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Abstract — Micro, Small and Medium Enterprises (MSMESs) constitute the backbone of the Indian economy, contributing
approximately 30 percent to GDP and employing over 110 million people. Despite their significance, MSMESs in Nashik
District, Maharashtra, face formidable challenges in managing financial risks, particularly credit risk and market risk. This
study in-vestigates the financial risk management landscape of MSMESs in Nashik District, employing a mixed-methods
approach integrating primary survey data from 180 MSME owners with sec-ondary data from government and Reserve
Bank of India publications. The findings reveal that 67 percent of surveyed MSMEs lack any formal risk management
framework. Credit access diffi-culty emerged as the most perceived financial risk (mean score 4.35 on a five-point Likert
scale), followed by market volatility at 3.92. The study identifies significant opportunities through digital financial tools,
government credit guarantee schemes, and fintech solutions. Statistical analysis confirms a significant association between
enterprise size and formal risk management adoption (y*> = 18.42, p < 0.01). The paper concludes with recommendations
for policymakers, financial institutions, and MSME owners.
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1 Introduction

Micro, Small and Medium Enterprises (MSMEs) are widely recognized as engines of economic growth in developing
economies (Ayyagari et al., 2007; OECD, 2017). The MSME sector in India encompasses approximately 63.4 million
enterprises as of 2024, contributing around 30 percent of GDP, 45 percent of manufacturing output, and 40 percent of total
exports (Ministry of MSME, 2024). These enterprises range from micro-units employing fewer than ten workers to
medium-sized firms serving as vital nodes in global supply chains. Their capacity to generate employment at relatively low
capital costs makes them particularly important for India, where job creation remains a pressing policy priority (Gupta &
Mittal, 2020). Globally, MSMESs account for over 90 percent of all businesses and more than 50 percent of employment
worldwide (World Bank, 2022), underscoring their systemic significance.

Nashik District, located in northern Maharashtra, occupies a distinctive position within the state’s industrial landscape. The
district has emerged as a significant hub for manufacturing, agriculture-based processing, and trade activities, with key
industries including automotive com-ponents, agro-processing, wine production, textiles, and engineering goods (Desai,
2019). The presence of established industrial estates such as the MIDC areas in Satpur, Ambad, and Igat-puri has fostered
a clustering effect that benefits small enterprises through shared infrastructure and supplier networks (Patil & Joshi, 2018).
Despite these advantages, MSMEs in Nashik face unique financial risk management challenges shaped by the district’s
specific economic structure and the broader policy environment (Tripathi & Kumar, 2019).

Financial risk management (FRM) refers to the systematic process of identifying, analyz-ing, and mitigating uncertainties
that may adversely affect an organization’s financial health (Damodaran, 2012). For large corporations, FRM involves
sophisticated tools such as deriva-tives hedging, value-at-risk models, and dedicated risk management departments (Smith
& Walter, 2020). In stark contrast, MSMEs operate with severely limited resources, fundamen-tally constraining their
ability to implement formal risk management practices. Research by Beck, Demirguc-Kunt, and Maksimovic (2008)
demonstrated that small firms face proportion-ally higher costs of financial intermediation, amplifying their exposure to
credit and market risks. The Committee of Sponsoring Organizations of the Treadway Commission (COSO, 2017)
emphasized that enterprise risk management frameworks must be adaptable to organizational scale, yet most existing
frameworks remain designed with large enterprises in mind, leaving MSMEs without practical guidance tailored to their
operational realities.

This study addresses four research objectives: (1) to identify and assess key financial risk factors faced by MSMEs in
Nashik District, with particular emphasis on credit risk and market risk; (2) to evaluate the current risk management
practices adopted by these enterprises and determine the extent of formal framework utilization; (3) to examine the
relationship between enterprise characteristics (size, sector, age) and the adoption of risk management practices; and (4) to
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explore emerging opportunities that can enhance the financial risk management capabilities of MSMEs in the district. By
combining primary survey data with secondary analysis of policy documents and financial statistics, this research aims to
provide a comprehensive, evidence-based understanding of the financial risk management landscape for MSMEs in one of
Maharashtra’s most industrially significant districts.

2 Review of Literature

The academic literature on financial risk management for small enterprises has expanded sig-nificantly, reflecting growing
recognition of the sector’s economic importance and distinctive risk profile. Berger and Udell (2006) developed a
conceptual framework explaining why lending technologies designed for large firms fail when applied to small businesses,
emphasizing informa-tion asymmetry, lack of collateral, and high transaction costs. Beck and Demirguc-Kunt (2006)
analyzed survey data from 45 countries and found that small firms are significantly less likely to use bank financing and
more likely to rely on expensive informal credit sources. Banerjee and Duflo (2014) further documented that credit market
imperfections disproportionately affect small enterprises, creating persistent financing gaps that constrain growth and
survival. Ayya-gari, Beck, and Demirguc-Kunt (2007) provided cross-country evidence that small firms face greater
financing obstacles than large firms, with the gap being widest in developing economies. Within the Indian context, the
National Sample Survey Organization’s 73rd Round (NSSO, 2016) provided comprehensive data revealing that only 14
percent of micro enterprises had access to institutional credit. Kumar and Rao (2016) examined the structural bottlenecks
in MSME financing in India, highlighting delayed payments, inadequate collateral, and complex regulatory procedures as
primary barriers. The COVID-19 crisis further exposed the fragility of small enter-prises globally, with supply chain
disruptions, demand contraction, and liquidity crises pushing many MSMEs to the brink of insolvency (Ghosh, 2020). A
Reserve Bank of India survey (RBI, 2023) found that nearly 40 percent of MSMEs reported deterioration in their financial
condition compared to pre-pandemic levels, while the RBI’s emergency credit line scheme provided partial relief (RBI,
2020). Sharma and Singh (2020) analyzed the Pradhan Mantri Mudra Yojana and found that while the scheme improved
loan disbursement volumes, average ticket sizes remained inadequate for working capital requirements of growth-oriented
enterprises. Sidhu and Kaur (2020) evaluated the Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE)
and found that guarantee coverage significantly improved loan approval rates, though awareness remained low among
micro enterprises.

Research on risk management practices in MSMEs reveals a consistent pattern of infor-mality and ad hoc decision-making.
Brustbauer (2016) examined risk management in Austrian SMEs and found that the majority relied on the owner’s intuition
and experience rather than systematic assessment tools. Scherer, Heyd, and Erbe (2015) investigated risk management
prac-tices in German SMEs and concluded that firm size, industry sector, and the risk attitude of the business owner were
the primary determinants of risk management sophistication. Ganyaupfu (2013) concluded that risk management in SMEs
was largely reactive rather than proactive, with enterprises responding to crises only after they materialized. In India, Mehta
and Bhavsar (2019) surveyed 300 MSMEs in Gujarat and found that only 22 percent had implemented any structured
financial risk assessment, with credit risk monitoring and cash flow forecasting being the most commonly adopted
practices. Jain and Kumar (2021) conducted a study on credit risk assessment practices among Indian MSMEs and found
that traditional banking assessment methods often failed to capture the true financial health of small enterprises, leading to
either excessive risk aversion or mispriced credit. Singh and Garg (2018) examined the role of financial literacy in MSME
risk management and reported a strong positive correlation between owner education levels and the adoption of formal risk
management practices.

The International Finance Corporation (IFC, 2018) found that approximately 65 percent of formal micro and small
enterprises in developing countries report access to finance as a major constraint, compared to only 30 percent of large
firms. KPMG (2021) estimated the total credit gap for Indian MSMEs at approximately INR 25 trillion, with micro
enterprises accounting for the largest share of unmet demand. Chandrasekhar and Ghosh (2019) explored the poten-tial of
fintech solutions in addressing MSME financing constraints, noting that digital lending platforms, alternative credit scoring,
and blockchain-based supply chain finance held consider-able promise for reducing information asymmetry. NABARD
(2021) highlighted the particular vulnerability of rural and semi-urban MSMEs, which face additional challenges of
geographic iso-lation from financial institutions and limited digital infrastructure. A notable gap in the existing literature
is the scarcity of district-level analyses. Most research operates at national or state levels, potentially obscuring important
regional variations in risk exposure and management capacity. Studies focused specifically on Maharashtra have been
limited, though research by the Maharashtra Economic Development Council has highlighted the state’s industrial clusters
as both a strength and a vulnerability, noting that cluster concentration can amplify systemic risks during economic
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downturns (Patil & Joshi, 2018). The present study addresses this gap by providing a focused examination of MSMEs in
Nashik District, contributing empirical evidence from a regionally significant but academically underexplored context.

3 Research Methodology

This study employs a mixed-methods design combining quantitative survey data with qualita-tive insights from semi-
structured interviews and secondary data analysis, following the method-ological framework advocated by Creswell and
Plano Clark (2018) for sequential explanatory designs. The target population consists of all registered and unregistered
MSME:s in Nashik District, which numbers approximately 42,000 as of March 2024 (Ministry of MSME, 2024).

A stratified random sampling technique was employed with a sample of 180 MSMEs dis-tributed proportionally: 90 micro,
60 small, and 30 medium enterprises. Sector-wise distribution reflected the district’s industrial composition: manufacturing
(32 percent), trade and commerce (28 percent), services (22 percent), agro-based industries (12 percent), and construction
(6 percent). Primary data was collected through structured questionnaires administered during personal visits between
January and March 2025, supplemented by semi-structured interviews with 15 purposively selected MSME owners.

The questionnaire comprised five sections covering enterprise demographic characteristics, identification and assessment
of financial risks, current risk management practices, perceived bar-riers to effective risk management, and awareness and
utilization of government support schemes and fintech solutions. Responses to risk perception questions were recorded on
a five-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly agree). Data analysis employed descrip-tive
statistics including means, standard deviations, frequencies, and percentages. Chi-square tests of independence were used
to examine associations between categorical variables, with sig-nificance set at a = 0.05. Qualitative interview data was
analyzed using thematic analysis, with emerging themes coded and categorized to identify patterns in MSME owners’
experiences with and perceptions of financial risk management.

Table 1: Distribution of Sample MSMEs by Size and Sector

Viicro ma Medium

Manufacturing 28 20 10
Trade & Commerce 26 16 9
Services 20 14 6
Agro-based Industries 12 7 3
Construction 4 3 2
Total 90 60 30

4 Results and Discussion

4.1 Enterprise Characteristics

The majority of MSMEs in the sample are proprietorship firms (62 percent), followed by part-nerships (24 percent) and
private limited companies (14 percent). The average enterprise age was 12.4 years (SD = 8.2), indicating a relatively mature
entrepreneurial ecosystem (Gupta & Mittal, 2020). However, only 18 percent of respondents had received any financial
risk man-agement training, consistent with findings by Singh and Garg (2018), and merely 12 percent maintained
documented risk management policies, supporting the observations of Brustbauer (2016) and Ganyaupfu (2013) regarding
informal approaches. Figure 1 shows the sector-wise distribution of the sample.
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Figure 1: Sector-wise Distribution of Sample MSMEs
4.2 Financial Risk Factors

Table 2 presents the mean perception scores for various financial risk factors. Credit access difficulty emerged as the most
intensely perceived risk (M = 4.35, SD = 0.78), followed by market volatility (M = 3.92, SD = 0.85) and interest rate
fluctuations (M = 3.67, SD = 0.91). The relatively high standard deviations suggest considerable variation across the
sample, reflecting differences in enterprise size, sector, and owner characteristics. Four of the six risk factors exceeded the
3.50 threshold, indicating a multifaceted risk environment requiring comprehensive management approaches.

Table 2: MSME Owners’ Perception of Financial Risk Factors (N = 180)

Viean td. Dev. Rank
Credit Access Difficulty 4.35 0.78 1
Market Volatility 3.92 0.85 2
Interest Rate Fluctuations 3.67 0.91 3
Regulatory Compliance Risk 3.45 0.88 4
Liquidity Constraints 3.28 0.82 5
Currency Exchange Risk 2.89 1.02 6

Note: 5-point Likert scale (1 = strongly disagree, 5 = strongly agree)

Figure 1: MSME Owners' Perception of Financial Risk Factors
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Figure 2: MSME Owners’ Perception of Financial Risk Factors
4.3 Risk Management Practices

Only 12 percent of micro enterprises, 35 percent of small enterprises, and 58 percent of medium enterprises reported using
formal risk management methods, reinforcing the findings of Mehta and Bhavsar (2019) and Scherer et al. (2015). A chi-
square test confirmed a statistically significant association between enterprise size and formal risk management adoption
(x> = 18.42, df = 2, p < 0.01). The primary barriers to adoption included lack of awareness (72 percent), high cost of
professional advice (65 percent), complexity of financial instruments (58 percent), and time constraints (54 percent). These
findings align with the observations of Berger and Udell (2006) regarding transaction cost barriers and with Jain and Kumar
(2021) regarding information asymmetry in MSME-bank relationships.
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4.4 Opportunities for Strengthening FRM

Figure 4 presents a comparative analysis of how MSME owners perceive various FRM initiatives. Financial literacy
programs received the highest opportunity recognition rate (82 percent), sug-gesting strong demand for education in
financial management, consistent with Singh and Garg (2018). Digital finance solutions were viewed favorably by 78
percent, reflecting growing com-fort with technology-driven tools and supporting the optimistic assessment of
Chandrasekhar and Ghosh (2019). Government schemes such as CGTMSE and PMMY were recognized as op-portunities
by 72 percent, though 38 percent also viewed bureaucratic processes as a challenge, corroborating Sidhu and Kaur (2020)
regarding awareness gaps. Fintech solutions were seen as opportunities by 70 percent, with particularly high adoption rates
in services and trade sectors, in line with Agarwal (2022) who documented the growing role of digital lending platforms in
bridging the MSME credit gap.

Figure 3: Risk Management Approach by Enterprise Size

mmm Formal Risk Management

100 A mmm |nformal/Traditional Methods

No Systematic Approach
20% 17%
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Micro Small Medium

Figure 3: Risk Management Approach by Enterprise Size
Table 3: Specific Risk Management Practices Adopted by MSMEs

Vlicro (% small (% Medium (%)
Cash Flow Forecasting 8 32 55
Credit Risk Assessment 5 22 48
Insurance Coverage 15 38 62
Diversification of Markets 12 28 45
Maintaining Emergency Funds 45 58 72
Use of Financial Consultants 3 15 35

Note: Multiple responses allowed

Figure 4: Opportunities vs Challenges in Financial Risk Management
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Figure 4: Opportunities vs Challenges in Financial Risk Management
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5 Proposed Financial Risk Management Framework

Based on the empirical findings, a contextual FRM framework for MSMESs in Nashik District is proposed (Figure 5). The
framework draws upon the COSO Enterprise Risk Management framework (COSO, 2017) and the Basel Committee’s
principles for sound risk management (Basel Committee on Banking Supervision, 2010), adapted to the resource constraints
and op-erational realities of MSMEs. The framework comprises four interconnected phases designed to be practical,
resource-efficient, and scalable across different enterprise sizes and sectors.

Phase Phase Phas Pha
1 Risk 2 Risk e 3 Risk se 4
Identification Assessm Mitigatio Monitor

Credit, Market, Likelihood- Digital Quarterly
Liquidity Risks Impact Matrix Tools, Review, KPIs

Figure 5: Proposed Financial Risk Management Framework for MSMEs

Phase 1 involves systematic identification of potential financial risks, particularly credit and market risks, drawing on the
risk identification principles outlined by Smith and Walter (2020). Phase 2 requires evaluating the likelihood and impact
of each risk using a simplified assessment matrix, consistent with the risk assessment methodologies advocated by
Damodaran (2012) and adapted for smaller enterprises. Phase 3 focuses on implementing practical strategies including
digital financial tools, insurance, diversification, and government schemes, reflecting the opportunities identified by
Chandrasekhar and Ghosh (2019) and Sidhu and Kaur (2020). Phase 4 establishes continuous feedback through quarterly
reviews and KPI dashboards, aligned with the monitoring and review principles of COSO (2017).

Conclusion and Recommendations

This study examined the challenges and opportunities of financial risk management for MSMEs in Nashik District,
revealing a complex landscape characterized by significant risk exposure, limited formal management capacity, and
growing awareness of potential solutions. Credit access difficulty (M = 4.35) and market volatility (M = 3.92) emerged as
the most critical risk factors, corroborating the broader findings of Beck and Demirguc-Kunt (2006) and the IFC (2018).
The adoption of formal risk management practices is strongly associated with enterprise size (> = 18.42, p < 0.01), with
micro enterprises being particularly vulnerable, supporting the observations of Brustbauer (2016) and Ganyaupfu (2013).

The analysis reveals a central paradox at the heart of MSME financial risk management: the enterprises that face the greatest
financial risks and have the least capacity to absorb financial shocks are precisely those that lack the resources, knowledge,
and institutional support needed to implement effective risk management practices (Banerjee & Duflo, 2014; World Bank,
2022). This finding has important implications for policy design, as interventions must be calibrated to the specific
constraints and capabilities of different enterprise size categories rather than adopting a one-size-fits-all approach (Berger
& Udell, 2006). The Financial Stability Board (FSB, 2022) has similarly emphasized the need for proportionate regulatory
approaches that balance financial stability objectives with the need to maintain access to finance for small enterprises. The
proposed four-phase framework offers a practical, scalable approach that can be adapted to the resource constraints of
micro and small enterprises while providing sufficient structure to guide systematic risk management decision-making
across all enterprise categories.

For policymakers, the study recommends expanding credit guarantee scheme coverage as suggested by Sidhu and Kaur
(2020), simplifying application procedures, and establishing district-level financial literacy training centers aligned with
the approach advocated by Singh and Garg (2018). For financial institutions, recommendations include developing
tailored MSME lending products with flexible repayment structures, leveraging alternative credit scoring as proposed by
Chandrasekhar and Ghosh (2019) and Agarwal (2022), and providing complimen-tary risk advisory services. For MSME
owners, the study emphasizes investing in financial literacy, adopting digital tools, diversifying networks, and maintaining
emergency cash reserves equivalent to at least three months of operating expenses, consistent with the prescriptions of
Damodaran (2012) and Smith and Walter (2020).

The study acknowledges limitations including its single-district focus, which may limit gen-eralizability to other regions
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with different economic structures. The reliance on self-reported perception data introduces the possibility of response bias,
and the cross-sectional design pre-cludes causal inferences (Creswell & Plano Clark, 2018). Future research should conduct
multi-district comparative studies, employ longitudinal designs, and integrate objective financial per-formance data with
perceptual measures to develop a more comprehensive understanding of MSME financial risk management dynamics. The
growing availability of digital financial data offers new opportunities for more granular and objective risk assessment, as
noted by the FSB (2022) and KPMG (2021).
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