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ABSTRACT: This study examines the factors behind
operational and structural difficulties faced by unorganised
manufacturing businesses (UMEs) in India. It uses data
from the Annual Survey of Unincorporated Sector
Enterprises (ASUSE) 2023-24 to examine the factors
associated with problems faced in the unorganised sector
using a logistic regression framework. Rural-based
enterprises are much more likely to have faced problems
when compared to urban-based enterprises; similarly, own-
account enterprises will experience problems compared to
when there are hired workers involved in running the
business. Additionally, social inequities exist, and SC and
OBC enterprises tend to report difficulties much more often
than other enterprises. Institutional and managerial factors,
such as registration and maintenance of accounts, are also
associated with a higher likelihood of reported constraints.
In addition, the enterprise age and the education level of the
owner influence the probability of facing operational
difficulties. This study indicates that by improving
infrastructure, loan facilities, skills training, and the
adoption of new technologies, it is possible to reduce the
major problems faced by the unorganised manufacturing
sector.

KEYWORDS: Unorganised Manufacturing Sector,
MSMEs, Problem Faced, Enterprise Characteristics,
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I. INTRODUCTION

The role of MSMEs in the economic development of
developing countries in the context of employment
generation, entrepreneurship development, and economic
diversification is significant. The World Bank estimates that
50% of global employment and 90% of global businesses
are under the control of the MSME sector. Furthermore, in
low- and middle-income countries, the MSME sector
contributes more to GDP, i.e., 40%. The importance of
MSMEs in employment generation is significant in the
context of the fact that MSMEs use labour-intensive
methods of production and are associated with low capital
utilisation. However, this is resulting in more employment
generation compared to large-scale industries [1].
Moreover, studies on developing countries have shown that
MSMEs contribute to regional economic development
through innovation and entrepreneurial activities [6] [18].

In developing countries, a major share of micro, small, and
medium enterprises (MSMEs) is found in the unorganised
or informal sector, especially in countries like India, where
small household industries make up a major share of the
unorganised sector.

According to the ASUSE report 2023-24, conducted by the
National Sample Survey Organisation, an estimated 7.34
crore establishments of MSMEs were recorded. It has been
reported that 12.84% increase in the overall establishments
compared to the previous ASUSE (2022-23). An estimated
total of 12.06 cr. workers are working in 2023-24, which
shows an increase of 10.01% compared to the previous
survey. This shows the importance of these enterprises in
providing employment. Generally, there are two types of
establishments. The first category is Own-Account
Establishments (OAESs), which are enterprises that operate
without employing any hired workers. The second category
is Hired Worker Establishments (HWESs), which are
enterprises that employ at least one hired worker on a fairly
regular basis. The majority of these enterprises are own-
account establishments, with an estimated 6.34 crore such
units, according to the ASUSE 2023-24 report.
Additionally, most of these enterprises are micro enterprises
in nature (i.e., 99.81% of all establishments). A micro
enterprise is an enterprise where the investment in plant and
machinery or equipment does not exceed one crore rupees
and the turnover does not exceed five crore rupees.
Enterprises in the unorganised sector face different kinds of
operational and structural limitations and constraints, which
affect their performance, despite their significant
contribution to economic growth and employment creation.
The purpose of this study is to determine the main causes of
the issues enterprises, especially in manufacturing
enterprises, face. In the NSSO ASUSE 2023-24 survey,
enterprises reported the major difficulties encountered
during the reference period. These include erratic power
supply or power cuts, shortage of raw materials, lack of
market connectivity due to poor road or other infrastructure,
non-availability or high cost of credit, non-recovery of
financial dues, non-availability of labour when needed,
shortage of skilled labour, lack of technological upgradation
in the production process, and other related challenges.

To analyse these issues, the study employs a logistic
regression model. However, the establishments are
classified into two categories: those that reported facing
operational problems and those that did not. The probability
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of facing such problems is examined using several
explanatory variables, including type of establishment,
education level of the owner, location of the establishment,
social group of the owner, registration under government
regulations, maintenance of accounts, year of
establishment, gender of the owner, and sector of activity
based on unit-level data from the NSSO ASUSE 2023-24
survey.

Il. LITERATURE REVIEW

In this literature, a number of studies examine the
challenges and importance of micro, small, and medium
enterprises (MSMEs), particularly in developing countries,
where the unorganised sector plays a major role. However,
small enterprises face many problems in day-to-day
operations [2][17].

Additionally, a number of studies have also explored the
challenges faced by workers in the unorganised sector. They
found that workers in the informal sector face many
constraints, such as not having access to social security
benefits. For instance, in their study, Pradeep et al.[14]
assert that the worker in the unorganised sector remains
vulnerable as there is a scarcity of social security and
regulatory measures. Similarly, Kaushik and Trikha [12]
argue that the lack of formal recognition and support
structures also increases workers' vulnerability in the
informal sector. In another study, Kapur and Sethy [11]
assert that seasonal employment, lack of social security,
contractual employment, and low levels of education and
skills also affect employment in the informal economy.
The characteristics of the enterprise are also seen to affect
the performance and survival of firms in the unorganised
sector. Own-account enterprises with small capital are seen
to dominate the informal manufacturing sector in India. It
was revealed in studies that larger firms are seen to be more
productive and are likely to survive compared to smaller
firms[7]. Moreover, the size of the firm plays an important
role in determining the enterprise growth pattern and
survival[4]. The location of the enterprise is also an
important  factor in determining the enterprise's
performance. Enterprises in rural areas are facing more
difficulties in their infrastructure, such as electricity and
transportation. These difficulties may affect the ability to
survive and be productive[16].

Socio-economic factors of enterprise owners could also
impact enterprise performance and resource access. Social
networks and caste affiliations, for example, may influence
access to credit markets and business opportunities in
India[10]. The role of financial management practices is
also important in enterprise development. Enterprises that
keep their financial records in order usually have a better
chance of getting institutional credit [3]. Characteristics of
ownership may also affect the outcomes. Studies indicate
that female entrepreneurs frequently encounter greater
obstacles in obtaining financial resources and market
opportunities than their male counterparts[5].

Although a considerable body of literature has examined
various aspects of the informal manufacturing sector in
India, relatively limited attention has been given to
identifying the characteristics of enterprises that are more
likely to face operational problems using recent enterprise-
level datasets. The study by Mawkhiew and Thangkhiew
[13] represents one of the few attempts to analyse the

probability of enterprises encountering operational
constraints based on their characteristics using NSSO 2015-
16 data. Building on this approach, the present study
conducts a similar analysis using the most recent ASUSE
2023-24 dataset to examine the factors associated with
operational problems faced by enterprises in the
unorganised sector.

I11. DATA

The present study employs the micro-dataset of the Annual
Survey of Unincorporated Sector Enterprises (ASUSE)
conducted in the year 2023-24 by the National Statistics
Office. This report provides detailed information on the
operational and structural characteristics of unincorporated
non-agricultural enterprises in the manufacturing, trade, and
services sectors.

The ASUSE survey was conducted between October 2023
and September 2024 [8] [9], which covers both rural and
urban areas in India, except for some isolated villages in the
Andaman and Nicobar Islands.

The survey uses a multi-stage stratified sampling method.
In rural areas, the First Stage Units (FSUs) are census
villages, while Urban Frame Survey (UFS) blocks are FSUs
in urban areas. The ultimate stage units (USUs) are the
establishments themselves. For large FSUs, an intermediate
stage of sampling is introduced in the form of hamlet groups
in rural areas and sub-blocks in urban areas. Using this
sampling framework, information has been collected
through this survey from 498,024 establishments in India,
which include manufacturing, trade, and other service
activities. Out of this total number of establishments,
127,369 establishments fall under the manufacturing sector,
which is considered in this study. Out of the total
manufacturing establishments, 54,877 are in urban areas,
while 72,492 are in rural areas. The ASUSE dataset
provides detailed information on enterprise characteristics
such as ownership type, location, registration status,
education and social group of the owner, employment
structure, financial indicators, and operational difficulties
faced by enterprises.

IV. METHODOLOGY

In this study, we use a logistic regression model, as used by
Mawkhiew & Thangkhiew [13] and Rahman[15]. Since the
variable of interest is whether an enterprise faces problems
or not, value 1 if the enterprise faces a problem and 0
otherwise. The logit regression model follows the
cumulative distribution function to estimate probability.

= — _Xpifi)
P =1/%) = 1 s
Where, P(Y; = 1| X;)= probability that enterprise ifaces a
problem
X; = vector of explanatory variables

B = vector of coefficients
The logistic regression Model is:

1-p)
Y; = Dependent Variable. (Problem faced by the enterprise)

X,;= Sector [X;,;=Rural X;,=Urban]
X,;= Types [X,, = HWE & X,, = OAE]

In = Bo + BiXyi + BoXoi + o+ BiXi
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X5;=Ownership [ X5, = Proprietary male X;,= Proprietary
female X5;= Others (Partnership, SHG, Trusts)]

X,;= Social Ownership [X,,=ST, X;,=SC, X;3=0BC,
X;,=General]

Xs; =Location [Xs,=Within HH Premises X.,= Outside HH
Premises]

X¢=Registration.

X,=Account Maintained.

A. Description of the Explanatory variable for the Logit
regression:

Sector (X,;): Enterprises based on two sectors: rural and
urban; 1 for rural and 2 for urban.

Enterprise type (X,;): Enterprises are classified into two
types: Hired Worker Enterprises (HWE) and Own Account
Enterprises (OAE). HWEs employ at least one hired worker
on a regular basis, while OAEs operate without any hired
workers. For the regression analysis, 1 is assigned to HWE
and 2 to OAE.

Ownership (X3;): Ownership of the enterprises is
classified as proprietary, which is a sole owner, and
partnership, which is two or more owners. The categories
are coded as 1 for proprietary male, 2 for proprietary
female, and 3 for partnership, including self-help groups
(SHGs) and trusts.

Social group (X4;): Enterprises are classified based on the
social group of the owner. The categories include: 1 for ST
(X41), 2 for SC (X,;), 3 for OBCs (X,3), 4 for General
(X44)-

Location (Xg;): The location variable indicates whether the
enterprise operates within household premises (coded as 1)
or outside household premises (coded as 2)

Xg=Contracts.

X,; = Enterprises age [Xy; = less than 6 years, Xy,= 7 t0 12
years, Xq; = 13 to 20 years, Xq,= 21 and more years]

X10; = level of Education [ X;,, = Not literate, X;,, = Up to
Primary level, X,,; =Up to Secondary level, X;y; =
Graduation and above]

X11; = Enterprises nature [X;,; = Perennial, X;,, =
Seasonal, X;,5 Casual]

Registration (X¢): The variable takes the value 1 if the
enterprise is registered and 2 otherwise.

Account maintains (X,): This variable indicates whether
the enterprise maintains accounts or not. If an enterprise
maintains its account, it is equal to 1 and takes 2 if an
enterprise does not maintain its account.

Contracts (Xg): The variable takes the value 1 if the
enterprise operates on contracts, and 2 otherwise.

Age of Enterprise (Xo;): Enterprises are classified into
four age categories. If the enterprise is less than or equal to
6, coded as 1, 2 if the age is between 7 and 12 years, 3 if the
age is between 13 and 20 years, and if the enterprise is older
than 21 years, coded as 4.

Education (X1¢;): The education level of the enterprise
owner is categorised into four groups: not literate (1),
primary level (2), secondary level (3), and graduate level or
above (4).

Nature (X;4;): By nature, enterprises are 3 types. Perennial
enterprises that run throughout the years and are coded as 1,
Seasonal enterprises operate in a particular season and are
coded as 2. The enterprises that operate occasionally are
called casual enterprises and coded as 3.

Table 1: Summary of the Dataset

Variable Mean Standard Deviation
Problem Faced 0.28 0.45
Sector 1.43 0.50
Types 1.76 0.43
Ownership 1.48 0.52
Social Ownership 3.04 0.78
Location 1.43 0.49
Registration 1.74 0.44
Account Maintain 1.99 0.12
Contracts 1.84 0.37
Age 2.16 1.03
Level of Education 2.55 0.73
Nature of Enterprise 1.02 0.13

(Source: Author's calculation using NSSO data)

V. RESULT

The results of logistic regression are presented in Table 2,
where we analyse whether an enterprise is more or less
likely to face problems based on its characteristics. The
overall model is statistically significant, as indicated by the
Wald chi-square statistic (x> = 1324.76, p < 0.001). The
results are interpreted based on the odds ratios of the logistic

function. Based on the sector, it is observed that the odds
ratio for urban areas is less than 1, which implies that

enterprises located in urban areas are less likely to face
problems than those in rural areas. This result is statistically
significant. The second explanatory variable is the type of
enterprise. Taking HWE as the base category, the odds ratio
for OAE is less than 1. This indicates that HWEs are more
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likely to face problems than OAEs, and this result is
statistically significant.

Next, we consider ownership of the enterprise. Compared
to proprietary male-owned enterprises, the odds ratio for
proprietary female-owned enterprises is less than 1,
implying that these enterprises are less likely to face
problems. On the other hand, enterprises under the “others”
category (including partnership, SHG, and trusts) have an
odds ratio greater than 1, indicating that they are more likely
to face problems than proprietary male-owned enterprises.
Both results are statistically significant.

Table 2: Result of Logit regression based on problems
faced by the Unorganised Manufacturing Enterprises
(UMES) during 2023-24:

Explanatory Variable P>z Odds ratio
Sector
Urban 0.000 0.8713975
Rural*
Type
OAE 0.000 0.8364999
HWE*
Ownership
Proprietary Female 0.000 0.7656824
Others 0.000 1.344828
Proprietary male*
Social Ownership
ST 0.233 0.955854
SC 0.000 1.176347
OBC 0.000 1.151195
General*
LOCATION
Outside HH Premise 0.081 0.964722
Within HH Premise*
Registration 0.000 0.8191653
Account maintained 0.000 0.6484931
Contracts 0.654 1.009021
Age of enterprise
7 t012 year 0.005 0.9521411
13 to 20 years 0.078 1.039371
21+ 0.000 1.145253
<=Byears*
Education
Primary Level 0.306 0.9663858
Secondary level 0.019 0.9236899
Graduation & above 0.781 0.9884605
Not Literate*
Nature

Seasonal 0.038 1.196384
Casual 0.431 1.333727
Perennial*
_cons 0.342 0.9206541
Log likelihood -57444.434
Model chi-square 1324.76
Prob > chi2 0.000
PseudoR2 0.0114

(Source: Author's calculation using NSSO data)

With consideration of the social caste of the owner of
enterprises, it has been observed that the odds ratio of the
SC and OBC group owners is higher than 1. This indicates
that the SC and OBC group owners are more prone to
problems with respect to the general caste (base category).
These results are statistically significant. However,
enterprises operated by ST groups have an odds ratio less
than 1, suggesting they face fewer problems, although this
result is not statistically significant.

Enterprises operating outside household premises are
slightly less likely to face problems than those operating
within household premises, but this result is not statistically
significant. The results also show that registered enterprises
and those maintaining accounts are more likely to face
problems than others, and these results are statistically
significant. Contract-based enterprises are also more likely
to face problems compared to non-contract enterprises,
although this result is not statistically significant.

Based on the age of the enterprise, older enterprises are
more likely to face problems than newer ones. Lastly,
considering education level and the nature of the enterprise,
the results indicate that enterprises operated by non-literate
owners are more likely to face problems. Perennial
enterprises are less likely to face problems compared to
seasonal and casual enterprises, in terms of the nature of the
enterprise.

VI. CONCLUSION

This paper examines which types of unorganised
manufacturing enterprises (UMES) are more likely to face
operational or technological problems based on their
characteristics, using a logit regression model. The
explanatory variables include sector, type of enterprise,
ownership, social group, location, registration status,
account maintenance, contract status, age of the enterprise,
education level, and nature of operation. As per the Annual
Survey of Unincorporated Sector Enterprises (ASUSE),
UMEs face several constraints, such as power supply,
shortage of raw materials, lack of market connectivity due
to poor roads or infrastructure, non-availability or high cost
of credit, non-recovery of financial dues, shortage of labour
and skilled labour, and lack of technological upgradation in
the production process.

The results of the logit model provide several important
observations. Though the role of the unorganised sector in
creating employment in the Indian economy is significant,
the sector continues to face many challenges. The results
show that rural enterprises face more problems compared to
urban enterprises. This could be attributed to the higher cost
of credit, transportation facilities, and connectivity. In
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addition, OAEs are more likely to have problems compared
to HWEs. This could be attributed to the fact that OAEs are
operated without hired workers, which may affect
productivity and access to raw materials.

The result also reflects the existence of social inequality, as
enterprises owned by SC and OBC are more prone to
problems than others. It has also been observed that the
registered enterprises are more prone to problems compared
to unregistered ones. The exact reason for this is not
explored in this study. Similarly, enterprises that maintain
accounts are found to face more problems, though no clear
explanation emerges from the results.

The results show that relatively newer enterprises are less
likely to experience difficulties than older ones, regardless
of technology or enterprise age. This may indicate that
technology could help reduce enterprise difficulties. Based
on these results, an improvement in the existing
infrastructure in rural areas, such as road connectivity,
electricity, and market access, may help in overcoming the
difficulties faced by rural enterprises and promote
employment generation. In addition, an increase in
vocational training and education may also help in
overcoming the constraints related to skills, as the
enterprise may be owned by less educated entrepreneurs
and may experience skill-related difficulties. Thus, an
increase in education, technology, and infrastructure may
help in overcoming these difficulties for the growth of the
unorganised manufacturing sector.
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