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Abstract

Financial support ecosystem means the availability and access of financial resources to Micro
and Small Enterprises Sector and generally includes financial support in terms of consultation
support services, government funding support, sufficient government subsidies available for
new and growing enterprises, venture capital fund support, adequate financial support
schemes available, social investment and other financing resources. Financial Support forms
an important contextual environment factor for the establishment, growth and sustenance of
the enterprises in Micro and Small Enterprises Sector. Absence of a positive financial support
ecosystem has been reported as one of the major constraints for the overall entrepreneurship
development in the MSEs Sector throughout the world economies. The present study aims to
assess the existing financial support ecosystem for the Micro and Small Enterprises Sector in
the state of Jammu and Kashmir against the parameters of sufficient supply of capital /
funding, adequate number of financial support schemes, collateral security a big problem for
MSEs in availing the finance and access to finance cumbersome due to complex procedures
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and formalities. And on the basis of the findings suggest measures to improve the financial
support ecosystem for the robust entrepreneurship development in Micro and Small
Enterprises Sector in the State. Findings indicate that to the extent that the collateral security
and procedural hiccups were streamlined and more supply of funds made available, there will
be remarkable entrepreneurship development in the MSEs Sector of the State.

Keywords: Financial support ecosystem, Micro and Small Enterprises Sector (MSEs),
Entrepreneurship development
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1. Introduction

The financial ecosystem, in addition to other contextual ecosystems, forms an important
component of the macro or external environment for the overall entrepreneurship
development in any economy. Financial ecosystem means the availability and access of
financial resources to Micro and Small Enterprises Sector and generally includes financial
support in terms of consultation support services, government funding support, sufficient
government subsidies available for new and growing enterprises, venture capital fund support,
adequate financial support schemes available, social investment and other financing resources.
In the contemporary literature on entrepreneurship, macro or external factors are considered
to be more central in the entrepreneurship development of any economy and among these
macro or external factors the ‘Financial Support Ecosystem’ is considered to be the crucial
factor having a significant impact on the overall entrepreneurship development process of
economies throughout the world.

Today world is experiencing the entrepreneurial revolution. Economic and technological
advancements have opened up a new horizon for entrepreneurship development. However,
there are plenty of ecosystem constraints that an entrepreneur faces while exploring this huge
entrepreneurial potential and among these raising start-up capital for a business venture is
seen as a bigger constraint particularly for knowledge based and innovative ventures.
Researchers point out that the financial environment existing in a particular economy results
in an environment framework having a very strong influence on the development of
entrepreneurs. All this necessities the importance of entrepreneurship development analyses
through the lens of the ‘financial support ecosystem’ assessment setup also. However, very
less number of studies throughout the world have been undertaken more particularly in
developing countries in this direction.

It is in this setting, that the present study is being undertaken to assess the existing ‘Financial
Support Ecosystem’ towards the entrepreneurship development in Micro and Small
Enterprises (MSEs) Sector in the state of Jammu and Kashmir against the parameters of
sufficient supply of capital/funding, adequate number of financial support schemes, collateral
security a big problem for MSEs in availing the finance/schemes and access to
finance/schemes cumbersome due to complex procedures and formalities as shown in the
Figure 1. The results of this study shall pave the way for more research for the improvement
of the overall financial support ecosystem towards the entrepreneurship development in
Micro and Small Enterprises Sector in the State.
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Adequate number of financial support
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Collatoral security a big problem for
avaialing the finance/schemes

Access to fiancne /schemes cumbersome
— due to complex procedures and
formalities

Financial Support Ecosystem Assessment (parameters)

Figure 1. Financial Support Ecosystem Assessment Parameters
2. Literature Review

There is strong evidence that environment plays a very significant role in creation of an
entrepreneurial venture (Hannan & Freeman, 1977). Environmental variables matter not only
to provide opportunities to exploit the imperfect markets as argued in the approach advocated
by economists, but also in the sense that different environments are more or less conducive
for entrepreneurial activities to flourish ((Stevenson & Jarillo,1990,van de Ven,1993). Thus if
entrepreneurship is the individual’s response to a situation, i.e. the environment around him,
and creation of an organization is essential for carrying through that response: the
entrepreneur, environment and the organization must be regarded as crucial elements of any
framework relating to entrepreneurship. They are indispensably linked to and continuously
influence one another at different stages of entrepreneurial development. There are complex,
bi-directional, interwoven and dynamic causal relationships among these constructs where
some may have dominant influences over others, depending on the stage in the life cycle of
the entrepreneurial venture.

The Financial /Capital School of Thought is based on the capital-seeking process. The search
for seed and growth capital is the entire focus of this school (Brophy and Shulman, 1992;
Erikson, 2002). Venture capital process is vital to an entrepreneur’s development. This school
of thought views the entire entrepreneurial venture from a financial management perspective.

Following an extensive study of entrepreneurship in 21 countries, Reynolds, Hay, Bygrave,
Camp and Autio (2000) concluded that successful entrepreneurial activity is strongly
associated with economic growth. Their research was subsumed under the “Global
Entrepreneurship Monitor (GEM), a joint research initiative conducted by Babson College
and London Business School and supported by the Kauffman Center for Entrepreneurial
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Leadership. Their findings, based on surveys of the adult population of each country, and the
use of standardized national data, supported their conceptual model depicting the role of the
entrepreneurial process in a country’s economic development. The GEM Conceptual Model
suggests that the social-cultural-political context within a country must foster certain
“General National Framework Conditions,” which can generate not only the opportunities for
entrepreneurship but also the capacity for entrepreneurship —in particular, the skills and
motivation necessary to succeed. Together, the entrepreneurship opportunities, on the one
hand, and the skills and motivation, on the other, lead to business dynamics that yield creative
destruction, a process in which new firms are created and older, less efficient firms are
destroyed. The overall result for a country is economic growth. Of the eight “General
National Framework Conditions” listed, the three that Reynolds et.al. (2000) highlighted as
especially important are the availability of financing for new entrepreneurs, the need for
government policies which are supportive of entrepreneurial efforts, and the opportunities for
education and training in entrepreneurship. Entrepreneurial activity responds to internal
country factors *Entrepreneurial Framework Conditions’ (EFCs) and external factors ‘General
National Framework Conditions’ (GNFCs) that intervene between the emergence and
expansion of new firms (Bosma et al.2008). Among the GNFCs, the Global Entrepreneurship
Monitor (GEM) model includes external trade openness, the role of the government, market
efficiency, technology intensity, physical infrastructure, management skills, labor market
structure and institutional regulations. The EFCs that may affect the creation and
development of new firms according to the GEM model , are financial support , government
policies and programmes, education and training ,research and development (R&D) transfer,
commercial and professional infrastructure, international market openness, access to physical
infrastructure, cultural and social norms, and intellectual property rights protection. However,
internal and external factors can positively or negatively influence the overall
entrepreneurship activities depending on the interpersonal relationships of entrepreneurs
(Hoang and Antoncic 2003) and the inter organizational relationships between public and
private institutions (Rodrik 2007). This supports Van de Ven’s (1993) argument that studies
are deficient if they focus exclusively on the characteristics and behavior of entrepreneurs
without taking into account the environment and individual interaction.

There is a relatively small but growing body of research that examines the characteristics of
regions in relation to entrepreneurial activity. Bruno and Tyebjee (1982) reviewed a number
of studies and created an extensive list of environmental factors believed to be associated
with entrepreneurship. These include venture capital availability, technically skilled labor
force, proximity of universities, and availability of supporting services, among others.
However, Bruno and Tyebjee concluded that much of the knowledge about environmental
influence on entrepreneurial activity was based on anecdotal evidence, case histories and
folklore. They argued that the existing research lacked a theoretical perspective and reflected
a number of methodological difficulties.

This leads us to a general consensus that spatial conditions greatly influence new firm
formation rates and that “the local social and economic milieu is the most important in
fostering new firm formation.” (Garofoli 1994, p. 391). Accordingly attention needs to be
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given to spatial conditions that is context- specific (macro environment) aspects when
studying entrepreneurship as these are likely to have an influence on the entrepreneurial
process itself and entrepreneurial activity in the regions (Sabine Muller, 2011). Jill S. Taylor
(2006) in his study ‘what makes a region entrepreneurial?’ identifies five areas in which
policymakers can direct efforts to increase entrepreneurial activity in a region: human capital,
financial capital, tax and regulatory climate, physical infrastructure, and business culture and
entrepreneurial climate. The immediate environment and relations, for example, with family,
networks and role models therefore have an important influence on entrepreneurial activity
(Julien, 2007)

Number of research studies have been undertaken on spatial characteristics and underlying
mechanisms influencing (positively/negatively) the process of entrepreneurship and new
enterprise formation rates: Environmental policies and support incentives, for example
—foster technical knowledge base ,encouraging entrepreneurial activity, government support
and policies, local empowerment, elimination of legal and administrative obstacles,
entrepreneurial expertise/support services has positive effect (Kangasharju 2000; Chrisman et
al.2002; O’Gorman and Kautonen 2004; Belso Martinez 2005; Li and Matlay 2006; Caliendo
and Kritikos 2010). Socioeconomic conditions like availability of human capital (Davidsson
et al.1994; Georgellis and Wall 2000; Kalantaridis and Bika2006; Audretsch et al.2010.
Availability and access to financial capital for example local banks, angel investors, seed
capital has also positive effect on entrepreneurship (Florida and Kenney 1988a; Malecki 1997,
Audretsch and Keilbach 2004; Naude et al.2008). Wennekers and Thurik (2001) and De
(2001) suggest a role for government in stimulating cultural or social capital and creating the
appropriate institutional framework at the country level to address the supply side of
entrepreneurship, i.e., focusing on the number of people who have the motivation, the
financial means and the skills to launch a new business. From the findings of their
international benchmarking study of entrepreneurial activity, Reynolds et al. (1999)
recommended that governments should focus their effort on creating a culture that validates
and promotes entrepreneurship throughout society and develops a capacity within the
population to recognize and pursue opportunity. They should target policies and programs
specifically at the entrepreneurial sector( rather than at aiming to improve the overall national
business context), and to increase the overall education level of the population , specifically
ensuring that entrepreneurship training is readily accessible to develop the skills and
capabilities to start a business.

Mohammed S. Chowdhury (2007) conducted a study to investigate the constraints that
entrepreneurs face in small and medium enterprises (SMEs) in Bangladesh. The findings of
this study indicated that to the extent that the political stability and the rule of law were
enforced, infrastructure facilities were improved, and corruptions were rooted out, education
and trainings were imparted, and financial help was provided, new and energetic
entrepreneurs, for the development of SMEs, would emerge in the country.

In a study comparing new firms in Poland, Slovakia, Romania, Russia and Ukraine, Johnson
et al. (2000) establish that insecure property rights, in addition to weaknesses of
macroeconomic stability and inadequate financing, inhibit the development of the private
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sector.

Harvie (2004) suggests that for SMEs in Asia to fully participate in the process of
globalization, they must develop capacities that will enable them to compete in global
markets. As early as 1997 at the APEC meeting in Ottawa, these were highlighted as: access
to markets, technology, financing, information and Government has a big role to play in this.

In a case study covering internal and external factors affecting entrepreneurial success of
SMEs in Indonesia, Susanto (2005) found that entrepreneurship development needs to be
managed in a centralized, integrated and comprehensive manner in one agency. The case of
Indonesia was that it was too dependent on external factors that included lack of funding,
high interest rates, high taxation, and burdensome government requirements in seeking
support. While the case study confirmed that a lack of knowledge and structural support
could be constraining factors for entrepreneurs, the influence of the government to hinder
entrepreneurship was far greater.

Bhasin (2007) studied the policy Singapore implemented to foster entrepreneurship. Policy
measures promoting risk taking include changing the mindset through education, creating an
environment that accepts failure, allowing for free expression, which induces innovation and
very strong financial incentives, and tax breaks that increase entrepreneurial risk taking.

The government policies in India regarding small business are too complex to understand and
this leads to stifling of the environment for small entrepreneurs. There exists a limited and
diversified understanding of factors and the decision process that leads a person towards
entrepreneurship (Markman et al., 2002). Entrepreneurship has grown slowly in India
because of lack of funding (Huetter, 2007).

Minton (2006) reports that lack of long-term capital availability through banking channels,
and absence of a properly organized and functioning capital and bond market impede the
growth of entrepreneurship in Bangladesh. In addition, inadequate government efforts and
incentives for entrepreneurial development appear to have retarded the process of
entrepreneurship development in Bangladesh (Begum, 1993).Government should introduce
“Startup enterprise Development Scheme (SEDS) to provide support for funding small
ventures .government should establish a small medium micro enterprises hub (SMEH) in
Bangladesh. SMEH is a concept of setting up support centers and developing framework for
exploring, managing, financing small SMEs development practices. The strategy is to create
awareness through information, advice, training, counseling, creating public private
partnership, a sense of responsibility of becoming self-supporting, and finally promoting
networks or clusters.

3. Objectives
The main objectives of the study were as follows:

1) To assess the existing financial support ecosystem for the MSEs Sector in the State of
Jammu and Kashmir.

2) To focus on the role of financial support ecosystem in entrepreneurship development of
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the MSEs Sector.

3) To suggest measures for the improvement in the financial support ecosystem for the
overall entrepreneurship development in MSEs Sector of the State.

Scope of the Study:

The paper focuses on assessing the existing financial support ecosystem for the
entrepreneurship development in Micro and Small Enterprises (MSES) Sector in the Jammu
and Kashmir State against the parameters of sufficient supply of capital / funding, adequate
number of financial support schemes, collateral security a big problem for MSEs in availing
the finance/schemes and access to finance/schemes cumbersome due to complex procedures
and formalities.

4. Research Methodology

Primary data was collected through survey method from a reasonable representative sample
of respondents (the existing entrepreneurs in Micro and Small Enterprises Sector) from the
Jammu, Kashmir and Ladakh three regions of the state. For this purpose the method of
‘Stratified Random Sampling’ was used so as to provide equal representation to all the
selected respondents from all the three regions of the State. The total functional registrations
figure of Micro and Small enterprises (MSESs) since inception up to 2010 with the Directorate
of Industries and Commerce Jammu/ Kashmir was taken as the total population. A total of
1145 respondents were selected out of this population as a sample for the said study. The
respondents were asked to express their level of agreement/disagreement on 5-point
Likert-scale ranging from strongly disagree to strongly agree. Mean, Standard Deviation and
t-test were used to evaluate the responses of the respondents.

5. Data Analysis and Findings

Data collected was subjected to analysis by using SPSS software version 20.0 and the results
obtained thereof, on the basis of the response of the representative respondents against the
given parameters, are presented as follows:

5.1 Financial Support Ecosystem Parametric indicators

Table 1. Sufficient supply of capital / funding available for MSEs

Scale Frequency Percent Valid Percent Cumulative Percent
SD 169 14.8 14.8 14.8
D 403 35.2 35.2 50.0
ubD 29 2.5 2.5 52.5
A 296 25.9 25.9 78.3
SA 248 21.7 21.7 100.0
Total 1145 100.0 100.0

Perusal of the Table 1 shows that there is a very thin (2.4%) difference among the respondents in
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their response against this indicator statement. From the table 1 it is observed that level of
disagreement is a bit higher (50%) than the level of agreement (47.6%) as far as the response of
the respondents on this indicator statement is concerned. Figure 2 provides graphical
representation of findings below.

Hsp
Ho
Cup
[
Osa

Figure 2. Sufficient supply of capital / funding available for MSEs sector
5.2 Parametric Indicator, Adequate Financial Support Schemes Available for MSEs Sector

Table 2. There are adequate financial support schemes available for MSEs Sector

Scale Frequency Percent Valid Percent Cumulative Percent
SD 148 12.9 12.9 12.9
D 221 19.3 19.3 32.2
ub 17 15 15 33.7
A 423 36.9 36.9 70.7
SA 336 29.3 29.3 100.0
Total 1145 100.0 100.0

Table 2 exhibits that majority (66.2%) of the respondents believe that the financial support
schemes available for MSEs Sector are adequate whereas (32.2%) believe that the schemes
are not adequate. Furthermore among the (66.2%) respondents, (29.3%) strongly agree and
(36.9%) only agree with the indicator statement. Figure 3 depicts the results graphically on a
pie chart.

Esp
(=D
Ouo
[ E
Osa

Figure 3. There are adequate financial support schemes available for MSEs sector
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5.3 Parametric Indicator, Collateral Security is a Big Problem for MSEs Sector

Table 3. Collateral security is a big problem for MSEs Sector in availing the finances/
schemes

Scale Frequency Percent Valid Percent Cumulative Percent
SD 25 2.2 2.2 2.2
D 96 8.4 8.4 10.6
ubD 46 4.0 4.0 14.6
A 346 30.2 30.2 44.8
SA 632 55.2 55.2 100.0
Total 1145 100.0 100.0

The findings in the Table 3 illustrate that the highest number (85.4%) of the respondents
agree with the indicator statement whereas very few (10.4%) of them disagree. In this case,
the difference (74.8%) is swooping one in favour of the statement. Moreover, (55.2%) of the
respondents strongly agreeing with the statement clearly displays the highest level of
agreement in this case. Figure 4 shows the results graphically.

L)
Osa

Figure 4. Collateral security is a big problem for MSEs in availing the finances/ Schemes

5.4 Parametric Indicator, Access to Finance is Cumbersome Due to Complex Procedures and
Formalities

Table 4. Access to finance/schemes is cumbersome due to complex procedures and
formalities

Scale Frequency Percent Valid Percent Cumulative Percent
SD 33 2.9 2.9 2.9
D 164 14.3 14.3 17.2
ubD 52 4.5 4.5 21.7
A 331 28.9 28.9 50.7
SA 565 49.3 49.3 100.0
Total 1145 100.0 100.0
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Review of the Table 4 shows that most of the (78.2%) of the respondents show agreement
with the indicator statement. The important thing to note here is that among the (78.2%) of
respondents, (49.3%) strongly agree with the statement whereas (28.9%) agree only with the
statement. This clearly illustrates that the level of agreement is very much strong with the
indicator statement. Figure 5 gives graphical presentation of the findings.

Figure 5. Access to finance/schemes is cumbersome due to complex procedures and
formalities

5.5 Mean, Std. Deviation and Parametric T-Test to Assess the Overall Financial Support
Ecosystem Existing for MSEs Sector in the State

Table 5. Mean, Standard deviation and t-test for assessing the overall Financial Support
Ecosystem existing for the MSEs Sector

Parameters t* Mean Std. Deviation

1. Sufficient supply of capital / funding available. 71.655 3.04 1.438

2. Adequate number of financial support schemes. 83.855 3.50 1.414

3. Collateral security a big problem for MSEs in 117.951 4.08 1.169
availing the finance/schemes.

4. Access to finance/schemes cumbersome due to 141.471 4.28 1.023

complex procedures and formalities.

Df = 1144 * 959% Confidence Interval  Level of Significance £0.005

Table 5 exhibits that the supply of funds/capital for the MSEs Sector is not sufficient
(t=71.655). Findings show a startling response regarding the availability of financial support
schemes for MSEs Sector, (t = 83.855) indicates that financial support scheme are adequate.
While analyzing collateral security aspects, it has been observed that ‘it is a big problem for
entrepreneurs in MSEs Sector for availing the finance and schemes (t= 117.951). Further the
response on the parameter ‘formalities and procedures for availing the finance/scheme’
reveals that there is a greater need to streamline the procedures and reduce the formalities for
the making the Financial Support Ecosystem positive towards the overall entrepreneurship
development in the MSEs Sector of the State (t = 141.471).
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6. Conclusion

The results obtained out of the above analysis clearly indicate that the existing ‘Financial
Support Ecosystem’ for MSEs Sector in the State is not adequate resulting in the poor
entrepreneurship development of the State MSEs Sector in all the three regions of Jammu,
Kashmir and Ladakh. The impact of each of the parameters taken to assess the financial
support ecosystem can be explored further towards the overall entrepreneurship development
across the sectors, by undertaking further research in this direction.

7. Suggestions

In order to make the ‘Financial Support Ecosystem’ encouraging for the overall
entrepreneurship development in the MSEs Sector of the State, following few suggestions are
put forth:

1) Financial support policies and schemes for MSEs Sector should be sect oral and not
generic in nature, interest free, zero collateral security, transparent with simple norms and
procedures, easily accessible etc. For this purpose other alternatives like interest free lending,
micro financing, angel financing etc. should be taken into consideration while working out
financial support policies and schemes especially for startup Micro and Small Enterprises
(MSEs) Sector of the State.

2) In view of the importance of Micro and Small Enterprises(MSEs) Sector for the
overall economic development of the state and the specific requirements of this Sector, it is
suggested that the State Government should establish a separate micro financing agency
‘MSE Bank’ or else ensure that every financial/banking institution operational in the State
should have a separate branch network ‘MSE Branches’ catering to the financial and other
related requirements of the Micro and Small Enterprises Sector in the State.

3) Involvement of MSEs Sector representatives and stakeholders while devising any
financial support policy, programme or scheme.

4) For the easy access and proper movement of financial schemes and other financial
support services an apt implementation structure for MSEs Sector should be established.

5) To make ‘Financial Support Ecosystem’ more result oriented and sustainable, a proper
follow-up mechanism should be linked with each and every MSMEs financial support
initiative.
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