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Abstract

Introduction: In this essay, we will discuss some of the major challenges that NBFIs face in
promoting the sustainable development of SMEs.

Literature review: This section discusses that SMEs face many kinds of issues while accessing
finance from traditional financial sources, including high collateral needs, complex loan systems, and limited
credit histories.

Methodology: It can be identified that non-financial institutions can design and conduct the
targeted financial products that can fulfill the specific requirements of SMEs with the help of primary
guantitative data collection and SPSS. These methods will allow the stakeholders to promote sustainable
practices and create a completely inclusive environment for SMEs to thrive.

Findings: This section highlights how non-banking financial companies play a critical role in
encouraging the overall sustainable growth of both small and medium businesses and SMEs by providing
access to finance as well as other financial operations.

Discussion: NBFIs have increasingly focused on encouraging sustainable finance practices that
will align with sustainable development goals. Some NBFIs have initiated green financing programs for
supporting SMEs in growing and conducting environmentally sustainable projects.

Conclusion: NBFIs play a critical role in promoting the sustainable development of SMEs by
promoting sustainable finance development practices. This section discusses the as SMEs continue to
develop and contribute to economic development, the effectiveness of nonfinancial institutes has become
more significant in assuring their financial inclusion as well as overall sustainable growth.

Keywords- Simplified application processes, non-collateralized financing options, Sustainable
Development Goals, financial inclusion, sustainable growth.

Introduction

Non-banking financial institutions have a crucial role in the sustainable growth of both small or
startups and medium business industries or enterprises. SMEs are known as the main backbone of the
economy, and it plays a significant role in accommodating significant employment opportunities as well as
contributing to Gross Domestic Product. However, non-banking financial institutions often face many risks
and issues in accessing finance from conventional banking institutions and making it tough to expand and
sustain their business. Moreover, non-banking financial institutions or NBFIs can solve this issue by
supporting SMEs with the essential financial resources for supporting their business development.

One of the primary roles of non-banking financial institutions is it supports SMEs to provide access
to finance and also offer a wider range of financial products and services and services, such as invoice
financing, loans, or leases which SMEs can utilize at the time financing of their business operations. Along
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with this, non-banking financial institutions can also help to credit guarantees, and thus support SMEs to
protect their financing process from banks to other financial associations.
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Figure 1: Number of non-banking financial companies in India 2021
(Source: Statista, 2021)

The above figure is showing the number of non-banking financial companies or NBFCs in India by
category by the year December 2021. It has been observed that, as of the 2022 financial year, almost 9500
non-banking financial institutions belong to the non-deposit-taking category according to their liabilities.
Along with this, the statistical graph is showing that the amount was nearly about 9680 NBFCs which are
registered with the RBI.

Non-banking financial companies also face several issues that negatively affect their capability
toward sustainable development. Some challenges are limited access to funding, lack of regulatory
oversight, inadequate risk management, limited financial literacy as well as limited infrastructure. It has
been observed that non-banking financial institutes face many problems when they are accessing huge
amounts of funding which make it hard to extend credit to SMEs. However, this becomes challenging for
the smaller financial companies that lack the scale as well as reduce financial strength that affects investor
retention.

Research Aim
The aim of the study is to identify the role of nonbanking financial companies in the sustainable
development of both the small and medium business industries.

Research Objectives

RO1: To assess the role of nonbanking financial companies in the sustainable development of SMEs
RO2: To measure the significant factors of nonbanking financial companies that are affecting the
sustainable development of SMEs

RO3: To understand the significant issues of NBFIs in SMEs' sustainable development

RO4: To analyze the feasible ways to solve the issues reloaded to NBFIs in case of SMES' sustainable
development
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Research questions

RQ1: To assess the effectiveness of NBFI in the case of SMES' sustainable development

RQ2: To analyze the critical factors of NBFI that are influencing the sustainable development of SMEs
RQ3: To critically discuss the most common issues of nonbanking financial companies in small and medium
enterprise’s sustainable development

RQ4: To critically evaluate the recommended ways for mitigating the challenges of nonbanking financial
companies in case of SMEs' overall sustainable growth

Literature review

Assess the effectiveness of NBFI in the case of SMEs' sustainable development

NBFlIs play a critical role in encouraging and advancing financial inclusion by supporting small and
medium enterprises in underserved regions and helping them with a wider range of financial products and
services. As per the suggestion of Sohn& Ju (2023), this is mainly important in developing countries where
the traditional banking sectors do not have any presence in remote areas. It has been noted that non-
banking financial institutions can help in poverty reduction as well as economic development by
accommodating extended financial services to SMEs in these regions. Another critical role NBFIs in the
case of SMEs is it helps in providing technical assistance and business advice. As per the comment of
Tanaya & Ekyawan (2020), NBFls provide a wealth of experience as well as expertise in many other
industries, which they can use in SMEs business development process. This involves financial
management, advanced marketing, and advanced business planning.
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Figure 2: Role of nonbanking financial institutions in the case of SMEs' sustainable growth
(Source: Odoom et al. 2019)
Thus, it can be deduced that nonbanking financial institutions support small and medium industries
to improve their business operations and become one of the most competitive industries, which can

59
https://rifanalitica.it



Rivista Italiana di Filosofia Analitica Junior Vol 14, No. 2 (2023)
ISSN: 2037-4445

contribute to their overall growth and sustainable development with the help of technical assistance and
business advice. On the other hand, NBFI is not equal to the same level of regulatory oversight as traditional
banks. However, this makes it tough to assure that the companies are effectively managing risks and
concurring with sustainable lending practices.

Critically analyze the challenges of nonbanking financial institutions toward sustainable
development of small and medium enterprises

Nonbanking financial institutions play a crucial role in the sustainable growth of startups and
medium enterprises. There are many issues that non-financial banking institutes can face while reading
their goal. As per the opinion of Laila et al. (2022), one of the critical challenges that the non-financial
banking institutes or NBFIs face is a lack of awareness and lack of information about SMEs' sustainable
practices. However, many SMEs do not know about the importance of sustainability and they also may not
have sufficient resources for implementing sustainable practices in their business. As per the findings of
Ibrahim (2020), NBFIs requires to invest more in understating or learning about the benefits of sustainable
practices as well as provide them with the essential and sufficient resources for implementing these
practices. Hence, NBFIs need to work closely with the governments, and other financial institutions, as well
as SMEs for creating an active environment that helps SMEs in their sustainable development.
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Figure 3: Challenges faced by NBFCs
(Source: lhemeje et al. 2020)
Another significant challenge is the lack of access to finance for SMEs taht non-financial institutes
may face. It has been noted that SMEs often have to struggle for accessing finance from traditional finance
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companies or banks due to their limited collateral and credit history. As per the opinion of Irungu, Kibuine
& Muhoho (2019), NBFIs can play a vital role in delivering alternative sources of finance for SMEs.
Therefore, it can be deduced that non-financial institutes require to develop new and innovative financial
services and products that are tailored to the particular demands of SMEs.

Methodology

Primary quantitative data collection can help non-financial institutions to accumulate reliable and
accurate data regarding the financial requirements, issues, as well as preferences of SMEs. As per the
suggestion of Ademosu (2022), this data can be accumulated by surveys, questionnaires, and structured
interviews as it helps to provide clear insights into the financial products that small and medium enterprises
require and their willingness and capability of paying for them.

On the other hand, SPSS can be useful for the study of NBFIs as it can help to evaluate and interpret the
collected numerical data, as well as enable them to recognize the patterns, trends, and correlations that
may not be currently apparent. As per the statement of Arfah & Samiha (2020), SPSS can also be helpful
for performing statistical tests and effective calculations, like regression analysis, for validating their findings
and drawing profound conclusions.

Hence, these two methods can help to encourage sustainable growth by enhancing access to finance,
helping in job creation, as well as enhancing the entire competitiveness of small and medium enterprises.

Findings

Demographic
What is your gender?

Frequency Percent Valid Percent Cumulative
Percent
1 53 62.4 62.4 62.4
) 24 28.2 28.2 90.6
Valid
8 9.4 9.4 100.0
Total 85 100.0 100.0

Table 1: Gender

What is your gender?

Figure 4: Gender
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Table 1 showed the data on the respondent’s gender and there was 62 percent were from the
group of males. On the other hand, 28 percent of the respondents are from the group of females.

What is your age?

Cumulative
Frequency | Percent | “alid Percent Fercent
Yalid 18-25 32 ar e ar e AT 6
26-33 16 18.8 18.8 56.5
34-41 14 16.5 16.5 724
42-49 14 16.5 16.5 a9.4
a0 ahove ] 106 106 100.0
Total aa 100.0 100.0
Table 2: Age
What is your age?
W1s8-25
H25-33
O34-41
Waz49
050 above

Figure 5: Age
Table 2 is showed the data on respondent’s age where 37 % respondents were from 18 to 25 age
group, 18% were from the age group of 26 to 33, 16 percent are from 34 to 41 and 42 to 49 years.
Additionally, only 10 percent are from 50abive age group.

What is your profession?
Frequency | Percent | Valid Percent| Cumulative

Percent
1 38 447 447 447
Valid 2 47 55.3 55.3 100.0

Total 85 100.0 100.0

Table 3: Occupation
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What is your profession?

The table 3 represents the data on participant’s occupation where 44 percent are from business
group and 26 percent are from service group.
Figure 6: Occupation
Descriptive statistics

Descriptive Statistics
N Minimum [ Maximum | Mean Std. Variance Skewness
Deviation

Statistic | Statistic | Statistic | Statistic | Statistic | Statistic | Statistic| Std.
Error

Government policies
can support the role of
NBFI's in promoting
sustainable
development among
SMEs

NBFI's can provide to
SMEs to promote their 85 1 5 3.61 1.166 1.359| -1.039( .261
sustainable growth
NBFI's have
successfully supported
sustainable 85 1 5 2.65 1.453 2.112 .570| .261
development among
SMEs

85 1 5 2.32 1.274 1.624 932 .261
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Nonbanking financial
institutions play a
significant role in the
sustainable 85 1 5 2.41 1.208 1.459 979| .261
development of small
and medium
enterprises

People are familiar with

non-banking financial 85 1 5 3.07 1.343 1.804 -.343| .261
institutions (NBFI)
Valid N (listwise) 85

Table 4: Table of descriptive statistics
Table 4 showed descriptive statistics and quantitative analysis of the collected numerical data where the
mean value is comparatively greater than the value of standard deviation. Hence, it can be identified that
the outcomes are completely dispersed or clustered around the mean value.
Hypothesis 1: This indicates a positive link between the nonbanking and sustainable development
of small and medium enterprises.
Model Summary®

Model] R R Adjusted R | Std. Error of Change Statistics Durbin-
Square Square | the Estimate | R Square E dfl|df2| Sig.F Watson
Change [ Change Change
1 .2812 .079 .068 1.403 .079 7.128| 1| 83 .009 1.072
ANOVA?
Model Sum of df Mean Square F Sig.
Squares
Regression 14.031 1 14.031 7.128 .009°P
1 Residual 163.380 83 1.968
Total 177.412 84

Coefficients?

Model Unstandardized Coefficients | Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.713 .382 4.489 .000
1 People are familiar with
non-banking financial .304 114 .281 2.670 .009
institutions (NBFI)

Table 5: Registration table for Hypothesis 1
Table 5 mainly stands or hypothesis 1 and in this table the significance value is almost around 0.09.
Therefore, the hypothesis 1 is fully supported by the result.
Hypothesis 2: There is an optimistic relation between NBFI and new markets expand their existing
markets.
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Model Sun'ummr!,)J

enterprises

institutions play a

significant role in the
sustainable development
of small and medium

Change Statistics
Durbin-
Model df2 Sig. F Change Watson
1 83 .000 1.804
ANOVA®
Sum of
Model Squares df Mean Square F Sig.
1 Regression 92.268 1 92.268 89.944 .000°
Residual 85144 83 1.026
Total 177.412 84
Coefficients”
Standardized
Unstandardized Coefficients Coefficients
Maodel B Std. Error Beta t Sig.
1 (Constant) 555 248 2251 027
MNonbanking financial 868 091 J21 9.484 000

Table 6: Registration table for Hypothesis 2

Table 6 showed data on regression for hypothesis 2 and here the significance value is almost
around 0. Thus, the hypothesis 2 is fully supported by the outcomes.
Hypothesis 3: This indicates an optimistic connection between Nonbanking financial institutions
and social and environmental sustainability of SMEs.

Madel Sun'mmr!fJ

Change Statistics
Durbin-
Model df2 Sig. F Change Watson
1 83 000 1.528
ANOVA®
Sum of
Model Squares df Mean Square F Sig.
1 Regression 56.159 1 56.159 38.442 .000°
Residual 121.253 83 1.481
Total 177.412 84
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Coefficients®
Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
{Constant) 1.160 273 4.244 000
Government policies can B42 103 563 6.200 000

support the role of NBFI's
in promoting sustainable
development among
SMEs

Table 7: Registration table for Hypothesis 3
In Table 7 the significance value is less than 0.05 which means hypothesis 3 is highly supported

by the research outcomes.
Hypothesis 4: There is a positive link between NBFI and financial gap.

Model Summnr:,)J

institutions can play a role
in promoting social and
environmental
sustainability among
SMEs

Change Statistics
Durbin-
Madel df2 Sig. F Change Watson
1 83 044 797
ANOVA®
Sum of
Model Squares df Mean Square F Sig.
1 Regression 8.748 1 8.748 4.305 041°
Residual 168.664 a3 2.032
Total 177.412 a4
Coefficients®
Standardized
Unstandardized Coefficients Coefficients
Madel B Sitd. Error Beta t Sig.
1 (Constant) 1.938 AT5 5163 000
MNonbanking financial 216 104 222 2.075 041

Table 8: Table of regression for Hypothesis 4
In Table 8 the significance value is 0.041. Therefore, it indicates that the hypothesis 4 is fully
supported the research outcomes and survey analysis.
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Discussion

It has been observed that NBFIs can also support small and medium enterprises to access global
business markets by trading financial services and providing export financing. As per the statement of
Khairunnessa, Vazquez-Brust & Yakovleva (2021), NBFIs allow SMEs to expand their business areas and
customer base as well as increase their revenues by investing more in export activities. Along with this,
nonbanking financial institutions play a critical role in encouraging sustainable growth by combing
environmental, social, as well as governance considerations into their business strategy and business
operations. As per the findings of Trisha (2019), nonbanking financial institutions can also be available or
organizational financial resources for supporting startups and medium industries that are highly committed
to sustainable practices, including encouraging social justice and reducing carbon footprint from their
business operation. (Habib, 2019) Therefore, it can be deduced that this helps to create a completely
sustainable economy, which benefits small and medium enterprises and the wider community.

On the other hand, NBFIs of sometimes face different kinds of regulatory issues while promoting
sustainable practices among the small and medium business industries. As per the opinion of
Khairunnessa, Vazquez-Brust & Yakovleva (2021), regulations may not be always supportive in the case
of sustainable practices as well as not being effectively enforced. However, NBFIs requires to work more
closely with the organizational regulators for developing policies and effective regulations that are useful
for sustainable practices as well as encourage the sustainable growth of SMEs. Besides this, non-banking
financial companies may lack the essential risk management process and evaluate the creditworthiness of
small and medium business industries. Therefore, this can result in a high default rate as well as increased
risk exposure.

Other than this, SMEs sometimes lack financial literacy which is highly important to manage their
finances and access credit. Moreover, non-banking financial companies often have an insufficient amount
of resources or expertise to deliver this kind of support to their customers. It has been noted that NBFI may
also have poor to effectively support SMEs. Therefore, it can be identified that this includes advanced
technological infrastructure and sufficient human resources like trained personnel for supporting SMEs.
Besides this, NBFIs allow small and medium enterprises to invest more in expanding their business areas,
investing more in new equipment, as well as hire additional employees who can contribute to their overall
development or sustainable growth.

Conclusion

From the overall study, it can be concluded that NBFIs play a crucial role in promoting the
sustainable development of SMEs. The study also discusses that nonbanking financial institutions face
several issues in achieving their goals, such as the lack of awareness, the lack of access to finance, different
types of regulatory issues, the lack of cooperation and collaboration among the stakeholders, and issues
in measuring impact. The paper illustrated that NBFIs require identifying all these challenges for promoting
the overall sustainable development of small and medium enterprises as well as contribute to the
achievement of sustainable development goals.

The paper also highlights a primary quantitative and SPSS has been used to analyze the numerical data
ethically and these appropriate measures are taken for protecting the privacy and confidentiality of the
collected data.
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