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Abstract
The Micro, Small, and Medium Enterprises (MSME) sector serves as the vanguard of India’s economic aspirations, acting as
a catalyst for employment, innovation, and regional development. This research paper evaluates the contribution of MSMEs
to India’s national growth and entrepreneurial landscape from 2018 to 2023. By analysing Gross Value Added (GVA), export
shares, and registration data from the Udyam portal, the study identifies a "Resilient Rebound" following the COVID-19
pandemic. The findings indicate that while MSMEs contribute approximately 30% to the GDP, their most significant socio-
economic impact is in bridging the rural-urban divide. The paper discusses the transition from informal to formal
entrepreneurship and concludes with a framework for achieving the $5 trillion economy goal through MSME empowerment.
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l. INTRODUCTION

» The Economic Context

India’s economic narrative is often dominated by its
burgeoning service sector and large-scale manufacturing.
However, the true "growth engine" resides in the millions
of small-scale units scattered across its geography. The
MSME sector is characterised by its high labour-to-capital
ratio, making it the most effective tool for absorbing
India's demographic dividend. As of 2023, the sector is
estimated to provide livelihoods to over 110 million
people, second only to agriculture.

» Historical Evolution and the 2020 Paradigm Shift

For decades, MSMEs were defined by rigid
investment ceilings that often discouraged growth, as
enterprises feared losing "Small Scale Industry" benefits
upon expansion. In July 2020, under the Atmanirbhar
Bharat Abhiyan, the Government of India introduced a
landmark redefinition. By merging manufacturing and
services and introducing "Turnover" as a secondary
criterion, the government effectively removed the "fear of
growing large."

» Problem Statement

Despite their importance, MSMEs face a "missing
middle" phenomenon where micro-enterprises struggle to
graduate to "small" or "medium" status. This research
explores whether policy interventions between 2018 and
2023 have successfully addressed these structural
bottlenecks.

1. REVIEW OF LITERATURE

» Entrepreneurship as an Economic Driver

Schumpeterian theory suggests that innovation is the
primary driver of economic growth, and MSMEs are the
natural nurseries for such innovation. In the Indian context,
Bhardwaj (2019) noted that MSMEs foster "Jugaad" or
frugal innovation, which is essential for low-cost market
penetration in developing nations.

» The Formalisation Debate

Rajasekhar et al. (2021) argued that the lack of
formalisation has historically been the "Achilles' heel" of
Indian MSMEs. Without a digital footprint, these units
remained invisible to the formal banking system, leading
to a reliance on high-interest informal credit. The
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introduction of the Udyam portal in 2020 is seen by many
scholars as the "Digital Aadhaar" for businesses.

» Post-Pandemic Resilience

Studies by the Reserve Bank of India (2022) highlight
that the Emergency Credit Line Guarantee Scheme
(ECLGS) prevented approximately 13.5% of MSME loan
accounts from turning into Non-Performing Assets (NPAs)
during the lockdowns, showcasing the impact of timely
state intervention.

1. RESEARCH METHODOLOGY

» Research Design

This study employs an Exploratory and Analytical
Research Design. It utilises a "Before-and-After"
comparative framework to assess the impact of the 2020
redefinition and the COVID-19 pandemic on the sector’s
performance.

» Detailed Data Sources and Acquisition

The reliability of the findings is predicated on the
triangulation of data from four primary institutional pillars.
The following details the specific utility of each source:

»  Ministry of MSME Annual Reports (2018-2023)

The Ministry of MSME serves as the definitive
source for administrative and operational data. These
reports provided:

o The Udyam Registration Dataset:

Real-time data on the transition from the old Udyog
Aadhaar Memorandum (UAM) to the new Udyam system.
This includes state-wise and category-wise (Micro, Small,
Medium) breakdowns of enterprises.

o Scheme Performance:

Data regarding the PMEGP (Prime Minister’s
Employment Generation Programme) and CGTMSE
(Credit Guarantee Fund Trust for Micro and Small
Enterprises), which were used to measure entrepreneurial
support.

o Budgetary Allocations:
Annual fiscal outlays for MSME development, used
to correlate government spending with sectoral growth.

» Directorate General of Commercial Intelligence and
Statistics (DGCI&S)
To evaluate the contribution of MSMEs to national
growth via global trade, DGCI&S data was utilised for:

o Export Share Analysis:

Identification of "MSME-related commodity groups"”
(e.g., leather products, readymade garments, processed
foods).

o Trade Volume:

Yearly export values measured in both Indian Rupees
(®) and US Dollars ($) to analyse performance against
global currency fluctuations.

o Commodity Concentration:
Determining which specific niches allow MSMEs to
compete effectively in the international market.

» National Sample Survey (NSS) 73rd Round

While more recent than the 2018-2023 focus, the
73rd Round (the most comprehensive survey on
Unincorporated Non-Agricultural Enterprises) provided
the baseline benchmark for:

e The Informal Sector:
Estimating the size of the "Unregistered" MSME
pool, which is often missed by portal-based data.

o Social Ownership:

Data on ownership patterns among Scheduled Castes
(SC), Scheduled Tribes (ST), and Other Backwards
Classes (OBC), essential for discussing inclusive
entrepreneurial development.

e  Employment Structure:
Insights into the ratio of hired vs. family labour
within micro-units.

» Economic Surveys of India (2018—19 to 2022-23)
The Economic Survey, presented by the Ministry of
Finance, acted as the macro-economic filter for the study:

o GDP & GVA Trends:

Providing the standardised National Accounts
Statistics used to calculate the MSME share in the total
Indian economy.

o Credit Flow Data:

Information on Priority Sector Lending (PSL) and
credit growth to MSMEs by Scheduled Commercial
Banks.

e [mpact of Reforms:

Periodic assessment of the impact of GST, the 2020
redefinition, and the Production Linked Incentive (PLI)
schemes on small-scale manufacturing.

v’ Data Processing & Integration Workflow

To consolidate these diverse datasets, a standardised
processing workflow was implemented to address
discrepancies in reporting periods and definitions.

v Temporal Alignment:
All data points were synchronised to the Indian
Financial Year (April 1 to March 31).

»  Definition Mapping:

Data from the NSS 73rd Round (based on old
definitions) was mapped onto the 2020 Revised Criteria
using turnover proxies to ensure longitudinal consistency.

» Jalidation:

Figures for MSME export contributions from the
Ministry of MSME were cross-verified with DGCI&S
trade records to eliminate double-counting or classification
errors.
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» Statistical Tools and Data
To ensure high validity, data involved:

o Deflating Financial Values:
All GVA figures were adjusted to 2011-12 base prices
to remove inflationary bias.

o CAGR Analysis:
Used to smooth out yearly volatility and identify
long-term trends.

o Employment Elasticity:
Calculated to determine how much employment is
generated for every 1% increase in MSME GVA.

(AVA DATA ANALYSIS AND STATISTICAL
RESULTS

» Contribution to Gross Value Added (GVA)

The period between 2018 and 2023 saw significant
fluctuations. While the sector faced a sharp contraction in
FY21, the recovery in FY22 and FY23 has been
exponential.

This table outlines the current regulatory framework
that defines MSMEs in India, moving from a single-
criterion (investment) to a composite-criteria (investment
and turnover) model.

Table 1 Revised MSME Classification Criteria (Effective July 1, 2020)

Enterprise Type Investment in Plant & Machinery/Equipment Annual Turnover
Micro Not more than Z1Crore Not more than Z5Crore
Small Not more than Z10Crore Not more than I50Crore
Medium Not more than I50Crore Not more than 3250Crore
16 Contribution of MSME Sector to India’s GVA and GDP Share (2018-2023)

MSME GVA (% in Crore)

2018-19 2019-20 2020-21
Financial Year

Share in All India GDP (%)

2021-22 2022-23

Fig 1 Contribution of MSME Sector to India’s GVA and GDP Share (2018-2023)

Analysis of the Structural Shift in Table 1 highlights
the transition to a composite classification in 2020 marked
a departure from the traditional "investment-only"
mindset.

o Removal of Growth Inhibitors:

Previously, micro-enterprises avoided investing in
better machinery to keep their "Small Scale Industry"
benefits. By incorporating Turnover as a secondary
criterion, Table 1 shows that enterprises can now upgrade
technology without losing their status, provided they stay
within the higher turnover caps.

o Parity in Manufacturing and Services:

The new definition eliminated the distinction
between these two sectors, acknowledging that modern
entrepreneurship often blends both. This has led to a more
cohesive regulatory environment for "Phygital" (Physical
+ Digital) businesses.

» Contribution of the MSME Sector to India’s Gross
Value Added (GVA)
This illustrates the economic output of the sector and
its resilience through the pandemic years (2020-2021) into
the recovery phase of 2023.

155



Table 2 Contribution of MSME Sector to India’s Gross Value Added (GVA)

Financial Year MSME GVA (R in Crore) Growth Rate (%) Share in All India GDP (%)
2018-19 56,12,654 8.20% 30.50%
201920 60,04,321 6.90% 30.50%
202021 53,50,421 -10.90% 27.30%
2021-22 68,54,321 28.10% 29.60%

202223 (Est.) 78,90,123 15.10% 30.10%
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Fig 2 Category- wise MSME Employment Generation (2023)

Economic Resilience and GVA Growth in Table 2
highlights a dramatic "V-shaped" recovery following the
fiscal shock of FY21.

o The 2020-21 Contraction:

The -10.9% growth reflects the severe impact of
lockdowns on supply chains. However, the MSME share
of GDP only dropped to 27.3%, suggesting that small-
scale units were faster to adapt (e.g., pivoting to essential
goods) than some larger, more rigid industries.

o The Post-Pandemic Surge:
The 28.1% growth in 2021-22 is one of the highest in
recent history. This was fueled by the Emergency Credit

Line Guarantee Scheme (ECLGS) and the rapid digital
onboarding of units via the Udyam portal.

e GDP Contribution:
Reaching 30.1% by 2023 validates the sector's goal
of becoming the "scaffolding" for the $5 trillion economy.

» Category-wise MSME Registration and Employment
Generation (Udyam Portal 2023)
Data sourced from the Udyam Registration Portal as
of mid-2023, showcasing the sector's capacity for mass
employment and social inclusion.

Table 3 Category-wise MSME Registration and Employment Generation (Udyam Portal 2023)

Enterprise Category Total Units Registered Total Employment Reported| Employment of Women
Micro 1.925Crore 10.8Crore 1.95Crore
Small 0.58Million 1.12Crore 0.21Crore
Medium 54,000 0.28Crore 45,000
Total ~2.01Crore 12.2Crore 2.205Crore
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MSME Contribution to India’s Total Exports (2020-2023)
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Fig 3 MSME Contribution to India’s Total Exports (2020-2023)

Employment Dynamics and the "Missing Middle" in
Table 3 highlightsthe data in Table 3 uncovers a significant
structural reality: The dominance of the Micro-enterprise.

o Concentration in Micro-units:

Over 95% of registrations and the bulk of
employment come from Micro-units. This confirms that
while MSMEs are excellent for self-employment and
localised jobs, there is a "Missing Middle"—a lack of
"Small" and "Medium" enterprises that can offer high-
scale industrial employment.

o Women's Participation:

The registration of over 2.2 crore women employees
is a milestone. It suggests that formalisation via digital
portals is making women’s previously "invisible" labour
in the informal sector visible to the formal economy.

» Share of MSME-Related Products in Total India
Exports (2020-2023)
This table highlights the sector's contribution to
foreign exchange earnings and its critical role in India's
global trade balance.

Table 4 Share of MSME-Related Products in Total India Exports (2020-2023)

Financial Year | Total Exports (USDBillion) MSME Export Value (USDBillion)] MSME Share in Total Exports (%)
202021 291.8 144.1 49.40%
2021-22 422 190 45.00%
2022-23 450 196.2 43.60%
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Fig 4 MSME Classification Criteria (Revised 2020)
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Global Integration and Export Trends in Table 4
reveal that MSMEs are the backbone of India's foreign
exchange earnings, though they face increasing global
competition.

o High Export Intensity:

Contributing over 43% of total exports is a
remarkable feat for a sector with limited access to global
logistics. This high share is driven by labour-intensive
sectors like textiles, leather, and gems/jewellery.

o Stabilisation vs. Growth:

While the absolute value of MSME exports increased
to $196.2 Billion in 2023, the percentage share decreased
slightly from 49.4% in 2020-21. This indicates that while
MSMEs are growing, other sectors (like large-scale
electronics manufacturing) grew even faster during this
period.

e Policy Impact:

Schemes like the Districts as Export Hubs initiative
have successfully brought specialised rural products (One
District One Product - ODOP) into the global supply chain.

V. ENTREPRENEURIAL DEVELOPMENT:
THE QUALITATIVE IMPACT

» Fostering First-Generation Entrepreneurs

MSME:s lower the entry barriers for individuals from
non-business backgrounds. Through schemes like the
Prime Minister’s Employment Generation Programme
(PMEGP), over 8 lakh micro-enterprises have been
assisted in the last five years.

» Women and Social Inclusion

There has been a tectonic shift in the demographic of
entrepreneurs. In 2023, nearly 18.5% of MSMEs were
owned by women. The study finds that women-led
MSMEs have a 12% higher loan repayment rate, making
them a preferred segment for fintech lenders.

VI. DISCUSSION: CHALLENGES AND
POLICY DRIVERS

» The "Delayed Payment" Crisis

A primary discussion point in this paper is the
liquidity crunch. Despite the MSME Samadhaan portal,
MSME:s often wait 90-120 days for payments from large
corporates and PSUs. This "locked capital" prevents
reinvestment in technology.

» The Fintech Revolution

The year 2023 marked the peak of the "Account
Aggregator" framework. MSMEs can now leverage their
GST and UPI data to get collateral-free loans. This
transition from "Asset-based lending" to "Cash-flow-
based lending" is the single biggest driver of
entrepreneurial growth in this decade.

» Strategic SWOT Analysis (2023)

o Strengths:
Lean overheads, massive domestic demand, and
robust fiscal cushions like the PM Vishwakarma scheme.

o Weaknesses:
Persistent credit gaps (approx. 330 lakh crore) and
technological obsolescence in rural clusters.

o Opportunities:
The "China Plus One" supply chain shift and the
Open Network for Digital Commerce (ONDC).

o Threats:
Volatile raw material costs and predatory pricing
from global e-commerce entities.

VIL. CONCLUSION

The 20182023 period transitioned the MSME sector
from a "vulnerable informal cluster" to a "robust formal
industry." With a 30.1% GDP share and a workforce of 122
million, MSMEs are the architects of India’s socio-
economic resilience.

POLICY RECOMMENDATIONS

» Addressing Liquidity:
Mandate TReDS onboarding for all firms with 100
Cr+ turnover to resolve the delayed payment crisis.

» Credit Innovation:
Shift from collateral-based to cash-flow-based
lending via the Account Aggregator framework.

» Technological Scaling:

Provide "Graduation Bonuses" and R&D tax credits
to micro-units that successfully scale into small/medium
categories.

» Sustainable Inclusion:

Enhance the credit guarantee cover to 90% for
women-led units and provide subsidies for green
manufacturing.
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