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Abstract 

India has emerged as one of the fastest growing economies in the world. Micro enterprises 

play a crucial role for this growth. Access to institutional finance could potentially turn 

these micro enterprises into strong instruments of GDP growth and employment. Thus 

Government of India initiated the Micro Units Development and Refinance Agency Ltd 

(MUDRA) in 2015 with the mandate of ‘funding the unfunded’ micro entrepreneurs. 

MUDRA is a wholly owned subsidiary of Small Industries Development Bank of India 

(SIDBI) and was instituted as a public limited company in March 2015. It was registered as 

non-banking finance institution (NBFI) with Reserve Bank of India (RBI) on April 07, 2015 

and launched a day later on April 08, 2015 to support the micro enterprises sector in the 

country. The financial support provided by MUDRA encourages more and more 

entrepreneurs to come forward with creative business plans. This ultimately leads to 

development of the economy and the nation as a whole. This scheme provides loans for 

carrying out micro enterprises at subsidized rates and not providing of any collateral of 

such loans. It attracts various enterprises based on the liberal lending schemes. Thus the 

present study is an attempt to examine the role of MUDRA banks in the Micro Enterprises 

of India.  
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MSMEs AND MUDRA BANKS IN INDIA 

INTRODUCTION 

MSMEs have emerged as a dynamic sector of the Indian economy over the last five 

decades. The role of MSMEs has been crucial in terms of skill development and 

employment generation. The sector facilitates socio-economic development of the country 

as a whole and thus is considered as a strategic asset for the Indian economy. Although 

various initiatives have been implemented to encourage MSMEs since independence, the 

sector is witnessing several challenges in terms of access to finance, access to modern 

technology and infrastructural bottlenecks. The biggest bottleneck to the growth of 

entrepreneurship and MSMEs in the country is the weaker financial support. It may be 

mentioned that although the percentage of credit by the scheduled commercial banks to 

MSMEs increased marginally from 15 per cent in FY 2014 to 16 per cent in FY 2015. The 

majority of these small businesses is informal and unregistered which have not been 

covered by the formal banking sector. Thus, the sector demands a supportive financial 

policy framework in order to address the financial concerns and upscale the sector's 

productivity. 

Supporting the small entrepreneurs of India is the biggest way to help the Indian 

economy grow and prosper. It is expected that the next level of growth will have to come 

from the MSMEs. With the need to provide finance to micro and small businesses, fund the 

unfunded, promote entrepreneurship and self employment in the country, the Prime 

Minister launched MUDRA (Micro Units Development and Refinance Agency Ltd) Bank, 

with a corpus of Rs. 20,000 crore. Another Rs. 3,000 crore would be provided to the 

MUDRA Bank from the budget to create a Credit Guarantee corpus for guaranteeing loans 

being provided to the micro enterprises. Since the enactment for MUDRA is likely to take 
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some time, it is proposed to set up MUDRA as a subsidiary of Small Industries Development 

Bank of India, SIDBI, but later it would be converted into a full-fledged institution set up 

through a statutory enactment. 

India's largest disaggregated business ecosystem in the world, the launch MUDRA is the 

biggest policy initiative for this non-corporate small business sector of the country. The fact 

that this will be a separate entity focused exclusively on increasing the flow of finances to 

micro and small sector, it will advance the financial and social inclusion of this sector in the 

country. Further, financial institution like MUDRA is the first path breaking initiative to 

create a robust Indian centric financial ecosystem to support the small business sector.  

The non availability of requisite finance by core banking sector has necessitated the 

formation of Mudra which should act like a Regulator, Developer and Refinancier to 

facilitate easy finance to this unincorporated sector.  MUDRA will enable the channelization 

of vast resources to the micro enterprises and this will surely transform the economic well 

being of millions of people. 

OBJECTIVES AND METODOLOGY 

The main objective of the study is to examine the role of MUDRA banks in the Micro 

Enterprises of India. This study is based on the secondary data obtained from various 

sources such as Unpublished PhD thesis, Books, Journals, Research articles and Internet 

websites. 

REVIEW OF LITERATURE 

Reviews of earlier studies is presented here in order to obtain greater insight into the 

subject, and to take the bearings of the present study. 

Srinivas and Govindappa (2000) found out that the economic background of the 

entrepreneurs was not very bright because it was easy to start in terms of initial capital 

required. It revealed that entrepreneurs mainly faced three problems namely problems of 

marketing due to competition among themselves, labour problems due to high labour 

turnover and absenteeism and the working capital problem. 
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Jalan Bimal (2003) opined that micro credit institutions and SHGs have been recognized 

as an important vehicle for generation of income and delivery of credit to self-employed 

persons. The Reserve Bank has been emphasizing on the flow of bank credit to 

microenterprises in rural and semi-urban areas initiated in this regard and banks to be 

advised to provide maximum support to SHGs. Further, in order to put in place a more 

vibrant micro finance delivery environment, the RBI had a widening interface with a cross-

section of micro-finance providers. Pursuant to these interactions, four informal groups 

have been set up by RBI to look into various issues relating to, Structure and Sustainability, 

Funding, Regulations, and Capacity building for micro finance delivery. 

Mathur (2004) conducted a study on changing role of banks in entrepreneurship 

development in India.  It point out that Creating Awareness of Loans or Advances Schemes 

of the Bank, Assistance provided by the Bank, Assessment of the skills of Bank officials, 

Fear of Staff Accountability, Developing Entrepreneurship among Borrowers and Causes of 

Non-Performing Assets (NPAs). It concluded that Banks have not been taking the task of 

entrepreneurial development in all seriousness as is evident from their casual approach to 

creating awareness amongst potential entrepreneurs as well as providing necessary 

assistance to the existing borrowers. 

Saravanakumar (2009) stated that, in a developing country like India, development of 

entrepreneurship is essential for economic growth. Setting up of small scale industries is 

said to be the first step in the evolution of entrepreneurs. The self-entrepreneurs are the 

solution to the concentration of economic power, regional imbalances, exploitation of 

monopolies and many other giant problems. In the olden days, it was believed that 

entrepreneurs are born and not made. But effective entrepreneurial training has proved 

that entrepreneurial skills can also be inculcated. Entrepreneurial competencies developed 

through proper and effective training definitely result in superior performance. 

 Laldinliana (2011) made an attempt to touch up different aspects such as importance of 

participatory approach in rural development, Swarnajayanti Gram Swarozgar Yojana 
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(SGSY), dynamics of entrepreneurship, practical facilitation for entrepreneurial 

development of self-help groups as micro enterprises and so on. 

Manoj and Devakumar (2017) attempted to study the current status of entrepreneurial 

framework of India and it also tries to analyze the relationship of entrepreneurial 

framework of India with its total early stage entrepreneurial activity rate. It revealed that 

entrepreneurial framework of the country has a great influence in its entrepreneurial 

development. It can create both positive as well as negative effect on entrepreneurial 

activities of the country. The study concludes by revealing that the entrepreneurial 

framework of India is improving. 

MUDRA AND MICRO ENTERPRISES 

MUDRA Yojana highlighted the importance of micro enterprises in the employment 

generation. MUDRA,  will  be  set  up  through  a statutory  enactment  and  would  be 

responsible for developing and refinancing all Micro-finance Institutions(MFIs) which are 

in the business of lending to micro and small business entities  engaged in  manufacturing, 

trading and service activities, through a  Pradhan  Mantri  MUDRA Yojana. Further, MUDRA 

would also partner with State and Regional level coordinators to provide finance to Last 

Mile Financiers of micro and small business enterprises.  

Various roles envisaged for MUDRA would include  laying  down  policy guidelines for 

micro enterprises financing business and Responsible financing practices to ward off over 

indebtedness, registration of MFI entities,  accreditation  of  MFI  entities, ensuring proper 

client protection principles and methods of recovery. It will support promotional activities 

in the micro enterprises and would be responsible for creation of a good architecture and 

development of standardized set of financial rules  governing  last  mile lending to micro 

enterprises. Further, it will also be responsible for formulation and operation of a credit 

guarantee scheme for the provision of guarantees to the Loans which are being extended to 

the  micro  and small businesses.  
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Businesses and entrepreneurs covered under MUDRA would  include proprietorship  firms  

or partnership firms running as small manufacturing  units,  small industries, self help 

groups, grocers, washer men, weavers, transporters, truck operators,  vegetable  sellers,  

shopkeepers, hawkers, beauty  parlours, hair cutting salon, artisans, food service units, 

machine operators, repair shops, food processors, professionals and service providers etc. 

both in rural and urban areas with financing requirements upto Rs. Ten lakh. Majority of 

these entrepreneurs belong to SCs, STs, OBCs and minority community. MUDRA Bank will 

provide loans to these neglected segments at affordable rates which in turn will help in 

their overall development.  

VISION OF MUDRA  

“To be an integrated financial and support services provider per excellence 

benchmarked with global best practices and standards hot the bottom of the pyramid 

universe for their comprehensive economic and social development.” 

MISSION OF MUDRA 

 “To create an inclusive, sustainable and value based entrepreneurial culture, in 

collaboration with partner institutions in achieving economic success and financial 

security.” 

AIM OF MUDRA 

 The main aim of MUDRA is to provide financial assistance to non-corporate small 

business. Even though the government of India has introduced number of schemes 

that provide financial and technical support to startups and small business, MUDRA 

focuses on supporting the micro sector of the country. 

 MUDRA aims to provide assistance to boost up small business like foot service, 

artisans, vendors and other micro businesses both in urban and rural area. 
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 MUDRA aims to connect the financial institutions with the common people in need 

of loans for undertaking micro enterprises. Through MUDRA money can be liquefied 

into more channels especially in rural areas.  

MUDRA – KEY OBJECTIVES 

The utmost important objective of MUDRA is to create a system so that the micro 

business gets the maximum benefits with maximum risks. It also sets up a last mile credit 

agent scheme entirely for small business setups. In order to ensure a maximum risk of 

getting a negative result, certain agents are hired to guide on how to organize and process 

the business. It also ensures credit guarantee and keeps all the small business units and 

sectors under surveillance and conduct regular evaluation based on performance.  

To fulfill the main objective of “funding the unfunded” MUDRA has the following important 

objectives. 

 Creating a good architecture to develop an effective system for last mile credit 

delivery to micro business units under the scheme of Pradhan Mantri MUDRA 

Yojana (PMMY). 

 Regulation of lender and borrower of micro-finance and to provide stability by 

ensuring regulation and inclusive participation in micro-finance system. 

 To cooperate in financing and lending activities of microfinance institutions (MFIs), 

and other lending agencies who provide credit to small traders, retailers, self-help 

groups and individuals. 

 To registration of all MFIs and to introduce a performance level (performance 

rating) and system of preferential treatment for first time. This will help in 

assessment before taking loan and to reach that MFI which will meet the borrower’s 

needs and whose oldest record is the most satisfactory. This will increase the 

competitiveness of the MFIs.  

 Create a good architecture for last mile credit delivery, ensuring credit distribution 

as promised to every verified individual or enterprise. 
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 To provide infrastructure guideline to borrowers in order to avoid business 

failureandto take appropriate measures at the right time. MUDRA helps in making 

acceptable procedure or guidelines to be followed to recover the money owed in 

case of default. 

 Development of a set of standard convenient to govern the process of last mile 

lending to micro units, which in future will be the backbone of micro-business. 

 Formulating and running a credit guarantee scheme for providing guarantees to the 

loans given to micro business units. 

 To monitor the capital distributed and promoting right technology solutions. 

Supporting any form of development in sectors where it has refinanced, ultimately aiming 

for the development of the nation. 

PRODUCT/ OFFERING OF MUDRA 

 

The  initial  products  and  schemes under MUDRA have been divided into three categories - 

'Shishu', 'Kishor' and 'Tarun', to signify development and funding needs of the micro unit. 

'Shishu' would cover loans upto Rs. 50,000,  'Kishor'  would  cover  loans above Rs. 
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50,000/- and upto Rs. five lakh and 'Tarun' would cover  loans above Rs. five lakh and upto 

Rs. ten lakh. 

 The products initially being launched under MUDRA are sector specific or activity  specific  

schemes,  such  schemes  for  business  activities  in land  transport,  Social  and Personal 

Services, Food Product and Textile Product sectors. Further, Micro Credit Scheme (MCS), 

Refinance Scheme for Regional Rural Banks (RRBs) and Scheduled Co-operative Banks, 

Mahila Uddyami Scheme, Business Loan for traders and shop keepers , Missing Middle 

Credit Scheme and Equipment Finance for  Micro Units  are the other Schemes which have 

Been launched Under MUDRA Yojana.  

The idea of MUDRA Bank is not just based  on  meeting  the credit and financial needs of 

micro enterprises. It providing credit, it is based on the "Credit- Plus" approach under 

which access to credit will be combined with various enterprises development and welfare 

related services and will take up interventions for providing  development support across  

various beneficiary segments. Some of the proposed initiatives under MUDRA would 

include supporting financial literacy, promotion and support of Grass Root Institutions, 

Creation of framework for Small Business Finance Entities where it will work with credit 

bureaus and rating agencies and synergies with National Rural Livelihoods Mission and 

National Skill Development Corporation. Going forward, other proposed offerings under 

MUDRA are MUDRA Card, Portfolio Credit Guarantee and Credit Enhancement. 

Ideally, MUDRA  should  be  the Regulator in order to bring all financial institutions of 

micro and small sector under one roof. It should cover Self Help Groups (SHGs),  Non-

Banking Finance Companies (NBFCs), Micro Financial  Institutions(MFIs), Trust, Societies  

etc. which  are  lending money to small business but are governed  by  multiple  authorities  

and laws. MUDRA should be true to its role as a Development Agency, much like the 

National Housing Bank which is a  Regulator  as  well  as  a Development Agency. 

 Going ahead, the design of MUDRA Bank will not only cater to the financial problems of 

micro enterprises but also provide moral support to vast pool of young population to 

materialize their dreams of becoming an entrepreneur.  
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CONCLUSION 

Micro enterprises comprise of myriad low scale activities moreover they are 

financially weak sections and face an enormous challenge with accessing credit. Thus 

Government of India initiated the Micro Units Development & Refinance Agency Ltd 

(MUDRA) in 2015–16 with the mandate of funding the unfunded micro entrepreneurs. 

Mudra Bank is to encourage entrepreneurs and micro business units to expand their 

capabilities and operations to reduce over indebtedness and to provide formal system of 

credit (finance). The roles envisaged for MUDRA include laying down policy guidelines for 

micro-enterprise financing business and registration of MFI entities, as well as their 

accreditation and rating. Mudra Bank is being set up through a statutory enactment and 

will be responsible for developing and refinancing through a Pradhan Mantri MUDRA 

Yojana. MUDRA encourages more and more entrepreneurs to come forward with creative 

business plans. This ultimately leads to development of the economy and the nation as a 

whole. 
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