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ABSTRACT : 

Micro, Small, and Medium Enterprises (MSMEs) play a pivotal role in India’s economic landscape, contributing significantly to industrial output, employment 

generation, and regional development, particularly in semi-urban and rural areas. However, MSMEs have traditionally faced substantial challenges in accessing 

formal credit due to stringent collateral requirements, complex documentation, and limited banking presence outside metropolitan centres. This persistent credit 

gap has constrained the growth potential and innovation capacity of the MSME sector. In this context, Non-Banking Financial Companies (NBFCs) have emerged 

as crucial intermediaries, offering flexible, accessible, and tailored financial solutions that address the unique needs of MSMEs. 

This study critically examines the evolving role of NBFCs in bridging MSME credit gaps and their increasing systemic importance in the Indian financial ecosystem. 

Using a qualitative research approach grounded in secondary data analysis from sources including RBI reports, industry research, and academic publications, the 

paper highlights the rapid growth of NBFCs’ credit share, which has risen from approximately 13% in 2015 to nearly 20% by 2020. NBFCs’ agility, innovative 

loan products, and ability to serve underserved semi-urban and rural markets have been instrumental in driving this expansion. Moreover, NBFCs demonstrate a 

leadership role in infrastructure financing, dedicating a significant portion of their loan portfolios to long-term capital projects vital for national development. 

Despite their growth and resilience, NBFCs face considerable challenges such as rising non-performing assets, funding costs, and regulatory complexities that may 

threaten their sustainability. The study identifies these risks and proposes comprehensive recommendations, including enhanced policy support, adoption of digital 

and alternative credit scoring models, expanded credit guarantee schemes, promotion of green financing, and regulatory reforms to streamline compliance and foster 

innovation. Strengthening the capacity of NBFCs is vital for promoting inclusive MSME financing and accelerating sustainable economic growth in India. 

Ultimately, the research underscores the indispensable role of NBFCs as enablers of MSME development and key contributors to India’s broader economic progress. 

1. Introduction 

1.1 Background 

Micro, Small, and Medium Enterprises (MSMEs) constitute the backbone of India’s economy, accounting for over 37% of the country’s industrial output 

and generating employment for millions, especially in semi-urban and rural areas. They contribute significantly to export earnings, innovation, and the 

promotion of equitable regional development. Despite their importance, MSMEs face persistent barriers in accessing formal financial credit, which is 

critical for their survival, expansion, and competitiveness. Traditional banks, which have historically dominated India’s formal credit landscape, often 

hesitate to lend to MSMEs due to several structural and operational challenges. These include stringent collateral requirements, extensive documentation, 

lack of credit history, and limited physical banking presence in non-metro and rural regions. Consequently, many MSMEs resort to informal borrowing 

or self-financing, which typically involve higher costs and limited financial security. 

Against this backdrop, Non-Banking Financial Companies (NBFCs) have emerged as vital players in India’s financial sector by bridging the MSME 

credit gap. NBFCs operate with greater flexibility than traditional banks, often employing innovative underwriting techniques that rely on cash flow 

analysis rather than collateral. They have carved niche segments in vehicle financing, micro-lending, and infrastructure credit, leveraging technology and 

tailored product offerings to serve underserved and unbanked markets. This ability to provide customized financial solutions quickly and efficiently has 

positioned NBFCs as key intermediaries facilitating MSME growth and contributing to broader economic development. 

1.2 Significance of the Study 

Understanding the role of NBFCs in MSME financing is essential for multiple stakeholders, including policymakers, regulators, financial institutions, 

and MSME entrepreneurs. While banks continue to play a dominant role in formal credit disbursal, the rapid expansion and evolving business models of 

NBFCs present new opportunities and challenges for inclusive finance. This study aims to analyse how NBFCs contribute to enhancing MSME credit 
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access, their comparative growth dynamics relative to banks, and the systemic risks involved. Moreover, it seeks to identify operational, regulatory, and 

financial constraints limiting NBFCs’ potential and propose actionable recommendations to strengthen their role in supporting MSME development. The 

research ultimately underscores the importance of integrating NBFCs within India’s broader financial architecture to drive sustainable economic growth 

and employment generation. 

2. Objectives of the Study 

The primary objective of this study is to investigate the critical role played by Non-Banking Financial Companies (NBFCs) in enhancing credit access 

for Micro, Small, and Medium Enterprises (MSMEs) in India and to evaluate their broader impact on economic growth. Specifically, the study aims to: 

1. Examine the contribution of NBFCs in bridging the MSME credit gap in India: 

Analyse how NBFCs complement traditional banks by providing accessible and flexible credit options to MSMEs, particularly in 

underserved and rural markets. 

2. Analyse the growth trends and market share of NBFCs relative to scheduled commercial banks: 

Assess the evolution of NBFCs’ credit portfolio size, their increasing penetration in the financial market, and their comparative performance 

metrics vis-à-vis banks. 

3. Assess the role of NBFCs in infrastructure financing and their risk profile: 

Explore NBFCs’ involvement in financing long-term infrastructure projects, the associated risks such as asset quality and non-performing 

assets (NPAs), and their strategic importance in national development. 

4. Identify the operational, regulatory, and financial challenges faced by NBFCs in MSME lending: 

Investigate barriers such as funding constraints, regulatory compliance, credit risk management, and competition that impact the 

sustainability and effectiveness of NBFCs. 

5. Propose policy and operational recommendations to enhance NBFCs’ effectiveness and sustainability in MSME credit delivery: 

Suggest actionable strategies including regulatory reforms, digital innovation, risk mitigation mechanisms, and green financing initiatives 

aimed at strengthening the MSME credit ecosystem through NBFCs. 

By fulfilling these objectives, the study seeks to provide a comprehensive understanding of NBFCs’ evolving role in MSME financing and offer insights 

for policymakers and financial institutions to foster inclusive economic growth in India. 

3. Literature Review 

The literature on the role of Non-Banking Financial Companies (NBFCs) in MSME financing and economic growth in India has expanded over the years, 

reflecting the growing significance of NBFCs in the country’s financial ecosystem. This section reviews academic research, industry reports, and policy 

papers that explore MSMEs’ financing challenges, NBFCs’ evolving role, systemic risks, and opportunities for inclusive growth. 

3.1 MSMEs and Their Financing Challenges 

MSMEs are widely recognized as engines of economic growth and employment generation in India. Vinila and Savitramma (2022) emphasize that 

MSMEs contribute significantly to India’s GDP and export earnings while generating vast employment in rural and semi-urban areas. Despite their 

economic importance, MSMEs face severe difficulties in accessing formal credit due to stringent collateral requirements, lack of formal credit history, 

and high transaction costs (Singh et al., 2016). Studies by Das (2016) and Pandya (2015) document that traditional banks often perceive MSMEs as high-

risk borrowers, resulting in credit rationing that forces MSMEs to rely heavily on informal lenders or self-financing, which are costlier and riskier (Das, 

2016; Pandya, 2015). 

3.2 Emergence of NBFCs as Financial Intermediaries 

Research highlights NBFCs as flexible and innovative financial institutions bridging the MSME credit gap. Jhalani and Dubey (2015) describe NBFCs’ 

ability to operate with fewer regulatory constraints than banks, enabling them to design customized products suitable for MSMEs, especially in 

underserved regions. Shah and Chacharkar (2020) further elaborate that NBFCs have rapidly expanded their credit portfolio in MSME financing, 

leveraging technology and niche market expertise to outperform traditional banks in penetration and turnaround times (Shah & Chacharkar, 2020). Ray 

(2022) notes NBFCs’ resilience during the COVID-19 pandemic, where they played a crucial role in maintaining MSME liquidity. 

3.3 NBFCs and Infrastructure Financing 

Several studies also emphasize NBFCs’ strategic role in infrastructure financing, which is vital for economic growth. According to Das (2016) and Pankaj 

et al. (2019), NBFCs allocate a significant portion of their loan portfolio to infrastructure projects like roads, power plants, and ports—areas often avoided 

by banks due to long gestation periods and high risks (Das, 2016; Pankaj et al., 2019). This focus not only supports national development but also indicates 

NBFCs’ higher risk appetite and systemic importance. 
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3.4 Growth Trends and Market Position 

Empirical evidence suggests NBFCs have consistently outpaced banks in credit growth and balance-sheet expansion. Shah and Chacharkar (2020) observe 

that NBFCs’ compound annual growth rate in credit disbursal has been robust, driven by their leaner cost structures and fintech collaborations. Jana 

(2021) documents increasing market share of NBFCs in the overall credit system, particularly in semi-urban and rural areas where banking penetration 

is limited (Jana, 2021). 

3.5 Challenges Faced by NBFCs 

Despite their success, NBFCs confront challenges related to asset quality deterioration, rising non-performing assets (NPAs), and higher funding costs 

compared to banks. Studies by Pandya (2015) and Shah and Chacharkar (2020) highlight regulatory pressures and liquidity constraints as critical 

impediments to NBFC growth and stability. Jana (2021) also discusses operational challenges such as credit risk assessment and competition from 

emerging fintech lenders. 

3.6 Technological Innovations and Digital Lending 

The role of technology in transforming MSME lending by NBFCs has been widely recognized. Dixit et al. (2019) and Ray (2022) emphasize the adoption 

of artificial intelligence and alternative data analytics in credit appraisal processes, enabling NBFCs to serve MSMEs lacking formal credit histories. 

Fintech partnerships have enhanced loan disbursal speed and customer experience, driving greater financial inclusion. 

3.7 Policy Interventions and Future Directions 

The literature underlines the importance of supportive policy frameworks to enhance NBFCs’ contribution to MSME financing. Singh et al. (2016) and 

Jana (2021) advocate for regulatory reforms, such as simplified compliance for MSME-focused NBFCs, enhanced credit guarantee schemes, and access 

to low-cost refinancing from institutions like SIDBI and RBI. Additionally, green financing initiatives are gaining attention, with scholars like Pandya 

(2015) suggesting incentivizing NBFCs to finance sustainable MSME projects aligning with India’s environmental goals. 

4. Research Methodology 

The research methodology outlines the systematic approach adopted to study the role of Non-Banking Financial Companies (NBFCs) in improving credit 

access for Micro, Small, and Medium Enterprises (MSMEs) and their contribution to India’s economic growth. This study primarily employs a qualitative 

research design based on secondary data analysis and thematic content review. 

4.1 Research Design 

This study follows a descriptive and exploratory research design. It aims to explore the evolving dynamics of NBFCs in MSME financing, identify key 

growth trends, challenges, and propose actionable recommendations for policy and practice. The descriptive aspect involves examining existing data on 

NBFCs’ credit disbursement, market share, profitability, and risk profile. The exploratory component investigates challenges faced by NBFCs and 

emerging opportunities driven by technology and regulatory changes. 

4.2 Data Sources 

The study relies exclusively on secondary data collected from credible and authoritative sources to ensure accuracy and reliability. The key sources 

include: 

• Reserve Bank of India (RBI) Reports: Annual reports, financial stability reports, and sectoral updates published by the RBI provide 

comprehensive and official statistics on NBFC credit growth, asset quality, regulatory framework, and MSME financing trends. 

• Industry Research Papers and Journals: Academic and industry publications focusing on NBFCs, MSMEs, and financial inclusion form 

an essential knowledge base. Peer-reviewed journals such as the International Journal of Management and Vidyabharti International 

Interdisciplinary Research Journal offer critical analyses and case studies. 

• Working Papers and Case Studies: Research conducted by financial institutions and policy think tanks, including the Asian Development 

Bank Institute (ADBI) and SIDBI publications, help understand sector-specific challenges and strategic insights. 

• Online Financial Databases and Websites: Platforms like Moneycontrol, Profectus Capital, and RBI’s official website provide updated 

financial performance data, market trends, and news related to NBFCs and MSME lending. 

4.3 Data Collection 

Secondary data on NBFCs’ financial indicators, including credit disbursal volumes, Return on Total Assets (ROTA), non-performing asset (NPA) ratios, 

and infrastructure loan exposures, were systematically collected for the period FY2012–13 to FY2020. The study also collated qualitative information on 

regulatory changes, technological innovations, and policy measures affecting NBFCs and MSMEs. 
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4.4 Data Analysis Techniques 

• Thematic Content Analysis: This qualitative technique was used to interpret textual data from reports, research papers, and policy documents. 

Key themes such as NBFCs’ growth trends, credit challenges, technological adoption, and policy interventions were identified and analyzed. 

• Trend Analysis: Quantitative data on credit growth, profitability, and asset quality were analyzed to identify patterns and compare NBFCs’ 

performance relative to scheduled commercial banks over time. 

• Comparative Analysis: The study compares the role and effectiveness of NBFCs versus traditional banks in addressing MSME credit needs, 

focusing on factors like product innovation, geographic reach, and risk management. 

4.5 Limitations 

• Dependence on Secondary Data: The study relies on previously published data, which may limit insights into recent market developments 

or unreported challenges. 

• Lack of Primary Data: No primary data collection, such as interviews or surveys, was conducted; hence, the study does not capture first-

hand perspectives of MSMEs or NBFC officials. 

• Temporal Constraints: Data availability is limited up to FY2020 for some indicators; more recent developments may not be fully reflected. 

4.6 Ethical Considerations 

All secondary data sources used in the study are publicly accessible or properly referenced to ensure academic integrity. The study respects intellectual 

property rights by citing original authors and organizations. 

 

Certainly! Here’s a detailed draft for the Findings, Recommendations, and Conclusion sections of your research paper on the role of NBFCs in MSME 

credit access and economic growth in India: 

5. Findings 

5.1 Resilient Profitability Amid Emerging Risks 

The Non-Banking Financial Companies (NBFCs) sector has shown commendable resilience in profitability over recent years, despite facing multiple 

challenges. Between FY2012 and FY2013, NBFCs maintained a stable Return on Total Assets (ROTA) averaging approximately 2.5% to 2.6%, reflecting 

efficient asset management and effective credit operations. However, by FY2013–14, the sector encountered a decline in profitability, with ROTA 

dropping to 2.06%. This reduction was largely attributable to rising interest rates and an escalation in non-performing assets (NPAs). The increase in 

NPAs eroded interest income and forced NBFCs to reverse accrued interest, which compressed net interest margins and overall profitability. This period 

highlighted the sector’s vulnerability to credit risk, necessitating stronger risk management and asset quality monitoring. 

5.2 Rapid Credit Growth and Expanding Market Share 

NBFCs have experienced rapid credit growth over the past decade, significantly increasing their share in India’s total financial credit system. From 2015 

to 2020, the NBFC sector’s credit share grew from 13% to an estimated range between 18.2% and 20.9%, driven by a compound annual growth rate 

(CAGR) of 7% to 10%. This growth trajectory is attributed to NBFCs’ ability to swiftly respond to diverse borrower requirements, particularly in 

underserved semi-urban and rural markets. Their innovation in loan product offerings and flexibility in underwriting standards enabled them to penetrate 

credit markets that traditional banks found difficult to serve. This expanding market presence underscores the growing systemic importance of NBFCs in 

India’s financial ecosystem. 

5.3 Leadership in Infrastructure Financing 

NBFCs have emerged as key financiers of infrastructure development in India. Although they represent approximately 13% of the total financial sector 

assets, they allocate a substantial 58% of their loan portfolios specifically to infrastructure projects such as roads, ports, power plants, and other critical 

capital-intensive ventures. This exposure is significantly higher than that of scheduled commercial banks, reflecting NBFCs’ greater risk appetite and 

strategic focus on financing long-tenure infrastructure projects. Their leadership in this segment supports India’s broader economic development goals 

by facilitating investments in foundational sectors that drive growth and connectivity. 

5.4 Faster Expansion Relative to Scheduled Commercial Banks 

Data indicates that NBFCs consistently outpace scheduled commercial banks in both balance sheet growth and credit disbursement rates. Factors 

contributing to this faster expansion include their leaner cost structures, specialized focus on niche segments such as vehicle finance and micro-lending, 

and strong partnerships with fintech companies that enable innovative credit delivery and faster turnaround times. This agility makes NBFCs more 

competitive and responsive to market demands, allowing them to carve a unique space in India’s financial system as dynamic and evolving intermediaries. 
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5.5 Addressing MSME Credit Exclusion 

Despite the significant contribution of MSMEs to industrial output—over 37%—a vast majority (over 92%) of these enterprises rely on self-financing or 

informal sources for their credit needs. Only about 5.18% of MSMEs have access to formal institutional credit. NBFCs have played a pivotal role in 

improving this scenario by offering simpler documentation requirements, cash-flow-based underwriting, and flexible loan products tailored to the unique 

needs of MSMEs. Through these efforts, NBFCs have enabled a greater percentage of MSMEs to secure formal credit compared to traditional banks, 

thereby partially mitigating the issue of credit exclusion. This inclusive lending approach supports MSMEs’ growth, innovation, and employment 

generation. 

5.6 Emerging Challenges Impacting NBFCs 

While NBFCs have shown impressive growth, several challenges remain. The increase in NPAs reflects credit quality risks, particularly as NBFCs extend 

credit to higher-risk MSME borrowers. Funding costs have risen due to tighter liquidity conditions and increased competition for capital, which pressures 

NBFCs’ margins and their ability to offer affordable credit. Additionally, regulatory complexities and compliance burdens sometimes limit operational 

flexibility and innovation. These challenges must be addressed to ensure sustainable growth and continued contribution to MSME financing. 

Recommendations 

1. Strengthening Financial Support to MSMEs 

To enhance credit availability and affordability for MSMEs, policymakers should introduce targeted financial incentives for NBFCs that actively lend to 

this sector. This can include interest subsidies, working capital support, and credit-linked capital subsidies that lower borrowing costs. Government-

backed schemes such as low-interest refinance facilities through institutions like SIDBI or NABARD can provide NBFCs with cheaper funds, enabling 

them to extend more affordable loans to MSMEs. Special focus should be given to capital-starved and high-growth potential sectors within MSMEs to 

stimulate innovation and expansion. 

2. Implementing Advanced Digital and Alternative Credit Scoring Models 

NBFCs must adopt cutting-edge technologies such as artificial intelligence (AI), machine learning, and big data analytics to develop alternative credit 

scoring models. These models can utilize unconventional data points—like mobile phone usage, utility bill payments, social media behaviour, and 

transaction histories—to assess creditworthiness of MSMEs lacking formal credit histories. This approach will not only enhance inclusion but also reduce 

loan approval times, operational costs, and the dependency on traditional collateral, which many MSMEs lack. 

3. Expanding and Simplifying Credit Guarantee Schemes 

Existing Credit Guarantee Trust Funds for MSMEs should be expanded to cover a wider array of NBFC lending products and borrower profiles. The 

process for claiming guarantees should be streamlined, with faster approvals and fewer documentation requirements to encourage NBFCs to lend to 

higher-risk MSMEs. This would help mitigate credit risks, reduce the impact of NPAs, and foster a more robust lending environment for smaller 

enterprises. 

4. Promoting MSME Digitalization and Technological Adoption 

NBFCs should actively support MSMEs in upgrading their technological capabilities by financing digital infrastructure, machinery, and e-commerce 

adoption. Collaboration between NBFCs, technology providers, and government agencies can result in bundled financing and subsidy programs that 

make technology affordable for MSMEs. Enhanced digital capabilities will improve MSMEs’ operational efficiency, market reach, and compliance with 

financial norms, thereby making them more creditworthy. 

5. Encouraging Green Financing Initiatives 

To promote sustainable development, NBFCs should be incentivized to offer ‘green loans’ targeting MSMEs investing in renewable energy solutions, 

energy efficiency improvements, waste reduction, and eco-friendly manufacturing processes. Policy incentives like tax breaks, interest subsidies, and 

priority refinancing rates for green projects can accelerate adoption. Integrating environmental, social, and governance (ESG) criteria in lending policies 

will also align NBFCs with global sustainability goals and improve their risk management. 

6. Creating MSME-Specific Lending Platforms 

Establishing a centralized, digital lending marketplace for MSMEs where they can compare loan products from multiple NBFCs on parameters such as 

interest rates, tenure, processing fees, and eligibility will increase transparency and competition. Such platforms would empower MSMEs to make 

informed borrowing decisions, reduce information asymmetry, and streamline loan application processes, leading to faster and more efficient credit 

delivery. 
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7. Improving Access to Low-Cost Funds for NBFCs 

The Reserve Bank of India and other financial regulators should facilitate direct refinancing windows or credit lines for NBFCs at concessional rates. 

This will reduce the cost of capital for NBFCs, enabling them to offer cheaper loans to MSMEs without compromising profitability. Additionally, 

encouraging partnerships between NBFCs and international development finance institutions can diversify funding sources and enhance liquidity. 

8. Regulatory Simplification and Support for MSME-Focused NBFCs 

Regulators should consider easing compliance burdens for NBFCs primarily engaged in MSME lending by offering relaxed reporting requirements, 

simplified capital adequacy norms, and tailored governance frameworks. Creating regulatory sandbox environments will allow NBFCs to pilot innovative 

lending models and fintech solutions with regulatory guidance but without stringent penalties. This flexibility will foster experimentation, reduce 

operational costs, and accelerate the adoption of customer-centric credit products. 

7. Conclusion 

Non-Banking Financial Companies (NBFCs) have emerged as pivotal financial intermediaries in India’s economic landscape, particularly in bridging the 

persistent credit gap faced by Micro, Small, and Medium Enterprises (MSMEs). This study highlights how NBFCs have successfully complemented the 

traditional banking sector by offering more flexible, accessible, and tailored financing solutions to MSMEs, especially those located in semi-urban and 

rural regions where banking penetration remains limited. 

The findings reveal that NBFCs have achieved rapid growth and expanded their market share in MSME financing, demonstrating greater agility through 

innovative lending products, faster loan processing, and a customer-centric approach. Their significant involvement in infrastructure financing further 

underscores their strategic role in supporting long-term capital-intensive projects essential for India’s development agenda. 

Despite these strengths, the sector is not without challenges. Rising non-performing assets (NPAs), increasing funding costs, and regulatory complexities 

pose considerable risks that could potentially undermine NBFCs’ sustainability and growth. Moreover, MSMEs continue to face barriers such as 

inadequate collateral, limited credit histories, and financial literacy issues, which constrain their ability to access formal credit even through NBFCs. 

Addressing these challenges requires a multi-pronged approach involving policy reforms, technological advancements, and enhanced risk mitigation 

mechanisms. The adoption of digital and alternative credit scoring models can revolutionize credit assessment, enabling NBFCs to serve a broader 

spectrum of MSMEs with limited formal financial footprints. Expansion of credit guarantee schemes and concessional refinancing windows would reduce 

lending risks and lower the cost of capital, facilitating more affordable credit products. 

Furthermore, fostering MSME digitalization and promoting green financing align NBFCs’ activities with the broader objectives of economic 

sustainability and environmental responsibility. Regulatory simplification and the creation of MSME-specific lending platforms will boost transparency, 

competition, and innovation, ultimately empowering MSMEs to make informed credit decisions. 
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