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 

Abstract: MSME development is a much required 

function for the development of an economy. Insurance is very old      

business cum service that supports the commercial activities by 

owning the risk associated in exchange for premium. The 

objective of this paper is to find out whether any relationship 

exists between the insurance and development of MSMEs in 

Indian context. The study uses Ordinary Least Square method to 

draw the regression equation and Granger Causality test to check 

for causality between Non-life Insurance sector development and 

development of MSME. It was found that non-life insurance and 

MSME are highly positively correlated. Though there is no causal 

relationship between these two variables but insurance has a 

positively significant influence on the development of MSME. The 

finding of this study indicates the requirement of favorable 

policies to develop the Insurance market in order to promote 

MSME leading to economic growth. 
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I. INTRODUCTION 

 Insurance is a contract in which the Insurer agrees to 

protect the Insured against the financial loss if occurred due to 

insured events, in exchange for a consideration called 

“Premium”. Insurance has two broad segment- Life and 

Non-Life. Whereas, Non-Life insurance is a contract of 

indemnity, Life Insurance is not. In this study, we will focus 

on non-life insurance as its impacts the commercial activities 

more, compared to Life Insurance. It is recognized as a 

service that helps in reducing the level of risk and uncertainty, 

and as such expected to help promote commercial activities. 

The MSMEs are a key element in the development of every 

nation [1]. Studies fill the literature with the importance of 

small and medium enterprises (SME) as employment 

generators, innovators, factors in supply chain of large 

enterprises and important contributor to gross domestic 

product (GDP). MSME in India has got its momentum with 

the new Economic Polices initiative in 1991 with an opening 

of the market to global competition brought in a new set of 

challenges and opportunities. The changes in the technology 

became faster compelling the entrepreneurs to prioritise 

innovation. The recent moves by the Indian government like 

Start Up India, Mudra Loan, Din Dayal Upadhay Kaushal 

Yojana etc. has fuelled up the MSME activities to a great 

extent but yet there are lacunas which needs to be resolved. 
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Table 1. MSME Classification according to MSME Act 2006 

Enterprise 

(Type) 

 

Investment in 

Plant & 

Machinery 

(Manufacturing) 

Investment in 

Equipment 

(Service) 

Micro Up to 25 lakh Up to  10 lakh 

 

Small Above  25 lakh 

upto  5 crore 

Above  10 lakh 

upto  2 crore 

 

Medium Above  5 crore 

upto 10 crore 

Above  2 crore 

upto  5 crore 

 

Source: MSME Act 2006 

Micro Small and Medium Enterprises (MSME) plays a vital 

role in Indian economy by contributing more than 45% of the 

industrial output, 40% of total Indian export, 42 Million 

employment and it was also estimated that almost 1 million 

jobs are created every year. These SMEs may be entrepreneur 

ventures where the promoter invests his or her 

savings/borrowings to start a new venture. 

 The MSMEs are the best representatives of economic 

activities [21].  The development of MSME largely depends 

upon the availability of financial services, including 

insurance, which is a crucial element of sustainability of 

businesses in the long run. The insurance sector along with 

other financial sectors needs to work effectively so as to 

remove uncertainties from the operation of business.  

 The MSME sector could draw little attention from the 

insurance sector so far, as there are no customized products 

available in the market that suits the unique needs of the 

MSME sector. It needs a thorough understanding of the value 

chain of MSMEs and the challenges they face in their 

operation and sustaining, in order to design and develop 

appropriate customized products for this MSME sector. [1] 

Risk is inherent in our lives but, MSME are specially 

venerable to risks that threaten the dream venture that the 

entrepreneur has worked hard to build. As the stakes been so 

high, Insurance is a prudent way to limit liabilities in the event 

of damage to assets, property and business which is a key to 

survival for a small venture. According to FICCI – KPMG 

report only 10% of the employee of MSMEs have health 

insurance, only 0.1% of other core property risk covered like 

fire, marine etc. Most of them (MSMEs) lag behind 

Corporates on usage of safety practices.  
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They run with huge risk of workplace related accidents 

besides flood, earthquake, electric short circuit etc. These 

risks have the potential to cripple their business.  

 Non-life Insurance majorly serves the need of enterprises. 

The business houses buy insurance to protect themselves 

against accidents, loss of life of key persons, lawsuits, fire, 

damage, burglary etc. But in Indian scenario, the insurance 

buying in non-life sector is not at par with the global standard. 

This may be due to - lack of awareness about the benefits of 

insurance product or the products available are not affordable. 

The lack of availability of insurance services for small and 

medium sector entrepreneurs fails to reduce the level of 

uncertainty and discourages people to take up new ventures, 

which effect the growth of the economy.  

Chart 1: Growth of MSMEs and Employment Generation 

 

Source: MSME Annual Report compiled by author 

II. MSMEs AND UNCERTAINTY 

The phenomenon of insurance started long back before 

Christ. The insurance coverage mainly started to protect the 

traders from perils of sea. Chinese merchants formulated 

devise to protect their cargo travelling through the sea from 

hurricanes, pirates etc. They used to spread the cargo among 

fleets so that if even a particular ship faces some calamity, the 

entire lot of goods are not damaged or wasted [24]. This was 

the first case of risk diversification and reduction. The 

modern day Insurance got its origin in Babylon where traders 

provde loans for a caravan. The amount of loans were paid 

back only when the goods arrived safely [6, 17, 31].  This 

exercise, called bottomry, was acknowledged in 

Hammurabi’s code (ca. 2100 B.C.) and it is a clear evidence 

of existence of insurance in those days [29]. 

 The human history thus evidences the challenges faced by 

traders due to uncertainty since inception of business. 

Entrepreneur always tried to devise ways to handle 

uncertainties with the help of instruments available to carry on 

their business activities. The uncertainties and risks involved 

in the business affairs have restricted many businesses to 

flourish and there are instances of great businesses falling 

down due to their failure to predict, realize and handle 

uncertainties resulting from change of business environment, 

customer demand, govt. regulations etc. But, risk & 

uncertainties are an inherent element in business and those 

cannot be fully eliminated, instead they need to be managed. 

The introduction of Insurance might have happened as all the 

people are not risk averse. While some people try to avoid 

risk, there may be others interested to try the same. This gap 

between two types of risk-responsive people has been filled in 

by “Insurance”. The risk-taking people coming forward to 

take the risk, which the risk-averse people want to shift from 

their shoulder, for a consideration called “Premium”. 

The modern day business environment possesses a lot many 

challenges. The global competition having profound impact 

on the domestic market brings around uncertainty in the 

continuation of MSMEs. From the point of inception and 

incubation till stability, uncertainties and risks hover around 

the newly started enterprises from different corners. These 

uncertainties paralyze the enthusiasm of the MSMEs owner 

manager. 

 The Prospect Theory forwarded by Kahneman and Tversky 

(1979) [10] suggests that the behavior of people changes with 

the change in circumstances. It says, that the attitude of 

individuals towards gains (risk averse) is different from the 

attitude towards losses (risk seeking). Baumol (2006) [40] 

advocates that the innovative entrepreneurs love to take risks. 

The risk loving people are those who have a preference for 

risk.  These people take on risk, capitalize opportunities, 

create economic worth and thus adds to the production 

process of the economy.  

 In the absence of Insurance and its 

protection-against-uncertainties services, the MSMEs will be 

reluctant to undertake innovative steps and instead hang on 

existing business model to ensure certainty. This will 

subsequently lead to under-productivity of the business 

enterprises hampering economic growth [35,36,40]. MSME 

are at the centre of economic growth and they should be 

supported with supply of appropriate insurance products at 

reasonable price.  

 This paper tries to explore the link between Insurance and 

MSME in Indian context. The low penetration of Non-Life 

Insurance in India does not support the reduction of 

uncertainties and thus restricts the growth and sustainability 

of MSME. 

III. LITERATURE REVIEW  

 There is dearth of research involving the relationship 

between insurance and MSME and the number of research in 

this area in India is even lower.  

 In the recent past the recognition of MSME as an engine for 

growth has enriched the bank of literatures involving studies 

in this area. The contribution of MSMEs to the development 

of an economy were established by many authors in their 

research work as they find this sector to support in areas of 

employment, innovation, feeder of large enterprises and 

growth of GDP [1].  

 The development of MSMEs can be viewed as 

development of economic activities and vice versa. 

Entrepreneurship also adds to the development of MSMEs. 

Many authors have used the terms – Entrepreneurs and 

MSMEs- interchangeably. In some cases, the MSMEs are the 

business houses whereas the Entrepreneurs are the owners 

who initiate, run and manage those MSMEs.  

 There a deep connection between uncertainty and 

Entrepreneurship as Harper (2007, 2008) [19,20] defined 

entrepreneurship as a process of problem solving in uncertain 

environments to earn profit. 

 Knight, Frank Hyneman (2012) [26] opined that 

entrepreneurs choose to operate in an environment that 

ensures reliability and stability.  
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INSPEN MSMES

INSPEN 1 0.86429912...

MSMES 0.86429912... 1

According to Knight, the entrepreneurs possess an ability to 

gauge the uncertainty associated with certain events and look 

after the interest of all stakeholders. The economic 

institutions along with legal set up plays an important role in 

promoting or restricting Entrepreneurship and MSMEs in a 

nation. The institutional setting has an important role to play 

in terms of removing credit constraints (Banerjee and 

Newman, 1993) [5], the lowering regulatory complications 

(Johnson, McMillan, and Woodruff 2002) [23] and resolving 

the non-availability of credit to the MSMEs. Casson and 

Godley (2005) [7] quoted that owners need sufficient wealth 

in order to become entrepreneurs, which calls for the need of 

financial support in promotion of entrepreneurial activity 

leading to development of MSMEs.  

 Mel, McKenzie and Woodruff (2007) [27] in their paper 

supported that existence of proper insurance support can 

facilitate and promote access to credit.  

 The literature base on the relationship between insurance 

and MSME provides sufficient reasons to argue that 

productive activities gets encouraged by the existence of an 

efficient insurance market. UNCTAD in its conference in 

1964 acknowledged that Insurance sector is a primary 

requirement of an economy to develop. The insurance 

industry does a very important job of capital accumulation by 

collecting regular premiums from the insurance buyers which 

is routed to long-term capital intensive projects considered as 

the pillars of sustained economic growth. The continuity in 

growth cycle is ensured by constant innovations and 

upliftment of the production mechanism which helps to retain 

and extend market share in the global competitive market 

place. The innovations gets in place with the promotion of 

MSMEs which can be supported in a better manner by 

availing the services of insurance. 

IV. OBJECTIVE OF THE STUDY 

The study intended to analyse the relationship between 

Insurance and the development of MSMEs in India to 

establish the need to encourage non-life insurance sector in 

order to get a sustained growth of MSMEs. On the backdrop 

of the general assumption that Insurance sector helps promote 

business activity and thus encourage MSMEs in India by 

providing a wide range of services to protect them against risk 

and uncertainties. The objective of the study are as follows: 

1) To identify the relationship between insurance sector 

and development of MSME in India.  

2) To understand the degree of influence of Insurance 

sector growth on MSME Development in India.  

 

V.   MEASUREMENT OF VARIABLES 

 Two variables MSME and Non-Life Insurance are 

involved in this study. To represent the development in 

MSME, the number of MSMEs over the period of 1991  to 

2015 was taken as a proxy. The data for same was extracted 

from Annual Reports from 2007-08 to 2017-18 issued by 

Ministry of Micro, Small and Medium Enterprises, Govt. of 

India and is available in their website www.msme.gov.in . 

 The measure the development of Non-life insurance sector, 

the non-life insurance penetration, that is, percentage of 

non-life insurance premium to the GDP over the period of 

1991  to 2015 was taken as a proxy. The required data for the 

same was collected from Sigma Explorer published by Swiss 

Re.  

VI.   RESEARCH METHODOLOGY 

The nature of the data is Time Series covering a span of 1991 

-2015, i.e. 25 years. Correlation test was done to see the level 

of relationship between Development of MSME, measured by 

Number of MSMEs, and Development in Insurance Sector in 

India, measured by Non-Life Insurance Penetration. 

Insurance Penetration is a measure of percentage of Premiums 

to GDP. To measure the level and direction of influence of 

Insurance sector development on the development of MSME, 

regression equation was framed using Ordinary Least Square.  

The conceptual model is : 

MSMEs = y + b1. INSPEN      (1) 

Since we are studying only one factor and there will definitely 

be other factors influencing the development of MSME along 

with the factor under study, we reframe the above equation as 

follows: 

 MSMEs = y + b1. INSPEN + et    (2) 

The term “et”  Represents error term or residual and includes 

the influence of all other variables which also influence the 

development of MSME. 

Post finalizing the empirical model, the causality of the 

variables were also checked using Granger Causality Test. 

This test is very popular and largely employed by the authors 

while testing the causality impact of one variable on the other. 

So, this test was selected for studying causality among the 

variables under study.  

VII. DATA ANALYSIS AND INTERPRETATION 

To study the relationship between two or more variables it is a 

basic norm to check whether the variables are related to each 

other. If the variables are not related among themselves, then 

there is no point in assuming any liner relationship between 

them and drawing any regression equation involving those 

variables will simply be spurious. Therefore, the study 

checked the basic relationship between variables by using 

Test of Correlation between two variables. The correlation 

test revealed that the two variables are positively and 

significantly correlated. The development of MSME has a 

strong positive correlation with the development of non-life 

insurance sector. It was expected as the development in 

non-life insurance sector will result in more selling of those 

products which are designed to protect the entrepreneurs at 

small as well as large business sector from any uncertainty in 

the process of business. 

 TABLE 2.  CORRELATION TEST  
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Dependent Variable: MSMES

Method: Least Squares

Date: 09/07/19   Time: 01:26

Sample: 1991 2015

Included observations: 25

Variable Coefficient Std. Error t-Statistic Prob.  

C -712.7612 111.6570 -6.383490 0.0000

INSPEN 1592.178 193.2025 8.240980 0.0000

R-squared 0.747013     Mean dependent var 197.9644

Adjusted R-squared 0.736014     S.D. dependent var 155.2232

S.E. of regression 79.75308     Akaike info criterion 11.67237

Sum squared resid 146292.7     Schwarz criterion 11.76988

Log likelihood -143.9046     Hannan-Quinn criter. 11.69941

F-statistic 67.91376     Durbin-Watson stat 0.661611

Prob(F-statistic) 0.000000

Upon being confirmed about their association, present study 

headed towards testing the level of influence of Non-life 

Insurance Sector on the development of MSME. Ordinary 

Least Square Technique was used to draw the regression 

equation. The results are as follows: 

TABLE 3. REGRESSION TEST 

The Model appears to be a good fit as the R-Squared value is 

0.7470 indicating that 74% of the changes in MSME are 

explained by this model. The variable INSPEN, representing 

non-life Insurance penetration was found to be positively 

significant with a P-value of 0.0000, indicating 99% level of 

confidence. That confirms the important role played by 

non-life insurance sector in the promotion of MSMEs in 

India. 

VIII. CAUSALITY TEST 

The variables used in the study showed positive correlation as 

well as it was found that non-life insurance is influencing 

MSMEs in a positively and significant manner. This 

motivates us to further explore the relationship in between 

these two variables in terms of causality. The Granger 

Causality test was employed to see the causality aspects 

 

 
 

The test revealed no causality between the variables. The null 

hypothesis of the test was that the variables does not granger 

cause each other. The corresponding probability value in both 

cases were more than .05, and as such the Null Hypothesis 

cannot be rejected, instead, the study had to accept the 

alternative hypothesis which says that the there is no causality 

between the variables. This test reveals that both the variables 

are independent and does not granger cause each other.  

IX.  CONCLUSION 

Minimum support to MSME sector is essential to 

development and economic growth for every country like 

reduction of credit gap, access to finance, risk management 

system etc. The present study concludes that Non-Life 

Insurance sector is highly correlated with the development of 

MSME and plays a positively significant role in influencing 

the development of MSME in India. 

 The Risk protection service of non-life Insurance is a vital 

contribution towards encouraging the entrepreneurs to take up 

new ventures, explore new market place, promote innovation, 

gear up production by increasing the marginal productivity of 

capital etc. The Entrepreneurs face a very challenging task of 

procuring financial support during their inception as well as 

during their incubation period. Finance is a difficult area to 

get access to and sometimes, it is available only through 

informal financial establishments. [1].  Many Entrepreneurs 

fail to stand up this tough phase leaded by financial crunch 

and die an early death, posing an adverse example for the 

others. The non-life Insurance can play a role of savior in 

these scenarios. The financial houses are reluctant to advance 

financial support to the fresh entrepreneurs due to their 

uncertainly of operation and successful continuance, as 

Entrepreneurs initially operate in a medium or small scale and 

are easily affected by changes in the business environment. 

But, if that uncertainty of continuance of their enterprises can 

be removed by using Insurance protection, the financial 

houses will not be reluctant to provide financial support. The 

entrepreneurs can transfer the insurable risks to the Insurer for 

a payment of premium and be free to concentrate of business 

operation. The insurance protection against uncertainties will 

enable them to qualify for financial assistance provided by 

banks and other financial houses. This will promote 

commercial activities setting favourable example for others to 

start enterprises. The economic growth will also be 

accelerated due to increase level of production and 

commercial transactions.  

 In sum, extending accessible insurance product to the 

MSMEs should be the prime agenda for creating a supportive 

environment. Insurance sector lacks in providing tailored and 

customized products for MSME segment and this scenario 

needs to be changed with proactive participation from the 

former.  It is critical for the insurance industry to understand 

the requirement of the MSME customers and provide 

appropriate options so that they can cater the need of the 

segment and the people working in it, giving them the 

confidence to grow further. The Govt. of India should also 

come forward with policies and regulations to bring the 

MSMEs under the insurance umbrella providing them some 

basic protections either at free of cost or at most affordable 

rate which will encourage the promotion of MSMEs and 

entrepreneurship in India paving the road to economic 

development.  
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