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Abstract: 

The outbreak of the COVID-19 pandemic severely disrupted economic and social activities across the global 

economy, with micro, small and medium enterprises (MSMEs) experiencing disproportionate adverse 

impacts in India. This study examines the contribution of MSMEs to the Indian economy and analyses the 

structural challenges faced by the sector during the pre-COVID and COVID-19 periods, with special 

emphasis on the role of digital inclusion. Using secondary data, the study employs descriptive statistics to 

assess sectoral performance and applies correlation and Johansen’s co-integration techniques to examine the 

long-run relationship among key variables, namely the number of MSMEs, investment, employment, and 

output. The findings reveal that COVID-19 constituted an exceptional shock to the MSME sector, 

significantly affecting production capacity, employment generation, and revenue flows. The correlation 

results indicate a strong and statistically significant positive association among all selected variables, while 

the co-integration analysis confirms the existence of a stable long-run equilibrium relationship. The study 

further highlights that limited digital inclusion—reflected in inadequate access to digital finance, e-market 

platforms, and digital infrastructure—intensified the vulnerability of MSMEs during the crisis. Strengthening 

digital inclusion through enhanced e-market linkages, digital financial access, and supportive fiscal stimulus 

is therefore crucial for improving resilience, accelerating recovery, and ensuring sustainable growth of 

MSMEs in the post-pandemic period. 

Keywords: Digital finance, e-market platforms, and digital infrastructure 

http://www.ijcrt.org/


www.ijcrt.org                                                     © 2026 IJCRT | Volume 14, Issue 1 January 2026 | ISSN: 2320-2882 

IJCRT2601390 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org d181 
 

Introduction: 

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

medium enterprises (MSMEs). The untried lockdown undersized the business activities of the MSMEs sector 

and mounted adverse shocks in the form of non-procurement of raw materials, reduced production and 

supply of final products, and non-availability of employees to work in the process of production. The 

consequences are wide and open, like loss of employment, reduction in revenue generation, declined sales 

and a cut back in the income of the working class (Hariharan et al., 2021). 

In India, the MSMEs sector has played a vital role in the country’s economic and social development as these 

are essentially dependent on traditional inherited skills and mostly use local resources (Indrakumar, 2020). 

As on fact, MSMEs particularly widen their sphere in rural and industrially underdeveloped areas by 

fostering entrepreneurship in resource-poor communities and manufacturing over more than 6,000 quality 

products in national and global markets. In recent years, the MSMEs have been mounting significance for 

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

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

2018). According to the National Sample Survey (NSS) 73rd round conducted during 2015–2016, beyond 

the agricultural sector, MSMEs were the only sector to generate huge employment opportunities of 11.10 

crore jobs through 6.34 crore MSME units. It generates backward and forward linkages in the economy by 

promoting non-agricultural livelihood and appealing more investments to the sector (Ministry of MSMEs, 

2018–2019). 

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

impacts on the economy. But the hard blow of COVID-19 has made this sector to struggle for its 

sustainability. The threat of lockdown has become conscious in the MSMEs sector, bringing plentiful 

problems in financial crisis, demand, supply chain trouble, freezing of import and export opportunity, etc. 

(Banu & Suresh, 2020). To battle against health crisis challenges and maintain their growth process, this 

sector requires urgent stimulus. The government has shown its concern in need of attention in the form of 

monetary and fiscal support to induce economic activity in the sector. In the Indian economy, cash plays a 

vital role in the transaction system; however, the lockdown exposed the vulnerability of MSMEs that remain 

outside the digital financial ecosystem. A large proportion of MSMEs are not comfortable adopting digital 

payments, online banking, or digital accounting systems. This digital exclusion aggravated liquidity crises, 

delayed transactions, restricted access to formal credit, and weakened their ability to shift to online sales or 

remote operations. MSMEs with higher levels of digital inclusion—such as access to UPI, mobile banking, 

e-commerce platforms, and digital supply networks—demonstrated relatively greater resilience during the 

crisis. 

Defining MSMEs in India: 

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

not differentiate in micro and small enterprises considering the same; the only difference is among small, 

medium and large enterprises. Those who differentiate have been following decisive factors such as the 

number of employees, annual sales, turnover or investment in plant and machinery. In India, MSMEs were 

defined by the MSMEs Development Act, 2006. To combat the COVID-19 pandemic, a revision in the 

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

investment and turnover will be used as standardised norm for MSMEs classification. 
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The revised definition may attract new entrepreneurs to the field, resulting in more investment, output and 

employment in the economy (Vaishnav & Surya, 2020). 

Review of Literature: 

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

crucial role; hence, they need to be promoted on a sustainable basis and their vital issues to be addressed 

(Das, 2008). The growth of the MSMEs sector is a precondition for the growth of a developing economy like 

India as it comprises more than 50% of the manufacturing output of the economy (Ali & Husain, 

2014; Eniola & Entebang, 2015). In recent years the MSMEs sector has been growing at a higher growth rate 

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

resource base. The MSMEs sector provides the maximum employment opportunities in terms of both self-

employment and jobs after the prime agricultural sector (Kumar & Sardar, 2011). MSMEs sector had an 

important contribution towards employment generation and rural industrialisation, encouragement to 

entrepreneurial instinct and truncating regional disparities (Bhuyan, 2016). Communications bottlenecks are 

not yet completely resolved, so it’s the responsibility of the ministry of MSMEs to support the state 

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

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

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

employment, developing innovative skills and proficiency, ensuring a fair regional development, developing 

backward areas, making the economy self-contained through import substitution and making possible the 

nation’s development process. At the same time, the MSMEs sector is the most vulnerable one in the era of 

the COVID-19 pandemic because of its size, the scale of business, limited financial executive resources and 

notably they do not have the capacity to compact with something so unexpected (Sipahi, 2020). COVID-19 

has enormous depressing impacts on the MSMEs sector through disruption in demand chain problems of the 

production process and raw material and labour availability, which resulted in shrinking revenue generation 

(Singh, 2020). This unfamiliar incident forced the enterprises to either cut down their business activities due 

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

the need from non-essential to essential commodities such as mask, PPE kits, sanitisers, etc. (Tripathy, 
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2020). A survey conducted on MSMEs by the All India Manufacturers Organisation confirmed that the self-

employed MSME units, predominantly 35% of MSMEs sector, have no chance of recovery for their 

businesses as they have already initiated the shutting down procedure (Tripathy & Bisoyi, 2021). The apparel 

manufacturing units of the export sector were under the business loss of over ₹150 crore from March 2020 to 

May 2020 due to the pandemic aftermath situation (Roy, 2020). The export loss to India’s leather industries 

is estimated to be $1.5 billion due to the slowdown of the global market. The MSMEs sector is struggling for 

its payment to workers, payment for fixed variables such as electricity, rent and interest, reduced cash flow in 

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

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

(Sipahi, 2020). The government has primarily introduced urgent stimulus and precautionary measures to 

safeguard the MSMEs, such as liquidity support to address cash flow issues, preserving jobs through varied 

schemes and ensuring business continuity, as well as measures to expand trade opportunities by building 

their capacities (Chauhan, 2020; WTO, 2020). There are problems in inculcating the relief measures as 

India’s real challenge will be in spotting the 63.4 million informal MSMEs, where the majority are micro-

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

the government are not directly targeting the MSME units; rather there lies the need for a more 

comprehensive policy measure to restructure the backbone (Reddy et al., 2020). The relief measures taken by 

the central government will not be sufficient enough to revive the collapsed MSMEs sector (Raney, 2020). 

Therefore, the government has to make sure through sufficient procedures and tracking mechanisms to reach 

every stakeholder in the MSMEs sector (Ghosh, 2020). 

It is substantial from the above analysis that although there exists surplus of studies on MSMEs sector and its 

significance for the development of Indian economy but the outbreak of this crisis has negatively crashed the 

MSME units in terms of production, distribution, investment, employment, revenue generation, social 

integration, monetary needs, etc., and studies related to impact analysis of COVID-19 on MSMEs sector is 

partial in all Indian context. Also evaluation relating to policy response by the government and revival 

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

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

investment, production and employment and the long-run relationship between variables will be recognised. 

The study will have its own significance in the field of assimilating the experimental COVID-19 situation 

with the MSMEs sector. 

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

its size, scale of operations, limited financial resources, and low levels of digital inclusion, particularly 

among micro and informal enterprises. COVID-19 amplified existing structural weaknesses such as 

inadequate access to digital finance, limited adoption of digital platforms, and poor integration with online 

markets, which intensified revenue losses and delayed recovery (Sipahi, 2020; Singh, 2020). 

Objectives: 

 The contribution of the MSMEs sector to the Indian economy in terms of output, employment, 

income, investment and export. 

 The challenges encountered by the MSMEs segment before and during the COVID-19 pandemic. 

 The policy initiatives to revive the MSMEs sector by the government. 

 To suggest revival strategy through digital inclusion in MSMEs to sustain in post-pandemic situation. 
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Data and Methodology: 

The article is an analytical one. The data in relation to this has been collected primarily from secondary 

sources, including the published sources such as the annual report of Ministry of MSMEs, data by Central 

Statistics Office, Ministry of Statistics and Programme Implementation, RBI and Press Information Bureau 

(PIB)/Directorate General of Commercial Intelligence and Statistics (DGCIS), data released by CIBIL, 

Report of Regional Development Bank, the press release of the various news agency, etc.  

The variables for deducing the proposed linkage are numbers of MSMEs, employment, investment and 

production, which has been assembled for the period 1992–1993 to 2015–2016. The study has confined its 

analysis period up to 2015–2016, as in further annual reports of Ministry of MSMEs, the said variables are 

not in same set-up as earlier. The study has made use of descriptive statistics, correlation and co-integration 

analysis. Correlation has used to know the degree of association between variables.  

In the total MSMEs, 66.27% are owned by socially backward groups (SC, ST and OBC). Precisely in rural 

and urban areas, many MSMEs are attributed to OBCs owning (49.72%). The same picture of category-wise 

distribution is perceptible in different segments of the sector. According to the 73rd round report of NSS, 

1109.89 lakh employees of the MSMEs sector work in different activities like 360.41 lakh in manufacturing, 

387.18 lakh in trade, 362.22 lakh in other services and 0.07 lakh in non-captive electricity generation and 

transmission work of the country. 

Within different MSME sector segments, only the micro-sector provides employment to 1076.19 lakh 

persons, which accounts for around 97% of total employment and the small and medium sectors are 2.88% 

and 0.16%, respectively. Of the total employment, 844.68 lakh (76%) are male employees, and 264.92 lakh 

(24%) are females. 

The export from the MSMEs sector plays a crucial role in determining the country’s total export. It is 

apparent from Table 3 that when the export from MSMEs sector declines, total export also diminishes. The 

share of MSMEs export is nearly 50% of the total export in India. 

Correlation Analysis: 

A rudimentary mathematical approach for measuring the intensity of the relationship between two variables 

is preferred through correlation analysis. Mostly correlation is used to enumerate the exact degree of 

directional relation between the selected variables. The significance level of the respective correlation is 

being established through their respective t-statistics and probability values. 

All the data series have been transformed to the logarithmic form to achieve stationary in variance. The 

theoretical reason behind the log transformation is to make values compare in percentage terms. There are 

huge differences in numbers of MSMEs units with respect to production, investment and employment; to 

linearize the extremity in variable variance, log transformation is necessary. In the Indian economy, cash 

plays a vital role in the transaction system; however, the lockdown exposed the vulnerability of MSMEs that 

remain outside the digital financial ecosystem. A large proportion of MSMEs are not comfortable adopting 

digital payments, online banking, or digital accounting systems. This digital exclusion aggravated liquidity 

crises, delayed transactions, restricted access to formal credit, and weakened their ability to shift to online 

sales or remote operations. MSMEs with higher levels of digital inclusion—such as access to UPI, mobile 
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banking, e-commerce platforms, and digital supply networks—demonstrated relatively greater resilience 

during the crisis. 

Impact of COVID-19 on MSMEs: 

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

COVID-19 turmoil, this sector is experiencing sluggish growth due to multitude of challenges like lack of 

financial support, absence of proper infrastructural facility, non-availability of advanced technology, etc. But 

the problems have been provoked more by the process of demonetization (2016) and Goods & Services Tax 

(2017). As most of the MSMEs have a rural unskilled labour base, smaller problems have a larger influence 

on these units, and such a health crisis puts their potentiality and sustainability to further distress.  

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

the spread of the COVID-19 crisis resulted in the biggest shock for the MSMEs sector, particularly for the 

smallest firms. The sudden announcement to pursue all protocols of COVID-19 emergency in the process of 

production gives rise to supply chain problems like raw material import for cross-state and cross country 

boarder, panic migration of labour force to their native places, procurement of perishable products, monetary 

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

malfunctioning, reduced profit, etc. 

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

average of 75% of capacity to just 11%, about 17.2% of their annual sales loss, delay in raw material 

received, less possibility of paying wage, more labour shortage and lost the access to credit. Overall, 70% of 

firms report that they will not survive the crisis beyond the next 3 months if the lockdown continues, and the 

smallest one might collapse in 1 month (Ghosh, 2020; Rathore, 2020; WTO, 2020). 

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

71% of firms are not able to pay salaries to their employees. At present, in India around 25% of firms will 

face closing if the lockdown goes ahead of 4 weeks, while 43% will face closing if lockdown extends further 

than 8 weeks (The Hindu, 2020). Unfortunately, the lockdown period continues with certain relaxation, 

which will intensify the situation to worsen than imagination. 

In the Indian economy, cash plays a vital role in the transaction system. But the lockdown has affected the 

Indian MSME sector because most of the payments in small businesses are made in cash, like payments to 

labourers, purchase of raw materials, etc. They are not much comfortable adopting digital payment in their 

business. This may raise the problem of liquidity crises, and without adequate liquidity, the MSMEs might be 

closed down. Around 55% of electronic component import from China has decreased to 20% for coronavirus 

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

product at home (Prasad & Mondal, 2020). There is also no demand for hotels and restaurants around 5 

months, and people are avoiding traveling. Due to the lack of imported raw materials in lockdown time, the 

production of textile industries is declining day by day, which shows they might go for stop producing; for 

example, sambalpuri, maniabandha sarees, etc. The COVID-19 has unnatural effect on the communities, 

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

uncoordinated government lockdowns have escort to a supply chain problem (Sipahi, 2020). That means 

lower labour and it means lower production, lower production leads to lower supply that will create the 

inflation situation in the whole economy. In order to stir the economy forward, countries have to reinforce 

their MSMEs through financial as well as digital inclusion strategies (Sipahi, 2020). While the government 
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introduced liquidity support, credit guarantees, and job-preservation schemes, the effectiveness of these 

measures depends heavily on digital penetration, including Aadhaar-linked identification, digital banking 

access, GST registration, and online application mechanisms. Digitally excluded MSMEs—particularly 

informal micro-units—face challenges in accessing these relief measures, limiting policy outreach and 

impact. 

Conclusion: 

The COVID-19 pandemic revealed that digital inclusion is no longer optional but essential for MSME 

resilience and sustainability. While certain MSMEs benefitted from producing essential goods and adopting 

home-delivery models, these advantages were largely limited to enterprises with digital access and 

capabilities. Strengthening digital infrastructure, promoting digital literacy, expanding access to digital 

finance, and integrating MSMEs into e-commerce and digital supply chains are crucial for post-pandemic 

recovery. A digitally inclusive MSME ecosystem will not only enhance crisis resilience but also improve 

productivity, financial formalization, market access, and long-term competitiveness of the sector. 
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