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Executive Summary

It is widely believed that e-commerce platforms have immense potential to enhance market access for micro,
small, and medium enterprises (MSMEs) worldwide. By opening up new sales channels, e-commerce platforms
allow MSMEs that were previously confined to local markets to reach customers in a wider geographical market.
Evidence on the engagement of MSMEs with e-commerce platforms in India is thus far limited as this information
is generally proprietary and not available to researchers. This report seeks to fill this gap by undertaking a
comprehensive primary survey of MSMEs. Combining data from enterprises that are integrated with e-commerce
platforms and those that are not, the report seeks to understand how e-commerce can be leveraged to enable
MSME growth in India.

A survey of 2,007 MSMEs was carried out between 4 November 2022 and 20 January 2023. Of the total sample,
65 per cent of the firms were micro in size, 19 per cent were small, and the remaining 16 per cent were medium.?
At the time of the survey, 1,005 enterprises were already integrated with e-commerce platforms, while the
remaining 1,002 were not integrated. MSMEs were selected across six product categories—sports goods (16.7%),
toys (15.7%), processed and preserved food products (16.9%), apparel (17%), furniture (17.6%), and handicraft
products (16.1%). The survey covered the cities of Ahmedabad, Bhubaneshwar, Delhi, Jaipur, Lucknow, Ludhiana,
Jalandhar, Agra, Meerut, Saharanpur, and Chennai. All the enterprises included in the sample were registered on
the Udyam portal, a government facility that provides firms with a permanent registration and basic identification
number.

In addition to the information on the key performance indicators of firms such as sales, employment, and
profitability, the survey questionnaire also captures important characteristics of the businesses such as export
orientation, composition of employment and demographics of business owners such as their age, gender,
educational qualifications. This allows us to undertake a comparative assessment of MSMEs that are transacting
on e-commerce platforms and those that were not. It also enables us to understand how integrated MSMEs
transact once they join the platform and whether new business opportunities emerge for them. Notably, the
survey is designed in a manner that permits an understanding of the heterogeneities within the MSME sector.
This is important as the factors that constrain or enable a firm’s decision to join e-commerce platforms and their
performance thereafter vary across micro, small and medium enterprises.

To begin with, the survey finds that firms with younger and more educated owners are more likely to be integrated
with e-commerce platforms. Women-owned MSMEs are not far behind male-owned firms in terms of integrating
with e-commerce platforms, despite the underrepresentation of women in the MSME landscape in general. A
higher share of export-oriented firms are found to be integrated with e-commerce platforms compared to firms
that do not export, suggesting a positive relationship between firms’ export orientation and digitalisation. Given
that the more productive firms in the economy are likely to be enaged in export activity, these firms are perhaps
better placed to harness the benefits of online sales and are therefore more likely to join e-commerce platforms.

2 Forthis study, the composite criteria of investment in plant and machinery or equipment, and annual turnover of MSME as prescribed by the Department
of MSME, Government of India is used. Micro enterprises are classified as units with investment in plant and machinery or equipment not more than
INR10 million and annual turnover of not more than INR50 million; small enterprises are classified as units with investment in plant and machinery or
equipment not more than INR100 million and annual turnover of not more than INR500 million and medium enterprises are classified as units with
investment in plant and machinery or equipment not more than INR500 million and annual turnover of not more than INR2.5 billion.
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On other performance indicators, too, integrated firms appear to be better off than non integrated firms on an
average; the former report higher turnovers and profitability, and a higher share of permanent employees in
their workforce compared to non-integrated firms.

Integration with e-commerce platforms is found to bring important benefits to firms. First, a sizeable percentage
of integrated enterprises (over 85%) report an increase in their total sales and profit margins after integrating with
e-commerce platforms. Most enterprises typically report increases of upto 30 per cent of their initial sales and
profit margins. Second, several firms indicate that they have invested in training employees and purchasing new
equipment, machinery and software as they have joined e-commerce platforms. Third, several firms report having
launched new products, made improvements in existing product design, and adopted new business practices
and organisational methods ever since they integrated with e-commerce platforms. It appears, therefore, that
integration with platforms may have fostered investment and innovation at the firm level. However, a relatively
small share of integrated firms report hiring new employees after joining e-commerce platforms. This may be
due to the fact that the use of online marketing practices may have saved firms labour inputs in some areas, even
though they may have created jobs elsewhere through a sales expansion effect.

The results of the survey suggest that MSMEs have witnessed significant gains by integrating with e-commerce
platforms. Improved market access is the most widely reported benefit of integration. Therefore, it is unsurprising
that a majority of integrated enterprises report their willingness to increase the share of e-commerce sales in
their total sales in the future. It is important to highlight the fact that at present, the volume of sales made
through e-commerce platforms account for a relatively smaller share of the firms’ total sales compared to those
made through traditional routes. And therefore, there is significant scope for MSMEs to increase share of online
sales in total sales.

The survey also examines the use of digital payments among MSMEs and how integrating with e-commerce
platforms impacts their ability to access finance. A majority of the surveyed MSMEs report using digital wallets
and mobile payments as the most frequently used payment mode for doing business. On average, cash-based
sales are found to be higher for non-integrated MSMEs compared to integrated firms. Further, the use of bank
loans is found to be marginally higher among integrated firms compared to non-integrated firms. Significantly,
a sizeable percentage of integrated enterprises report that obtaining a loan has become easier after integrating
with e-commerce platforms. A small share of integrated enterprises also suggest that they could access loans
from fintech companies or non-banking financial corporations by linking their earnings on e-commerce platform
stores to their loan accounts. The earnings then serve as a guarantee and thus there was no requirement
of collateral. Notably, a significant proportion of non-integrated firms state that their ability to raise external
finance would have been greater if they had a presence on e-commerce platforms. More generally, as MSMEs
enhance their digital footprint through integration with e-commerce platforms, they are able to establish their
credit worthiness and access formal finance more easily.

Itisimportant to recognise that for firms that are unable to join e-commerce platforms, technology may represent
a survival threat rather than an opportunity. Firms that are not integrated with e-commerce platforms are likely
to find it more challenging to access markets at a time when integrated firms are making deeper inroads into
markets by leveraging platforms. Given that the integrated firms are likely to be better off and more productive
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on average than non-integrated firms, such differences in market access on account of e-commerce platforms
can further exacerbate inequities between these firms.

Policymakers and other stakeholders must be mindful of these potential inequities and seek to bridge the divide
between the integrated and non-integrated firms. This requires an understanding of the factors that impede
firms from joining platforms. In the sample, non-integrated firms indicate that in large part their decision to not
join platforms is due to lack of knowledge and information about digital technologies and e-commerce platforms.
However, the decision of a firm to join e-commerce platforms is not simply a function of whether it has the
knowledge and information about the platform but also the firm’s own internal capabilities, which determine
whether it stands to benefit from joining e-commerce platforms. This suggests that bridging the gap between
integrated and non-integrated firms will not only require investments in technology, digital skills, information,
and other factors that are complementary to e-commerce adoption, but also enhancing the capabilities and
productivity of MSMEs by providing them with infrastructure services, financial services, managerial and business
skills and enterprise support and training.

Annual Survey of Micro, Small, and Medium Enterprises (MSMEs) In India: Leveraging E-commerce for the Growth of MSMEs | 13



<=
IC=

S
==

Indian Council for Research on International Economic Relations
India Habitat Centre, Core-6A, 4th Floor, Lodhi Road, New Delhi - 110003, India.

Tel: +91 11 43112400 |

Fax: +91 11 24620180

E-mail: info@icrier.res.in | Web: www.icrier.org



	7f4b9fb35513049da0bcec2f8940f9e4454889e26f3449f0fb8cb5d717c91421.pdf
	c9c19c52b5cb7d93a1fe50a0370ac89aff6a8aa167b7304900690d181a668636.pdf
	e876c497785483dd1ffbb06def239e854b85c8d369acc2d2154586f770e808d5.pdf

