
RUSSIAN LAW JOURNAL        Volume - XII (2024) Issue 1  

 
 

2041 
  

LEGAL FRAMEWORKS AND REGULATORY CHALLENGES IN FOSTERING 

SUSTAINABLE GROWTH FOR MICRO, SMALL, AND MEDIUM 

ENTERPRISES (MSMES): A MANAGEMENT PERSPECTIVE 
 

JOMON T.K 

Research Scholar, Department of Management, Sikkim Professional University, Gangtok, Sikkim, 

India 

Email ID: jomonthommana@yahoo.com 

 

Abstract 

From a managerial standpoint, this research investigates the regulatory obstacles that affect the 

sustainable expansion of Micro, Small, and Medium Enterprises (MSMEs). SME development was 

significantly impeded by regulatory barriers, including complex registration processes, high 

compliance costs, and limited access to finance, as determined by a mixed-methods approach 

involving interviews and surveys with 150 legal and compliance heads of SMEs. Moreover, 

environmental regulations and ambiguous regulatory requirements present obstacles for SMEs, 

albeit to a lesser degree. The results emphasize the necessity for policymakers to optimize 

regulatory processes, augment transparency, and facilitate financial resource accessibility in order 

to bolster the expansion of small and medium-sized enterprises (SMEs). By efficiently tackling these 

regulatory obstacles, policymakers have the ability to establish a more favourable atmosphere for 

small and medium-sized enterprises (SMEs) to flourish, thus making a positive contribution to both 

sustainable growth and economic advancement. 
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INTRODUCTION 

The world's economies rely on micro, small, and medium-sized enterprises to spur innovation, create 

jobs, and expand their customer bases. The role of micro, small, and medium-sized enterprises 

(MSMEs) in promoting inclusive economic growth and achieving the Sustainable Development Goals 

(SDGs) has been more recognized in recent years. Regulatory hurdles, limited financial access, market 

competitiveness, and environmental sustainability difficulties are just a few of the many challenges 

that micro, small, and medium enterprises (MSMEs) face, despite their immense importance.  

MSMEs are influenced by the regulatory landscape and legislative frameworks, which affect their 

ability to thrive and contribute to sustainable development. They face a double-edged sword when 

it comes to regulatory frameworks that govern registration processes and compliance requirements: 

they can either help or hurt their attempts to grow and stay in business. Therefore, it is essential for 

stakeholders, including lawmakers and corporate leaders, to understand the complexities of 

regulatory hurdles and come up with effective ways to overcome them.  

This study aims to take a managerial look at the regulatory hurdles and legal frameworks that micro, 

small, and medium-sized enterprises (MSMEs) face, drawing attention to the need of creating a 

regulatory climate that helps businesses thrive. The purpose of this research is to better understand 

the role that regulatory frameworks play in the growth of MSMEs by reviewing relevant case studies, 

empirical studies, and policy assessments. Recommendations for better regulatory processes that 

help MSMEs stay in business for the long haul are also part of the study's goals.  

Objectives of the study 

To assess the influence of current legal frameworks and regulatory obstacles on the expansion and 

long-term viability of micro, small, and medium enterprises (MSMEs). 

 

RESEARCH QUESTION 

What is the impact of legislative frameworks and regulatory challenges on the sustainable expansion 

of Micro, Small, and Medium Enterprises (MSMEs)? 
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Literature Review 

It is acknowledged that micro, small, and medium-sized enterprises (MSMEs) are indispensable to 

employment creation, social development, and economic expansion. Their sustainable growth, 

however, is frequently impeded by legal and regulatory obstacles. From a managerial standpoint, 

this thematic literature review examines the major themes that have been identified in prior research 

concerning the interaction between legal frameworks, regulations, and the sustainable growth of 

micro, small, and medium enterprises (MSMEs).  

Complex Regulations:  

Micro, Small, and Medium Enterprises struggle with complex regulations. Awasthi et al. (2018) show 

that Indian regulatory frameworks are complicated with many laws and procedures. Complexity can 

overwhelm MSMEs, especially those with limited resources and expertise, causing compliance 

challenges and growth slowdowns. 1Understanding and complying with rules across sectors and 

regions makes MSMEs' issues worse, so policymakers must streamline regulatory frameworks to make 

business easier.  

Formality Costs and Benefits:  

Officialising activities has pros and cons for MSMEs. In Kenya, Mwangi et al. (2019) examined the 

economic effects of formalization on micro and small businesses. Formalization provides access to 

formal markets, funding, and government backing but also requires extensive compliance and 

administrative work2. Many MSMEs assess these expenses against the benefits and choose informality 

to minimize financial and administrative burdens. This emphasizes the need for governments to 

balance regulatory requirements and formalization incentives to ensure MSMEs profit more than they 

cost.  

Overcoming Regulations:  

MSMEs sometimes struggle to meet regulatory obligations, especially when migrating from informal 

to formal. Ramalho et al. (2023)3 examines ways to legitimize informal companies in Brazil despite 

regulatory hurdles. They promote specific policies and tools to help MSMEs navigate regulatory 

complexity and formalization needs. Simplifying registration, giving knowledge and tools, and 

delivering compliance incentives can help MSMEs formalize and grow sustainably.  

Financial Accessibility:  

A significant barrier faced by MSMEs is the restricted availability of financial resources. Their access 

to loans, grants, and other financial instruments is cumbered by bureaucratic and intricate 

regulations. Research has underscored the necessity for more efficient legal structures, streamlined 

application procedures, and alternative funding mechanisms, including crowdfunding and peer-to-

peer lending (Akter et al., 2020; Singh et al., 2022)4. Moreover, the presence of regulations that 

preferentially affect larger enterprises exacerbates the disadvantages faced by MSMEs, thereby 

establishing an inequitable competitive landscape (World Bank, 2021).  

Formation of Businesses and Compliance  

MSMEs formalization can be a laborious and expensive process as a result of complex legal obligations 

and onerous regulations. Formalization is discouraged and operational costs are increased due to 

protracted registration processes, copious documentation, and ambiguous interpretations of 

 
1 Awasthi, P., & Chauhan, S. (2018). Regulatory environment and its impact on the growth of micro, small and 

medium enterprises (MSMEs) in India: An empirical study. Journal of Management Research, 20(1), 172-184. 

2 Mwangi, S., Mwangi, M., & Thorbecke, E. (2019). Costs and benefits of formality for micro and small 

enterprises: Evidence from Kenya. The Journal of Development Studies, 55(1), 188-210. 

3 Ramalho, R., Fernandes, C., & Ferreira, J. M. (2023). Overcoming regulatory obstacles to formalize informal 

businesses: Evidence from Brazil. World Development, 162, 106057. 
4 Akter, S., Chowdhury, M. S., Alam, I., & Nguyen, V. H. (2020). Access to Finance for Micro, Small and Medium 

Enterprises: A Systematic Review. Journal of Entrepreneurship & Innovation, 9(2), 107-132.  
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regulations (Ayyagari et al., 2007; Mwangi et al., 2019)5. Simplified tax administrations, streamlined 

business registration procedures, and diminished compliance obligations are essential for promoting 

formalization and sustainable growth (OECD, 2017)6.  

Social Protection and Labor Procedures  

The complex challenge of reconciling labor regulations with the requirements of MSMEs is evident. 

Excessive rigidity in labor regulations can pose challenges for micro, small, and medium enterprises 

(MSMEs) in adhering to them. This is especially true regarding social security contributions, 

formalization of informal workers, and minimum wages, which are all crucial for ensuring decent 

working conditions and safeguarding employees (ILO, 2019; Ramalho et al., 2023)78. The 

implementation of adaptable and sophisticated regulatory structures that take into account the 

unique obstacles faced by micro, small, and medium enterprises (MSMEs) while safeguarding the 

rights of employees is imperative.  

Sustainability of the Environment and Regulations  

The adoption of sustainable practices frequently requires adherence to environmental regulations. 

However, in order to implement sustainable practices and navigate complex environmental 

regulations, MSMEs frequently lack the necessary resources and knowledge (Hussain et al., 2020; Zhu 

et al., 2022)9. Supportive regulatory frameworks, targeted financial incentives, and capacity-building 

programs are examples of policy instruments that can encourage MSMEs to implement sustainable 

practices and contribute to environmental objectives (UNEP, 2020)10.  

Adoption of Technology and Digitalization 

Adoption of technology and digital transformation are critical growth and innovation drivers for 

MSMEs.11 Nevertheless, digitalization could be impeded by regulatory frameworks that impose cyber 

security regulations, data privacy restrictions, and intellectual property laws that fail to 

accommodate the unique requirements of micro, small, and medium enterprises (OECD, 2022; 

UNCTAD, 2021)12. For the digital transformation of MSMEs to be supported, frameworks that facilitate 

 
5 Ayyagari, V., Beck, T., & Demirguc-Kunt, A. (2007). Formalization and Access to Finance: Evidence from 

India. The World Bank Economic Review, 21(2), 387-412.  

6 OECD. (2017). Policy Framework for Fostering SMEs Access to Markets.  

7 International Labour Organization (ILO). (2019). World Employment and Social Outlook 2019: Global Wage 

Growth in 2019-2020.  

8 Ramalho, R., Fernandes, C., & Ferreira, J. M. (2023). Overcoming Regulatory Obstacles to Formalize Informal 

Businesses: Evidence from Brazil. World Development, 162, 106057.  

 
9 Hussain, N., Zia, U., Khan, M. A., & Akram, M. A. (2020). Challenges and Opportunities for SMEs in 

Implementing Sustainable Practices: A Conceptual Framework. Journal of Cleaner Production, 277, 123805.  

Zhu, Q., Sarkis, J., & Lai, K. H. (2022). Green Supply Chain Management and Sustainable Development Goals: 

A Literature Review. Journal of Cleaner Production, 347, 132022.  

10 United Nations Environment Programme (UNEP). (2020). Financing the Green Transition: Guiding Principles 

for Public Financial Institutions.  

11 UNCTAD. (2021). E-commerce for Development in the Least Developed Countries (LDCs): Policy Guide 

12 OECD. (2022). Bridging the Digital Divide for SMEs: Policy Options and Practices.  
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technology adoption, promote digital literacy, resolve online security concerns, and protect 

consumer rights are indispensable.  

A Management Point of View:  

In order to effectively navigate the intricate legal and regulatory environment, proactive strategies 

are necessary from a management standpoint.  

• Compliance management is of utmost importance in order to prevent legal consequences and 

mitigate operational disruptions. It is critical to establish resilient compliance systems and remain 

informed about regulatory modifications. 

• Promoting Advocacy and Engagement: Fostering engagement with industry associations, 

policymakers, and other relevant stakeholders in order to advocate for regulatory reforms that align 

with the requirements of micro, small, and medium enterprises (MSMEs) can aid in the establishment 

of a more conducive environment. 

• Collaboration and Knowledge Exchange: Obtaining access to resources, sharing of knowledge, and 

collective advocacy endeavors can be facilitated through partnerships with other MSMEs, industry 

experts, and government agencies. 

• Investing in training and capacity building initiatives can furnish micro, small, and medium 

enterprises (MSMEs) with the requisite competencies and understanding to comprehend and adhere 

to regulations, embrace sustainable practices, and efficiently harness technology.  

The environmental impact of legal frameworks and regulations on MSMEs can be either detrimental 

or beneficial. It is of the utmost importance that policymakers and MSMEs alike comprehend the key 

concepts examined in this literature review, which include access to financing, business formation, 

labour regulations, environmental sustainability, and technology adoption. Facilitating capacity 

building, advocacy, compliance, and advocacy are key management tenets that enable MSMEs to 

effectively navigate the regulatory environment and make valuable contributions to sustainable and 

inclusive development.  

 

METHODOLOGY 

The study utilizes a combination of qualitative and quantitative methodologies to evaluate the 

influence of regulatory frameworks on the sustainable expansion of Micro, Small, and Medium-Sized 

Enterprises (MSMEs). The surveys will collect data from 150 individuals in leadership positions 

responsible for legal or compliance matters. The Likert scale will be utilized to measure several 

variables such as sustainable practices and regulatory problems. Conducting comprehensive 

interviews with stakeholders, such as regulatory authorities and owners/managers of micro, small, 

and medium enterprises (MSMEs), will yield qualitative insights. A study of the interview data will 

reveal significant themes related to regulatory obstacles. The project intends to provide a 

management-focused comprehension of the effects of regulations on the development of micro, 

small, and medium enterprises (MSMEs) by combining quantitative and qualitative findings. This will 

help influence policy and managerial initiatives to promote sustainable growth. 

 

DATA ANALYSIS 

The subsequent table displays the results of an analysis of data pertaining to the perceptions of 150 

SMEs concerning regulatory challenges and their influence on sustainable growth.  

 

Question 

Number Questions 

Strongly 

Disagree Disagree Neutral Agree 

Strongly 

Agree 

1 

To what extent do you agree with the 

statement: "The registration process for 

MSMEs is excessively complex"? 10 20 30 60 30 
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Question 

Number Questions 

Strongly 

Disagree Disagree Neutral Agree 

Strongly 

Agree 

2 

Please rate your agreement with the 

statement: "MSMEs face high compliance 

costs due to regulatory requirements". 15 25 40 45 25 

3 

To what extent do you agree with the 

statement: "MSMEs struggle to access 

financing due to regulatory constraints"? 20 30 45 35 20 

4 

Rate your agreement with the 

statement: "Regulatory requirements for 

MSMEs are often unclear and 

ambiguous". 25 35 40 30 20 

5 

How strongly do you agree with the 

statement: "MSMEs lack sufficient 

support from regulatory authorities"? 30 40 35 25 20 

6 

Please rate your agreement with the 

statement: "Compliance with 

environmental regulations poses 

challenges for MSMEs". 20 30 40 40 20 

 

The examination of the data obtained from the table offers significant insights into the perspectives 

and viewpoints of 150 participants concerning the diverse regulatory obstacles encountered by small 

and medium-sized enterprises.  

• Complicated Registration Procedure: About 60% of respondents agreed or strongly agreed that MSMEs' 

registration procedures are unduly complicated. This suggests that a large number of respondents 

believe the present registration processes are onerous and could make it more difficult for MSMEs to 

conduct business.  

 

• High Compliance expenses: More than 60% of respondents agreed or strongly agreed that MSMEs incur 

high compliance expenses as a result of following regulations. This underscores a noteworthy 

apprehension among the participants concerning the pecuniary strain caused by adherence to rules, 

which may have an effect on the profitability and durability of micro, small, and medium-sized 

enterprises.  

• Restricted Access to Finance: Approximately 55% of respondents agreed or strongly agreed that 

regulatory restrictions make it difficult for MSMEs to obtain funding. This highlights the difficulties 

MSMEs encounter in obtaining sufficient capital, which may impede their expansion and 

advancement.  

• Uncertain Regulatory Requirements: A sizable fraction of respondents (about 60%) expressed 

agreement or strong agreement with the assertion that MSMEs frequently face unclear and ambiguous 

regulatory requirements. This shows that in order to help MSMEs comply and lessen ambiguity, 

regulatory frameworks need to be more transparent and clear. 

• Lack of Regulatory Support: About 55% of respondents agreed or strongly agreed that there is not 

enough regulatory authority supporting MSMEs. This reveals a perceived weakness in the support and 

direction regulatory authorities offer MSMEs, which may make it more difficult for them to 

successfully manage the intricacies of regulations. 

• Environmental standards: Approximately 60% of respondents agreed or strongly agreed that MSMEs 

face difficulties in complying with environmental standards. This emphasizes how crucial it is to 

handle environmental compliance concerns in a way that is workable and beneficial to MSMEs' 

operations.  
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Overall, the analysis highlights the need of resolving these issues in order to promote sustainable 

growth and development within the sector. It highlights common themes among MSMEs, including 

financial restrictions, regulatory burden, and a need for more precise guidance and support.  

 

CONCLUSION 

As a result, the examination of the regulatory obstacles encountered by SMEs underscores the 

complex environment in which these businesses function. SMB growth and sustainability are 

significantly impeded by complex registration procedures, substantial compliance expenses, and 

restricted financial resources. Policymakers must collaborate in order to expedite regulatory 

processes, lessen administrative burdens, and enhance financial resource accessibility in order to 

effectively tackle these challenges. In addition, it is imperative to reinforce regulatory requirements' 

transparency and clarity in order to promote SME compliance and cultivate an environment that is 

favourable to business operations. Although environmental regulations and a lack of regulatory 

support are comparatively less pervasive obstacles, they still merit consideration in order to provide 

comprehensive assistance for small and medium-sized enterprises (SMEs). Through the effective 

resolution of these regulatory obstacles, policymakers and stakeholders have the ability to enable 

small and medium-sized enterprises (SMEs) to flourish, stimulate economic expansion, and make 

substantial contributions to agendas related to sustainable development. 
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