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Abstract - Worldwide, the micro, Small and Medium 
enterprises (MSMEs) play a leading role in propelling 
economic growth sustaining livelihood and in promoting 
equitable regional development. The MSMEs constitute 
over 90% of total enterprises in most of the developing 
economies and credited with generating the highest rate of 
employment growth and accounting for a major share of 
industrial production and exports. In India too, the 
MSMEs play a pivotal role in the overall industrial 
economy of the country. It is estimated that in terms of 
value, the sector accounts for about 45% of the 
Manufacturing output and around 40% of the total export 
of the country.The current paper is an attempt to critically 
analyse the definitional aspect of MSMEs and explore the 
opportunities enjoyed and the constraints and challenges 
faced by them. Therefore, it becomes necessary for 
organization to solve these problems and increase 
manufacturing output. Therefore, in present work an 
attempt has been made to identify and examine these 
barriers. The main problems considered under study that 
affect manufacturing performance of MSMEs are: - 1) 
Lack of human resource management (HRM), 2) Lack of 
Systematic planning, 3) Lack of market research, 4) 
Inappropriate organizational culture. 
 
Keywords - MSMEs, Manufacturing Performance, 
Enterprises, Employment, Export.. 
 

I. INTRODUCTION 
A.General 
Worldwide, the micro, Small and Medium enterprises 
(MSMEs) play a leading role in propelling economic growth 
sustaining livelihood and in promoting equitable regional 
development. The MSMEs constitute over 90%  
 
of total enterprises in most of the developing economies and 
credited withgenerating the highest rate of employment 
growth and accounting for a major share of industrial 
production and exports. [1] 
The Micro, Small & Medium enterprises (MSMEs) is one of 
the most vital sectors of any economy in general and India in 
particular in ensuring equitable, inclusive & employment 
friendly economic growth. MSMEs have been playing a 
momentous role in overall economic development of a 

country like India where millions of people are unemployed or 
underemployed. This sector solves the many problems viz. 
poverty & unemployment through providing immediate large-
scale employment, with lower investments and proves to be a 
second largest manpower employer, after agriculture. MSMEs 
play very important role in socio–economic development of 
Indian economy on account of their inherent advantages like 
low capital requirement, high employment generation, and 
decentralization of industrial activity, utilization of locally 
available resources and widening of entrepreneurial base. 
MSMEs have a place of pride in Indian economy. The growth 
rate recorded by this sector has normally been higher than that 
of the industrial sector as a whole. The small scale industrial 
sector has emerged over five decades as a highly vibrant and 
dynamic sector of the Indian economy. MSMEs has 
performed exceedingly well and enabled the country to 
achieve a wide measure of industrial growth and 
diversification. [2] 
The micro, small and medium enterprises (MSME) today 
constitute a very important segment of the Indian economy. 
The development of this sector came about primarily due to 
the vision of our late Prime Minister Jawaharlal Nehru who 
sought to develop core industry and have a supporting sector 
in the form of small scale enterprises. The Indian economy is 
expected to grow by over 8 per cent per annum until 2020 and 
can become the second largest in the world, ahead of the 
United States, by 2050, and the third largest after China and 
the United States by 2032. [3] 
The turnaround in manufacturing and other sectors, which has 
occurred in the face of increased global competition, is due to 
improved efficiency following the various policy reforms in 
recent years. 
 Small and medium enterprises (MSMEs) constitute 6 per cent 
of GDP and are employing 60 million people, create 1.3 
million jobs every year. There are approximately 30 million 
MSME Units in India with an investment of more of more 
than Rs 1 lakh crore and 12 million persons are expected to 
join the workforce in the next 3 years. [4] 
 
Following are some of the current figures related to the 
MSME sector in India: 

• The contribution of the MSME sector to the entire 
output of the country is 45%. 

• Currently, there are over 11 million MSME units in 
India that produces more than    8000 products. 
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• 90% of the Industrial Units in India belong to the 
MSME sector. 

• These SME units contribute 40% to the Indian 
Industrial Export. [5] 

MSMEs are the fountain head of several innovations in 
manufacturing and service sectors, the major link in the 
supply chain to corporate and the PSUs. By promoting 
MSMEs, the rural areas of India will be developed. MSMEs 
are now exposed to greater opportunities than ever for 
expansion and diversification across the sectors. Indian 
market is growing rapidly and Indian entrepreneurs are 
making remarkable progress in various Industries like 
Manufacturing, Precision Engineering Design, Food 
Processing, Pharmaceutical, Textile & Garments, Retail, IT 
and ITES, Agro and Service sector. By contributing to more 
than fifty per cent industrial production in value accumulation 
terms, this sector occupies a position of prominence in Indian 
economy. In this regard, Prime Minister Dr.Manmohan Singh 
stated, “the key to our success in employment lies in the 
success of manufacturing in the small scale sector”. [2] 
B. Classification of MSMEs 
The Micro, Small and Medium Enterprises (MSME) or Small 
and Medium enterprises (SMEs) or also known as small scale 
industries (SSIs) are defined on the basis of their investment 
in plant and machinery (for manufacturing enterprise) as well 
as in equipments for service enterprises. The Ministry of 
Micro, Small and Medium Enterprises, Governmentof India 
imposed the Micro, Small and Medium Enterprises 
Development (MSMED) Act in 2006 which defines MSME 
for both manufacturing and service sector. 
 
Table 1: Classification of SMEs, according to Micro, Small and Medium 
Enterprises Development Act 2006. 

MANUFACTURING ENTERPRISES 

Enterprises Investment in Plant & Machinery 
Micro UptoRs. 25 lakhs 
Small More than Rs. 25 lakhs and uptoRs. 5 crores 
Medium More than Rs. 5 crores and uptoRs. 10 crores 

SERVICE ENTERPRISES 

Enterprises Investment in Equipments 
Micro UptoRs. 10 lakhs 
Small More than Rs. 10 lakhs and uptoRs. 2 crores 
Medium More than Rs. 2 crores and uptoRs. 5 crores 

Source: Micro, Small & Medium Enterprises Development Act, 2006. 
 
Today, some of the MSMEs are acquiring companies abroad 
as part of the globalization process. The MSME sector have 
transformed to the need of large local manufacturers and 
suppliers to global manufacturers like Auto Industry. 
Outsourcing from multinational companies has played a vital 
role in the emergence of Indian MSMEs as world leaders in 
specified products. The advantages in labour-intensive 
manufacturing units, lower transport costs and lose labour 
policies of the small scale sector have led to major 
outsourcing in manufacturing and services. [6]  
C. Importance of MSMEs 
The importance of SMEs to world economies is well 
documented. SMEs make up the largest business sector in 

every world economy, and governments around the globe are 
increasingly promoting and supporting SME growth as part of 
their overall national development strategy. [7] 
While they dominate in terms of absolute numbers, SMEs are 
also important because they are key drivers of employment 
and economic growth. At a macro level, SMEs have created 
the majority of new jobs in OECD countries since the 1970s 
and their collectivecontributions to respective GDPs (e.g., 
approximately 30% in Australia and New Zealand, 51% in the 
UK and USA, 57% in Canada and Japan, 76% in 
Luxembourg) belie their individual small size. At a micro 
level, SMEs are popularly looked upon by governments as a 
keystone to regional economic and community regeneration. 
It is primarily through the growth of SMEs that employees 
made redundant by large firms have been absorbed back into 
the work force. Through a multiplier effect, this employment 
provides income to regions which stimulates local economic 
activity which in turn, drives wealth and further creation of 
employment. [8] 
In contemporary commerce, SMEs dominate many important 
industry sectors such as retailing, service and construction; 
and form crucial forward and backward links in the supply 
chain of large scale capital intensive manufacturing industries 
such as automotive, mining, marine and defence. 
Additionally, their presence alongside large firms provides 
important competitive and structural balance to industries and 
marketplaces that would otherwise be dominated by a few 
large players. [9] 
The overall importance of SMEs is summarised as follows: 
“[SMEs] are mighty minnows, reflecting the competitive spirit 
that a market economy needs for efficiency; they provide an 
outlet for entrepreneurial talents, a wider range of consumer 
goods and services, a check to monopoly inefficiency, a 
source of innovation, and a seedbed for new industries; they 
allow an economy to be more adaptable to structural change 
through continuous initiatives embodying new technologies, 
skills, processes or products.” [10] 
 
The opportunities of growth in the MSMEs sector are 
enormous due to the following factors: 

• Less capital intensive. 
• Most important employment generating sector. It 

provides 50% of private sector                      
employment. 

• Effective tool for promotion of balanced regional 
development. 

• It is extensively promoted and supported by the 
Government. 

• Finance and subsidies are provided by the 
government. 

• Produced goods are purchased by the Government. 
• 40% exports in India are through MSME channel. 
• Procurement of machinery and raw material. 
• Globalization has offered new opportunities for the 

MSMEs. 
• Trade fares and exhibitions played a vital role in the 

economic growth of the countries. [11] 
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These MSMEs are well-known for their dynamic behaviour, 
but their prosperity, and sometimes their existence, is 
continuously exposed to risks of limited investment 
capability, the difficulty of diverting skilled personnel from 
day-to-day activities to undertake process re-engineering 
initiatives, and the lack of advanced planning support tools 
specifically conceived for them. Because of these reasons it is 
an even harder problem for the MSMEs to provide proper 
answers to the market challenges.[12] 
D. Growth and Performance 
Performance of Micro, Small & Medium Enterprises (MSME) 
sector is assessed by conduct of periodic All India Census of 
the Sector. The latest census conducted was Fourth All India 
Census of MSME. The Census was conducted with reference 
year 2006- 07, wherein the data was collected till 2009 and 
results published in 2011-12. [4] 
The Micro, Small and Medium enterprise sector has recorded 
a high growth rate since independence in spite of stiff 
competition from the large sector and not so encouraging 
support from the government. Presently, there are around 
29.81 million MSMEs in India. The size of the registered 
MSME sector is estimated to be 1563974. Of the total 
working enterprises, the proportion of micro, small and 
medium enterprises are 94.94 per cent, 4.89 per cent and 0.17 
per cent respectively. This comprises of 67.10 per cent 
manufacturing enterprises and 32.90 percent services 
enterprises. About 45.23 per cent (7.07 lakh) of the units were 
located in rural areas. [2] 
MSMEs are producing wide range of products, from simple 
traditional crafts and consumer goods to highly sophisticated 
products like micro–processors, mini computers, electronic 
components, electro–medical devices, etc. [1] 
Despite, the global meltdown, MSME sector registered a 
considerable growth rate in terms of units, Employment, 
production, Export and investment etc. MSMEs constitute an 
important and crucial segment of the industrial sector in 
Indian economy. The performance of MSMEs has a direct 
impact on the growth of overall economy. 
E. Challenges faced by SMEs 
Despite its commendable contribution to the Nation's 
economy, SME Sector does not get the required support from 
the concerned Government Departments, Banks, Financial 
Institutions and Corporate, which is a handicap in becoming 
more competitive in the National and International Markets. 
SMEs faces a number of problems: 

• Absence of adequate and timely banking finance. 
• Limited capital and knowledge, non-availability of 

suitable technology. 
• Low production capacity. 
• Ineffective marketing strategy. 
• Identification of new markets. 
• Constraints on modernization & expansions. 
• Non availability of highly skilled labour at affordable 

cost. 
• Follow-up with various government agencies to 

resolve problems etc. [13] 

F. Need for Improving MSMEs Performance 
• To provide additional employment opportunities. 

• To mobilize resources of capital and skill from 
various parts of the country. 

• To provide a more equitable distribution of national 
income. 

• To provide a helping hand to large industries and 
facilitate them in their work. [14] 

II. LITERATURE REVIEW 
Jayaram, et al. (1999) examines the relationship among the 
dimensions of human resource management practices and 
manufacturing performance.  A human resource management 
(HRM) analysis framework is proposed and tested using data 
from first tier suppliers to the Big 3 in North America. The 
research questionnaire, accompanied by an informational 
letter, was mailed to the CEOs of all firms included in the 
population frame. Repeated telephone calls were made to 
obtain definitive responses from CEOs regarding their 
participation. The final sample for the study consisted of 57 
firms. The response rate was approximately 39 percent. The 
mean number of employees was 2810.09 with a standard 
deviation of 3431.07. The study found support for the 
proposed framework, suggesting that human resource 
management practices can be grouped into five distinct 
factors, four of which are associated with specific 
manufacturing competitive dimensions (quality, flexibility, 
cost and time) .The four priority-specific HRM factors are 
strongly related to their respective manufacturing performance 
dimensions. [15] 
Brand, et al (2002) examines the importance of Strategic 
Human Resource Management (SHRM) for small and 
medium-sized enterprises (SMEs). Many small firms 
encounter serious human resource problems, while at the same 
time these human resources play a vital role in developing and 
sustaining their competitive advantages. Application of the 
Strategic Labour Allocation Process – model (SLAP) is used 
as a tool to analyse HR problems in SMEs. This model 
focuses on the balance between the supply of and the demand 
for labour on a firm level. The application of the SLAP-model 
produces two strategic scenarios for Dutch SMEs presently 
confronted with a tight labour market. In the first scenario, the 
small firm chooses for labour supply oriented policies, that 
lead to a corrosion of the firms distinctive competencies. In 
the second and more optimistic scenario, the small firm 
creatively organises its labour demand. The latter turns out to 
strengthen the small firm’s position on the labour market, 
ultimately sustaining its competitive advantage. [16] 
McCartan-Quinn, et al. (2003) reviews issues pertaining to 
marketing practice in the small firm. It examines the absence 
of agreed definitions of “the small firm” and “success” or 
“failure” of such entities, offers definitions for these terms, 
acknowledges the importance of small firms to the economy, 
reviews small firm characteristics, acknowledges inherent 
weaknesses with regard to finance and marketing in small 
firms, reviews marketing practice in the context of small firm 
characteristics, and considers the roles of marketing educators 
and owner/managers in improving small firm’s marketing 
practice. [17] 
Ahmad, et al (2003)investigates the impact of HRM practices 
on organizational performance. This study attempts to 
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generalize the efficacy of seven HRM practices proposed by 
Pfeffer in the context of country and industry, focusing 
primarily on the effects of these practices on operations. 
World class manufacturing (WCM) project data was used to 
test the hypotheses. Data collected from plants operating in 
four countries and three industries are used for the empirical 
analyses. In each of these countries, plants were randomly 
selected from three industries:automobile, electronics, and 
machinery. Face validity of the questionnaires was insured by 
having three different researchers develop items for the scales. 
A set of Likert scales was used to measure pertinent 
constructs. Each item of a construct was answered using the 
following five-point scale: strongly agree (5), agree (4), 
neutral (3), disagree (2), and strongly disagree (1). The 
findings provide overall support for Pfeffer’s seven HRM 
practices and empirically validate an ideal-type HRM system 
for manufacturing plants. [18] 
Balthazard, et al. (2004) presents a framework depicting the 
relationship between culture and outcomes that are consistent 
with successful Knowledge Management environments. The 
broad sample represents the demographics of organizations in 
America in terms of gender, age, ethnicity, education, 
organizational type, professions/occupations of respondents, 
and managerial level. The Organizational Culture Inventory 
(OCI) was the instrument designed Which profiles the culture 
of organizations and their sub-units in terms of behavioural 
norms and expectations. The OCI contains 96 items designed 
to produce 12 scales of 8 items each. Each item describes a 
behaviour or personal style that respondents feel should be 
expected of individuals in an organization. An examination of 
the data provided by approximately 60,000 OCI respondents 
indicates that the inventory is a powerful indicator of 
outcomes, which are related to both individual and 
organizational criteria. [19] 
Zheng, et al. (2006) discussed the performance effects of 
human resource management(HRM) practices in 74 Chinese 
small and medium-sized enterprises (SMEs). Four high 
performance HRM practices were identified: performance-
based pay, participatory decision-making, free market 
selection, and performance evaluation. A mail survey was 
initially conducted of 330 managers of SMEs identified by 
SME experts in the UNCTAD (United Nation’s Conference 
for Trade and Development) Beijing office. To ensure a more 
satisfactory response rate, it was necessary to conduct in-
person interviews of SME managers in various cities in China. 
A total of 80 managers of SMEs were interviewed in ten cities 
across China during September and October 1996 and 
October and November 1997. The data obtained was tested 
using regressional analysis models. Results show that the 
adoption of HRM practices generates better HRM outcomes 
and, in turn, better HRM outcomes contribute positively to 
firm performance. [20] 
Brooks, (2008) describes the organizational culture of a small 
furniture-manufacturing business in southern Australia by 
using ethnographic research methods. The results are 
discussed with reference to safety systems, negative cultural 
elements called Cultural Safety Viruses, and how our 
understanding of this particular organizational culture might 
be used to build resistance to these viruses. These results show 

a range of cultural assumptions variously ‘embedded’ within 
the enterprise. [21] 
Marjanova, (2008) reviews the issues pertaining to marketing 
practice of strategy and planning in the small firm, 
acknowledges inherent weaknesses with regard to marketing 
in small firms and considers the roles of owner/managers in 
improving small firm’s marketing practice. The study shows 
that the marketing function in SMEs is hindered by constraints 
such as poor cash flow, lack of marketing expertise, business 
size, tactical customer related problems, and strategic 
customer-related problems. [22] 
Bi-lin, et al. (2009) investigates the relationship between 
organizational culture integration, trust and efficiency of firm 
networks in China. In the survey, 5 latent variables and 17 
observed variables are conducted structural equation model 
(SEM). The final questionnaires were sent to 500 participants 
who are mainly MBA, EMBA students and their top 
managers, of which, 360 responded. The survey based on a 
five-point Likert scales ranging from “strongly disagree” to 
“strongly agree” was used to measure the respondent’s 
attitude. It finds that trust within partners significantly 
contributes to efficiency of firm networks on reducing the 
transaction cost, knowledge sharing and complementary 
resources. Moreover, organizational culture integration 
influences on the efficiency of firm networks through trust 
within partners which is a mediating variable. [23] 
Cakar, et al. (2010)analyzes the impact of organizational 
culture and empowerment on innovation capability, and 
examines the peculiarities of these effects. The study’s 
hypotheses are tested by applying both individual and firm-
level analyses to survey data collected from 743 employees 
from 93 small and medium-sized firms located inTurkey. For 
medium-sized enterprises on both the individual and firm 
level of analysis, results suggest that collectivism and 
uncertainty avoidance are positively associated with 
empowerment, whereas power distance is negatively related 
to empowerment. For small-sized enterprises, findings suggest 
that both power distance and uncertainty avoidance are linked 
to both empowerment and innovation capability on the 
individual level.  Also, empowerment is found to be positively 
related to innovation capability for both small and medium-
sized enterprises (SMEs) on both the individual and firm 
level. Findings also reveal that managers should focus on 
participative managerial practices (e.g., empowerment) to 
promote innovation capability of SMEs. [24] 
Hajipour,et al. (2011)analyzes the simultaneous effect of 
market orientation and organizational culture on the small to 
medium-sized industrial manufacturing firms‟ performance 
and to identify the most important routes influencing their 
performance. Here, a cross-sectional survey and variance 
based structural equation modelling is used for testing the 
hypotheses. Samples were selected based on a stratified 
sampling of commodity and specialty industries and consisted 
of 392 executive and marketing managers of small to 
medium-sized industrial enterprise located in Tehran 
province. Compared to organizational culture, Results show 
that market orientation plays a more important role in 
influencing the financial performance of the industrial SMEs. 
[25] 
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Chidi, (2011) investigated the challenges confronting human 
capital development in small and medium-sized enterprises 
(SMEs) in Nigeria. Data was collected using survey methords. 
An instrument was designed using the 5-point Likert scale 
ranging from strongly agree (5) to strongly disagree (1).A 
total of 165 questionnaires were distributed to the target 
population using the purposeful (judgmental) sampling 
technique.  The instrument has two sections. Section A has 
nine items which sought the views and opinions of 
respondents on the challenges of human capital development 
in SMEs and Section B has eight items which elicited the 
demographic profiles of respondents. A total of 165 
questionnaires were distributed to the target population using 
the purposeful (judgmental) sampling technique. Data analysis 
was carried out with the aid of SPSS (Statistical Package for 
Social Sciences). Based on the analysis of data, it was found 
that 79% of respondents agreed and strongly agreed that many 
SMEs have negative training philosophy and pay lip service to 
human resource development. Seventy percent of the 
respondents agreed and strongly agreed that many SMEs do 
not have laid-down policies governing training and 
development programmes, while 52% of the respondents 
agreed and strongly agreed that SMEs engage in human 
capital development haphazardly, without embarking on need 
analysis. [26] 
Stoica, et al. (2011) examines the relationship between two 
important variables that define small and medium-sized 
enterprises: organizational culture and responsiveness. Firms 
operating in Romania were selected for the study.  A mail 
survey using key informants was used to gather cross-
sectional data because of relative efficiency. The 
questionnaire, originally developed in English was translated 
into Romanian. From 312 questionnaires administrated, 
responses were received from 113 organizations (37.4 percent 
response rate). A twelve-item Likert-scale is used to measure 
responsiveness. Results show that the combination of 
entrepreneurial characteristics and planning and goal oriented 
managerial styles suits best successful companies. The 
market-driven type of culture has the best coordination and is 
best positioned to deliver customer-centered versatility, while 
adhocracy helps businesses respond fast to changes in the 
market environment. [27] 
Omolo, (2012) investigated the effect recruitment and 
election on the performance of SMEs in Kisumu Municipality, 
Kenya. Kenya has 1.6 million SMEs, constituting 96% of 
business enterprises, employing 75% of the labour force and 
contributing 20% to GDP. The study employed a cross 
sectional survey research design, on a sample of 260 SMEs 
selected from all the 777 SMEs from all clusters of SMEs 
Kisumu municipality. Stratified sampling was used to 
determine the proportions of each cluster of SMEs. The 
individual SMEs in each cluster were selected through a 
simple random procedure (using random numbers technique) 
using a sampling frame of SMEs obtained from Kisumu 
municipal office. Data was collected using semi-structured 
questionnaires of ranking and Likert scale type, and Focus 
Group Interviews. Quantitative data was analyzed using 
percentages and multiple regression techniques. The study 
found that the overall average performance of SMEs in 

Kisumu Municipality was 60.71%. There was a significant 
positive correlation between recruitment and selection, and 
performance of SMEs at α = .01. The average performance of 
SMEs with good recruitment and selection was 81.90%; with 
moderate was 67.94%, with poor was 53.90%. Recruitment 
and selection account for 40.8% of the total variance in 
performance of SMEs. The study concludes that recruitment 
and selection has a significant effect on the performance of 
SMEs in Kisumu Municipality. [28] 
Garg, et al (2012) highlights the growth and contribution of 
MSME sector in post reform India. The study confirms that 
the significant growth of MSMEs have been taken place over 
a period of time and this sector is the major donor to gross 
domestic product (GDP), employment and exports in Indian 
economy. The study was exclusively based on secondary data 
which has been collected from the various issues of Annual 
Reports on MSMEs and Handbook of Statistics on the Indian 
Economy published by Ministry of MSMEs and Reserve 
Bank of India (RBI) respectively. The study considers the 
time period from 2001-02 to 2010-11.  To examine the 
performance of MSMEs in India, the available data have been 
processed and presented in suitable tables. Besides, the 
growth of MSMEs is judged by Compound Annual Growth 
Rate (CAGR). And CAGR is computed through Ordinary 
Least Square (OLS) technique by fitting the exponential 
function to the available data. Results show that we should 
encourage MSMEs to take proper care of Indian economy 
with concrete plan of action and its honest implementation. 
[2] 

III. CONCLUSION 
The Micro, Small and Medium Enterprise (MSMEs) are an 
important sector and plays a critical role in the Indian 
economy. There are several challenges in the sector of 
MSMEs. The MSMEs in India face a tough situation due to 
extreme competition from large industries due to withdrawal 
of subsidy, lack of infrastructure, anti- dumping policy, 
challenges on product standardization, total quality 
management etc. The present literature finds out four key 
problems;Lack of human resource management (HRM),Lack 
of Systematic planning,Lack ofmarket research, Lack of 
organizational culturethat are effective for improving the 
manufacturing performance.The MSMEs need to be educated 
and informed of the latest developments taking place globally 
and helped to acquire skills necessary to keep pace with the 
global developments. If the Government, Bank and Financial 
Institutions will take proper initiatives in the sector of MSMEs 
and they will take pride while servicing the MSMEs, these 
challenges can be solved and the economic growth rate of 
India will be 8-10% for the next decades. 
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