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Abstract 
Small businesses are the backbone of the economy in developing countries 
like Nepal. In such circumstances, small-scale businesses are more appropri-
ate ones in the process of the economic development of the nation. This study 
pursues to contribute to the experiential understanding of the important and 
financial hurdles in small business enterprises in Nepal. This paper is based 
on primary data which are collected from 403 entrepreneurs in small business 
enterprises. The survey shows more than ninety percent of respondents feel 
different factors constraining the financial aspect of small businesses while a 
negligible percent of respondents do not feel any challenges. 
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1. Background 

Small and medium-sized firms dominate the economy in terms of employment 
and the number of companies, yet their full potential remains remarkably un-
tapped (Schlogl, 2004; Devkota et al., 2020a). They have diversified the country’s 
monetary base and provided it with the occasion of responding to a diversity of 
market conditions. The contribution of SMEs (Small and Medium scale indus-
tries) has created jobs and hence reduced the rate of unemployment (Agbenyo, 
2015; Devkota et al., 2020b). Private ventures are considered as one of the 
mainstays of the financial structure, especially in the creating nations.  
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Nepal is a country well known for craftsmanship. From the earliest starting 
point up to the mid-nineteenth century, the leaders of the nation advanced na-
tional businesses and exchange to different proportions of creation, advance-
ment, and support (Ghimire, 2012; Devkota et al., 2020a). Nepal is a landlocked 
and least developed nation. In such circumstances, small-scale undertakings are 
more appropriate businesses in the way of the mechanical advancement process 
in the nation (Adhikari et al., 2021). Such business can be run with the utiliza-
tion of nearby assets, neighborhood abilities, and locally accessible crude mate-
rials also, merchandise can be sold inside nearby or neighbor showcase. It assists 
with creating additional income, diminishes joblessness issues, and legitimate 
utilization of relaxation time after gathering of harvests and before time frames 
of development of yields. In this manner, miniaturized scale venture assumes an 
indispensable job in the setting of business advancement segments just as me-
chanical improvement part in the nation (Karki, 2018). 

SMEs contribute fundamentally to a country’s economy—producing, work 
age, fares, and GDP development (Devkota et al., 2020a). In developing nations, 
SMEs contribute around 40% of the all-out GDP and 60% of the complete work 
(Ndiaye et al., 2018). In like manner, in Nepal, as Nepal Rastra Bank (NRB), 
SMEs contribute around 22% of the GDP and create around 17 lakh businesses. 
Before the finish of the financial year 2074/75, there were 275,433 SMEs enrolled 
in Nepal (NRB, 2019). They are banks and budgetary organizations, coopera-
tives, investments/private values, or capital markets. One could likewise select to 
fund the endeavor all alone. Among these, the financial segment is noted as the 
fundamental wellspring of SME financing in Nepal. The absence of access to in-
novation is majorly affecting the fare capacity of most SMEs (Ghimire, 2012). 

The least developed countries (LDC) like Nepal have traditional practices in 
the scenario of small business enterprises (Paudel & Devkota, 2018, 2020). 
However, small businesses require low measure of venture, low innovation, and 
little market in comparison to the medium scale enterprises. The significance of 
small and medium-sized ventures (SMEs) in adding to job creation and mone-
tary development is currently broadly acknowledged in both developed and de-
veloping countries (Karadag, 2015). As indicated by the report of Role of work-
er’s guilds in miniaturized scale and little undertakings in Nepal the develop-
ment of MSE part in the urban areas comprising of the assembling, develop-
ment, exchange and lodgings, transportation, and correspondence are evident 
from the fact that the extent of individuals associated with this division, which 
was 7.2 percent in 1991, has expanded to 17.2 percent in 1999. Whereas, the 
country-based exercises like farming, fishery, ranger service, mining, and qua-
rrying and network and social services have diminished from 92.8 percent in 
1991 to 82.8 percent in 1999. From the financial development viewpoint, SMEs 
give an assortment of advantages (Zaborek & Mazur, 2019). As per Kongolo 
(2010), SMEs play noteworthy commitment in the change of agribusiness drove 
economies to mechanical ones outfitting plain open doors for handling exercises 
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which can create an economical wellspring of income and upgrade the ad-
vancement procedure. SMEs shore up the extension of fundamental profitable 
ability. They help to ingest beneficial assets at all degrees of the economy and 
add to the arrangement of flexible monetary frameworks in which little and 
enormous firms are interlinked (Ghimire, 2011). 

However, the study of financial hurdles for small business enterprises is a 
noble area though various research has been conducted in the field of small 
business enterprises. Somehow, this problem was addressed by microfinance, 
providing financial assistance to small business owners (Adhikari and Shrestha, 
2013). Adhikari (2019) further emphasized microfinance also a means of finance 
for SMEs and self-employment. But it is not sufficient. Hence this study covers 
the objective of accessing the information regarding the impact of financial hur-
dles in small business enterprises in Kathmandu Valley which further contribute 
to solving some aspects of economic and social problems in Kathmandu valley.  

Upon completion of this study, it will benefit various small business enter-
prises to overcome a certain aspect of financial issues which will help to get fur-
ther insights into the study area. Further, the study can also be useful to policy 
makers and authorities working in the field of small business enterprise for for-
mulating appropriate guidelines and strategies in the respective field. This study 
is the first study related to financial hurdles and its impact on small business en-
terprises in context of Nepalese study. It covers objective of accessing the infor-
mation regarding the impact of financial hurdles in small business enterprises in 
Kathmandu Valley which further contribute to solving some aspects of econom-
ic and social problems in Kathmandu valley.  

Despite of significances, there are certain limitations of this study as well. As 
the study was first of a kind important variables are tried to be incorporated, 
however, it might have missed some which can be included in later studies. Also, 
due to time constraints Kathmandu valley was selected for the study however, 
future research could cover greater area for better output. Similarly, only de-
scriptive analysis is made on the study further research can include empirical 
evidences to make study results more effective. Thus, the study will be benefi-
cial to future researchers as this study will support them to carry their study 
further providing guidelines and insights on various literatures related to the 
study. 

The further part of this paper is arranged in the following structure: The lite-
rature review occurs in section two. The Methodology is discussed in section 
three. Section four covers the result and discussion. Similarly, the fifth section 
includes the conclusion. 

2. Literature Review 

It was found that most SMEs face difficulties as the arrangement and authorita-
tive difficulties pursued by the advertising and money related-issues (Christina, 
Neelufer, & Al Amri, 2014). The examination centers on failure to distribute a 
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similar nature of money related data as those huge firms and accordingly can’t 
give evaluated fiscal report. Another issue has to do with the deficient capital 
base of most SMEs in the nation to meet the guarantee necessity by the banks 
before acknowledge is given just as low degree of R&D uses, and inadequate uti-
lization of data innovation and gives solutions for moderating them (Yoshino, 
2016). The examination inspects the utilization of monetary data in little organ-
izations, as money-related administration is basic to their prosperity and en-
durance (Collis & Jarvis, 2002). In this article, we draw upon insights from our 
years as fraud investigators to offer seven practical recommendations to help 
small business leaders prevent and detect fraud in this unique environment. 
These strategies can help even the smallest company make a big difference when 
it comes to fraud risk management (Hess & Cottrell, 2016). 

The SME sector has contributed immensely to job creation, poverty allevia-
tion, and assisting in the prosperity of the nation. In addition to the above, SMEs 
are generally inexpensive to start and have the potential to generate massive 
economic growth (Ryan, 2017). The importance of small and medium enter-
prises (SMEs) in the process of transition from a centrally planned to a market 
economy is now widely recognized in the literature (Savych, 2002). The signi-
ficance of SMEs is underlined by the fact they account for about 90 percent of 
enterprises and 60 percent of employment at the global level (Mutandwa, Ta-
remwa, & Tubanambazi, 2015). Numerous speculations have raised the issue on 
the financing for small and medium enterprises (SMEs), implying that there are 
a decent number of SMEs when offered access to credit could utilize it gainfully 
to develop their organizations yet can’t get credit from the formal money related 
framework, due to the failure of the SMEs to meet the stringent prerequisite of 
these monetary institutions. The issue of absence of credit to SMEs can be taken 
a gander at from two fronts: the budgetary establishments and the SMEs admin-
istrators (Ackah & Vuvor, 2010). 

The terms SME and miniaturized scale and little endeavors (MSE) are much 
of the time utilized reciprocally in writing (Mutandwa et al., 2015). Omar, Aro-
kiasamy, & Ismail (2009) in their article analyze the foundation and difficulties 
faced by SMEs which assume an essential job in the country’s development. The 
uniqueness of this paper is the accentuation on the human asset advancement 
viewpoint which is significant for SMEs to advance and be focused on. At last, 
this article maps out how future research can be progressively touchy to how 
SMEs really build up their possession of human asset improvement for future 
advancement. 

There will be full-scale monetary elements that any business faces. If the SME 
isn’t well furnished to manage these elements, it will bring about the disap-
pointment of the business. Notwithstanding outer components, there would 
likewise be inner shortages which would hamper the accomplishment of an SME 
(Ryan, 2017). Study discoveries show that SMEs need the monetary capacity to 
create the amount of their item to serve an enormous network. Further discove-
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ries show that SMEs face difficulties to get to universal advertising uninformed 
of guidelines and principles, with poor comprehension of purchaser’s needs and 
administrations, absence of basic pioneering abilities, and frail systems adminis-
tration structures to enter into worldwide promoting. The investigation in this 
manner suggests the improvement of data that is accessible to SME proprietors; 
to the legislature and different accomplices profit availability to monetary offices 
with sensible loan fee of return, support more promotions and utilization of ex-
ceptional innovation for business and worldwide showcasing gauges through 
workshops, and trainings on enterprise, and systems administration structures 
for fare and import of products and ventures (Kazimoto, 2014). 

From the above literature, it can be stated that though small business enter-
prises are prospering there still are some glitches from the administrative point 
of view as well as client’s point of view. Certain factors like capital, technologies, 
skill manpower are still the matter of issue in small business enterprises there-
fore to understand and study about such matters this study can provide insight 
by addressing certain issues like major financial hurdles being faced by small 
business enterprises, determinants and factors causing such hurdles to small 
business enterprises and the ways to manage such challenges. 

3. Methods 
Sample Method and Study Area 

The study area for this research is the Kathmandu valley of Nepal. Nepal has 77 
districts, and among the 77 districts, 3 districts include in Kathmandu valley 
(Kathmandu, Bhaktapur, and Lalitpur) situated in Bagmati province were taken 
for the study area of this research. Kathmandu Valley lies at 1300 meters above 
the sea level and is located between latitudes 27˚32'13'' and 27˚49'10'' north and 
longitudes 85˚11'31'' and 85˚31'38'' east. Its three districts, Kathmandu, Lalitpur, 
and Bhaktapur, cover an area of 899 square kilometers, whereas the area of the 
valley as a whole is 665 square kilometers. The valley encloses the entire area of 
Bhaktapur district, 85% of Kathmandu district, and 50% of Lalitpur district.  

Kathmandu is capital city of Nepal. Being the capital of nation most of the 
small and large business are centered in the valley itself holding one of the larg-
est population status of the country where people from different regions migrate 
for better and greater job opportunity. Therefore, Kathmandu valley is chosen as 
the area of the study in sighting that the sample would represent people around 
different places and conducting small business in various sectors providing us 
with reliable information that can be effective for the study. 

The nation has seen an empowering development of smaller and medium en-
terprises (SMEs) over the most recent multi decade as the number of such en-
deavors expanded to 400,000 in the middle of 2006/07 to 2015/16 when con-
trasted with 69,431 till financial 2005-2006, as indicated by the Department of 
Cottage and Small Industries (DCSI). Even though the modern atmosphere had 
been breaking down and huge ventures were antagonistically influenced because 
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of different reasons like political insecurity, power blackout, and work bothers, 
among others, in the most recent decade, the quantity of MSMEs developed ex-
ponentially in a similar period (Acharya, 2017). 

The sample size can be derived by computing following formula n = z2pq/l2 
(Devkota et al., 2021). Where, n = sample size required for study, standard tabu-
lated value for 5% level of significance = z, p = Prevalence of customer awareness 
on banking communication, q = 1 − p and l = degree of accuracy, usually set at 
0.05 level. So, total population for the study n = z 2pq/d2 = (1.96)2 × 0.5 × 
0.5/(0.05)2 = 384.16. Non-response error 5%, i.e. 384.16 × 5/100 = 19.208. Thus, 
sample size taken for study was (384.16 + 19.208) = 403.368 (≈403). 

In this study, the key informant interview (KII) & structured questionnaire 
were used. 5-point likert scale was used while developing questionnaire classify-
ing questions into various sections as per the need of study and model deployed. 
Small business enterprises survey and key informant interviews were primary 
sources used in the study. To get quantitative data from individual venture, the 
owner’s survey was conducted. A questionnaire has been prepared & imple-
mented for the data collection. For this research quantitative analysis primary 
data was gathered. Once the data were collected, they were edited and sorted by 
using the statistical tool. For analysis, descriptive techniques were used and data 
were analyzed using Microsoft excel.  

4. Result and Discussion  
4.1. Description of Socio-Demographic Characteristics 

The age of respondents was divided into five groups among which majority 
one-third of respondents are of age group 25 - 35. Similarly, one-fourth of res-
pondents are of age 15 - 25 and just a negligible percent of respondents from old 
age. It reveals that the small and medium scale business is dominated by the prime 
working-age population. The sex factor has been chosen in socio-demographic 
characteristics as it helps us to know that both males and females are almost 
equally involved in small businesses. This research shows that sex composition 
for this research is 45% female and 55% male which indicates that participation 
of males in giving information on this issue is more than females. In opposition 
to this situation of male-female proportion, Minniti and Naudé (2010) argued 
about the increasing number of female entrepreneurs in developing countries 
and the need to create jobs for a predominantly young population. More than 
half of the respondents are married (Figure 1). 

The education level of respondents indicates that the education level of res-
pondents is very high. The majority of the respondents in this study cover 
people having no education at all to education above master’s level. In this re-
gard, more respondents (both male and female) have university degree. Whe-
reas, higher education is dominated by female respondents and school education 
is slightly higher in the case of male respondents. Education is very crucial in 
enhancing knowledge for business (Figure 2). 
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Figure 1. Age and sex of respondents. Source: Field Survey. 

 

 
Figure 2. Education level. Source: Field Survey. 

4.2. Information Regarding Small Business 

The informational level of people on small business describes how many res-
pondents are familiar with doing business in Nepal. It also explains various fi-
nancial problems and different hurdles that come in small businesses. There may 
be various statuses of various respondents. Some may have a good understand-
ing of the operation of small business whereas some respondents have little 
knowledge and interest respectively. So, this section clearly explains the current 
understanding of small businesses in Kathmandu Valley. 

From the data, it is found that out of 403 respondents, 261 respondents work 
in a sole proprietor business entity and 142 respondents work in a partnership 
business entity. It is also found that out of total respondents of 403, 38 percent 
respondents have experience in their business up to 2 years, 32 percent have ex-
perience in their business up to 4 years, 20 percent respondents have experience 
in their business up to 6 years, 7 percent have experience in their business up to 
8 years, and 3 percent respondents have experience in their business above 8 
years. This shows that most of the respondents are newcomers to the market. 
Those who work a long time in small business left and seem involved in other 
sectors. In this regard, several studies have shown that thousands of small busi-
nesses kickstart each year, but a considerable number of them fail before or dur-
ing their first year of operation, with the majority closing down before their 
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second year (Almus, 2004; Persson, 2004). Out of total respondents of 403, 339 
respondents keep a record of their business transaction manually that is by 
writing them down on registers while 128 respondents keep their records syste-
matically in the computerized system through the use of various applications 
like word and excel. This shows that most of the respondents still use the tradi-
tional system of record keeping. 

Among the respondents, 92 respondents are involved in the food and grocery 
business, 25 respondents are involved in the fruits and vegetable business, 31 
respondents are involved in the furniture business, 50 are in the plastic business, 
27 are in the stationery business, 128 in the clothing and fancy business, whereas 
50 respondents are involved in other businesses as handicrafts, restaurants, artis-
tic sectors, etc. From this data, it can be concluded that most of the respondents 
are involved in the clothing business. In this context, Hatten (2012) argues that 
small businesses include the activities of a stay-at-home parent who provides 
daycare for children whose parents are not present, factory workers who engage 
in after-hours deliveries, and owners of fast-food restaurants.  

4.3. Loan and the Rental Situation in Small Business 

This section covers the loan history of the respondents. From the survey, 203 
respondents have taken loan, whereas the rest of the respondents i.e., 200 res-
pondents haven’t taken the loan and are operating business on their own. In 
such circumstances, Lappalainen and Niskanen (2013) argue that bank loans, 
which are an essential cofactor for small businesses, are too difficult for small 
business owners to receive in developing countries. Among 203 respondents 
who have taken loans, 15 respondents have taken formal loans from banks and 
other financial institutions, whereas 182 respondents have taken loans of infor-
mal nature i.e., from friends, families, and relatives to operate their business, 
whereas 6 respondents have taken both formal as well as informal loans. Fur-
thermore, a substantial body of research has argued that a lack of access to 
funding is linked to very strict financial policies and bank practices, placing col-
lateral as the primary requirement for securing bank loans, causing small busi-
nesses to suffer from what is known as financial illusion (Mambula, 2002; Moses, 
2010; Kennedy et al., 2006; Moses and Adebisi, 2013). In this section, the rental 
status of respondents is discussed from the survey. 75 respondents pay rent for 
the operation of their business whereas the rest of the 328 respondents doesn’t 
have to pay rent which means that they operate their business from their home 
with the available space they have (Figure 3). 

4.4. Challenges Associated with Financial Hurdles in Small  
Business  

Small business has a great scope of potential growth in terms of Kathmandu 
Valley. Small business is a very important aspect for day-to-day operation of 
human life. It has both benefits with a whole lot of challenges in such prospect. It 
depends upon people how they handle such responsibility and take over such  
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Figure 3. Loan and rental status of respondents. Source: Field Survey.  
 
challenges. Challenges could be minimized based on the degree of impact on the 
financial aspect of a small business.  

Survey shows only 6.7% of the respondent do not feel any challenges linked 
with the financial aspect of small business while 93.3% of the respondent feels 
different factors constraining the financial aspect of small business. In contrary 
to this situation, in the financial institutions of the US, the UK, France, Germa-
ny, and other European Union countries with bank loan mechanisms, personal 
and business loans do not require loan seekers to provide collateral to secure the 
loan (Worth, 2016; Silverman and Patterson, 2011; Blau, 2009).  

The challenges were further classified into certain factors as 55.33% of res-
pondents agreed that the challenges have arrived from lack of finance to operate 
daily business transactions. Similarly, 63.02% said that the challenges were 
mostly from competitive market whereas 41.93% of respondents faced the major 
challenges from the high interest in bank loans, 14.64% of respondents faced 
challenges from taxation policies, and finally 2.97% respondents faced challenges 
from other sectors which include internal as well as external factors. In this re-
spect, Okpara & Wynn (2007) asserted that small businesses can only thrive in a 
country with adequate infrastructures, such as an uninterrupted power supply 
and a well-developed road network, among other things.  

To generate much-needed good jobs, small and medium-sized enterprises are 
crucial. In this respect, small businesses are indisputably important to the de-
velopment of every nation’s economy because they provide good employment 
and income source, contribute to the development of local technology, and fos-
ter indigenous entrepreneurs (Erdem and Erdem, 2011; Alaye-Ogan, 2012). 
Large companies must get involved to help SMEs and understand their potential. 

Large businesses spend billions of dollars per year searching for other compa-
nies’ goods and services, such as landscaping, cleaning services, transportation, 
software creation, food services, and office supplies. From the research con-
ducted it was found that 27.7% of respondents responded that small businesses 
are highly affected by large-scale industries. 66.25% responded that large-scale 
industries moderately affect their business. 5.21% were neutral about such a sit-
uation, whereas 0.7% responded that small businesses were not affected by 
large-scale industries. 

Pays Rent Doesn't pay rent
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Eventually, all successful small business startups face the problem of manag-
ing business expansion or growth. Market expansion is a phase of the life of a 
business that is rife with both possibilities and dangers. Business growth, on the 
one hand, often brings a corresponding increase in financial fortunes for both 
owners and employees. Among the survey conducted 34.73% of respondents 
faced the problem of financial issues while expanding the business. 80.6% faced 
the problem of space availability, 35.23% faced the problem of workforce issues 
and 10.42% faced the problem of marketing issues while expansion of business 
procedure. In this sense, Marlow & Patton (2005) also contend that starting a 
small business is extremely risky and that the failure rate of small businesses in 
underdeveloped and developing countries is extremely high. Therefore, Akande 
(2011) contends that the success of a small business is heavily dependent on the 
skills, abilities, and personal attributes of the owner(s).  

In operating a business, accounting plays a critical role because it helps you 
monitor sales and expenses, ensure statutory enforcement, and provide quantit-
ative financial information to investors, management, and government that can 
be used in business decision-making. From the survey conducted, 27.79% of 
respondents responded that accounting knowledge highly affects small business 
and its fluent operation, 69.97% responded that accounting knowledge mod-
erately affects their smooth operation of the business, and the rest of the res-
ponses were neutral about such scenario. 

4.5. Managerial Solution for Financial Hurdles in Small Business  

Out of these challenges, 97.27% of respondents have agreed that such challenges 
are manageable whereas the rest of 2.73% of respondents disagreed on being able 
to manage such issues. From the survey, it was found that out of 403 respon-
dents, 23.82% of respondents agreed that better use of technology can help in 
overcoming challenges regarding financial aspects in small business. 62.77% of 
respondents agreed on better management of the supply chain can help in over-
coming the mentioned challenges. 55.83% picked better management of supply 
chain can help in overcoming mentioned challenges. 33.25% of respondents 
agreed on effective training and development can help in enhancing business 
and overcoming challenges and 12.65% of respondents agreed on securing and 
managing funds can help in overcoming problems related to financial aspects. In 
this respect, Tushabomwe-Kazooba (2006) asserted in his study of the Ugandan 
towns of Bushenyi and Mbarara that 41 percent of respondents had received 
training with the majority of them receiving such training only after they had 
established the business. Whatever that can be in developing countries, Mwobo-
bia (2012) contends that small businesses continue to account for a significant 
portion of industrial development in the developed world with playing specific 
roles in the economy that help to support and bolster a country’s growth.  

The Situation of Small Business Enterprises after the Pandemic: Since the 
outbreak of COVID-19, almost all the businesses have gone through a downfall 
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in terms of financial aspects. 32.75% of respondents were highly affected by the 
pandemic. 65.75% of respondents were moderately affected whereas the rest of 
1.49% of respondents were neutral about such situation. 32.75% of respondents 
answered that it was not safe to operate their business after the pandemic even 
though with safety and precaution whereas 71.25% of respondents answered that 
it was safe to operate their business after the pandemic even though with safety 
and precaution. 

Post Pandemic Solutions: The major means that the respondents were con-
sidering to deal with the shortage of raw materials were mentioned where res-
pondents had various factors to consider as reduction of production, outsourc-
ing orders, increasing the procurement prices, seeking new procurement chan-
nels, delaying goods delivery, or no shortage of raw materials. Similarly, the 
main means respondents were considering to deal with the cash flow shortage 
were also asked where 2.48% out of 403 respondents loans by commercial banks, 
16.12% were considering loans by microfinance companies or private individu-
als, 17.36% were considering negotiating with lenders to avoid withdrawing 
loans, 15.63% were considering reduction of operating costs which involves fac-
tors like layoffs and reduction in salary, etc. and finally 0.74% respondents had 
no cash shortfall problems. 

5. Conclusion  

Developing countries like Nepal have an old phenomenon in the scenario of 
small business enterprises. Small businesses include jobs for entrepreneurs, work 
for neighbors, and community meeting places. This paper offers insights into the 
different socio-demographic descriptions and financial aspects and their deter-
minants. Most of the respondents were identified between 25 to 35 years of age. 
The majority of the respondents have university degrees (of both male and fe-
male). 

The study reveals majority of people were facing the challenge in small busi-
ness due to lack of financial accessibility. About 55 percent of respondents 
agreed that the challenges have arrived from lack of finance to operate daily 
business transactions. Similarly, 63 percent said that the challenges were mostly 
from competitive market, whereas around 42 percent of respondents faced the 
major challenges from the high interest in bank loans, negligible percent of res-
pondents faced challenges from taxation and other sectors which include inter-
nal as well as external factors.  
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