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Abstract 

The outburst of COVID-19 has not only distressed the economic and social activities of Indian 

economy but also the world economy as a whole. Out of different economic activities, the 

micro, small and medium Enterprises (MSMEs) affected a lot. This article attempts to 

measure the contribution of MSMEs towards Indian economy and also attempts to find out 

the challenges and problems in pre- and during COVID period. We have used different 

descriptive statistics to measure the impacts of MSMEs and also use of correlation and co-

integration to measure the relationship among the variables such as number of MSMEs, 

investment amount, employment and output. This pandemic is an exceptional shock for 

MSMEs. It is evident that there is a high degree of significant positive correlation among the 

variables. Johansen’s co-integration analysis resulted in the rejection of the null hypothesis 

signifying the existence of long-run co-integrating relationship. Given the extensive COVID-

19 chaos, the government needs to establish an ongoing monitoring system and declare 

urgent relief steps to improve the MSMEs sector’s confidence. E-market linkage for MSMEs 

should be promoted, and fiscal stimulus should increase for this sector. The Government of 

India should take various measures to improve Indian MSMEs and achieve the vision of Self-

reliant India. 

Keywords : COVID-19, Indian economy, new definition of MSMEs, Government Initiatives. 

1. Introduction 

The unprecedented outbreak of COVID-19 brought misery to all the sectors, including micro, 

small and medium enterprises (MSMEs). The untried lockdown undersized the business 

activities of the MSMEs sector and mounted adverse shocks in the form of non-procurement 

of raw materials, reduced production and supply of final products, and non-availability of 

employees to work in the process of production. The consequences are wide and open, like 

loss of employment, reduction in revenue generation, declined sales and a cut back in the 

income of the working class (Hariharan et al., 2021). 
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In India, the MSMEs sector has played a vital role in the country’s economic and social 

development as these are essentially dependent on traditional inherited skills and mostly 

use local resources (Indrakumar, 2020). As on fact, MSMEs particularly widen their sphere 

in rural and industrially underdeveloped areas by fostering entrepreneurship in resource-

poor communities and manufacturing over more than 6,000 quality products in national and 

global markets. In recent years, the MSMEs have been mounting significance for their rolling 

contribution to employment and income growth with export earnings and their ability to be 

reactive to alteration in the market and innovative practices in local or global spheres (World 

Bank Group, 2018). According to the National Sample Survey (NSS) 73rd round conducted 

during 2015–2016, beyond the agricultural sector, MSMEs were the only sector to generate 

huge employment opportunities of 11.10 crore jobs through 6.34 crore MSME units. It 

generates backward and forward linkages in the economy by promoting non-agricultural 

livelihood and appealing more investments to the sector (Ministry of MSMEs, 2018–2019). 

The MSMEs sector has been widely accepted as the backbone of the Indian economy for its 

far- reaching impacts on the economy. But the hard blow of COVID-19 has made this sector 

to struggle for its sustainability. The threat of lockdown has become conscious in the MSMEs 

sector, bringing plentiful problems in financial crisis, demand, supply chain trouble, freezing 

of import and export opportunity, etc. (Banu & Suresh, 2020). To battle against health crisis 

challenges and maintain their growth process, this sector requires urgent stimulus. The 

government has shown its concern in need of attention in the form of monetary and fiscal 

support to induce economic activity in the sector. 

2. Defining MSMEs in India 

In defining small and medium enterprises, every economy follows its separate principle. 

Most countries do not differentiate in micro and small enterprises considering the same; the 

only difference is among small, medium and large enterprises. Those who differentiate have 

been following decisive factors such as the number of employees, annual sales, turnover or 

investment in plant and machinery. In India, MSMEs were defined by the MSMEs 

Development Act, 2006. To combat the COVID-19 pandemic, a revision in the definition of 

MSMEs has been approved by the Cabinet Committee on 1st June 2020. With this in India, 

both investment and turnover will be used as standardised norm for MSMEs classification. 
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3. Review of Literature 

From the days of the National Planning Committee, it had been emphasised that the MSMEs 

would play a crucial role; hence, they need to be promoted on a sustainable basis and their 

vital issues to be addressed (Das, 2008). The growth of the MSMEs sector is a precondition 

for the growth of a developing economy like India as it comprises more than 50% of the 

manufacturing output of the economy (Ali & Husain, 2014; Eniola & Entebang, 2015).  

In recent years the MSMEs sector has been growing at a higher growth rate compared to the 

industrial sector. The foremost advantage of the sector is its employment prospective at low 

resource base. The MSMEs sector provides the maximum employment opportunities in 

terms of both self-employment and jobs after the prime agricultural sector (Kumar & Sardar, 

2011). MSMEs sector had an important contribution towards employment generation and 

rural industrialisation, encouragement to entrepreneurial instinct and truncating regional 

disparities (Bhuyan, 2016). Communications bottlenecks are not yet completely resolved, so 

it’s the responsibility of the ministry of MSMEs to support the state governments for 

promoting the growth and development of MSMEs to make them able to compete in the 

changed global scenario (Ali & Husain, 2014; Kumar & Sardar, 2011).  

This sector has immense potential in investment with generating infrastructure base, 

making more employment, developing innovative skills and proficiency, ensuring a fair 

regional development, developing backward areas, making the economy self-contained 

through import substitution and making possible the nation’s development process. At the 

same time, the MSMEs sector is the most vulnerable one in the era of the COVID-19 pandemic 

because of its size, the scale of business, limited financial executive resources and notably 

they do not have the capacity to compact with something so unexpected (Sipahi, 2020). 

COVID-19 has enormous depressing impacts on the MSMEs sector through disruption in 
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demand chain problems of the production process and raw material and labour availability, 

which resulted in shrinking revenue generation (Singh, 2020).  

This unfamiliar incident forced the enterprises to either cut down their business activities 

due to lack of financial strength, lack of raw material availability, labour shortage, etc., or to 

switch according to the need from non-essential to essential commodities such as mask, PPE 

kits, sanitisers, etc. (Tripathy, 2020). A survey conducted on MSMEs by the All India 

Manufacturers Organisation confirmed that the self-employed MSME units, predominantly 

35% of MSMEs sector, have no chance of recovery for their businesses as they have already 

initiated the shutting down procedure (Tripathy & Bisoyi, 2021). The apparel manufacturing 

units of the export sector were under the business loss of over `150 crore from March 2020 

to May 2020 due to the pandemic aftermath situation (Roy, 2020).  

The export loss to India’s leather industries is estimated to be $1.5 billion due to the 

slowdown of the global market. The MSMEs sector is struggling for its payment to workers, 

payment for fixed variables such as electricity, rent and interest, reduced cash flow in the 

economy, labour force migration, controlled material supply, etc. (Tripathy & Bisoyi, 2021). 

In order to stir the economy forward, countries have to reinforce their enterprises in the 

MSMEs sector (Sipahi, 2020). The government has primarily introduced urgent stimulus and 

precautionary measures to safeguard the MSMEs, such as liquidity support to address cash 

flow issues, preserving jobs through varied schemes and ensuring business continuity, as 

well as measures to expand trade opportunities by building their capacities (Chauhan, 2020; 

WTO, 2020). There are problems in inculcating the relief measures as India’s real challenge 

will be in spotting the 63.4 million informal MSMEs, where the majority are micro-

enterprises (Prasad & Mondal, 2020). It is also identified that most of the policy instruments 

announced by the government are not directly targeting the MSME units; rather there lies 

the need for a more comprehensive policy measure to restructure the backbone (Reddy et 

al., 2020). The relief measures taken by the central government will not be sufficient enough 

to revive the collapsed MSMEs sector (Raney, 2020). Therefore, the government has to make 

sure through sufficient procedures and tracking mechanisms to reach every stakeholder in 

the MSMEs sector (Ghosh, 2020). 

It is substantial from the above analysis that although there exists surplus of studies on 

MSMEs sector and its significance for the development of Indian economy but the outbreak 

of this crisis has negatively crashed the MSME units in terms of production, distribution, 

investment, employment, revenue generation, social integration, monetary needs, etc., and 

studies related to impact analysis of COVID-19 on MSMEs sector is partial in all Indian 

context. Also evaluation relating to policy response by the government and revival strategies 

is strangely limited. Through this article, a clear assessment will be prepared on finding a 

statistically significant relationship among the key variables of MSMEs sector like the volume 

of MSMEs, investment, production and employment and the long-run relationship between 
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variables will be recognised. The study will have its own significance in the field of 

assimilating the experimental COVID-19 situation with the MSMEs sector. 

4. Objectives of the Study 

1) The contribution of the MSMEs sector to the Indian economy in terms of output, 

employment, income, investment and export 

2) The challenges encountered by the MSMEs segment before and during the COVID-19 

pandemic 

3) The policy initiatives to revive the MSMEs sector by the government 

 

5. Impact of COVID-19 on MSMEs 

The MSMEs sector plays a substantial role in stimulating the growth of the Indian economy. 

Prior to the COVID-19 turmoil, this sector is experiencing sluggish growth due to multitude 

of challenges like lack of financial support, absence of proper infrastructural facility, non-

availability of advanced technology, etc. But the problems have been provoked more by the 

process of demonetisation (2016) and Goods & Services Tax (2017). As most of the MSMEs 

have a rural unskilled labour base, smaller problems have a larger influence on these units, 

and such a health crisis puts their potentiality and sustainability to further distress. 

COVID-19 has changed the operational environment for MSMEs. The strictest lockdown to 

decontaminate the spread of the COVID-19 crisis resulted in the biggest shock for the MSMEs 

sector, particularly for the smallest firms. The sudden announcement to pursue all protocols 

of COVID-19 emergency in the process of production gives rise to supply chain problems like 

raw material import for cross-state and cross country boarder, panic migration of labour 

force to their native places, procurement of perishable products, monetary crunch, etc., 

generate unemployment, consumer fear element, the demand side problems, price rise, 

malfunctioning, reduced profit, etc. 

The MSMEs sector experiences its worst situation as 55% loss in employment, production 

falling from an average of 75% of capacity to just 11%, about 17.2% of their annual sales 

loss, delay in raw material received, less possibility of paying wage, more labour shortage 

and lost the access to credit. Overall, 70% of firms report that they will not survive the crisis 

beyond the next 3 months if the lockdown continues, and the smallest one might collapse in 

1 month (Ghosh, 2020; Rathore, 2020; WTO, 2020). 

As per the survey of 5,000 MSMEs by the All India Manufacturers Organisation, The Hindu 

reported that 71% of firms are not able to pay salaries to their employees. At present, in 

India around 25% of firms will face closing if the lockdown goes ahead of 4 weeks, while 43% 

will face closing if lockdown extends further than 8 weeks (The Hindu, 2020). Unfortunately, 

the lockdown period continues with certain relaxation, which will intensify the situation to 

worsen than imagination. 
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In the Indian economy, cash plays a vital role in the transaction system. But the lockdown 

has affected the Indian MSME sector because most of the payments in small businesses are 

made in cash, like payments to labourers, purchase of raw materials, etc. They are not much 

comfortable adopting digital payment in their business. This may raise the problem of 

liquidity crises, and without adequate liquidity, the MSMEs might be closed down. Around 

55% of electronic component import from China has decreased to 20% for coronavirus and 

lockdown. To overcome this difficult situation, India is reducing its dependency on China and 

makes the product at home (Prasad & Mondal, 2020). There is also no demand for hotels and 

restaurants around 5 months, and people are avoiding traveling. Due to the lack of imported 

raw materials in lockdown time, the production of textile industries is declining day by day, 

which shows they might go for stop producing; for example, sambalpuri, maniabandha 

sarees, etc. The COVID-19 has unnatural effect on the communities, businesses, 

organisations, financial markets and the international market as a whole. In this situation, 

the uncoordinated government lockdowns have escort to a supply chain problem (Sipahi, 

2020). That means lower labour and it means lower production, lower production leads to 

lower supply that will create the inflation situation in the whole economy. 

There are also some positive impacts on MSMEs due to COVID-19. In the time of lockdown, 

the movement of goods has been stopped. MSMEs are self-dependent and try to produce 

goods within the country. MSME is a great opportunity to produce hand sanitiser, face mask, 

etc. Some businesses are positively affected, which deal with the required items for 

livelihood. People demand the essential items more than necessary, which ultimately 

increases the price due to lower supply. In the containment zones, movement of the 

individual has been banned and in this critical situation, some business deals with packed 

products hold the opportunity by making home delivery and creating a healthy society. 

6. Government Responses to Support MSMEs 

The government of India has taken serious measures to revive the MSMEs during the COVID-

19 pandemic. The government has announced the Emergency Credit Line Guarantee Scheme, 

which is the biggest fiscal component of the `20 lakh crore Aatmanirbhar Bharat Abhiyan 

package, in May. The main purpose of the package is to enhance businesses with a major 

focus on the MSMEs sector. The initiatives are as follows: 

➢ MSMEs have been redefined based on both investment limits and turnover size. 

Enlarged investment limit for micro units in the manufacturing sector from `25 lakh 

and in service sector 

➢ `10 lakh, which is now 1 crore, for small units in the manufacturing sector from `25 

lakh to `5 crore and in service sector `10 lakh to `2 crore, but it is now 10 crore, and 

for medium units in the manufacturing sector from ̀ 5 crore to ̀ 10 crore and in service 

sector `2 crore to `5 crore and now it is `50 crore of both manufacturing and services 

sectors. Introduced additional criteria of turnover for micro, it is `5 crore, for small 
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`50 crore, and for medium it is `100 crore for both manufacturing and services in 

investment and turnover. 

➢ RBI also took some initiatives like decrease the repo rate; as a result, the bank can 

lend at a cheaper rate, giving some help to the MSMEs sector. In Mumbai, the State 

Bank of India has targeted to allocate `700 crore to MSMEs. 

➢ The government announced a collateral-free automatic loan worth `3 lakh crore and 

did not repay 

➢ for 12 months to support the struggling MSMEs sector. This will help `45 lakh MSMEs 

units across the country in restarting business activity and safeguarding jobs. For the 

strained MSMEs, the government will provide `20,000 crore subordinated debt. A 

fund is created for the MSMEs sector that will be injecting `50,000 crore equity. 

➢ To compete and supply in government tenders, the global tenders will be banned for 

government 

➢ procurement up to `200 crore that will support ‘Make in India’ and going towards 

Self-reliant India. The government of India and central public sector undertakings 

(CPSEs) will honour all dues to MSMEs within 45 days. 

➢ As a replacement for trade fairs and exhibitions, there has been started e-market 

linkage for 

➢ MSMEs. Fintech will enhance transaction-based lending using the data generated by 

the e-market for the MSMEs that were currently facing the problem of marketing and 

liquidity due to COVID-19. 

➢ The government has decided to provide PF and EPF support for both businesses and 

workers by providing a liquidity relief of `6,750 crore to reduce the business’s 

financial stress. The PF contribution of employer and employee reduced from 12% to 

10% for all official establishments under EPFO to increase the liquidity in the hands 

of the consumers as well as producers, but in the case of CPSEs and state PSUs, it will 

continue 12% as an employer contribution. Under this support of the government, 

around 6.5 lakh employers and 4.3 crore employees get benefited. Under PM Garib 

Kalyan Package, this benefit also applies to workers who are not eligible for 24% EPF 

support. 

➢ Further, to increase more liquidity in the hands of the taxpayer government 

announced cutting the TDS rate by 25% for SMEs, NBFCs and TCS. Under direct tax 

measures, government decided that the income-tax return for FY 2019–2020 will be 

extended from 31st July 2020 and 31st October 2020 to 30th November 2020 and tax 

audit from 30th September 2020 to 31st October 2020. The government also 

announced that all pending refunds to charitable trusts and non- corporate 

businesses and professions, include proprietorship, partnership, LLP and co-

operatives, shall be issued immediately. 

 

7. Conclusion 
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India’s main focus is being ‘from local to global’ for MSMEs. A larger chunk of Indian MSMEs 

is in rural areas, which are going to play a significant role in making Self-reliant India. The 

effect of the modification in the definition of MSMEs on their economic performance has not 

been examined yet and remains a subject for future research. The revised definition will 

definitely add to the volume of MSME units so also an affirmative rise in the output, 

employment, product diversification, investment and export. Empirically analysing the 

decisive elements of the MSMEs sector, it is evident that there is a high degree of significant 

positive correlation among the variables (MSME units, production, employment and 

investment). Johansen’s co-integration analysis with trace test and maximum eigenvalue test 

connotes in null hypothesis rejections, which means the said variables have a long-run co-

integrating relationship. Majority of MSMEs are facing the problem of access to finance and 

marketing their products during COVID-19. They struggle to cover expenses such as salaries, 

power bills, rent, property and water taxes, telephone and internet charges and bank loans. 

Hence their fundamental issues like registration issues, credit constraints, marketing 

problems, adopting technology, inadequate infrastructural facilities, etc., need to be tackled 

on a sustainable basis. Given the extensive COVID-19 chaos, the government needs to 

establish an ongoing monitoring system and declare urgent relief steps to improve the 

MSMEs sector’s confidence. ‘Make in India’ and ‘Digital India’ will be encouraging more. E-

market linkage for MSMEs should be promoted, and fiscal stimulus should increase for this 

sector. The Government of India should take various measures to improve Indian MSMEs 

and achieve the vision of Self-reliant India. 
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