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Abstract

The Micro, Small, and Medium Enterprises (MSMES) sector is a cornerstone of India's economy, contributing significantly to
employment, exports, and GDP. However, the sector faces numerous challenges, particularly regarding access to financing.
This paper examines the effectiveness of government schemes and subsidies aimed at addressing MSME financing challenges
and highlights the obstacles in their implementation. The paper offers a comprehensive analysis of major schemes, assesses
their impact, and provides recommendations for enhancing their effectiveness.
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Introduction

MSMEs form the backbone of the Indian economy,
contributing significantly to GDP, exports, and employment.
According to the Ministry of MSME, India has over 63
million MSMEs, contributing approximately 30% to GDP
and accounting for 48% of exports. However, access to
credit remains one of the most significant hurdles for
MSMEs, often hindering their growth and development.
Recognizing this, the Indian government has launched
several schemes and subsidies to facilitate easy access to
financing for MSMEs.

Objectives

This paper aims to:

1. Analyze the effectiveness of key government schemes
and subsidies for MSME financing.

2. ldentify the challenges in their implementation.

3. Offer recommendations to improve the efficacy of these
initiatives.
Defining  micro, and medium

(MSMEs)

MSMEs are businesses classified based on their investment
in plant and machinery or equipment and annual turnover.
They are categorized as micro, small, and medium
enterprises as per the Government of Indias revised
definitions:

= Micro enterprises: Investment up to 1 crore and

turnover up to 25 crore.

small, enterprises

= Small enterprises: Investment up to 210 crore and
turnover up to 50 crore.

=  Medium enterprises: Investment up to 50 crore and
turnover up to 2250 crore.

Importance of MSMEs to the economy

MSMEs contribute approximately 30% to India’s GDP,
employ over 110 million people, and account for 48% of the
country’s total exports. They form the backbone of the
Indian economy, driving industrialization, job creation, and
equitable development.
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Overview of government schemes and subsidies

The Government of India has launched several schemes,
including the Credit Guarantee Fund Trust for Micro and
Small  Enterprises (CGTMSE), Prime  Minister's
Employment Generation Programme (PMEGP), and the
Credit Linked Capital Subsidy Scheme (CLCSS). These
schemes aim to enhance credit access, support employment
generation, and promote technological upgrades in MSMEs.

Thesis statement

This paper critically evaluates the effectiveness of these
government initiatives in MSME financing and explores the
challenges that hinder their successful implementation.

Background

Historical context of MSME financing challenges in
India

MSMEs have historically struggled with credit access due to
their inability to provide adequate collateral, lack of formal
financial history, and low financial literacy. Financing from
banks and formal institutions has traditionally been limited.

Evolution of government support for MSMEs
Post-independence, the Indian government began
recognizing the importance of MSMEs, initiating programs
to boost industrial development. The establishment of
bodies like the Small Industries Development Bank of India
(SIDBI) and the National Small Industries Corporation
(NSIC) marked key milestones.

Key policy milestones

= 1999: Introduction of the Credit Guarantee Scheme
(CGTMSE).
= 2006: Implementation of the Micro, Small, and

Medium Enterprises Development (MSMED) Act.

= 2015: Launch of schemes like Pradhan Mantri Mudra
Yojana (PMMY) and Stand-Up India.

= 2020: Revised MSME definitions as part of the
Atmanirbhar Bharat package.



International Journal of Commerce and Management Research

Overview of major government schemes and subsidies

1.

Credit Guarantee Fund Trust for Micro and Small
Enterprises (CGTMSE)

Objectives: Provide collateral-free credit to MSMEs to
encourage banks to lend to these enterprises without
security.

Eligibility criteria: Available to new and existing
micro and small enterprises.

Performance statistics: Over 21 lakh crore has been
disbursed, benefiting millions of enterprises.

Impact: Increased access to formal credit for micro and

small  enterprises,  mitigating  collateral-related
challenges.
Prime Minister's Employment  Generation

Programme (PMEGP)
Aims: To promote self-employment by providing
financial assistance for setting up new MSMEs.

Target beneficiaries: Unemployed
marginalized communities, and women.

youth,

Subsidy structure: Subsidies range from 15% to 35%,
depending on location (rural or urban).

Achievements: As of 2023, PMEGP has created over 8
lakh employment opportunities.

Credit Linked Capital Subsidy Scheme (CLCSS)
Purpose: To support MSMEs in adopting modern
technology through capital subsidies for machinery and
equipment.

Eligible Sectors: Primarily manufacturing and
technology-driven MSMEs.

Subsidy Details: A subsidy of 15% on capital
investment, capped at 215 lakh.

Outcomes: Enhanced productivity and competitiveness
through modernization.

Micro and Small Enterprises Cluster Development
Programme (MSE-CDP)

Objectives: Cluster-based development to improve
infrastructure, technology, and competitiveness among
MSMEs.

Types of interventions: Common facility centers,
market promotion, skill development, and technology
upgradation.

Success stories: Clusters in textiles, handicrafts, and
auto components have seen significant improvements in
productivity.

Other relevant schemes
Stand-Up India: Focuses on providing loans to women
and SC/ST entrepreneurs.
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TReDS: A platform that facilitates the financing of
trade receivables to ensure liquidity for MSMEs.

Micro Units Development and Refinance Agency
(MUDRA): MUDRA offers three types of loans -
Shishu, Kishore, and Tarun - to cater to the financial
needs of MSMEs at various stages of their growth.
MUDRA loans: Provides loans of up to 10 lakh under
the Pradhan Mantri Mudra Yojana (PMMY).

Interest Subvention Scheme (ISS): Under this
scheme, the government provides interest subvention to
MSMEs availing loans from banks and financial
institutions.

Effectiveness of government initiatives

1.

Increased access to credit

Growth in loan disbursements: Schemes like
CGTMSE have seen substantial growth in loan
disbursements, reducing collateral requirements and
increasing access to formal credit for MSMEs.

Growth in MSME sector contribution to GDP
Sector-wise growth: Manufacturing, textiles, and food
processing have seen increased output and
competitiveness due to access to credit and capital.

Employment generation
Direct and indirect job creation: PMEGP alone has
created millions of jobs in rural and urban areas.

Formal and informal employment: MSMEs have
contributed to the formalization of employment,
especially in labor-intensive sectors.

Technology upgradation and modernization
Adoption of new technologies: CLCSS has driven the
adoption of advanced manufacturing technologies,
enhancing productivity.

Export promotion

Growth in MSME exports: MSME exports have
diversified, both in terms of products and markets,
aided by subsidies and financial support for upgrading
production processes.

Challenges in implementation

1.

Awareness and outreach issues
Limited knowledge: Many MSMEs, especially in rural
areas, remain unaware of these schemes.

Inadequate information dissemination: Despite
digital advancements, outreach in some regions remains
limited.

Bureaucratic hurdles and delays

Complex application procedures: Lengthy
documentation and procedural delays discourage
MSMEs from applying.

Long processing times: Delays in credit approvals and
disbursements create liquidity issues for MSMEs.
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3. Limited funding and budget constraints
= Inadequate allocation of funds: Funding shortfalls
often delay scheme implementation, affecting outreach.

4. Misuse and leakages in subsidy distribution

» Fraud and corruption: Instances of misuse of
subsidies and weak monitoring mechanisms have been
reported.

. Difficulty in targeting deserving beneficiaries
= Challenges in MSME classification: Differing
definitions and classifications make it difficult to ensure
that subsidies reach deserving enterprises.

Comparative analysis

1. Comparison with MSME financing schemes in other
countries

= Best practices from developed economies: In
countries like the USA and Germany, easier access to
venture capital and government-backed loans for SMEs
offer lessons for India.

2 Analysis of innovative financing models

L] Crowdfunding platforms: These platforms are
gaining traction in emerging markets as an alternative
funding model for MSMEs.

Case Studies

1. Success stories of
government schemes

= Example from textiles: An MSME cluster in Surat saw
a 30% increase in productivity after receiving subsidies
for technological upgrades.

MSMEs benefiting from

2. Challenges faced by MSMEs

= Barriers encountered by women entrepreneurs:
Limited awareness and bureaucratic red tape often
discourage women entrepreneurs from accessing
government support.

Recommendations for improvement

To enhance the effectiveness of government schemes and

subsidies for MSME financing, the following

recommendations can be considered:

= Simplification of procedures: The government should
streamline the application process and reduce
bureaucratic delays to make it easier for MSMEs to
avail benefits.

= Increased awareness: The government should launch
awareness campaigns to inform MSMEs about the
available schemes and subsidies.

= Strengthened implementation: The government
should improve the implementation of schemes through
better monitoring and evaluation mechanisms.

= Enhanced transparency: The government should
ensure transparency and accountability in the
implementation of schemes to prevent corruption and
misuse of funds.
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=  Technology-enabled solutions: The use of technology
can help streamline processes and improve efficiency in
the delivery of financial assistance to MSMEs.

Conclusion

This paper highlights the successes and challenges of
government schemes for MSME financing. While these
schemes have significantly improved credit access and
employment generation, challenges related to outreach,
procedural complexity, and misuse persist. The government
must focus on simplifying processes, enhancing awareness,
and ensuring transparent distribution mechanisms to
maximize the benefits of these schemes.
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