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Abstract: 

Small and Medium Enterprises (SMEs) are recognized as the backbone of 
global economic growth, contributing significantly to employment, innovation, and GDP 

in both developed and developing economies. Yet, despite their importance, SMEs 
consistently face substantial challenges in securing adequate financing, often due to 

systemic barriers, lack of collateral, limited credit histories, and underdeveloped 
financial ecosystems. 

This paper presents an in-depth analysis of the global funding challenges 
encountered by SMEs, with a particular focus on the underlying causes of financial 

exclusion and the inefficiencies within capital markets. It explores the multifaceted 
dimensions of financial access including traditional and alternative financing sources, 

regional disparities, and the role of policy and technology in addressing funding gaps. 
The paper compares SME financing environments across countries, including 

successful models from India, Kenya, China, and the European Union, and evaluates 
the effectiveness of various financial inclusion strategies such as credit guarantee 

schemes, SME-focused banks, and digital financial services. It also critically assesses 
the role of development finance institutions, regulatory frameworks, and fintech 

innovation in overcoming financial barriers. 
The study concludes by offering actionable policy recommendations aimed at 

strengthening access to capital and promoting inclusive financing for SMEs. It 
advocates for integrated financial infrastructure, enhanced credit information systems, 

regulatory reforms, and targeted capacity-building programs to empower SMEs to 
achieve sustainable growth. 

Keywords highlighting the study include SME financing, funding barriers, credit access, 

financial inclusion, and the global perspective on entrepreneurial finance and capital 

accessibility. 

Introduction  

Small and Medium Enterprises (SMEs) play an indispensable role in shaping 
the economic landscape of both developed and developing nations. They serve as the 

foundation of entrepreneurial ecosystems and act as catalysts for inclusive growth, 
employment generation, and innovation. According to the World Bank, SMEs constitute 

more than 90% of all businesses globally and contribute to over 50% of employment, 
making them a dominant force in sustaining livelihoods and promoting balanced 

regional development. 
These enterprises operate across various sectors—manufacturing, services, 

trade, and agriculture—and are often more flexible and adaptive to market changes 
compared to large corporations. Their ability to respond to local demands and niche 

markets not only strengthens domestic economies but also enhances export potential. In 
developing countries, especially, SMEs offer opportunities for poverty reduction by 

engaging the underprivileged in formal economic activities, thus reducing income 
inequality. 

Problem Statement 

Despite their significance, SMEs face structural and institutional barriers in 

accessing finance. These include high interest rates, insufficient collateral, lack of formal 
credit history, and limited financial literacy. 

 
How to Cite this Article: 

Sawant, B. (2025). Funding Challenges for Small and Medium Enterprises (SMEs): A Global Perspective on Access to Capital and Financial Inclusion. The 

International Journal of Commerce Management and Business Law in International Research, 2(3), 45–47. https://doi.org/10.5281/zenodo.17004533 

 

https://ewbr.us/
mailto:sanjaysawant143@gmail.com
https://zenodo.org/records/17004533
https://doi.org/10.5281/zenodo.17004533
https://doi.org/10.5281/zenodo.17004533
https://creativecommons.org/licenses/by-nc-sa/4.0/legalcode.en


  

The International Journal of Commerce Management and Business Law in International Research (TIJCMBLIR) |Volume-2 

Issue-3| June-2025 | Website: https://ewbr.us 
46 

 

 

Objectives of the Paper 
1. To examine the global challenges SMEs face in 

accessing funding 
2. To evaluate the level of financial inclusion among 

SMEs 
3. To explore international best practices and policy 

interventions 
4. To suggest recommendations for improving SME 

financing 

Methodology 

The study uses a comparative and analytical 
framework based on secondary data from the World 

Bank, IFC, OECD, national governments, and peer-
reviewed journals. 

Role of SMEs in Global Economic Development  

1. Employment and Livelihood Generation: 

SMEs employ a substantial portion of the 
workforce, especially in low-income countries 

where large-scale industries are limited. 
2. Innovation and Industrial Development: SMEs 

foster innovation by adopting flexible production 
techniques and promoting entrepreneurship. 

3. Regional Development and Inclusiveness: In 
rural and semi-urban areas, SMEs reduce 

economic disparity by supporting local 
economies. 

4. Contribution to GDP:  In OECD countries, 
SMEs contribute approximately 60% to GDP, 

while in developing economies this figure is 

around 40%. 

Challenges in Accessing Capital for SMEs  

1. High Collateral Requirements: Financial 
institutions often require collateral worth more 

than the value of the loan, which discourages 
SMEs. 

2. Information Asymmetry: Banks lack reliable 
data to assess SME creditworthiness, leading to 

risk-averse behavior. 
3. Lack of Financial Literacy: Many SME owners 

lack understanding of financial products, 
investment planning, or credit management. 

4. Limited Credit History:  SMEs often operate 
informally or have thin credit files, making them 

ineligible for formal credit. 
5. Regulatory and Bureaucratic Barriers:  

Cumbersome loan processes, strict compliance 
norms, and lack of incentives make formal 

funding difficult. 
6. Gender-Based Disparities: Women-led SMEs 

face even greater obstacles, including social 
norms, discrimination, and lack of networking 

opportunities. 

Global Landscape of SME Financing  

1 Traditional Sources 

Commercial banks 

Cooperatives 
Microfinance institutions 

2 Alternative Financing 

Venture Capital & Angel Investors 
Peer-to-Peer (P2P) lending 

Invoice discounting & Trade credit 

3 Digital Finance and Fintech 

Mobile banking (e.g., M-Pesa in Kenya) 

Online credit platforms 
AI-based credit risk models 

4 Role of Development Finance Institutions (DFIs) 

DFIs like the IFC, ADB, and EIB provide structured 

SME finance programs and risk guarantees to private 
lenders. 

Financial Inclusion and Its Relevance for SMEs  

1 Defining Financial Inclusion 

Access to affordable, timely, and appropriate financial 
services—savings, credit, insurance, and payment 

systems. 
2 How Financial Inclusion Helps SMEs 

Expands access to working capital 
Facilitates growth and expansion 

Encourages formalization 
Reduces vulnerability to shocks 

3 Global Progress Indicators 

Increase in SME account ownership 

Use of digital financial services 

Expansion of mobile-based credit scoring 

 Case Studies: Successful Global Models  

1. India – MUDRA Yojana & SIDBI  

MUDRA loans (under PMMY) have disbursed 
billions to micro-enterprises. SIDBI supports 

refinancing and capacity-building. 
2. Kenya – M-Pesa and Digital Credit 

M-Pesa revolutionized mobile banking, offering 

small loans and savings accounts to informal 
sector entrepreneurs. 

3. European Union – COSME Programme 
Provides loan guarantees and equity capital for 

SMEs through intermediaries, backed by the 
European Investment Fund. 

4. China – State-Supported SME Banks 
China has established dedicated SME banks 

offering subsidized credit, with government credit 
guarantees. 

Institutional and Policy Interventions  

1 Credit Guarantee Schemes: - Governments share 

lending risk with banks through partial guarantees. 
2 SME-Focused Banks and NBFCs: Specialized 

financial institutions offer tailored financial products. 
3 Regulatory Reforms: Efforts include simplifying tax 

norms, digital KYC, and credit rating systems. 
4 Capacity-Building and Training: Financial literacy, 

digital on boarding, and business advisory services are 
essential. 

Gaps and Emerging Challenges  

Fragmented financial infrastructure 

Regional inequality in financial access 
Lack of credit data interoperability 

Digital divide and technological barriers 
Exclusion of informal SMEs from formal schemes 

Policy Recommendations  

1.Strengthen Credit Information Infrastructure: 

Develop central credit registries and expand credit 

rating systems. 
2.Promote Fintech Ecosystems: Encourage startups 

offering alternative SME finance. 
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3.Encourage Blended Finance Models: Combine 
public funds with private capital for impact-oriented 

SME finance. 
4.Enhance Financial Education: Introduce targeted 

programs for SME owners. 
5.Focus on Inclusion of Women Entrepreneurs: Design 

gender-sensitive financial products and mentoring 
programs. 

Conclusion  

The global SME sector stands at a crucial 

juncture where access to finance will determine its 
future contribution to inclusive growth and sustainable 

development. Addressing the funding challenges 
through integrated policy frameworks, digital 

transformation, and inclusive financial strategies will 
not only empower SMEs but also ensure broader 

economic resilience. It is essential for governments, 
institutions, and private stakeholders to collaborate 

towards building a robust financial ecosystem that 
leaves no SME behind. 
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