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Abstract: The MSMs sector in India has a huge potential to employ thousands of people. The main aim
of the MSMEs sector is provide self-employment for the people; it is directly or indirectly helping with
the development of the nation. The MSMEs sector is creating income and wealth for the nation,
producing a variety of products which are being exported to foreign countries, generating foreign income
and lessening burden on imports. This sector is showing an impressive growth, but the problems like
marketing, financing, lack of infrastructure and lack of technology have a negative impact on the
business. Primarily, financing problems are becoming a cause for all other problems; these are putting a
lot of burden on MSMEs, so the MSMEs are unable to sustain the market.

If the “Make in India slogan” were to succeed, the government and financial institutions and MSMEs
development institutions, development organizations must support this enterprise. The government has to
educate MSME entrepreneurs and the ministry has to conduct more EDPs, and campaign credit support
opportunities for this sector. The financial institutions have to give hassle-free loans to this sector so that
it can contribute profusely to the GDP growth. Eventually, the country will develop; many people will
get self-employment; and they will, in turn, provide jobs for many other people.

Keywords: Financing Problems, MSMEs, Financial Sustainability, Enterprises, Employment, India and
Self-Employment.

INTRODUCTION

MSMEs sector provides employment for many people, encouraging young entrepreneurs to start a
venture with only a small investment. Many studies found that MSMEs are an important vehicle for
developing economies, contribute in a remarkable way to the development and create many benefits to
their respective economies. The following advantages accrue to the nation.

A huge network of over 32 million enterprises, Creating employment for more than 70 million people,
Low capital to start a business, Manufacturing a variety of more than 6000 products, Do not require a
costly infrastructure, MSMEs do not require a high level of technology, Creating income and wealth for
higher standards of living, Containing the migration of people from one place to another place, Reducing
regional imbalances and increasing a balanced growth, Proper use of local raw materials, Contributing
significantly to the GDP for the national development, Export promotion, Source for foreign exchange
and Lessening burden of imports.

The Major MSMEs in Telangana State

The Telangana State has a huge scope for MSMEs sector. Many people depend on this sector, and this
sector is creating more self-employment in this state. The following are major MSMEs in Telangana
State. Textile, Food Processing, Mineral, Wood, Engineering, Chemical, Jewelry, Plastic and Rubber,
Electronics and Electricals, Paper works and Printing.
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Micro Small and Medium Enterprises’ (MSMEs) Financing Problems

Finance is the key input for running any business, and it is a lifeblood that lubricates every organ and
every functional area of the business and maintains the proper health of the business. As the moment the
blood circulation in a human body stops, the person collapses, the business also comes to a standstill the
moment the finance exhausts, ultimately leading to the fall of an organization. Finance is the lifeline of
any business. Business needs finance to continue activities for its expansion and growth, some business
plans, efficient production and marketing needs depend on funding.

Purpose of Finance for MSMEs

MSMEs need funding for The smooth running of the business. Production, Creating demand for goods,
Better infrastructure development for running a business, Up to date technology upgradation,
Modernization, creativity and innovation.

Financing Problems of MSMEs

Finance is the necessity for every business at all stages of continuous running the business, getting
finance is the most severe difficulties for MSMEs. The financing problems are the cause of all other
problems many business transactions are depending on finance, so finance is the engine for running the
business. The study is primarily focused on MSMEs' financing problem show they are affect MSMEs
financial Sustainability. The financing problems of MSMEs are Lack of availability of adequate and
timely credit, Limited access to equity capital, Collateral requirement, The exorbitant rate of interest,
Increasing raw materials price, Shortage of working capital, Hike power charges, Hike labor rates, The
decline in sales volume and Increasing bad debts, Increasing transportation expenses, Increasing rent,
Value-added tax (VAT), Govt tax and Customs duty, Volatile petrol/diesel prices, Increasing insurance
costs and Delay in account receivables.

Statement of the Problem

MSMEs are considered the backbone of the Indian economy. However, the lack of finance is the biggest
obstacle to develop this sector. Finance is the key input for every stage of the business lifecycle.
Adequate financing sources are a prime requirement for the MSMEs. Progress is not satisfactory due to
different problems, especially financing problems. Financing issues are creating a burden to running the
business recently an economic survey found that sources of funding are the biggest task for both
registered and unregistered sector. Except for Hyderabad, the districts are backwards districts in
Telangana state. There is a need study for developing the new state.

Thus, financing problems are putting much burden on MSMEs business as the finance is the lifeblood of
MSMEs business and basic need of all MSMEs’ business activities. MSMEs need more finance to
maintain better financial sustainability because all the business activities depend on financing. The
financing problems of MSMEs may be debt or equity financing problems. The MSMEs timely access
finance from various source is very difficult for their better finance so, accessing finance is a most
challenging task in Telangana state for MSMEs that’s why the researcher focused on MSMEs' financing
problems in Telangana state. All the reports suggested that MSMEs face financing problems but what are
the financing problems facing by MSMEs here the researcher targeted to find each financing problems
how they are impacting on MSMES' sustainability so there is a need to study the financing problems of
MSMEs and how they are creating Burdon on their business.

Significance of the Study

In India, the MSME sector is a significant contributor to industrial output, providing employment and a
key contributor to the GDP. Finance is an important vehicle for growth MSMEs business. Lack of
adequate finance is the cause of all other problems and necessary for early and late growth. According to
the MSMEs third (the year 2001-2002) and fourth (the year 2006-07) censuses &DICs Telangana State,
MSMEs in the three districts, namely, namely Adilabad, Karimnagar, and Khammam, are facing
financing problems. Financial institutions have the limited concentration on this sector due to the higher
risk. Overall, finance gap in the MSMEs sector is estimated to be 650 Billion (Found by IFC analysis
2012). The Government and other financing institutions should take initiative to grant loans for this
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sector, only then will the sector develop, and create more employment and wealth. Hence there is a need
for a study into the financing problems and opportunities of MSMEs.

Telangana State being newly born state, the growth of MSMEs is key to the development of the state.
MSMEs require timely and adequate finance to resolve working capital problems, particularly at the
start-up and growth stages. Because finance is necessary to boost the development of the MSMEs sector
in India.

Scope of the Study

The study is focused only on MSMEs sector’s financing problems and opportunities in Telangana State
for the period of ten years (2006 — 17).

The study focused only on three districts such as Aliabad, Karimnagar, and Khammam in Telangana
State. It focused on only MSMEs manufacturing sector; that too on three sectors, namely textile,
mineral, and wood enterprise, based on surveys. It took into account both Registered and Unregistered
Micro, Small, and Medium Enterprises.It dealt with the MSMES' financing problems and their influence
on MSMEs' financial sustainability.

Literature review

The MSMEs sector is popular among many nations like Japan, Singapore, Germany, USA, China and
many countries. This sector is building a strong economy to its respective nation. Micro small and
medium enterprises are playing a key role globally. These enterprises vary from country to country based
on their investment. The enterprises are the base for the self-employment. The main aim of the MSMEs is
to provide self-employment for many people with low capital.

» Birch (1979): Small firms are the predominantly significant creator of employment.

» Norton. E(1991): Small and Medium Enterprises (SMEs) play a key role in the development
process of any country. They are a vital source of employment creation and output growth in the
developing countries as well as in the developed countries.

> Levy et al., (2005): SMEs play a significant role towards the development of the country’s
economy.

» Shambhu Chatak (2010): In India, SMEs play a vital role in the process of industrial
development and economic growth creating employment, generating income and catalysing
growth in urban and rural areas.

» Economic Survey (2009-10): The India’s MSMEs sector contributes 8% of Gross Domestic
Product, 45% of manufacturing and 40% of its exports.

» Bouri et al., (2011): Discussed in their study that SMEs are contributing immensely in terms of
the business establishment and gross domestic product (GDP) transversely.

» Eneh, Ogechukwu (2011): Small and medium enterprises have been recognized globally as an
engine of growth and development.

» GSudha Venkatesh and Muthaiah (2012): Discussed that MSMEs are playing an important role
in India. MSMEs can create employment. They explained financial sources of MSMEs. The main
objective of the study is understanding the importance and contribution of MSMEs in India. The
authors used the secondary data only from a different source.

» Maunganidze (2013): It is universally accepted and acknowledged that Small and Medium
Enterprises (SMEs) effective instruments of employment creation, economic growth, poverty
alleviation.

> Pallab & Dr. Munish (2013): In their article, they mentioned that MSME is the backbone of the
Indian economy.

» Dr.P.Uma (2013): MSME sector is the solution for the reduction of poverty, employment
generation, and higher GDP growth. The paper highlighted significance SMEs in the economic
development of India. She explained about the rural MSMEs and discussed the strengths and
weaknesses of MSMEs such as Flexibility of Owner Management, Inexpensive Labor. The author
used the secondary data only.
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» Roopda Kundra, CEO CRISIL (2013): India’s MSMEs will be an enormous growth in future.
» Hashim (2015): The MSMEs were Identified as a significant contributor to India’s economy in
particular and emerging economies in general.
Financing Problems of MSMEs
The financing problems cause the difficulties for running the business. Finance is the life blood of every
business; the business needs finance for every business life cycle, but then when the adequate finance is
not available the business may not run properly. Like that the financing problems are the root cause of all
other problems these problems will cause the wind up the business. The MSMEs sector is also facing
many financing problems which are affecting on their day to day business many MSMEs are unable to
run their business because of financing problems.
Research Methodology
Objectives of the Study
» To find out the various financing problems of MSMEs and how they are affect MSMEs' financial
sustainability;
> To identify the indirect effect of lack of working capital on financing problems and MSMEs'
financial sustainability and
» To identify the indirect effect of difficulty in funding on financing problems and MSMEs'
financial sustainability.
Research Hypotheses
H1: The source of finance has a positively influences lack of working capital.
H2: The source of finance has a positively influences MSMEs’ financial sustainability.
H3: The source of finance has a positively influences difficulty in funding.
H4: Financial institutions’ practices positively influence lack of working capital.
H5: Financial institutions’ practices positively influence MSMEs’ financial sustainability.
Hé6: Financial institutions’ practices positively influence difficulty in funding.
Sample Frame
In this study, the sample frame was determined based on the population of MSMEs enterprises who are
engaging their business with textile, Mineral and wooden furniture in the Adilabad Karimnagar and
Khammam district. Based on the DICs reports, the researcher selected 5% sample from each sector for
registered enterprises and for unregistered ones, the researcher targeted in each district a minimum 100
sample.
Sampling Technique
In this study, as for registered enterprises, the data obtained from the DICs of each district and for the
unregistered one’s data cannot be determined. Based on this the researcher used non-probability method
purposive sampling technique for the study.
Sample Size Determination and Justification
The sample size for both registered and unregistered enterprises has been considered. The registered
enterprise sample has been taken from each district industries center enterprises. And unregistered
MSMEs are unknown so a target of above hundred samples has been made in each of the three districts.
Data Analysis: Methods/Techniques
In this study, the data analysis methods were used with the help of the software of Microsoft Office 2017,
SPSS 21.0 version, AMOS 20.0 version and the statistical techniques such as Descriptive Statistics,
Exploratory Factor Analysis (EFA), Confirmatory Factor Analysis(CFA) and Structural Equation
Modelling (SEM) were used. The total valid sample is 558. The sample collected from the MSMEs
respondents from Adilabad, Karimnagar and Khammam district consists of the businesses which are
textile-Based, mineral-based, and Wood-based in Telangana State.
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Findings of the Study

The study revealed that there is a significant impact of the source finance on lack of working capital,
financial sustainability, difficulty in funding in MSMEs business, this helps to understand the source of
finance is an important factor in the financial requirement of any business.

However, though the financial institutions’ practice influences lack of working capital and financial
sustainability insignificant, the impact on the difficulty in funding was found to be significant.

The effect of the financial status for sanctioning a loan on lack of working capital, financial sustainability
and difficulty in funding was found to be significant. This denotes that maintaining annual reports
collateral etc. impact the overall financial sustainability of the business.

Further, in this study the lack of government support system on, financial sustainability and difficulty in
funding were found that significant and the relationship between government assistance system on
working capital found that insignificant.

Conclusion

MSMEs aim to provide self-employment to unemployed people and this sector is the base for self-
employment. The government’s concern is that it may not be able to provide hundred percent
employment to all people. Therefore, every person cannot get a job and many people are looking for self-
employment; the best self-employment avenue could be the MSMEs sector. The India’s MSMEs sector
has a great future, but many problems are crippling it, especially financing problems, which are the prime
factor affecting its sustainability. The present study is focused on three districts, namely, Adilabad,
Karimnagar and Khammam in Telangana State and the enterprises related to textile, mineral and wood.
These enterprises are found to face financing problems. There are many schemes and funding sources for
MSMEs, but still, problems persist. If the financial institutions are unable to grant to this sector in time,
they may be lost. The Indian government’s target of enhancing GDP by 25 percent by 2025 and its
“Make in India” slogan’s success will be realized if the Government and Financial Institutions encourage
the MSMEs. For the survival of MSMEs, the MSME entrepreneurs also need to attend more EDPs which
are enabled to get better financial assistance from financial institutions. The Reserve Bank of India needs
to encourage banks to grant loans immediately to MSMEs sector. These initiatives.are very helpful for
the growth and survival of MSMEs.
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