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ABSTRACT:  

With the recent enactment of Micro, Small and Medium Enterprises and Development (MSMED) Act, 2006 Small and 

Medium Enterprises (smes) sector has emerged. Like in any other developing countries, in India also, smes play a very 

significant role in terms of their balanced and sustainable growth, employment generation, development of 

entrepreneurial skills and contribution to export earnings.  

The present research paper aims to analyse one of the most indispensable instrument to strengthen the SME sector in 

India, namely, the financing of the smes through the Banking Industry in India. The paper starts with an introduction 

briefly highlighting the importance of the SME sector in the Indian economy. The author then points out the various 

problems plaguing the smes in India and goes further to elaborate and discusses in detail the problem of lack of credit 

supply to smes through the Banking Industry in India. The paper discusses the major issues which are the reasons for the 

reduced credit supply by banks to smes. The paper then proceeds to give an account of the measures taken by the 

government to enhance credit supply to smes and also highlights the major initiatives taken by the Reserve Bank of India 

for the same.  

The author then provides various suggestions to improve the credit supply to smes through banks. After providing the 

limitations of the study the paper finally ends with the conclusion providing a summary of the entire paper and briefly 

discussing the role of banks in strengthening the SME sector in India.. 
_________________________________________________________________________________________________ 

I. INTRODUCTION 

Small and Medium Enterprises (SMEs) are basic to a country’s economy. All the more in this way, on the 

account of India where 26 million of SMEs gave employment to approximately 60 million people. The MSME 

sector contributes to about 45% of the total manufactured output and nearly 40% to India's exports.  Hence, 

they gave employment to a many people’s next only to agriculture. Not only in the economic situation, their 

involvement in the social field be neglected. They serve as the support to India's developing business people 

and give them the stage to sustain their talents.  

A vital component in the development of the SMEs sector is access to fund, especially to bank financing, given 

the relative significance of the banking sector in serving this sector. Firm-level information collected by the 

World Bank show that gets to fund is seen as one of the fundamental obstruction to working business (World 

Bank, different years). Various studies have shown that financing is a more notable obstacle for SMEs than it is 

for large firms, especially in the developing world, and that get to fund adversely influence the development of 
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the SMEs sector more than that of enormous organizations (Schiffer and Weder, 2001; Beck et al, 2005; Beck 

et al, 2006). It is, therefore, unsurprising that the international enlargement community has listed SME access to 

finance as an important policy priority. For example, in 2009 G-20 countries committed to identifying lessons 

scholarly on innovative approaches to providing financial services to SMEs and to promoting successful 

regulatory and policy approaches (Pittsburgh G-20 Summit, 2009). 

Inspite the significance of the topic, relatively little research exists on whether, why and how banks money 

SMEs around the world. This is compounded by the way that widespread information on SMEs fund is still to 

be all the more reliably gathered and monitored over time. In any case, existing studies show that, as opposed to 

the convention recognition that monetary organizations are not interested by managing SMEs, banks consider 

the SMEs sector deliberately important. Yet institutional imperatives remain and the business is a long way 

from drenched. 

We find that the SMEs sector is a fundamental necessity for the banks in the region. SMEs are viewed as a 

profitable business prospect and give a vital chance to cross-selling. Banks consider that the SMEs lending 

business sector is vast, not soaked and with an unusually uplifting standpoint. Various obstructions are, on the 

other hand, cooperative further banks' engagement with the SMEs sector including SME-related components, 

for example, the absence of satisfactory information and assurance and additionally their generally family-

possessed structures. Macroeconomic factors, business regulation, the legal and contractual environment, the 

absence of a more proactive government state of mind towards the sector, a few territories of prudential 

regulation and some bank-particular elements are in addition seen to adversely influence the SMEs lending 

market in the model nations. 

Against this backdrop, it becomes a subject of paramount significance to study the current status of SMEs in 

India, the factors inhibiting their growth and the method required to further give a boost to this important sector 

of the Indian Economy, more so against the current monetary crisis India is going through. 

Keywords:  Credit, Risk, Finance, Technology 

Keyaudience: Bank Professionals, Researchers, Economics, Banking and Law Students  

II. DEFINITION OF SME’S 

SMEs definitions can be methodically divided into two, "economic" and "statistical" definitions. Under the 

financial definition, a firm is viewed as little in the event that it meets the associated three criteria: (1) it has a 

generally little share of their commercial center; (2) it is managed by owners, or part owners, in a modified 

manner and not through the medium of a dignified administration structure; and (3) it is autonomous in that it is 

not piece of a bigger undertaking. 
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The "Statistical" definition, on the other hand, is utilized as a part of three principle regions: (1) evaluating the 

size of the little firm section and its contribution to GDP, employment and exports; (2) Comparing the level 

with which the little firm area's financial contribution has changed over time; and (3) In a cross country 

comparison of the small firms' monetary contribution. These definitions, then again, have various shortcomings. 

For example, the financial definition, which expresses that a small business is managed by its owners or part 

managers in a personalized manner and not through the medium of a official administration structure, is 

contrary with its factual meaning of a small mechanized firm which may have up to 200 employees. 

III. HINDRANCES IN THE DEVELOPMENT OF SME’S 

Many policy activities were taken by the government to for improving of the SMEs sector, a couple of them 

which comprise enacting of the MSMED Act, recognizable proof and indulging the sick units, renovation of 

debts, special obtainment of products from SMEs  by the government, credit and subsidy and so on. However, 

the SMEs sector is still anguished by an assortment of hamper and issues, some of which are listed below: 

 Lack of Finance 

Lack of fund and timely and smooth credit services might be referred to as the crucial reason repressing the 

growth of the SMEs sector in India. Without tremendously money flow management and/or rising of more 

capital, including debts, the business repeatedly is compelled by capital as it develops. Regularly the gain in one 

working cycle is insufficient to store the additional working capital essential for the following working cycle. 

This might be made even worse capital products are required to process the goods and the organization can't 

fund the attainment of these capital resources. Numerous capable business people can't overcome the 

obstructions in their business money floe cycle and can't comprehend why financiers and different banks 

regularly can't give the financing as the SMEs regularly does not have the security to support the debits. 

 Complicated and Unfriendly Tax Policies 

Complicated and unfriendly tax laws coupled with harassing inspection methods further hamper the SME sector 

in India. 

 Lack of proper infrastructure 

The infrastructure facilities in India with regard to SME Sector as compared with the other nations are still 

substandard which further contributes to the underperformance in this sector. 

 Limited access to modern technology 

Due to high cost access to modern technology is still limited to the already financially troubled SME sector in 

India. 
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IV. SME INTERNATIONALIZATION BARRIERS 

A many firm-level survey boundaries investigation barriers to SMEs internationalization have been attempted 

by private people and public associations in OECD, APEC and different economies included in the OECD 

growth and upgraded engagement forms since the 2007 OECD-APEC study the particular OECD nations 

secured by the investigation include Australia, Canada, Finland, Ireland, Korea, Spain, Sweden, Turkey, UK, 

and USA. China, India, Indonesia, Russia, and South Africa are the non-OECD member nations investigated. A 

couple of these studies offered sectoral viewpoints on hindrances to SMEs internationalization.1 

 Shortage of working capital to finance exports- Limitations in fund and related physical Assets have 

continued to be highlighted as leading barriers to the internationalization of SMEs. The germane proof 

include the observed inconveniences confronted by Canadian international new ventures or early-stage 

SMEs exporters, in respect to their more settled counterparts, as to getting to working and term loans 

and the terms thereof. A similar primacy of financing hindrance was accounted for by Australian 

organizations arranging their first international operations. Absence of capital prerequisites and other 

firm assets and limited access to key framework were additionally reported by SMEs recently 

investigated in China, Finland, India, Indonesia, Ireland, Russia, South Africa, Spain, Sweden, and 

Turkey.2 

 Limited information to locate/analyse markets- Insufficient knowledge of abroad market likewise 

emerged as a top obstruction in a recent investigation of Australian firms (EFIC, 2008). This factor was 

highlighted as the most referred internationalization obstruction among the reacting firms, suggestion 

that information gap remain a critical challenge to SMEs even in the current period of broad data 

availability. 

 Inability to contact potential overseas customers- Current survey also strengthens the essentialness of 

this obstruction. Among the studies reporting significant evidence are divided UK research by Crick 

(2007), Barnes and associates (2006), and Kneller and Pisu (2007). Crick(2007) highlighted the trouble 

of placing/acquiring sufficient representation in exports markets while the other two studies 

distinguished discovering a suitable foreign business sector accomplice as a key hindrance to the 

internationalization of the SMEs concentrated on. A survey of Swedish exporters by Rundh (2007) 

additionally reported the trouble of getting access to a suitable distribution channel in international 

markets.3 

                                                             
1 OECD, (Feb., 1940), Jan. 10, 2018, 10: 15 AM) , http://www.oecd.org/cfe/smes/43357832.pdf. 
2 Ibid. 
3 Ibid. 
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 Lack of managerial time, skills and knowledge- Challenges arising from limited managerial 

knowledge base emerged as a top obstruction to SME internationalization in a few late studies. An 

investigation of American and Canadian firms, for example, reported that managerial risk perceptions 

and absence of learning about worldwide markets were real purposes behind not participating in global 

trade (UPS, 2007). Limitations in managers‟ internationalization learning comparably developed as a 

leading barrier to export starting among the Russian and South African Smes contemplated by IBF 

Global Counselling (2008) and AMSCO (2006) respectively. Difference in managerial perceptions 

among American and Indian structure firms were additionally found by Smith et al. (2006) to record for 

the observed varieties in sending exporting activity. Further research among Korean and Spanish SMEs 

likewise highlighted the notable quality of experiential/worldwide business sector knowledge in 

clarifying the internationalization procedure of SMEs. Different studies that suggested the intensity of 

managers‟ perceptual/mental hindrances to internationalization include Cramp (2007) and 

Vivekanandan and Rajendran (2006).4 

V. FINANCE TO SME SECTOR BY BANKS: MAJOR ISSUES 

According to the 4th Census on SMEs, 92.77% of the SMEs are either not financed or self financed, 2.05% are 

funded by the non institutional sources and only 5.18% of the SMEs are finance by the institutional structures.5  

This is undoubtedly a reason for grave worried which needs to be researched as it obviously reveals the urgent 

necessity for the banking money industry to connect with SME division and plan SMEs friendly credit policy. 

The explanations behind such a deficient contribution of the banking money segment in financing SMEs are 

exhibited below: 

 Lack of Information 

One of the essential reasons which is plaguing the SMEs sector in India is absence of information. Any bank's 

decision to lend cash to a borrower rests basically on the accessibility and reliability of data about the borrower 

to the bank. If there should arise an occurrence of SME's in India data focused around credit scoring, 

relationship lending and money statement is still inappropriate which makes bank uncomfortable in supplying 

credit to these mercantile enterprises. This fact was itself highlighted in the Address by Dr. K. C. Chakrabarty, 

Deputy Governor, Reserve Bank of India at the ‘SME Banking Conclave 2012’ organized by SME Chamber of 

India on February 4, 2012 at Mumbai.6 

                                                             
4 Ibid. 
5 Ibid. 
6 Dr. K. C. Chakrabarty , Jan. 12, 2018, 11: 15 AM) , http://www.rbi.org.in/scripts/BS_SpeechesView.aspx?id=664. 
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Additionally, a well defined and clear project proposal is an essential requirement by the government and 

banking money commercial ventures to sanction loan and advances to these enterprises. Notwithstanding, the 

information identified with these project as opposed to being at one spot is scattered at an excess of spots which 

further makes it a time and expense expending affair to present all the information in a far reaching structure to 

the banks for quick loan and advance approvals. 

 High Risk Profile 

Indian banking sectors still have a tendency to treat SMEs as high hazard enterprise. Since these enterprises are 

small or medium scale they tackle a more uncertain aggressive environment than huge organizations, the risk of 

failure are basically high. Additionally both human and capital bureaus of SMEs are nearly lesser created to 

combat with a failure circumstance than their greater counterparts. The lack of quality identified with data in 

term of accounting frameworks and so forth advance add to them being delegated high risk ventures. The idea 

is that the lending banking money association would not get rapid or the benefits would not be legally enlisted. 

 Lack of Collateral 

Lack of guarantee from SMEs further turned out to be a solid obstruction in getting credits from the bank. The 

necessity of security has a tendency to decrease the risk connected with the lending business. Be that as it may, 

if there should be an occurrence of SMEs a circumstance may happen that the enterprise will be unable to give 

guarantee because it is still in a nascent stage. Again the insurance gave may be lacking in extent to the credit 

requested which may lead dissatisfaction of attempts for a SMEs to get advance from a institutionalized 

structure. It is this area that the government needs to work the most. Relaxing of the stringent standards of the 

banks the extent that security are considered and detailing of strategies by the RBI in this respect gets to be 

critical against this setting. 

 Transactions Costs 

For the purpose of lending mainly three types of costs can be identified: 

(1) Administrative Costs 

(2)Legal Costs 

(3) Expenditure incurred in acquiring information 

In case of loans to SMEs, the demand of whom is mostly smaller as compared to other large companies and 

financial institutions it is difficult for the banks to recover these costs. The problem is more severe in a country 

like India due to: 

 (i) The lack of adequate management information systems in financial institutions;  
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(ii) The undeveloped state of the economic information industry;  

(iii) The poor state of certain public services, such as the registration of property titles and collaterals. 

VI. THE MICRO, SMALL AND MEDIUM ENTERPRISES ACT, 2006 

The Government of India passed “The Micro, Small and Medium Enterprises Development Act” in June 2006 

after wide consultation with more than 300 industry associations, different government departments and 

multiple stake-holders across the country. The Act is geared towards promotion and enhancing the 

competitiveness of Micro, Small and Medium Enterprises. The Act tries to accomplish many long standing 

demands of multi stakeholders in the MSME sector. The Act establishes a National Board for Micro, Small and 

Medium Enterprises. The main function of the Board is to oversee and regulate the development of MSMEs in 

India. The Board’s duties include monitoring cluster 15 development, training enterprise, development 

infrastructure and promoting financial access to the MSME sector in the country. The Act provides for 

representations from government, industry, finance, civil society organisations on the Board and Advisory 

Committees. The Act, first time in India, defines the MSMEs by the level of investment in plant and machinery. 

The new definition seems to eliminate all confusion and different categorisation by government and financial 

institutions. 

VII. BANK LENDING TO SMALL BUSINESSES GROWS AT SLOWER RATE  

With the corporate sector slowing downwards, banks had been focusing on lending to small and medium 

enterprises (SMEs). However, the long-lasting slowdown in the economy has led to slow growth in bank 

lending even for the SME business. 

According to Reserve Bank of India (RBI) records, between May 30, 2014, and May 29, 2015, lending to micro 

and small industries grew at 9.6 per cent whereas in the same period a year ago, Lending to the segment was 

growing at 23.8per cent.  

According to RBI guidelines, micro and small enterprises are those in which the loan size is up to Rs 5 crore.7 

The major reason for the slowdown was the downturn in the mid- and large-corporate segments. "Overall, the 

SME segment growth depends on the cash flows from the large- and mid-corporate. With the prolonged 

slowdown in the larger businesses the cash flows are impacted for the smaller businesses and as a result the 

banks are also cautious on over lending," Bankers consider that the overall bank lending to SMEs will continue 

to be low till the overall economic environment improves. However, several banks were looking at growing the 

                                                             
7“Business standard”, Jan.12,2018,11:15AM),http://unpan1.un.org/intradoc/groups/public/documents/apcty/un5.  
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portfolio as a substitute to growing their corporate books, but now the demand for credit has slowed down even 

from SMEs.8 

"The demand for bank lending from SME for the industry is also seeing some pressure and that is another 

reason why lending to this segment is now growing at a smaller pace," Moreover, with the bad loans in the 

segment once again showing an uptick. According to finance ministry data, non-performing assets in the micro, 

small and medium enterprise sector at the end of March 2015 increased to 6.39 per cent from 5.18 per cent in 

March 2014. Before, too, banks had burnt their fingers by lending to SMEs; hence they were adopting a more 

cautious and calibrated approach. 

Another UBS report said, "While the banks do not disclose impaired loans for the corporate segment (including 

SME), our estimates indicate that corporate impaired loans as a percentage of corporate loan books have 

increased from 9.1 per cent (including SME) in March 2012 to 11.9 per cent in March 2015 for the SOE banks 

under our coverage (State Bank of India, Punjab National Bank and Bank of Baroda)." 

VIII. WHY BANK LENDING TO SMALL BUSINESSES IS DECLINING 

When small business lending took a hit during the decline, most thought it was purely a victim of the economic 

downturn and would eventually inch its way back up.9 

However, that hasn’t been the case. The total dollar volume of bank loans to SMBs has declined by 20% since 

the start of the recession. And, it just continues to trend down. Here is why: 

 Increased regulation- Post-recession, banks have had to tighten up their standards and be extra-

cautious about the risk in their portfolios. Remember, they are making these loans with my money, your 

money, and your neighbour’s money. Hence the reason they have to be so cautious. Unfortunately, 

small businesses are inherently riskier than their larger counterparts who make banks think twice before 

extending them credit.10 

 Downturn in community banking. Small businesses have historically had more success finding a loan 

at a community bank than a big bank. In fact, community banks have 3 times the approval rates on small 

business loans than the big banks. But, our number of community banks has been declining since the 

1980’s, inadvertently hurting America’s job creators. With fewer community banks, there is less 

opportunity for business owners to find a loan at a traditional banking institution.11 

                                                             
8 Ibid. 
9 “B plans”, (Feb. 15, 2018, 09: 15 AM), http://articles.bplans.com/why-banks-are-no-longer-lending-to-small-businesses. 
10 Ibid. 
11 Ibid. 
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 Less profit on smaller loans. More often than not, small business owners are looking for smaller loan 

amounts. In fact, our average loan size at Fundera is $40,000. Other data shows that about 80% of small 

businesses want loans that are less than $500,000. But, it doesn’t make financial sense for banks to 

provide these smaller loans. Why? It costs banks just as much to underwrite a $1 million dollar loan as it 

does a $100,000 loan. Therefore, they can make way more money focusing on larger loans. At the end 

of the day, banks are businesses too. 

When you stop and look at the reasons banks have cut their lending to small businesses, it makes sense. But, it 

is still frustrating that business owners have to face so much rejection. That being said, small business owners 

require learning to come up to their loan search differently. It’s no longer about expecting the banks to give you 

credit; it’s about being aware of multiple ways to fund your business and preparing to try a few different 

sources. 

IX. MEASURES TAKEN BY THE GOVERNMENT TO SMOOTHEN SME LENDING 
12 

Credit Risk Rating- The Credit Risk Rating exercise shall be carried out as per Risk Management guidelines 

The interest rates for MSMEs under RBPF, application of size-wise rate of Interest for new MSMEs, relaxation 

in rate of interest as per ratings of MSME units by accredited rating agencies shall be governed by the existing 

guidelines and guidelines to be issued from time to time by the Credit Priority Department, Head Office. 

External Credit Rating: Small Enterprises borrowers are rated by few external credit rating agencies. In case of 

MEs, some of the borrowers are getting their accounts rated by external credit agency like CRISIL etc. Our 

Bank has entered into MOU with SMERA & CRISIL to get our SME borrowers rated at confessional rate. The 

Bank may enter into MOU with other accepted agencies. The Bank may enlarge interest rate concession to the 

extent of 0.50% for first and second top rated borrowers. External credit rating under the BASEL-II guidelines 

should be carried out in all accounts involving exposure above Rs. 5 cr by the agencies approved by RBI. 1.14 

Techno-economic viability study: The guidelines of bank on TEV study issued from time to time will continue 

to apply. The bank will enter into an agreement with agencies for TEV study. Bank may enter into tie up with 

various other organisations to improve the credit flow to MSME 

 Risk Management and Credit Reporting 

In order to bridge the gap between the banks and SME's the extent that accessibility of data is concerned the 

government has presented a transparent rating framework for SMEs where the expense of credit is linked to the 

credit rating rate of enterprises. SMEs are encouraged to get themselves credit evaluated utilizing a Credit 

                                                             
12“Moneycontrol”,,Feb.17,2018,11:45AM),,http://www.moneycontrol.com/smestepup/news/govt_taking_efforts_to_strengthen_sme_

financing-1337027.html. 
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Appraisal and Rating Tool (CART), managed through agencies, for example, the SME Rating agency 

(SMERA).13 Obtaining a credit rating from SMERA helps SMEs get larger loans at lower interest rates.14 

Developing countries like India, Small Medium Enterprises (SME) plays a key role in transition and developing 

countries. Small Medium Enterprises (SME) constitutes a major source of employment and generate significant 

domestic and export earnings. As such, SME development emerges as a key tool in poverty reduction efforts. 

Considering that they lack resources compared to large enterprises. 

Small Enterprises More than ten lakh rupees but does not exceed two crore rupees Medium Enterprises More 

than two crore rupees but does not exceed five core rupees. 

 Problem faced by branding of SME Products and Services.Company brand plays an important role in 

identifying our products and services in the market place; it’s also differentiating your products with other 

products and services. But the brand is normally associated with big business origination but it is also important 

for SME It would be very difficult to establish SME brand’s and services in domestic as well as International 

market. Advising expenses are a bit expensive it’s not being affordable to Small Medium Enterprises {SME} 

due to lack of funds. 

 Branding is a subject of marketing and not advertising as wrongly believed. Theories of modern day 

marketing look into market segmentation, targeting, positioning and then employs techniques in developing the 

USP (Unique Selling Proposition) which then further extended to mass and specific audience with the science 

of branding. 

 Social Networks is an excellent platform to inform, educate and engage with people, it also serves as an 

entrepreneur’s online storefront. If it’s not managed wisely, mistakes can quickly go viral and become a small 

business’s nightmare. Understanding your audience, posting strategically and practicing online etiquette can go 

a long way toward growing your business. An SME can market their products and services through Information 

technology are as below 

 Established your Company or Origination community page’s, share your products and services.  

 Develop on your own web page-free web pages on the net at min amount 

 Business networking sites like Linked in, an SME can add or developed a discussion group or forms. 

With the strong focus on promoting the MSME sector and supporting their functioning by timely capital 

infusion, easy access to credit, providing necessary advisory assistance and technology infrastructure, the 

MSME’s are slated for an unprecedented growth in the years to come.15 

                                                             
13 www.dst.gov.in/draftinnovationlaw.pdf. 
14 Ibid. 
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SMEs are the engine of India's economy. They are a central part of the economic development model in the 

emerging economies like India, and they play a significant part in fuelling growth, innovation and prosperity. 

Despite all the positive development happening in this sector, there is still a huge demand supply gap and the 

sector is plagued by numerous challenges, such as: 

 Availability of timely and affordable credit 

 Inadequate capital infusion and delayed payments from large corporate and PSU’s leading to working 

capital gaps 

 Restricted access to organized finance. 

Traditionally banks have been the largest source of funds for the SMEs. Banks in India have had a conservative 

ecosystem, being risk averse and credit has primarily been extended against collateral. 

Also, the need gaps between organized lending sector and SME’s had resulted in SME’s reaching out to the 

high interest rate unorganized sector, leading to sustainability issues and high rate of chronic sickness. 

Realizing that the risk averse lending practices were hampering the growth, RBI and policy makers have taken 

significant efforts to strengthen SME financing. A plethora of options in terms of lending partners and 

customized debt solutions have been made available to the SME’s. These available options currently cater to 

the financing need of a very small segment of the total universe and there is still a huge demand supply gap 

which needs to be plugged through innovative financing options and timely capital infusion. 

The current lender-borrower relationship is plagued by issues such as: 

 Collateral Issue - Unavailability of desired/acceptable collaterals or unwillingness to mortgage family 

owned assets. 

 Interest cost – High cost of raising funds. 

 Management of funds - Mismanagement of short term and long term assets resulting in doubtful 

sustainability. 

 Unavailability of Credit Rating. 

 Lack of technical expertise in information sharing and proposal development leading to failure in 

generation of required interest and confidence amongst lenders. 

 Asymmetry in available financial information on Business. 

                                                                                                                                                                                                                                  
15 Ibid. 
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The landscape of the Indian SME sector has changed over the period of years. Government and the policy 

makers have realized the role SMEs play in the economic and social development, while a lot of innovation has 

happened in the area of SME lending we still feel a lot more that can be done. 

To meet the demand and leverage our footprint in the industry, we at RFL have adopted a cluster based lending 

within the identified geographies and building distribution capabilities to create a Direct to Customer model. 

We have also developed a unique mix of product offerings that aim to solve various financing needs both for 

long term and short term requirements. We offer both 'Secured' and 'Unsecured' loans’, for the self-employed, 

who are in business for more than 3 to 4 years with a proven business model and who aspire to raise capital for 

expansion. Thus we want to be the ‘Growth Capital’ providers to SME’s in India in the form of debt. 

And finally my advice to SMEs towards getting best funding will all depend on the type of funding the SMEs 

are looking if they are looking for a debt options then there are number of debt options available based on the 

stage of business. 

Number of Govt. formulated schemes like Collateral free loan up to INR 1 cr. 

 Funding for working capital gaps are available via various credit lines like bill discounting, traditional 

bank overdraft, securitization of receivables, working capital term loan, factoring finance and short term trade 

finance. 

 For export business owners, there are pre-shipment and post-shipment credits available to take care of 

the foreign exchange exposure against receivables. 

 For capital expenditure  and long term expansions, banks and NBFCs offers collateral based term loans 

(Loan against Property) and operating/financial lease options. 

The emerging economic scenario in the country has thrown open vast opportunities for development and 

diversification of the MSME Sector. The present Government’s initiative of “Make in India”, and its emphasis 

upon increasing the share of the Manufacturing Sector in the Gross Domestic Product (GDP) from the present 

14-15% to 25% by 2022, have the potential of transforming the fortunes of the Sector enabling it to scale 

unheard heights. The plans and schemes of the Government of India, such as “Digital India” and “Skill India”, 

are expected to spread entrepreneurship and skill development, thus contributing to creation of employment 

opportunities. 
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X. RECOGNIZING THE IMPORTANCE OF THE SME SECTOR, RBI HAS ISSUED THE 

FOLLOWING GUIDELINES
16 

1. Ensuring credit to the MSME sector as part of the priority sector lending by banks. 

2. Earmarking credit for micro enterprises within overall lending to micro and small enterprises.  

3. Opening specialized SME branches. 

4. Enhancing the limit for computation of the aggregate working capital requirements on the basis of minimum 

20% of the projected annual turnover. 

5. Adopting a cluster-based approach for SME financing by banks. 6. Reviewing the progress in achieving at 

least 20% growth in credit to SMEs by the boards of banks. MSME credit also allows banks to build a granular 

diversified portfolio, which helps in risk mitigation and de-bulking Support from the centre continuing to be 

earnest in its endeavours, the government has undertaken measures to support SME access to finance. These 

measures include: 

 Reforming existing legal/ regulatory barriers. This may involve streamlining accounting requirements or 

formalizing processes for SMEs. It could also mean reducing capital requirements in BASEL norms for 

SME portfolios. 

 Developing financial markets for SMEs. 3. Intervening in the market directly to jumpstart lending to 

SMEs. Direct government intervention in the banking markets includes direct lending through 

government-owned institutions and directed credit programs, where the government provides capital to 

banks specifically for lending to SMEs. This has also strongly motivated banks to lend more. 

 Guaranteeing SME loans for which the government shares a portion of the credit risk. The government 

operates through NABARD and SIDBI, which run major schemes like: a. Credit Guarantee Trust for 

Micro and Small Enterprises: The credit facilities, which are eligible to be covered under the scheme, 

are both term loans and working capital facility, extended by banks up to Rs.100 lakh per borrowing 

unit, without any collateral security or third party guarantee, to new or existing micro and small 

enterprises, and guaranteed by the Trust up to 75%. b. Credit Linked Capital Subsidy Scheme: 15% 

Back End Capital Subsidy, capped at Rs.100 crores for technology up gradation. The government also 

offers support to the MSMEs engaged in foreign trade through the Export Credit Guarantee Corporation. 

It provides services which offer risk cover and guarantees, to protect exporters and banks from inherent 

risks associated with the sale of goods and services to foreign buyers. 

                                                             
16 “yashankur.wordpress”, Mar. 22, 2018, 03: 15 PM), https://yashankur.wordpress.com/2013/10/04/indian-sme-measure-taken-by-

government-of-india.    
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 Government Incentives for SMEs the Government of India has taken several proactive steps to ensure 

that healthcare is easily accessible in the country. These steps include boosting the manufacturing and 

research and development capabilities of the SMEs in the life sciences segment. Financial assistance 

programs like the Credit Linked Capital Subsidy Scheme (CLCSS) for technology upgrade of small-

scale industries have been introduced to enable SMEs to comply with Good Manufacturing Practices 

(GMP) standards with the revised Schedule M norms under the Drugs and Cosmetics Act. The 

Government has also announced a Pharmaceutical Technology Up gradation Assistance Scheme 

(PTUAS) that provides a 5% interest subsidy for SMEs to upgrade their facilities to comply with WHO-

GMP standards. Complying with these standards will help companies export their products to a large 

number of countries. At present, the Department of Biotechnology (DBT) is launching an Ignition Grant 

scheme, aimed at encouraging R&D and supporting innovative SMEs in the biotechnology space. DBT 

has also implemented the Small Business Innovative Research Initiative (SBIRI) to lend or grant money 

to SMEs, and the Biotechnology Industry Partnership Program (BIPP) to de-risk R&D projects of large 

established companies. 17 

 Venture Capital (VC) and Angel Funding For an industry like life sciences, VC and Angel investors are 

essential for growth as very few retail investors have the risk appetite and understanding required to 

fund these companies. Despite the recent economic upheavals, cuts by governments and limited 

availability of funds from corporate entities in the calendar years 2009 and 2010, VC funding of around 

US$20 million was made in the Indian pharmaceutical and biotech sectors. 3. Private Equity (PE) since 

2006, the life sciences industry in India has attracted around US$1 billion in investments from global 

private equity funds. In the past, pharmaceutical manufacturers and hospitals have attracted more than 

60% of the total investment in the industry. However, going forward, deal values for Clinical Research 

Organizations (CROs), medical device manufacturing and diagnostic companies are set to grow. 

According to YES BANK’s research, a majority of the private equity funds are looking to invest around 

US$15-25 million in mid-sized companies in the near future. 

Some other parameters that a private equity fund investor considers before investing in a life sciences company 

are: Wide product range of formulations in therapeutic areas such as cardiology, neurology and oncology 

Rational prevailing valuations for small and mid-sized niche companies Strong business model which is 

scalable in the near future Strong scientific and technical background of key executives Key differentiating 

points and strengths for a competitive advantage Visibility regarding future revenue generation Equity funding 

in the Indian life sciences SME segment does look very positive and there is a definite increase in interest from 

                                                             
17 Ibid. 
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investment funding organizations, who are looking for various viable opportunities. A few of the global and 

Indian private equity or VC funds, which have invested in the Indian SME life sciences industry over the last 

three-four years, are shown in the table alongside. 

A few suggestions Information technology or Internet-enabled environment helps in fast and accurate decision-

making by the SMEs due to increased mobility. The critical components before SMEs are speed of services, 

access to information, empowering employees in terms of skill and delivering highest valued services at 

competitive cost. SMEs need IT-based solutions in terms of multi-tasking, expanding customer base, raising 

productivity, controlling cost, working remotely, fast and accurate decision-making and facilitating 

collaboration. SMEs have various needs to function in an aggregative manner in order to reach out for value 

addition by keeping in mind the variable cost model. IT usage by the SMEs raises productivity of the sector in 

particular and the economy in general. An all-India survey across 8 cities was conducted among 1000 B2B sell-

side suppliers to see how MSMEs are adopting online B2B market places in a study titled ICT adoption among 

MSMEs in India: A survey with special focus on Online B2B marketplaces by Internet and Mobile Association 

of India (IAMAI) and eStasIndia.com. The study shows: • Internet application usage among B2B suppliers 

across India showed almost all B2B suppliers today use Internet for communication purposes. • In terms of 

various forms of ICT penetration, PC/ laptops have the highest penetration levels among B2B suppliers across 

India. PCs are followed by printers in terms of average number of units per B2B suppliers, followed by 

accounting software like Tally. ICT penetration in terms of server software is quite low, with an average usage 

for every 20 B2B suppliers surveyed across India. • 73% of the B2B suppliers surveyed use Internet to run their 

own website. • 55% of B2B suppliers use Internet for promoting their products/ services online. • The 

penetration rates for online B2B marketplaces is around 45 to 50% among MSMEs in India, and this would 

furter increase to around 80% in the next 4-5 years. More support is needed for MSMEs from the government 

in the form of priority sector lending, government procurement programme, credit and performance ratings and 

marketing support. Technology transfers (such as green technology) and networking can revive the growth of 

MSMEs. 

XI. CONCLUSION 

Small industry in India has found itself in an intensely competitive environment since 1991, thanks to 

globalisation, domestic economic liberalisation and dilution of sector-specific protective measures. The 

international and national policy changes have thrown open new opportunities and markets for the Indian small 

industry. Concerted effort is needed from the government and small industry to imbibe technological 

dynamism. Technological 21 up gradation and in-house technological innovations and promotion of inter-firm 

linkages need to be encouraged consciously and consistently. Financial infrastructure needs to be broadened 
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and adequate inflow of credit to the sector be ensured taking into consideration the growing investment 

demand, including the requirements of technological transformation. Small industry should be allowed to come 

up only in designated industrial areas for better monitoring and periodic surveys. A technologically vibrant, 

internationally competitive small and medium industry should be encouraged to emerge, to make a sustainable 

contribution to national income, employment and exports. It is essential to take care of the sector to enable it to 

take care of the Indian economy. 

The MSME Associations and Chambers have a vital role in stepping up credit to this segment. They have to 

proactively captivate themselves in arranging workshops and training programme for their members to 

illuminate them about money flow cycles, different monetary items, accounts practices, and so forth. In this 

respect, the MSME Associations, Chamber of commerce, and so forth may like to collaborate with banks, 

NIBM or some other training institute in the area of banking money and account, fundamental accountancy and 

information technology for Mses. The Industry Associations need to play a more proactive role and display 

particular situations where the MSME entrepreneurs are confronting issues in getting to credit through the 

banking channels. Such issues could be talked about and determined in such a discussion. By doing so, the 

industry Associations can bridge the gap between banks and individual firms in arriving at of goals, for 

example, tending to issues basic to all parts, stimulating helpful activity among manufactures and providing 

access to resources aimed at assisting producers. Research is needed on the forms of finance used by small and 

medium-sized enterprises and made available by lending institutions and investors. In particular, a clear picture 

is required of the financing differences between firms of different sizes and the differences in financing in 

relation to types of ownership structures. Cross country and regional differences may also exist in these 

respects. And Research is required relating to the conduct of small and medium-sized firms with distinctive 

forms of fund. We have to anticipate how different types of fund will influence the allotment of benefits 

between salary (profit flows), investment and utilization and their impact on different forms of use relating to 

advancement, marketing and human resource improvement through training. Specifically, the connections need 

to be made between different forms of finance and the effect of small firm improvement on poverty alleviation. 
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