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Abstract 

This article analyzes the importance of financial support 

mechanisms in the development of small business and private 

entrepreneurship. Small enterprises are considered as an 

important source of employment, local production, innovation, 

competition and household income growth. However, limited 

access to finance remains one of the main barriers to their stable 

development. The article examines bank loans, microfinance, 

credit guarantees, leasing, subsidies, venture financing, business 

grants and financial literacy programs as instruments that help 

entrepreneurs overcome capital shortages and expand economic 

activity. It is argued that financial support becomes effective only 

when it is combined with transparent selection criteria, business 

training, risk assessment, institutional trust and post-financing 

monitoring. 
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Introduction 

Small business and private entrepreneurship play a significant role in the development of modern 

economies. They create employment, stimulate competition, diversify production, increase 

household income and support regional economic activity. In many countries, small enterprises 

are more flexible than large corporations because they can respond quickly to changes in demand, 

introduce local services and operate in sectors where large companies may not be interested. 

Private entrepreneurship also has a social function: it allows citizens to transform personal 

initiative, professional skills and local resources into income-generating activity. 

However, the development of small business is strongly connected with access to finance. Even a 

viable business idea cannot be implemented without initial capital, working capital, equipment, 

premises, raw materials, technology or marketing resources. Entrepreneurs often face financial 

barriers at the earliest stage of business formation. They may lack collateral, credit history, 

accounting experience or stable cash flow. Banks may consider small enterprises risky because 

their financial documentation is incomplete, market position is weak and survival rate is uncertain. 
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For this reason, financial support mechanisms are necessary not only as economic assistance, but 

as a structural condition for entrepreneurship development. 

The World Bank has emphasized that access to finance is one of the key components of inclusive 

economic development, because financial services allow firms and households to invest, manage 

risks and expand opportunities [2]. In the context of small business, finance is not simply money. 

It is a mechanism that enables production, innovation, employment and market participation. 

Therefore, the effectiveness of entrepreneurship policy depends on how well financial instruments 

are designed, targeted and connected with real business needs. 

 

MАTЕRIАLS АND MЕTHОDS 

The first and most traditional mechanism of financial support is bank lending. Commercial loans 

allow entrepreneurs to purchase equipment, expand production, increase inventories, renovate 

premises and cover operational expenses. Yet bank lending is often difficult for small businesses 

because of strict collateral requirements, high interest rates, short repayment periods and complex 

documentation. Beck and Demirgüç-Kunt note that access to finance is one of the most important 

growth constraints for small and medium-sized enterprises, especially in developing and transition 

economies [3]. This shows that the problem is not only the willingness of entrepreneurs to borrow, 

but also the structure of financial markets. 

To make bank lending more effective, credit conditions must be adapted to the specific nature of 

small enterprises. Many entrepreneurs operate with seasonal income, irregular cash flow or limited 

collateral. Therefore, repayment schedules, loan sizes and risk assessment models should reflect 

the real business cycle. For example, agricultural entrepreneurs may need repayment after harvest, 

while trade and service businesses may need shorter working capital loans. If loan conditions are 

mechanically copied from large corporate finance, small enterprises may either avoid credit or fall 

into debt pressure. 

Credit guarantee mechanisms are an important instrument for solving the collateral problem. A 

credit guarantee fund partially covers the risk of the bank if an entrepreneur cannot repay the loan. 

This encourages banks to lend to small businesses that have promising projects but insufficient 

collateral. The economic value of this mechanism is that public or institutional support does not 

fully replace private finance, but mobilizes it. Credit guarantees should be carefully managed. If 

guarantees are too broad and risk control is weak, banks may lower their assessment standards. If 

guarantees are too restrictive, they may not improve access to finance. Therefore, guarantee 

schemes must balance risk sharing with financial discipline. 

 

RЕSULTS АND DISСUSSIОN 

Microfinance is another important mechanism, especially for start-up entrepreneurs, self-

employed people, women, rural households and small service providers. Microfinance institutions 

can provide smaller loans, simpler procedures and closer communication with borrowers. 

Muhammad Yunus demonstrated through the Grameen Bank model that small-scale financial 

services can help people with limited assets engage in income-generating activities [4]. However, 

microfinance should not be idealized. It is useful for small-scale entrepreneurship, but it may not 

be sufficient for technological modernization or medium-sized business expansion. Its 
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effectiveness depends on reasonable interest rates, borrower training, repayment discipline and 

market demand for the entrepreneur’s product or service. 

Leasing is particularly useful for small businesses that need equipment but cannot afford full 

purchase. Through leasing, an entrepreneur can use machinery, vehicles, agricultural equipment, 

computers or production tools while paying gradually. This reduces the need for large initial 

capital and allows the business to generate income from the equipment before full ownership is 

obtained. Leasing is especially relevant for manufacturing, agriculture, logistics and service 

sectors. It also reduces collateral problems because the leased asset itself can serve as security. 

For many small enterprises, leasing may be more practical than a standard loan. 

Subsidies and grants can support socially or strategically important entrepreneurship. For 

example, grants may be used for youth entrepreneurship, women’s business initiatives, rural 

employment, innovation, green technologies, export-oriented production or start-ups. The 

advantage of grants is that they reduce financial pressure at the early stage of business formation. 

Yet grants must be distributed through transparent criteria. If grants are given without clear project 

evaluation, they may create dependency, inefficient spending or unfair competition. A grant 

should support a viable business idea, not replace entrepreneurial responsibility. It should 

preferably be combined with training, mentoring and monitoring. 

Venture financing and start-up investment are important for innovative entrepreneurship. 

Traditional banks often avoid financing high-risk innovative projects because they do not have 

stable cash flows or physical collateral. Venture capital, business angels and start-up funds invest 

in projects with growth potential, usually in exchange for equity participation. Schumpeter’s 

theory of economic development emphasizes the role of the entrepreneur as an innovator who 

introduces new combinations, new products, new production methods and new markets [5]. In the 

modern economy, such innovative activity requires financial mechanisms that tolerate risk and 

support rapid growth. 

Financial support should also include business education and financial literacy. Many small 

businesses fail not only because they lack finance, but because they use finance incorrectly. 

Entrepreneurs need to understand cash flow, cost calculation, pricing, taxation, loan repayment, 

investment planning, accounting and risk management. A loan given to an entrepreneur without 

basic financial knowledge may become a burden rather than a development tool. Therefore, banks, 

business support centers and public institutions should combine financial products with consulting 

services. Financial literacy increases the probability that borrowed or granted funds will be used 

productively. 

 

СОNСLUSIОN 

Financial support mechanisms are essential for the development of small business and private 

entrepreneurship. They help entrepreneurs overcome initial capital shortages, purchase equipment, 

expand production, enter new markets and create employment. Bank loans, microfinance, 

guarantees, leasing, grants, subsidies and venture financing each perform a specific function. No 

single instrument can solve all financial problems of small businesses. A balanced system is 

needed, where different tools correspond to different stages and types of entrepreneurships. 
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