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PREFACE 
 

The author is a student pursuing post-graduation in Economics from Delhi School 

of Economics. She completed graduation in B.A. (Honours) Economics from Hans 

Raj College, University of Delhi. She has keen interest in reading news and articles 

related to the Indian economy. The author has written this report under the 

Summer Internship Programme 2013 of Rakshak Foundation. 

Rakshak Foundation is a non-for profit organization headquartered in Santa Clara, 

California. It creates awareness about public policy issues with the main objective 

of strengthening the foundations of the society and letting the common man realise 

his role in the decision making process. The organization works in sectors like 

legal and social research, accountability and responsibility in journalism, 

promoting responsible citizenry, improving quality of life, improving 

accountability, efficiency and transparency of public offices and nationalism, social 

responsibility and civil society through education. 

The aim of this report is to analyse the reasons for the economic slowdown, and 

suggest policy measures for reviving growth.  The issue is of serious concern to the 

economy since slow economic growth has trickle down effects on the lower strata 

of the society in terms of poverty and unemployment. Since the scope of the 

problem is huge, the author has studied the MSME (Micro, Small and Medium 

Enterprises) sector in detail and has come up with recommendations to enable the 

growth of the same.  
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Executive Summary 

The fall in GDP growth rate to 5 per cent in the fiscal year 2012-13 is a shocker for 

Indian policy makers. Some economists blame it on global factors, some cite it as a 

cyclical downturn owing to factors like tight monetary policy and high and volatile 

inflation. Yet, the dramatic decline from 9 per cent in 2008-09 has certainly put 

pressure on the government for reframing the policies and introducing growth 

enhancive reforms. The main aim of this paper is to analyse the reasons for such a 

sharp fall in GDP growth rate and to recommend solutions for boosting GDP 

growth. 

Studying the macroeconomic setup of the economy and comparing it with past 

years implies that the slowdown has been mainly on account of weakness in 

industry. The growth rate of the manufacturing came down to 1.9 percent in 2012-

13 from 9.7 per cent 2010-11.  There has been a decline in investments, mainly 

corporate investment due to high policy rates and reduced export demand, on 

account of a sluggish global economy. Further, there has been rise in the fiscal 

deficit owing to reduced tax-GDP ratio and soaring subsidy bill. The rising amount 

of gold imports and inelastic oil imports have led to a high Current Account Deficit. 

Failure of the government to fix the economy back to a growth path has time to 

time put the economy into a situation of a prospective credit downgrading by 

international rating agencies like Standards & Poor, Moody’s and Fitch. 

Resultantly, the government announced some reform measures like raising the FDI 

caps to showcase its aspirations to be one amongst the world’s leading economies.  

The focus today is to implement structural reforms that will enable a sustained 

growth in the long run. Reducing impediments to private investments is critical to 

creating more jobs and reducing poverty. The infrastructural bottlenecks that have 

been persistent despite efforts of the government need to be phased out. 

Moreover, reforms of the financial sector, human capital development, labour 

market and agriculture are vital to restore growth. Issues like high inflation need 

to be addressed before preparing a recipe for growth. Only when the inflation 

starts to showcase a downward trend, can the RBI be convinced to go for monetary 

easing, a measure that would complement government’s efforts to re-achieve high 

growth.  

This paper aims to figure out the areas where the reforms can be implemented and 

what sort of reforms need to be introduced in political economy set up like that of 

India. Since the scope of the issue in consideration is huge, it has been streamlined 

as an analysis of how the Micro, Small and Medium Enterprises can prove to be 

growth igniting in the Indian context.  
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Key Findings 

 The accommodative fiscal and monetary policy that India resorted to, following 

the global financial crisis of 2008-09, helped the economy to recover from the 

crisis at a relatively faster rate but the following two years built witnessed 

rising consumption demand that in a situation of supply side constrains 

resulted in inflationary pressures. Consequently, the RBI started raising policy 

rates from March 2010 that had an adverse impact on investments as the cost 

of borrowing rose.  

 The weak global economy, mainly crisis in the Eurozone and the US, is in part 

responsible for failure of the reform measures to achieve expected growth 

rates.  

 Several policy measures like Cabinet Committee on Investment, Delhi Mumbai 

Industrial Corridor, and National Skill Development Programme etc. are now 

proactively taken up by the government in order to revive growth 

 There is still huge scope for structural reforms in areas like simplifying 

procedural requirements, reducing days of contract enforcement, land reforms, 

redefining the labour laws etc. Only such reforms can set up a conducive 

environment for growth and development 

 The emphasis has to shift from short term growth to long term growth that 

might prove disadvantageous to certain sections of the population in the short 

run.  

 The potential role of the Micro Small and Medium Enterprises in India’s growth 

story needs to be given due consideration. The MSME sector employs a major 

share of the workforce and thus carries a huge responsibility of absorption of 

the additional labour force entering the economy in future years.   

 MSMEs are the backbone of Indian economy. Appropriate reforms in this sector 

can help achieve the broader goals of rural development, reducing income 

inequalities and thus achieve inclusive growth. 

 

 



 

 

1. Introduction 

 

1.1 Background Information 

1.1.1 A Macroeconomic Perspective 

India recovered relatively faster from the global financial crisis of 2008-09. The 

major reason for this recovery was the fiscal and monetary stimulus injected into 

the economy for almost two years post-crisis. It is important to understand what 

these two terms mean before making any further analysis. Fiscal stimulus is when 

the government raises its public spending, putting idle resources to work. This 

includes raising employment through schemes like NREGA (National Rural 

Employment Guarantee Act), initiating new projects etc. This boosts peoples’ 

incomes and hence raises consumer spending. One caveat to fiscal stimulus is that 

it should not “crowd out” private spending, that it must not channelize resources 

that would anyways have been employed by the private sector. On the other hand, 

monetary stimulus, is when the central bank raises money supply through 

reducing policy rates like Cash Reserve Ratio, Repo rate etc. In the Indian scenario, 

Reserve Bank of India is the apex bank that controls the supply of money in the 

economy. When a country resorts to expansionary fiscal and monetary policy, its 

economy recovers from slowdown.  

As a result of the fiscal and monetary stimulus, India witnessed GDP growth rate of 

8.6 per cent and 9.3 per cent in 2009-10 and 2010-11 respectively.1This is 

completely in line with the short run response of such an expansionary policy. But 

what happened thereafter is a direct consequence of the unwieldy policies of the 

government and the major setbacks on emphasis areas, as well as an indirect 

consequence of the ignored linkages. 

The Indian economy is recognized by supply side constraints meaning that 

production often fails to keep pace with demand, especially in the food sector. The 

main reasons for this are lack of adequate infrastructure, credit facilities, skilled 

labour and upgraded technology. A situation of swelling fiscal and monetary 

response in an environment of low growth causes over-heating in the economy 

and proves to be inflation encouraging. The outcome was therefore, a high inflation 

rate-WPI inflation 9.6 percent and CPI inflation 10.4 per cent in 2010-112. 

Now, to combat inflation, RBI started to raise policy rates since March 2010. High 

policy rates along with policy constraints adversely affect investment. This is 

because the cost of borrowing goes up for firms which discourages investment  

 

                                                           
1 Central Statistical Organization 
2Ministry of Commerce and Industry 
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activity. Investment and economic growth are both antecedents and consequents 

of each other. High growth leads to higher investments and high investments 

through greater capital formation lead to high growth. As a result of low 

investments, GDP growth fell to 6.2 per cent and 5 per cent in 2011-12 and 2012-

13 respectively.  

The cause of concern is mainly that having achieved a growth rate of over 9 per 

cent in the past, what has really caused growth to fall by around 4 per cent, much 

below what even the eminent experts had predicted. So, in effect the issue is that 

India is performing poorly when judged in terms of its own success in the past. The 

brighter side of the argument is that because we were able to grow at a high rate 

just two years ago, there is a high possibility of growth revival in the future. In this 

context, the current state may be regarded as a cyclical downturn that is 

understood to be temporary in nature.    

 

Figure 1GDP growth over time3 

Figure 1 shows the trend of Gross Domestic Product at both factor cost and market 

price. It is clear that GDP at factor cost reached a minimum level of around 7 per 

cent in 2008-09. Recovery began thereafter, and the economy reached a peak of 

about 9 per cent in 2010-11. The situation of accelerating growth started to show a 

trend reversal from thereon, and consequently rate of growth slowed reaching a 

dismal level of 5 per cent in 2012-13. 

Although 5 per cent is surely a low growth estimate for policy makers to worry 

about, it is imperative to analyse the performance of the Indian economy relative 

to what is happening on the global front. India and China are the two largest 

emerging market economies. A comparison of the two economies is imperative in 

forecasting who will take the lead in the coming decades.  

The following table shows the major indicators of growth, namely, GDP (at market 

price as well as factor cost), growth rate, savings rate, capital formation rate and 

per capita national income. It is important to note the growth set back that 

                                                           
3 Ministry of Statistics and Programme Implementation 
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happened after 2010-11. Also, it is worth mentioning that the savings-investment 

gap has risen in 2011-12 vis-à-vis 2010-11, a rise of approximately 1.4 percentage 

points. 

Table 1 GDP and related indicators over time4 

 

 

1.1.2 The MSME Sector 

 

 (a) Importance of MSMEs: The MSMEs are the ‘engine of growth’ for developing 

countries. These industrial and service units provide large scale employment along 

with low investment per worker. In a labour surplus country like India, this is 

highly beneficial from the perspective of economic development. This sector has a 

huge potential in driving masses out of poverty and boosting GDP growth through 

accelerating production and exports. These enterprises foster rural development 

through facilitating industrialisation of rural and backward areas. Additionally, 

these firms are the major channels through which equal distribution of national 

income is ensured by giving marginal groups the opportunity to grow and develop 

as a business entity. The fact that these units use locally available resources has 

huge advantages in a scenario when the large firms are struggling to avail 

resources in the form of skilled labour and massive investments. The use of locally 

available of resources also instils certain level of uniqueness in their products. 

These enterprises also serve as an opportunity to widen entrepreneurial base as 

they offer huge amount of opportunities to the first generation entrepreneurs to 

understand the local needs and come up with innovative products and processes.  

Finally, MSMEs are complementary to the large firms as a source of raw materials 

and other ancillary functions.  

(b) Definition of MSMEs: In India, MSMEs are defined on the basis of investment 

in plant and machinery. Table 2 gives the classification based on Micro, Small and 

Medium Enterprises Development (MSMED) Act, 2006 implemented by the 

Ministry of MSMEs. 

                                                           
4 Central Statistical Organization 
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Table 2 Classification of MSMEs into Micro, Small and Medium 

Manufacturing Enterprises 

Enterprises Investment in Plant & Machinery 

Micro Up to Rs. 25 lakhs 

Small More than Rs. 25 lakhs and up to Rs. 5 crore 

Medium More than Rs. 5 crore and up to Rs. 10 crore 

Services Enterprises  

Enterprises Investment in Equipment 

Micro Up to Rs. 10 lakhs 

Small More than Rs. 10 lakhs and up to Rs. 2 crore 

Medium More than Rs. 2 crore and up to Rs. 5 crore 

 

(c) Key highlights of the Indian MSME Sector: Following are the key aspects of 

the Indian MSME sector.5 

 MSMEs account for 45 per cent of India’s manufacturing output 

 MSMEs account for 40 per cent of India’s exports 

 MSMEs manufacture more than 6000 products ranging from traditional to 

high items 

 Size of the registered MSMEs estimated to be 15.64 lakh units out of which 

67 per cent were manufacturing and 33 per cent were services. 

 About 45 per cent of the units were located in rural areas 

 Out of the total working enterprises, majority were found to be micro 

enterprises.  Figure 2 shows the respective proportions of Micro, Small and 

Medium Enterprises.  

 About 90 per cent of the registered enterprises in the MSME sector were 

proprietary concerns, 4 per cent were partnership firms and about 3 per 

cent were private companies.  

 Share of women enterprises in total enterprises were approximately 14 

percent 

 

 

 

 

 

 
                                                           
5 Fourth All India Census of MSMEs (reference period 2006-07) 
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(d) Performance of the sector overtime: The following table gives a picture of 

the growth of the MSME sector overtime. Note that growth is assessed on the basis 

of parameters like number of working enterprises, employment, market value of 

fixed assets and gross output. Also note that all the above parameters exhibit an 

increasing trend. For instance, the total number of enterprises increased from 109 

lakh in 2002-03 to 447 lakh in 2011-12, an increment of more than 4 times. Gross 

output too has risen from approximately Rs. 3 lakh crore in 2002-03 to more than 

Rs. 18 lakh crore, a six fold increase. In terms of employment, the growth of the 

sector is again remarkable. From employing only 260 lakh people in 2002-03, the 

sector has grown to employ more than 1000 people in 2011-12, again a fourfold 

increase as in the total number of working enterprises. 

Figure 2 Proportion of Micro, Small and Medium Enterprises 

94.94

4.89
0.17

Micro Small Medium
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Table 3 Performance of the Indian MSME sector6 

 

                                                           
6 Annual Report 2012-13, Ministry of MSME 
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Figure 3 Performance of the MSME sector in terms of number of working enterprises  

 

 

Figure 4 Performance of the MSME sector in terms of Gross Output 

 

 

109.49 113.95 118.59 123.42

361.76
377.37

393.7
410.82

428.77
447.73

2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12

N
u

m
b

er
 o

f 
W

o
rk

in
g 

E
n

te
rp

ri
se

s 
(i

n
 

L
ak

h
)

Year

0

200000

400000

600000

800000

1000000

1200000

1400000

1600000

1800000

2000000

G
ro

ss
 O

u
tp

u
t 

(i
n

 C
ro

re
)

Year



 

  
 
Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 8 
  
 

 

Figure 5 Performance of the MSME sector in terms of Employment 

(e) Challenges faced by the Indian MSME sector: In India, there are several 

problems faced by the small scale sector.  

 Credit and Institutional Finance: Majority of this sector remains unorganized 

as well as heterogeneous and thus, there do not exist any formal lending 

institutions that would cater to their financial needs. As a consequence, these 

firms have to rely on informal sources of credit like moneylender, chit funds 

etc. which charge exorbitantly high rates of interest further aggravating the 

credit crunch faced by these enterprises.  

 Technology and Innovation: Technology is the harbinger of gaining global 

competitiveness. But unfortunately, majority of our MSME sector suffers 

serious setbacks with respect to technology and development of innovations. 

Lack of funds to innovate is major factor impeding R&D activities for these 

enterprises. 

 Skill Development and Training: Lack of skilled manpower is another hurdle 

faced by this sector. India’s so called “Demographic Dividend” can be taken be 

advantage of only if there are adequate skill development institutions that 

ensure the balance between demand and supply of skills. The unemployed 

youth should also be trained to generate self-employment.  

 Marketing and Procurement: In business development, marketing is the most 

substantial tool that helps enhancing the reach and reputation of an enterprise. 

It includes a whole gamut of activities like packaging, labelling, e-marketing, 

customer service and support, trade mark, bar coding, brand building, 

advertising and international trade fares.   

 Infrastructure: Infrastructure related issues lie at the heart of the progress of 

an enterprise. The small enterprises face challenges with respect to land 

acquisition, supply of electricity etc. In order to boost the exporting units, it is 

extremely important to address these issues.  
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 Institutional Structure: The number of days of fulfilling procedural 

requirements are abysmally high in India as compared to other countries with 

similar level of development. According to World Bank’s Doing Business Report 

2013, India ranks 132 out of 185 countries in the ease of doing business. The 

labor laws are stringent and complicated. Often, small firms do not expand in 

order to avoid coming under the vigilance of the Industrial Disputes Act, 1947, 

that applies to the organized sector and lays down highly protective labor laws. 

1.2 Main Problems of an Economic Slowdown 

The problems that come along a with a low growth estimate are multi-fold. The 

complicated part is that the problems emerging out of a slowdown are not 

separable from one another. Often, one leads to another. Further, the causality 

follows both ways. The factors that cause a GDP slowdown are also among the 

factors that are unfavourably affected by low economic growth. 

The scope of these problems is broad based and runs into every nook and corner of 

economic activity, thus, affecting the lives of millions of masses. Whenever a 

country faces slowdown, the impact is felt as much by the CEO of a Multinational 

Company as by a casual labourer working on a construction site.  

An important point to make is that the impact is not limited to the geographical 

borders of a nation but is felt internationally across different economic strata of 

the globe like Foreign Institutional Investors, International credit rating agencies 

like Moody’s, Standards and Poor, International lending agencies like the 

International Monetary Fund, World Bank etc. So, whenever the ministry of finance 

publishes reports of GDP growth sliding down, there is a high chance of receiving a 

credit downgrade or flight of foreign capital out of the economy.  

1.2.1 Lower scope for monetary policy intervention, if coupled with high 

inflation: If an economy is hit by recession combined with a high inflationary 

scenario, the central bank loses its influence to positively affect growth through 

accommodative monetary policy measures like reduction in Cash Reserve Ratio 

(CRR), a reduction in Repo Rate etc. This is because a rate cut would further 

accentuate inflationary tendencies and worsen the situation.  

1.2.2 Lower than targeted tax and non-tax revenues: A slowdown is 

characterized by lower output production. This impinges on the profitability of the 

firms and thus lessens the scope for corporate income tax collection, the major 

source of financing the fiscal deficit. This results in a high fiscal deficit.  

1.2.3 Low employment creation: The major problem that a slowdown causes is 

restraining employment. Industries find it difficult to grow because of drying up of 

investments. Also, the process of setting up of new firms is hampered in a low 

growth scenario. In a country where millions of people enter the workforce each  
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year, the inability to absorb this labour force is a very grim situation resulting in 

economic inequalities, poverty and political instability. 

1.2.4 Unutilized Demographic Dividend: The Indian economy is soon to enter its 

golden phase of demographic transition when the dependency ratio (proportion of 

people in the non-working age group) will decline considerably. Also since 

demographic transition is associated with fertility drops, female labour 

participation rate is also expected to increase. The vital point to note is that low 

dependency leads to high growth since more people are in the working age group, 

capable of catering to industry and services sector, and high growth, in turn, leads 

to decline in fertility. But the problem in a low growth scenario is that its 

demographic dividend turns to a demographic burden. And this is a potential mega 

problem for India given that growth measures do not turn out to be fruitful. The 

question of creating sufficient jobs in order to absorb this swelling workforce is a 

major area of concern. Besides, the not so impressive performance of the education 

sector that is the failure of the government in setting up ample educational 

institutions as well as persistence of skill gaps, raise concerns for what is likely to 

be the future of the India’s working population. And on the top of all this lies the 

inability by the industrial sector to produce sufficient skilled as well as non-skilled 

jobs in order to absorb the ever growing labour force.  

 

1.3 Goals and Objectives 

The main objectives of this paper are as follows: 

 To understand and study the critical reasons behind the fall in GDP growth rate 

to 5 per cent in the current fiscal, 2012-13. 

 To analyse the impact of a growth set back on an economy  

 To assess the impact of various government policies in bringing the economy 

back to its 8-9 per cent growth trajectory  

 To study the Indian MSME sector in detail and understand its importance from 

the perspective of inclusive growth 

 To recommend policy measures in general as well as specific to the MSME 

sector that can serve to reaccelerate the GDP growth rate 

 To study the reform process of other countries and specifically to analyse the 

policies undertaken in the SME sector  by these countries 
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2. Methodology 

2.1 Literature Search 

Economic growth is a vast topic to study, analyse and give solutions. GDP growth 

being a so called measure of economic growth needs to be analysed from varied 

perspectives. There are many official mega institutions like the Reserve Bank of 

India, Ministry of Finance, Planning Commission, Central Statistical Organization 

and so on that publish research work on the state of macroeconomic variables, 

past performance, future prospects and viable policy options. Even international 

institutions like the International Monetary Fund, Asian Development Bank etc. 

keep publishing reports on various aspects of this issue from time to time. 

Therefore, the major portion of research methodology comprises literature review. 

This involves a critical understanding and review of working papers by various 

economists, policy researchers and committee reports.  

Further, since growth is an evolving phenomenon, and the government and the RBI 

frequently keep announcing new measures and approaches to put the Indian 

economy back to its 8-9 percent growth path, the author has tried to keep track of 

recent publications in newspapers and journals. Policy announcements, views of 

various corporate tycoons, statement of ministers and estimates by giant 

companies are given due consideration during the course of research. 

As has been mentioned, the focus is laid on the MSME sector as this comprises a 

major chunk of manufacturing and exports as well as significantly contributes to 

GDP. Therefore, various reports published by the Ministry of MSME have been 

carefully referred to while assessing the importance and challenges faced by this 

sector. In addition, research papers on SME sector of other countries like China, 

Indonesia have been cited to get a glimpse of the performance of and policies for 

this sector. 

2.2Meetingsand Interviews 

2.2.1 Discussion with Mentor 

Mentor name: Shri Amit Nigam  

Designation: IAS, Direct Income Tax, Moradabad  

The intern’s mentor introduced her to the topic that is much in policy discussions 

and media reports nowadays. He gave her a history of the Indian economy dated 

back to the late 1980s and early 1990s when a series of economic reforms were 

implemented to pull the economy out of a critical situation. The economic base on 

which the Indian economy rests today was largely setup during this reform 

process of liberalisation, globalisation and privatisation. After the implementation 

of these reforms, the economy started exhibiting signs of recovery. The economy 

grew at a rate of 9 percent in 2008-09. The major pick up was made by the services  
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sector with industry following it, though agricultural sector did not show 

comparable levels of growth.  

Today, the scenario of low GDP growth has become a puzzle for the policymakers, 

since we had been able to achieve a high growth rate in the preceding years. There 

is a need for another round of economic reforms, suitable according to the global 

economic environment in which India operates in the present day. The major 

concern is with regard to fixing our twin deficits in order to achieve fiscal balances 

and revival of animal spirits in the economy.  

A further point was made by him regarding the relationship between growth and 

inflation. In a scenario of high inflation and low growth, the former issue needs to 

be addressed first since its impact is quickly realized by the major section of the 

population. Thus, in order to ensure political stability, the government, in sync 

with the RBI, has to implement actions to combat inflation. In other words, the goal 

of achieving price stability precedes the goal of ensuring high growth.  

2.2.2 Discussion with others 

Date Name Designation  Institution Topic of 

Discussion 

03/06/2013 Mr Ambuj 

Jain 

Vice 

President, 

Financial 

Markets 

Jubilant Life 

Sciences Ltd.  

To get an 

understanding of 

the 

macroeconomic 

setup of the 

Indian economy 

and to 

understand what 

should be the 

core areas of 

policy 

implementation 

 

Please refer Appendix A for details* 
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3. Current Government Efforts 

 

3.1 Government Efforts at the macro level 

Realizing both the need and pressure to implement reforms in order to put the 

economy back to the high growth path, the government has taken the following 

measures.  

 

3.1.1 Cabinet Committee on Investment (CCI): This committee has been set up 

with the major objective of speeding up of clearances or approval of major 

infrastructure projects, exceeding more than Rs. 1000 crore. It basic objective is to 

identify key projects in sectors like manufacturing and infrastructure and 

prescribe time limits for issue of requisite approvals and clearances by 

Ministries/Departments. This step is expected to establish a conducive investment 

climate in the economy by bringing in transparency, efficiency, and accountability.  

 

3.1.2Partial Deregulation of diesel prices: The government has authorised Oil 

Marketing Companies to hike diesel prices from time to time. This move of the 

government is linked with reducing the subsidy burden which in turn will bring 

down the fiscal deficit that toady stands at a dangerous level. A deregulated 

environment will also foster international competitiveness to our oil industries 

though the economy may have to bear short run costs in terms of high inflation 

and political unrest. 

3.1.3Reforms in Foreign Direct Investment (FDI): To revive investor sentiment, 

the Department of Industrial Policy and Promotion announced the revised FDI 

policy with effect from 5th April 20137. Accordingly, 51 per cent FDI was allowed in 

multi-brand retail and49 per cent investment by foreign airlines in the aviation 

sector. In case of single brand retail, 100 percent FDI was allowed and also, the 

government relaxed some of the earlier regulations. In respect of proposals 

involving FDI beyond 51 per cent, it was declared that at least 30 per cent of the 

value of goods purchased should be sourced from Micro, Small and Medium 

Enterprises. The reforms also included raising FDI cap in broadcasting from 49 per 

cent to 74 per cent, allowing foreign investment in the power exchanges, raising 

FDI cap to 74 per cent in service providers like DTH in broadcasting. Also, FDI 

ceiling in asset reconstruction companies was increased to 74 percent from 49 

percent with the objective of attracting more foreign expertise in the 

segment. Foreign Institutional Investors were also allowed to invest up to 23 per 

cent in commodity exchanges without seeking prior approval of the government. 

All these steps were taken by the government in order to attract more foreign 
                                                           
7Annual Report 2012-13; Department of Industrial Policy and Promotion; Ministry of Commerce 
and Industry; Govt. of India 
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investment into the country that would tackle the supply side constraints faced by 

the economy, maintain a positive image in the world economy with regard to 

credibility in terms taking steps to fix the economy and generating employment.  

3.1.4 Land Reforms: Land is the most important valuable asset of the economy. 

Reforms in this sector would help industries and large business houses to set up 

and expand.  In this context, the following moves have been made.  

 Land Acquisition and Rehabilitation and Resettlement Bill (LARR): This 

bill has been cleared by the Cabinet to bring about greater clarity and speed up 

the settlement of land transactions. This will mainly benefit small and medium 

enterprises in getting quicker access to land, since these enterprises do not 

have the legal support to handle such issues. Also, such a bill if implanted will 

also ensure that those who have to part away with their land, are appropriately 

compensated. The bill will also enable redistribution of land from the owners of 

land who wish to migrate to urban areas to the landless. In all, the bill will 

ensure that land is put to its most productive use, thus enhancing productivity 

and growth.  

 National Land Records Modernization Programme (NLRMP): This initiative 

started by the government in 2008. The aim of this programme is to update and 

digitize land records by the end of the Twelfth Plan (2012-17).  One of the 

objective is also to move from presumptive title to conclusive title. Conclusive 

title is where the registration of a title implies that the owner’s title is legally 

valid. Presumptive title on the other hand, is a right over the property arising 

out of mere possession or occupation without having any apparent right. 

 

3.1.5 Delhi Mumbai 

Industrial Corridor (DMIC): 

This project is being 

developed by the 

Government of India with a 

long term vision of creating a 

strong economic base with 

globally competitive 

environment. The project 

was considered by the 

Ministry of Economy, Trade 

and Industry (MIET) of Japan 

and the Ministry of 

Commerce and Industry 

(MOCI) in India. This master 

plan has an aim of creating 

24 new manufacturing cities.  

 

Figure 6 Delhi Mumbai Industrial Corridor 
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Figure 6 shows a prospective coverage area of the project covering six major 

states: Uttar Pradesh, Rajasthan, Maharashtra, Gujarat, Haryana and Madhya 

Pradesh. The project goals are8: 

 
 Double employment potential in 7 years: This change is to come from 

industrial growth and the skill development programme. Under this 

programme, the aim is to set up a skill development centre in every state with 

subsidiaries linked to it. 

 

 Triple Industrial output in 9 years: The project targets at upgrading existing 

industrial clusters and facilitating set up of new industrial units. An additional 

plan is to upgrade existing industrial structures proposal is to create a well-

functioning power infrastructure. Power for industrial units is an essential 

requirement.  

 Quadruple exports from the region in 8-9 years: Exports will automatically 

receive a boost if a growth promoting environment is setup for the industrial 

units.  

 

3.1.6 National Skill Development Corporation (NSDC) and National Skill 

Development Agency (NSDA): NSDC is a Public-Private Partnership aimed at 

fostering skill development. The main objective of this initiative is to contribute 

considerably to the total target of skilling and upskilling 500 million by 2022 in 

India. A large part of the programme is aimed at catering to the skilling needs in 

the unorganized sector. This corporation provides financing to enterprises that 

provide skill training and develops enhancive PPP models to facilitate private 

sector initiatives in this regard. This move is expected to seize the demographic 

dividend. 

 

On the other hand, NSDA is a recent reform measure of the government. This is an 

autonomous body that is expected to coordinate and harmonize the efforts of the 

government and the private sector in meeting the skill targets in tandem with 

those of the 12th five year plan (2012-2017). The sole purpose is to meet the sector 

specific requirements benchmarked to international standards and hence, boost 

the employability of youth in India. 

 

3.1.7 Unique Identification System (UID): Under this system, Aadhaar cards 

would be issued to each citizen of India. Aadhaar is a twelve-digit unique 

identification number that will serve as a proof of identity and address. This 

system will ensure biometrically identification of individual citizens and thus, it 

can help in better identification of the poor. This will lead to better targeting in a 

number of social programs of the government like the Public Distribution System. 

                                                           
8www.dmic.com 
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Better targeting in turn will help reduce the implementation costs due to reduced 

corruption and bring down the fiscal deficit of the country. The amount of savings 

from the implementation of this programme will help to free up funds for other 

development expenditures that can increase growth. 

 

3.1.8 Fiscal Consolidation: The government has started its fiscal consolidation 

programme on the recommendations of the Kelkar Committee Report, 

2012.Expenditure on subsidies constitutes the majority of government 

expenditure. Of the total subsidies, subsidies on Petroleum, Food and Fertilizer 

comprise more than 90 per cent9.The government is making efforts to reduce 

distortionary subsidies, enhance disinvestment receipts and implement Goods and 

Services Tax.  

 

3.2 Analysis of work done so far 

3.2.1 Analysis of work done by Cabinet Committee on Investment: The CCI has 

been active in delivering the role that was assigned to it. Federation of Indian 

Chambers of Commerce and Industry (FICCI) has forwarded the list of more than 

50 delayed projects in sectors like mining, power, water, gas supply involving 

investment of more than Rs. 2.89 lakh crore. These projects if cleared will give 

huge boost to development and economic growth. FICCI reports that CCI has been 

effective in resolving inter-ministerial issues. As cited by newspapers and other 

media, the CCI is working towards the objective. 

 

3.2.2 Analysis of Oil Price Deregulation: The government has told state fuel 

retailers to raise fuel prices by Rs. 0.40 to 0.50 a litre per month. Though the 

government has not given a specific time frame for oil price hike by oil companies, 

it is making continuous efforts to do the same by allowing oil companies to raise 

prices. The move portrays clear intention of the government to improve its subsidy 

bill and increase the international competitiveness of the oil companies.  

 

3.2.3 Analysis of effectiveness of FDI reforms: The government has been very 

proactive in raising FDI caps in various sectors. As believed, the move will attract 

more foreign investment into the economy and help in the long term development. 

But, it is important to bring structural improvements into the economy before 

expecting significant FDI inflows. Raising FDI caps is a necessary but not sufficient 

condition to attract foreign investment  

 

3.2.4 Analysis of measures to implement land reforms: The conscious efforts 

by the government of India in this direction may prove to be beneficial in the long 

run. Though the implementation is subject to the direction in which public policy 

                                                           
9Report of the Committee on Roadmap for Fiscal Consolidation; Kelkar et al.; September 2012 
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debate settles in. The Land Acquisition Bill is still in controversy and is often 

blamed to hurt land owners who fear that they would not be receiving the right 

compensation for their asset. Furthermore, the issue of land still remains sensitive 

in a country like India, where people relate it to their customs, traditions and 

ancestors. Thus, effective land reforms is still a long way to go.  

 

3.2.5 Analysis of the working of DMIC: This project is one of the most growth 

enhancing effort of the government. It aims to create industrial townships called 

“smart cities” that will have world-class infrastructure, logistics support and other 

facilities comparable to global standards. The success of the project depends on 

many factors like adequate availability of coal and gas supply and a whole series of 

policy issues. For instance, recent reports have cited uncertainty of sufficient gas 

supply for its five proposed 6000 MW power plants as a major hurdle. However, if 

this mega Indo-Japan project succeeds, seven new cities will be created in its first 

phase. The relation between urbanisation and growth is clear from the experiences 

of other countries as well. 

 

3.2.6 Analysis of Skill Development Programme: In this regard both the 

government and the private sector are playing active and complementary roles. 

The NSDC has an equity base of Rs. 10 crore of which the government of India has 

49 per cent stake and private sector has 51 per cent stake. Both parties are 

working towards facilitating skill development initiatives. It was setup in 2009. So, 

over a period of three years, it is difficult to make breakthrough changes but surely 

the corporation in growing dynamically to cater to the needs of skilling people. The 

National Policy on Skill Development has laid down the basis for creation of a 

Sector Skills Council for performing functions such as determination of 

competency standards and qualifications, development of curricula and active 

participation in process related to examination, certification and accreditation. On 

the other hand, NSDA is a newly introduced body. So, an analysis of its efforts can 

be taken in future course of time. If continued in the successful manner, the two 

moves are soon to become driving force of Indian economic growth.  

 

3.2.7 Analysis of UID System: Possession of Aadhaar Cards is clearly going to be a 

game changer in India’s growth story. The scheme though in its nascent stage, has 

well defined objectives and is widely appreciated by various stake holders. The use 

of technology, basically mobile phones, to bridge the gap that the poor face, be it in 

accessing financial services or other government schemes, is the basic model on 

which the UID system is to operate.  

 

3.2.8 Analysis of the Fiscal Consolidation Programme: The fiscal consolidation 

programme of the government is in progress though at relatively slow pace. 

Introduction of Goods and Services Tax, a review of Direct Tax Code and setting up 

models of disinvestment are the areas where the Ministry of Finance intends its 
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focus. On the expenditure side, rationalisation of schemes and better monitoring 

need to be implemented. The government is all set to economise on plan and non-

plan expenditure. How much of all this gets implemented is again subject to policy 

debates. 

 

3.3 Policy Initiatives for boosting the growth of the MSME Sector 

3.3.1 Credit Guarantee Fund Scheme: This scheme is implemented to make 

collateral free available to Micro and Small Enterprises. The corpus of this scheme 

Credit Guarantee Fund Transfer Scheme for Micro and Small Enterprises is being 

contributed by the Government of India and SIDBI in the ratio of 4:1. The details of 

the scheme are given below: 

(a) Objective: This scheme has been launched by the Government of India and 

Small Industries Development Bank of India (SIDBI) to provide collateral/third 

party guarantee free credit to Micro and Small Enterprises. In order to 

operationalize the scheme, a Credit Guarantee Fund Trust for Micro and Small 

Enterprises (CGFMSE) has been setup. The major objective of this scheme is to 

enable first generation entrepreneurs to set up their own enterprises without 

worrying about credit availability or backing it up by any collateral. The scheme 

would also enable the lender to give importance to project viability and secure 

credit facility purely on the basis of primary security of the assets financed. It 

further mandates the lender to provide composite credit to borrowers to meet 

both working capital as well as term loan requirements from a single lending 

agency.  

(b) Eligibility:  

i. Lenders: All scheduled commercial banks and specified Regional Rural Banks, 

NSIC, SIDBI that have entered into an agreement with the Trust are eligible 

lenders. The eligible lending Institutions, are called the Member Lending 

Institutions (MLIs) of CGTMSE. 

ii. Borrowers: New as well existing Micro and Small Enterprises, including 

Service Enterprises are eligible under the scheme.  

iii. Rehabilitation Assistance: For the unit covered under CGTMSE and becoming 

sick ( a unit that has accumulated losses up to or exceeding its entire net 

worth) due to factors beyond the control of management, assistance for 

rehabilitation extended by the lender could also be covered under the scheme 

given that the overall assistance is within the credit cap of Rs.100 lakh.  

iv. Non-eligibility:  Any facility given on the basis of collateral security or third 

party guarantee can be disqualified for coverage under the scheme. The Trust 

also reserves the right to reject any application for the guarantee cover, if it 

deems necessary. 
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(c) Credit Coverage: The guarantee cover available under the scheme is to the 

extent of 75% / 80% of the sanctioned amount of the credit facility, with a 

maximum guarantee cap of Rs.62.50 lakh / Rs. 65 lakh. The extent of guarantee 

cover is 85% for micro enterprises for credit up to Rs.5 lakh. The extent of 

guarantee cover is 80%(i) Micro and Small Enterprises operated and/or owned by 

women; and (ii) all credits/loans in the North East Region (NER). In case of default, 

Trust settles the claim up to 75% (or 80%) of the amount in default of the credit 

facility extended by the lending institution. 

3.3.2 ISO 9000/ISO 14001/ HACCP Certification Reimbursement Scheme: 

This scheme provides incentives to those small scale firms undertakings who have 

acquired ISO 9000/ ISO 14001 certifications. The main features of this scheme 

include provision of reimbursement of 75 percent of the expenditure for acquire 

the above mentioned certifications with an upper limit of Rs 7000/-. z 

3.3.3 MSME Market Development Assistance (MDA): The scheme offers up to 

75 percent funding for participation of registered small and micro manufacturing 

firms in international trade fares and exhibitions. It also provides financial 

assistance for using Global Standards in Barcoding. Finally, a purchase and price 

preference policy has been designed under this scheme in order to provide 

marketing assistance to MSEs registered with NSIC under its Single Point 

Registration Scheme. In addition, 358 items are registered for exclusive purchase 

from the MSE sector.  

3.3.4 Mini Tool Rooms: Under this scheme, central assistance is provided for 

setting up of new tool rooms in the form of 90 percent of the cost of 

machinery/equipment or Rs 9 crore, whichever is less, and 75 percent of the cost 

of machinery/equipment or Rs 7.5 crore whichever is less in case of existing tool 

rooms. The balance cost of machinery/equipment and the cost of land and 

buildings is to borne by the State Government or State Agencies. 

3.3.5 Assistance to Entrepreneurship Development Institutes (EDIs): This 

scheme is being implemented for strengthening training infrastructure in EDIs 

through provision of funding up to 50 percent or Rs 50 lakhs, whichever is less, for 

State Governments. Central assistance is only expected to act as a catalyst in the 

efforts of States/Union Territories.  

3.3.6 Scheme of Micro Finance Programme: In order to elevate the poor out of 

poverty, this scheme intends to promote self-employment through provision of 

credit. The main financial institution that ensures credit availability is SIDBI and 

the implementation of the programme works through the efforts of NGOs/ Self 

Help Groups.   
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3.3.7 Scheme of National Award: With an objective of recognizing the efforts and 

achievements of entrepreneurs and enterprises in MSME sector, awards are given 

every calendar year to the most deserving entrepreneurs of MSMEs registered 

under the MSMED Act, 2006. 

3.3.8 Scheme to Support 5 Select University/ Colleges to Run 1200 

Entrepreneurship Clubs per Annum: The main objective of this scheme is to 

encourage entrepreneurs as well as to bring together entrepreneurs, universities, 

and MSME-Development Institutes for the purpose of addressing issues and 

concerns of these small scale units and a platform to discuss scope for future 

improvements. 

3.3.9 Micro-Small Enterprises Cluster Development Programme (MSE-CDP): 

A cluster development approach has been identified with the objective of 

facilitating the competiveness and productivity of the MSMEs and creating as well 

as upgrading infrastructural facilities in the new or existing industrial clusters. 

Such an approach is also expected to promote knowledge sharing and trusting 

building among industries or firms belonging to the same cluster.  

3.3.10 Credit Linked Capital Subsidy Scheme Technology Upgradation: The 

scope of the scheme includes diagnostic study, soft intervention, setting up of 

Common Facility Centres (CFCs) and Infrastructure Development. 

3.3.11 Implementation of Micro, Small and Medium Enterprises Development 

(MSMED) Act, 2006: This Act aims to facilitate the promotion and development of 

small and medium enterprises by bring these enterprises in a formal ambit and 

thus ensuring supply of raw materials, credit and other facilities. The Central 

government issues various notifications from time to time in order to increase 

investments in plant and machinery and hence achieve economies of scale by 

improving production of goods. 

3.3.12 De-reservation of products in the Micro and Small Enterprise Sector: 

During the pre-1991 period, a policy of reservation of products in the Small Scale 

Industries (now called Micro and Small Enterprises), in order to protect these 

industries from competition and foster regional balances, employment generation 

and socio-economic development. However, as the economy was de-regulated, 

reservation was countered by de-reservation of products with the objective of 

providing technology upgradation and promotion of exports. The new policy of 

Small, Tiny and Village Enterprises of August 1991, created an environment of 

more openness and adaptability to operate in a competitive environment. The 

policy of withdrawing protection measures is evident from the fact that between 

1997 and 2001, only 39 items were de-reserved. On the other hand, during 2008, 

93 items were de-reserved. At present, only 20 items are reserved for the exclusive 
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manufacture of items in the micro and small sector in sectors like food and allied 

products, wood and wood products, paper products, glass and ceramics.  

3.3.13 Prime Minister’s Task Force on MSMEs: this task force was set up on 2nd 

September, 2009 in order to discuss issues with MSME associations and 

recommend solutions for the same. It focusses on six thematic areas including 

credit, marketing, labour, rehabilitation, and exit policy, infrastructure, technology 

and skill development and taxation.  

3.3.14 Rajiv Gandhi Udyami Mitra Yojana: The objective of this scheme is to 

provide support and assistance to first generation entrepreneurs. An Udyami 

Helpline no. 1800-180-6763 is available for providing information on promotional 

schemes of the government, procedural formalities for setting up a business, credit 

facilities etc. 

3.3.15 Public Procurement Policy for goods produced and services rendered 

by MSEs: The policy makes it mandatory for achieving an overall procurement of 

minimum 20 per cent of total annual purchases of products produced/ services 

rendered by MSMEs within a period of 3 years.  

3.3.16 National Manufacturing Competitiveness Programme (NMCP) under 

XI plan: National Manufacturing Competitiveness Council has conceptualized and 

laid out the framework for the implementation of the components under this 

programme. Ten schemes have been proposed for the promotion of ICT tools, 

marketing support, entrepreneurial development, mini tools rooms etc. These are 

to be executed in the PPP model.  
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Table 4 Components of NMCP 
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4. Results and Discussions 

 

4.1 Findings from the literature 

 

4.1.1 Understanding the concept of GDP: Before going into the technical aspects 

of the problem, it would be convenient to first understand the components of 

Gross Domestic Product at market prices. This can be stated in terms of the 

following equation. 

𝐺𝐷𝑃 = 𝑃𝐹𝐶𝐸 + 𝐺𝐹𝐶𝐸 + 𝐺𝐷𝐶𝐹 + 𝑋 −𝑀 

Where PFCE is Private Final Consumption Expenditure comprising final 

expenditure by the household sector, GFCE is Government Final Consumption 

Expenditure comprising expenditure for consumption purposes by the 

government, GDCF is Gross Domestic Capital Formation comprising fixed 

investments, change in inventory and valuables, X stands for exports and M for 

imports.  The difference between X and M gives the trade surplus (or deficit).  

4.1.2 Analysing the reasons for the fall in GDP growth rate: Having cited the 

components of GDP, the next step is to understand the reasons behind the sudden 

slowdown of the economy. Or in the other words, what was the contribution of 

each component towards the fall in growth rate.  

 Low private consumption demand: Private final consumption expenditure 

accounts for about three-fifths of the GDP at market prices. This has fallen 

remarkably from 8 per cent in 2011-12 to 4.1 per cent in 2012-13. Note that 

private final consumption expenditure is a component of aggregate demand and 

fall in demand pushes the economy for a slowdown. One reason for the fall in 

PFCE can be accorded to high inflation leading to low real incomes. Another 

reason could be high policy rates that increase the interest costs of loan for 

consumption of durables. 

 

 Weakness in Industry:  registered a growth rate of only 3.5 per cent and 3.1 

per cent in 2011-12 and 2012-13 respectively. The low growth of the industrial 

sector was mainly on account of construction, mining and quarrying, 

manufacturing, electricity, water and gas. The share of these industries is 

remarkably high both in terms in output and employment as far as the 

industrial sector is concerned.  
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Table 5 Quarterly Estimates on Industry Sectors (year-on year in percent) 

 

 Decline in Investment: Gross Domestic Capital Formation as a ratio of GDP at 

market prices was estimated to be 35 per cent in 2011-12 as against 36.8 per 

cent in 2010-11. Investment includes both public investment and private 

investment. Both declined as a share of GDP and within private investment, 

corporate investment registered the steepest decline. The reasons for the fall in 

corporate investment are mainly two. First, high policy rates (regulated by the 

RBI), increased the cost of borrowing adversely affecting investment. Second, 

reduced demand for our exports may also discourage investments. There has 

been a rise in the number of stalled projects. Till December 2012, six sectors 

accounted for 80 per cent of the stalled projects-electricity, roads 

telecommunication services, mining, steel and real estate. The major reason for 

this stalling of projects has been policy bottlenecks mainly on account of 

difficulties and disputes with land acquisition, coal linkages, mining bans etc.10 

 

Figure 7: Rising value and volume of Stalled Projects11 

                                                           
10 Chapter 2; Economic Survey 2012-13  
11 CMIE, CapEx 
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 Low exports: Our export sector still faces a lot of inefficiencies. Monthly export 

growth rates were negative for 2012-13 except for a marginally positive 

growth rate in April 2012. Export growth in rupee terms declined steeply from 

28.3 per cent in 2011-12 t 9.1 per cent in 2012-13. There are two reasons for 

this fall in export growth. One is slow down of GDP growth of partner countries. 

From more than 6 per cent on a year-on-year basis in 2010 first quarter to less 

than 1 per cent in 2012 third quarter. The second reason is changes in 

exchange rate. Though the effective real exchange rate has depreciated 

suggesting that exports must rise, it has been found not the effect of exchange 

rate movements has not been statistically significant in impacting imports. So, 

it is the first reason that can be held responsible for the sharp fall in exports.  

   

Figure 8 Trend in growth rate of Indian Exports12 

 

 Rising Import bill: Our imports have been shooting up both in terms of value 

and volume. This is mainly on account of recent surge in gold imports and 

inelastic oil imports. Rupee depreciation on a frequent basis is blowing up the 

import bill to alarming levels. All this has contributed to a disapprovingly high 

Current Account Deficit (CAD), at around 6.7 per cent of GDP, a level that is 

feared by many policy makers as unsustainable.  There is urgent need to 

introduce policies to minimise gold imports. The RBI has to step in to control 

the rupee dollar exchange rate that is hovering around the dangerous 60 level 

mark.  

 

                                                           
12  CEIC and IMF direction of Trade Statistics 
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 Weak monsoon: A weak monsoon in the last fiscal year, 2011-2012 resulted in 

low farm output, further aggravating the supply side constraints. India, world’s 

second big producer of rice, cotton and sugar, experienced weakest rainfall 

since 2009. The incomes as well as livelihood of the people associated with 

agriculture remained low. This affected the demand side adversely. In addition, 

it also fuelled food inflation, in turn affecting growth measures. 

 

 High fiscal deficit: The issue of rising fiscal deficit is a consequence of the 

fiscal stimulus injected during the global financial crisis. Though the 

government has time and again promised to curb the fiscal deficit down to 3 

per cent by 2017, the number remained quite high, close to 4.89 per cent of 

GDP in the current fiscal. The huge burden of subsidies on the government and 

falling tax-GDP ratio are the factors that have contributed towards this. Tax-

GDP ratio declined from 11.9 per cent in 2007-08 to 9.9 per cent in 2011-12. As 

has been empirically estimated, a tax-GDP ratio of more than 11 percent is 

necessary for sustaining high growth.  

 

 Infrastructure Bottlenecks: This is the major reason that is responsible for 

this laid back growth. There are cost and time overruns affecting major sectors 

like water resources, power, railways, road transport and highways. A healthy 

infrastructure can lay the basis for a sustained growth path through.  

 

 Credit constraints: Most of the sectors in the economy remain small or 

underdeveloped because of financial limitations. The major sector that is 

bearing the consequences of the poor financial set up is the Micro Small and 

Medium Enterprises (MSME) sector. These small firms can prove to be the 

engine of India’s growth story. But majority of these have to rely on informal 

sources of credit like moneylenders/chits. The problem lies with the fact that 

since these enterprises form the “unorganized” sector, banks and other 

financial institutions are not willing to lend money to them since there is no 

mechanism to guarantee their credibility.  

 

 Reduction in Financial Savings: The major instruments of financial savings 

are pension funds, provident funds, insurance funds, shares and debentures 

etc. Financial savings accounted for 55 per cent of the total savings of the 

household sector during 1990s. Their share declined to 36 per cent in 20011-

12. While the share of pension and provident funds has been rising mildly on 

the recommendations of the sixth pay commission, the share of shares and 

debentures has been falling. This is mainly on account of rising volatility and 

lower returns. Besides, high inflation has led to investment in gold as investors 

view it as a ‘safe haven’. This has a negative impact on savings.  
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 Sluggish Global Economy: According to estimates, world growth was below 3 

per cent in the middle of 2012. The Eurozone area is still not completely out of 

crisis and the United States is only partially recovering on account of its 

uncertain fiscal policy. Japan too has just begun its course of another 

generation of reforms. So, the weak global economy is impeding on India’s 

growth efforts. For instance, the export demand remains low and investment 

through foreign sources is too not picking up in the way it was intend to. 

4.1.3 Linkages between growth of MSMEs and GDP growth 

There are four linkages from MSMEs’ growth to GDP growth. These can be 

described as follows. 

a) The first one is the direct linkage in terms of increased production. This is the 

supply side linkage. As the major portion of manufacturing output comes 

through this sector, a growth spurt in this sector will give a boost to our 

manufacturing which comprises a major portion of the GDP. The National 

Manufacturing Policy (NMP), aims to increase the sectoral share of 

manufacturing in GDP to 25 per cent over the next decade and generating 

additional 100 million jobs in the manufacturing sector through an annual 

average growth rate of 12-14 percent in the MSME sector.  

b) The second linkage comes from employment generation. Growth in the MSME 

sector results in growth in employment. As more people are employed, they are 

able to earn higher incomes. Higher incomes in turn result in greater demand 

for the products, even outside the MSME sector. This is the demand side linkage 

that boots consumer demand.  

c) The third linkage comes directly via exports. As pointed out, MSMEs contribute 

about 40 percent of the exports. Expansion of this sector will raise our exports 

and thus the GDP.   

d) The fourth linkage is an indirect one. This relates to increased growth of the 

sector in terms of greater investment in plant and machinery as well as greater 

innovation. This leads to enhancement of productivity of these enterprises. 

And, as suggested by most growth theories, higher productivity leads to higher 

economic growth. 

 

4.1.4 International Strategies and Policies to boost the growth of MSMEs 

(a) Cluster Centric Approach:  SME clusters refer to a band of enterprises, in a 

specific region or sector that produce and/or sell related or complimentary 

products and thus face common issues and challenges.13 Clustering maximizes 

regional accessibility to produce and market through capitalizing on cooperatives, 

joint ventures and alliances. It also facilitates competitiveness among the 

enterprises in a cluster by fetching the benefits of economies of scale and helps to 

                                                           
13 Development of Clusters and Networks of SMEs; The UNIDO Programme  
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reduce business expenditures by creating a commercial network.  Not only this, 

firms in a cluster can operate on model of knowledge sharing and work together to 

bring about mutually beneficial technological innovations. The positive effects of 

innovation go beyond the existing clusters to influence the entry of new 

entrepreneurs in an industry or product development. Further, a sense of trust 

building facilitates the growth of a particular cluster and hence, similar 

relationships among various clusters helps facilitate the growth of the SME sector 

as a whole. Chinese SME clusters operate on the concept of ‘one village, one 

product’ or ‘one town, one industry’. For instance, Shengze Textiles, Hengshan 

Sewing Machines, Ningbo Costumes are few clusters that illustrate this fact. 

Horizontal convergence, that is, collaboration of small enterprises for production 

and/or marketing and vertical convergence, that is, collaboration with big 

enterprises or working as subcontractors for them are the two operational 

approaches that these clusters adopt. Though there are certain problems relating 

to credit, marketing and technology, the Chinese government is proactively 

framing policies to guide the development of SME clusters and boost their 

productivity.  

(b) Credit Supplementation: Japanese government has developed a credit 

enhancement system for the ensuring proper lending to SMEs. Figure 9 shows the 

credit supplementation scheme for SMEs. Competitive funding is provided the 

small firms to government bodies like Japanese Financial Corporation for SME. In 

order to supplement this credit, Credit Guarantee Corporation provides collateral 

free credit subject to a certain cap to the SMEs.  

(c) Technology Guarantee: The South Korean government focusses on the role of 

technology for the development of a business enterprise. It has launched the SME 

Technology Innovation Programme that provides funds to the SMEs for the 

development of technology and has made a provision that 30 per cent of the 

contribution to be paid by the government as technology fee, over five years, when 

the product development task becomes successful. Apart from this the financial 

support programme of the government ensures that collateral free credit is 

provided to the eligible units. An innovative model followed in order to overcome 

the difficulties in financing SMEs, Korean Technology Finance Corporation (KIBO) 

has launched a technology guarantee services programme that covers the losses 

incurred by the borrower. 
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Figure 9 Schematic Chart of the Credit Supplementation Systems for SMEs in Japan14 

 

4.2 Findings from discussions and impact on the theoretical focus of the 

project 

The whole issue of Gross Domestic Product is based on the current and ever 
evolving macroeconomic setup of the country. The issue is dynamic in nature and 
one needs to look at various aspects at the same time. For instance, economists 
often sight the twin deficit hypothesis, whenever a discussion on a subject like 
growth takes place. The twin deficits refers to the Fiscal Deficit and the Current 
Account Deficit. The hypothesis interlinks one with the other or, stating 
specifically, how one leads to the other. Given a level of private savings, if fiscal 
deficit rises, then either private investments should fall or net exports should fall, 
that is, trade deficit must rise. This shows how fiscal deficit can lead to an increase 
in Current Account Deficit. Often, this is the reason why a high fiscal deficit is often 
looked in the perspective of foreign financing of the fiscal deficit.  

The analysis of reasons for slowdown is done in a domestic as well as international 
context. The most important point is that we cannot study one aspect of this issue  

 

 

                                                           
14 Small and Medium Enterprise Agency, Japan 
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in isolation. Whatever happens in an economy is result of a mix of policy 

governance, structural setbacks, market sentiments and numerous other forces 

that operate visibly independently but are intrinsically connected.   

While interacting with a senior post official of a firm, the linkage between the real 

economy, the framework within which goods and services are exchanged, and the 

financial economy, the framework within which monetary gains and financial 

assets are channelized, was discovered. Often the growth of the real economy is 

said to influence the growth of the financial economy. Simply stating, higher 

income will imply higher savings in financial instruments. But the role of market  

Sentiments establishes the backward linkage from financial economy to the real 

economy. These can be more appropriately stated as the repercussion effects in a 

flourishing economy. When market sentiments are positive and animal spirits 

high, the investors are likely respond by raising investments and high investments 

ultimately lead to boosting growth.  

Analysing all these discussions, it was found out that the topic of growth cannot be 

studied without a macroeconomic perspective. Yet, due to limited availability of 

time, it is important to focus on one particular aspect in order to derive substantial 

results. Thereby, the author has laid emphasis on the MSME sector.  
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4.3 Gap analysis 

 

Though there have been efforts to stimulate growth, yet the economy is still facing 

a lot of hurdles. The basic problem lies with the need to introduce newer reform 

measures aimed at addressing the requirements of the dynamic global economic 

environment. In addition, the existing policies have a lot of implementation 

failures.  

4.3.1 Policy Bottlenecks: Though the economy was liberalised in 1991 economic 

reforms, yet businesses today have to survive in a regulated environment. 

According to World Bank Report 2013, India ranks 135 (out of a total of 185 

countries) in ease of doing business, 173 in starting a business that involves 12 

procedures, 27 days and a paid up capital of 140 percent of the national income. 

On the other hand, it takes only 7 procedures, 19 days and 18 percent of the 

national income in the neighbouring nations in South Asia.15 

4.3.2 Corruption: Corruption is a menace in the nation present in each in every 

department of each and every sector. It stems from the hierarchical system of 

authority and multiple levels of assignment of responsibility. India has lacked to 

develop an efficient monitoring mechanism to combat corruption. For instance, in 

the case of the Public Distribution System (PDS) for delivering subsided grains to 

below the poverty line (BPL) people, the proportion of siphoning off is very high. 

PDS remains dysfunctional in many states like Bihar, Rajasthan etc. that have 

witnessed poor monitoring of the entire scheme. Beneficiaries prefer to purchase 

from the market despite of the Fair Price Shops and their monthly quota of 

subsidized grain. The failure to match incentives with interests also adds to 

multiply corruption. Whatever scheme the government launches today has to be 

designed in respect of the possible scope of corruption that it might ignite. Thus, 

many policy reforms today are designed keeping in purview the minimisation of 

scope for corruption.  

4.3.3 Delay in Effective Implementation: Often the policies are well in place, the 

beneficiaries are well defined and all stake holders are appropriately mentioned. 

Yet, we see major setbacks in terms of implementation of those policies. This is a 

major hurdle that the Indian economy has to overcome. For example, National 

Rural Employment Guarantee Scheme has been in place since 2005. Yet, the 

benefits are not realized up to the expected levels. People often complain of their 

share of wages not transferred into their bank accounts or the indifferent attitude 

of government officials. 

                                                           
15Doing Business 2013; Smarter Regulation for Small and Medium Size Enterprises; World Bank. 
Also find at 
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-
Reports/English/DB13-full-report.pdf 
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4.3.4 Conflicts between the centre and the state: A perfect instance of state and 
centre interests’ conflicts in policy implementation would be Goods and Services 
Tax. The reform measure is clearly drafted and ready to be implemented in order 
to give a boost to India’s tax-GDP ratio through creating a unified mechanism for 
indirect tax collection, thus reducing tax evasion to minimum. But many states are 
in constant opposition to the scheme, basing their argument on the view that it 
would take away their most important source of revenue growth.  

4.3.5 External Pressures: Following globalisation as per National Economic 
Policy, 1991, often Indian policies are framed and implemented with pressure 
from international agencies like World Trade Centre, International Monetary Fund 
etc. For example, liberalising FDI policy was a reform measure that the Indian 
government had to implement in influence of the IMF and other credit rating 
agencies putting pressure to downgrade the economy had the reforms not been 
introduced. Often, India signs bilateral and multi-lateral trade agreements under 
the impact of the World Trade Centre.  
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5 Recommendations, Scope and Strategy for Implementation 

Before providing recommendations at the macro level, it is important to mention 

that any policy aimed at fulfilling certain macroeconomic objective will lead to 

conflicts of interests of different stake holders at least in the short run. In terms of 

core economics, it is seldom possible to frame a policy that is Pareto Improving. 

Pareto improvement is a situation when everyone is made better off without 

making anyone else making worse off. There is also a trade-off between the short 

run and the long run effects of a policy measure. A policy like FDI, might seem to be 

harming the local retailers in the short run, but in the long run, it is certain to woo 

foreign investors in the economy and lead to the better performance of 

macroeconomic variables.  

 

Having said this, there is huge scope of reforms in the Indian economic scenario 

since a lot of sectors remain underdeveloped or undeveloped. What India needs for 

long term growth is structural reforms and a responsible leadership. The concept 

of a political economy needs to be regarded in this context. The role of our leaders 

in forming and implementing policies has to be proactive. In this context, the fact 

the country will have general elections next year, casts serious doubts of whether 

the government would be introducing any serious reform measures in the coming 

year. 

   

A variety of reforms in areas like export promotion, direct benefit transfers, 

overcoming infrastructural bottlenecks, combating policy bottlenecks like 

procedural delays, oil price deregulation, skill development etc. have scope for 

implementation.  But all these reform measures work well at the macro level. As 

pointed out earlier, the government has already begun its panacea of strategies. 

 

In order to target a specific area of the huge and complicated economy wide setup, 

the proposed recommendations for boosting GDP growth focus on the growth and 

development of Micro, Small and Medium Enterprises for reasons mentioned 

earlier.   
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5.1 Redefining the ceiling limit of medium enterprises 

 
(a) Description: The Indian MSME Sector is characterized by low technology 

levels. Currently, the limits for classifying enterprises into micro, small and 

medium in terms of investment in plant and machinery are very low compared to 

international levels. A medium enterprise in the Indian context is the one that has 

investment in plant and machinery between Rs 5 crore and 10 crore, equivalent to 

about US$ 16.67 million. Whereas, in China SMEs are those enterprises that have 

an investment ceiling of up to 300 million Yuan which is about US$ 64 million.  

Now since investment levels as a percentage of GDP differ across countries, such a 

definition of MSMEs might be scaled down according to this proportion.  

  

(b) Impact: Raising the investment ceiling will encourage the medium enterprises 

to engage in technological innovation, quality upgradation and export orientation. 

It is important to note that the firm will still remain classified as medium under the 

MSMED Act and hence continue to benefit from the government schemes and 

incentives meant for such enterprises.  

 

(c) Strategy for implementation: The ceiling can be redefined by following a 

simple three step procedure.  The first step is careful examination of as to which 

international norm of classification of MSMEs would suit Indian MSME sector. The 

second step would be to rescale the investment requirement of that economy or 

group of economies by calculating a scale factor. This scale factor can be calculated 

by working out the Indian investment rate as a percentage of GDP as a proportion 

of the investment rate of the referral economy as a proportion of its GDP. The third 

step is a legal proceeding of incorporating such a change in the MSMED Act, 2006. 
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Figure 10 Strategy for implementation of redefining the ceiling limit of medium enterprises 
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5.2 Launching a national portal for selling the products of MSMEs online 

(a) Description: A website can be designed in order to make the products of these 

small firms in various sectors like textiles, readymade garments, furniture, 

handicrafts, Khadi, Coir, hosiery, and so on available online. Setting up of such a 

portal could be funded by the Ministry of MSME, along with involvement of private 

players for the purpose of delivery of products and maintenance and updating of 

websites.  

(b) Impact: Small firms face a major challenge with respect to marketing their 

products.  A national website will help to expand the reach of their products as 

well as also act as incentive for firms to get themselves registered under the 

MSMED Act. Such a marketing channel will encourage firms to opt for quality 

control and more investment in technology and innovation in order to be able to 

achieve a worthy business image nationwide.  It will also facilitate the rural-urban 

connect, as the urban middle and high income households who have become 

acquainted and addicted to online shopping can buy locally produced products in 

remote areas. 

(c) Strategy for Implementation: All of the e-commerce websites currently 

operating in India are owned and operated by private players. Since, MSMEs 

typically lack in brand developing, an online portal to market their products can 

certainly not be a sole private player initiative. Yet the model can run on a PPP 

mode wherein the one or more major private participants can be attracted to 

invest in setting up this website and establish delivery mechanisms. The 

government can ensure procurement of products from various MSME clusters and 

look into warehousing facilities.  
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Figure 11 Strategy for launch of national portal for selling MSMEs’ products online 
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5.3 Linking Technology Innovation with Credit Support 

(a) Description: There is an urgent need to focus on the technological aspect of 

the SME sector along with the major hurdle for its growth, namely lack of 

institutional credit. The proposed scheme will work like an incentive to promote 

the development of technologies in existing enterprises as the technically viable 

ideas and processes will be funded by a government agency after thorough 

scrutiny. Thus, enterprises could innovate in an environment where they do not 

have to worry about the source of getting funds to turn their idea into practicality.  

(b) Impact: Such a scheme will encourage enterprises to strengthen their 

technological expertise. And, firms with advanced technologies have the capacity 

not only to survive in a globally competitive scenario but also to produce 

commodities capable of meeting international standards.  

(c) Strategy for Implementation: The model is adopted form Korea’s technology 

guarantee programme. The basic idea is to enable banks to accept technology as a 

collateral for credit. At level 1, Ministry of MSME will provide the funds for setting 

up of Technology Guarantee Corporation. Next a Technology Guarantee 

Corporation needs to be setup that can operate in a PPP mode. This organization 

will have the responsibility of verifying and appropriately testing the technology of 

an enterprise. After the technology has been approved by the corporation, it issues 

a verification certificate to the firm. The firm is then entitled to use this certificate 

as a collateral against loans.  
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1. Application for loan 

2. Consultation and Application of Technology Guarantee 

3. Credit Investigation and Evaluation 

4. Approval of Technology Guarantee 

5. Issuance of letter of guarantee 

6. Provision of loans  
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Figure 12 Strategy for Implementation of linking technology innovatoion with credit support  



 

  
 
Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 40 
  
 

 

5.4 Replicating the Dilli Haat Model in other tourist attracting states 

(a) Description: Dilli Haat, an open air bazaar in Delhi, has been home to 

thousands of artisans and craftsmen. It is a market where buyers and sellers have 

the opportunity to interact with a festival mood set in 365 days a year. The 

traditional touch and unique products make this place as a must destination to 

shop for the foreign tourists.  A similar model needs to be adopted in other tourist 

friendly states of India like Tamil Nadu, Maharashtra, and Rajasthan etc.  

(b) Impact: Setting up such a model, will give an opportunity for local producers 

to directly reach the customers as well as enhance the scale of their operations. It 

can also give a boost to tourism industry in that state. It will also help to achieve a 

bigger goal of socio-economic development. 

(c) Strategy for Implementation: Ministry of MSMEs and Ministry of Tourism can 

together work with Delhi Tourism to build a replica of the Dilli Haat model in the 

most tourist visited states. MSME Clusters of that states can be identified and 

involved in such a setting.  
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Figure 13 Strategy for Implementation of Replica of the Dilli Haat Model 
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6. Conclusion 

Economic slowdown measured through low GDP growth at a dismal rate of only 5 

percent has set the policymakers on a new thrust to devise dynamic policies that 

can meet the needs of the changing global economic environment.  India is a large 

vibrant economy that has huge potential for reforms in different areas. With the 

rupee dollar exchange rate crossing the 60 level mark when this was written, with 

the fiscal deficit remaining little less than 5 percent of GDP and with the CAD at 

about 5 percent of GDP, the macroeconomic situation seems alarming with an 

urgent need for reforms. It is important to mention that Asia’s third largest 

economy registered one of the highest growth rates in the past.  But, owing to 

globalisation and liberalisation, it could not save itself from the global financial 

crisis of 2008-09. Though the impact was felt relatively less by the Indian economy 

and recovery came in handy, current situation of macroeconomic variables 

performing worse day by day cannot be dealt with a complacent attitude. The new 

challenges of urbanisation, responsible governance, skill deficit and infrastructure 

bottlenecks have to be proactively tackled. There is a need to think beyond the 

fiscal and monetary instruments at the disposal of the government and the central 

bank which were used for making growth corrections in the past. It is imperative 

that political will and leadership succumbs to dedicated growth revival measures 

following the pursuit of sound economic policies. It is also important that private 

players are given the right incentives to grow and expand while the government 

plays the role of that of a catalyst. It is essential to attract more foreign investment 

into the economy. Only then can we reach double digit growth rates.  

An analysis of the Indian MSME sector highlights that this sector is the backbone of 

the Indian economy. Its share in manufacturing and exports substantiates its 

importance in the growth process. The fact that it is second largest employer after 

agriculture further throws light on the relevance and the requirement of this 

sector in the given context. In addition, growth in this sector can help to achieve 

the overall objectives of socio-economic development, rural upliftment, 

employment generation and reduction of income inequalities. But the various 

constraints faced by this sector in terms of dearth of adequate credit, lack  of 

marketing support, technological backwardness, growth impeding institutional set 

up and infrastructural issues hamper its development. Adequate policy measures 

to enable this sector to grow to its potential will give the Indian economy a globally 

competitive edge.  

Finally, the importance of GDP as an indicator of economic growth development 

should not be over-emphasized. In order to judge the overall wellbeing of an 

economy, one must look at a more multi-faceted measure of growth that takes into 

account other variables of economic development such as education, poverty and 
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inequality, sustainable development, health, status of women and more. We need 

to introduce productivity enhancing technologies as there is a direct relation 

between productivity and growth. The challenge of urbanisation needs to be 

addressed with serious concern. The Indian policymakers have strived to 

introduce reforms in each of these areas although some issues are still in the 

transitional phase of improvement.  
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Appendix A 

 

Meetings and Interviews 

Date                                          :      June03, 2013 

Time                                         :      3:05 PM 

Duration of Discussion     :     30 minutes 

Discussion:  

1. The author was introduced to the issue by mentioning about the ‘twin deficits’ 

(fiscal deficit and current account deficit) and how one leads to the other. He 

mentioned how low fiscal deficit was a global norm during the 19970s-1990s. 

This was the time when the US economy had a fiscal deficit of around 2.7 

percent of GDP and India too, was capable of sustaining its fiscal somewhere 

around this range. But after the 2001 attack on the U.S., the U.S. economy 

resorted to a high military spending. Now, since defence spending is not 

productive spending (but spending for consumption purposes), that resulted in 

a high fiscal deficit at around 10 percent of GDP. Also, on the global front the 

policy of maintaining a high fiscal deficit was adopted by many economies 

including India. But the problem that smashed the Indian economy was of 

wasteful spending not being able to generate growth. This can be accorded to 

the huge burden of subsidies, some of which are even distortionary. 

2. It was further explained that when the global financial crisis hit in 2008, Indian 

economy was relatively faster to recover because of the fiscal and monetary 

stimulus that was plunged into the economy. It was pointed out that demand 

was never a problem in the Indian economy. Rather it is the supply side 

constraints that have hindered growth. In this kind of a setup, the fiscal and 

monetary stimulus led to high inflation which is ‘structural’ in the Indian 

context. 

3. It was also mentioned about India’s demographic dividend and how important 

it is to seize it. By around 2030, the proportion of India’s working population 

will grow to an insurmountable amount. It is necessary to provide the right 

kind of jobs to them through building multitude of channels like skill 

development, investment in education sector, health sector and so on. On the 

same side, it is indispensable to build the industry as well as services to the 

level that it can absorb this growing workforce. The efforts have to be sink with 

each other. In this setting, he also talked about the challenge before the policy 

makers to establish more cities by 2030 so as to fulfil housing and other needs 

like power, water supply, education etc.  
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4. When he was questioned regarding his perspective on reviving growth, he 

stressed on the importance of rupee appreciation in this context. Now, since the 

exchange rate is market determined, the author was a little puzzled on how can 

the government influence this? He explained that because the government is a 

major player in the foreign exchange market, it can definitely influence the 

exchange rate by selling foreign exchange and thus leading to rupee 

appreciation. When inquired about how this will affect the growth process, he 

explained that our exports are more elastic to the foreign demand than to the 

exchange rate and our imports are inelastic. So, rupee appreciation will surely 

lead to narrowing the current account deficit that will lower the government’s 

dependence on foreign investment. Such a move will also have a positive 

impact in terms of lower inflation (through reduced cost of imports) and low 

fiscal deficit.   

5. It was further questioned about what are the expectations from the current 

government in the light of next year being an election year. He answered this in 

terms of the role of leadership in determining the nature and efficacy of 

reforms. It is eventually the leaders who can assure both introduction and 

implementation of reforms.  

6. He also stressed how important were the 1991 economic reforms were and 

how they were implemented. He drew the linkage between the how a system 

works and flourishes through reforms ultimately determines how an individual 

gets an opportunity to grow economically. 

7. He made a final remark on market sentiments. The linkage that we usually 

draw is from the effects of the real sector on the financial sector (low income 

leading to low investments in financial sector). But it is important to realize the 

feedback mechanism from the financial sector to the real economy and this 

mechanisms relies on the sentiments that keep building and breaking. For 

example, a stock market crash lowers investors’ sentiments dramatically 

feeding into lower production. 
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Appendix B 

 

 

Figure 14 Fiscal Deficit and Balance of Payments as a percentage of GDP 

  

 

Figure 15 RBI cuts repo rate by 25 basis points 
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