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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 straightforwardly or in a roundabout way assisting with the improvement of the country. 
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 area is showing a noteworthy development, yet the issues 
like showcasing, supporting, absence of foundation and absence of innovation adversely affect 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. MSMEs are viewed as the foundation 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. 

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, Employment, India, GDP, Self-Employment. 
 
Introduction: MSMEs have been perceived overall as a motor of financial development and as a vital instrument for aiding impartial 
turn of events. The vital benefit of this area is to help sprouting work business people at low capital expense. Anyone can start the 
MSMEs businesses with minimum capital, and they are highly heterogeneous. This sector also helps in the industrialization of the 
rural, backwards areas, reduction of poverty and containing the migration of people. Although the sector has shown inspiring stories, 
facing some challenges to its growth, primarily because finance is the biggest constraint for the survival of this sector. 
 

There are two types of enterprises under this sector they are registered and unregistered. Registered enterprises constitute 
only 1.54 million whereas unregistered enterprises are nearly 4.3 million; almost 96% enterprises viz., micro 95%, small 4.85%, and 
medium 0.2% in India. The MSMEs sector assumes a significant part in the development of the Indian economy with a huge 
organization of over 36.17 million units, (IFC 2017) making work for 80 million individuals. The area is fabricating in excess of 6000 
items, contributing 45% to assembling and 40% of products straightforwardly and in a roundabout way (MSME annual report 2017). 
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 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. 

 
Literature Review 
Micro Small and Medium Enterprises 
Norton. E(1991): Small and Medium Enterprises (SMEs) assume a key part in the improvement cycle of any country. They are a 
crucial wellspring of business creation and result development in the emerging nations as well as in the created nations. 
Shambhu Chatak (2010): In India, SMEs assume an essential part during the time spent modern turn of events and financial 
development making business, 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. 
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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 principal objective of the review is figuring out the significance and 
commitment of MSMEs in India. The creators utilized the optional information just from an alternate source. 
 
Financing Problems of MSMEs 
Nanda. Ramana & William.R.Kero(2009): The author discussed that the financing problems are one of the biggest hindrances of 
MSMEs development. 
Planning Commission Report on MSMEs (2012-2017): The Indian arranging commission comprised working gathering on MSMEs 
development for the year 5-year plan 2012-2017 found the main critical issue is finance. MSME sector is the major base of 
manufacturing in India, with its contribution overall 45% industrial output but due to the financing problems they unable to survive in 
the country. 
Dr.Reetu Sharma (2012): Discussed all over the world the manufacturing sector is very popular for export-oriented products. A 
conducted study in Haryana state he used the both primary and secondary data in his study first and foremost problems facing by SSI 
units that finance is the largest problem for them. Due to these financial problems, they are unable to run their business successfully. 
 
Source of Finance 
CII (2013): The Confederation of Indian Industry (CII) conducted a survey on MSMEs' financing. The survey found that the MSMEs 
are heavily depending on internal financing such as from personal savings, loans from friends, from family members, loans from un 
regulatory markets, retained earnings, funds through sale of assets and a few are accessing loans from financial institutions. 
Biswajit Bose (2013): The author in his study observed that the MSMEs are mostly depending on self-finance such as personal 
savings, from friends, from relatives and sale of assets the MSMEs fourth census found that 87% of MSMEs depending on informal 
finance only 23% MSMEs are depending on finance form financial institutions. 
 
Difficulties in Funding 
Ayyagari et al., (2007): Opines that access to external finance from banks for MSMEs is very costly and trouble-ridden. 
Dasanayaka (2009): Imagines that the MSMEs' supporting issues might be ordered into inaccessibility of money, admittance to fund, 
the significant expense of borrowings, and the board of money. 
 
Lack of working capital 
Nobannee (2011): Believes that the lack of working capital management directly influences profitability, the liquidity and 
sustainability of MSMEs. 
International Finance Corporation (IFC 2012): The IFC again conducted a study on “Micro, Small and Medium Enterprises 
Finance Markets in India.” The IFC thought that the lack of finance had continued to be the biggest challenge for this sector. The 
manufacturing sector has longer working capital. The sector needs sufficient finance for the growth. 
 
Financial Status for Sanctioning Loans 
Cowling and Westhead (1996): Maintaining the collateral security is an important and fundamental part in accessing loans from 
banks. 
hatta charya, Fiaz, and Zohair (2000): Identified that the banks are antagonistic to the MSMEs as banks are not considering 
MSMEs attractive, because they are high-risk borrowers because of their low collateral security, insufficient documentation and not 
following accounting system. 
 

Many studies found that MSMEs are still facing different financing problems in different situations. There is a relationship 
between financing problems and MSMEs' financial sustainability directly or indirectly. Due to the financing problems, the MSMEs 
are unable to grow and survive in the globally-connected business environment. 
 
Research Methodology 
Research Gaps: There are many studies on MSMEs, and a few researchers have aimed at studying their financing problems, but 
studies relating to financing problems and their impact on the financial sustainability of an enterprise and other direct and indirect 
relationships have not yet been attempted. There is a need to test lack of working capital mediating between the financing problems 
and MSMEs' financial sustainability. 
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Research Questions 
 How is the MSMEs' financial sustainability affected by various financing problems? 
 How does MSMEs' financial sustainability get affected by lack of working capital? 
 How does MSMEs' financial sustainability get affected by difficulty in funding? 

 
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. 
 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 difficulty in funding. 
 H2: Lack of working capital positively influences MSMEs' financial sustainability 
 H3: Difficulty in funding mediates the relationship between financial institutions’ practices and MSMEs' financial 

sustainability. 
 

Population of the Study and Sample Frame: MSMEs sector population is according to the Telangana State and Population of the 
Study is 558. 
Sampling Technique: In this study, as for registered enterprises, the data obtained from the TS. Based on this the researcher used 
non-probability method purposive sampling technique for the study. 
Data Collection Sources: The data was collected for the study from both primary and secondary sources. 
Primary Sources: The primary data was collected from the MSMEs entrepreneurs engaged with textile Enterprises, Mineral 
Enterprises and Wooden Enterprises through face to face interviews and structured questionnaires in Telangana State. 
Secondary Sources: The secondary data was collected from the MSMEs Ministry Website, DCMSME website District Industries 
Center (DICs), books, journals, articles, government reports and also from the Internet (the information about the MSMEs sector. 
Reliability of the Research Instrument: There are some factors the reliability is .879. A commonly accepted rule for internal 
consistency of Cronbach’s alpha. 
Validity of the Research Instrument: The face validity reflected that the measuring device had correct characteristics and was 
assessed by MSMEs experts in the field of MSMEs sector. 
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. 
 
Results and Discussion 
Gender Profile of the Respondents 
Figure: 1 
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The above chart presents the gender proportion of the MSMEs respondents. It can be found that most of the respondents are 
male (about 79%) and the female respondents are only 21% so here the study found that in MSMEs business men are dominating 
greater than women in the MSMEs sector. 

 
Enterprise Type 
Figure: 2 

 
The above chart presents about the type of the enterprises. The study found that micro enterprises account for 71%, small 

enterprises 24% and medium enterprises 5%. It is found that a majority of the respondents belong to micro enterprises; lowest 
enterprise is medium due to the low capital. Many people are starting a business with micro enterprises. 

 
Financial Awareness 
Figure: 3 

 
 

The above chart presents about the financial awareness of the respondents. It is found that the respondents who are 
completely aware account for 6.30%, partially aware 51.40% and unaware 42.30%. So that majority of the respondents partially 
unaware and low respondent were completely aware due to unaware and partially aware. Many MSMEs were unable to access loans 
from financing institutions, so they alternatively depend on informal finance sources. 
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Approached financial institution 
Figure: 4 

 
The above chart found that the respondents who approached financial institutions for a loan are 66.10% and not approached 

financial institutions 33.90%. It is found that many respondents met the financial institutions for their financial requirement of 
business. 

 
Loan applied 
Figure: 5 

 
 

The above chart presents the loan application status of the respondents. It is found that the respondents who applied for a loan 
account for 26.5. %, not applied 41.60% and not applicable 31.90%. So, the study found that due to financial institutions rules and 
regulations many respondents have not applied for financial assistance. 
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Time is taken for grant loan 
Figure: 6 

 
 

The above chart presents the time taken by financial institutions for the grant of loans to the respondents. The study found 
that < 1-week time (30.00%),1-2 weeks (3.40%),2-3 weeks (7.70%),3-4 weeks above (5.20%), not given loan by financial institutions 
10.00% and if not applied is not applicable70.60%. The study found that the respondents revealed that due to the lack of collateral 
requirement unable to access loans from a financial institution. 

 
Faced obstacles to get loan 
Figure: 7 

 
 

The above chart shows the obstacles faced by the respondents while getting a loan from financial institutions for their 
business. The study found that those who faced problems form 14%, those who did not face problems 13.00% and those who did not 
apply 72.20%. So, many of the respondents did not apply for the loan because of financial institutions rules and regulations. 
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Type of obstacles faced 
Figure: 8 

 
 

The above chart shows the type of obstacles faced by the respondents while getting a loan. It is found that delay in 
sanctioning a loan account for 5.00%, collateral requirement 8.80 and many respondents did not apply for the loan because of 
financial institutions following terms and conditions strictly. 

 
Reliability Analysis 
Table: 1 

Details  N % 
Valid  

 

558 100.00 
Excluded  0 0 
Total  558 100.00 
 

Cronbach’s Alpha 
.879 

No of items. 
33 

 
The above tables Reliability Analysis explains the total valid samples were 558, excluded samples were zero and total 

hundred percent samples were valid. Based on the analysis Cronbach’s alpha got .879 from the thirty-three items. According to the 
Cronbach’s alpha recommended values 0.9> α≥0.8 Good (according to George, D., & Mallery, P. (2003) based on this the sample 
reliable and further study carried out. 

 
Findings and conclusions  

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. 
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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. 

 
The lack of infrastructure and its influence on the lack of working capital, difficulty in funding are significant, but the effect 

of infrastructure on financial sustainability is found to be insignificant. So, it was found that the infrastructure plays an important role 
in the business. 

 
The results revealed the lack of working capital and difficulty in funding positively influencing the MSMEs' financial 

sustainability. 
 
The lack of working capital mediates the relationship between the source of finance, lack of infrastructure on financial 

sustainability showing significantly but lack of working capital on other factors such as financial institutions practices, financial status 
for sanctioning loan, government support system on financial sustainability showing insignificant. 

 
The difficulty funding mediates between the source of finance, financial institutions’ practices, financial status for 

sanctioning a loan, government support system, lack of infrastructure showing significant. The study revealed that these independent 
variables influence MSMEs' financial sustainability. 

 
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. 

 
There are many plans and sources of financial support for MSMEs, yet at the same time, issues continue to happen. 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 urge banks to give advances promptly to MSMEs 
area. These drives are extremely useful for the development and endurance of MSMEs. 
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