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Background  Note  on the  Micro ,  Smal l  and  Med ium Enterpr ise  Development Act  2006 

 

The m icro ,  sma l l  and  med ium  ent erpr i ses  s ector  compr i ses 50% o f  Ind ia ’ s  to ta l  manufactured  

expor ts ,  45% o f  Ind ia ’s  i ndu str i a l  emp loyment,  and  95% of  a l l  i ndustr i a l  un i t s  i n  th e  country . 1 

Desp i te  i t s  impor tance ,  the  MSME sec tor  has l ong  f ac ed  extr eme ob stac l es i n  ac cess ing  f i nan ce  

and  markets .  Some o f  the se ob stac l e s i nc lude  i nab i l i ty  t o  acce ss  f i nan ce a nd  work ing  cap i ta l  l oan s  

f r om  banks,  i nab i l i ty  to  a cce ss  cap i ta l  f r om  oth er  so urces,  m istr eatmen t by  l a rger  p rocurement  

compan ies,  d i f f i cu l t  bureaucrat i c  p rocedure s fo r  r eg i st rat i on ,  and  l ack  of  management sk i l l s .  The  

i ncreasing  ava i l ab i l i ty  of  ch eap  f ore i gn  impor ts ha s f u r ther  h i ndered  th e  de ve lopment o f  Ind ian  

m icro ,  sma l l  and  med ium  enterpr i ses.  These obstac l e s have compel l ed  the  MSME lobb i es and  the  

Government of  Ind ia  to  dev e lop  government i n terven t i on  to  en sure  th e  cont i nu ed  growth  and  

succe ss of  MSMEs.   

 

The Government of  Ind ia  passed  i n  June 2006 an  act  r egard ing  the  M icro ,  Smal l ,  and  Med ium  

Enterpr i ses .  The  M icro ,  Smal l  and  Med ium  Enterpr i se  Deve lopment Ac t  2006 (MSMEDA)  was the  

p roduct  of  a  consu l tat i ve  p roce ss i nvo l v i ng  ov er  300 i ndustry  assoc iat i on s,  gov ernment bod ies ,  

and  mu l t i p l e  s takeho lder s acro ss Ind ia .  The Ac t  acco mpl i shes many l ong - stan d ing  goa l s  of  the  

government and  s takeho ld er s i n  the  MSME sec tor .  

 

Accompl ishments  o f  t he  Act  

F i r st ,  the  Act  es tab l i sh es the  ne ce ssary  struc ture  fo r  over see ing  and  r egu lat i ng  the  d eve lopmen t  

of  MSMEs i n  Ind ia . 2 The ent i r e  s tructure  a nd  composi t i o n  of  the  Nat iona l  Board  fo r  M icro ,  Smal l  &  

Med ium  Enterpr i ses i s  c l a r i f i ed  i n  the  Act .  The  Board ’s  dut i e s and  l ong -term  ob j ec t i ve s—manag ing  

C luster  de ve lopment ,  t r a i n i ng  en tr epreneurs ,  dev e lop i ng  i n frastruc ture ,  an d  promot ing  f i nanc ia l  

access—is c l ear l y  s tate d  i n  the  Act .  The Act  en sures tha t  d i ver se  r epre sen tat i ve s f r om  

government,  i ndu stry ,  f i nanc ia l ,  and  c i v i l  soc i et y  i n teres ts s i t  on  th e  Board  and  Adv i sory  

Commi ttees.  

 

Second ,  th e  Ac t  de c i s i v e ly  de f i nes  th e  MSMEs b y  t h e l ev e l  o f  by  P lant  and  Mach in ery  ( P&M) 

i nvestmen t. 3 Th i s  e l im inates an y  l i nger i ng  con fus ion  over  the  cat egory  to  wh ich  a  bus in ess 

be longs.  The  cat egor i zat i on  a l so  make s a l l owanc es fo r  the  i nh erent l y  sma l l er  i nve stment s o f  

Serv i ce  en terpr i ses .  The ne w def i n i t i on  ha s ex panded  the  P&M l im i ts ;  now each  en terpr i se  l e ve l  

encompasses  l a rger  i nve stment s than  before .  Th e new  c ategor i zat i on  i s  a s fo l l ows:  

 

M icro  Manufactur i ng :  P&M Less  tha n  25 l akh s  M icro  Serv i ce :  P&M Less  tha n  10 l akh s 

Smal l  Manufactur i ng :  Less t han  5  crore  Smal l  Serv i ce :  Less t han  2  crore   

Med ium  Manufactur i ng :  Less t han  10 crore  Med ium  Serv i ce :  Less t han  5  crore  

 

Th i r d ,  the  MSMED Act s imp l i f i e s the  r eg i strat i on  p ro cess f o r  new MSMEs . 4 The prev iou s t ime-

consum ing  proce ss  has  bee n  r ep lace d  by  a  s imp ler  F i l i ng  of  Memoranda .  Th e prev iou s sys tem  

d i scouraged  many en terpr i ses  f r om  forma l i z i ng ;  i t  i s  hope d  t hat  th i s  s imp ler  p roc ess wi l l  

encourage th e  fo rma l i zat i on  of  p r ev ious ly  i n forma l  ente rpr i ses.  Th e new proce ss shou ld  r e l i e ve  th e  

                                                
1 http://www.wasmeinfo.org/pdf/Presentation%20by%20Dr%20J%20S%20Juneja.ppt 
2 MSME Development Act 2006, Section 3. 
3 Section 7 (1). 
4 Section 8. 
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adm in i strat i ve  burden  of  the  D i str i c t  Indus try  Cent res (D ICs)  so  tha t  they  may focus on  

encourag ing  MSME growth .  

 

Four th ,  the  Act  sub stan t i a l l y  i ncrea ses  th e  p ena l t i e s f o r  l a te  pa yments . 5 One ma jor  cons tra int  on  

MSMEs has been  a  l ack  of  work ing  cap i ta l ;  o f ten  th i s  l ack  of  cap i ta l  s tems from  the t endency  o f  

many l a rger  compan ies to  de lay  payment s to  sma l l er  supp l i e r s .  Th e Act  a ims to  impose more  

str i ngent  dead l i ne s fo r  such  compan ies to  ensure  a  smoother  ca sh  f l ow to  MSMEs.  

 

F i f th ,  the  Act  se ts the  agenda  for  spec i f i c  po l i c i e s that  i t  wi l l  c r ea te  and  imp lement i n  the  future .  

One such  po l i cy  i s  a  Procurement Preference Po l i cy ,  wh ich  wi l l  gu ide  government bod ies on  how 

much of  the i r  su pp l i es shou ld  be  purcha sed  fr om  MSMEs. 6 Another  fu ture  po l i cy  i s  C lo se  o f  

Business,  o r  Ex i t  Po l i cy ,  wh ich  wi l l  r egu late  the  l i qu ida t i on  of  s i ck  o r  weak un i ts . 7 S i ck  un i ts  ha ve  

become a  ma jor  p rob l em  i n  Ind ia ,  so  th i s  po l i cy  a ims  to  abso l ve  many of  the se  un i t s .   

 

Discussion  Po ints  

There  a re  s evera l  l i nger i ng  deba te s r egard ing  the  Act  and  the  future  go a l s  o f  the  Government o f  

Ind ia  i n  d eve lop ing  the  MSME se ctor s .  Out  of  th ese  d ebate s ha ve come more  p roposa l s  fo r  t he  

Government’s  con siderat i on .  

 

F i r st ,  the  expan sion  o f  th e  P&M l im i ts  expand s t he  p r i o r i ty  se ctor .  Ba nks have  to  l end  up  to  40%  

of  the i r  por t fo l i o  to  the  p r i o r i ty  s ec tor ,  but  many ba nks a l r eady  p i ck ed  the  sa fes t  bor rowers,  

wh ich  are  of ten  l a rger  compan ie s wi th  b et ter  f i nan c ia l  sta tement s and  do cumenta t i on .  Th e  

expansion ,  wh i l e  ad jus t i ng  f o r  the  i ncrea sing  ec onom ic  power  of  Ind ia ’s  bus ine sses  and  i n f l a t i on ,  

has an  adver se  ef fec t  on  th e  most  vu ln erab l e  of  Ind ia ’s  sma l l  bus ine sses .  In  e ffe ct ,  the  new  

inc lus ion  of  l a r ger  med ium  enterpr i s es e ff ect i ve ly  c rowds out  the  sma l l e st  en terpr i se s f r om  

pr i o r i ty  l end ing .  The Ind ian  Federat i on  o f  T iny  Enterpr i ses ( IFTE )  p roposes th at  t i ny ,  sma l l ,  and  

med ium  enterpr i ses eac h  have the i r  own separa te  p r i o r i ty  packages so  tha t  th e  t i n i es t  a r e  not  

crowded ou t  by  the  b i gge st . 8 

 

Second ,  Ind ian  bu sinesse s wi th  net  wor th  of  l es s then  10 crore  cannot  acce ss the  stock  market ,  

and  th erefore  canno t  ac cess  cap i ta l  ea s i l y .  Larger  bus i nesses  tha t  can  a cce ss  cap i t a l  markets  can  

barga in  wi th  banks for  i n tere st  r a tes l ow er  than  the  P r ime Lend ing  Rate s (PLR) .  MSMEs wi t hout  

a l ternat i ve  ac ce ss to  f i nance are  of ten  fo rc ed  to  b or row at  r ates h i gher  than  the  PLR.  The  

Federat i on  of  Smal l  and  Med ium  Enterpr i ses (FOSMI)  p r opose s that  bank s cannot  l end  h igher  than  

PLR to  MSMEs. 9  

 

Th i r d ,  the  Act  not es  the  nee d  f or  Procurement  Pre fe rence Po l i c i es ,  bu t  such  po l i c i es  a r e  no t  

spec i f i ed  yet .  The Fed erat i on  of  Assoc ia t i on  of  Cot tag e &  Smal l  Industr i es (FACSI )  p ropose s tha t  

separate  p re ferenc e po l i c i es be  i ns t i tu ted  fo r  m icro  o r  sma l l  (as opposed  to  med ium )  enterpr i se s,  

to  guarantee t he i r  p roducts wi l l  be  p rocured  by  gove rnment and  stat e  bod ies . 10 Many women’s 

o rgan i zat i ons a rgue  tha t  o f  t he  p re ferenc e po l i c i e s g ra nted  to  MSMEs,  a  sp ec i f i c  por t i on  of  those  

preference  quotas shou ld  go  t o  women-run  ent erpr i ses .   

 

Four th ,  there  a re  v i gorous  l ega l  d ebat es r eg ard ing  the  upcom ing  C losure  o f  Bu siness (CoB)  po l i cy .  

Such  deba te s typ i ca l l y  a rgue e i ther  that  a n  exp ed ien t  c l osure  p roce ss can  ensure  tha t  i ne ff i c i en t  

i nvestmen t i s  r ed i r ect ed  to  more  e ff i c i en t  bu s ine sse s ,  o r ,  on  the  oth er  hand ,  tha t  CoB shou ld  

r ema in  r estr i cted  to  p reve nt  m ismanagement a nd  i r r esp onsib l e  bus in ess p ract i ces .  There  a re  a l so  

debate s on  who take s pr i o r i ty  i n  CoB  ca ses  (own ers,  sh areho lder s,  emp loyees ,  e tc ) .  

                                                
5 MSMEDA, Sections 14-24. 
6 MSMEDA, Section 11. 
7 MSMEDA, Section 25.  
8 http://www.csmworld.org/public/PDF/ifte.pdf 
9 http://www.csmworld.org/public/PDF/fosmi.pdf 
10 http://www.csmworld.org/public/PDF/facsi.pdf 
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F i f th ,  th e  Act  l acks subs tant i a l  l abor  po l i cy .  Wh i le  some stakeh o lder s p ropose t hat  th e  Act  shou ld  

i nc lude prov i s i ons fo r  more  f l ex i b l e  emp loyment po l i c i es, 11 many  other s a l so  a rgue that  the  Act  

shou ld  r egu la te  o r  encourage  be tter  l abor  p ract i c es su ch  as  m in imum wages,  emp loyee b enef i ts ,  

and  s tab l e  emp loyment env i r onment s. 12  

 

S i xth ,  the  11 t h  F i ve  Year  P lan  wh ich  p assed  l a st  year  sta ted  tha t  th e  gov ernment wi l l  p romote  

fema le  entr epren eurs.  How ever ,  no  such  prov i s i on s are  made i n  th i s  MSME Deve lopment Ac t .  Some  

organ i zat i ons,  such  as t he  Centre  f o r  Soc ia l  Movement s (CSM),  asser t  that  women entr epre neurs  

face  mu l t i p l e  ob stac l es to  f i nance ,  market ,  and  i n format ion  ac cess,  and  theref ore ,  the  government  

and  the  MSME Deve lopment Act  shou ld  be  i nvo l ved  i n  he lp i ng  r emove these obs tac l e s.  One example  

i s  th rough  r esha p ing  t he  Procurement  Pref erence  Po l i c i es,  wh i l e  an other  po l i cy  c ou ld  be  th e  

cr eat i on  of  Spec ia l  E conom ic  Zone s ( SEZs )  tha t  i nc lu de shared  fac i l i t i e s  fo r  fema le  emp loye es/  

bus inesswomen,  su ch  a s day care  o r  cr èche .  To  addre ss i n format ion  gap s the  g overnment  cou ld  

exam ine the  po tent i a l  o f  es tab l i sh ing  one window in t er face s so  tha t  en tr epreneurs wi t h  many 

ob l i gat i ons ( i nc l ud ing  men )  hav e on e ac cess po in t  to  r ec e i ve  i n format ion  and  d i r ec t  qu es t i ons .  

 

Conclusion 

The Act  marks a  m i l estone i n  the  de ve lopment o f  Ind ia ’s  MSME sector .  Th e forum  for  d i scuss ing  

the  MSME dev e lopment now  ex i st s;  now a l l  stak e ho lder s a re  encouraged  to ,  and  i nd eed  

r esponsib l e  fo r ,  con t i nu ing  th e  d i a l ogue  crea ted  b y th e  Deve lopment Ac t .   

 

The Smal l  Enterpr i se  F i nance Centre  ( SEFC) ,  a  r esea rch  centr e  at  t he  In st i tu te  fo r  F i nanc ia l  

Management and  Re search  ( IFMR) ,  r esearche s sma l l  enterpr i se s’  fo rma l  f i nanc e acc ess and  

exam ines obs tac l e s p revent i ng  th e  deve lopment o f  th e  sma l l  enterpr i se  sector .  Exam in ing  the  

imp l i cat i ons and  impact  of  the  MSME Deve lopment Act i s  thus  an  impor tant  act i v i ty  fo r  th e  

Centre ;  SEFC a l so  hope s to  work  wi th  stak eho lder s on  how to  improve and  imp lement the  Ac t  and  

the  go vernment’ s  future  po l i c i e s on  MSMEs.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

       Jess i ca  Wade,  Research  Assoc ia te  

       Sma l l  Enterpr i se  F i nanc e Cen tre  

                                                
11 http://www.csmworld.org/public/PDF/fosmi.pdf 
12 http://www.ilo.org/dyn/empent/empent.Portal?p_prog=S&p_subprog=JQ 


