
 
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 PP No-02/2025 

 

  

  

 

 

 

                   EGROW POLICY PAPER 

 

India-Germany Ties:  

Unlocking Economic Potential 

Through MSME Partnership 

 

Juuhi Rajput and Charan Singh 

 

December 2025 

 

 

  

  

  

  

  

  

  

  

 



2 
 

India-Germany Ties: Unlocking Economic 

Potential Through MSME Partnership 
 

Juuhi Rajput1 and Charan Singh2 

 

Executive Summary 

As India prepares to host the German Chancellor, bilateral engagement is naturally expected 

to revolve around geopolitics, defence cooperation, climate commitments, and trade balances. 

Yet, beneath these high-visibility agendas lies a quieter but potentially more transformative 

opportunity: placing Micro, Small and Medium Enterprises (MSMEs) at the centre of India–

Germany economic cooperation. MSMEs form the backbone of both economies, shaping 

employment, innovation, regional development, and long-term competitiveness. 

Germany’s Mittelstand and India’s rapidly formalising MSME sector embody complementary 

economic strengths. Germany brings precision engineering, patient capital, and deeply 

institutionalised support systems, while India offers scale, entrepreneurial energy, adaptability, 

and cost-effective innovation. A structured, MSME-centric partnership between the two 

countries can deliver outcomes that extend far beyond bilateral trade—strengthening resilient 

supply chains, accelerating green industrialisation, generating quality employment, and 

advancing inclusive growth. 

This policy essay sets out the strategic case for anchoring Indo-German cooperation in 

MSMEs, examines Germany’s institutional ecosystem for small enterprises, distils lessons 

relevant for India’s reform agenda, and proposes an institutional pathway to convert bilateral 

intent into a sustained and outcome-oriented partnership. 

Strategic Context: Why MSMEs Matter in India–Germany Relations 

India and Germany are both fundamentally MSME-driven economies, though they occupy 

different positions along the industrial maturity spectrum. In Germany, MSMEs anchor export 

competitiveness, technological leadership, and regional economic stability. In India, MSMEs 

constitute the largest source of non-farm employment, contribute close to half of merchandise 
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exports, and are central to national ambitions relating to manufacturing expansion, value-chain 

integration, and inclusive growth. 

The global economic environment has shifted decisively. Supply-chain fragmentation, climate 

transition pressures, geopolitical uncertainty, and rapid technological change have exposed the 

limitations of large-firm-centric and state-led cooperation models. In this context, MSME-to-

MSME cooperation offers a more resilient and politically sustainable pathway. Small 

enterprises are locally embedded, employment-intensive, and better positioned to absorb 

shocks while maintaining social cohesion. 

For India and Germany, therefore, MSMEs are not peripheral actors in bilateral relations; they 

are strategic assets capable of anchoring long-term economic resilience and mutual prosperity. 

Germany’s Precision Meets India’s Scale 

Germany’s Mittelstand is globally admired for its emphasis on precision engineering, quality 

assurance, long-term ownership, and continuous investment in skills and technology. These 

enterprises typically operate with a multi-generational perspective, prioritising productivity, 

innovation, and workforce development over short-term profitability. Their integration with 

vocational training systems and applied research institutions allows them to remain globally 

competitive despite relatively high labour costs. 

India’s MSMEs, by contrast, operate in a far more competitive and cost-constrained 

environment. Their strengths lie in adaptability, frugal innovation, and the ability to scale 

solutions across large and diverse markets. While many Indian MSMEs face challenges related 

to technology adoption and quality standards, they excel in flexibility and speed, particularly 

in serving emerging and developing markets. 

The complementarities between the two systems are structural rather than incidental. India 

stands to benefit from Germany’s institutionalised skilling pathways, productivity-enhancing 

technologies, and quality frameworks, while Germany can leverage India’s scale, 

entrepreneurial dynamism, and expanding manufacturing base. A structured exchange 

encompassing apprenticeships, technology partnerships, joint R&D, and executive immersion 

programmes can significantly raise productivity and global competitiveness on both sides. 

Skilling as the Central Bridge  
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Skill development represents the most critical bridge between Indian and German MSME 

ecosystems. Germany’s dual vocational education and training system, which combines 

classroom instruction with paid apprenticeships, produces job-ready workers who are 

immediately productive and closely aligned with enterprise needs. This system reduces skill 

mismatches and lowers transition costs for firms, contributing to Germany’s strong 

manufacturing base. 

India’s demographic advantage can only be realised if skill development is embedded within 

enterprise ecosystems rather than treated as a parallel social programme. Indo-German Skill 

Hubs located in key industrial states and focused on precision manufacturing, mechatronics, 

robotics, electric mobility, clean energy systems, and digital manufacturing could serve as 

anchors for MSME productivity upgrading. Such hubs would not only enhance domestic 

capabilities but also integrate Indian talent into global value chains. 

Technology Cooperation: From Transfer to Co-Creation  

Technology gaps remain a significant constraint on MSME competitiveness, particularly in 

India. German MSMEs dominate advanced machine tools, automation systems, energy-

efficient equipment, and low-defect production processes, while many Indian MSMEs continue 

to rely on legacy technologies that limit productivity and export potential. 

The policy objective must therefore move beyond one-way technology transfer toward co-

creation and co-innovation. Joint R&D laboratories, applied research partnerships, and Indo-

German technology parks can enable Indian MSMEs to produce world-class components while 

allowing German firms to access scalable manufacturing capabilities and emerging-market 

innovation. Such collaboration would also support shared intellectual property creation and 

deeper integration into global production networks. 

Green Transition and MSMEs  

Sustainability has become a binding constraint in global trade, particularly with the 

introduction of regulatory instruments such as the European Union’s Carbon Border 

Adjustment Mechanism. MSMEs face disproportionate adjustment costs in meeting 

environmental standards due to limited access to capital, technical expertise, and compliance 

support. 
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Germany brings extensive experience in energy-efficient manufacturing, circular-economy 

practices, environmental audits, and certification systems, supported by targeted public finance 

and advisory mechanisms. India, in turn, offers scale, rapidly expanding renewable-energy 

capacity, and digital public infrastructure capable of supporting monitoring and compliance at 

low cost. 

A joint Indo-German Green MSME Accelerator, combining blended finance, harmonised 

standards, and pilot green clusters, could transform sustainability from a compliance burden 

into a source of competitiveness for MSMEs in both countries. 

Financing Innovation, Not Just Survival 

Access to affordable and patient finance remains a binding constraint for MSMEs, though 

institutional contexts differ. Germany’s MSME sector benefits from relationship-based 

banking, long-tenor credit, and a strong development-finance architecture that supports 

innovation, succession planning, and green investment. 

India has pioneered digital financial inclusion through platforms such as UPI and GST-linked 

data, enabling cash-flow-based lending at scale. However, collateral-heavy norms and 

fragmented advisory support continue to constrain innovation-oriented MSMEs. A joint Indo-

German financing framework that combines German credit discipline with Indian digital 

underwriting could support innovation-led, export-oriented, and green MSMEs more 

effectively. 

Building Resilient MSME-Led Supply Chains 

Global supply chains are undergoing structural reconfiguration as firms seek to reduce 

concentration risks and enhance resilience. Indo-German MSME cooperation can play a 

strategic role in this transition by anchoring new production networks in sectors such as 

electronics, mobility, technical textiles, precision tools, medical devices, and clean-energy 

equipment. 

Co-created MSME clusters, supported by shared testing, certification, and logistics 

infrastructure, can enable Indian enterprises to meet global standards while providing German 

firms with reliable and diversified supply bases. 
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Germany’s MSME Help-Point Ecosystem: What Works  

Germany’s MSME success rests on a dense, decentralised, and trusted help-point ecosystem. 

Chambers of Commerce and Crafts act as first points of contact, providing integrated services 

ranging from vocational training and certification to advisory support and dispute resolution. 

Mandatory membership ensures financial sustainability and universal coverage, while strong 

links with applied research institutions allow MSMEs to access advanced technologies without 

bearing full R&D costs. 

Crucially, this ecosystem functions as a permanent service architecture rather than a collection 

of time-bound schemes. 

Lessons for India 

Germany’s experience offers several lessons for India’s MSME reform agenda. These include 

the need to transition from fragmented schemes to permanent institutions, strengthen district-

level delivery with professional staffing, bundle finance with skilling and technology support, 

embed skills policy within enterprise development, and complement digital platforms with 

trusted local institutions. 

Institutional Architecture for Indo-German MSME Cooperation 

To translate intent into outcomes, Indo-German MSME cooperation must be institutionalised. 

This requires dedicated coordination mechanisms, MSME-specific tracks within bilateral 

economic dialogues, joint pilot programmes in selected clusters, and outcome-based 

monitoring focused on productivity, exports, skilling, and sustainability. 

Conclusion: A Strategic Imperative 

Placing MSMEs at the heart of Indo-German cooperation is not a peripheral policy choice; it 

is a strategic imperative. By combining Germany’s institutional depth and precision with 

India’s scale, digital infrastructure, and entrepreneurial energy, the two countries can create a 

globally replicable model of MSME-led international cooperation. 

Such a partnership would strengthen supply chains, accelerate the green transition, generate 

quality employment, and anchor inclusive growth—offering a durable and people-centred 

foundation for India–Germany relations in an increasingly fragmented global economy. 

 


