_0.pdf
https://dgt.gov.in/sites/default/files/Edited_EYIN2006-031_Gender_Study_1.pdf
https://www.ciisme.in/publication/a-CIICrisilReportonStairwaytofunding.pdf
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Establishment of CFCs to 
enable access to affordable 

utilities, such as power 
supply

Re-skilling/
Upskilling weavers

Development 
of fabric testing 

facilities

Establishing linkages with 
export markets

Need to invest in wider looms/
looms with electric jacquard 
at CFCs to experiment with 

design patterns

Varanasi Silk Cluster

~80% of cluster output is sarees; other silk products, including lehengas, dress materials, and home 
furnishings, are produced in very small quantities, though the Government of Uttar Pradesh is now 

encouraging diversification through its “One District, One Product” scheme

Coimbatore Engineering Goods Cluster
Consistent cooperation between firms on research and development and strong industry 

associations facilitated product diversification

The Coimbatore engineering goods 
cluster, has nearly 27,000 MSMEs, 

of which 95% are micro units.
The cluster was dominated by 

pumps, motors sub-sector, and 
foundry units in the 1990s.

Over the years, firms started 
diversifying into light engineering 
and auto components in response 
to demand from large auto firms.

The Coimbatore Industrial 
Infrastructure Association 

(COINDIA) is currently operating 
six common facilities centers, e.g., a 
hi-tech rapid product development 

center, where MSMEs can design 
protypes of new products.

CFC = Common Facilities Center; MSMEs = micro, small, and medium-sized enterprises.
Sources: (1) Coimbatore Industrial Infrastructure Association (COINDIA). Available at https://www.coindia.in/prototyping.php.
(2) Asian Development Bank. 2020. Diagnostic Study Report for Silk Industry in Varanasi, Uttar Pradesh.

Figure 8: Product Diversification Experiences, Coimbatore and Varanasi
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Varanasi silk cluster has only recently begun diversification, with 
support from the Government of Uttar Pradesh’s ‘One District, 
One Product’ scheme.46 Consistent cooperation between 
firms on research and development (R&D), coupled with 
strong industry associations, such as the Coimbatore Industrial 
Infrastructure Association, facilitated this transformation.47

Recommendations
1. Incentivize production of personal protective equipment 

(PPE) for global markets given the pandemic situation. 
During the COVID-19 pandemic, 1,100 indigenous 
manufacturers from across textile clusters powered India 
into becoming the second-largest manufacturer of PPE 
in the world, with a daily production rate of over 500,000 
kits by May 2020.48 India also built manufacturing capacity 
for alcohol-based sanitizers, producing over 3.8 million 
liters per day by September 2020.49 The Ministry of MSME 
opened 18 technology centers and tool rooms, which 
ramped up their assistance to MSMEs and supported 
manufacturing of masks, sanitizers, and ventilators.50 The 
global PPE market is expected to be valued at $92.5 billion 
by 2025.51 Central and state governments could consider 
offering fiscal incentives to MSMEs to position India as a 
major global player in this industry, and develop clusters 
with capacity to produce diverse, high-value PPE with 
specialized applicability.  

2. Promote use of digital platforms to help MSMEs connect 
with buyers. Participating in business-to-consumer (B2C) 
and business-to-business (B2B) digital platforms allows 
market discovery and facilitates product diversification. The 
MSMEs need to be nudged to increase use of social media 
channels,	engage	in	online	buyer–seller	meets,	and	webinars	
to connect directly with existing or potential customers. 
Widening online public procurement can be one way to 
achieve this aim. The Government E-Marketplace (GEM) 
portal, launched in 2017, facilitates online procurement 
of goods and services required by various government 
departments, public sector enterprises, and government 
agencies. It has enabled almost 700,000 micro and small 
enterprises to access public procurement opportunities, 
comprising nearly 57% of the order value (as of June 2021).52 
With the GEM 4.0 portal, the government may consider 

setting up back-end analytics and monitoring mechanisms 
to increase participation of MSMEs from aspirational 
districts, low-income districts, as well as from women-owned 
enterprises, thereby enhancing their digital presence. 

3. Encourage partnerships between leading and nascent 
clusters. Mutual learning and knowledge sharing can 
be enhanced by encouraging nascent clusters to forge 
partnerships with leading domestic and global clusters 
such	as	the	India–Korea	Technology	Exchange	Centre	
inaugurated in 2018.53

4. Introduce short-term trainings. State skill development 
missions can work together with sector skills councils 
and industry associations to design short-term trainings 
on different aspects of product diversification, to be 
delivered digitally. 

 

PILLAR V: MARKETING AND BRANDING 
Constraints to Digital Marketing

In the pandemic-recovery scenario, with traditional marketing 
channels constrained, MSMEs need to go beyond conventional 
methods to harness digital marketing channels. Less than 6% 
of Indian MSMEs with access to personal computers advertise 
online, and a majority of these enterprises use traditional 
media.54 There are few common constraints to adoption of digital 
marketing across clusters. The MSMEs 

•	 lack direct access to consumers and remain dependent on local 
traders and distributors to take their products to retailers in 
consumer markets;

•	 are unable to access marketing experts who can advise on the 
optimal mix of marketing techniques, so as to maximize the 
value of marketing expenditure;55

•	 may not possess the pull marketing skills to create engaging 
content and rank higher on internet search engines;

•	 may not be aware of advancements in digital marketing, which 
allow the use of big data tools to reach their target consumer 
segments and undertake personalized marketing; and

•	 need access to real time, credible information on trade 
regulations, quality standards, distribution networks, and 
marketing channels in export markets. 

46 GIZ and SIDBI. 2012. Credit Gap Mapping of Select Clusters. Available at https://www.giz.de/en/downloads/giz2012-en-credit-gap-mapping-engineering.pdf.
47 Coimbatore Industrial Infrastructure Association (COINDIA). Available at https://www.coindia.in/prototyping.php.
48 Government of India, Ministry of Textiles. 2020. Press release dated 18 September 2020, https://pib.nic.in/PressReleseDetail.aspx?PRID=1656231.
49 Government of India, Ministry of Commerce and Industry. 2020. Press release dated 16 September 2020. https://www.pib.gov.in/PressReleasePage.

aspx?PRID=1655070.
50 Government of India, Ministry of MSME. 2020. Press release dated 9 April 2020. Available at https://pib.nic.in/PressReleasePage.aspx?PRID=1612721.
51 Invest India. https://www.investindia.gov.in/siru/personal-protective-equipment-india-INR-7000-cr-industry-in-the-making.
52 Government E-marketplace portal. https://gem.gov.in/ | https://pib.gov.in/PressReleasePage.aspx?PRID=1727549.  
53 Press Information Bureau. India-Korea Technology Exchange Centre Inaugurated. Available at https://pib.gov.in/newsite/PrintRelease.aspx?relid=180492”.
54 Grant Thornton. 2011. Vision 2020: Implications for MSMEs. Available at http://ficci.in/spdocument/20143/Grant-Thornton-FICCI%20MSME.pdf.
55 Footnote 22.

https://www.giz.de/en/downloads/giz2012-en-credit-gap-mapping-engineering.pdf
https://www.coindia.in/prototyping.php
https://pib.nic.in/PressReleseDetail.aspx?PRID=1656231
https://www.pib.gov.in/PressReleasePage.aspx?PRID=1655070
https://www.pib.gov.in/PressReleasePage.aspx?PRID=1655070
https://pib.nic.in/PressReleasePage.aspx?PRID=1612721
https://www.investindia.gov.in/siru/personal-protective-equipment-india-INR-7000-cr-industry-in-the-making
https://gem.gov.in
https://pib.gov.in/PressReleasePage.aspx?PRID=1727549.
https://pib.gov.in/newsite/PrintRelease.aspx?relid=180492
http://ficci.in/spdocument/20143/Grant-Thornton-FICCI%20MSME.pdf
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The craft cluster of Bastar in Chhattisgarh famous for its bell metal 
craft, wrought iron art, terracotta craft, wood carving, bamboo 
craft, and tribal jewelry is a case in point where lack of direct 
buyer access is leading to poor price realization by craftspersons 
(Figure 9).56 While the Tribal Cooperative Marketing Federation’s 
collaboration with Amazon’s Global Selling Program to promote 
online sales is a start, the cluster still requires more support on 
developing a unique brand identity.57

The Chanderi textile cluster in Madhya Pradesh, on the other 
hand, presents a turnaround story of timely interventions in 
certification, collectivization, and modernization (Figure 10).58 
Today, retail chains like FabIndia, Nalli Silks, and Desert Artisan 
source their products directly from the weavers. The weavers 
also sell online through various e-commerce sites, including the 
exclusive Chanderiyaan portal,59 as well as through social media 
platforms.60 Digital design skills and direct linkages with retailers 
also helped weavers diversify into dupattas (veils or long scarves), 
stoles, dress material, and home furnishing.

56 Open Academic Journal Index. 2015. Bastar Handicrafts: The Visible Cultural Symbol of Bastar Region of Chhattisgarh. Available at http://oaji.net/
articles/2015/488-1428569654.pdf. | Government of India, Ministry of MSME. 2017. Brief Industrial Profile of Bastar District. Available at http://dcmsme.
gov.in/old/dips/Bastar.pdf. | Government of India, Ministry of Textiles. Cluster Detail. Available at http://www.craftclustersofindia.in/site/index.aspx?mu_
id=3&Clid=880. | The Hindu. 2010. Bastar Art Goes Global, but Artisans Battle for Survival. Available at https://www.thehindu.com/arts/crafts/Bastar-art-goes-
global-but-artisans-battle-for-survival/article16364328.ece. 

57 The Hindu. 2019. Cooperative Helps Take Tribal Crafts to Amazon’s Global Marketplace. Available at https://www.thehindu.com/news/national/cooperative-
helps-take-tribal-crafts-to-amazons-global-marketplace/article28235876.ece.

58 United Nations Industrial Development Organization. 2005. Impact Assessment and Midterm Evaluation of the Handloom Cluster of Chanderi. Vienna. Available 
at http://ilrtindia.org/downloads/Chanderi-Report-Final_28.pdf.

59 Chanderi Weavers Resource Integrated Information Resource Centre. Available at https://www.chanderiyaan.com/index.php?route=information/
information&information_id=4.

60 Institute of Rural Management Anand. 2012. A Case Study on Digital Empowerment Foundation’s Chanderiyaan Project. Anand, Gujarat. Available at http://
defindia.org/wp-content/uploads/2012/10/ChanderiyaanProjectCS.pdf.

Figure 9: Poor Price Realization from Bastar Crafts

Bastar Crafts Cluster, Raipur
While TRIFED’s collaboration with Amazon is a start, the cluster requires more  

support to develop a unique brand identity.

Baster, Raipur has one of 
the largest brass and copper 

clusters in the world.
Bell metal craft, wrought iron 

art, terracotta craft, wood 
carving, bamboo craft, tribal 

jewelry art are indigenous 
products of the cluster.

Almost 20,000 tribal families 
in Chhattisgarh who craft 

these products have no direct 
link with their consumers.

Local traders purchase in bulk 
and supply to large national 

and international buyers 
adding high margins to the 

original cost.

The cluster’s flagship products, 
such as the carved metal bell 
and bamboo flute, can widen 
markets in India and abroad.
The TRIFED collaboration 

with Amazon’s Global Selling 
Program to promote online 

sales is a start.

TRIFED = Tribal Cooperative Marketing Federation.
Sources:
(1) Government of India, Ministry of MSME. 2017. Brief Industrial Profile of Bastar District. Available at http://dcmsme.gov.in/dips/2016-17/
Bastar.pdf. 
(2) Government of India, Ministry of Textiles. Cluster Detail. Available at http://www.craftclustersofindia.in/site/index.aspx?mu_id=3&Clid=880.  

http://oaji.net/articles/2015/488-1428569654.pd
http://oaji.net/articles/2015/488-1428569654.pd
http://dcmsme.gov.in/old/dips/Bastar.pdf
http://dcmsme.gov.in/old/dips/Bastar.pdf
http://www.craftclustersofindia.in/site/index.aspx?mu_id=3&Clid=880
http://www.craftclustersofindia.in/site/index.aspx?mu_id=3&Clid=880
https://www.thehindu.com/arts/crafts/Bastar-art-goes-global-but-artisans-battle-for-survival/article16364328.ece
https://www.thehindu.com/arts/crafts/Bastar-art-goes-global-but-artisans-battle-for-survival/article16364328.ece
https://www.thehindu.com/news/national/cooperative-helps-take-tribal-crafts-to-amazons-global-marketplace/article28235876.ece
https://www.thehindu.com/news/national/cooperative-helps-take-tribal-crafts-to-amazons-global-marketplace/article28235876.ece
http://ilrtindia.org/downloads/Chanderi-Report-Final_28.pdf
https://www.chanderiyaan.com/index.php?route=information/information&information_id=4
https://www.chanderiyaan.com/index.php?route=information/information&information_id=4
http://defindia.org/wp-content/uploads/2012/10/ChanderiyaanProjectCS.pdf
http://defindia.org/wp-content/uploads/2012/10/ChanderiyaanProjectCS.pdf
http://dcmsme.gov.in/dips/2016-17/Bastar.pdf
http://dcmsme.gov.in/dips/2016-17/Bastar.pdf
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Amazon’s Saheli is another innovative program to facilitate market 
access for women entrepreneurs. Under this program, Amazon 
offers a subsidized referral fee, an entrepreneurship training 
program as well marketing support, and a product photoshoot to 
support women-led MSMEs transition to digital marketing.61

Recommendations
1. Repurpose government support to include digital 

marketing. MSMEs should adopt specialized techniques 
such as niche, cluster-specific, guerrilla, and relationship 
marketing. During pandemic recovery, state support to 
MSMEs for participating in domestic and international trade 
fairs and exhibitions could be expanded to support the 
hiring of marketing experts, and purchasing digital and social 
media marketing solutions. 

2. Promote digital trade fairs and exhibitions. Central 
and state trade Promote digital bodies should host digital 
exhibitions for MSME products.62 Industry associations 
and private players can be provided financial incentives for 
organizing digital trade fairs and exhibitions. Foreign buyers 

and sellers should be invited to join through partnerships 
with their investment promotion agencies. Financial support 
could be provided to organizers to engage professional IT 
firms to manage and create innovative, user-friendly digital 
exhibition interfaces. Digital payment platforms could 
be brought as partners to facilitate closures of sales and 
transactions. 

3. Provide financial support for eco-friendly packaging. 
Packaging has a key role in establishing brand identity, 
product positioning, and enhancing the purchase 
experience, more so given the increase in online shopping. 
Government of India’s Marketing Assistance Scheme 
includes support for awareness programs and trainings 
on green packaging techniques. These trainings should 
continue through webinars and hybrid modes, and the 
scheme could be widened to include financial support for 
packaging services. 

4. Create awareness of existing online marketplaces. 
The MSMEs need greater awareness of existing online 
marketplaces, such as Amazon’s Kala Haat, Flipkart’s 

Figure 10: How the Chanderi Textile Cluster Transformed

Initial Status
UNIDO 

Interventions 
(2005)

Chanderiyaan 
portal (2009)

Brand Chanderi 
and Celebrity 
endorsement

Current Status

Successfully leveraged digital marketing solutions to increase sales

•	 Cluster’s	annual	
turnover was  
`0.7 billion	(2009)

•	 Weavers	had	low	
living standards

•	 Limited	linkages	
with consumer 
markets

•	 Geographical	
Indicators 
certification

•	 Formation	of	60	
self-help groups 
under the aegis of 
the Bunker Vikas 
Sanstha

•	 Technology	upgrade	
in dyeing, warping, 
and other processes

•	 Collaboration	between	
Digital Empowerment 
Foundation, Media Lab 
Asia, and the Ministry 
of Information 
Technology to launch 
Chanderiyaan, a digital 
marketing platform

•	 Digital	Design	training	
centers equipped with 
Wi-Fi and CAD/CAM 
software also launched

•	 Endorsement	and	
promotion from 
leading celebrities, 
such as movie star 
Kareena Kapoor 
Khan, who visited 
the	cluster	in	2009,	
and has been 
promoting “Brand 
Chanderi” in fashion 
shows, films, and 
public appearances 
ever since

•	 Annual	turnover	 
`3.5	billion

•	 4,500	working	looms
•	 13,000	weavers
•	 Retail	chains	like	

FabIndia, Nalli Silks, 
Desert Artisan, etc. 
source directly from 
the weavers

•	 Online	through	
various eCommerce 
sites, social media 
and Chanderiyaan 
portal

CAD = computer-aided design, CAM = computer-aided manufacturing, UNIDO = United Nations Industrial Development Organization.
Sources: 
(1) Chanderi Weavers Resource Integrated Information Resource Centre. Available at http://www.chanderiyaan.net/.
(2) Institute of Rural Management Anand. 2012. A Case Study on Digital Empowerment Foundation’s Chanderiyaan Project. Anand, Gujarat. 
Available at http://defindia.org/wp-content/uploads/2012/10/ChanderiyaanProjectCS.pdf.
(3) United Nations Industrial Development Organization. 2005. Impact Assessment and Midterm Evaluation of the Handloom Cluster of 
Chanderi. Vienna. Available at https://ilrtindia.org/downloads/Chanderi-Report-Final_28.pdf.

61 Amazon Saheli program website. https://sell.amazon.in/grow-your-business/amazon-saheli.html.
62 Government of India, Ministry of Commerce & Industry, India Trade Promotion Organization. Available at http://www.indiatradefair.com/.

http://www.chanderiyaan.net
http://defindia.org/wp-content/uploads/2012/10/ChanderiyaanProjectCS.pdf
https://ilrtindia.org/downloads/Chanderi-Report-Final_28.pdf
https://sell.amazon.in/grow-your-business/amazon-saheli.html
http://www.indiatradefair.com/
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Samarth, India Mart, Trade India, and MSME Mart. Further, 
MSMEs also need to be guided on international B2B and 
B2C platforms to tap export markets. Central and state 
governments can establish links with these platforms 
to facilitate partnerships between MSMEs and industry 
associations and cluster bodies. 

5. Decentralize product testing and quality management 
to enter export markets. The Ministry of MSME currently 
operates four accredited testing centers in Delhi, Mumbai, 
Kolkata, and Chennai, and there are 13 additional testing 
facilities operating within the ministry’s technology centers 
across the country.63  However, there is a need for sector-
specific facilities at MSME clusters to decentralize testing 
and quality management, where specialized product 
testing and certification services are offered to meet 
export standards.

PILLAR VI: ACCESS TO TECHNOLOGY  
AND DIGITAL TOOLS
Ushering in Industry 4.0
Almost 51% of Indian MSMEs are based in rural areas64 and 
face issues with internet connectivity and access to computers. 
Adoption of information technology remains low as MSMEs 
lack awareness about digital tools and are unwilling to invest, 
perceiving digitization to be an additional cost rather than a boost 
to productivity.65 Lack of skilled labor and credit crunch constrain 
access to technology even further. 

In the pandemic-recovery market, Indian MSMEs that hold 
on to nondigital business processes will find it difficult to 
survive. Manufacturing firms may need to operate with lower 
numbers of workers per shift while the service industry may 
need to find ways of shifting to online or telephonic servicing 
owing to continued social distancing requirements. In addition, 
adoption of technology tools for business processes, such as 
inventory management, supply chain management, accounting, 
and documentation, can lead to significant cost savings. 
Moreover, digital channels will also need to be cultivated for 

vendor development, distribution, and marketing. Accelerated 
adoption of automation, artificial intelligence, and machine 
learning, i.e., the essential Industry 4.0 tools, can assist MSMEs in 
improving the quality, precision, and productivity of their goods 
and services. 

Leading engineering and auto clusters such as Marathwada and 
Ghaziabad are overcoming several challenges for technology-
led modernization (Figure 11).66

Recommendations
1. Facilitating cluster-level partnerships. There is a need 

to complement existing financial support schemes for 
technology upgrade with soft interventions. District 
level agencies could conduct online sessions to facilitate 
partnerships among MSMEs, large enterprises, educational 
and research institutions, as also industry experts.67 RBI 
(2019) recommends that domestic and foreign large 
enterprises (as part of their corporate social responsibility 
obligations) play a mentoring role for MSMEs and conduct 
knowledge sessions to improve technology adoption and use 
of digital business tools.68

2. Increasing investment into R&D. RBI (2019) suggests 
that a “Technology Mission” be envisaged to promote 
sustainable manufacturing technologies in high priority 
sectors.	A	dedicated	public–private	development	fund	
may be established for financing this mission.69 Domestic 
and foreign corporations may also be provided suitable 
incentives for increasing R&D investment involving MSMEs. 
Further, district authorities should guide MSMEs on their 
intellectual property rights and patent applications. 

3. Promoting digitization across the value chain. Under the 
Government of India’s Digital MSME scheme, incentives 
can be provided to private players to develop tailored digital 
servicing platforms and products for Indian MSMEs. These 
could include solutions for business process digitization, 
digital marketing, establishing e-commerce platforms, 
and cloud services, which will help MSMEs to improve 
productivity, connect with new customers and markets, 
especially outside their own region or country, and compete 
with much larger players.

63 Government of India, Ministry of MSME’s Testing Centres. Available at https://tc.dcmsme.gov.in/TestingCenter/index.aspx.
64 Government of India, Ministry of MSME. 2020. Annual Report 2020-21. Available at https://msme.gov.in/sites/default/files/MSME-ANNUAL-REPORT-

ENGLISH%202020-21.pdf.
65 EPRA International Journal of Economic and Business Review. 2015. Impact of Technology on MSME Sector in India. Available at http://epratrust.com/articles/

upload/20.Abhijeet%20Biswas.pdf. | The Hindu BusinessLine. 2020. Adopting digital tools to survive, stabilize and surge. Available at https://www.
thehindubusinessline.com/companies/msme/adopting-digital-tools-to-survive-stabilise-and-surge/article31926025.ece. 

66 GIZ. 2019. Fueling Innovation through Industry-Academia Collaboration. Available at http://private-sector-development.com/pdf/publication/GIZ%20Case%20
Study%20Feb%206.pdf.

67 KPMG and Confederation of Indian Industry. 2015. The New Wave of Indian MSME. Available at https://assets.kpmg/content/dam/kpmg/pdf/2016/03/The-new-
wave-Indian-MSME.pdf. | Government of India, Ministry of MSME. 2019. Annual Report 2018–19. Available at https://msme.gov.in/sites/default/files/Annualrprt.
pdf.

68 Footnote 22.
69 Footnote 22.

https://tc.dcmsme.gov.in/TestingCenter/index.aspx
https://msme.gov.in/sites/default/files/MSME
202020-21.pdf
http://epratrust.com/articles/upload/20.Abhijeet%2520Biswas.pdf
http://epratrust.com/articles/upload/20.Abhijeet%2520Biswas.pdf
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The “One District, One 
Product” scheme is helping 

Ghaziabad Engineering 
Cluster overcome barriers 

to technology upgradation. 

The Ghaziabad cluster comprises over 7,000 
MSMEs (most micro firms), employing 

82,000 people, with an annual turnover of 
$3.1 billion (2015/16), accounting for almost 
3.5% of India’s exports of engineering goods.

The cluster still predominantly uses 
mechanical lathes for production. Only the few 

MSMEs using CNC/VMC machines (costing 
about `5 million– `6 million), can supply  
high-precision goods in export markets. 

•	 Establishment	of	Common	Facilities	Centers	
with advanced machinery  

•	 Raising	awareness	about	government	
support/schemes for technology 
upgradation

•	 Imparting	training	on	how	to	operate	
advanced machinery

CNC = computer numerical control; GIZ = Deutsche Gesellschaft für Internationale Zusammenarbeit (German Agency for International 
Cooperation); LED = light-emitting diode; MSMEs = micro, small, and medium-sized enterprises; VMC = vertical machining center.
Sources:
(1) GIZ. 2019. Fueling Innovation through Industry-Academia Collaboration. Available at http://private-sector-development.com/pdf/
publication/GIZ%20Case%20Study%20Feb%206.pdf 
(2) Asian Development Bank. 2020. Ghaziabad Diagnostic Study Report. Manila.

Figure 11: Transformational Impact of Technology, Marathwada and Ghaziabad

Marathwada 
Auto Cluster, 

Aurangabad 
saw indigenous 
innovation with 

GIZ support. 

In 2016, GIZ launched a Program for Modernization and Innovation 
Promotion for MSMEs (MSME INNO) for technology advancement for the 
1,400 MSMEs in this export-oriented cluster.

Between 2016 and 2019, the Marathwada Association of Small-Scale 
Industries and Agriculture facilitated 245 projects across 199 partner 
MSMEs and 21 partner colleges.

Several new products were created to improve efficiency, e.g. auto dust 
collector to improve worker health, automatic tool dispensing machine, rapid 
LED panel testing machine. 

This led to improved productivity, exposure to cutting-edge technology, 
and operational sustainability for MSMEs.

The success of Aurangabad has prompted the implementation of MSME-
INNO in Pune, Nagpur, and Nashik. 

http://private-sector-development.com/pdf/publication/GIZ%20Case%20Study%20Feb%206.pdf
http://private-sector-development.com/pdf/publication/GIZ%20Case%20Study%20Feb%206.pdf
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PILLAR VII: INSTITUTIONAL AND 
REGULATORY SUPPORT AT LOCAL LEVELS
Institutional Support for Leveraging Benefits of 
Government Schemes
The MSMEs find it challenging to utilize the full benefits 
of government schemes designed for them due to lack of 
awareness, and cumbersome and complicated processes. 
Implementing business reform action plans to improve the 
investment climate for MSMEs is a priority for both central 
and state governments. Yet, despite reduced document 
requirements, increased online processes and shorter timelines, 
multiple visits to government offices, manual interface in 
automated systems and numerous compliance processes 
impede the full realization of efficiencies.70

District Industries Centers, the primary government interface 
meant to ease processes for MSMEs, continue to face capacity 
constraints, and are unable to function as a one stop shop, 
arranging statutory clearances for MSMEs from multiple 
departments. This not only inconveniences firms, but also 
inhibits formulation of effective policies for MSME formalization, 
technology adoption, infrastructure, credit gap reduction, and 

Figure 12: Single-Window Portal for Micro, Small, and Medium-Sized Enterprises in Tamil Nadu
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Business 
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2018 

Tamil Nadu 
Business 
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MSMEs = micro, small, and medium-sized enterprises.
Source: Government of Tamil Nadu, Department of MSMEs. 2019. Single Window Portal. Available at https://easybusiness.tn.gov.in/msme/.

timely payments owing to the lack of inputs from the local to 
central level.71 The dedicated single window portal launched 
by the Government of Tamil Nadu in 2018 demonstrates how 
government agencies can improve business facilitation for MSMEs 
(Figure 12).72

Recommendations
1. Promote simplification and convergence of government 

schemes. A survey of MSMEs and industry associations 
should be conducted to understand their needs in the 
post-pandemic market, and schemes should be designed 
or converged accordingly. Documentation should be 
simplified, and the application process placed online on 
a single portal. Coordination should be improved among 
central government ministries implementing schemes 
benefiting MSMEs. A similar approach could also be 
adopted at state level to ensure alignment of central and 
state schemes.

2. Simplify processes and promote e-governance initiatives 
for MSMEs. State governments should audit the present 
compliance requirements for MSMEs and aim to reduce 
regulatory burden, either by doing away with unnecessary 
processes, or placing most of the processes online. Further, 

70 Global Alliance for Mass Entrepreneurship. 2020. Improving Economic Dynamism and Accelerating MSME Growth. National Task Force. June. Available at 
https://massentrepreneurship.org/wp-content/uploads/2020/06/20200627_Improving-Economic-Dynamism-and-Accelerating-MSME-growth-VFF.pdf.

71 Footnote 22.
72 Department of MSMEs. Government of Tamil Nadu. 2019. Single Window Portal. Available at https://easybusiness.tn.gov.in/msme/.

https://easybusiness.tn.gov.in/msme
https://easybusiness.tn.gov.in/msme/


18

ADB BRIEFS NO. 202

About the Asian Development Bank
ADB is committed to achieving a prosperous, inclusive, resilient, and  
sustainable Asia and the Pacific, while sustaining its efforts to eradicate  
extreme poverty. Established in 1966, it is owned by 68 members— 
49 from the region. Its main instruments for helping its developing member 
countries are policy dialogue, loans, equity investments, guarantees, grants, 
and technical assistance.

ADB Briefs are based on papers or notes prepared by ADB staff and their 
resource persons. The series is designed to provide concise, nontechnical 
accounts of policy issues of topical interest, with a view to facilitating informed 
debate. The Department of Communications administers the series.

Notes: In this publication, “$” refers to United States dollars 
$1 = `73.8 (based on monthly average exchange rates published by the 
Reserve Bank of India from January 2020 to July 2021)
ADB recognizes “Korea” as the Republic of Korea.

The views expressed in this publication are those of the authors and do not 
necessarily reflect the views and policies of ADB or its Board of Governors 
or the governments they represent. ADB encourages printing or copying 
information exclusively for personal and noncommercial use with proper 
acknowledgment of ADB. Users are restricted from reselling, redistributing, 
or creating derivative works for commercial purposes without the express, 
written consent of ADB.

Asian Development Bank  
6 ADB Avenue, Mandaluyong City  
1550 Metro Manila, Philippines  
Tel +63 2 8632 4444  
Fax +63 2 8636 2444

www.adb.org/publications/series/adb-briefs

  Creative Commons Attribution 3.0 IGO license (CC BY 3.0 IGO) 
© 2021 ADB. The CC license does not apply to non-ADB copyright materials in this publication.   
https://www.adb.org/terms-use#openaccess  http://www.adb.org/publications/corrigenda  pubsmarketing@adb.org

exemptions from certain processes can be given to micro 
and small enterprises, which form majority of MSMEs.  

3. Create of one-stop MSME accelerator cells at district 
level. The Government of India envisages a network of 
Enterprise Development Cells (EDCs) at the district level. 
These EDCs should function as MSME accelerator cells 
and	run	privately	or	on	public–private	partnership	basis.	
As “one-stop shops,” the EDCs are expected to offer a 
bouquet of knowledge and advisory services including an 
employment portal, information on government schemes, 
technology upgrade, and market entry strategies. The 
EDCs should function as a platform, bringing together key 
stakeholders at the cluster level. The EDCs are visualized to 
be vertically linked with state and national resource centers 
and integrated through a technology platform to offer 
services virtually.

CONCLUSION

The COVID-19 pandemic has triggered an economic crisis 
impacting financial markets, trade, and travel across the globe. 
As Indian MSMEs repurpose production lines, diversify supply 
chains, and borrow to meet working capital requirements, they 
require an efficient manufacturing ecosystem, prepared for the 
new global digital economy in pandemic recovery. Embarking 
on the suggested reform agenda can enable greater digital 
service delivery, connect MSMEs with global value chains, and 
minimize market failures associated with digital transactions. 
Central and state governments need to work together to boost 
chances of survival, recovery, and subsequently, growth for 
MSMEs, leveraging EDCs as a key implementation partner at 
district level.
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