
IN FOCUS: LET’S TALK ABOUT NANO-ENTERPRISES

Most of us interact with a nano-enterprise almost every
day. It could be for buying grocery from the nearby
kirana store, getting mobile phone repaired at a local
shop, or stopping for a cup of tea at a roadside tapri.
These businesses are deeply embedded in our
communities, often acting as the first point of access for
essential goods and services. Despite their ubiquity and
importance in everyday life, our understanding of these
enterprises remains surprisingly limited. This is partly
because nano-enterprises do not have a distinct place in
India's official enterprise classification system. As a
result, this vast and diverse segment is often hidden
within broader categories – visible in everyday life but
invisible from official data.

What is a nano-enterprise?
Nano-enterprises are a subset within the MSME (Micro,
Small & Medium Enterprises) sector that typically have
a turnover of less than ₹1 crore annually and employ up
to 5 workers. Many of them are informal, primarily
dealing in cash transactions, and are typically outside the
purview of the GST regime. Currently, India lacks a
statutory definition for a “nano-enterprise.” Under the
MSME Act, the smallest recognized category is a micro
enterprise, defined as having turnover up to ₹5 crore. As
a result, small businesses that we refer to as nano-
enterprises are subsumed within the broader micro-
enterprise category, making it difficult to accurately
measure their scale and specific economic
characteristics. According to ASUSE 2023–24
microdata, India has more than 7 crore nano enterprises.
This highlights the sheer scale of this segment since it
implies that nearly 99% of micro-enterprise are in fact
nano-enterprises.  

How does their everyday financial life look like?
As mentioned earlier, nano-enterprises are
omnipresent both in rural and urban India with
typical examples of kirana stores, textile & garment
retailers, hardware shops, dairies, etc. Many of them
are run by solo entrepreneurs who continue to rely on
non-digital tools such as physical ledger books and
cash-based transactions for their day-to-day
operations. 

The everyday financial life of a nano-enterprise owner
is characterized by high informality, variable cash
flows, and tightly intertwined personal and business
finances. They operate primarily at a hyper-local level
as ‘own-account enterprises’, meaning that they
employ no workers and rely on family members for
their daily operations. Managing daily cash flow is a
major challenge because owners frequently treat their
funds as fungible, routinely diverting daily business
capital to meet immediate household expenses.
Nevertheless, customer-facing transactions (B2C) are
increasingly digitising with a growing share of nano-
enterprises adopting digital methods like UPI to
receive payments.

What are the major challenges faced by this
segment? 
One of the major policy challenges with regard to
nano-enterprises is that they remain peripheral to the
formal financial system. As a result, they rarely access
formal credit due to stringent collateral requirements,
complex documentation procedures, and a lack of
formal business registration. They primarily need
credit for working capital and to expand their business
activities. 
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They primarily need credit for working capital and
to expand their business activities. In the absence of
formal credit, they rely heavily on informal networks
such as local moneylenders to finance their needs.
However, nano enterprises operate on thin profit
margins, making them particularly sensitive to the
cost of credit. As a result, high interest rates (from
informal credit) are often unsustainable and can
undermine their financial viability and long-term
growth prospects.

The potential credit market for nano-enterprises in
India is estimated to range from ₹3.8 lakh crore
(US$42 billion) to ₹15.5 lakh crore (US$172
billion). Nevertheless, nano-enterprises display
considerable heterogeneity in their need for credit.
Hence, the central challenge is not merely expanding
credit supply but identifying which enterprises
require credit and what type of credit is most
suitable for them. To illustrate, nano-enterprises can
range from subsistence level operations to emerging
growth-oriented ones (See Figure 1). While the
former may be well served by interventions aimed at
improving access to formal finance, such as credit
guarantees or grants, the latter would likely benefit
from more tailored financial products like micro-
equity for fixed capital investments and cash-flow
based loans for working capital. 

This heterogeneity among nano-enterprises is often
overlooked by both policymakers and financial
institutions. As a result, many of the financial
products available are designed around a one-size-
fits-all approach meaning they are poorly aligned
with the day-to-day business realities of a large
number of nano-enterprises.  This sometimes results
in adverse outcomes, such as leaving subsistence
enterprises burdened with debt that they have
limited capacity to absorb.

What could be the possible solution?
Realizing the growth potential of nano-enterprises
will require a combination of regulatory reforms and
product innovation by lenders. The key challenge is
to make small-ticket lending commercially viable at
scale. Emerging models such as cash flow-based
lending, supported by alternative data sources, offer
a promising pathway to expand credit access while
managing risk to the lender. Bringing nano-
entrepreneurs to mainstream could not only help to
create more sustainable livelihoods but also advance
financial inclusion and economic development
goals.

Figure 1: An Illustrative example of  different
profiles of  nano enterprises

Nano enterprises rarely dominate the headlines but once you start
noticing them much of what we call economic growth begins to look

like a story about them. Unlocking the economics of small-ticket
lending could be a key enabler of sustainable growth for these

enterprises.
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