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EXECUTIVE SUMMARY

This research, ''Impact of Government policies on Small Business in Nepal,'' analyzes the
effect of government policies on the performance of small business. It aims to identify useful
policy and areas of gaps in implementation.

The primary data were gathered from 72 small business proprietors in Pokhara through
questionnaires and interviews. Secondary data includes government reports, journal articles,
and economic studies.

Key findings are that while policies of concessional loans, start-up support, and registration
facilitation have been benefited the majority of firms, low awareness, bureaucratic delays,
and digital constraints hinder effective implementation. Policy awareness initiatives, digital
training, and strengthened field-level implementation are recommended as the solutions for
better performance.
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Chapter I: Introduction

1.1 Background of the Study
Small and medium business contribute significantly to the economic development of Nepal,
as they represent over 90% of the total registered business and absorb a significant portion of
the workforce (Ministry of Industry, Commerce and Supplies [MoCIS], 2022). For this
reason, the government has launched numerous policies for their growth. The policies include
tax relief, concessional credit, simplified registration and entrepreneurship programs.
Nevertheless, the efficacy of these policies is still in doubt.

1.2 Statement of the Problem
While there exists facilitative policies, Nepalese small businesses often encounter problems
such as limited access to capital, slow government procedures, and lack of high information
levels regarding policy benefits. There is a need to examine whether such policies
are truly helping businesses or causing unexpected barriers.

1.3 Research Objectives
 To identify major government policies affecting small businesses in Nepal.
 To evaluate the impact of these policies on business performance and sustainability.
 To recommend strategies for improving policy implementation.

1.4 Research Questions
1. What government policies influence small business operations in Nepal?
2. How do these policies affect the growth and sustainability of small businesses?
3. What are the major challenges faced by small businesses in policy implementation?

1.4 Significance of study
This study will allow policymakers and stakeholders to estimate the key actual impact of
their policies and identify gaps that have been hampering small business development. It
will also educate entrepreneurs on the policy environment within which they operate.
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Chapter II: Literature Review

2.1 Literature Review
Small businesses play a vital role in most economies, contributing to job creation, innovation,
and community development. In Nepal, small and medium enterprises (SMEs) are the
backbone of the economy, accounting for over 90% of all businesses and providing
employment to a significant portion of the population (ADB, 2020). The government
influences small businesses through policies, regulations, taxes, and support programs. This
literature review explores how different aspects of government involvement affect small
business growth, challenges, and sustainability in the Nepalese context.

A significant area of government influence is regulation. According to Djankov et al. (2002),
excessive regulations and bureaucratic processes can increase the cost and time of starting or
operating a small business. This is relevant in Nepal, where the World Bank (2020) ranked
the country 94th in ease of doing business, citing issues such as administrative delays and
inconsistent enforcement of rules. In regions with complex legal and tax requirements, many
small businesses either fail early or are forced to operate informally to survive.

On the positive side, government support programs such as grants, tax reliefs, and access to
credit have shown a strong positive impact. Beck and Demirguc-Kunt (2006) highlight that
when governments provide small enterprises with financial tools and reduce entry barriers,
entrepreneurship tends to flourish. For example, the Nepal Rastra Bank and the Ministry of
Industry, Commerce and Supplies have launched several subsidized loan schemes targeting
youth and women entrepreneurs, who have helped many businesses grow despite financial
challenges (Nepal Rastra Bank, 2021).

Taxation policies also have a mixed impact. While fair and simplified tax systems can
promote business growth, high tax rates and complex filing processes can discourage
entrepreneurship. According to Laffer (2004), lower corporate tax rates for small businesses
can increase investment and productivity. In Nepal, although the government offers tax
concessions for small industries, many business owners still find the system burdensome and
difficult to navigate.

Government procurement policies—where governments prioritize buying from small
businesses—are another area of influence. Studies by Loader (2015) show that small
enterprises benefit from such policies, gaining stability and opportunities for growth. In
Nepal, public procurement practices have the potential to support local SMEs, but a lack of
transparency and competitive access often limits their effectiveness (ADB, 2020).

Despite various government efforts to support small businesses, gaps remain. Research
suggests that support is often unevenly distributed, with rural or minority-owned businesses
receiving less attention (Fairlie, 2012). Moreover, many small businesses in Nepal lack the
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knowledge or resources to access available government help, highlighting a need for better
outreach and education.

In conclusion, the literature shows that government policies can both enable and hinder small
business development. Supportive regulations, fair taxation, and access to funding have a
strong positive impact, while excessive red tape and poorly designed programs can create
barriers. This review highlights the need for balanced and inclusive government involvement
in Nepal’s small business ecosystem.

2.2 Theoretical framework
The conceptual framework of this study is developed to explore the relationship between
Small business and Government Policies.

Independent variables Dependent variable

Fig: Conceptual framework of Dependent and Independent variables

 Independent Variables
1. Access to Finance
Access to finance refers to the ability of business or organization to obtain financial
service like credit, saving, insurance from institutions like banks, cooperative or
microfinance institution.
2. Taxation Policies
It is a set of rules, laws, regulations made by government to collect tax money form
business organizations to finance public expenditure.
3. Legal and Institutional Framework
Legal and institutional framework refers to the set of rules, regulation, policies which
the institutions are responsible for implementing and enforcing them. It is a
framework developed by the government to guide behavior and ensure justice to the
business.
4. Entrepreneurship Development program
These are some of the structure program organized by Government, NGOs, private
institution to boost entrepreneur skills, knowledge, and mindset of individuals. It is
one of the crucial drivers of small business performance.

Access to Finance
Taxation Policies
Legal and Institutional Framework
Entrepreneurship Development Programs

Performance of Small
Business
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2.3 Methodology
Approach: Mixed-method.

Primary Data: Interviews with 15 small business owners in Pokhara and survey of 72 people.

Secondary Data: Reports, journals, government publications, and online databases.

Tools: Structured questionnaires, observation, and qualitative analysis.

Timeframe: June 2025.

Location: Pokhara Metropolitan City, Kaski District

2.4 Brief Introduction of the Industry
The small enterprise sector of Nepal spans across a broad spectrum of activities such
as retailing, agriculture, tourism, and manufacturing. They are primarily marked by low
capital, labor dependency, and sale to regional or local markets. They are predominantly
family-run businesses and cannot scale up their enterprises due to a dearth of access to
finance, market information, and emerging technology.

Policy has attempted to encourage this sector by encouraging registration, easing access to
credit, and offering capacity development programs. For example, the Youth and Small
Entrepreneur Self-Employment Fund and Startup and Innovation Policy 2021 aim
to encourage entrepreneurship among youth and marginalized communities (MoF, 2021).

However, structural bottlenecks remain. The majority of small businesses lack the formal
documentation necessary to benefit from government schemes. Rural businesses, in
particular, suffer from inadequate infrastructure and limited digital literacy. Despite
these obstacles, small businesses remain a dynamic and resilient component of the Nepalese
economy, often demonstrating nimbleness in the face of exogenous shocks such as political
instability and natural disasters.

In this report, the nature of this industry, the policies governing it and how these policies
are interpreted and experienced by small entrepreneurs all over Nepal are talked about.
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Chapter III: Data Presentation and Analysis
3.1 Respondent Profile
Altogether 72 Respondent were asked to fill the form to gather responses. Maximum numbers
of respondent for this study were bachelor level students studying BBA/BBA-BI at NTHMC
and some were local businessman in Pokhara. Ages of respondents for this study were
between (18-45+). The respondents were selected purposively from a list of entrepreneurs in
Pokhara and surrounding areas. They were from varied socio-economic backgrounds, and
most of them ran small-scale enterprises with fewer than 25 employees.

3.2 Data Presentation and Analysis
Data presentation deals with the study of the collected data, its representation through
tables and diagrams for better understanding. The amounts in the following data are in
N=72.

3.2.1 Age of respondent
Table and Figure 1

Age Number of respondents Percentage
18-25 21 29.1%
26-35 22 30.6%
36-45 22 30.6%
45+ 7 9.7%
Total 72 200%
From the table and figure, among 72 respondents, 21(29.1%) were at the range of 18-25
years, 22(30.6%) each for the age group between 26-35 and 36-45 years and 7(9.7%) were at
the age above 45. It shows that ages ranging from 26-35 and 36-45 are more than others age.

Age Group

18-2526-3536-4545+
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3.2.2 Number of Male and Female Respondents
Table and Figure 2

Response Number of respondents Percentage

Male 37 51.4%

Female 35 48.6%

Total 72 100%

The above table and figure shows the number of each gender that took part in this survey.
From 72 respondents 37(51.4%) were male and 35(48.6%) were female.

No. of Male and Female Respondents

MaleFemale
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3.2.3 Sector of business
Table and figure 3

Sector of business Number of respondents Percentage
Manufacturing 20 27.8%
Retail 18 25%
Service 18 25%
Agriculture 11 15.3%
Other 5 6.9%
Total 72 100%

From above table and figure 3, out of 72 respondents, 20(27.8%) respondents were from
manufacturing sector, 18(25%) respondents were from retail and service sector, 11(15.3%)
respondents from agriculture sector and 5(6.9%) respondents were from other sectors.

Sector for business

ManufacturingRetailServiceAgricultureOther
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3.2.4 Awareness of Government Policies
Table and Figure 4

Response Number of respondents Percentage

No 18 25%

Yes 54 75%

Total 72 100%

As shown in the above table and figure 4, out of the total 72 respondents, 54(75%)
respondents were aware about the government policies for small businesses where as
18(25%) respondents were not aware about the government policies for small businesses.

Awareness of Government Policies

NoYes
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3.2.5 Perceived Impact of Government Policies
Table and Figure 5

Response Number of Respondents Percentage

Negative 10 13.9%

Neutral 23 31.9%

Positive 26 36.1%

Very Negative 2 2.8%

Very Positive 11 15.3%

Total 72 100%

From the above table and figure 5, we get to know the impact of government policies on
small business in which 10(13.9%) respondents have negative impact, 23(31.9%) respondents
have neutral impact, 26(36.1%) have positive impact, 2(2.8%) have very negative impact
whereas 11(15.3%) respondents have very positive impact of government policies on their
business clearly showing that maximum respondents have positive impact on their business.

Impact of Government Policies

NegativeNeutralPositiveVery NegativeVery Positive
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3.2.6 Affected area by government policies
Table and figure 6

The above table and figure 6 shows the affected area by government policies on the business.
We can see that 11(15.2%) of respondents have been affected in accessing to finance,
7(9.7%) in business registration/licensing, 19(26.4%) of respondents in Taxation, 21(29.2%)
in Import/Export procedures, 13(18.1%) in Labor/employment regulations and only 1(1.4%)
of respondent in other area. This clearly shows that maximum numbers of respondents were
affected in the area of Import/export procedures by the government policies.

Affected area by government policies

Access to financeBusiness Registration/licensingTaxationImport/Export proceduresLabor/employment regulationOthers

Response Number Percentage

Access to finance 11 15.2%
Business
registration/licensing

7 9.7%

Taxation 19 26.4%
Import/export procedures 21 29.2%
Labor/employment
regulations

13 18.1%

Others 1 1.4%
Total 72 100%
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3.2.7 Effect of Tax Policies on Operational Costs
Table and Figure 7

Response Number of respondents Percentage

Increased my costs 5 7%

No impact 20 27.8%

Yes, significantly 15 20.8%

Yes, slightly 32 44.4%

Total 72 100%

From the above table and figure 7, we can see the effect of tax policies on operational cost of
the small businesses in which 5(7%) of respondents claims that tax policies have increased
their operational costs, 20(27.8%) of respondents have no impacts from tax policy, 32(44.4%)
of respondents have claimed slight effect in their operational costs and 15(20.8%) of
respondents have significant changes on their operational costs due to tax policies.

Effect Of Tax Policies

Increased my costNo impactYes, significantlyYes, slightly
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3.2.8 Loan or Grant Scheme Support
Table and Figure 8

Response Number of respondents Percentage

I applied but did not
receive any support

17 23.6%

I did not apply 12 16.7%

No 15 20.8%

Yes 28 38.9%

Total 72 100%

The table and figure 8 shows the loan or grant scheme support to the business by government
in which 17(23.6%) respondent applied for the support but did not received any support,
12(16.7%) respondents did not apply for the scheme support, 15(20.8%) respondents have no
support and 28(38.9%) respondents got the loan or grant scheme support by the government.

Loan or Grant Scheme Support

I applied but did not receivesupportI did not apply
No
Yes
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3.2.9 COVID-19 Policies Support
Table and figure 9

Response Number of respondents Percentage

No support received 22 30.6%

Not applicable 19 26.4%

Partially 23 31.9%

Yes, fully 8 11.1%

Total 72 100%

The table and figure 9, shows that the Covid-19 policies support by the government to the
business. Here, 22(30.6%) of respondents did not received any support, 19(26.4%) of the
respondents were not applicable to receive any support from the Covid-19 policy, 23(31.9%)
respondents received partial support from covid-19 policy, and only 8(11.1%) of the
respondent received full support from the Covid-19 policy from the government.

COVID-19 Policies Support

No support receivedNot applicablePartiallyYes, fully
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3.2.10 Willingness for Follow-up Interview
Table and figure 10

Response Number Percentage

No 29 40.3%

Yes 43 49.7%

Total 72 100%

From the above table and figure 10, it shows the willingness for follow-up interview of the
respondents in which 29(40.3%) of the respondents rejected for the interview whereas
43(49.7%) of the respondents accepted for the follow-up interview.

Willingness for Follow-up Interview

NoYes



15

Chapter IV: Policy Analysis and Findings

Major Government Policies:
1. Industrial Enterprises Act 2016 – Aims to support small and medium industries by
simplifying registration, offering tax exemptions, and providing incentives for innovation
(MoICS, 2016).

2. Monetary Policy 2023/24 – Issued by Nepal Rastra Bank, this policy encourages
concessional loans to small enterprises in priority sectors (Nepal Rastra Bank [NRB], 2023).

3. Startup and Innovation Policy 2021 – Promotes innovation among entrepreneurs by
offering incubator support, seed funding, and mentorship (Ministry of Finance [MoF], 2021).

4. SME Policy Draft 2020 – A proposed framework focused on enhancing SME
competitiveness and access to markets (MoICS, 2020).

Key Findings:
Positive Impacts:
The study highlighted many fascinating positive impacts of government policies on Nepalese
small firms. Almost 73% of the respondents indicated that they were helped by the
concessional loan facilities offered by the government to access working capital and
investment. In addition, the availability of online business registration systems reduced the
time to establish a new firm by nearly 30%, as per Nepal Rastra Bank (2023). The financial
innovation raised procedural effectiveness and reduced the administrative load on new
entrepreneurs. Furthermore, income tax rebates and exemption from VAT were strong
incentives prompted many informal companies to officially register, thereby integrating them
into the formal economy as well as expanding the national tax base.
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Challenges:
Despite such encouraging trends, the study also ascertained some of the principal
challenges that are still in the path of total success of government programs. A significant
65% of the respondents indicated insufficient information concerning available government
support programs, according to Shrestha (2002). This absence of data indicates poor
dissemination and outreach by the relevant government departments. Moreover, excessive
delays in accessing government-guaranteed loans were also frequently cited, primarily due
to the cumbersome application process and prolonged document authentication process.
Furthermore, absence of internet connectivity and low digital literacy rates— particularly in
rural and semi-urban areas—restricted the roll-out of e-governance applications and digital
platforms. These issues collectively reduce the availability the need for more effective
communication strategies, simplified processes, and targeted digital inclusion strategies.
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Chapter V: Problems Identified and Activities Done

5.1 Problems Identified
1. Low Awareness among Small Business Owners
A significant majority of the small business owners of Pokhara were unaware of the various
government policies, subsidies, and support schemes that were in place to assist them.
Although beneficial schemes such as concessional loans, tax rebates, and digital
registration facilities were initiated, a majority of entrepreneurs reported that they had
limited information about accessing these schemes. This lack of awareness has denied
many eligible business accesses to available funds that would have assisted them in
growing and getting formalized.

2. Local Implementation Gap

Though policies on national levels appear to be firm on paper, loopholes in enforcement
were prevalent at the municipal and local levels. Entrepreneurs complained of
inconsistencies in the implementation of policies and slow service delivery. For instance,
while some tax exemptions were claimed verbally, not all local taxation offices had
standard procedures for this. Similarly access to government-financed programs usually
involved cumbersome paperwork and ambiguous regulations, discouraging small business
owners from filing applications.

3. Technical and digital barrier

Another issue noticed was that of poor digital literacy among the entrepreneurs, especially
the use of digital tools introduced under e-governance programs. The majority of small and
medium-sized entrepreneurs, especially from rural and semi-urban India, found it difficult
to use the online registration portals, digital banking services, and tax filing systems. Low
digital literacy and accessing digitized services intended to support business processes.
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5.2 Activities Undertaken
5.2.1 Entrepreneurs Field Interviews and Surveys
To get information about the realities on the ground, there were series of guided interviews
and questionnaires conducted among over 21 small businesses owners in different industries
that operate in Pokhara. They comprised retail, tourism, manufacturing and services. This
was aimed at gathering first-hand information regarding their experiences with government
policies, awareness, and challenges facing them in getting access to support. The information
gathered helped to identify common trends and pinpoint key areas of concern.

5.2.2 Secondary Data and Policy Document Analysis
Key policy documents, guidelines, and reports published by the Ministry of Industry,
Commerce, and Supplies (MoICS) and Nepal Rastra Bank (NRB) were studied. This helped
in understanding the purpose and outing of current policies. It also aided comparison of
stated policy goals and their enactment, suggestion the disparity between policy statement
and practice.

5.2.3 Focus Group Discussions and Consultations

Stakeholders like the municipal officials, representatives of the Federation of Nepalese
Chambers of commerce and Industry (FNCCI) –Pokhara chapter, and local non-government
organizations were interviewed through focus group discussions. The interviews provided
valuable inputs regarding real issues faced by both the implementing agencies and the
beneficiaries. Informal consultations also helped identify possible solutions and alternations
that would make policy implementation more inclusive and effective.
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Chapter VI: Conclusion and Lessons Learned

Conclusion:
The government of Nepal's policies have shown the aspiration to enable small businesses
through policies such as financial assistance, concessional loans, and simplification of
administrative procedures. All these are aimed at supporting entrepreneurship, formalization,
and economic growth. However, the impact of these policies has been marred by numerous
challenges including ineffective implementation at the local level, low awareness
among entrepreneurs, and digital infrastructure and skills-related challenges. For small
businesses to benefit from government support to the maximum, policies must be more
transparent, easily accessible to all, and must be complemented by measures for
capacity building.

Lesson learned:
Key lesson from this study are to consider ground realities in the formulation and
implementation of policies. Policymakers must consider the practical concerns of
entrepreneurs, particularly in rural and semi-urban areas. Conducting regular awareness
programs and imparting training programs can enhance policy coverage and effectiveness.
Public-private partnerships can also be encouraged to deliver and monitor the support
programs more effectively so that the policies do not remain on paper but get converted into
tangible positive change for the small business sector in Nepal.
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Appendix

Age
o ( ) 18-25
o ( ) 26-35
o ( ) 36-45
o ( ) 45+

Gender
o ( ) Male
o ( ) Female
o ( ) Prefer not to say

What is your business sector?
o ( ) Manufacturing
o ( ) Retail
o ( ) Service
o ( ) Agriculture
o ( ) Others

How many employees does your business have?
o ( ) 1-10
o ( ) 11-25
o ( ) 26-50
o ( ) 50+

How many years has your business been operating?
o ( ) Less than 1 year
o ( ) 1-3 years
o ( ) 4-10 years
o ( ) 10+year

Are you aware of government policies specifically aimed at supporting
small business?

o ( ) Yes
o ( ) No
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Which of the following policies have you heard about or used? (Check all
that apply)

o ( ) Tax concession
o ( ) Low interest loans / Credit Facilities
o ( ) Training and capacity building programs
o ( ) Subsidies / Grant
o ( ) Simplified business registration
o ( ) Other:

How would you rate the overall impact of government policies on your
business?

o ( ) Very Positive
o ( ) Positive
o ( ) Neutral
o ( ) Negative
o ( ) Very Negative

Which area of your business has been most affected (positively or
negatively) by government policies?

o ( )Access to finance
o ( )Business registration/licensing
o ( )Taxation
o ( )Import/export procedures
o ( )Labor/employment regulations
o ( )Others

In your view, have government policies made it easier or harder to run
your business?

o ( )Much Easier
o ( ) Somewhat Easier
o ( ) No Difference
o ( ) Somewhat Harder
o ( ) Much Harder

Have tax policies for small businesses helped reduce your operational
costs?

o ( ) Yes, significantly
o ( ) Yes, slightly
o ( ) No impact
o ( ) Increased my costs
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Have government loan or grant schemes helped your business grow?
o ( ) Yes
o ( ) No
o ( ) I applied but did not receive support
o ( ) I did not apply

Did COVID-19-related government policies provide sufficient support for
your business during the pandemic?

o ( ) Yes, fully
o ( ) Partially
o ( ) No support received
o ( ) Not applicable

Would you be willing to participate in a follow-up interview or
discussion?

o ( ) Yes
o ( ) No


