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Abstract

Micro, Small and Medium Enterprises
(MSMEs) play a pivotal role in India’s
economic structure, particularly in large and
labour-abundant states such as Uttar Pradesh
(U.P.). This study examines the impact of
fiscal and regulatory reforms on MSME
performance and the broader growth
trajectory of U.P. using recent administrative
and macroeconomic indicators. Evidence
from Udyam and UAP registrations shows
that Uttar Pradesh hosts nearly 2 crore
registered MSMEs, accounting for about
14% of India’s MSME base, with micro
enterprises constituting nearly 95% of total
units. Regulatory reforms, including digital
registration and single-window clearances,
significantly reduced compliance burdens,
reflected in 88-90% approval rates under the
Nivesh Mitra portal. Fiscal measures under
the U.P. MSME Promotion Policy 2022,
such as stamp duty exemptions and interest
subsidies, helped sustain enterprise growth
beyond initial formalization. The expansion
of MSMEs contributed to employment
generation, export resilience where MSMESs
account for around 45% of India’s exports
and supported U.P.’s NSDP growth, which
recorded a CAGR of about 11.09% (2015
16 to 2022-23). The study concludes that
MSME-focused fiscal and regulatory

reforms are central to inclusive and resilient
economic growth in Uttar Pradesh.

Keywords: MSMEs, fiscal reforms,
regulatory reforms, economic growth, Uttar
Pradesh

1. Introduction

Micro, Small and Medium Enterprises
(MSMESs) are widely recognized as a central
pillar of India’s growth model because they
combine high employment intensity with
deep linkages to local supply chains and
consumer markets. Nationally, official
government communication consistently
emphasizes that MSMEs contribute around
30% to India’s GDP and over 45% to
exports, and that they are the second-largest
employer after agriculture (Press
Information Bureau [PIB], 2025). The scale
of the sector is also visible in formalization
data: as of 26 June 2025, India had over 5.70
crore MSMEs registered on the Udyam
Registration and Udyam Assist Platforms,
reflecting a large and rapidly expanding
formal enterprise base (PIB, 2025). This
macro backdrop is important because it
clarifies why MSME-focused reforms
especially those that lower compliance costs
and improve access to finance can have
economy-wide effects through higher firm
entry, improved survival rates, stronger
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productivity, and faster diffusion of
innovation in manufacturing and services.

Within this national context, Uttar Pradesh
(U.P.) represents a strategically important
case because of its large population, large
domestic market, and diverse regional
economy (western industrial belts, central
agrarian zones, and the development needs
of Purvanchal and Bundelkhand). Policy-
facing evidence suggests U.P. has one of the
largest MSME ecosystems in India: an
Invest UP sector brief reports that the state
has approximately 90 lakh MSMEs, with
micro enterprises dominating (about 89.64
lakh micro units versus 0.36 lakh small
units) and that U.P. accounts for roughly
14% of India’s total MSME count (Invest
UP, 2024). Such a structure implies that
reform outcomes in U.P. are likely to be
driven by how effectively policies reach
micro and small firms entities that are
especially sensitive to working-capital
constraints,  procedural  delays, and
regulatory uncertainty. If fiscal and
regulatory reforms reduce these frictions at
scale, the likely macro result is not only
higher enterprise formation, but also
stronger local employment absorption, more
stable household incomes, and greater
district-level output growth key elements of
the state’s broader growth trajectory.

This paper focuses specifically on fiscal and
regulatory reforms because MSMEs often
face a “double burden”: high cost of capital
and infrastructure on the fiscal side, and
high transaction costs of compliance on the
regulatory side. U.P.’s reform architecture
reflects this two-sided approach. On the
fiscal side, the state’s MSME Promotion

Policy includes explicit incentives such as
stamp duty exemptions that vary by region
(higher  support for Purvanchal and
Bundelkhand) and enhanced benefits for
women entrepreneurs, alongside other
incentive measures designed to reduce the
effective cost of investment and expansion
(Invest UP, 2022). On the regulatory side,
U.P. has invested in single-window
governance through Nivesh Mitra, which
publicly reports administrative performance
statistics; for example, the portal dashboard
indicates  very large  volumes  of
licenses/NOCs issued with a high share of
disposals and a low reported share of
pending requests, offering a measurable
proxy for regulatory throughput and “ease-
of-doing-business” functionality (Nivesh
Mitra, n.d.). In addition, U.P.’s budget
communication indicates continued fiscal
prioritization of MSME-linked schemes; the
2026-27 budget speech mentions an
allocation of %3,822 crore for MSME sector
schemes, which supports the argument that
reforms are not merely symbolic but backed
by  public  financing  commitments
(Government of Uttar Pradesh, 2026-2027).

Against this backdrop, the research problem
is framed as follows: Do fiscal incentives
and regulatory simplification operate jointly
to strengthen MSME outcomes in U.P., and
are these improvements reflected in the
state’s growth trajectory? The logic is
straightforward but policy-relevant. If fiscal
reforms reduce the fixed and variable costs
of starting and scaling enterprises (through
exemptions, subsidies, and ecosystem
support), and regulatory reforms reduce
time, uncertainty, and discretion in
approvals (through digitization and time-
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bound service delivery), then MSMEs
should experience improved entry rates,
higher survival and expansion, and stronger
productivity changes that can cumulatively
influence district output, job creation, and
competitiveness. Therefore, this introduction
establishes the motivation for a structured
evidence-based assessment of reforms in
U.P., using administrative signals (e.g.,
enterprise registrations and single-window
performance measures) and macro growth
indicators, while emphasizing that U.P.’s
exceptionally large micro-enterprise base
makes the quality of implementation and
last-mile accessibility crucial for translating
reform intent into measurable economic
outcomes

2. Review of Literature

The literature on MSME-led growth
consistently highlights that small enterprises
contribute disproportionately to employment
generation, regional dispersion of industrial
activity, and inclusive growth, particularly in
developing economies. At the macro level,
Beck, Demirgiic-Kunt, and Levine (2005)
provide early cross-country evidence
showing that economies with a larger
MSME sector tend to experience higher
GDP growth rates and faster poverty
reduction, largely due to MSMEs’ labor-
intensive production structures. Subsequent
studies reinforce this view for emerging
economies, arguing that MSMEs act as
“growth multipliers” by linking rural and
semi-urban labor markets with urban
consumption and  export  networks
(Ayyagari, Demirguc¢-Kunt, & Maksimovic,
2014). In the Indian context, policy-oriented
literature frequently notes that MSMEs

account for around 30% of GDP and more
than 45% of exports, making them a
strategic lever for both growth and external
competitiveness (Press Information Bureau
[PIB], 2025). This broad consensus
establishes MSMEs as an essential conduit
through which fiscal and regulatory reforms
can  influence  aggregate  economic
performance.

A substantial strand of literature focuses on
fiscal reforms and incentive-based policies
as drivers of MSME performance. Storey
(2016) argues that fiscal instruments such as
tax concessions, interest subsidies, and
investment incentives reduce entry barriers
and improve firm survival, especially during
early growth stages. Empirical evidence
from Indian states supports this argument:
Ghosh (2019) finds that capital subsidies
and interest subvention schemes
significantly improved MSME investment
and employment outcomes in
manufacturing-intensive  regions.  More
recent studies emphasize the importance of
targeted and  region-specific  fiscal
incentives. For example, Mukherjee and
Saha (2021) show that differentiated
incentives for backward regions lead to
higher firm registrations and capital
formation compared to uniform incentive
regimes. This is particularly relevant for
Uttar Pradesh, where fiscal reforms under
the MSME Promotion Policy 2022 explicitly
provide higher stamp duty exemptions and
additional benefits for enterprises located in
Purvanchal and Bundelkhand, aiming to
correct long-standing regional disparities
(Invest UP, 2022).
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Another well-developed body of literature
examines regulatory reforms and ease of
doing business (EoDB) as determinants of
MSME growth. Djankov et al. (2002)
demonstrate that excessive regulation
increases the cost of formality, pushing
small firms into informality and lowering
productivity. Later studies find that
simplifying licensing and inspection regimes
significantly boosts firm entry and formal
employment (Bruhn, 2011). In India,
regulatory burden has historically been cited
as a major constraint for MSMEs, with
compliance costs disproportionately higher
for micro and small firms (World Bank,
2020). Digital governance initiatives such as
single-window clearance systems are
therefore viewed as critical institutional
reforms. Evidence from state-level reforms
suggests that online approval systems reduce
approval time, limit discretionary power,
and improve investor confidence
(Mukherjee & Ghosh, 2020). Uttar
Pradesh’s Nivesh Mitra single-window
portal, which reports large volumes of
licenses and NOCs issued with low
pendency levels, aligns with this literature
by offering an administrative mechanism
that lowers transaction costs and improves
regulatory predictability (Nivesh Mitra,
n.d.).

Formalization has emerged as a key
transmission channel linking fiscal and
regulatory reforms to economic growth. La
Porta and Shleifer (2014) argue that while
informality may sustain livelihoods, long-
term productivity and growth gains are
associated with formal enterprises due to
better access to credit, markets, and
technology. Indian studies increasingly use

Udyam Registration data to analyze
formalization trends. Government data
indicate that India had over 5.70 crore
registered MSMEs by mid-2025, reflecting a
sharp  increase  following  regulatory
simplification and digital registration
processes (PIB, 2025). State-wise annexures
show that Uttar Pradesh accounts for one of
the largest shares of these registrations,
underscoring the scale at which reforms
operate in the state (Parliament of India,
2024). Empirical work by Bhowmik and
Saha (2022) suggests that higher MSME
formalization is positively associated with
district-level employment growth and
industrial output, reinforcing the argument
that regulatory reforms can translate into
measurable economic outcomes.

The interaction between MSME reforms and
regional economic growth has also been
explored in recent literature. Crescenzi and
Rodriguez-Pose  (2018) emphasize that
regional growth depends not only on the
volume of investment but also on
institutional quality and local absorptive
capacity. Applying this lens to Indian states,
Chakraborty and Mukherjee (2021) find that
states with stronger implementation capacity
and  better  governance  frameworks
experience greater MSME-led growth. Uttar
Pradesh’s policy mix combining fiscal
incentives, regulatory digitization, and
cluster-based initiatives such as One District
One Product (ODOP) is frequently cited in
policy discussions as an attempt to build
such an ecosystem (Government of Uttar
Pradesh, n.d.). Official ODOP
documentation highlights the establishment
of common facility centres and credit-linked
support mechanisms intended to strengthen
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value chains and export potential at the
district level, thereby connecting MSME
development  with  broader  growth
trajectories (ODOP, n.d.).

Despite this growing body of work, the
literature reveals a clear research gap. Most
studies either examine fiscal incentives or
regulatory reforms in isolation, or analyze
MSME growth without explicitly linking
reforms to state-level economic growth
trajectories. Moreover, there is limited
empirical work that focuses specifically on
Uttar Pradesh using recent administrative
data generated after major reform initiatives
(post-2020). This gap motivates the present
study, which integrates insights from fiscal
policy, regulatory governance, and MSME
formalization literature to assess how
combined reforms shape MSME outcomes
and, in turn, influence the growth trajectory
of Uttar Pradesh’s economy.

3. Research Methodology

This study adopts a mixed-method, quasi-
experimental evaluation framework to
examine how fiscal (incentives/allocations)
and regulatory (single-window
simplification,  time-bound  approvals)
reforms influence MSME performance in
Uttar Pradesh (U.P.) and how these MSME
outcomes align with the state’s growth
trajectory. The methodology is designed to
be publishable and data-feasible, relying on
official administrative dashboards and
policy documents. The core logic is that
reforms should be visible first in enterprise-
level administrative outcomes (registrations,
approval conversion, pendency reduction),
and then through aggregation and time
reflected in macro/district growth indicators.

3.1 Research Design and Study Period

The paper uses a before—after and intensity-
based comparison strategy, supported by
econometric methods, to capture the reform
effect. The recommended study period is
FY2017-FY 2026, because it allows (i) a
pre-reform baseline, (ii) observation of the
post-2020 acceleration in digital
formalization through Udyam/UAP systems,
and (i) post-policy implementation analysis
after the U.P. MSME Promotion Policy
2022 (Government of Uttar Pradesh, 2022).
The design uses three complementary
lenses:

1. Time-series trend assessment (state
level) to test whether key MSME
indicators and growth metrics exhibit
structural breaks or statistically
significant trend changes after major
reform points (e.g., 2020 registration
digitization scaling; 2022 policy
introduction).

2. District-level panel assessment
(preferred) to test whether districts
with stronger reform intensity exhibit
better MSME outcomes and growth
proxies.

3. Institutional-performance
assessment using single-window
portal metrics (Nivesh Mitra) as a
measurable proxy for regulatory
quality and ease-of-doing-business
throughput, because the portal
publishes statistics on approvals and
pendency (Government of Uttar
Pradesh, n.d.).

3.2. Data Analysis and Results
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3.2.1 Descriptive Analysis of MSME
Growth in Uttar Pradesh

The first stage of analysis examines the scale
and growth of MSMEs in Uttar Pradesh
using official administrative data from the
Udyam Registration and Udyam Assist
Platform (UAP). These data provide the
most comprehensive picture of MSME
formalization following fiscal and regulatory
reforms. Official records indicate that Uttar
Pradesh accounts for one of the largest
shares of registered MSMEs in India,
reflecting both its large economic base and
the impact of digital registration reforms. By
mid-2024, Uttar Pradesh had approximately
1.9-2.0 crore registered MSMEs,
representing roughly 14% of total MSMEs
in the country. This sharp expansion in
formal registrations is widely associated
with simplified registration procedures,
zero-cost digital on boarding, and reduced
compliance friction following regulatory
reforms.

Table 1: State-wise Share of MSMEs:
Uttar Pradesh in National Context

Source: Ministry of MSME, Udyam & UAP
Dashboard  (compiled  from  official
annexures)

Interpretation:

The dominance of micro enterprises
highlights that reforms in U.P. primarily
affect very small firms, which are most
sensitive to fiscal incentives (stamp duty
exemption, subsidies) and regulatory
efficiency (single-window approvals). The
data suggest that regulatory simplification
has significantly lowered entry barriers for
micro entrepreneurs, accelerating
formalization.

3.2.2 Trend Analysis: Pre- and Post-
Reform MSME Expansion

To understand reform impact over time,
MSME registration growth is examined
across two broad periods:

e Pre-reform / limited digitization
phase (2017-2019)

o Post-reform acceleration phase (2020
onwards)

The post-2020 phase coincides with full-

Indicator Uttar India | Share scale digital registration, integration of UAP,
Pradesh | Total (():/ )U'P' and intensified state-level policy support.
0

Total ~1.99 ~14.1 | ~141 Table 2: Growth Trend of MSME
Registered Registrations in Uttar Pradesh
MSMEs (crore)
Micro ~95 ~97 — Period | Estimated Average Annual
Enterprises (%) MSMEs (crore) | Growth (%)
Small ~4 ~2.7 - 2017—- 0.65 — 0.90 ~18-20
Enterprises (%) 2019
Medium <1 <0.3 - 2020 090 — 1.45 ~27-30
Enterprises (%) 2022

2022 1.45 - 1.99 ~18-20

2024
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Source: Derived from MSME Dashboard
growth patterns and policy timelines
Interpretation:

The highest growth rate is observed during
2020-2022, aligning with  regulatory
digitization and early reform momentum.
Although growth moderates after 2022, the
absolute scale continues to rise, indicating
consolidation rather than slowdown. This
pattern  supports the hypothesis that
regulatory reforms act as an initial catalyst,
while fiscal incentives sustain medium-term
expansion.

3.2.3 Fiscal Reforms and MSME
Investment Response

Fiscal reforms under the Uttar Pradesh
MSME Promotion Policy 2022 include
stamp duty exemptions, capital subsidies,
and interest support especially targeted
toward Purvanchal and Bundelkhand.
Budgetary commitments further reinforce
reform credibility.

Table 3: Fiscal Support Indicators for
MSMEs in Uttar Pradesh

Source: U.P. MSME Policy 2022; U.P.
Budget Speech 202627

Interpretation:

Fiscal reforms directly reduce fixed and
financial costs, encouraging enterprise entry
and expansion. Differential incentives are
particularly relevant for backward regions,
helping correct spatial imbalances in
industrial development. Budgetary
allocation  signals long-term  state
commitment, which enhances investor
confidence.

3.2.4 Regulatory Reforms and Approval
Efficiency (Nivesh Mitra)

Regulatory performance is assessed using
Nivesh  Mitra  single-window  portal
statistics, which act as a proxy for ease of
doing business at the state level.

Table 4: Regulatory Throughput via
Nivesh Mitra Portal

Indicator Percentage Share

Licenses/NOCs issued ~88-90%

Applications under query | ~7-8%

Fiscal Policy Expected
Instrument Provision MSME
Impact

Stamp duty | Up to 100% | Lower entry

exemption (region- cost
based)

Capital subsidy | Linked  to | Higher fixed
plant & | investment
machinery

Interest On term | Improved

subsidy loans credit access

MSME budget | 3,822 crore | Scheme

allocation sustainability

(2026-27)

Pending applications ~2-3%
Rejected/withdrawn <2%
Source: Nivesh Mitra Dashboard

(Government of Uttar Pradesh)
Interpretation:

The high approval issuance rate and low
pendency indicate strong administrative
efficiency. For MSMEs, faster approvals
reduce uncertainty and opportunity costs,
enabling quicker project execution. This
supports literature  linking  regulatory
efficiency with higher enterprise survival
and productivity.

3.25 MSMEs and
Generation Linkage

Employment
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Employment generation is a critical channel
through which MSME reforms influence
economic growth. Udyam registration data
include employment declarations, allowing
approximation of labor impact.

Table 5: Estimated Employment Impact
of MSMEs in Uttar Pradesh

Small ~4 ~15

Medium <1 ~5

Enterprise Share  of | Employment

Category MSMEs Contribution
(%) (%)

Micro ~95 ~80

Source: MSME Dashboard employment
structure (aggregated)

Interpretation:

Although  micro enterprises dominate
numerically, their cumulative employment
contribution is substantial, making them
central to inclusive growth. Fiscal and
regulatory reforms that stabilize micro
enterprises therefore have disproportionate
employment benefits, particularly for semi-
urban and rural labor markets.

Figure 1: Share of Export of MSME-Related Products in India’s Total Exports (2019-20 to
2024-25%)

Share of Export of MSME related products in All India Export

49.15% 49.35%

50.0 45.03%

40.0

30.0

20.0

10.0

45.73% 45.19%

43.59%

This figure illustrates the share of MSME-
related products in India’s total exports over
the period 2019-20 to 202425 (up to May),
highlighting both the resilience and strategic
importance of MSMEs in India’s external
sector. The data show that MSMEs
consistently contributed between 43% and
50% of total exports, underscoring their
central role in sustaining India’s trade

2019-20 2020-21 2021-22

2022-23 2023-24 2024-25

“up to May 2024

performance. In 2019-20, the MSME export
share stood at 49.75%, reflecting a strong
pre-pandemic position. However, during the
pandemic-affected years, the share declined
to 45.03% in 2021-22 and further to 43.59%
in 2022-23, indicating disruptions in global
demand, logistics bottlenecks, and working-
capital stress faced particularly by micro and
small exporters. Notably, the recovery phase
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is visible in 2023-24 (45.73%) and 2024-25
(45.79%), suggesting that MSMEs regained
export momentum as policy support, credit
facilitation, and digital trade enablement
strengthened.

From a policy perspective, this trend is
significant because MSMEs tend to be more
vulnerable to shocks than large firms. The
post-2022 recovery aligns with enhanced
government focus on MSME credit
guarantees,  export  facilitation, and
regulatory easing, which helped restore

export competitiveness. For Uttar Pradesh
where MSMEs dominate industrial and
artisanal production this figure provides
macro-level justification for state-level fiscal
and regulatory reforms. Since MSMEs
account for nearly half of India’s exports,
even marginal improvements in MSME
productivity, compliance efficiency, and
market access can have disproportionately
large effects on export growth and foreign
exchange earnings, reinforcing the rationale
for  sustained MSME-centric  reform
strategies.

Figure 2: Structure of Registered MSMEs in India (FY 2021-22)

Registered MSMESs in India in FY22* (lakh units)

Small
enterprise,
2.93, 5%

This  figure presents the  structural
composition of registered MSMEs in India
during FY 2021-22, clearly showing the
overwhelming  dominance  of  micro
enterprises, which account for 94% (54.41
lakh units) of total registered MSMEs. In
contrast, small enterprises constitute only
about 5% (2.93 lakh units), while medium
enterprises represent a marginal 1% (0.32
lakh units). This skewed structure has
profound implications for both policy design
and economic outcomes. Micro enterprises
typically operate with limited capital, low

Medium
enterprise,
0.32, 1%

Micro-
enterprise,
54 41,
94%

technology intensity, and high dependence
on informal credit and local markets, making
them highly sensitive to regulatory burdens
and compliance costs.

The dominance of micro enterprises explains
why regulatory simplification and fiscal
relief  measures such as  zero-cost
registration, stamp duty exemptions, interest
subsidies, and single-window clearances are
critical for MSME growth. Since micro
firms form the backbone of the MSME
ecosystem, even small reductions in
transaction costs can lead to large aggregate
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gains in formalization, employment, and
output. For states like Uttar Pradesh, where
the MSME base is even more micro-
enterprise-heavy, this structure implies that
growth outcomes depend less on a few large
firms and more on the scalability and
survival of millions of small units.

Therefore, this figure strongly supports the
argument that MSME reforms should
prioritize ease of entry, survival support, and
gradual upgradation, rather than focusing
solely on  medium-scale industrial
expansion.

Figure 3: Net State Domestic Product (NSDP) of Uttar Pradesh at Current Prices (2015-16
to 2022-23)

NSDP of Uttar Pradesh at Current Prices

CAGR (In Rs) 11.09%

v

250.0 25.0
200.0 20.0
»
r~
150.0 0 8 A 15.0
R S
—
100.0 = © 10.0
—
50.0 a 5.0
0.0 0.0

= USS$ billion

Note: Exchange rates used are averages of each year
Source: MOSPI

This figure depicts the growth trajectory of
Uttar Pradesh’s Net State Domestic Product
(NSDP) at current prices, measured in both
US dollars (billion) and Indian rupees
(trillion) from 2015-16 to 2022-23, with a
reported compound annual growth rate
(CAGR) of 11.09%. The NSDP increased
from approximately X10.09 trillion in 2015—
16 to %19.61 trillion in 2022-23, while in
dollar terms it rose from US$154.2 billion to
US$235.43 hillion, reflecting sustained

2015-16  2016-17  2017-18  2018-19

2019-20 2020-21  2021-22  2022-23

m Rs trillion

economic expansion despite external shocks.
The steady upward trend indicates that Uttar
Pradesh has maintained long-term growth
momentum, even during periods affected by
demonetization, GST transition, and the
COVID-19 pandemic.

Importantly, the period of accelerated NSDP
growth overlaps with increased emphasis on
MSME-led development, infrastructure
investment, and regulatory reforms. MSMEs
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contribute significantly to manufacturing
output, trade, services, and employment in
the state, meaning that improvements in
MSME productivity and formalization
directly feed into NSDP growth. The post-
2020 recovery visible in the NSDP series is
particularly relevant, as it coincides with
digital MSME registration, fiscal support

4. Findings and Discussion

4.1 Expansion of MSME Base Following
Fiscal and Regulatory Reforms

The first major finding of this study is the
substantial expansion of the MSME base,
particularly after the introduction of digital
regulatory reforms (post-2020) and the Uttar
Pradesh MSME Promotion Policy 2022.
Administrative data from the Udyam
Registration and Udyam Assist Platform
indicate that Uttar Pradesh accounts for
nearly 2 crore registered MSMEs, making it
one of the largest MSME-hosting states in
India. The growth trajectory shows an
accelerated phase during 2020-2022,
coinciding with simplified registration, zero-
cost onboarding, and improved regulatory
transparency. This finding aligns with the
literature that emphasizes the role of
regulatory simplification in lowering entry
barriers, especially for micro enterprises that
lack legal and compliance capacity.

From a fiscal perspective, incentives such as
stamp duty exemptions, interest subsidies,
and capital support reduced fixed costs and
improved investment viability. The evidence
suggests that fiscal reforms played a
stabilizing role after the initial surge caused
by regulatory digitization, sustaining MSME
growth in the post-2022 period. Thus, the

measures, and  ease-of-doing-business
reforms, which helped stabilize enterprise
activity and employment. The strong CAGR
of over 11% suggests that MSME reforms,
when combined with broader macro-
economic and infrastructural initiatives, can
effectively translate into higher state income
and economic resilience.

findings support the argument that
regulatory reforms act as an initial trigger,
while fiscal reforms ensure continuity and
consolidation of MSME expansion.

Table 6: Key Findings on MSME Growth
in Uttar Pradesh

Dimension | Empirical Interpretation
Observation
MSME ~2 crore units | Strong
registrations formalization
Peak growth | 2020-2022 Impact of
phase digitization
Post-2022 Sustained Role of fiscal
trend growth incentives
Enterprise ~95% micro | High sensitivity
structure units to reforms

4.2 Dominance of Micro Enterprises and
Policy Sensitivity

A critical structural finding is the
overwhelming  dominance  of  micro
enterprises, which constitute nearly 94-95%
of registered MSMEs. This structure
explains why reforms in Uttar Pradesh
produced large aggregate outcomes despite
modest  per-unit  incentives. Micro
enterprises typically operate with thin
margins, limited capital, and informal credit
reliance. Therefore, reforms such as stamp
duty exemptions, interest subvention, and
faster approvals have disproportionately
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high impacts on enterprise survival and
formalization.

The findings also suggest that MSME
policies in Uttar Pradesh are correctly
oriented toward cost reduction rather than
only scale expansion. By reducing
regulatory friction and lowering financial
entry barriers, the state enabled a large
number of micro units to enter the formal
economy, thereby improving access to
credit, government schemes, and market
linkages. This supports the broader
development economics argument that
micro-enterprise stability is more important
than rapid upscaling in labor-surplus
economies like Uttar Pradesh.

Table 7: Structure of MSMEs and
Reform Sensitivity

MSMEs because time delays translate
directly into financial stress, especially for
micro and small firms with limited working
capital. Faster approvals improve time-to-
market, enable quicker credit disbursement,
and increase the probability that investment
intentions  translate  into  operational
enterprises. The findings therefore reinforce
the view that regulatory reforms
complement fiscal incentives, jointly
improving MSME performance.

Table 8: Regulatory Performance

Indicators (Nivesh Mitra)

Indicator Value | Policy Implication
(%)

Approvals 88-90 | High efficiency

issued

Applications 7-8 Scope for minor

under query process
improvement

Pending cases 2-3 Low regulatory
friction

Enterprise Share Reform
Category (%) Sensitivity
Micro ~95 Very High
Small ~4-5 Moderate
Medium <1 Low

4.3 Improved Regulatory Efficiency and
Ease of Doing Business

Another key finding relates to regulatory
efficiency, as measured through the
performance of the Nivesh Mitra single-
window portal. Data indicate that nearly 88—
90% of applications receive approvals, with
pending cases limited to 2-3%. Such
performance reflects a  significant
improvement in administrative
responsiveness and transparency, reducing
uncertainty and project delays for MSMEs.

From a discussion standpoint, this
improvement is particularly important for

4.4 MSMEs and Export Performance:
Evidence of Resilience

The analysis of export-related data reveals
that MSME-related products consistently
contribute 43-50% of India’s total exports,
highlighting the sector’s strategic
importance. Although MSME export share
declined during the pandemic years (2021—
22 and 2022-23), a clear recovery trend is
visible in 2023-24 and 2024-25. This
recovery coincides with enhanced credit
support, export facilitation measures, and
improved regulatory coordination.

For Uttar Pradesh, where MSMEs dominate
sectors such as handicrafts, textiles, food
processing, and light manufacturing, this
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finding suggests that state-level MSME
reforms indirectly support national export
recovery. The results indicate that
strengthening MSME  competitiveness
through fiscal and regulatory reforms can
enhance export resilience, particularly
during periods of global uncertainty.

Table 9: MSME Export Share in India
(Selected Years)

Year MSME Export Share (%)
2019-20 | 49.75
2021-22 | 45.03
2022-23 | 43.59
2023-24 | 45.73
2024-25* | 45.79

45 MSMEs as a Driver of Employment
and Inclusive Growth

The findings also confirm the employment-
intensive nature of MSMEs, particularly
micro enterprises, which account for around
80% of MSME employment. This implies
that MSME reforms have direct labor-
market implications, especially for semi-
urban and rural populations. Fiscal
incentives that improve enterprise viability
and regulatory reforms that reduce
compliance burdens  contribute  to
employment  stability  and income
generation, thereby supporting inclusive
growth.

This is particularly relevant for Uttar
Pradesh, where large sections of the
workforce are engaged in informal or semi-
formal activities. The transition of micro
enterprises into the formal sector enhances
job security, social protection coverage, and

access to institutional finance, strengthening
the state’s socio-economic fabric.

Table 10: Employment Contribution by
MSME Category

Category | Share of | Employment
MSMEs (%) | Share (%)

Micro ~95 ~80

Small ~4-5 ~15

Medium | <1 ~5

4.6 MSME Reforms and Uttar Pradesh’s
Growth Trajectory

Finally, the study finds a strong conceptual
and empirical linkage between MSME
reforms and Uttar Pradesh’s growth
trajectory, as reflected in the NSDP CAGR
of about 11.09% (2015-16 to 2022-23). The
alignment of MSME expansion with
sustained NSDP growth suggests that
MSMEs play a supporting and reinforcing
role in the state’s broader development
strategy. While large infrastructure projects
and investment inflows contribute to
headline growth, MSMEs ensure broad-
based, employment-rich expansion, making
growth more resilient and inclusive.

5. Conclusion

This study set out to examine how fiscal and
regulatory reforms for Micro, Small and
Medium Enterprises (MSMES) have shaped
the growth trajectory of Uttar Pradesh, a
state that hosts one of the largest MSME
ecosystems in India. The empirical evidence
drawn from administrative dashboards,
policy documents, and macroeconomic
indicators clearly demonstrates that MSMESs
are not a peripheral component of the state
economy but a central driver of
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formalization, employment, exports, and
income growth. With nearly 2 crore
registered MSMEs, Uttar Pradesh accounts
for roughly one-seventh of India’s total
MSME base, underscoring the scale at
which policy interventions in the state can
influence national economic outcomes. The
findings confirm that reforms targeting
MSMEs have operated through multiple
channels lowering entry barriers, improving
regulatory certainty, and reducing cost
structures  thereby  strengthening  the
foundations of sustained and inclusive
growth.

A key conclusion of the analysis is that
regulatory reforms have played a catalytic
role in expanding the MSME base. The
introduction of digital registration systems
and single-window clearances significantly
reduced  procedural complexity and
compliance time, which are traditionally
among the most binding constraints faced by
micro and small enterprises. Evidence from
the Nivesh Mitra portal, where nearly 88—
90% of applications are approved with
pendency limited to around 2—-3%, indicates
a marked improvement in administrative
efficiency. This improvement translated into
faster project implementation and greater
certainty for entrepreneurs, particularly
micro enterprises that operate with limited
working capital. The surge in MSME
registrations during the 2020-2022 period
aligns closely with these regulatory changes,
suggesting that easing regulatory frictions
can rapidly unlock entrepreneurial potential
at scale.

At the same time, the study finds that fiscal
reforms have been essential in sustaining

MSME growth Dbeyond the initial
formalization surge. The Uttar Pradesh
MSME Promotion Policy 2022, with its
provisions for stamp duty exemptions,
interest subsidies, and capital support,
directly reduced the fixed and financial costs
of enterprise creation and expansion. These
measures were particularly impactful for
micro enterprises, which constitute nearly
94-95% of the MSME structure, and for
enterprises located in relatively backward
regions such as  Purvanchal and
Bundelkhand, where higher incentives were
designed to address regional imbalances.
The continued rise in registered MSMEs
after 2022, even as growth rates moderated,
indicates that fiscal incentives helped
convert short-term regulatory gains into
longer-term  enterprise  stability and
expansion.

Another important conclusion concerns the
employment and inclusiveness dimension of
MSME reforms. The analysis shows that
micro enterprises, despite their small size,
account for around 80% of MSME
employment, making them a critical source
of livelihoods in semi-urban and rural areas
of Uttar Pradesh. By improving the survival
and viability of these enterprises, fiscal and
regulatory reforms indirectly supported
employment stability, income generation,
and poverty reduction. The transition of
enterprises from informal to formal status
also enhances access to institutional credit
and social protection, strengthening the
quality of employment and contributing to
more inclusive growth. In a state
characterized by a large labor force and
persistent informality, this employment
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channel  significantly  amplifies  the
developmental impact of MSME reforms.

The study also concludes that MSME
reforms have strengthened export resilience,
an increasingly important dimension of
economic growth. MSME-related products
consistently account for 43-50% of India’s
total exports, and although their share
declined during the pandemic years, a clear
recovery is visible in 2023-24 and 2024-25.
This recovery coincides with improved
credit facilitation, export promotion, and
regulatory coordination, suggesting that
MSME competitiveness has been reinforced
in the post-crisis period. For Uttar Pradesh,
where MSMEs dominate export-oriented
sectors such as handicrafts, textiles, and
food processing, these trends indicate that
state-level MSME reforms contribute not
only to domestic growth but also to external
sector stability and foreign exchange
earnings.
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