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Introduction 

MSME’s Organisation of Ministry of MSME, Govt. of India. It is a pioneer institute in the field of MSME 

and Entrepreneurship Development. The Institute provides a host of services with focus on Capacity 

Building, Research, Consultancy, Skilling, Education and Extension. Micro, Small and Medium Enterprises 

have substantially contributed to the economic development of our state. The MSME sector in Bihar 

occupies the second position next alone to agriculture in terms of employment generation. This sector 

accounts for about 95% of the industrial units, 65% of manufacturing output. The institute commemorated 

Diamond Jubilee, 60 years of commendable services to MSME sector and the country. Small and Medium 

Enterprises (SMEs) are recognized as the backbone of the Indian economy, contributing significantly to its 

growth, employment generation, and overall development. Bihar, a state with significant potential, is no 

exception to this trend. This research paper aims to delve into the multifaceted impact of SMEs on the 

Indian economy, with a specific focus on their role in Bihar's economic landscape. As per the estimates of 

the Ministry of MSME, Government of India, MSME sector nearly employs over 90 million people nearly 

constituting 30 per cent of India’s GDP, and 40 per cent of the total exports. Therefore, supporting 

entrepreneurs in SMEs to establish a network of globally competitive business will go a long way in 

industrialization of rural areas and assist in poverty reduction(Manna and Mistri, 2017). The prioritization of 

the government towards reviving entrepreneurship in the country has been encouraging in India. At the 

national level, the Micro, Small and Medium Enterprises Development (MSMED) Act, 2006 was a step 

towards defining specific roles of the small enterprises. The quantum of investment in plant machinery, 

equipment for manufacturing provides the basis for classification of MSMEs as notified by the Ministry of 

MSME, vide S.O. 1642 (E) dated 9th September 2006. 

In Bihar, more than 95 per cent of the industries are small in nature. The Industrial Policy of Bihar (2016) 

has outlined an industrial growth of 15 per cent per annum while the Bihar Start up Policy of 2017 

envisages creation of conducive regulatory environment through infrastructure, credit, and policy support 

for promoting entrepreneurship in the state. The units of processing, food, fruit and vegetable, poultry, 

animal feed; manufacturing of electrical products, timber, ceramics, iron and steel, and plastic form the 

ecosystem of modern MSMEs in Bihar. Supplementing these units with an investor friendly environment 

with the implementation of Udyog Samwad portal can revitalize the growth of this sector in Bihar. A state 

wise comparison of the distribution of MSMEs across major states of India in two different time periods, 

given in Figure 1, reveals that Bihar constituted about 5.4 per cent of the total MSMEs in the country as per 

the NSS 73rd Round (2015-16). 

Literature Review 

Numerous studies have highlighted the vital role of SMEs in driving economic growth. They are often 

characterized by their ability to innovate, create jobs, and contribute to exports. In the context of India, 
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SMEs have been instrumental in reducing poverty, promoting inclusive growth, and fostering 

entrepreneurship. 

However, SMEs in India, particularly those in states like Bihar, face a myriad of challenges, including 

access to finance, infrastructure, technology, and skilled labour. Understanding these challenges is crucial to 

unlocking the full potential of the SME sector in Bihar. 

SMEs are a powerful engine of economic growth, and their impact on the Indian economy, particularly in 

states like Bihar, is undeniable. By addressing the challenges faced by SMEs and implementing supportive 

policies, Bihar can harness the potential of this sector to achieve sustainable economic development and 

improve the lives of its citizens. To conduct a comprehensive research study, it is essential to gather 

empirical data through surveys, interviews, and case studies. Additionally, a detailed analysis of government 

policies and programs aimed at supporting SMEs in Bihar would be valuable. The Small Enterprises 

National Documentation Centre (SENDOC) facilitates this process. The institute has recently 

commemorated the Diamond Jubilee, 60 years of commendable services to MSME sector and the country. 

Research Methodology 

This research employs a mixed-methods approach, combining qualitative and quantitative research 

techniques. Primary data will be collected through surveys and interviews with SME owners, managers, and 

policymakers in Bihar. Secondary data will be sourced from government reports, academic publications, and 

industry reports. 

Impact of SMEs on the Indian Economy 

• Job Creation: SMEs are significant job creators, particularly in rural and semi-urban areas. They 

offer employment opportunities to a diverse range of individuals, including skilled and unskilled 

workers. 

• Economic Growth: SMEs contribute substantially to the GDP, both directly and indirectly. They 

stimulate economic activity by generating demand for raw materials, intermediate goods, and 

services. 

• Innovation and Entrepreneurship: SMEs are often at the forefront of innovation, developing new 

products and services. They foster a culture of entrepreneurship, encouraging risk-taking and 

creativity. 

• Export Promotion: SMEs play a crucial role in India's export-led growth strategy. They contribute 

to the country's export basket, particularly in sectors like handicrafts, textiles, and IT services. 

The Role of SMEs in Bihar's Economy 

• Employment Generation: In Bihar, SMEs are a major source of employment, especially in the 

manufacturing and services sectors. They provide livelihood opportunities to a large number of 

people, reducing unemployment and poverty. 

• Industrial Development: SMEs have the potential to drive industrial development in Bihar. By 

promoting local manufacturing and processing, they can contribute to the state's economic 

diversification. 

• Rural Development: SMEs can play a significant role in rural development by creating 

employment opportunities in rural areas and promoting value addition to agricultural products. 

• Social Impact: SMEs can have a positive social impact by empowering women entrepreneurs, 

promoting social inclusion, and contributing to community development. 
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Challenges Faced by SMEs in Bihar 

• Access to Finance: SMEs in Bihar often face challenges in accessing adequate and affordable 

finance. This hinders their growth and expansion. 

• Infrastructure: Poor infrastructure, including inadequate power supply and transportation facilities, 

hampers the operations of SMEs in Bihar. 

• Lack of Skill Development: A shortage of skilled labor can limit the growth potential of SMEs. 

• Regulatory Hurdles: Complex and cumbersome regulations can discourage entrepreneurship and 

hinder the growth of SMEs. 

Policy Recommendations 

To unlock the full potential of SMEs in Bihar, the following policy recommendations can be considered: 

• Financial Support: Provide easier access to credit, subsidies, and other financial incentives. 

• Infrastructure Development: Invest in infrastructure development, particularly in rural areas, to 

improve connectivity and reduce logistics costs. 

• Skill Development: Promote skill development programs to equip the workforce with the necessary 

skills. 

• Regulatory Reforms: Simplify regulatory procedures and reduce bureaucratic hurdles. 

• Cluster Development: Encourage the formation of clusters to facilitate knowledge sharing, 

collaboration, and economies of scale. 

• Digital Empowerment: Promote the adoption of digital technologies to improve efficiency and 

productivity. 

Small and Medium Enterprises (SMEs) play a critical role in the economic development of any nation, and 

this is particularly true for India. SMEs contribute significantly to employment generation, poverty 

alleviation, and fostering entrepreneurship. In the context of Bihar, SMEs have a distinct impact on the 

state's economy, considering its socio-economic landscape, challenges, and opportunities. 

Impact of SMEs on the Indian Economy 

India’s economy is largely driven by the growth of SMEs, which contribute around 30% to the GDP, 

provide employment to millions, and account for more than 45% of the total industrial output. These 

enterprises are a backbone of the manufacturing sector and are crucial for the economic decentralization of 

the country. 

1. Employment Generation: SMEs in India employ millions of people, with many jobs being in rural 

and semi-urban areas. In the absence of large-scale industries, SMEs are often the primary source of 

livelihood for a large section of the population. 

2. Innovation and Entrepreneurship: SMEs provide the perfect platform for budding entrepreneurs 

to experiment with new ideas and innovations. These businesses are flexible and can adapt to 

changes in technology, markets, and consumer needs more easily than large corporations. 

3. Contribution to Export: Small and medium industries contribute significantly to India’s export 

revenue. Products like textiles, handloom, leather goods, and IT services are exported to various 

global markets, fostering India’s integration into the world economy. 

4. Rural Development: A large proportion of SMEs operate in rural and semi-urban areas, where they 

help reduce regional imbalances and contribute to the local economy. They also play a significant 

role in reducing urban migration by providing employment opportunities in rural areas. 
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Focus on Bihar 

Bihar, despite its challenges of underdevelopment and low industrialization, has immense potential for the 

growth of SMEs. The state's socio-economic conditions, the large rural population, and the government’s 

focus on industrial growth have created an environment conducive to the growth of small and medium 

enterprises. 

1. Employment Generation in Bihar 

Bihar has a vast workforce with a large proportion of youth seeking employment. The growth of SMEs can 

significantly absorb this workforce and reduce the problem of unemployment. MSMEs (Micro, Small, and 

Medium Enterprises) have the potential to create jobs not only in urban areas like Patna but also in rural 

regions, which is crucial for inclusive development. 

2. Boost to Rural Economy 

With a majority of Bihar's population residing in rural areas, SMEs can play a major role in improving the 

rural economy. Agricultural-based industries, food processing, handicrafts, and rural tourism have the 

potential to boost local employment, enhance local skillsets, and improve the quality of life for rural 

communities. 

3. Infrastructure Development 

Bihar’s infrastructure is gradually improving, with better road connectivity, power supply, and initiatives to 

improve ease of doing business. These developments can foster SME growth. Additionally, the government 

has been promoting industrial parks and clusters, which could help SMEs access modern facilities and 

markets. 

4. Government Support and Schemes 

The Bihar state government, in collaboration with the central government, has introduced various schemes 

aimed at the development of SMEs. Some key initiatives include: 

• Bihar Industrial Investment Promotion Policy: This policy aims to promote entrepreneurship by 

providing various incentives, including financial subsidies and ease of setting up new businesses. 

• MUDRA Scheme: Aimed at financing micro and small enterprises, the MUDRA scheme is 

significant in supporting small-scale industries in Bihar, especially those in rural areas. 

• PMEGP (Prime Minister’s Employment Generation Programme): This scheme offers financial 

assistance to young entrepreneurs and helps create new job opportunities in the state. 

5. Challenges 

Despite the potential, SMEs in Bihar face several challenges: 

• Inadequate Infrastructure: Though improvements are being made, there is still a significant gap in 

infrastructure, including transportation, power supply, and communication networks. 

• Access to Finance: Small enterprises often struggle to access credit, which limits their ability to 

expand and innovate. This is especially challenging in Bihar, where the financial inclusion rate is 

lower compared to other states. 

• Skilled Labor Shortage: Bihar has a shortage of skilled labor for industries beyond agriculture, 

which limits the growth potential of SMEs. Training and skill development programs need to be a 

priority. 
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• Market Access: Many SMEs in Bihar struggle with limited market access, both domestically and 

internationally. This restricts their growth potential, making it difficult to scale operations. 

6. Potential Sectors for SME Growth in Bihar 

• Agri-based Industries: Bihar has a strong agricultural base. SMEs in food processing, dairy, and 

agro-based industries can leverage local raw materials and create value-added products for domestic 

and export markets. 

• Handicrafts and Textiles: Bihar has a rich tradition of handicrafts, including Madhubani painting, 

Bhagalpuri silk, and Sikki art. These industries have potential in the global market if marketed 

properly. 

• Renewable Energy: Bihar has vast untapped potential for renewable energy sources, especially 

solar energy. SMEs in the renewable energy sector could play a significant role in meeting the state’s 

energy needs while contributing to sustainable development. 

• Tourism and Hospitality: With its historical and cultural landmarks, Bihar could develop its 

tourism sector, providing opportunities for SMEs in hospitality, tour services, and local handicrafts. 

Conclusion 

The impact of SMEs on Bihar's economy is enormous. While challenges remain, there are multiple 

opportunities to harness the potential of small and medium enterprises. With the right policies, infrastructure 

improvements, and skill development initiatives, SMEs in Bihar could be a powerful driver of inclusive 

economic growth. Addressing the challenges of access to finance, market expansion, and infrastructure will 

be key to ensuring that Bihar benefits from the growth of SMEs in the years to come. 
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