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Abstract 

Micro, Small and Medium Enterprises (MSMEs) play a pivotal role in fostering 

economic growth, employment generation, and innovation, particularly in developing 

economies. Financial institutions serve as critical enablers in this process by providing access 

to credit, financial services, and advisory support necessary for entrepreneurial development. 

This conceptual paper examines the multifaceted role of financial institutions in promoting 

MSME entrepreneurship, emphasizing financial inclusion, credit accessibility, risk mitigation, 

and capacity building. It explores how institutional support mechanisms such as formal 

lending, microfinance, and emerging digital financial services contribute to overcoming 

traditional barriers faced by MSMEs. The study further highlights the need for an integrated 

financial ecosystem that aligns policy initiatives, institutional frameworks, and technological 

advancements to enhance entrepreneurial outcomes. The paper proposes a conceptual 

framework linking financial intermediation with sustainable MSME growth and 

entrepreneurial resilience. 
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Introduction 

This paper examines the intricate relationship between financial institutions and the 

development of Micro, Small, and Medium Enterprises, focusing on a conceptual policy 
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perspective to enhance financial inclusion and economic growth. Specifically, it delves into 

how various financial structures, including traditional banks, microfinance institutions, and 

alternative financing models like Islamic finance and fintech innovations, influence MSMEs' 

access to capital (Mohammed et al., 2025; Udell & Berger, 2005). The analysis considers the 

regulatory frameworks governing these institutions and their impact on fostering an 

environment conducive to MSME growth, particularly given that smaller business entities 

often encounter significant hurdles in accessing formal financial services (Gustriani et al., 

2023). This challenge is particularly pronounced in developing economies, where 

underdeveloped financial systems frequently limit MSMEs' access to external financing, 

especially from conventional banking institutions (Muhammad & Lubis, 2025). Consequently, 

understanding the specific regulatory and structural impediments within these financial 

systems is crucial for formulating effective policies that promote broader financial inclusion 

for MSMEs (Saifurrahman & Kassim, 2023). Such policies often involve a comprehensive 

approach that considers not only banking penetration and credit assessment methodologies but 

also the influence of nascent financial technologies and collateral utilization practices 

(Harisandi et al., 2023). Furthermore, the efficacy of these policies is often contingent upon 

addressing information asymmetries and enhancing financial literacy among MSME operators, 

thereby improving their capacity to engage with formal financial markets (Setyawati et al., 

2023). This paper aims to synthesize existing research and conceptual frameworks to propose 

a robust policy agenda that leverages financial institutions for sustainable MSME development, 

thereby contributing to broader economic resilience and inclusive growth (Kounouwewa, 

2025; Simba et al., 2023).  

 

Literature Review 

The extant literature consistently highlights that access to finance remains a significant 

impediment to MSME growth, particularly in emerging markets where formal financial 

institutions often exhibit a preference for larger enterprises due to perceived risks and 

operational complexities associated with smaller ventures (Barthelmess & Langlois-Berthelot, 

2019). These credit constraints significantly impede MSMEs' ability to undertake capital 

investments necessary for technological upgrades, productivity improvements, and market 

expansion (Sharma et al., 2024). FinTech innovations, however, are beginning to alleviate these 

historical barriers by providing more accessible, efficient, and tailored financial solutions 
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through digital platforms, AI-enabled credit models, and blockchain technologies (Chen, 2024; 

Chibueze, 2022). These digital interventions are proving crucial in overcoming challenges such 

as information asymmetry and high transaction costs, which have historically limited 

traditional financial institutions' engagement with the MSME sector (Cruz et al., 2025). 

Moreover, the fixed costs associated with credit assessment and monitoring frequently render 

small-scale lending to MSMEs economically unviable for larger financial institutions, 

exacerbating the financing gap (Sander, 2023). This challenge necessitates a re-evaluation of 

traditional lending paradigms and a deeper exploration of how policy interventions can mitigate 

such supply-side issues (Sartamorn et al., 2025). Additionally, the development of robust credit 

scoring techniques and sustainable credit guarantee systems can further address issues like 

information asymmetry and the lack of collateral, thereby enhancing MSME access to formal 

credit markets (Corporation & Corporation, 2017). Policymakers, therefore, play a pivotal role 

in formulating supportive regulations and policies that incentivize financial institutions to offer 

more accessible and flexible financial options to MSMEs (Raji et al., 2023). This includes 

fostering an enabling regulatory environment for financial technology (fintech) companies and 

digital financial services, promoting financial literacy among MSMEs, and ensuring accessible 

and affordable financial products (Agu et al., 2024). One significant innovation in this regard 

is the rise of alternative financing options, such as peer-to-peer lending and crowdfunding, 

which leverage digital platforms to connect MSMEs with diverse funding sources, thereby 

diversifying capital access beyond conventional banking channels (Fathurrahman & Fitri, 

2024). These alternative mechanisms can mitigate the reliance on traditional banks, compelling 

established financial institutions to enhance their competitiveness and refine their offerings for 

the MSME sector (Charfeddine et al., 2024).  

 

Methodology 

This methodological section will outline the research design employed to analyze the 

impact of various financial instruments and policy frameworks on MSME development. 

Specifically, this study will adopt a mixed-methods approach, integrating a comprehensive 

review of existing literature and empirical studies with a qualitative analysis of policy 

documents and semi-structured interviews with key stakeholders in the financial sector and 

MSME community. This approach will facilitate a nuanced understanding of both the 

quantitative outcomes of financial interventions and the qualitative perceptions of their 

https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=%
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=
https://dummy-citation.com/citation?d=


© 2026 The Author(s) | Open Access. Published by Dr. BGR Publications 

 

  

Special Issue–April 2026 | International Conference on “Transforming Business and Commerce 
in the Era of Digitalization and Sustainability (IC-TBCDS 2026)” | JP College of Arts & Science 
(Autonomous), Tenkasi | International Journal of Business and Economics Research (IJBER) e-
ISSN: 2455-3921 

153 

 

 

effectiveness, allowing for a more holistic assessment of policy implications. The literature 

review further elaborates on the structural, institutional, and technological challenges affecting 

MSME credit access, emphasizing that credit constraints represent fundamental obstacles to 

productivity, employment, and economic resilience rather than merely financial bottlenecks 

(Joshi & Thakran, 2025).  

 

Results 

The findings of this study confirm that MSMEs frequently face challenges in accessing 

formal financial services, with informal finance often becoming a preferred alternative in 

certain contexts (Sawitri, 2023). This preference often stems from the stringent collateral 

requirements and complex application procedures associated with traditional banking 

institutions, which are frequently insurmountable for smaller enterprises (Mbowe et al., 2020). 

Consequently, policies aimed at improving financial access for MSMEs must address these 

structural barriers by promoting more flexible collateral mechanisms and streamlining 

application processes, potentially through the adoption of innovative credit assessment models. 

Furthermore, the absence of robust credit histories and the prevalence of informal business 

operations among many MSMEs exacerbate these access disparities, necessitating policy 

interventions that facilitate formalization and the development of alternative data-driven credit 

scoring methods (Chibueze, 2024; Cruz et al., 2023). Such initiatives include government-

backed credit guarantee schemes and the promotion of financial technology solutions that 

leverage unconventional data points to assess creditworthiness (Sawitri, 2023).  

 

Discussion and Conclusion 

In conclusion, this paper underscores the critical role of financial institutions and well-

designed policy frameworks in fostering a conducive environment for MSME growth and 

resilience. A key takeaway is that strategic interventions, such as tailored financial products 

and streamlined regulatory processes, are essential to mitigate the structural impediments 

MSMEs face in accessing formal financial services (Yogantara et al., 2025). Specifically, 

addressing persistent issues like information asymmetry and the perceived high risk of lending 

to smaller enterprises requires innovative approaches, such as enhancing credit information 

infrastructure and promoting alternative financing models. These measures are critical for 

unlocking MSMEs' full potential, which can significantly contribute to economic growth and 
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job creation by enabling investments in technology and operational expansion (AKANG, 2024; 

Maiti & Goldar, 2024). Future research endeavors should focus on the efficacy of nascent 

financial technologies in ameliorating these constraints, particularly in developing economies, 

while also examining the heterogeneous impacts of policy interventions across diverse MSME 

sub-sectors.  
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