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PREFACE

Nepal Rastra Bank (NRB) has regularly conducted research and policy analysis on key areas such
as monetary, real, external and fiscal sectors. In line with its Strategic Plan and Special Study
Guidelines 2076 (updated 2079), NRB has prioritized thematic studies to support evidence-based
policymaking.

In this context, the Research Unit of NRB Birgunj Office conducted a special study entitled
“Present Status of Micro, Small and Medium Enterprises (MSMESs) in Chitwan and Makwanpur”
under the Annual Work Plan for FY 2081/82.

This study collects primary data from 321 MSMEs, covering demographic details, financial
structure, employment structure, performance characteristics and various internal and external
factors that have direct and indirect role in firms performance. The study examines the contribution
of MSME:s to value addition, employment and empowerment, presents the statistical estimates in
number and graph and uses chi square and ordered logit to generate model for identifying
contribution of various variables. The findings provide useful insights for improving MSMEs

performance and recommends various improvement measures.

I express sincere thanks to NRB Birgunj Team (Deputy Director Mr. Rajkumar Khatri, Assistant
Director Mr. Avinash Kumar Gupta, Head Assistants Mr. Upendra Chaudhary, and Mr. Sanjit
Ghimire, Assistant Mr. Krishna Adhikari) for their hard effort in proposal design, data collection,
analysis and report writing. I extend my special appreciation to Mr. Krishna Adhikari for his lead
role in statistical analysis and report writing, to Director Mr. Sharan Kumar Adhikari and Deputy
Director Mr. Yagya Shrestha for their initiation of this research work. I thank Economic Research
Department, NRB, Baluwatar for supporting us to conduct this research work and final review of
this report. I finally thank all enterprises who provided us with their valuable time in completing

this questionnaire and other useful feedbacks.

I hope this report proves valuable for policymakers, researchers, and institutions dedicated to

MSME development in Nepal.

Sushil Poudel

Director

Jan 2026 (Poush 2082)
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PRABRT R

Tt qwfg T A feq wfvafgar oy, QT qoar wRrar SARES (MSMEs) T SIfHeT
Hecdqul TWEH T | AT SUNEE AR (o1, e Afvalyg, Tavadd ¥ GeRhleoret
HIEFHATS ATF TAT ATHISIR A& AT ARTET TATISA | aTeAeh] T=HAT (MSMEs)
AN FTACSTTEwdT 2.5 TAeTd (,33,34% & IITSIH), Felve TALTchepl 5%, 8 greera
(33,35,¥%\9 A A1), aAMUE el § IAeqd (& R 7 & foshl) T Al
HITATTHGRT oAl fasSTHa®edl 2% % qfqerd (R,93,¥3% giass™ Aigdr q=erae)
fear <Te, AT qAT HRTAT IR LH |

I FRBIX T AUTA AT Sebel T, JTAT TAT HYRTAT FATTETDT LATIAT T TAGTHT oATHT
fafir=T TR HER oA e ATTHT B | AT, TEAT FAHTEEDT TATAHTAT FTIT T
&1 gAY (Hatad g7 Febert B |

AT ST efeh GRS BTATATA [T HLHTT FEFHH Avaid foqad T HhaT TR fTecTe]
39 T SUNETATE T Heheld TRl G | Tg-=RUT Tk THAT FAlE (Multi-stage
stratified random sampling) fafa ATRT SIFUHT AT ITNTEEATS TAE FrqaTATRT ATAHATS
JATAAT WRT5 dA(b FebeAd TRUHT 9T | ALITHAT FUATHE qLh(h, @aq
faeerouens fafaesar U T TANTH! FEATTTEAATS TATT GTH BIRBedbl GRIaro

TRUH B, STAH q& (Thpves (e FHITH EH G

o FRIAH! ATATKHT FIATTITET ATUTRUIT (Perception) TAETT Y.\ FIATT IUNTEEH!
FHTES [eafd @Ehal (33,9 Yiaera AT T 3% Uiaerd 3= FRrae) fauesr 3
A 0.3 gfqerdaes feafq fear ¥ 399 yfqerae fealq qarRi=HE @d T2l |

o AT drad gfawer 99.9 gfaera, Srad &rHar ITART Y09 giaera, aife drad
TSI 9. ¥ AT T I Aad oA 99.3 TaT Igehl TZTH B | T, ATNE
fershIehl HeAeh Xl & ¥O o, =[Thl YSil & W, &M@ T HA (&R Ioil 3. 40 1@
TEh U T |

o I YUTHE FhaTeeedl AT AHT Q.9 Fiqerael '@a’ T 9%. % Ficqerder
A @I AT ATATAT TbT S |

o JANTHl TH T FATLIqeTg ¥Y. & FaeTdel drad, & fqerdel @xrer 3fg afq
GIrd ¥ W, giaerad THT sfE afq T "eEr B

o THY HY ATATEARVGATS YY.% FIqeTd SUMI @F g AT @I T 3§ Fiqerad
AT A HATFT TH G |

o FH=AT YSTIH! AATATATS ¥%.3 Ffaerdel igd ¥ 3R 9iqerdel @=re 3@ afq @xrd
Sof AT ITEwT S |




FAETU TRUHT U9 IATT JARTA THT TATIRDT AAAT AT &bl TATTH B
T 5. ¥ GfaeTdel T9rg Arad AT B |

F 3%.0 GIAAT Y, AT AT AYRTAT JANEE THY FHoAl [a0pl AGLATATS
'HGT AR T I ¥ Y& FiTeTae agers Exre’ sfg ol v ST e
B | AR IHE faii SIae S99 ARRIT a9d el TEUH B T G
<t T faxirar Teemane fega il e B |

THT H JUTAId ¥3.9 e IANES AA=e Ach TLhl @i 99 353
gfqeTae T9aTs Srad wE S |

%9 GiTITT JANTER THT TS ATATARITATS AT HeATSH Tl T 99 ¥3.0
gfaeraer Teers E@va’ afg Hfa @xre’ FuiET TEE S | THA TARB! ATLATIT
ITHT A=A TEhl b T, |

grafr AaeTrerTehl AT ¥Y. Y FIqeTdel FEa T 3.5 Wqerdel HHWR AT T8eh
FATTHT B |

I &THATT HeATSHHT ¥, YTqerael rad T 3¥. ¥ yiqerad @ sfg sifd avr
SOTTHT ITEHT T |

FAITT AT ATATARIH THRIHE AR A=A ¥ 0.5 FIATded A T .9
JiqTeTae S=d THERICHE AT Hedqd TH G |

TEEEIF JUNEE (39,5 Yqerd) o JUNT-9¥eg qiawars 'drad’ dTe S 99
3Y.& gfaerder a9arg 'a@ue’ 3@ ufd @ue’ T 3.5 glaerdd @e’ 9HT g Tl
B | qAAICHE ®IHT AY T (R5.% HIqeTd) SURTE® 9T AT qiawars
T sfg et T AT B |

5.9 99T JATNT PR T FUTA AT Aebebl YIATET T AETAAT BTahHESHT
qATAATATE @RI <G AT GRS SUTHT QR B | T [GTATT GIeqTed T Gerda
FRHHPT AT G SRTAHT AT el I, |

Ordered Logit Model AHR AXHR qAT brg1d oehebl TTcdTad ¥ Yiald Aqeqeado
IR FHTHTEAAT GERTCHE T (at significance level below 5%) EIECIRA e 1G]
B | Fodl GG T HHE! FAATT THRICHE T TRbT G T (29 AALATTHb]
T Afedl Taeqde FUHT IJANEEH FEATHERET I=d TEUH § (at
significance level below 15%) | ATIH T AT ATCARAT FIATFTET TaTI PRC]
THRICHE FRBEH EIHT IM@UHT S (at significance level below 5%) W TLTATE
SfeeAdT T TPl T Giq ARRICHE S@T i Ol JeAiehid ®YAT AT H
TEH B |
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EXECUTIVE SUMMARY

Micro, Small and Medium Enterprises (MSMEs) have important role in economic prosperity and
social well-being. MSMEs contribute to these goals through employment, value addition,
innovation, empowerment and other numerous channels. In Nepal, MSMEs contributes for 99.8%
of the number of total establishments (9,23,356 establishments); 84.7% of the total persons
engaged (32,28,457 person); 62.2% of the total annual sales (2915.6 Billion); and 99.96% of the

female managers (2,73,436 establishments lead by female managers).

Government of Nepal (GON) and Nepal Rastra Bank (NRB) have initiated various programs with
aim of supporting establishment and growth of MSMEs. However, their effectiveness have often

been measured, and even when measured are in less frequency and subject to various limitation.

As a part of NRB Birgunj Office’s special study program, the research unit collected data from
321 MSMEs sample from Chitwan and Makwanpur Districts. The samples were chosen using
multi-stage stratified random sampling method and data were collected using standard
questionnaire and field interview. The study uses descriptive statistics, charts and analytical
techniques to present the findings and examines the contribution of various factors to firms'

performance. The highlights of the findings are:

e Based on turnover perception, majority (52.7%) of enterprises surveyed reported
performance status as declining (23.7% moderate decline and 29.0% sharp decline), 20.3
percent reported stable and 27.1% reported increasing (19.9 moderate increase and 7.2%
to sharp increase).

e The average return on investment is found to be 11.7%, average capacity utilization was
found to 50.7%, average operational for month was found to be 11.4 months, average daily
operation hour was found to be 11.3 hours, median annual sales are around 40 lakhs (NPR),
paid up capital is 25 lakh (NPR) and gross fixed capital is 50 lakhs (NPR).

e The overall administrative procedures faced criticism with 15.7% reporting it to be bad and
16.4% to be very bad.

e The highest proportion (45.9%) of MSME:s rated the overall location as average, while
29% rated it bad to very bad and 25% rated it good to very good.

e The highest share (35.6%) of MSMEs, assessed the overall labor environment as average,
while 55.5% described it as bad to very bad.

e The highest proportion (46.3%) of MSMEs rated overall raw material conditions as
VIII



average, while 32% rated them bad to very bad.

A major proportion (51.9%) of the MSMEs found the overall infrastructure to be good,
whereas 28.4% found it to be average.

A total of 39.0% MSMEs considered overall credit finance to be average, while 44.6%
considered it to be bad to very bad. Personal savings is highest financial source of fund
followed by credit from banks and financial institutions.

The highest proportion (36.2%) of MSMEs rated overall taxation as average, whereas
43.1% rated it bad to very bad.

The highest proportion (47.6%) of MSMEs rated the overall market environment as
average, while 43.0% rated it bad to very bad, indicating general dissatisfaction with
market conditions.

The highest proportion (45.5%) of MSMEs rated overall technology adoption as average,
while for 36.8%, the rating was bad to very bad.

The largest proportion (49.7%) of MSMEs ranked overall leadership as average, followed
by 34.4 percent, which ranked it as bad to very bad.

The highest proportion (40.8%) of MSMEs rated the overall macro environment as having
a low negative impact, while 25.1% perceived a high negative impact, showing widespread
concern over instability.

The majority of MSMEs (37.8%) rated industry-related training as average, while 35.9%
rated it as bad to very bad. and 3.8 % rated bad. A smaller share (26.2%) of firms viewed
industrial training as good to very good.

A majority of MSME:s (82.1%) rated the overall adequacy of government and central bank
support programs as bad to very bad, reflecting broad dissatisfaction with support
measures.

A statistically reliable Ordered Logit Model estimates coefficients of various factors
determining the performance of the firms. Incentives and supports from government and
central banks, and technology adoption have positive impact on firms' performance (at
significance level below 5%). Raw material and labor conditions have positive impact on
firms' performance (at significance level below 15%). Taxation, social instability,
education and leadership focus have positive impact on firms' performance but at very high
significance level. Female managers are found to contribute more to firms' performance
compared to male counterparts. Economic and political instability are highest negative
slopes as determinant of firm's performance (at significance level below 5%). Slope signs
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of administration, location and market have been found to negative but at inconclusive

significance level.

Based on the findings and conclusion, the study suggests various improvement and reform

measures:

Reform in business enabling environment through digitization, easy procedures and quality
regulations which can have positive impact on firms' performance.

Government and central bank should focus on fiscal and monetary system in terms of
stability and sustainability aspects. Political stability is another big concern for firms'
performance.

Knowledge programs, leadership development, female empowerment programs,
increasing and upgrading road and information connectivity, increasing awareness
programs about government and NRB initiation etc. can increase the firm's performance.
Increase the access to finance through innovative financial product design and consumer
protection. The financial system should redesign financial product using the current
advances in information system and use of unconventional methods of generating credit
worthiness.

Coordination between various players and programs can create synergy by minimizing
duplications of efforts and maximize positive spillovers and minimize negative spillovers

of various standalone programs.



Definition of Key Terms

1.Micro, Small, and Medium Enterprises (MSMEs):
MSME:s are broadly defined using three main criteria: fixed capital investment, employment
size, and annual turnover. In Nepal, the classification is as follows:

a. By Fixed Capital Investment (As per the Industrial Enterprises Act, 2020):

i.  Micro Enterprises: Fixed capital < NPR 2 million (excluding land and building),

employment up to 9 people, annual turnover < NPR 10 million, and power use below
20 kW.

ii.  Small Enterprises: Fixed capital between NPR 2 million and NPR 150 million.
iii. ~Medium Enterprises: Fixed capital between NPR 150 million and NPR 500 million.
iv.  Large Enterprises: Fixed capital exceeding NPR 500 million.

v.  Cottage Industries: Recognized separately for their use of traditional skills, local raw
materials, labor-intensive methods, and power use below 50 kW, irrespective of capital
investment.

b. By Employment Size (CBS, Nepal Economic Census 2018):
i.  Micro Enterprises: 1 to 9 employees
ii. ~ Small Enterprises: 10 to 49 employees
iii. ~Medium Enterprises: 50 to 99 employees
iv.  Large Enterprises: 100 or more employees
2. Industrial Classification (NSIC v4.0):

Nepal Standard Industrial Classification Version 4.0 (NSIC Rev. 4.0) is based on the ISIC Rev. 4
and categorizes industries at various levels. For this study, the classification is considered at the 2-
digit level, grouping enterprises broadly into:

i.  Primary Sector (e.g., Agriculture, Forestry, Mining),
ii.  Secondary Sector (e.g., Manufacturing, Construction),
iii.  Tertiary Sector (e.g., Trade, Services, Finance).
3.Product Classification (CPC Version 2.1):

The Central Product Classification (CPC) Version 2.1, developed by the United Nations, is used
to classify goods and services. For this study, classification is conducted at the 2-digit level, which
enables broad grouping for sectoral and output-based analysis of MSME products and services.
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Chapter 1 INTRODUCTION

1.1 Background

Micro, Small and Medium Enterprises (MSMEs) have important role in economic prosperity and
social well-being. MSMESs contribute to these goals through numerous channels. MSMEs have
significant contribution towards national income and employment, and often a driving force of
innovation and knowledge diffusion, respond to new or niche demands and social needs, and

contribute to the empowerment and inclusion of marginalized groups (OECD, 2017).

In Nepal, MSMEs contributes for 99.8% of the number of total establishments (9,23,356
establishments); 84.7% of the total persons engaged (32,28,457 person); 62.2% of the total annual
sales (2915.6 Billion); and 99.96% of the female managers (2,73,436 establishments lead by
female managers). In terms of distribution of MSMESs by industrial sectors, large proportion i.e
53.9% operate in wholesale, retail, and repair services, followed by 14.1% in accommodation and
food services, and 11.3% in manufacturing. Meanwhile, education and health services emerge as

dominant sectors for small and medium-sized enterprises (CBS, 2020).

Government of Nepal (GON) and Nepal Rastra Bank (NRB) have initiated various programs with
aim of supporting establishment and growth MSMESs. Policies and programs such as skill
enhancement programs, directed credit programs, specialized credit institutions, supports for
startups, tax reliefs, subsidized interest rates, low import tariff on capital imports, export subsidy,
public administration reforms, women and SME owner empowerment programs etc. are put
forward by government and NRB. However, their effectiveness have often been measured, and

even when measured are in less frequency and subject to various limitation.

NRB, Birgunj Office conducted survey of MSMES in two districts as part of special study program
for FY 2081/82. These two districts, Chitwan and Makawanpur selected for survey collectively
host 45,278 number of establishments (4.9 percent of total national establishments) and contributes

for total engagement of 151,209 person (4.7% of total national employment) (CBS, 2020).

The survey aims to examine the present situation of MSMESs in these districts, focusing on business
performance, and access to finance, technological adoption, infrastructural challenges and other
business enabling environments. The study also assesses; how various internal and external

business environment factors affect the performance and sustainability of MSMEs.



The study uses various statistical techniques to summarize and establish the role of different

variables on the performance of MSME. The findings of this sample survey are expected to support

regulators, government, financial service provider, private sectors and all stakeholders to reshape

their understanding of MSMEs, their operating and broader environment, and design impactful

programs to boost overall performance of MSMEs.

1.2 Objectives of the Study

The main objectives of this study are as follows:

1.

To analyze the status of Micro, Small and Medium Enterprises (MSMEs) in Chitwan and
Makwanpur districts, their contribution to economy, employment and empowerment, and

the landscape of their operating and broader business environment.

To analyze the relationship between institutional capacity, operating and broader macro

environment on the performance of MSMEs.

To support stakeholders in identifying challenges and recommend high impact measures
and programs required for boosting overall performance of MSMEs in regional and

national context.

1.3 Limitations of the Study

The limitations of the study are

1.

The study focuses on 321 micro, small, and medium enterprises (MSMEs) located in
Chitwan and Makwanpur districts. Consequently, the findings may not fully represent the

diversity of MSME dynamics across all regions of Nepal.

The data used in this research are based on self-reported responses from enterprise owners
and managers. Such information may be subject to personal bias, perceptional differences,

or recall inaccuracies, potentially influencing the precision of the results.

Most of the questions uses evaluation of internal and external environment variables using
Likert-scale indices, that are more suitable for qualitative analysis, assumes the distance
between each unit of scale is same. Also, the score of different component variables is
aggregated into one unique variable, using internal consistency test (Cronbach Alpha) and

rounded to the nearest integer. The assumptions of limited variability and uniform



progression in Likert scale demands restrictive and cautious use of aggregates and slope

coefficients derived from ordered logistic regression.



Chapter 2 LITERATURE REVIEW

Multiple studies have highlighted the role of MSMEs in Nepal for creating employment, value
addition, innovation and empowerment. The studies have identified several factors determining
the success of microenterprises. The success factors are mostly related to leadership and employee
capability, capital and market access and adoption of modern technology. The challenges
identified are - internal factors such as insufficient capacity to access finances, enter and grow
market, up skill employees, produce quality products and adopt modern technology; and external
factors such as competition from foreign products, imperfect market conditions and changing
broader macroeconomic and social conditions. These studies commonly use descriptive and
inferential techniques to establish link between MSMEs competitiveness with human, capital and
technology factors. Frequently suggested measures are mainly improving business enabling
environments; making public administration more efficient and effective; enhancement of
logistics, utility and physical infrastructure; government and private sector supports and incentives
for start-ups, skill enhancements programs, access to credit, raw materials availability and
affordability, technology adoption, access to foreign markets, tax reliefs; maintain stable economic
and social conditions, and other innovative measures and supports from multiple institutions

including private sectors (Ghimire, 2011; Thapa, 2015; KC, 2019; Kharel & Dahal, 2020).

SMEs constitute 99% of the overall number of businesses, 60% of total employment and between
50 to 60% of value addition. There exists large cross-country diversity in the opportunities and
challenges for SMEs to access markets and resources, including finance, skills, energy,
technology, innovation and knowledge, as well as in the institutional and regulatory framework,
and in citizens’ perceptions of entrepreneurial opportunities and capabilities. Therefore, it is
necessary underlines the importance of access to appropriate forms of finance; entrepreneurial
opportunities for all segments of the population; entrepreneurship education and training and up
skilling of entrepreneurs and workers; and multi-stakeholder dialogue on effective policies

(OECD, 2017).

The study report (Bruhn, et al., 2017) presents a new approach to the estimation of the unmet
potential demand for financing by studying MSMEs in developing countries (by industry, age,
formal, and size categories) and applies this benchmark to MSMEs in developing countries. The
study estimates financing gap in informal enterprises to be around 10% of GDP and
microenterprises are among the most credit-constrained and have the lowest access to credit,

followed by those women-led. From these findings, the study emphasizes potential implications
4



for the public-sector bodies, private sector financial institutions, and technology providers on
closing this gap, which requires developing suitable financial products for specific target groups,
enhanced credit assessment, and more robust data systems, especially in low- and middle-income

countries.

The Business Enabling Environment (BEE) project by the World Bank (WB, 2022) presents the
role that regulations, public services, and institutional efficiency and effectiveness can play on
firms' competitiveness and growth. It presents the major barrier to firms' competitiveness and
growth in the form of entry processes, business location, utility and other infrastructures, labor
availability, finance, trade, taxation, dispute settlement, market competition and business
insolvency measures. The framework also incorporates role digitalization and gender inclusion in

sustainability of firms.

The OECD report (OECD, 2023a) discusses dearth of reliable evidence on the impacts of SME
and entrepreneurship policy and highlights the fact that either evaluations have not been
undertaken or their methodologies have not been of high enough standard. It recommends the steps
of evaluation framework starting from- establishing clear objectives for policies and programs at
the outset, measuring changes on a common set of core impact indicators alongside possible
additional indicators to measure specifics, setting up control and treatment groups, and tracking

survivors and non-survivors.

The OECD report (OECD, 2023b) offers advice to various levels of government on how to increase
productivity and innovation spillovers from foreign direct investment (FDI) to domestic small and
medium-sized enterprises (SMEs) and the local economy. Beyond FDIs direct contribution to
capital and employment, quality FDI can benefit host economies through knowledge and
technology spillovers that increase productivity of domestic SMEs and opportunity for entering in
Global Value Chain. The report suggests improving governance framework for FDI-SME policies,
attracting productivity enhancing FDI, fostering SME absorptive capacity, enhancing economic,

structural and geographical factor, and strengthening diffusion channels of FDI-SME spillovers.

The OECD report (OECD, 2023c¢) explains while most SMEs have little direct exposure to Russia
and Ukraine, they have been affected by rising geo-political tensions, high inflation, tighter
monetary and fiscal policy, and supply-chain disruptions. Since the start of the war, firm entries
have also been growing at a much slower pace and firm exits have risen substantially, as firms had
to cope with the ensuing energy crisis and the withdrawal of fiscal support. The reports highlight

the fact that access to skills is critical for SMEs to adapt to rapid changes in economies, where
5



value creation increasingly hinges on human capital and intangible assets. SMEs will therefore
have to strengthen efforts to close skills gaps, retain trained and skilled staff, as well as upgrade
transversal skills, including technical and managerial skills, to drive innovation, make the most of
digitalization and invest in decarbonization. The report suggests that governments have a strong
role to play too, through support that raises awareness on skill needs, reduces training costs for
SMEs and promotes workplace training, including through tax incentives and subsidies (e.g.,

vouchers).



Chapter 3 RESEARCH METHODOLOGY

A survey research design was used to collect data from MSMEs owners and managers through
structured questionnaire. These districts were selected for their economic relevance and
representativeness of MSMEs activity in central Nepal. The research applied both descriptive and

analytical statistics to explain the MSMEs landscape and assess statistical relationships and trends.

3.1 Survey Design

Components of survey design are stated under each heading below.

3.1.1 Sampling Frame

All MSMEs from two districts, Chitwan and Makwanpur are constitute sampling frame from the
study. The sample was proportionally allocated, that is 64% for Chitwan and 36% for Makwanpur,
following the establishment ratios from CBS (CBS, 2020). A list of enterprises was prepared with
support from the Office of Industries and Commerce of each district. Additional sample frame for

enterprises not included in the list was collected during the field survey.

3.1.2 Calculation of Sample Size

Sample size estimation for mean, are calculated using the formula below;

Z%2x CV?
n=-—7—x(1+NR)
where,
Z =1.96, 95% confidence interval of estimate

CV=0.51, coefficient of variation estimated from pilot survey result

E =0.055, mean estimate within the range of +£5.5% of estimated mean, (slightly used different

that conventional 5% due to resource constraint on data collection)
NR = 0, zero non-response is maintained by substituting non-response by another sample

Sample size (n) of 330 is required for achieving mean with confidence estimate of 95% and within

5.5% of estimated value.



3.1.3 Sample Selection

Multistage stratified random sampling and random cluster selection method were employed to
select ultimate sampling unit. In the first stage, both districts were chosen. At the second stage,
local-level strata (metropolitan, sub-metropolitan, urban municipality, and rural municipality)
were created for each district. There are groups of local levels within the strata. Using random
sampling, at least one local level was chosen from local level type strata. At the third stage, one or
more wards were randomly chosen from each of the chosen local levels. The final sampling unit

was chosen at random from the chosen ward.

Figure 1: Sampling Process

Population Frame: All MSMEs in Chitwan & Makwanpur

v

Stage 1: District Selection
Chitwan and Makwanpur (both selected)

v

Stage 2: Stratification by Local Level Type
Metropolitan »+ Sub-Metropolitan * Urban Municipality = Rural Municipality

v

Clusters: Local Levels (LLs)
Randomly select =1 T.ocal Level per stratum

v

Stage 3: Ward Selection
Randomly select one or more Wards in selected LLs

v
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Final Stage: Randomly select ultimate sampling units (e.g., enterprises)
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3.1.4 Data Collection
Questionnaire were used to collect primary data for this study. Staff from NRB, Birgunj visited
the survey units in selected wards of Chitwan and Makwanpur districts and conducted interview

to fill the structured questionnaire. The survey was conducted over a period of two months between

March and April of 2025.

3.1.5 Questionnaire Design and Validity
Structured questionnaires were developed through literature studies and based on MSME

diagnostic approaches. This included both factual questions (such as age, turnover, capital
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structure, etc.) and Likert scaling (such as opinions on infrastructure, finance, labor, and policy,

ranging on a scale of 1= Very Good/Low Impact to 5 = Very Poor/High Impact).

Content validity was ensured through expert review and alignment with the objectives of the study.
Constructs such as administrative management, financial access, and technology adoption were
grouped for analytical robustness. Multiple questions indicating same unique category variable

were used to build the overall category variable. To ensure the reliability of grouped Likert-scale

items, Cronbach’s Alpha (a) test were computed to test internal consistency of grouped variable.

Table 1: Description of Variables used in the Study

Variable Label Definition

Business q23 Ordinal dependent variable measured on a five-point Likert

Performance scale: 1 = Excellent growth, 2 = Moderate growth, 3 = Stable,
4 = Somewhat decline, 5 = Significant decline. Used as the
dependent variable in the ordered logistic regression, reversed
as 1-Very poor to 5-very good)

Administrative q36—q39 | Composite index derived from items on administrative

Efficiency procedures such as licensing, registration, documentation, and
inspection.

Labor q44—q47 | Composite measure based on items concerning adequacy, cost,

Availability and skill composition of the workforce.

Raw Material g48—q51 | Composite variable summarizing availability, quality, and

Access price stability of raw materials.

Credit Finance q58—q60 | Composite score reflecting the ease of obtaining finance and
adequacy of credit facilities.

Taxation System | q61—q63 | Average of items assessing tax payment processes, rate
structures, and administrative simplicity.

Market Access q64—q69 | Composite index derived from items on competition, customer
access, and business opportunities.

Technology q71—q74 | Mean score representing the use of production, marketing,

Adoption payment, and accounting technologies.

Leadership q78—q82 | Composite measure describing managerial emphasis on

Focus planning, innovation, and team coordination.

Incentive q84—q88 | Composite score reflecting the availability and effectiveness of

Support government and institutional support programs.




Economic q75 Measures the impact of macroeconomic instability (e.g.,
Instability inflation, exchange rate fluctuations) on business.

Impact

Political q76 Measures the influence of political instability and governance
Instability issues on enterprise performance.

Impact

Social Instability | q77 Measures the effect of social changes, migration, and labor
Impact trends on business operations.

Gender of gender Binary variable coded 1 = Male, 0 = Female.

Entrepreneur

Education Level | edu level | Categorical variable coded as: L = Literate, S = SLC, P = Plus

Two/Diploma, B = Bachelor, M = Master’s degree.

3.2 Data Processing, Summary Statistics and Analysis

The collected raw data were first entered and organized using Microsoft Excel, verified and use
for statistical presentation and analysis. The classification of MSMEs was done on employment

size categories as per the standards established by Nepal Economic Census 2018, where micro

enterprises employ 1-9 persons, small enterprises 10—49 persons, and medium enterprises 50-99

persons. While most of the findings are aggregated without grouping, only some findings that are

significantly different across MSMESs groups are presented in this report. Other tests and regression

models were used for further analysis.

3.2.1 Descriptive Statistics

Preliminary visualizations, including charts and tables, were generated using Microsoft Excel,

Python and Stata v17.
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3.2.2 Paired Sample T-Test Analysis
Paired sample t-tests were conducted to analyze difference such as, difference in financial sources

from the time of business start-up to the present, variable difference by MSME groups.

3.2.3 Chi-Square Test of Independence

To examine the association between MSME performance and its potential influencing factors, the
Chi-square test of independence was employed. This non-parametric statistical test evaluates
whether there is a significant relationship between two categorical variables and in this case,
business performance (Q23) and a range of determinants such as administrative efficiency, labor
market conditions, access to finance, taxation, market competition, technological adoption,
leadership focus, infrastructure stability, and various forms of instability (economic, political, and

social).

3.2.4 Ordered Logistic Regression Model Specification

Further econometric analysis was conducted using Ordered Logistic Regression in STATA
Version 17. Since the dependent variable, MSME business performance, is measured on an ordinal
5-point scale reversed as 1-Very poor to 5-very good), the study employed an Ordered Logistic
Regression (ologit) model. This approach is suitable when the outcome variable represents ordered
categories without assuming equal distances between them. The model estimates the probability
that a firm’s performance falls into a particular category or below, based on a set of explanatory

variables.

Formally, the ordered logit model can be expressed as:

logit(P(Y <)) = oy — ByX; — BoXy — BiXy forj=12,..,/—1

Where:

Y = ordinal dependent variable (Business Performance j = threshold between response categories
to increasing in order of Significant decline to Significant increase)

Jj = threshold, cut points between response categories defined as {-infinity to 1 = Very poor, 1 to
2 =poor, 2 to 3 = average, 3 to 4 = good and 4 to infinity = very good}, where specific outcomes
for dependent variable are based on the predicted value lying into separate cut points scores. The
cut points (/cutl,/cut?2,...) reported in the output represent internal thresholds that separate the

performance categories,
11



Xz, Xz ..., Xy = explanatory variables {Administrative System, Labor, Raw Material,
Infrastructure, Credit Finance, Taxation System, Market, Technology Adoption, Leadership
Focus, Incentive Support, Economic Instability Impact, Political Instability Impact, Social

Instability Impact, Industry related training of employee, Gender of Entrepreneur, Education
Level}

Pr= the estimated coefficients showing the direction and strength of association.
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Chapter 4 DATA PRESENTATION AND ANALYSIS

4.1 Respondents Information

Out of 321 establishment surveyed, 97.5 % of establishments are MSMEs, about 85% enterprises
were managed by male, about 85% enterprises were managed by middle aged youths (30-59 years),
about 75% enterprises were managed by entrepreneurs with education qualification below 10+2,
50% enterprises of enterprises are operational for 1-5 years and mostly belongs to industries in
manufacturing, agriculture, wholesale and retail trade and accommodation and restaurants and
mostly produce and process agriculture products, manufacture furniture and metal products,
provides wholesaling, retail, accommodation, restaurants, education, health and other services.
Almost 95% of enterprises were found to operating and serving at local level and only about 5%
enterprises operated beyond locality of existence. No enterprises were recorded, with activity in

foreign countries.

Although the survey units were assigned using stratified random sampling (65% in Chitwan and
35% in Makwanpur based on total enterprises in two districts, based on the 2018 Economic
Census), other characteristics could not be predetermined before field study, and hence resulted in
deviation of sample characteristics different from economic census conducted by CBS. However,
the randomness of the selection and the diversity of the sample are sufficient to estimate parameters

for MSMEs in these two districts collectively at a 95% confidence level.
4.2 Descriptive presentation of Survey Findings

This section presents the thematic analysis of perception-based responses collected through, a
structured Likert-scale questionnaire and quantitative estimate for few identifiable variables,
administered to 321 MSME:s in selected wards of Chitwan and Makwanpur districts. The summary

statistics are presented in Table in Appendix section.

4.2.1 Performance Indicators
Based on turnover perception, majority (52.7%) of enterprises surveyed reported industrial

performance status as declining (23.7% moderate decline and 29.0% sharp decline), 20.3 percent
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reported stable and 27.1% reported increasing (19.9 moderate increase and 7.2% to sharp increase).

Figure 2 Performance Status of Enterprises, over the past five years

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Good, 19.9 Bad, 23.7
Very Good, 7.2 Average, 20.2 W Very Bad, 29.0

The average return on investment is found to be 11.7% (£1.8% at confidence level of 95%), and
slightly decreasing with size of enterprises. The average capacity utilization was found to 50.7%
(£2.58% at confidence level of 95%). The enterprises were observed to be operational for 11.4
months, while medium size enterprises operated for 12 months. the average daily operation hour

was found to be 11.3 hours (£0.46 hour at confidence level of 95%).

Median annual sales are around 40 lakhs (NPR), paid up capital is 25 lakh (NPR) and gross fixed
capital is 50 lakhs (NPR). The median sales to capital ratio are found to be 1.6 times with 1.25
times for small, 2.5 times for small and 3.6 for medium sized enterprises. The sales to capital ratio,

also known as efficiency ratio is increasing with size of enterprises.

The perception on industrial performance and quantitative estimates of capacity utilization,
operational month and daily operation hours result across enterprises size were observed as
statistically similar. However, average return on investment is found to be decreasing despite the

common understanding that size brings opportunity from economies of scale and scope channel.

Asset turnover, ratio between sales to total asset measures the efficiency of asset utilization. Sales
are found to be lesser than gross fixed capital, signaling excess capacity in the economy. Low-
capacity utilization signals excess capacity in the system. Inefficiency of capital have mostly come
from rigidity of firms to adopt modern technology and practices as well as other external factors

affecting cost and market.

4.2.2 Perception of Administrative System
The largest proportion (40.6%) of MSMEs found the dispute settlement process to be average,
followed by 37.9% finding the overall administrative environment to be average. At the same time,

administrative procedures faced criticism with 15.7% reporting it to be bad and 16.4% to be very
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bad. In total, a high proportion of MSMEs assessed administrative factors to range between

average to poor.
Figure 3 Evaluation of Administrative System
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4.2.3 Perception on Location Access

The highest proportion (45.9%) of MSME:s rated the overall location as average, while 29% rated
it bad to very bad and 25% rated it good to very good. Availability was the most popular and
positive indicator, with 45.1% of people rating it as good. Large percentage of firms rated legal
process and costs associated with legal process as either average and below average. Reform
through digitization and efficient dispute handling framework are most suggested in the reform of
legal system, that works through channel of cost, effort and speed. Decrease in tenure of legal

proceeding decreases cost as well as interest diversion.
Figure 4 Evaluation of Location
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4.2.4 Labor Availability and Cost
The highest share (35.6%) of MSMEs, 35.6%, assessed the overall labor environment as average,

while 55.5% described it as bad to very bad, reflecting major dissatisfaction with labor-related
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aspects. The highest negative perceptions were about the legal process related to labor issues:
43.4% rated it bad, and 9.6% very bad. This was followed by high-skilled labor availability, for
which 36.7% rated it bad, reflecting significant challenges regarding labor quality and regulation.

Figure 5 Evaluation of Labor Availability and Cost
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4.2.5 Raw material Availability and Cost

The highest proportion (46.3%) of MSMEs rated overall raw material conditions as average, while
32% rated them bad to very bad, indicating moderate satisfaction. Availability and cost of raw
material in the local market received the most favorable ratings, with 47.4% marking it good,
whereas foreign market cost was viewed most negatively, with 26.6% rating it bad and 33.5% very
bad, reflecting challenges in raw material import by SMEs. Trade reforms, mostly digitization and
easy procedures have potential to decrease cost of import and information portals to locate raw

material and diversify choices.
Figure 6 Evaluation of Raw materials
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4.2.6 Infrastructure Environment

A major proportion (51.9%) of the MSMEs found the overall infrastructure to be good, whereas
28.4% found it to be average. The overall infrastructure was enjoyed to be good in communication
(49.8%), road transport (43.8%), whereas the satisfaction level in water & sanitation was much
lower. Despite sufficient infrastructure, capacity utilization has remained low. It demands for more
specific industrial friendly infrastructure which works through production cost and connectivity
channels. Stock of white elephant projects does not only divert productive funds; they also generate

long term cost.
Figure 7 Evaluation of Infrastructures
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4.2.7 Financial Loan Access

A total of 39.0% MSMEs considered overall credit finance to be average, while 44.6% considered
it to be bad to very bad, which reveals the dissatisfaction expressed by MSMEs over overall credit
finance. Interest rate emerged as the most critical issue, with 43.3% rating it bad or very bad,
followed by repayment status (31.3%) and procedure (29.3%), reflecting challenges in credit
affordability and repayment ease among MSMEs. Financial sector reforms have mostly centered
around digitization and procedural reform, mostly in the credit assessment and collateral

managements. Delivery of digital financial services are mostly favorable when other sectors also
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use digital services in its function. Digital literacy and digital financial literacy also play role

through demand channel.
Figure 8 Evaluation of Credit Finance
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Personal savings is highest financial source of fund followed by credit from banks and financial
institutions. Use of personal saving declines during the operation of business, compared to initial
sources of fund. No significant change was observed in the use of cooperatives, business loans, or
other sources across MSME categories, implying consistent patterns in usage of these options.
Small firms have higher chance of migration of personal finance to credit finance as a source of

finance, and medium firms reduces reliance on cooperatives.
Figure 9 Sources of Fund in Enterprises (Start and Current Status)
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4.2.7 Taxation Factors

The highest proportion (36.2%) of MSMEs rated overall taxation as average, whereas 43.1% rated
it bad to very bad, reflecting general dissatisfaction with the system. Tax rates were mostly rated
bad or very bad by 42.6%, while 46.0% perceived sufficiency of incentives bad or very bad,

showing that both a high tax burden and inadequate incentives still are important concerns for
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MSME:s. Tax reforms, mostly digitization and literacy, work through supply and demand channels.

Tax reforms also work through cost as well as market channels.
Figure 10 Evaluation of Taxation System
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4.2.8 Market Competition

The highest proportion (47.6%) of MSME:s rated the overall market environment as average, while
43.0% rated it bad to very bad, indicating general dissatisfaction with market conditions.
Conversely, ease of reaching foreign markets received the poorest ratings overall, with 61.8%
marking it bad to very bad, reflecting significant export and accessibility challenges. Low

satisfaction in fairness of competition signals reforms in competition policy.
Figure 11 Evaluation of Market
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4.2.9 Technology Adoption

The highest proportion (45.5%) of MSMEs rated overall technology adoption as average, while
for 36.8%, the rating was bad to very bad, reflecting a moderate but insufficient technological
integration. Digital technology was mostly used in payment and production activities. Digitization
in marketing and administration can improve market reach and reuse data for product design.
Digital accounting and digital administration serve as strong information source for the delivery

19



of digital financial services. Only a small share, 17.8%, viewed technology use positively,

indicating that more support in the digital and technological capacity building of MSMEs.
Figure 12 Evaluation of Technology
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4.2.10 Leadership Focus

The largest proportion (49.7 percent) of MSMESs ranked overall leadership as average, followed
by 34.4 percent, which ranked it as bad to very bad. Leader focus on quality and efficiency received
major focus, while technology and employee development remain as low priority by MSMEs.
Higher turnover remains as major challenge in employee development, which in turn affects the

process of technology adoption.
Figure 13 Evaluation of Leadership Focus
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4.2.11 Impact of Instability
The highest proportion (40.8%) of MSMEs rated the overall macro environment as having a low

negative impact, while 25.1% perceived a high negative impact, showing widespread concern over
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instability. Instability in economic, political and social areas were rated as badly impacting variable
by most of the firms. When uncertainty is higher, investment decisions are delayed and preferences
for future saving increases. Continuous achievement of stability in all sectors builds trust for

investors and consumers.
Figure 14 Evaluation of impact of broader macro environment on Business Performance
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4.2.12 Industry Related Training

The majority of MSMESs (37.8%) rated industry-related training as average, while 35.9% rated it
as bad to very bad. and 3.8 % rated bad. A smaller share (26.2%) of firms viewed industrial training
as good to very good. While training opportunities exist, their quality and reach remain

inconsistent across enterprises.

Figure 15 Evaluation of Industry Related Training
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Proportion of skilled employee increases with the size of enterprises (size of employee
perspectives). The low portion of skill level of employees in the micro scale industries suggests

their higher training needs.
Figure 16 Employee skill type by size of enterprises
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4.2.13 Adequacy of Government and Central Bank Support Programs

A majority of MSMEs (82.1%) rated the overall adequacy of government and central bank support
programs as bad to very bad, reflecting broad dissatisfaction with support measures. Only few
firms reported support and incentives in public procurement and central bank policies and
programs as good to very good, highlighting the need for more targeted and MSME-friendly
interventions. Directed sector credits, subsidized interest rates and other support programs for

MSMEs works better when accompanied by absorption capacity of receiver.
Figure 17 Evaluation of adequacy of support programs
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4.3 Analytical presentation of findings

The analytical results obtained through the Chi-square test and the ordered logistic regression

model is given below.

4.3.1 MSME Business Performance and Major Influencing Factors

The test of independence was done using the Chi-Square test as shown in Table 9 in Annexure.
Highly significant effect has been noted in the labor market, raw materials, economic instability,
political instability, social instability, policy incentives, and the focus of the leadership, confirming
the findings that they are significant influencers of the MSMEs' performances. The significant
effects of taxation and incentives imply that fiscal and incentive conditions significantly affect the
performances. The moderate/weak effects of market competition and the adoption of technology
imply that they are insignificant influencers of the performances. The test revealed insignificant
effects on administrative efficiencies, location, accessibility of finances, and the stability of

infrastructure, implying a lack of differentiation on the levels of performances.

4.3.2 Econometric Results: Determinants of MSMEs Performance

Business Performance (Q23), is measured on an ordinal 5-point scale (1 = Significantly decline to
5 = Significant Increase), reversed from original measurement scale for analytical purpose. Other
variables are reversed accordingly as required, the ordered logit model regression are estimated
using omodel logit functions. Brant and Score are found to be greater than 0.05 validating
assumption of parallel lines (proportional odds) assumption. Validation of parallel line assumption
means that same slope coefficient for different dependent variables remains constant across all cut

off points.

Overall fit of equation as measured by Chi-square is significant at significance level below 1%.
Incentives and supports from government and central banks, and technology adoption have
positive impact on firms' performance (at significance level below 5%). Raw material and labor
conditions have positive impact on firms performance (at significance level below 15%). Taxation,
social instability, education and leadership focus have positive impact on firms' performance but
but were statistically insignificant. Female managers are found to contribute more to firms

performance compared to male counterparts.

Economic and political instability are highest negative slopes as determinant of firm's performance
(at significance level below 5%). Slope signs of administration, location and market have been

found to negative but at inconclusive significance level. The inconclusive results are most likely

23



to happen as a result of limited variation in the independent variables. Since business enabling
environments hampers the operation of firms over the long-run, administrative reforms, easy
availability of business location and better competition laws should be viewed from longer and

continuous improvement perspectives.

Firms performance indicators shift at average additional score of 1.3 points contribution of
independent variables, as shown by cutl, cut2, cut3 and cut4. For additional cumulate
contribution from independent variables multiplied by its slope coefficient, firms performance

jumps from very bad to bad, bad to average, average to good and good to very good.

Table 2: Ordered Logistic Regression Results on Determinants of MSME Business Performance

. omodel logit performance admin location labor rawmaterial taxation market techadopt economic_inst
> ability political_instability social_instability incentive gender edu_level leadership_attitude

Iteration @: log likelihood = -492.34506
Iteration 1: log likelihood = -441.82104
Iteration 2: log likelihood = -440.89707
Iteration 3: log likelihood = -440.89228
Iteration 4: log likelihood = -440.89228
Ordered logit estimates Number of obs = 321
LR chi2(14) = 102.91
Prob > chi2 = 0.0000
Log likelihood = -440.89228 Pseudo R2 = 0.1045
performance | Coefficient Std. err. z P>|z| [95% conf. interval]
admin -.1578083  .1414633 -1.12 0.265 -.4350712 .1194546
location -.1918825  .1564137 -1.23  0.220 -.4984477 .1146827
labor .2494429  .1469675 1.70 0.090 -.0386081 .5374939
rawmaterial .2063418 .1347121 1.53 0.126 -.0576891 .4703727
taxation .1755542 .1516349 1.16 0.247 -.1216448 .4727532
market -.0579733 .1688509 -0.34 0.731 -.388915 .2729683
techadopt .2624848 .1336327 1.96 0.050 .0005695 .5244001
economic_i~y -.4142454 .1751019 -2.37 0.018 -.7574388 -.0710519
political ~y -.4521835 .2022659 -2.24 0.025 -.8486174 -.0557496
social_ins~y .1886323 .166861 1.13 0.258 -.1384091 .5156738
incentive .5480735 .1944725 2.82 0.005 .1669144 .9292326
gender -.2410688 .2972752 -0.81 0.417 -.8237174 .3415799
edu_level .020661 .087709 0.24 0.814 -.1512454 .1925674
leadership~e .0742549 .1166655 0.64 0.524 -.1544053 .3029151
_cutl -1.347708 1.30647 (Ancillary parameters)
_cut2 -.0491846  1.301729
_cut3 1.053912  1.300215
_cutd 2.824546  1.316443

Approximate likelihood-ratio test of proportionality of odds
across response categories:
chi2(42) = 34.04
Prob > chi2 = 0.8039
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Chapter S CONCLUSION AND RECOMMENDATIONS

5.1 Conclusion

Micro, Small and Medium Enterprises (MSMEs) have important role in economic prosperity and
social well-being. MSMEs contribute to these goals through numerous channels. In Nepal,
MSMESs contributes for 99.8% of the number of total establishments (9,23,356 establishments);
84.7% of the total persons engaged (32,28,457 person); 62.2% of the total annual sales (2915.6
Billion); and 99.96% of the female managers (2,73,436 establishments lead by female managers).

Government of Nepal (GON) and Nepal Rastra Bank (NRB) have initiated various programs with
aim of supporting establishment and growth of MSMEs. However, their effectiveness has often

been measured, and even when measured are in less frequency and subject to various limitation.

Multiple studies have highlighted the role of MSMEs in Nepal for creating employment, value
addition, innovation and empowerment. The studies have identified several factors determining
the success, challenges and reform measures. The reforms suggested in Nepalese context are often

validated in different other studies of similar kind.

NRB, Birgunj conducted survey of 321 sample MSMEs from Chitwan and Makwanpur to identify
various characteristics of MSMEs reported in this report. The study used descriptive and analytical
techniques to present the findings of the report. The finding of internal and external factors relevant
to firms performance are presented and their implications are discussed along with relevant

graphical presentation in the above text.

Despite playing a central role in the local economy and employment, these enterprises are
operating at approximately half of their potential capacity, with significant dissatisfaction reported
regarding administrative complexities, high taxation burdens, and labor market rigidities. While
physical infrastructure such as road transport and communication is perceived positively, these
facilities alone have proven insufficient to drive business growth in the face of rising operational

costs and regulatory hurdles.

Statistical analysis confirms that the performance of these MSME:s is influenced more heavily by
the broader external environment than by internal location factors. The study identifies economic
and political instability as strong negative determinants, indicating that frequent policy shifts and
macroeconomic volatility are severely hampering business confidence and expansion. Conversely,

the empirical results highlight that labor availability, technology adoption, and government
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incentive support are the most significant positive drivers of performance. On the other hand, the
results have revealed the fact that worker abilities, technological implementation, and government

support are the strongest positive influencers of performance.

Ultimately, there is a distinct gap between the needs of MSMEs and the effectiveness of current
institutional support mechanisms. The widespread perception that government and central bank
support programs are inadequate which underscores the need for a strategic pivot toward more

accessible, stability-focused, and technology-driven interventions.

This report highlights the fact that for smooth transition MSMEs from survival to sustainable
competitiveness, future policy must prioritize, ensuring macroeconomic and political stability and
delivering targeted incentives that encourage technological upgrading and workforce

development.

5.2 Recommendations

To enhance MSMEs performance and sustainability, the study suggests the following measures:

1. Perception related to most of the components of business enabling environment are
poor among firms. Administrative procedures, regulatory burdens, tax administration
and tax rates, land and other property transfers, dispute settlements and legal
procedures require reforms. Reforms in business enabling environment through
digitization, easy procedures and quality regulations can have positive impact on firms
performance.

2. Macro stability in economic and political sectors have higher impact on performance
of firms. Therefore, government and central bank should focus on fiscal and monetary
system in terms of stability and sustainability aspects.

3. Technology adoption, employee development and leadership focus have higher impact
on performance of firms. Knowledge management and talent management practices in
firms and education sectors can promote such activities. Digital literacy, digital
financial literacy, employee empowerment, human capital management, total quality
management etc. and many other modern practices can support these activities.
Incorporate technical assistance in physical and e-learning, and grants related to
technology to promote competitiveness and efficiency, especially among MSMEs.

4. Access to credit can be increased by improving credit infrastructures and collateral

management systems. Innovative product design with potential of making credit more
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accessible to MSME along with digital delivery can broaden financial access.
Improvement in consumer protections' legal framework and practices improves
procedural perception in firms through increase information sharing and speedier
grievance settlement channels.

Promoting female entrepreneurship and skills development, especially in micro and
small businesses, is important for developing well-rounded and egalitarian work
systems.

Establish effective local and regional distribution networks for raw materials, labor
availability, technology and markets access can increase opportunity for MSMEs to
overcome bottlenecks in the local industrial production process and market access.
Government supports and incentives have higher impact on firms' performance,
however most of the firms were unaware of the availability, procedures and features of
programs and policies. Awareness programs using various text, audio, video and
various social media, as well as social influencers can be used to reach MSMEs and
enroll into support programs.

As all variable have their own impact, improvement in multiple areas at the same time
can bring faster change in firms' performance. Social dialogue for fostering clarity of
roles that multiple players can contribute, can increase the effectiveness of all programs

designed for MSMEs.
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ANNEXURE

Table 3: Establishments and Persons Engaged by Enterprise Size and Region

Enterprise Size National

Bagmati

Chitwan

Makwanpur

Micro (1-9) 8,80,254 (95.4%) 2,64,988 (28.7%) 27,933 (95.5 %) 15,425 (96.2%)
Small (10-49) 38,737 (4.2%) 16,044 (1.7%) 1,165 (4.0%) 561 (3.5%)
Medium (50-99) 22,53 (.2%) 1,033 (0.1%) 91 (0.3%) 33 (0.2%)
Large (100+) 1,783 (.2%) 855 (0.1%) 48 (0.2%) 22 (0.1%)
Total 9,23,027 (100%) 2,82,920 (100%) 29,237 (100%) 16,041(100%)
% of National 100.0 30.7 3.2 1.7
Source: Central Bureau of Statistics (2020)
Table 4:Persons Engaged by Enterprise Size and Region
Enterprise Size National Bagmati Chitwan Makwanpur
Micro (1-9) 1,896,850 (58.8%) 612,052 (50.2%) 64,622 (61.8%) 30,956 (66.0%)
Small (10-49) 688,889 (21.3%) 287,880 (23.6%) 21,733 (20.8%) 10,123 (22.0%)
Medium (50-99) 149,999 (4.7%) 68,725 (5.6%) 6,118 (5.9%) 2,093 (4.0%)
Large (100+) 492,719 (15.3%) 249,840 (20.5%) 12,154 (11.6%) 3,410 (7.0%)
Total 3,228,457 (100%) 1,218,497 (100%) 104,627 (100%) 46,582 (100%)
%, of National 100.0 37.7 3.2 1.4

Source: Central Bureau of Statistics (2020)
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Table 5: Number of Establishment by Indusial Sections in Chitwan and Makwanpur

Section (NSIC) Industry Category Makwanpur Chitwan
A Agriculture, forestry, fishing 465 585

B Mining and quarrying 37 3

C Manufacturing 2,116 3,462
D Electricity, gas supply 33 8

E Water supply 63 72

F Construction 88 24

G Wholesale and retail trade 7,992 16,160
H Transportation and storage 79 68

| Accommodation and food service activities 2,609 4,839
J Information and communication 50 78

K Financial and insurance activities 319 442

L Real estate activities 4 6

M Professional, scientific and technical 146 255

N Administrative and support service activities 91 157

P Education 663 794

Q Human health and social work activities 271 405

R Arts, entertainment, and recreation 41 65

S Other service activities 974 1,814
— Total (All Sectors) 16,041 29,237

Source: Central Bureau of Statistics (2020)
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Table 6: Number of Persons Engaged by Industry Section in Chitwan and Makwanpur

Section (NSIC) Industry Category Makwanpur Chitwan
A Agriculture, forestry, fishing 1,202 3,693

B Mining and quarrying 583 48

C Manufacturing 9,618 18,370
D Electricity, gas supply 670 215

E Water supply 170 518

F Construction 496 246

G Wholesale and retail trade 14,341 36,014
H Transportation and storage 291 455

| Accommodation and food service activities 5,487 14,271
J Information and communication 474 932

K Financial and insurance activities 1,641 3,858

L Real estate activities 20 18

M Professional, scientific and technical 289 823

N Administrative and support service activities 337 492

P Education 7,038 13,204
Q Human health and social work activities 1,541 7,484

R Arts, entertainment, and recreation 133 233

S Other service activities 2,251 3,753
— Total (All Sectors) 46,582 104,627

Source: Central Bureau of Statistics (2020)
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Table 7:Demographic Information of Respondents

Demographic Attributes Number of Percentage
Information respondents (%)
Gender of owner Female 50 15.58
Male 271 84.42
Age of Owner Under 30 21 6.54
30-39 89 27.73
40-49 101 31.46
50-59 82 25.55
60 and Over 28 8.72
Education Level Literate (L) 48 14.95
SLC (S) 97 30.22
Plus Two/Diploma(P) 96 2991
Bachelor (B) 38 11.84
Masters (M) 42 13.08
Business Age 1-5 Years 162 50.47
6-10 Years 54 16.82
11-15 Years 48 14.95
16 and Above 57 17.76

Source: Field Survey,2025
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Figure 18: Sectoral Distribution of Respondents
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Table 8: Chi-Square Test of Independence Between MSME Business Performance (Q23) and
Major Influencing Factors

Influencing Factors ¥* (Chi-square) p-value
Administrative Efficiency 4.58 0.970
Location 10.70 0.828
Labor Market 39.01 0.000%***
Raw Materials 75.81 0.000%**
Financial Access 19.47 0.245
Taxation 27.14 0.040%**
Market Competition 23.85 0.093
Technological Adoption 22.68 0.122
Leadership Focus 36.90 0.002%***
Infrastructure 62.55 0.150
Incentive 65.39 0.000%***
Economic Instability Impact (Q75) 103.33 0.000%**
Political Instability Impact (Q76) 88.74 0.000%**
Social Instability Impact (Q77) 50.98 0.000%**
Policy Incentives / Support 65.39 0.000%**

Source: Author’s calculation using STATA 17.0
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Table 9: Variance Inflation Factor (VIF) Test for Multicollinearity

Variable VIF 1/VIF
Political Instability Impact (q76) 3.14 0.318
Economic Instability Impact (q75) 2.98 0.336
Social Instability Impact (q77) 2.25 0.444
taxation 1.75 0.571
admin 1.79 0.558
market 1.46 0.683
location 1.64 0.610
labor 1.48 0.674
leadershipfocus 1.47 0.679
finance 1.45 0.690
incentive 1.39 0.721
techadopt 1.38 0.724
rawmaterial 1.20 0.834
edu level 1.16 0.861
gender 1.12 0.894
Mean VIF 1.71 —

Source: Author’s calculation using STATA 17.0
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