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It has been well recognized that poverty is closely linked to the levels of underemployment and
unemployment in Nepal.  Therefore, the strategy of reducing the poverty in the economic plans of the

country has focused on generating and improving self-employment through micro-enterprise
development.  UNDP Nepal funded a programme on micro enterprise development (MEDEP) addressing
the issues of poverty and employment through sustainable development of micro enterprises among the
rural households.  However, it was realized by the mid-term review of the programme in 2000 that a
conducive policy and regulatory environment is critical in the growth of micro enterprises.  Therefore, the
ILO, as a UN technical agency, undertook on behalf of UNDP and in cooperation with MEDEP,  the task
of reviewing policy and regulatory environment for the micro and small enterprises (MSEs) in Nepal.

The ILO has recently carried out the review of policy and regulatory environment in eight countries around
the world as its global programme to determine whether the conducive environment contributes to the
creation of quality jobs in micro and small enterprises (MSEs).  The policy review in Nepal has benefited in
terms of formulating an appropriate strategy from the international experience gained in such work in
several countries, including the countries in South Asia.  The review in Nepal involved four different
categories of work: a) a review of policies, legislations and procedures; b) an assessment of the MSEs�
business environment and their employment contribution; c) a survey of the MSEs; and d) a gap analysis.

Each of the above activities involved extensive consultations and discussions with key government
officials, ILO�s social partners, BDS (business development services) providers, donors and non-
government organizations (NGOs). Many of these were also members of the Steering Committee of
MEDEP, which oversaw the work being done under the review as well.  The review involved close
interaction with the partner organizations of MEDEP as well as its officials, particularly in drawing
lessons from its best practices.

The review has concluded that the absence of a policy framework for micro and small enterprises
without adequately integrated incentive package and mechanisms for support services, specially from
gender perspectives, has created a situation of �growth trap� beyond which the MSEs have not been able
to grow in terms of productivity and income.  It has been recommended that creation of a database and
formulation of an appropriate MSE definition are prerequisites in formulating a national policy and
mainstreaming gender in such policy framework facilitating the delivery of support services closest to
the operation of these enterprises.

Any review of policy and regulatory environment is a beginning in turning such environment into a
conducive one for the creation of quality jobs in micro and small enterprises.  One time action or
decision would not resolve all issues, and new issues require periodic fine tuning of the policies.
Furthermore, good intention may have mixed results if implementation of such intention turns out to be
less than optimal.  Therefore, improvement in the capabilities of implementation of the policies and
procedures is equally important in the efforts to improve the policy environment.  It is hoped that future
follow up would incorporate these considerations.

Gopal Joshi
September 2003
Senior Enterprise Specialist
ILO Sub-Regional Office
New Delhi

p r e f a c e
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This report presents the findings and recommendations of a project entitled �Micro and Small
Enterprise Policy Review in Nepal� (MSE-PR). Funded by the United Nations Development

Programme (UNDP), the project was implemented by the International Labour Organization (ILO) in
Kathmandu in collaboration with His Majesty�s Government, through Ministry of Industry,
Commerce and Supplies (MOISC) and UNDP, through the Micro-Enterprise Development
Programme (MEDEP).

Micro and Small Enterprises (MSEs) play crucial roles in generating employment opportunities and
alleviating poverty in Nepal. However, these roles are often not recognised due to the subsistent
nature, scattered existence and scale of operation of most MSEs. Nevertheless, their contribution
is significant, forcing policy makers, academics and others to consider MSEs as a vehicle for
economic development at grass roots level.

The MSEs are estimated to employ 1.6 million persons, which is more than 70 percent of the
workforce engaged in the non-agricultural sector. While MSE development has been cited as an
important development strategy in the Tenth National Development Plan (2002-2007), very little
attention has been given to this sector so far.

This project unearthed a variety of interesting information concerning the characteristics of MSE
owner-managers and the employment they create. This information highlights the importance of the
MSEs and their vulnerability to the prevailing policies, laws and regulations of the country. Drawing
from a survey of MSEs conducted for the project as well as from secondary data sources, the
following features of the MSEs emerge:

! Female participation is conspicuously high in the micro enterprise sector, but drops off in the
small enterprise sector.

! Micro enterprises are more common in rural settings, whereas small enterprises are most likely
to be found in urban settings.

! Most micro enterprises are young having started in the last four years.
! The majority of micro enterprises are not registered with either central or local government

authorities, while 60 percent of small enterprises surveyed were found to be registered with at
least one government authority.

! Registration is less common among female-owned and managed enterprises.
! It is more common to register with central government agencies.
! Most micro enterprises tend to operate in local markets��small enterprises also concentrate on

local markets, but there is more evidence of these enterprises entering broader markets.
! Urban micro enterprises sales are greater than rural ones, but not for small enterprises.
! MEDEP support was found to create more profitable micro enterprises in the areas where the

programme is active.
! Micro enterprises were found to supplement other activities, illustrating how enterprise

development is used to respond to situations of economic hardship.
! Most MSEs are heavily reliant on informal finance.
! The smaller the enterprise the worse the quality of employment as measured in terms of

salaries earned, social protection and human resource development.

e x e c u t i v e  s u m m a r y
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The policy review project has identified three broad fields of policy concern to the MSEs. Within
these fields there are specific issues of concern. These are as follows:

1 Becoming better informed about the MSEs

The absence of information on the MSEs has hampered the accuracy of the policy review process.
Existing information on the MSEs was found to be inadequate, fragmented and spread across a
number of organizations. This problem is exacerbated by the lack of an official definition of micro,
small and medium-sized enterprises in Nepal.

Information for policy development and reform
Currently there is no mechanism for the collection, analysis and dissemination of information on
MSEs in Nepal and only limited information exists in respect to small and cottage industries. The
information that can be found is very general in nature and does not stand up to detailed analysis.
Without a proper understanding of the MSE sector, it is very difficult for policy-makers to formulate
appropriate policies and create a responsive legal and regulatory framework.

On this basis, the project recommends that the Government take steps to improve the information-
base on MSEs in Nepal ensuring that it is relevant and up-dated regularly. This information should
be integrated with existing national data (e.g., census, household surveys, establishment surveys,
labour market surveys).

Defining the MSEs more accurately
The Government does not apply a uniform definition of the MSEs. Instead, there are a number of
isolated policies and laws that refer to discrete segments of the sector. The most common definition
applies to industrial enterprises only. Without a definition that clearly describes the sector, the size
of the MSEs cannot be accurately measured, nor can the contribution of the sector to national
development goals (e.g., employment, productivity, and domestic production) be assessed.

Thus, the project proposes the formulation of a national definition for micro enterprise, which is
applicable to all sectors of the economy (i.e., manufacturing, service, trade, and commercial
agriculture). The Annex contains detailed information on the issues to consider when formulating a
national definition for the MSEs.

2 Promoting the development of micro and small enterprises

The review of Government efforts to promote MSE has provided some very interesting and
important findings. These range from policy frameworks, to the provision of incentives and support
services. The review has also recognised the disadvantages faced by women in the MSEs.

MSE promotional policies
While the MSEs play a significant role in the development of the Nepalese economy, it has done so
without a clear sector-wide policy of support. The existing policy framework provides for cottage
industries only and not for any other forms of MSE. Moreover, the organizational base for the
support of MSEs is skewed in favour of manufacturing enterprises, with some attention being given
to services.
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Thus, the project recommends that the Government formulate a national policy for the development
of micro and small enterprises in formal as well as informal economies. This policy framework
should remove policy, legal and regulatory obstacles and biases and clearly define the support
measures the Government will provide for the development of the MSEs.

Incentive schemes
Current incentive schemes are biased in favour of large industrial enterprises and against MSEs.
The Industrial Policy (1992) and the Industrial Enterprises Act (1992) extend a number of incentive
schemes to MSEs in the industrial sector only, while the revision of the Industrial Enterprise Act in
1996 and the new Taxation Act of 2002 has removed most taxation-based incentives. The current
incentive system provides tax exemption for cottage industries and nominal custom duty for
imported raw materials for export purposes.

On this basis, the project recommends that that the Government create an integrated package of
incentives to MSEs, which is comparable to those provided to cottage industries. Incentives should
be used to facilitate subcontracting arrangements between larger firms and MSEs through the use
of tax rebates or concessions that should also make it easier to access finance and support.

Support services for MSE development
There are a number of support services for MSE development currently in place, which are run by
government agencies, non-government organizations and donor agencies. Many of these operate in
rural areas and focus on poverty alleviation. Most business development services (BDS) focus on
skill development, and only a few agencies assist MSEs in the marketing of their products and
services. Financial services are available through a network of micro-finance schemes provided by
commercial and private banks, public development banks, cooperatives, as well as private and
community-based lenders. However, most MSEs rely on informal sources of finance. A number of
programmes assist socially and economically deprived groups. MEDEP has targeted the low-
income families at the grassroots level.

In response to these findings, the project recommends that the Government design MSE promotion
programmes providing demand-oriented services that are delivered in a business-like manner and
contain business development services (i.e., training, advice, information, mentoring, linkages) and
financial services that improve the competitiveness of MSEs and promote the growth of enterprises
from micro to small, and, then to medium-sized enterprises.s

Women in the MSEs
MSE development can be a very effective instrument for the empowerment of women. However, the
profile of MSEs and their response to the policy, legal and regulatory framework has found that
women are more disadvantaged than men in the MSEs. Previous research has described a
stratified society with inequitable power relations, stereotypical roles and behaviours, and socially
prescribed expectations for women and men. Women face constraints at almost every stage of their
business operation. Most policies and laws affecting the MSEs are gender-blind, rather than overtly
biased against women. Thus, specific measures are required to redress the imbalances that
businesswomen experience on a daily basis.

This project report recommends that the Government address the technical, economic and social
problems and constraints experienced by women-owned micro enterprises, and establish a policy
mandate to mainstream gender in all initiatives as a non-negotiable matter by developing and



x

implementing concurrent support strategies. This should include the removal of all gender-biases in
laws, rules and policies and the design of a package of services to specifically resolve the
problems the disadvantaged women-owned enterprises face in the market place as well as in the
existing policy, legal and regulatory framework.

Organizations for MSE promotion
The organizational framework for MSE promotion and regulation in Nepal is extensive. However,
consistent with the policy bias found in the MSEs, most organizations focus on small cottage
industries. Very few organizations address the needs, capacities and development opportunities of
micro enterprises and MSEs operating in non-industrial sectors. There also needs to be better
coordination and sharing of information from national down to village levels of government
administration.

As a result of these findings and consultations with key stakeholders, this project recommends that
the Government create a mechanism for policy advice on MSE promotion within the Government.
Such a mechanism could be based within the existing organizational framework. It should oversee
consultations with all stakeholders when the Government is drafting policies, laws and regulations
that affect the MSEs. In addition, it is recommended that the Government establish District and
Local Economic and Enterprise Promotion Sub-Committees or Units among all DDCs and VDCs
containing representatives, both women and men, of government line ministries, the private sector,
political leaders and relevant MSE promotion agencies. The micro enterprise promotion system
developed under MEDEP should be institutionalised within these committee structures.

3 Regulating the MSEs better

The review of MSE policy included an assessment of the regulatory functions of the Government.
Unlike policy, the laws and regulations of the Government can have a direct and immediate affect
on the business decisions of MSE owner-managers. Thus, this field of review is extremely
important.

Business registration and renewal
MSEs are required to register with central government as well as local government authorities.
However, the coordination of information and procedures among these authorities is poor. Ninety
one percent of the micro enterprises surveyed for this study were found to have not registered with
any of these agencies and only nine percent were registered with Village Development Committees.
Thus, micro enterprise owner-managers are either not aware of the importance of registration or see
little value in formalising their enterprises in registering.

A study on the costs of compliance and registration commissioned by the MSE Policy Review
Project found that the direct costs of compliance was higher for men than for women, mainly
because men are more commonly found in higher capital and relatively larger businesses that
require greater compliance standards. The indirect costs of compliance were found to be lower for
men than for women. It is assumed that this is mainly because men have a higher level of
education than women. The disempowerment of women makes it more difficult and costly to
navigate compliance requirements. The indirect costs of compliance are lower in those districts
where MEDEP is working because of the facilitation function that MEDEP performs.
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The Government has established one-window registration facilities in 25 districts. While these are
still in their first year of operation, there are concerns regarding the effectiveness of these facilities
to enhance business registrations. The main problem in this regard is the lack of decentralised
decision-making. One-window facilities are simply providers of information.

Based on this assessment, this project report recommends that the Government decentralise all
business registration functions to local institutions and delegate authority to VDCs in rural areas
and local municipalities in urban areas. Registration procedures should be simplified and
streamlined. Consideration should also be given to the use of business associations to encourage
and even administer business registration.

Employment policy and labour regulations
Specific provisions of the Labour Act are only applicable to the enterprises with more than ten
workers. Few MSE owner-managers and workers are aware of the importance of occupational
safety, health and labour laws. The survey conducted for the study showed that 20 percent of MSE
owners are reported to have poor work environment and work safety provisions.

It is recommended that the Government formulate a code of conduct for MSE owner-managers that
promote labour standards and good practice within micro enterprises and identify and address the
specific gender related disparities. Employment policies, especially those dealing with wages,
working conditions and the social protection of workers in the MSEs should also be prepared.

MSEs and environmental management
MSEs have difficulties in the process of environment certification procedures and compliance with
these laws and regulations. These processes are complicated and impractical for many of the micro
and some small enterprises. Regular supervision and monitoring regarding environmental matters
are necessary to improve compliance by MSEs.

Thus, it is recommended that the Government formulate environment guidelines and a code of
conduct, which should be disseminated through integrated enterprise development and other skills
development programmes.

MSEs and standards
MSEs are either unaware or unconcerned about quality and standardisation issues for their
business. Most MSEs do not have the required technical guidance or assistance in testing and
quality control systems. Thus, it is recommended that the Government create awareness among
MSEs about the need for maintaining basic minimum quality standards and educate ways to
improve quality.

Taxation
Most MSEs have not been able to enjoy tax incentives currently offered by the Government, and
the MSEs continue to be apprehensive regarding taxation. The processes of taxation and its
exemptions are cumbersome. To address these issues, the project recommends that the
Government extend taxation exemptions that currently apply to cottage industries to micro
enterprises in all sectors (i.e., micro enterprises of service, trade and manufacturing nature).
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The strategies recommended in this report have been divided into immediate and medium term
priorities to facilitate easier and efficient implementation. The challenge is to bring about a policy
and legal environment that is conducive to MSE development and to amplify the best practices
established in projects such as MEDEP across the country. Government agencies��particularly
MoICS and NPC��should take the lead and develop partnerships with relevant parastatal, private
sector, donor, and civil society agencies. The right policy and regulatory changes should make the
business environment more encouraging and enabling for MSE development, which will improve
Nepal�s capacity to generate employment with very low level investment and alleviate poverty.
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Nepal is a country with many micro and small enterprises (MSEs). They can be found everywhere�
�from the heart of Kathmandu, to the highlands, and in the remotest Terai areas. MSEs perform a
vital function in Nepal�s economic and social development. They create jobs and generate incomes.
Poor households obtain essential incomes through the revenues of micro enterprises, many of
which are run by women. MSEs also add value to local products and provide essential local
services. However, among these benefits there are problems. Many MSEs offer poorly paid and
insecure employment with inadequate working conditions. Very few micro enterprises survive long
enough to grow into small enterprises. The MSEs also face new challenges as the impact of
globalisation takes effect; competition from outside Nepal could easily lead to an erosion of many
of the benefits the sector currently provides.

1.1 The micro and small enterprise policy review project

This is the final report of the project on Micro and Small Enterprise Policy Review in Nepal (MSE-
PR). This project emerged in December 2001 from the mid-term review work of Micro-Enterprise
Development Programme (MEDEP). The Ministry of Industry, Commerce and Supplies (MOICS)
established MEDEP in 1998 with financial support of the United Nations Development Programme
(UNDP). MEDEP aims to address the issues of poverty and employment in rural areas through the
sustainable development of micro-enterprises.

The MSE-PR project was funded by the UNDP and implemented by the International Labour
Organization (ILO) in collaboration with His Majesty�s Government (HMG)/MOISC and UNDP/
MEDEP. The ILO�s support for this project reflects its concern for the creation of more and better
jobs for women and men. The project has provided an opportunity for the ILO to deepen its
collaboration with HMG and the UNDP in micro enterprise development.1

The MSE-PR project was designed to review and assess the policy, legal and regulatory framework
for MSE promotion in Nepal. Special focus was given to the creation of a policy framework that is
conducive to the growth and improvement of employment in MSEs and to the ways in which MSEs
can be more effectively used to reduce poverty.

Four Component Reports were commissioned as a part of the project. This Final Report contains a
synthesis of the findings of the Component Reports. The four Component Reports are as follows:

INTRODUCTION

c h a p t e r 1

1 The ILO had previously provided technical inputs to MEDEP on its Start and Improve Your Business (SIYB) Training Packages.
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! Component I: Review of policy and legal environment
This report examines the policies, laws and regulations concerning the establishment and
operation of MSEs and their contributions to employment and poverty reduction.

! Component II: Assessments of MSEs
This report assesses the MSEs with focus on assessment of its broader business environment
and contributions to employment.

! Component III: Survey of MSE owners-managers
This report ascertains the influence the policy and legal framework has had on decision-making
within MSEs and identifies the critical areas of concern and the constraints they face in their
operation.

! Component IV: Analysis of policy gaps
This report synthesizes the findings of the first three project components, with focus on the
identification of policy gaps.

The importance of a participatory and interactive approach that ensures close interaction and
cooperation with all relevant stakeholders was emphasised in the preparation of all reports. Close
cooperation was forged between the MSE-PR Project Team and the MOISC, UNDP, ILO, as well as
MEDEP and its partners. There were also many meetings and consultations with other relevant
government, public and private organizations, as well as with the ILO�s traditional social partners
(i.e., the workers and employers� organizations) and international donor agencies.

1.2 Transitions in national policy frameworks

Given the importance of MSEs and the challenges they face, they had received little attention in
the past. A review of plans and policies reveals a shift in government responses to MSEs in Nepal.
Up to the Ninth Plan, cottage and small industries were given priority and emphasis. In the Tenth
Plan, there is a conspicuous emphasis on micro enterprise development and promotion.
Furthermore, the draft Industrial Policy (prepared in 2002) contains a specific definition and policy
directions for micro-enterprises. This shift may be attributed to the increasing realisation within the
Government of the need to develop the MSEs. This draft policy and the Tenth Plan of the
Government have special allocations for the promotion of micro-enterprises. They recognise the
sector�s broad role in the expansion of employment, utilization of local resources, production of
indigenous products and services, empowerment of women and disadvantaged social groups and
its contribution to the national economy in general.

The Government has encouraged increased participation of private, non-government and
community-based organizations in the promotion of MSEs with incentives, a supportive policy
framework, and structural and organizational mechanisms. The Government has responded with
liberal policies regarding use of forest and non-timber resources, provided protection to traditional
and local resource- and skill-based industries, and provided tax incentives. It has been facilitating
the development of human resources, micro-credit, market linkages for rural productions, etc. There
is also an increased effort to avail finances to MSEs through various schemes and strategies.
Moreover, there is an increasing emphasis on involving local governments in promoting the MSEs.
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While restoration of democracy in 1990 brought wide-ranging economic reforms that led to
improvements in key sectors such as trade, investment and foreign exchange, these gains have
been lost with the political instability that followed. This has slowed down development and
contributed to increasing politicisation of development issues, a weakening of administrative and
organizational capacities, increasing problems with governance, and the deterioration of law and
order. These problems culminated with the creation of an emergency situation connected with the
insurgency problem.

During the last ten years, a significant change in the policy direction has occurred. Before the
1990s, Nepal pursued inward looking policies primarily focused on import substitution. The
introduction of structural reform programmes in 1992 brought about a liberalisation of trade and
foreign exchange regimes, removed trade barriers, relaxed industrial licensing systems, and
introduced financial sector reforms and privatisation programmes. These reforms opened the
economy and made the domestic market more competitive.

Economic reforms contributed positively to the national economy. The average annual growth rate
of GDP increased from 4.8 percent to 5.2 during 1985-1996. Employment and value-addition in the
manufacturing sector also grew. Manufacturing employment rose 36 percent in the first few years
after the reforms, and the growth rate of manufacturing value added increased from 5.3 percent to
13 percent. Gross national savings improved from around eleven percent to over 16 percent during
the decade.

These trends could not be maintained after 1996. GDP recorded a negative growth of 0.63 percent
in the year 2001/02 and manufacturing employment declined about 19 percent. Critical factors
affecting the situation have been problems with foreign trade policies in key export markets, poor
implementation of reforms, high bureaucratic burdens, continued political uncertainty, and a growing
insecurity related to the insurgency problem. The renewed trade treaty with India on 2002 has put
additional restrictions on the free flow of goods, which was previously encouraged by the treaty of
1996. All these have hindered Nepal�s development prospects.

Thus, MSE development has gained greater attention within the Government of Nepal in recent
years. The challenge for the Government is to find a way to unleash the potential of the MSEs in
contributing to national economic and social development goals. To this end, the MSE Policy
Review project has been both timely and extremely relevant.

1.3 The context for MSE development; economic and social development
challenges

Nepal remains one of the poorest countries in the world. About 42 percent population live below the
poverty level and about 57 percent of the population are classified as economically active. Nepal�s
economy is dominated by agriculture with 76 percent of economically active people engaged in
agriculture in 1998/99. Agriculture has the lowest value addition per worker��about one fourth of the
industrial sector. The contribution of non-agriculture activities to the GDP is gradually increasing in
recent years, while the contribution of agriculture to GDP has gone down to 38.3 percent in the
2000/01 from 48 percent in the year 1990/91 (details in Annex 2).
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Economic development is a daunting task in Nepal given its limited resources, land-locked location,
rugged terrain, and underdeveloped infrastructure. Over the last four decades, economic
development efforts have yielded an average growth of four percent, which if discounted by the
population growth rate of about 2.3 percent during the period, gives a per capita income growth of
less than two percent per annum. Growth in the manufacturing sub-sector may be a little above
this, but overall Nepal has experienced poor rates of economic growth.

Opening and liberalising of the economy has increased the danger of being swamped by foreign
imports. Currently, there is an unprecedented surge in imports into Nepal. While this is to be
balanced against the opportunities that have also been created, the threats appear to outweigh the
opportunities. For example, micro and small enterprises (MSEs) have been important players in the
carpet, garment, pashmina and handicraft sectors. Declining export opportunities in these sub-
sectors have seriously affected the viability of the MSEs. Those immediately affected are the
smaller units that cannot compete because of their limited access to resources and technology.

Many state-owned industries in the last decade have been privatised or closed down. This has also
affected the MSEs. However, privatisation appears to have only benefited larger enterprises,
because the closing down of state-owned enterprises has reduced economic activities and limited
the markets for enterprises of all sizes.

Poor infrastructure in the form of limited road access, inadequate energy sources, and limited
access to water and sanitation increases the cost of doing business in Nepal. These factors reduce
the competitiveness of the MSEs. Conversely, the underdeveloped infrastructure in the country has
both acted as a big barrier and protected MSEs from external competition in many areas.

MSEs have to compete with the products of large-scale enterprises as well as with imported
products. MSEs may have local markets, but once the imported products or services of larger
enterprise flow in, these markets can disappear because many MSEs are unable to compete both
in terms of price as well as quality. In other words, MSEs will survive and sustain only in those
areas where they have cost advantages or the entry barriers for foreign firms are high. There is no
provision in Nepal as in many other countries to make preferential procurement from MSEs by the
public sector as in Sri Lanka.

The overall business environment in Nepal is not very encouraging. The study conducted by FNCCI
and World Bank (2000) identified various bottlenecks in the business environment. It showed that
firms suffer from bureaucratic burdens mainly associated with:

! Excessive red tape

! Bureaucratic delays

! Corruption

! Unpredictable, inconsistent, unclear and poorly implemented government policies

! Weak domestic and external demand

! Poor access to finance
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! Inadequate infrastructure

! Poor layoff procedures of permanent labour

! Unavailability of skilled workers

Most industries suffer from low productivity. Private as well as collective learning mechanisms such
as training, trade, and foreign direct investment are limited in Nepal. Rigid labour regulations and
politicisation of trade unions have encouraged firms to hire casual labour and go for capital-
intensive technologies in this labour surplus-capital shortage country. There is a need to balance
labour rights and flexibility in terms of labour and employment.

The labour force in Nepal is growing faster than the population. ILO/SAAT estimated the growth rate
at 3.5 percent for 1980-90 and three percent in the last decade. Jobs have not been created
commensurate to demand causing severe problems of unemployment and under-employment.
There is an increasing pressure to absorb low skilled population in the labour market. The down turn
in the economy in the last few years has further worsened this situation.

The population of Nepal aged 15 and over is estimated to be 11.2 million, of whom about 9.6 million
are currently active at any one time. Thus, 86 percent of persons above the age of 15 in Nepal are
currently active. Males have a higher rate of activity (90 percent) than females (82 percent). The
overall rate of activity is much higher in rural areas (88 percent) than in urban areas (73 percent).
The difference between male and female activity rates is more marked in urban areas (84 percent
for men against only 63 percent for women) than it is in rural areas (91 percent for men as against
85 percent for women). About 1.6 million people aged 15 and over, are currently estimated to be
inactive. Women constitute two thirds of this inactive population.

Underemployment is a significant and growing problem in Nepal. In 1991, underemployment was
estimated at 35 percent (CBS 1997). The agricultural census of 1991-92 showed underemployment
of 39 percent in the agriculture sector. In 1996, a survey found 47 percent were underemployed.

Unemployment in Nepal is also the result of a mismatch between available labour and economic
activity. Unemployment has risen from 3.2 percent in 1984/85 to 5.2 percent in 1998, and has
increasingly become an urban phenomenon with unemployment in urban settings exceeding 14
percent. Migration outstrips the number of jobs created in urban areas. The Terai has the highest
unemployment rate of 6.5 percent followed by 3.7 percent in the hills and 2.1 percent in
the mountains.

Prior to 1998, the male unemployment rate was higher than the female rate as the latter
concentrated more in the traditional sectors. However, the NLFS (1998/99) showed that female
unemployment is higher than male unemployment both in rural and urban areas. This is likely due to
an increase in female participation in the labour market.

Nepal�s employment crisis is illustrated by the large number of people who travel to other countries
in pursuit of jobs. A large sector of the population tends to migrate to India seasonally, as well as in
search of longer term jobs. An estimated 500,000 persons are working in other overseas countries.
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1.4 National experiences in the development of micro and small
enterprises

Various initiatives have been taken to develop MSEs in Nepal. Most of these programmes are part
of a broader poverty alleviation thrust of the Government. Organizational support for market,
training, credit and technology services are made available to women, low-income families and
disadvantaged communities in targeted areas. The Government is intent on developing the MSEs
as a complementary feeder to the medium and larger enterprises, and also as a means of creating
employment and improving the economic status of low-income people. Most of the initiatives are
pilot initiatives operating at the grass roots level.

A number of initiatives have established multi-linkages for MSE development and integrated with
other core sectors such as forestry, natural resources, agriculture, community development, etc.
Some examples of this approach are:

! Environment and Forestry Enterprises, implemented by New Era/USAID in eight districts

! Churia Forestry Development, assisted by GTZ in three districts

! Community Forestry Development, assisted by DANIDA in three districts

! Forestry Programme for Livelihood, assisted by DFID in seven districts

! Sindhuli-Kavre Forestry Development, assisted by AUSAID in two districts

! Natural Resources Management Sector, assisted by DANIDA in 17 districts

! Small Farmers Development Programme, a national programme launched by the Agriculture
Development Bank of Nepal

! Poverty Alleviation Fund, created by the Government of Nepal and focussing on the alleviation
of poverty

! Integrated rural development programmes in Gorkha, Dhading, Kavre, Gulmi-Arghakhachi and
Dang assisted and launched by various donor agencies and international organizations

A number of MSE promotion organizations are involved in multiple functional areas such as training
in enterprise development, business management and skill training, credit facility, marketing
linkages��including trade fairs, exhibition, exposure visits, technology transfer, technical and
business information dissemination, environment and quality control and counselling.

The UNDP also launched relatively successful programmes such as TRUGA and Training for Rural
Employment. In terms of programme focus and contribution, these programmes were reported to be
highly successful, but they were not sustained.
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1.4.1 The Micro Enterprise Development Project (MEDEP)
MEDEP was implemented in 1998 in three districts and ultimately has reached ten districts
including four Terai and six hill districts. It has created more than 6,000 micro enterprises
over a period of time. MEDEP is a good model for MSE development and promotion in
Nepal. With a stated goal of poverty reduction in rural areas, the holistic approach of
MEDEP makes it stand clearly above the rest as a model with the integration of
entrepreneurship development, credit, market promotion and follow-up services creating
strong partnership among related organizations at the national and district levels in all the
five development regions.

MEDEP is targeted at two specific groups: low-income families at the grassroots level
(defined as families living on or below the poverty line, and service delivery organizations
at the national and district levels. The major objectives of MEDEP are:

! Poverty reduction of low-income families by sustainable micro-enterprise development
with 70 percent women participation

! Capacity building of micro-enterprise service delivery mechanism

! Facilitation of government policies and guidelines on micro-enterprise development

MEDEP has followed three-pronged strategy when pursuing these objectives. First strategy
is, a demand driven approach that ensures programme interventions are based on a
thorough understanding of the demand for products and services. Second strategy is to
build sustainable partnerships by strengthening the network of enterprises at the local level.
Third strategy is to build local capacity by strengthening District Development Committees
(DDCs), local business organizations and other organizations to promote and develop
micro-enterprise and new employment opportunities.

At the district level, MEDEP emphasizes the creation of horizontal linkages and networks
among local agencies concerned with service delivery in different components of micro
enterprise development. Thus, MEDEP has developed organizational partnership and
coordination with various organizations such as the District Development Committee
(DDC), Local Trust Fund Board (LTFB), Cottage and Small Industry Office/Board, district
branch offices of Agriculture Development Bank (ADB/N), branch offices of Industrial
Enterprise Development Institute (IEDI), District Chambers of Commerce (DCC), FNCSI,
non-government organizations, cooperatives, etc.

MEDEP is a gender-sensitive programme that aims to achieve 70 percent female
participation. The actual achievement of 52 percent female partnership is highly
encouraging in view of the prevailing socio-cultural environment.
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MEDEP has established a number of best practices to attain its goals. These include the
following:

! development of partnership and co-ordination among the prominent service delivery
organizations at national and district level with partnership agreement before
commencing the programme thereby demarcating each organization�s role in the
project;

! not creating new organizations, but harnessing existing organizations and in some
cases re-orienting and training them to provide services;

! establishing networking relationships between the Government and the private sector;

! developing a total economic map and market intelligence of the district;

! systematic entrepreneurial selection procedure;

! proper sequencing and timely delivery of service package starting from
entrepreneurship development followed by technical skill training, micro-credit,
technology support, market planning, business development training and counselling
supports based on demand and actual needs;

! entrepreneurship development training as an entry point of the programme;

! establishment of customer survey and customer identification procedure with creation
of a registry system to maintain and update records of potential buyers and customers
of micro-entrepreneur�s products;

! continuous capacity development of MEDEP staffs, partner and programme
beneficiaries;

! market-led integrated approach to micro-enterprise creation;

! implementation of demand driven process, i.e., assessment of demand and resource
potential of the area;

! involvement of local government in the project;

! linkages to similar projects forsharing of experiences and lessons learned, e.g.,
PDDP�s social development benefits from the introduction of income generating
activities of MEDEP;

! gender integration in the programme;

! support to entrepreneurs by establishment of group marketing system and other
supports through formation of co-operatives and product associations;
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! facilitating credit through group lending and collateral;

! output based targeting; and

! establishing linkage and working relationship with existing organizations including local
level organizations and non-government organizations.

MEDEP practices illustrate how MSEs can be developed on a sustainable basis to
promote employment and alleviate poverty. In view of the potential of MSEs, there is a
need to incorporate MEDEP best practices in a policy framework to sustain the practices in
future too in order to generate growth, alleviate poverty and mainstream disadvantaged and
marginalised communities.

Programme experiences in Nepal clearly reflect that it will be more beneficial to identify
best practices and incorporate them in policies to give continuity and create a nurturing
environment, rather than launching new experiments.

1.5 Structure of the report

Having described the MSE Policy Review project and having presented a background to the
promotion of MSEs in Nepal, this report will describe the key findings and recommendations that
have emerged from the project.

Chapter 2 describes the state of the MSEs in Nepal. Drawing from a survey of MSEs conducted for
this project and a variety of secondary information sources, this chapter provides important
evidence on the features of the MSEs in Nepal. It includes profiles on the size, operations and key
challenges facing MSEs, as well as an overview of employment that is generated by MSEs. Finally,
the institutional framework for MSE promotion is outlined.

Chapter 3 outlines the main findings of the policy review project and the possible policy reforms for
MSE development in Nepal. Three main issues are detailed in this chapter: (1) how the Government
can become better informed about the MSEs; (2) how the Government can improve its efforts in
MSE promotion; and (3) how the Government can regulate the MSEs better. This chapter contains
strategic outlines of the recommendations proposed by the policy review project.

The final chapter, Chapter 4, briefly describes the steps that should be taken to implement changes
to the policy framework. These changes will help the Government to respond to the development
challenges it currently faces and to mobilise the substantial resources of the MSEs.

The annexes contain detailed information that the reader can refer to when wanting to look for
detailed evidence of the matters referred to in the main five chapters. This includes information on
the research methodology employed for this project as well as key economic indicators, and results
from the MSE survey. The annexes also contain information on international experiences in policy
frameworks for micro and small enterprise development, drawing on the work of the ILO and other
international agencies in creating a more conducive policy and legal framework for MSE
development. Finally, a detailed table concerning the project recommendations and their
implementation is presented.
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This chapter presents a profile of micro and small enterprises (MSEs) in Nepal. This information is
presented because a more conducive business environment and policy framework can only be
achieved through a better understanding their size, ownership patterns, and nature of activities as
well as contributions they make to the national accounts.

The profile presented in this chapter was prepared using secondary sources as well as the results
of a survey of 300 MSEs conducted as a part of this project.2  However, because of a lack of
existing data on the MSEs, it has not been easy to compile a detailed profile.

2.1 The size of the MSEs

Due to a lack of comprehensive data on the MSEs in Nepal, it is only possible to estimate their
size drawing from a few isolated sources. These are as follows:

! A survey in 1999/2000 found that there were 87,342 small manufacturing establishments in
Nepal.

! Each year, some 6,000 new cottage and small industries (i.e., a narrowly defined sub-set of
manufacturing) registered with the Department of Cottage and Small Industries.

! CSB survey 1996/1997 found 3,557 industrial enterprises employing less than ten people. It
also found that 3,203 industrial enterprises with less than ten million rupees invested; about 90
per cent of industrial enterprises have less than ten million rupees.

! Between 1997/1998 to 2001/2002 there were 30,464 cottage and small industries registered
with the Department of Cottage and Small Industries employing 75,000 people.

Thus, altogether the total number of MSEs in Nepal may be estimated to be between 500,000 and
600,000 based on estimated employment and average size of employment.3

THE STATE OF THE MSEs IN NEPAL: ENTERPRISE AND
EMPLOYMENT PROFILES

c h a p t e r 2

2 The profile presented here is based on the studies, Assessment of Micro and Small Enterprises in Nepal, Pushkar Bajracharya, Binaya Maharjan and Bimal Raman Parajuli,
ILO-UNDP-MOICS, 2003 and Survey MSE Owners-Managers, Janardan Khatri-Chhetry and Keshav Karmacharya,  ILO-UNDP-MOICS. Both the studies have been conducted
for the purpose of this study.

3 The NLFS (1998-99) estimated total employment in the sector at 1657000 and average employment in micro enterprises is estimated at 3.0 and at small enterprises at 17.9.



12

2.2 Characteristics of MSE owner-managers

From the surveys conducted for this study, the following characteristics of MSE owner-managers
were identified:

! A sizeable proportion of micro enterprises (45.2 percent) were owned and operated by women,
while only 6.4 percent of small enterprises owned and operated  by women.

! Seventy two (72) percent of micro enterprise owner-managers had below primary level
education (i.e., they could only read and write), while more than 72 percent of small enterprise
owner-managers held a higher secondary level of education. Thus, education is a significant
barrier to participation in small enterprises, which relegates many uneducated people to the
micro enterprises.

! The average age for micro enterprise owner-managers was 30 years, compared to 40 years for
small enterprise owner-managers. Thus, people generally ventured into micro enterprises at a
younger age.

! Most of the respondents (90 percent) started their economic activities for livelihood��
highlighting the subsistence nature of micro-enterprises.

2.3 Operational features of MSEs

The main operational characteristics of the MSEs in Nepal presented are derived from the survey
data and secondary information.

Formal enterprises mostly in manufacturing
More than half of the total enterprises operating in the sector was found in the manufacturing sector.
This is followed by the trade (21.3%) and service sectors (17.3%). Industrial focus of the
government policy might have contributed to this manufacturing bias.

High female participation in micro enterprise
The rate of female participation is very small in the small enterprise category. Female participation
in micro enterprises is close to the male participation rate at 45.2 percent. However, it is low in the
small enterprise sector with the participation rate being 6.4 percent. As will be shown later, this
distribution is largely a result of inequitable social structures and norms.

Market opportunity as the reason for starting business
Some 34.6 percent claimed their primary reason for starting a business, followed by �profitability
prospects� (29.2%). Not surprisingly, government policy has almost no role (0.5%) in inspiring MSE
development.

Micro enterprises in rural settings
Some 79.2 percent of micro enterprises were found in the rural sector, while small enterprises were
more or less equally distributed across rural and urban settings. The existence of larger enterprises
in the urban sector is likely a result of the larger size of urban markets. This shows the importance
of MSEs in rural economies.
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Mostly young micro enterprises
More than 61 percent micro enterprises were established within the last four years compared to
only 25.4 percent small enterprises. Female-owned and managed enterprises were found to have
been established relatively recently compared to enterprises that were owned and managed by
men. It is likely that this is indicative of the vulnerability of female-operated business compared to
those that are owned and managed by men.

The majority of micro enterprises not registered
Only 1.7 percent of micro enterprises was found to be registered under the Company Act, while
22.4 percent were registered under other laws. In comparison, 60.3 percent of small enterprises
were found to be registered.

Registration less common among female-owned and managed enterprises
Compared to males (47.1%), there were fewer females (5.4%) registering their enterprises. This
may be for two reasons. Firstly, females dominated the micro enterprise sector, which was
generally not registered. Secondly, females faced extra demands on their time (e.g., domestic as
well as employment and business duties), which restricted their capacity to travel and meet all the
direct and indirect costs associated with business registration.

Registration with central government agencies
MSEs were found to be mainly registered with central government organizations (e.g., DSCI and
CSIDB)��as reported by 63.6 percent enterprises. Only 18.2 percent were found to be registered
with VDCs/municipalities. Males registered more than females, with 88.5 percent registering
compared to only 11.5 percent for females.

Benefits in a formal legal status
MSEs stated that they derived benefit from registration because it formalised their legal status
(45.3%). This was followed by access to a business guarantee (22.3%), and improved access to
credits and finance (21.0%). The lack of awareness of the need to register was noticeable in slightly
less than half (49.3%) the respondents.

Reasons for non-registration
Since most MSEs were not registered, it was interesting to find out the reasons for this.
Complicated registration processes were viewed by a majority of respondents (47.6%) as the single
most important reason for non-registration. Twenty four percent believed registration was an
unnecessary cost, while 14.3 percent considered it to be too time-consuming. Thus, an
improvement in registration processes is required to encourage registration.

Reason for choosing business location
A majority of micro enterprises (63.9%) and half the small enterprises surveyed located their
business at the present site because of personal convenience. Only 21.0 percent of MSEs were
operating at their present locations because it improved their profitability. This shows that the
majority of enterprises may not be professional and that convenience is given greater value than
profitability. However, it may also indicate the compulsion of the MSEs to operate at a place of
convenience due to other engagements (e.g., women, who are often required to fulfil household
duties as well as business responsibilities, may prefer to operate their business from home). Males
were found to be more influenced by profitability alone��56.1 percent were found to be operating in
locations of personal convenience, while 69.4 percent of females chose their location because of
personal convenience.
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Micro enterprises in local markets
While small enterprises tend to operate at the district level and some even extend beyond the
boundaries of districts, most micro enterprises dealt only in local markets. The production site itself
was the market for 41.8 percent of micro enterprises followed by the local market (32.5%). Only
eight percent of respondents traded in national markets and a small proportion (1.2%) were
engaged in exports. Small enterprises also tended to concentrate more on the local market though
the number operating beyond the local market also is sizeable (49.2%).

Both micro enterprises and small enterprises obtained inputs from their local markets. However,
micro enterprises depended more on agricultural and forestry products than small enterprises.

Assistance for women entrepreneurs
Female operated enterprises were found to have received more assistance (37.8%) than male
operated MSEs (23.3%). Similarly, micro enterprises received greater assistance than small
enterprises. This is not surprising given the sample of enterprises surveyed, which was biased in
favour of those in the MSEs who had received support from MEDEP.

Sales in urban and rural areas
Micro enterprises on average were found to have annual sales of Rs. 0.25 million approximately,
compared to Rs. 2.1 million for small enterprises. Urban micro enterprises are almost three time
larger than rural micro enterprises with comparative sales of Rs. 0.46 million and Rs. 0.15 million
annual sales respectively. The annual turnover of small enterprises is about the same in the rural
and urban sectors. The trade sector generates the highest annual sales for MSEs, followed by the
manufacturing and service sectors.

MEDEP support creating more profit
The micro enterprises on average earned 20.1 percent profit. It is interesting to note that MEDEP
micro enterprises were generally smaller but earned a profit of 57.6 percent on average. It shows
that the MEDEP intervention was highly successful in making micro enterprises more viable.
Profitability was low (13.7%) in the small enterprise sector. However, here too MEDEP supported
enterprises were found to generate greater profits. Thus, the right kind of intervention can make
enterprises more successful.

In the micro enterprise sector, female-operated enterprises were found to be far more profitable
(69.2%) than male-operated enterprises (15.9%). But in small enterprises, male operated were
slightly more profitable (13.7%) than female operated (11.2%). This trend is likely a result of the
access the sample had to MEDEP support.

Many micro enterprises operated on a part-time basis. Less than half the micro enterprises
surveyed were run on a full-time basis. This shows how micro enterprises are being used to
supplement other activities.

Source and cost of finance
MSEs generally relied on informal financing. Only about one third appeared to have access to
finance from formal financial organizations. This indicates that MSEs in general do not have the
access to finance they require. The Agriculture Development Bank of Nepal and micro finance
organizations were found to be the main sources of finance to MSEs (47.5%) followed by
commercial banks (26.6%), friends (13.3%) and relatives (12.0%).
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High interest rates were the main constraint reported by almost half of the enterprises responding
from the non-MEDEP districts. Entrepreneurs were reluctant to take loans due to high interest rates
charged by the lending agencies and moneylenders.

Complicated administrative processes for loan was the second major hindrance reported by
respondents from non-MEDEP districts. About one-quarter of respondents from the manufacturing
sector and one-third from the service sector also believed high interest rates were major constraints
to obtaining finance, whereas another one-quarter from manufacturing and one-fifth from the service
sectors reported long administrative process as a major constraint.

Efficiency in the micro enterprise sector
In terms of investments, micro enterprises were much smaller (119 times) than small enterprises.
However, micro enterprises were more efficient when it came to generating employment
opportunities. These were very small entities with an average investment of less that Rs. 20,000
and generated monthly sales of just over Rs. 20,000. Compared to this, small enterprise had an
investment of over two million rupees and annual turnover of almost four million rupees.

Contribution of MSEs to livelihood
The MSEs have substantially contributed to the improvement of living standards. Eighty nine
percent of respondent enterprises reported improvements in living standards, with small enterprises
being marginally ahead of micro enterprises. Female-owned enterprises were behind male-owned
enterprises in the micro enterprise sector in this regard, while in the small sector, female-owned
enterprises were ahead of male-owned enterprises. Thus, the MSEs provided an important
contribution to poverty alleviation.

Problems in business operation
The largest segment of enterprises, 63.3 percent, reported problems in obtaining finance, followed by
marketing problems (50%). Other problems, in order of priority, include raw material supply (36%),
transportation, (32%), and shortage of improved technology (27.7%). Problems regarding labour rules
and regulations are very small. The MSEs mainly faced problems with access to finance and market
and support services in these areas can help promote the MSEs in effective way.

MSEs are basically small entities operating locally mostly in rural regions and employing a small
number of employees with majority coming from the family. They generally meet the requirements
of local people. But they are facing a number of problems including sustainable business
development services, market linkage and sustainability.

2.4 Employment in MSEs

The project sought to better understand the dynamics of employment in MSEs because MSEs
perform a significant role in the creation of new employment opportunities in Nepal. The following
MSE employment features were drawn from and assessment of existing data and the MSE survey
that was conducted by the project.

Employment contribution of MSEs
The majority of employment in Nepal��at least two-thirds��is found in the MSEs. The Nepal Labour
Force Survey (1998/99) estimated that the employment in MSEs was 1.6 million people. However,
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women are more likely to be employed in micro enterprises than men, while men are more likely to
be employed in small enterprises than women.

The MSE survey found that there was an average of three workers per MSE. However, when
examining small enterprises alone, this number grew to 17.9 workers per enterprise. The
manufacturing sector was found to employ the most, followed by trade and services sectors. In the
micro sector, the ratio of self-employed was high at 75.4 percent compared to 17.5 percent in
small enterprises.

Micro enterprises have therefore generated employment opportunities for those trying to seek self-
employment while the small enterprise sector generates a sizeable volume of wage employment.

Smaller the enterprises worse the quality of employment
The quality of employment in MSEs is inferior to that of other employment in Nepal.

Social protection schemes are not extended to those employed in MSEs, which is basically due to
the inability of micro enterprises in terms of economic viability as well as lack of awareness among
enterprise owner-managers and their workers.

MSE employment is much more insecure for MSE workers than for other workers in Nepal,
especially since the Labour Act is not fully applicable to enterprises with less than ten employees.

Across the MSEs, the average salary was found to be higher for the males compared to females.
However, this disparity was much smaller in micro enterprises compared to small enterprises.

In micro enterprises, labour standards are generally not observed. This is also probably due to the
higher proportion of family labour compared to larger enterprises and is clearly a major challenge for
governments, business owners, workers and their representatives. While the absence of micro
enterprises is hardly an alternative, there is a need to find ways where the quality of employment in
the MSEs can be improved.

2.5 The organizational framework for MSE promotion

From the very onset of the establishment of modern industries in Nepal since 1935, promotion of
local skills and small enterprises have been the major focus of the government policy. The
establishment of Udyog Parishad in 1935 and, subsequently, the Gharelu Ilam Prachar Adda (Office
for the promotion of cottage skills) placced such emphasis.

Since then, a number of organizations and mechanisms have been created to promote, regulate
and monitor industrial development activities. The major organizations involved in the process are
briefly specified below.

Ministry of Industry, Commerce and Supplies
The MOISC is the main ministry for formulating and implementing industrial policies and providing
support to industries in order to attain faster growth of industries. Its activities include: formulating
industrial policies, planning industrial development, attracting foreign investment, providing
incentives and support to industries.
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Department of Industry
The DOI implements industrial policies, registers industries, approves and recommends industrial
operations, and administers development and supportive activities.

Department of Cottage and Small Scale Industries and Cottage and Small Industry
Development Board
The DSCI and CSIDB register, approve and administer cottage and small-scale industries. They
provide vocational and entrepreneurial training and also regulate the MSEs.

Department of Standards and Metrology
The DSM defines, promotes, monitors and regulates standards in respect to all products produced
or imported into the country.

One-window committees
One-window committees are a recent innovation of the Government, designed to provide services
from one point to facilitate foreign investments. They are expected to solve all issues relating to
incentives, support and tax related problems as well as extend infrastructure support facilities.
One-window committees have been established in a number of districts to facilitate the process.

Other public sector support organizations
These include the Industrial Enterprise Development Institute (IEDI), the National Productivity and
Economic Development Centre (NPEDC), and the Trade Promotion Centre (TPC). IEDI promotes
entrepreneurship development activities. NPEDC concentrates on productivity improvement and
TPC acts as a trade promotion body particularly in improving third country exports.

Consultative mechanisms
Boards like Industrial Promotion Board (IPB) and Board of Trade (BOT) have been organized to
review industrial policies and initiate consultative processes with the private sector, as well as
promote coordination with all concerned agencies. Accordingly, these boards have been constituted
representing various government agencies at the highest level as well as major private sector
organizations and experts. The main concern with these mechanisms is the lack of formal
representation of MSEs.

Ministry of Finance
The MOF and departments under it are important since they formulate policies and implement
particularly in respect to customs and taxes, which have a direct bearing in the sustainability of
MSEs. Its basic activity is to formulate and implement fiscal policies including determining the
customs/tax rates, procedures and enforce these.

National Planning Commission
The NPC is the highest policy making body in the country. It formulates periodic plans and polices
and supervises their execution. It also approves development budget commensurate to approval of
development programmes/projects

Ministry of Labour and Transport Management
MOLT and the Department of Labour address all issues pertaining to labour administration,
formulation and implementation of labour policies, and development of tripartite mechanisms.
Besides labour problems, it also contributes to improvement of industrial relations and development
of human resources.
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Federation of Nepalese Chamber of Commerce and Industries
The FNCCI is the federations of all district chambers of commerce and trade associations. It is the
apex body of larger enterprises and provides support to industries. It works for the interest and
promotion of investors and is currently launching a number of projects with donor agencies.

Federation of Nepal Cottage and Small Scale Industries
The FNCSI is a body of micro small and cottage industries. It represents their interests and takes
initiatives for policy and other changes. However, the FNCSI mainly represents industrial and
service enterprises and not other enterprise sectors.

Trade associations
Trade associations in the industries relating to carpet, garment, and handicraft operate to protect
their members� interests and promote the industry. The role and usefulness are confined to the size,
sector and problems.

Other relevant organizations
There are a number of other agencies like Ministry of Education and the Centre for Technical and
Vocational Training (CTEVT) providing education and skills training at various levels. Financial
organizations like banks, finance companies, rural development banks, finance cooperatives and
micro finance organizations extend financial support to enterprises including MSEs. There are
very limited business development service agencies apart from DSCI, CSIDB and other project-
based agencies.
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This chapter addresses the key issues that emerged from the policy review process. As with all other
chapters of this report, readers who wish to obtain more information concerning the policy review
process and its findings should refer to the specific component reports.

The policy review project identified three broad fields of policy concern to the MSEs in Nepal. Within
these fields there are specific issues of concern. These are as follows:

! Becoming better informed about the MSEs
! Information for policy development and reform
! Defining the MSEs more accurately

! Promoting the development of micro and small enterprises
! The need for promotional policies
! The use of incentive schemes
! Support services for MSE development
! Women in the MSEs
! Organizations for MSE promotion

! Regulating the MSEs better
! Business registration and renewal
! Employment policy and labour regulations
! MSEs and environmental management
! MSEs and standards
! Taxing micro and small enterprises

The key findings and concerns of the above issues are detailed below, along with the presentation of
recommendations to the Government of Nepal which describe the ways it can best address these
matters. The recommendations are presented in summary and strategic form in this chapter. Details
for the implementation of these recommendations are contained in Chapter 5 and the annexes.

3.1 Becoming better informed about the MSEs

The absence of information on the MSEs has hampered the accuracy of the policy review process.
The existing information on the MSEs is inadequate, fragmented and spread across a number of
organizations. This problem is exacerbated by the lack of an official definition of micro, small and
medium-sized enterprises in Nepal. Thus, there are two issues of concern that arise immediately
when reviewing MSE policy: the need for better information and a consistent official definition.

POLICY REFORMS FOR MSE DEVELOPMENT IN NEPAL

c h a p t e r 3



20

3.1.1 Information for policy development and reform
Currently, there is no mechanism for the collection, analysis and dissemination of
information on micro enterprises in Nepal. Only limited information exists in respect to
small and cottage industries. What information does exist cannot be segregated by scale,
gender, or any other indicator necessary to understand and assess the potential,
challenges and problems of the MSEs. Without a proper understanding of the MSEs, it is
not possible for policy-makers to formulate appropriate policies and create necessary
regulatory framework.

The policy review project found the following gaps and inadequacies in information to be of
greatest concern:

! Existing data on the MSEs is poor and not nationally integrated��there is almost no
information regarding the micro enterprise sector.

! Information on gender is inadequate or non-existent��this includes information on
women�s nature of work, access, control, mobility, and participation.

! Information on the effectiveness and efficiency of the existing assistance and support
mechanisms is rarely kept and, where it is kept, it is hard to obtain.

! Government departments (e.g., MoICS, DCSI, DOI, CSIDB, CBS) and local
governments have not kept records on the MSEs as a whole.

The above analysis clearly shows that there is a dearth of information on MSEs in
Nepal. Therefore, Recommendation 1 is being proposed.

The MoICS should manage a process, in coordination with the NPC and CBS, to undertake the

following:
1.1 improve the information-base on MSEs in Nepal; ensuring it is relevant and up-dated

regularly with integration of existing data at national level and use of improved data collection

formats consistently by relevant government organizations;
1.2 ensure data integration and collection measures provide information in a gender and

diversity-sensitive manner;

1.3 replicate MEDEP software for the establishment of an MSE database; and
1.4 publish an annual report on MSEs, their contributions, issues and policy reforms.

RECOMMENDATION 1 IMPROVING THE DATABASE

The implementation of Recommendation 1 is expected to fill the existing gaps in the
database, which is required to facilitate any effort towards developing MSEs in the
country. Specifically, it is expected to:

! generate better information for policy-making and programme design on a regular basis;

! institutionalise the practice of regular surveys for updating information on MSEs
required by policy-makers, programme planners and managers and development
practitioners;
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! determine changes among the MSEs periodically in an accurate manner; and

! help address the different needs of women and men across varied caste, class and
ethnic groups.

Moreover, the replication of MEDEP approach will make development of database
efficient and cost effective.

3.1.2 Defining the MSEs more accurately
The Government does not apply a uniform definition to describe the MSEs. Instead, there
are a number of isolated policies and laws that refer to discrete segments of the sector.
These include the following:

! The Industrial Enterprises Act (1992) defines a cottage industry on the basis of level of
investment and power usage. In general, this definition places emphasis on the cottage
nature of the enterprise and focuses exclusively on certain kinds of manufacturing
activity.

! The Central Bureau of Statistics collects data on enterprises it classifies as �informal�,
using the criterion of employment. An informal enterprise has less then ten workers.

! The Ministry of Labour uses the same criterion as the Central Bureau of Statistics.

! The Value Addition Tax Act (1995) applies a tax threshold on enterprises with an annual
turnover of less than two million rupees.

! The Income Tax Act exempts cottage industries as defined by the Industrial
Enterprises Act (1992) from the requirement to pay income tax.

! The Financial Intermediary Act defines a micro enterprise as employing less than ten
people.

The lack of a common official definition for MSEs in Nepal creates a number of problems
for the sector. Without a definition that clearly describes the sector, the size of the MSEs
cannot be accurately measured, nor can the contribution of the sector to national
development goals (e.g., employment, productivity, domestic production) be assessed.

MSEs face many similar problems regardless of their sub-sector (i.e., manufacturing,
services and trade). When the MSEs are properly defined, these issues can be more easily
identified and policies and programmes to address them can be designed. The current
vague classification of industrial units means that all micro enterprises (i.e., including those
in trade and commercial agriculture) are uncovered by policy.

The absence of a commonly accepted definition of micro enterprises makes it impossible
to frame government policies. A common definition for the MSEs will improve coordination
across central government line-ministries, as well as across the different levels of the
Government (i.e., national, district, local). Recommendation 2 is being presented to
address this concern.
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Recommendation 2 is consistent with Recommendation 189 of the ILO, which states that
member states should define �small and medium-sized enterprises� according to their own
national, social and economic conditions. 4

Defining a system of classification requires an understanding of international practice
combined with an assessment of the national character of the enterprise sector. The ILO�s
Recommendation 189 says that such a classification should apply to all types of economic
activity and all types of enterprises irrespective of the form of ownership (i.e. including
private and public companies, co-operatives, partnerships, family enterprises and sole
proprietorships). Common definitions, it says, will assist in the consistent collection and
analysis of data concerning micro, small and medium-sized enterprises.

Once the micro enterprise sector is officially defined as recommended, the Government
and all other concerned parties will be able to apply the common definition for MSEs
across all sectors of economy and resolve the present confusions about its meaning. This
will help the Government at all levels in monitoring the sector, contributing to better
programme design and better policy-making.

3.2 Promoting the development of micro and small enterprises

The review of government efforts to promote MSE has provided some very interesting and
important findings. These range from policy frameworks, to the provision of incentives and support
services. The review has also recognised the disadvantages faced by women in the MSEs.

Promoting the development of MSEs in Nepal should encompass four areas of concern:

! the design and implementation of a promotional policy for the MSEs;

! the use of incentive schemes beyond those that are currently applied to cottage industries
alone;

! the design and delivery of market-oriented support services; and

! the responses to the difficulties that are specifically faced by women-owned and managed
enterprises.

Each of these issues is discussed below in further detail.

The MOISC should formulate a national definition for micro enterprise, which is applicable to all

sectors of the economy (i.e., manufacturing, service, trade, and commercial agriculture) by ensuring
that it also captures gender concerns.

Note: Annex 6 provides technical guidelines about how a definition of micro enterprise can be can

be formulated.

RECOMMENDATION 2 DEFINING MICRO ENTERPRISE

4 On 17 June 1998, Geneva, the International Labour Conference endorsed Recommendation 189 concerning General Conditions to Stimulate Job Creation in Small and
Medium Enterprises. This Recommendation is directed toward all 174 member States and constituents of the ILO.
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3.2.1 The need for promotional policies
While the MSEs play a significant role in the development of the Nepalese economy, it has
done so without a clear sector-wide policy of support. Policies such as the Industrial Policy,
the Foreign Investment Policy, the Environmental Protection Act, as well as educational
policies and technology transfer legislation address the needs of specific groups, but there
is no over-arching policy framework that describes the Government�s intentions for the
development of the sector.  The national development plans and policies do not accord high
priority for the development of the MSEs.

The existing Industrial Policy (1992) and the Industrial Enterprise Act (1996) provide for
cottage industries only and not for any other form of MSE. Moreover, the organizational
base for the support of MSEs is skewed in favour of manufacturing enterprises, with some
attention being given to services. Again, important sub-sectors within the MSEs are
overlooked by these arrangements. The Department of Cottage and Small Scale Industries
(DSCI) and the Cottage and Small Scale Industry Development Board have evolved from
Udyog Parishad (Industrial Council) (1935), and Gharelu Ilam Prachar Adda (Cottage
Industry Promotion Office) (1936). For financing, a Cottage and Small Industries Fund was
created. These agencies concentrate only in manufacturing and services sectors. They
cover all seventy districts of the country and are a major source of skill and enterprise
development in the country.

Government policies are instrumental in developing and promoting economic activities. The
lack of a policy regime specifically targeted toward the MSEs does not improve the
situation. The following gaps and limitations have been identified emanating from the
absence of policy instruments:

! The national development plans and policies addressed to MSE development so far
envisaged for MSEs development do not give any priority to the MSEs. The Tenth Plan
emphasizes the promotion of the business sector, but does not give explicit priority to
the micro enterprise sector.

! Existing policies, plans and programmes focus more on medium and large, formal
enterprises. As a result, the value of the smaller and informal micro enterprises is often
overlooked.

! There are no policies in place for the integration of informal sector enterprises into the
economic mainstream by progressively upgrading their standards and practices.

! The micro enterprise sub-sector is not clearly put under the mandate of the MoICS.

! The Government (local and central) rarely encourages the representation of the MSEs
on their respective committees and policy consultations.

Despite the significant role of the MSEs in Nepal, there is an absence of national policies
to develop and promote the sector as a vehicle for poverty alleviation. To address these
issues, Recommendation 3 is being made.
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The formulation of a national policy for micro and small enterprises as provided in
Recommendation 3 is expected to bridge the existing policy gaps in the MSEs in
developing MSEs as a part of strategy for employment generation and poverty alleviation
in the country. Micro enterprises will be officially recognised as contributors to national
development goals (i.e., employment promotion, poverty reduction, GDP growth). A policy
base will also orient the agencies operating in these sectors on their new promotional roles
with new mind-set. While government support services will be properly coordinated, private
sector service providers will be mobilised. Micro enterprises will be better represented in at
the policy-making levels.

Moreover, the specific needs and problems of women in the MSEs will be identified and
addressed; and consequently, the enterprises owned by women will become more
productive.

3.2.2 The use of incentive schemes
The Industrial Policy (1992) and the Industrial Enterprises Act (1992) extend a number of
incentive schemes to the MSEs in the industrial sector. However, the revision of the
Industrial Enterprise Act in 1996 and the new Taxation Act of 2002 removed most taxation-
based incentives. The current incentive system provides tax exemption for cottage industries
and nominal custom duty for imported raw materials used for export purposes. The VAT Act
has temporarily defined a threshold of two million rupees turnover. Hence, most of the micro
enterprises do not come under the VAT Act.

Other incentives include preferences for procurement without undergoing tender and other
processes. While there are also provisions that direct procurements from MSEs, in practice
the execution of these provisions is almost non-existent.

Current industrial incentive schemes are biased in favour of large industrial enterprises and
against MSEs. Industries in Nepal can procure capital goods at nominal customs duty of
one percent, while the normal duty rate is five percent. Similarly, export-oriented industries
are provided with duty draw back facilities on imported inputs. To facilitate the importation
of inputs, particularly in the garment sector, bonded warehousing was provided for.

It is recommended that the MOICS, in consultation with MOF, the NPC, and other agencies:

3.1 formulate a national policy for the development of micro and small enterprises in formal as
well as informal economies by ensuring that it addresses all relevant issues including:

! the establishment of a process for the systematic removal of policy, legal and regulatory

obstacles and biases,
! a description of the role of the Government , private sector, community organizations

and business membership organizations,

! clearly defined support measures,
! the impact of gender on MSE development, and

! the development of MSEs based on local resources of agriculture and forest sectors,

etc.;  and
3.2 ensure that the formulation process is highly participatory by involving in it all relevant

government  agencies, private sector (and micro enterprises in particular), community

organizations and other organizations promoting micro enterprises.

RECOMMENDATION 3 POLICY FOR MSEs
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However, the access of the MSEs to these incentives is almost non-existent because
MSEs are usually unable to import directly. Instead, MSEs buy from local traders. Hence,
incentives for the industrial sector have little meaning to the MSEs in their present form.
Compared to larger industries, MSEs face pronounced disadvantages.

There is also a provision of priority sector loans. Commercial banks are required to extend
twelve percent of their resources to identified priority sectors at concessionary interest
rates. However, the commercial banking sector does not provide these loans, forcing
enterprises operating in these sectors to seek alternative sources of finance. There are
illustrations of commercial banks paying fines rather than supplying priority sector loans.
Thus, the priority sector loan scheme has not helped improve access to finance for MSEs.

Analysis of the needs of the MSEs shows a need to extend a suitable package of
incentives to the MSEs in view of their contributions. Incentives act as development tools.
In the existing system, incentive schemes exist in the cottage industry sector, but not in
other MSE sub-sectors. In such a situation, following gaps are noted:

! There is no incentive to promote forward and backward linkages in the MSEs.

! MSEs do not have access to incentives such as low customs duty on capital goods
import, duty drawback and bonded warehouse schemes.

! Incentives such as preferential procurement and priority sector lending are in place, but
have not been properly implemented.

To address these issues, the Recommendation 4 is being provided.

The implementation of Recommendation 4 will help make the current incentive provisions
equitable across enterprises of various types and levels. Likewise, development of both
backward and forward linkages of MSEs with other enterprises will also be encouraged.

It is proposed that the MOICS, in consultation with the MOF, the NPC, and other agencies, draft
and implement MSE incentives that:

4.1 establish an integrated package of incentives to MSEs on an equitable basis comparable

to cottage industries;
4.2 establish service delivery mechanisms at the doorstep of MSEs;

4.3 facilitate promotion of subcontracting by larger firms to MSEs by establishing suitable

incentive schemes such as tax rebates or concessions that make it easier to access finance
and support in seed and venture capital;

4.4 facilitate the establishment of marketing cooperatives, marketing agencies and export houses,

encouraging them to open avenues for MSEs through an appropriate package of incentive
schemes such as tax rebates or concessions, easier access to finance and support in seed

and venture capital;

4.5 extend incentives to agencies promoting forward and backward linkages to MSEs; and
4.6 extend existing incentives to procurement of capital goods and inputs in indirect purchases

too through a provision of certification.

RECOMMENDATION 4 INCENTIVES FOR MSEs
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3.2.3 Support services for MSE development
There are a number of support services for MSE development currently in place, which are
run by non-government organizations and donor agencies. Many of these operate in rural
areas and focus on poverty alleviation. They include support for marketing, training, credit
and technology services. These services are made available to women, lower income
families, and lower caste or tribes in targeted areas.

The Government has also developed and tested its own approaches to micro enterprise
development. A number of government-sponsored MSE promotion organizations provide
services that include: training in enterprise development, business management and skill
training, credit facilities, marketing linkages (including trade fairs, exhibition, exposure
visits), technology transfer, technical and business information dissemination, environment
and quality control, and
business counselling.

Some of the successful initiatives of the Government, non-government and private sector
and related organizations are listed below:

! Micro Enterprise Development Programme (HMG/UNDP) in ten districts

! Small and Micro Enterprise Development Programme (FNCCI)

! Federation of Nepalese Cottage and Small Industries

! Enterprise development activities of IEDI

! Institute of Environment Management (IEM)

! Small Industries Promotion Programme (SIPP/Swisscontact)

! Marketing linkages of FTG, WEAN, HAN, TPC

! Agro Enterprise Centre (FNCCI/USAID)

! Intensive Banking Programme of commercial banks for CSI

! Women development programmes like PCRW etc. under WDD

! Vocational and skill oriented training programmes under CSIDB, DCSI, CTEVT, non-
government organizations, private sector

! Rural development banks (Grameen Vikas Banks) in five development regions

! Micro-finance business by organizations: Nepal Environment and Pollution Eradication
UNESCO Club, Kathmandu, the Society of Local Volunteers for Development Efforts
(SOLVE Nepal), Dhankuta, and WEAN, Lalitpur

! Micro-finance development banks: DEPROSC, Chhimek, and Swabalamban
development banks
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! Self-help groups, income generating schemes of various non-government
organizations,

! Financial cooperatives, marketing cooperatives

! Commodity and trade associations

! District chambers of commerce and industry

! Home based women workers network

! Private service providers.

A number of support services, programmes and practices are further summarized in
subsequent paragraphs.

Business development services (BDS)
There are a variety of agencies providing business development services to the MSEs. A
number of organizations provide services such as skills training in enterprise development.
The Department of Cottage and Small Industry and CSIDB have been involved in these
activities for some time. CTEVT has also emerged as in an important source of such
training. Apart from these, a number of donor assisted projects and programmes like
TRUGA, TRE, MEDEP and SBPP can also be found.

Other business development services available in Nepal include sub-sector promotional
programmes ranging from marketing assistance, training, product development and testing,
and services in environmental concerns. Organizations such as FTG, WEAN, and other
indigenous networks facilitated by non-government organizations provide market extension to
rural products. A number of private and government organizations like IEDI, DSCI, CSIDB
and district chambers of commerce have been providing training in different aspects of
business and management of micro enterprises.

There are only a few agencies that assist MSEs in the marketing of their products and
services. Schemes like SFDP have encompassed marketing schemes, and there is also
an initiative to promote marketing co-operatives like the Milk Producers� Association.
MEDEP has made an effort to encourage both forward and backward linkages.

Financial services
Financial services are available through a network of micro-finance schemes provided by
commercial and private banks, public development banks, cooperatives, as well as private
and community-based lenders. Commercial banks offer priority sector lending programmes
to assist MSEs. In addition, a number of rural development banks and micro finance
organizations have emerged.

Promoting MSEs among specific socially and economically deprived groups
A number of programmes assist socially and economically deprived groups. MEDEP has
targeted low-income families at the grassroots level. A number of non-government and
community-based organizations are working to uplift disadvantaged communities like the
Dalits, Janjatis and Kamaiyas. These organizations have integrated micro enterprise
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development into their overall suite of development activities. On the social sector, the
Government itself has a number of targeted programmes that include micro enterprise
promotion among these groups. Several donor agencies are involved in providing support
services through various programmes and projects.

Despite the range of activities described above, there is no national support programme for
MSE development in Nepal. The review and analysis of various programmes in operation
has revealed various gaps identified below.

! There is very little national coordination or integration of MSE support services.

! National programmes targeted for entrepreneurship development for men, women,
youth and disadvantaged groups are not clear.

! There is little attention given to monitoring and evaluation so that good practices in
MSE development can be identified and promoted.

! Training and services are mostly supply driven.

! There are many organizations providing training and other support services, but the
quality and effect of these vary dramatically.

! While many financial organizations have been established to provide micro credit
services, MSEs find the processes required to obtain finance are too lengthy,
complicated and corrupt.

! The initial loan size of Rs. 5,000 set by the Government for MSE finance is not
sufficient.

! Medium and large enterprise are better able to access priority sector funds than MSEs
due to unclear policy directives.

! Banks, cooperatives, non-government organizations, self-help groups, and MSEs have
poor corporate culture and management.

! Most finance organizations have an inadequate understanding of needs and problems
of women owned enterprises.

! Market development and marketing of the micro enterprises are weak, and national and
local network of marketing facilities are lacking for MSEs.

! There is a lack of agencies to help link MSEs to new markets, nor any incentive
mechanisms to encourage the creation of such an agency or process.

! Services like mobile entrepreneurship development training, technical information,
market information, and management support and training are not targeted to micro
and small enterprises.

! Business counselling and information services are poor and do not cover a large
segment of enterprises.
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It is proposed that the MoICS, in consultation with the MOF, NPC, MOES, MOWCSW, and other

agencies draft and implement MSE promotion programmes based on the following themes:

5.1 establish a package of demand-oriented services that are delivered in a business-like

manner and contain business development services (i.e., training, advice, information,

mentoring, linkages) and financial services that improve the competitiveness of MSEs and

promote the growth of enterprises from micro to small, and, then to medium-sized enterprises;

5.2 ensure that the content of support services include the promotion of:

! appropriate business management skills,
! technology transfers into MSEs,

! better product standards and marketing by MSEs,

! better access and use of information and communication technology, and
! sustained reflection, dialogue and advocacy on gender discrimination affecting MSE

growth;

5.3 establish a modality to provide holistic of support services that:
! integrate micro finance and BDS,

! facilitate markets for financial and business development services to MSEs, and

! respond to women�s constraints (of limited free time, low literacy, limited access to
information, infrastructure, etc.) and cultural and attitudinal prejudices;

5.4 facilitate support services to promote trade associations and marketing cooperatives that

help MSE development;
5.5 facilitate development, use and networking of enterprise development officers (EDF);

5.6 encourage establishment of a national facility at semi-government or private level with district

and local cells or representatives that establish mechanisms to improve MSEs� access to
markets by deepening their penetration in existing markets and opening new market

opportunities;

5.7 extend wholesale lending to non-government organizations, cooperatives and micro-finance
organizations to avail easier access to finance for MSEs;

5.8 improve access to finance for MSEs at competitive interest rates through appropriate

strategies like joint funding and recommendation by schemes;
5.9 replicate the existing best practices in marketing and finance to cover MSEs in wider scale;

5.10 establish a package for providing services on training, information and business career to

young women and men through educational organizations (i.e., schools and vocational
training centres) to raise awareness regarding enterprise dynamics and career opportunities;

5.11 undertake local economic development (LED) programme in rural areas with preponderance

of socially disadvantaged groups; and
5.12 ensure that the Government limits its roles to define the development interventions it can

provide and to facilitate the provision of other services through market-based delivery agents,

with emphasis on special provisions for women.

RECOMMENDATION 5 SUPPORT SERVICES

! Most organizations providing financial and business development services work in
isolation to one another.

MSEs can be developed and promoted through efficient and effective support services.
Existing support services are helpful, but not adequate to sustain the development of
MSEs. To address the above issues, Recommendation 5 is being proposed.
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The expected outcomes of Recommendation 5, if implemented, are many. Firstly, the
support service needs of MSEs will be addressed in an integrated and holistic manner.

Secondly, the support programmes will maximise the market-driven development of MSEs,
reducing unnecessary government subsidies and targeting government support to
appropriate areas. This will also mean that business development services will respond to
market demand and not to the short-term interests of a few individuals.

Thirdly, there will be new initiatives towards the development of enterprise development
facilitators and new mechanisms of credit facilities (e.g., wholesale lending, joint funding,
etc.). This will help develop enterprises through improved facilitation services and access to
finance.

Fourthly, MSE support programmes will be made more effective through the application of
lessons learned from international and national experiences and practices in the field (e.g.,
those of MEDEP).

Fifthly, women will enhance their entrepreneurial competence. This will occur because
women will be better able to access the service available to the sector.

Sixthly, socially disadvantaged groups will become more aware of their economic and
enterprise options and will be empowered to plan and participate in their own development.
Finally, careers in enterprise will become more appealing to young women and men due to
efforts made towards promoting youth entrepreneurship.

3.2.4 Women in the MSEs
Micro-enterprise development through the active participation of women was accepted as
an ideal form of women empowerment in the country since the launching of PCRW
programme almost three decades back. Key organizations in this work have been the
WEAN Cooperative, and to some extent ACP and FNCSI, the home-based women workers
network, and Aama Milan Kendra (Center for Mothers). MEDEP also has had a focus on
women�s enterprise development.

Despite these efforts, women�s empowerment is yet to be achieved in this country. Previous
research has described a stratified society with inequitable power relations, stereotypical
roles and behaviours, and socially prescribed expectations for women and men. Thus, Nepal
has a patriarchal social structure, which is one of the main reasons for the systematic
subordination of women. This implies that women face constraints at almost every stage of
their business operation (i.e., start-up, survival, diversification, growth). While male
entrepreneurs, especially those from marginalised groups, also experience some of the
constraints, women have additional, gender specific constraints.

The review of legal framework, regulations, processes and discussions with the
entrepreneurs have revealed that women-owned enterprises face a number of limitations
and obstacles. A gender-blind policy and regulatory framework does not address these. The
problems associated with bureaucratic interactions affect women indirectly more than men.

In view of the persisting gender imbalances in diverse fields including in enterprise and
entrepreneurship aspects, the following gaps were identified:



31

! Women have to face a number of barriers including social, cultural, behavioural,
educational, occupational, infrastructural and legal barriers.

! While most policies, laws and regulations do not contain overt biases against women,
they do tend to affect women-owned enterprises differently to enterprises owned by
men. Policies geared to the promotion of equality of opportunity and treatments for
women in the MSEs are not in place. There is no recognition of the care economy and
women�s social constraints.

! Processes to respond to women�s needs and constraints, sensitive behaviour of
government officials and properly targeted information dissemination recognizing
constraints of women is missing.

! Policies are not designed and implemented to reduce gender disparities in earnings.

Gender disparity is thus quite notable in Nepal. Women are particularly involved in micro
enterprises, but lack of gender friendly policies and regulations do not help women to take
bigger challenges. To address these issues, Recommendation 6 is being made.

Attempts to incorporate gender in MSE policies and programmes as provided in
Recommendation 6 above will have far-reaching impact both on national economy and
society. Many of the problems and constraints currently faced by the women entrepreneurs
in particular will be resolved through gender-sensitive policies and support service
measures. The indirect costs incurred in complying with laws and regulations that have
been found to be higher for women than for men will be reduced. The current
disproportionate involvement of high number of women in micro enterprises, compared to
men, may be reduced as women will be in better position to grow their micro enterprises
into small enterprises. While women will have increased control over income and other
productive property, shifts are expected in practices, behaviours and attitudes of women
and men in all sections of the society towards gender equality.

3.2.5 Organizations for MSE promotion
Nascent MSEs need organizations that can support and represent them. While there are
currently a number of organizations focussing on cottage industries and industrial
enterprises there are few that exclusively provide micro enterprise support.

IIt is recommended that the MOISC, in consultation with the MOWCSW and the MOLTM:

6.1 address the technical, economic and social problems and constraints experienced by
women-owned micro enterprises;

6.2 establish a policy mandate to mainstream gender in all initiatives as a non-negotiable matter

by developing and implementing concurrent support strategies;
6.3 remove all existing gender-biases in laws, rules and policies; and

6.4 design and deliver a package of services to specifically resolve the problems the

disadvantaged women-owned enterprises face in the market place as well as in the existing

policy, legal and regulatory framework.

RECOMMENDATION 6 MAINSTREAMING GENDER IN MSE POLICY AND PROGRAMMES
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There is a tendency to create new organizations in Nepal. However, it is necessary to look
into the need, functions and role of such agencies before new organizations are proposed.
Many organizations have problems in accessing basic resources, including human
resources, and in achieving sustainability.

Proper organizational development is a pre-requisite for effective MSE development. The
following limitations have been identified with respect to organizational arrangements for
the MSEs in Nepal:

! There is no organization dealing specifically with micro enterprises across the country.

! Most organizations have a poor understanding of the business world, sustainability of
services, and gender issues.

! There is a weak involvement and mobilisation of local governments, private sector and
civil society in BDS.

! MSEs are poorly represented in policy forums.

! It is not clear how local governments will support local MSE development��the Local
Self Government Act (1998) empowers local agencies in this regard, but local agencies
have to go a long way to translate the provisions of the Act into practice.

! District Development Committees and municipalities are responsible for district and local
plans and development strategies including economic development and businesses
(industries, commerce and trades), but the MoICS and its related laws and regulations limit
local governments.

! Coordination bodies (e.g., high-level coordination and policy bodies) and the
Government, public and private BDS providers are largely ineffective.

! The roles and objectives of organizations like IEDI, NPEDC, IDM and CSID are
confusing; and there is a duplication of roles among these support organizations.

Despite a large number of diverse organizations, it is important to note that there is no
organization that specifically targets the micro enterprise sector. There is also a lack of
coordination among these organizations and their programmes. In order to deal with the
above issues, Recommendation 7 is being proposed.
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Various outcomes are expected from the implementation of the Recommendation 7 for
minimizing the gaps in the existing organizational arrangements and strengthening
organizations for development of MSEs. Most importantly, some mechanisms would be
developed at central, district and village levels for policy advisory services, monitoring and
facilitation of MSE development activities. There would be regular consultations with all
relevant stakeholders in designing policies, rules and implementation procedures.

The other important outcomes would include:

! better coordination in promotional activities for MSEs at different levels;

! cross-sectional representation of communities in dialogues for economic and enterprise
development at different levels;

! replication of best practices of MEDEP in micro enterprises in a wider scale;

! increase in business orientation and awareness of district and village level government
of the ways they can make business environments more enabling; and

! creation of a national and district level associations for micro enterprises.

It is recommended that the MoICS and MOLD oversee the following actions:

7.1 create a mechanism for policy advice on MSEs in the form of a high level gender-balanced
agency with proper representation of all the stakeholders;

7.2 create a mechanism for adequate consultations with all stakeholders while drafting laws

and regulations and designing and formulating implementation procedures;
7.3 Establish support service organizations (BDS providers) at locations where MSEs operate

to ensure their easy access to them.

7.4 establish district economic and enterprise promotion sub-committees or units among all
DDCs containing district representatives, both women and men, of government line ministries,

the private sector, political leaders and relevant MSE promotion agencies;

7.5 institutionalise under the above-proposed committees the structure and system developed
under MEDEP;

7.6 establish local economic and enterprise promotion committees at the local-level (i.e., among

VDCs in rural areas and local municipalities in urban areas) containing local government
representatives, private sector, political leaders and relevant MSE promotion agencies;

7.7 establish women entrepreneurs� development units within this committee to facilitate needs-

based training, technology transfer, information dissemination, and to address psychosocial
factors;

7.8 prepare a guide and supplementary training programme to assist all DDCs and VDCs/

municipalities in the creation and operation of district/local economic and enterprise promotion
committees/units, as well as other partnership approaches to MSE development at district

and local levels;
7.9 design a 2-3 year development programme to establish micro enterprise chapters within

existing organizations such as FNCSI, FNCCI, Federation of DCCs, WEAN, etc.; and

7.10 redefine their roles in planning and regulating MSEs at local levels (DDCs, municipalities,
VDCs) considering the decentralization action plan.

RECOMMENDATION 7 ORGANIZATIONAL STRENGTHENING
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3.3 Regulating the MSEs better

The review of MSE policy included an assessment of the regulatory functions of  the Government.
Unlike the more generic and diffuse influence of government policy, the laws and regulations of the
Government can have a direct and immediate effect on the business decisions of MSE owner-
managers. Thus, this field of review is extremely important.
Poor regulation has a very negative effect on the performance of MSEs. It can:

! unnecessarily increase the cost of doing business;

! favour large enterprises over MSEs;

! leave workers in the MSEs unprotected;

! leave customers of MSEs unprotected;

! leave the environment unprotected; and

! force MSEs into the informal economy.

Thus, good regulations are essential. The policy review project found the following issues requiring
attention:

! Business registration and renewal

! Employment policy and labour regulations

! MSEs and environmental management

! MSEs and standards

! Taxation applicable to MSEs

3.3.1 Business registration and renewal
Under the Industrial Enterprise Act (1992), the Department of Cottage and Small Industry is
responsible for cottage and small industries registration, while the Department of Industry
is responsible for the registration of medium and large industries and the companies.

MSEs are required to register with the central government as well as local government
authorities (VDCs and municipalities). However, the coordination of information and
procedures among these authorities is poor. Local authorities issue business registration
certificates. When registering an enterprise, the applicant must submit an application at the
respective registration office, depending on the nature, size, location and type of business.

Ninety one percent of the micro enterprises surveyed for this study were found to have not
registered with any of these agencies and only nine percent were registered with village
development committees. This figure indicates that micro entrepreneurs are either not
aware of the importance of registration or see little value in formalising their enterprises by
registering. They also find the process of registering too difficult or costly.
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A study on the costs of compliance and registration commissioned by the MSE Policy
Review Project found that the direct costs of compliance was higher for men than for women,
mainly because men are more commonly found in higher capital and relatively larger
businesses that require greater compliance standards. The report of Component I indicated
that indirect cost borne during registration and renewal of the enterprises is higher by 61 and
137 percent respectively in case of female entrepreneurs.  High indirect costs contribute to
the high total costs for registrations and renewal (5% and 13% respectively) for female
entrepreneurs as compared to male entrepreneurs.

The indirect costs of compliance was found to be lower for men than for women, mainly
because men have a higher level of education than women and are able to manage the
system better. Navigating through compliance requirements has been difficult and costly for
women entrepreneurs.  The indirect costs of compliance are lower in those districts where
MEDEP is working because of the facilitation function that MEDEP performs.

Total Direct cost During Registration

Total Indirect Cost During Registration

Total Cost During Registration

Total Direct Cost During Renewal

Total Indirect Cost During Renewal

Total Cost During Renewal

TOTAL COST IN REGISTERING AND OR RENEWING ENTERPRISES

Micro Enterprises

Rs. 918.50

Rs. 1,964.50

Rs. 2,883.00

Rs. 995.50

Rs. 1,828.50

Rs. 2,824.00

Small Enterprises

Rs. 4,780.00

Rs. 3,876.00

Rs. 8,656.00

Rs. 2,940.00

Rs. 2,813.00

Rs. 5,753.00

On the whole, business registration was found to be both expensive and unclear for most
MSEs. Thus, efforts are required to make business registration cheaper, easier and clearer.
Further, the environmental regulation has made it mandatory to meet compliance of
environmental standards like initial environmental examination (IEE) and other standards
and stipulations.

The existing registration and renewal procedures, despite continued efforts, have not been
enterprise-friendly as proved by poor compliance. The following gaps have been noted in
the existing mechanisms:

! Cost (direct and indirect) of registration is reported to be high for MSEs.

! Large numbers of MSEs are reported not registered in the DOI (District Industry
Offices) due to administrative difficulties and uncertainty.

! There are inadequate efforts in bringing MSEs into the formal economy. The benefits of
compliance are not attractive and the costs of compliance are relatively high,
particularly in remote areas.

! The administration of MSE activities involves a range of registration requirements and
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It is recommended that the MoICS, in coordination with MOLD, empower DDCs and VDCs to register

micro-enterprises. This should involve the following actions:

8.1 decentralize all business registration functions to local institutions (e.g. DDCs) and delegate
required authority to VDCs in rural areas and local municipalities in urban areas;

8.2 simplify registration procedures (i.e., steps that create unnecessarily high indirect costs) for

MSEs and publicly promote the benefits that arise from registration ensuring it reaches
women and the socially excluded;

8.3 designate selected business associations as information, licensing and registration agents

to enhance compliance among MSEs (increasing choices for MSEs and using business
networks and associations to promote compliance); and

8.8 encourage registration of MSEs or trade association, which will extend permit to MSEs and

monitor compliances by them.

RECOMMENDATION 8 IMPROVING REGISTRATION AND RENEWAL

permits, which are not clearly defined. Capturing MSEs in national database is poor
because central government agencies have little control over MSE administration.

! The steps and forms for registration and recommendations/approvals are cumbersome
especially for MSEs. The valuation system used by customs is not transparent and
uniform. MSEs complain about the discretionary approach employed in these systems,
the time-consuming processes, and the centralization in the custom clearance and
business registration procedures.

! There is often comparison of the promotion of cottage industry products with their
registration.

The Government has established one-window registration facilities in 25 districts. While
these are still in their early years of operation, there are concerns regarding the
effectiveness of these facilities to enhance business registrations. The main problem in this
regard is the lack of decentralised decision-making authority. One-window facilities have
remained simply providers of information.

Improving compliance among MSEs requires decentralisation and the use of local
organizations. Registration of trade associations with their member enterprises may be one
way of ensuring that micro and small enterprises are registered and comply with the legal
requirements. Local government and district level partnerships in MEDEP districts have
been found to work very well; these should be extended to the municipal and village levels.
District Development Committees, Municipalities and Village Development Committees
should be made responsible for the promotion of MSE that basically integrates MSEs
development and promotion plans into long term and annual plan of local governments.

With the liberalisation of policies there was an attempt to simplify registration and renewal
procedures. But a lot more improvement is necessary. To address these issues, the
Recommendation 8 is being presented.
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Implementation of Recommendation 8 is expected to result in the following situation:

! improved access of MSEs to registration services at local level;

! increased compliance by MSE with legal and regulatory obligations due to increased
simplification in registration procedures;

! enhanced awareness among MSEs of their obligations to register and obtain licenses;
and

! realistic and systematic counting of MSEs in the national statistics.

3.3.2 Employment policy and labour regulations
Specific provisions of the Labour Act (e.g., sick leave, maternity leave of 45 days, workers�
compensation, provident fund and gratuity) are applicable only to the enterprises with more
than ten workers. MSE owners and workers generally display a low level of safety and
health standard and there is no provision for human resource development within MSEs.
The Labour Act has made several provisions related to health and safety and welfare of the
employees, but compliance among MSEs is poor.

There is a low awareness among MSE owner-managers and workers about occupational
safety, health and labour laws. The survey conducted for the study showed that 20 percent
of MSE owners are reported to have poor work environment and worker safety.

Employment policies, especially those dealing with wages, working conditions and the
social protection of workers are not currently in place, and there is very little, if at all,
monitoring or enforcement of working conditions. The quality of employment created by
MSEs is often of a poorer standard compared to larger enterprises and the public sector.
Social protection systems are not extended, gender biases in salary and wages persist,
and job security is poor.

In response to the issues found in this study, Recommendation 9 is being proposed.
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With the implementation of Recommendation 9, MSEs are expected to have a code of
conduct to promote labour standards and practices. MSE owner-managers will be more
aware of importance and spirit of legal provisions concerning labour. Effective social
dialogue between employers and workers is expected to be promoted to arrive at mutually
beneficial arrangements.

3.3.3 MSEs and environmental management
The Environment Act has made it mandatory to undertake a comprehensive Environment
Impact Assessment (EIA) or Initial Environment Examination (IEE) according to nature of
business activities. This applies to all enterprises, including micro enterprises. Environment
standards have also been set to regulate specified emission and effluent levels. However,
MSEs in general do not seem to be aware of these requirements.

MSEs have difficulties in the process of environment certification procedures and
compliances with certain laws and regulations. In order to protect the environment, the
Environment Act has necessitated IEE and EIA by nature of activities. Approval of IEE and
EIA is centralized causing inconvenience to industries located at the district level. The
processes of IEE and EIA are complicated and impractical for most of the micro and some
small enterprises. To improve compliance by MSEs, regular supervision and monitoring
regarding environmental matters is necessary, without however burdening the MSEs in terms
of procedural requirements or transaction costs.

In relation to the above issues, Recommendation 10 is being proposed.

It is proposed that the MOICS and MOLTM:

9.1 formulate a code of conduct for MSE owner-managers that promote labour standards and
good practice within micro enterprises and identi  fy and address the specific gender issues;

9.2 ensure that the employment policies, especially those dealing with wages, working conditions

and the social protection of workers (particularly women) are put in place;
9.3 adopt suitable measures through social dialogue for simplifying provisions of Labour Act

and Rules applicable to MSEs and enforcing minimum wages, with due consideration to

the fundamental ILO principles of providing voice and prohibiting bondage labour, child
labour and discrimination;

9.4 encourage voluntary compliance to labour codes as agreed under the social dialogue

through appropriate mechanisms;
9.5 review the current social protection schemes available to workers in other sectors with the

aim of creating mechanisms and policies for micro enterprise owner-managers and workers

to participate in these schemes, possibly through community-based or peer-group schemes;
and

9.6 simplify monitoring and inspection mechanisms for the MSEs and enable trade associations

or similar bodies to make such inspections and monitoring with regards to labour.

RECOMMENDATION 9 LABOUR REGULATIONS
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It is expected that with the implementation of Recommendation 10, adverse
environmental effect of the activities of MSEs would expected to remain low while keeping
the procedural requirements simple and transaction costs low.

3.3.4 MSEs and standards
Nepal has to maintain a minimum level of standards and quality to protect consumers and
the long-term interests of the Nepalese economy. Standardisation leads to efficiency, cost
reduction, and waste minimisation, and ensures quality of products and services. The
adoption of national standards is voluntary since standardisation is not mandatory for
industries. Industries, in which there is absence of product standards can seriously
jeopardise the safety and health of a consumer must adopt mandatory standards. The
Nepal Standards (Certification) Act, 1980 and the Nepal Standards (Certification)
Regulations, 1983 define standards and procedures.

Domestic industries and consumers are not fully aware of the need and benefits of
standardisation. Enterprises in Nepal are far behind in the ISO series of quality
maintenance. MSEs are not aware and at the moment are unconcerned about quality and
standardisation. They do not have the required technical guidance and assistance in testing
and quality control systems. The concept of �productivity through quality� is not practiced in
MSEs.

In response to the above issues, Recommendation 11 is being proposed.

IMPROVING STANDARDS

It is proposed that the MOICS and MOLD:

11.1 generate awareness among MSEs about the need for maintaining basic minimum quality

standards and educate ways to improve quality; and
11.2 simplify monitoring and inspection mechanisms for the MSEs and enable trade associations

or similar bodies to make such inspections and monitoring with regards to quality standards.

RECOMMENDATION 11

It is proposed that the MOICS and MOLD:

10.1 formulate an environment guidelines and environment code of conduct and disseminate
them through integrated entrepreneurship/enterprise development and other skill / education

imparting process; and

10.2 simplify monitoring and inspection mechanisms for the MSEs and enable trade associations
or similar bodies to make such inspections and monitoring with regards to the environment.

RECOMMENDATION 10 ENVIRONMENT REGULATIONS

With the implementation of Recommendation 11, MSEs are expected to be closer to
international standards relating to work quality that are recognised and practiced.

3.3.5 Taxing micro and small enterprises
Registered enterprises such as cottage industries are exempt from the payment of VAT and
income tax. However, this exemption excludes a large proportion of MSEs including those
working in trade, services and certain manufacturing sub-sectors. The Income Tax Act
(2002) has repealed virtually all tax exemptions and concessions, except those applying to
cottage industries. Individuals with an annual income of Rs. 65,000 or less, and families
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with an annual income of Rs. 85,000 or less, are exempted from income tax. Many MSE
owner-managers and workers are eligible for this exemption. However, there is no provision
to exempt MSEs themselves.

In respect to value added tax, a temporary exemption was provided up to a threshold level
of two million rupees. Thus, micro enterprises with their small turnover do not come under
VAT provisions. However, many small-scale enterprises are required to pay VAT.

Local authorities currently levy property taxes. Under the existing provisions, most micro
enterprises do not come under its jurisdiction. However, customs rebates are provided to
enterprises engaged in foreign trade, regardless of their size. Most MSEs are unable to
make use of these because they do not import capital goods and raw materials. Thus,
many MSEs depending on foreign technology and imported raw materials cannot take
advantage of the customs concessions provided to industrial enterprises. Business tax and
registration fees of the local government (municipalities) are collected at different rates and
different ways that compel the micro enterprises more.

The tax regime for MSEs is a serious concern to many. Some gaps that currently in
respect to taxation are identified below:

! Tax incentives are extended to cottage industries only.

! VAT threshold of two million rupees was specified as temporary only.

! Tax administration is reported to be burdensome due to lack of transparency.

! The exemption limits in income tax are reported to be low.

! Fiscal and tax policies (income tax, VAT, duties) are geared to gradually cover all
sectors and activities. This is likely to act as a serious hurdle for micro enterprises
since they lack the necessary resources for full compliance and are reluctant to do so
because of the Government�s  poor administration of these matters.

MSEs thus have not been able to enjoy tax incentives and the MSEs continue to have
apprehension on taxation. The processes are also cumbersome. To address these issues,
Recommendation 12 is being provided.

It is proposed that the MOICS, in collaboration with MOF, should:

12.1 extend the taxation exemptions that currently apply to cottage industries to micro enterprises
in all sectors (i.e., micro enterprises of service, trade and manufacturing nature);

12.2 levy a fixed amount of tax to MSEs by scale or trade not captured by the preceding

recommendation; and
12.3 continue the present VAT threshold.

RECOMMENDATION 12  TAXATION

The measures under Recommendation 12 are expected to remove tax-related distortions
in the MSEs. Moreover, enterprises in trade and services may be discouraged from
registering as cottage industry simply for the sake of enjoying tax exemptions.
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The framework for implementation of the recommendations presented in this section addresses the
issues identified in earlier sections in the report as identified under the MSE Policy Review Project.
The framework with its recommendations is presented in a matrix format in Annex 6 along with
proposed implementing agencies (both lead and partner agencies) and expected outcomes
indicated for each set of recommendations.

4.1 Immediate strategies for reform

The steps for implementing the following measures need to be taken immediately:

! Improve MSE database by using MEDEP approach.

! Define MSEs.

! Establish service delivery mechanisms for providing access to BDS at doorsteps of the MSEs.

! Create a revolving fund for developing and financing MSEs by consolidating existing funds,
e.g., CSI funds, poverty alleviation funds, etc.

! Launch a wholesale lending to intermediaries like non-government organizations, cooperatives
and micro-finance institutions at low interest rates.

! Coordinate and strengthen BDS making it demand-driven, efficient and result- oriented.

! Establish incentives to promote forward and backward linkages.

! Enable MSEs to register them at local agencies by using a simple format.

! Entrust the task of MSE development and promotion to existing related institutions.

! Facilitate development and mobilisation of EDF.

4.2 Medium term strategies for reform

The medium term strategy should encompass the following:

IMPLEMENTING CHANGE IN THE POLICY FRAMEWORK

c h a p t e r 4
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! Bring out a comprehensive policy on MSE on a gender sensitive and purposive basis by
following participatory approach.

! Enact or revise all relevant laws and regulations to incorporate defined MSE policies.

! Bring regulations on code of conduct and guidelines in respect to labour, environment and
product, quality and standard.

! Revise and improve taxation rules and regulations on an equitable basis.

! Develop and extend support services to MSEs in efficient and effective ways.

! Strengthen institutions and establish mechanisms of coordination to cover MSEs at a wider
scale and facilitate their efficient implementation.

4.3 The time for change

MSEs play crucial role in generating employment opportunities and alleviating poverty though their
roles have not been duly recognised largely due to their subsistent nature, scattered existence and
low scale of operation. Nevertheless, their contribution is significant, forcing policy makers,
academics and others to consider MSEs as a vehicle to economic development at the grass roots
level. In Nepal, outside agriculture, the MSEs are estimated to employ 1.6 million persons, i.e.,
almost 70 percent of the persons employed in the non-agricultural sector. Promotion of MSEs has
been accorded as a strategy for industrial development in the ongoing Tenth Plan. However, the
policy and regulatory environment is far from favourable. Owing to the lack of a commonly
acceptable definition, particularly for micro enterprises, policies and regulatory measures at best
have been cacophony of intentions rather than a strategy to develop the sector. A large number of
initiatives, projects and programmes, despite proclamation of success by many of them, have not
been coordinated and sustained resulting in the unending procession of projects without
encompassing efforts directed at creating conducive environment to promote such activities at a
national level.

MSEs are an indispensable means to fulfil the needs of the rural populace in a country like Nepal,
where overwhelming majority of population live in the rural areas. Survival and livelihood of a large
number of populace are linked to MSE development. Therefore, in view of the existing situation,
there must be a mechanism to translate best practices like that of MEDEP into policy framework
so that continuous experiments are not needed and a focused approach is followed with higher
multiplier effects.

The challenge is to bring about conducive policy environment, extending and integrating BDS and
support services and improving compliance through simplification of processes in a transparent
manner, particularly focussing ons females who are prominent players from the micro enterprise
perspective. To translate these into reality, the tasks should be entrusted to appropriate institutions
like local governments and there must be a mechanism to strengthen involved institutions to enable
them to play specified roles in an efficient manner and monitor activities so as to improve the
situation as needed. The government agencies particularly MoICS and NPC should take the lead
and develop partnership with necessary government agencies, parastatal, private sector, civil
society or other relevant agencies.
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ANNEX 1
Details of Methodologies

a n n e x

In overall, the project team employed mainly the following methods to derive expected project
outputs through interactive and participative processes.

1 Desk research: Reviewed the available documents, information and publications relevant to
the project themes (e.g. MSE related policies, laws, previous study reports, literature, etc.),
including exchange of project component reports being prepared at different levels by the
respective project consultants.

2 Field visits and observations: Visited the districts of Nawal Parasi, Mahottari, Sunsari,
Morang, Kaski, Parbat and Bharatpur to observe MSE operation and promotion activities
and interact with entrepreneurs and MEDEP staff and partner organizations (May-
September, 2002).

3 Participation in meetings: a) MEDEP�s Project Steering Committee by submitting project
work status, work plan and policy inputs for incorporation in the Tenth Plan  (28 May, 2002);
b) various seminars / meetings organized by MEDEP and FNCCI to observe their activities
relating to MSE operation and promotion.

4 Surveys: Conducted field surveys of MSEs (managers / owners) in ten districts, including
seven MEDEP-implemented districts, covering hill and Terai of five development regions,
namely Tehrathum, Sunsari, Sirha, Nuwakot, Bhaktapur, Dhanusha, Parbat, Rupandehi,
Dang and Dadeldhura (July-August, 2002).

5 Interviews: Conducted interviews and interactive sessions with a large number of policy-
making and operation level officials (representing the Government, public and private
organizations), subject specialists, micro and small entrepreneurs at both individual and
group basis.

6 Focus-group discussion (FGD): Organised three central-level focus group discussions on:
a) major policy issues and measures for MSE development (mid-May, 2002); b) MEDEP
practices and experiencies and preliminary findings on Project Component II (8 August,
2002); and c) preliminary findings on Project Component I, II and III (31 October, 2002).
These were organized for generating, assessing and validating data / information and
project findings. These exclude those FGDs and other meetings organized by consultants
at local level in different districts they visited.

7 Survey design meeting: Organised a survey design meeting among consultants and key
partner organization such as ILO, UNDP, MEDEP and MOISC (20 June, 2002) by
organizing a mission of a survey consultant from ILO/Geneva. (The survey consultant,
along with national project coordinator, also held a series of meetings with MSE-PR
consultants, UNDP, MOISC, FNCSI, FNCCI, DCSD/CSDB, etc. for designing the survey
(Project component III).
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8 Consultative meeting: Organised a consultative meeting with key partners for reviewing project
implementation process and work-in-progress on various project components
(26 September, 2002).

9 National project workshop: Organised a national project workshop to discuss the findings of four
component reports and the major recommendations in formulation process with key partner
organizations as well as all relevant stakeholders representing sectoral ministries, public and
private organizations and donors, INGOs and NGOs working in the micro and small
enterprisess. (5 December, 2002).

10 Meetings: Held various meetings with key partner organizations and other stakeholders for
ensuring interaction, collaboration and cooperation with them. These included mainly: (a)
organised two small group discussions (including consultants and key partner organizations) for
revisions on policy inputs for the Tenth Plan and submission to the NPC through MOISC (29-30
May, 2002); (b) two separate meetings with UNDP and MOISC and MEDEP on their concerns
with the focus of review work and modality of project implementation (July 2002); (c) two
meetings with key partner organizations (UNDP, MOISC, DCSI, CSIDB and MEDEP) on project
work status as well as preliminary findings of component reports and possible
recommendations for policy measures (November 2002).

11 Seeking for written comments and suggestions: Submitted all technical reports to the partners
and stakeholders, i.e., UNDP, MEDEP and MOISC, ILO�s subject specialists, (20 December,
2002) and collected comments and suggestions on them in a written form (December 2002-
February 2003).

12 Discussions on the draft integrated report: Organised the final focus-group discussion
programme on 15 July 2003 to review and discuss the final draft integrated report with the
partner organizations and finalise the report by incorporating the comments and suggestions
into it to the possible extent.
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This annex describes international developments in the review and design of policy frameworks for
micro and small enterprises (MSE). It highlights a number of common concerns and issues that
emerge for MSEs as they experience national policies and laws, while also focussing on the role of
the government  in MSE development. The overview provides an opportunity for the Government of
Nepal, along with other stakeholders in MSE development in Nepal, to consider their response to
MSE issues in relation to international experiences. It gives insights into current issues and
concerns and how governments and their social partners can address these.

Policy frameworks for MSE development are different in every country. They are developed over
time in response to many different social, economic, cultural and political influences. This makes it
difficult to directly compare one country�s policy framework with another and to conclude that one is
better than the other. However, there are a number of elements in a policy framework that can be
assessed and sometimes compared.

Policy frameworks form part of the broader business environment in which MSEs operate. They are
external influences on the operations of the enterprise. While there is no single, agreed upon
definition of the business environment, it is generally recognised that it includes macro-level
influences such as the social and cultural context; national political systems, including the systems
of governance; and economic systems and policies. It also includes meso-level elements such as
the institutional framework for commercial governance and regulation and MSE promotion and
representation. These external influences combine to affect the markets in which the private sector
operates, including MSEs. Markets operate according to formal and informal rules that govern
economic behaviour and, in turn, affect economic behaviour by providing price signals.5

Policy frameworks contain three levels of activity. The first level contains policies and laws that set
the directions and intentions of government toward the private sector in general and the MSEs in
particular. Policies and laws underpin development efforts and influence the role the MSE enterprise
sector performs in national, provincial and local economies. Policies and laws provide the
justification for programme and regulatory action. When properly designed and implemented they
can contribute to a stable economic climate where the rule of law promotes transparent and
enforceable transactions between government and small enterprises as well as in the commercial
transactions of the private sector.

The second level of activity found in national policy frameworks concerns regulations and
procedures. These are a means through which policies and laws are implemented. Regulations and
procedures represent the �tools� that are used to enact the policies and legislation.

The third level of activity found in national policy frameworks concerns administration. This refers to
the ways in which policies, laws, procedures and regulations are applied, managed and monitored.
Whilst all three of these layers of government activity are important in their own right, there are
connections between each of them.

ANNEX 2
International Experiences In Policy Frameworks For Micro And Small
Enterprise Development

5 For more details see (Sinha, Beijer et al. 2001).
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National policy frameworks and the macro environment in which they operate provide the �rules of
the game� for the MSEs. They govern the activities of the market and enterprises operating within
the market; they protect society (i.e., individuals, consumers, workers, enterprise owners and
managers) and the environment from unfair, exploitative and harmful practices; and they specify the
ways government promotes the MSEs as a whole or specific sub-sector.

In some cases the intention of the national policy framework are clear and specific, in other cases,
policy frameworks affect the MSEs in ways that were never envisaged. Thus, governments are
becoming more attuned to the impact their actions have on the MSEs and on how they can better
enable the MSEs to achieve desired social and economic goals.

1 Government functions in the MSEs

A conventional approach taken by many governments to the development of MSEs has been to
provide financial and business development services to MSEs, either directly through their own
agencies, or through intermediary agencies that may be closer to the target group and more market-
oriented. These efforts have generally sought to improve access to resources and management
capabilities within MSEs so that they can grow and become more competitive. However, they have
often fallen short in their delivery. This is mainly for two reasons: Firstly, because government
programmes are finite and can only reach a limited number of enterprises��often a tiny proportion
of the total MSE population. Secondly, because there are broader influences affecting the
business environment in which MSEs operate, which can undermine the impact of specific
government programmes.

In most countries, governments� approach to MSEs is contradictory. On the one hand, government-
sponsored projects and programmes provide support to MSEs. On the other hand, the policy
framework is biased against MSEs compared to larger enterprises. This contradiction undermines
the interventions of government and constrains the potential contribution of the MSEs to national
development. Consequently, governments are now encouraged to review their role in relation to the
MSEs and to review the policy and legal frameworks in which MSEs operate.

Because MSE policy frameworks are an expression of a government�s position toward the
enterprise sector, the choices that government faces in this regard should be clearly presented.
There are three common roles that describe the relationship governments have with the MSEs
(White 2003). These are as follows:

! Government as a regulator: Designing and implementing laws and regulations that govern the
activities of small enterprises.

! Government as a facilitator: Providing an environment that is conducive to enterprise promotion
and bringing key stakeholders together in the initiation and support of small enterprise
development efforts, mobilising civic, private and public sector resources.

! Government as a promoter: Intervening directly into small enterprise development projects and
processes, making them explicit programmes of government. Allocating resources (i.e., human,
financial or physical) through financial and business development services to achieve specific
development outcomes.
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In many instances, governments perform all three of these roles simultaneously. However, in recent
years the facilitation role has become more prominent. Governments can establish an enabling
environment in order to encourage entrepreneurship, investment and innovation. They can facilitate
joint action by key stakeholders in the delivery of financial and business development services.6

They can also review their policies and laws to ensure that these are responsive to small enterprise
experiences, and make compliance easier and more beneficial for enterprise owner-managers.

2 Common issues of concern

In 1998 the International Labour Conference adopted Recommendation 189 on General conditions
for the promotion of job creation through small and medium-sized enterprises. This
Recommendation recognises the importance of setting a policy and legal environment conducive to
small enterprise development, and recommended that the 175 Member States �adopt and pursue
appropriate fiscal, monetary and employment policies to promote an optimal economic environment
(ILC 1998).

When reviewing policy frameworks for MSE development in different countries there are a number
of common issues that concern the development potential and competitiveness of MSEs. These
issues are briefly surveyed below.

2.1 Marginalisation of the MSEs
A common problem found in policy frameworks governing the MSEs is one of
marginalisation. MSEs are often given far less attention than medium-sized or large
enterprises. While small enterprises can sometimes be accommodated within a broader
SME (Small and Medium-sized Enterprise) category, micro enterprises are often dismissed
as insignificant or simply overlooked.

There can be many reasons for the marginalisation of MSEs. In some cases, micro
enterprises are seen as synonymous with survivalist enterprises or enterprises in the
informal economy. MSEs can also be considered to be livelihood or income generating
projects that are more closely associated with the welfare and social sectors than the
economic sector.

Whatever the reason, it is the marginalisation of MSEs that leads to many of the problems
described further below. Governments often see the MSEs as an unruly and difficult sector.
Hawkers on the footpaths, tricycles and karts on the street, food-sellers moving from
house to house, and so on. These are all negative, but pervasive images of MSEs that
serve to undermine any arguments for the productivity and employment potential of the
MSEs. It is important to quantify the broader contribution that the MSEs make to national
social and economic development goals in order to redress these negative and damaging
images. Only by better understanding the role the MSEs perform in national development,
can greater attention be given to them. Only then can their marginalised status be
addressed, so that MSEs are brought into the mainstream of the national economy.

6 For more details on the facilitation role governments can perform in business development services see (Hitchins 2002).
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2.2 Lack of a clear definition
The lack of a clear definition of the MSEs, consistently applied by all government
agencies, is a common problem in national policy frameworks. In some cases there are no
definitions, particularly for micro-enterprises. It is common to find a situation where there
are definitions for small, medium and large enterprises, but nothing for micro-enterprises. It
is also common to see definitions for industrial or manufacturing enterprises, but nothing
for those in the service or trade sectors.

The most common problem arises where there are competing definitions of enterprises
used by different agencies. The national statistic office, for example, may use a definition
that is different from the ministry of trade and industry, which may in turn be different to the
definition used by, say, the ministry of labour. While it is understood that each ministry has
a different function to perform and, therefore, different interests in measuring or promoting
the MSEs, such variation can lead to a very confusing and fragmented approach by
government.

Often government policy frameworks need to distinguish between official definitions that
are used to identify and measure the MSEs, and official targets that are used to administer
a specific programme or service to categories found within this definition. For example, a
government may define a micro-enterprise as any enterprise with less than ten workers.
While this definition can be applied across all government ministries and instrumentalities,
this does not prevent a ministry of tourism from providing a support programme to micro
enterprises in the tourism sector, or a ministry of labour from providing incentives to
women-owned enterprises with less than five workers. Thus, official definitions of micro and
small enterprises have a specific purpose: they allow government to conceptualise the
MSEs and their contribution to social and economic development, while providing criteria
that can be used when monitoring the sector and measuring its size and changes. Targets
applied by government ministries are used in the delivery of specific interventions.

Before leaving the topic of enterprise definition, it is important to recognise the different
criteria that governments can use to define MSEs. Enterprise definitions vary from one
country to the next because there are variations in the social, economic and cultural
context in which enterprises are found. In China and Viet Nam, for example, small
enterprises can be privately owned, as well as publicly owned (see Hung 2002); it is
unusual in other countries for a state-owned enterprise to be considered a small enterprise.

The most common criteria used when defining the MSEs are: number of people employed;
value of annual turnover; value of capital invested; and quantity of power required by plant
and equipment. There are often distinctions made in the application of certain criteria in
industrial and
other enterprises.

Regardless of the criteria that are used, an essential first step in the creation of a policy
framework that is conducive to development of the MSEs is the formulation of a clear
definition of the MSEs, which is uniformly applied across government. This is consistent
with the recommendation of the International Labour Conference in 1998 (see (ILC 1998).
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2.3 Limited understanding of MSE dynamics
Often, policy-makers and legislators are unfamiliar with the dynamics of a micro or small
enterprises. The functions, management systems and production cycles of medium-sized
and large enterprises are more commonly understood by government officials��especially
by those who have obtained a typical MBA in business or public policy. Policy-makers have
often wrongly assumed that small enterprises are simply smaller versions of large
enterprises and have not understood their unique features and vulnerabilities. However, the
dynamics of MSEs are different to those of larger enterprises and the effect of policies and
laws can also be different.

It is important that a policy framework for MSE promotion is created based on an accurate
understanding of MSE dynamics and the broader MSE sector. This can be achieved by
studies that endeavour to provide policy-makers with evidence of the constraints,
obstacles and opportunities MSEs face. It is also necessary to bring representatives of the
MSEs into policy-making discussions, so that the experiences and views of the sector can
be better understood.

2.4 Anti-MSE bias
There are a number of common policy and legal obstacles that can prevent MSEs from
operating efficiently. In many cases, policies and laws are biased against MSEs relative to
larger enterprises. For example, minimum thresholds may exclude MSEs from available
export incentive schemes or other benefits, as is the case in Pakistan (SMEDA 2002). In
other cases, economic sectors where large enterprises are dominant receive preferential
treatment. Such biases may either stem from an explicit focus on large enterprises in past
development strategies, or simply be an inadvertent oversight in policies that have been
created without a proper understanding of the MSEs.

The cost of complying with laws and regulations places a disproportionate burden on small
enterprises. This includes the time and money required to obtain information, fill in forms
and deal with government officials (Abuodha & Bowles 2000a, 2000b; ILO 2002). While
many governments have recognised that they have to reduce the unnecessary and
cumbersome procedures imposed on enterprises in the fields of business regulations, trade
policies and labour policies, much remains to be done (Reinecke & White,  forthcoming).

Small enterprises may choose to reduce costs by remaining hidden from the government�s
eye (i.e., by choosing not to comply with government laws and regulations). However, this
strategy often has negative side effects on the enterprise in the form of harassment and
limited access to formal markets. As seen recently in Viet Nam, lowering the costs and
increasing the benefits for MSEs to incorporate themselves into the regulatory framework
can make a difference to employment creation in the MSEs (Hung 2002).

While some countries, such as Pakistan, have attempted to decrease the burden of
regulatory compliance by exempting micro enterprises from the scope of labour law and
safety regulations, this can create a growth trap for enterprises whose size places them
close to the threshold for compliance. Instead of growing and creating more employment,
these enterprises may choose to remain below the threshold size to avoid complying. A
more promising approach involves making compliance as easy as possible so that MSEs
can comply. For example, it can be more effective for governments to take innovative
approaches to labour inspection that put more emphasis on raising awareness and
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providing relevant information, than on fines and harassment by
government officials.

MSEs are rarely adequately represented in policy-making arenas. This has hampered
effective policy-making through a lack of understanding of the needs and dynamics of the
MSEs, a lack of political attention given to the MSEs, and inadequate implementation and
monitoring mechanisms.

2.5 Need for simplification
A common cause of an anti-MSE bias is a complex policy and legal framework. Often,
MSE owner-managers are daunted by laws and regulations that can be hard to understand
and difficult or expensive to comply with. Sometimes, complying with one law (e.g.,
business registration) invokes a number of other legal obligations or reporting procedures.
In many cases, MSE owner-managers are unaware of their legal obligations because of
their limited literacy, especially in the official government language, or insufficient
information distribution by government��as was found, for example, in Pakistan (SMEDA
2002).

Governments should review their policy and legal frameworks to find ways where the legal
obligations can be made clearer and simpler. In some cases, this will involve removing
irrelevant, old or outdated laws and regulations. In other cases, it will mean streamlining
legal and regulatory obligations to remove duplication or inefficiencies.

In a study conducted by the ILO in 2001-2002 in seven countries, it was found that by
removing unnecessary policy and legal constraints to MSE activity, governments can
enhance the capacity of the MSEs to contribute to national social and economic goals
(Reinecke & White forthcoming). Simplifying legal and regulatory obligations can boost the
quantity and quality of jobs. In Viet Nam, the new Enterprise Law has made registration
easier; while around 5,000 enterprises per year were registered under the previous law, this
figure has jumped up to around 15,000 per year since then. About 70 per cent of these
enterprises are truly new, while the remainder is accounted for by the regularization of
previously unregistered enterprises (Hung 2002).

2.6 Lack of a lead agency
Because MSEs can perform a variety of functions in national development��economic
functions, employment functions, social functions, and community functions��the
responsibility for their development can easily be disbursed across many line-ministries.
While it is understood that different ministries will work with the MSE for different purposes,
there is still a need for a lead agencies.

A lead agency for MSE promotion is important because it is this agency that reports to
government, through a relevant minister, on the development of the sector. It is this agency
that monitors the sector and oversees the range of programmes and services that can be
provided by government.

Lead agencies can take different forms. In some countries the lead agency may be a
specific government department, such as the Department of Industry Promotion in the
Government of Thailand (White 1999a) or the Department of Trade and Industry in South
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Africa (Mollentz 2002). In other cases, a parastatal agency may be created for this
purpose, such as the Small and Medium Enterprise Development Agency (SMEDA) in
Pakistan, which is run by a board made up of enterprise representatives and chaired by the
Minister for Industry.

Lead agencies are important, not only for the implementation of policy frameworks, but
also for the reform and improvements of existing policy frameworks. While external
development agencies and donors can assist governments in their reform efforts, it is clear
that government agencies must lead this process (White & Chacaltana 2002).

2.7 Poor coordination of government services
The argument for coordination of government services is easily made: coordination
removes the chance of duplication that can lead to waste or other inefficiencies in
government programming; coordination helps identify gaps in government services so that
those MSEs that require government attention, but are not getting it can be readily found.
Coordination also enhances the delivery of a comprehensive range of services that
recognise the holistic needs and opportunities found in an MSE sector that is well known
for its diversity.

The challenge for government is to design an effective mechanism for the coordination of
government services to the MSEs. These services may be promotional, regulatory,
statistical, or administrative in nature.

Usually, the first step in good government coordination is to assign a lead agency, as
described above. However, once this is done, there are still a number of challenges to be
met when bringing all relevant government agencies and instrumentalities onboard. Some
countries have established inter-ministerial committees or taskforces that are required to
address, among other things, the issue of coordination.

One-stop centres for MSEs have been established in some countries to coordinate
government services and implement policies. However, such initiatives do not
automatically resolve coordination problems. For example, a one-stop centre initiative in
Peru, which was supposed to centralize all enterprise administrative requirements, failed
due to the lack of coordination between different government agencies (Chacaltana 2001).

2.8 Gender bias
National policy frameworks can contain a gender bias at any of the three levels described
at the beginning of this chapter. While at the first level, policies and laws can contain a bias
that favour one sex over another, examples of such bias are rare, thanks to a growing
awareness among many governments of the need for gender equity. It is more common to
find policies and laws that overlook or disregard biases that are experienced in the MSEs
based on gender. For example, policies may overlook the problem faced by women who
own and manage micro enterprises and experience greater difficulties in obtaining formal
lines of credit than do men. Another example of a policy or law that contains a gender bias
are laws that require husbands to counter-sign or otherwise approve their wife�s bank
accounts or title deeds.

Regulations and procedures��the second level of the national policy framework��can
provide a greater opportunity for gender bias than policies and laws, because they are often
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formulated at a lower level and, hence, scrutinised less. National policies and laws are
passed by high-level government instrumentalities, such as the parliament or the cabinet of
government. However, regulations and procedures that enact these policies and laws are
often formulated and adopted by line-ministries. Where a national policy might require
consultation with the MSE sector, a line-ministry may overlook an association of women-
owned enterprises and give preference to consulting with a chamber of commerce that is
dominated by men. Regulations governing MSE run in the home can disproportionately
affect women-owned-enterprises, since many women run their micro enterprises in the
house while simultaneously fulfilling other household and
reproductive responsibilities.

The administration of policies, laws, procedures and regulations��the third level of the
national policy framework��can exhibit gender biases. Administrative systems bring the
MSE owner-manager in contact with government officials and it is at this point that sexist
and discriminatory behaviour can arise. Thus, there is a need for transparency and
procedures of complaint and appeal, to ensure that any unfair treatment is reported and
quickly addressed.

Women are the victims of gender bias more than men and this can have a major impact
upon the MSEs. In many countries, the women-owned-enterprises are more highly
represented in the micro-enterprise sector, while in the small enterprise sector male
ownership is more prominent. Thus, women are often caught in the micro-enterprise sector;
they are less able to grow their business.

Some of the most common areas for reform of national policy frameworks include the
introduction of legislation that ensures women are treated as independent actors with equal
rights with regard to the control of property and incomes. This includes ensuring women
have equal inheritance rights; rights in marriage to ensure women formal rights to
household property and inalienable rights to own property; and legislation on divorce to give
women equal rights in division of property, pensions, etc. It is also important that business
ownership laws and regulations recognize women�s equal rights and partnership in
household business (including access to business support services) and that labour law
gives legal recognition to women as independent and equal actors (Mayoux 2001).

While it is tempting to focus on the biases that are found against women in the policy
framework, a broader view should be taken to ensure that the entire range of social and
power relations between women and men are understood. Policy frameworks can easily
reflect the way in which society is structured along gender lines, and it is difficult to
properly assess these without an engendered approach.

In the United States, the Women�s Business Ownership Act (1988) created a National
Women�s Business Enterprise Policy and set out arrangements for developing, coordinating
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and implementing a national programme for women�s business enterprise.7  This Act
created the National Women�s Business Council and called for data collection on
businesses owned by women. Special incentives were formulated to decrease the
problems experienced by women in obtaining start-up funding in the form of guaranteed
loans and Women�s Business Centres were established to assist successful and aspiring
women entrepreneurs to expand and develop their businesses.

2.9 Poor job quality in the MSEs
Small enterprises have long been associated with inferior pay and conditions. Especially
when compared to larger enterprises that may benefit from both the advantages of scale
and superior resources. Moreover, in recent years, the growth in employment in small
enterprises has been associated with a parallel growth in non-standard forms of informal
and flexible employment relationships, which have the potential to reduce access to a
range of economic and social entitlements, as well as increase insecurity.

Small enterprises are less likely to be included within formal industrial relations and social
protection schemes and are often also exempted from legal requirements to regulate
employment and working conditions. In cases where they are included, these regulations
might not be rigidly enforced.

The term �job quality� refers to a range of inter-connected employment concerns. These
concerns incorporate the seven ILO Conventions identified by the ILO�s Governing Body as
being fundamental to the rights of human beings at work, irrespective of the levels of
development of individual member States. These rights are a precondition for all others in
that they provide for the necessary implements to strive freely for the improvement of
individual and collective conditions of work. Further to this, job quality refers to the
absence of child labour and the provision of the following (White 1999b):

! Remuneration levels��where salary payments, working hours, fringe benefits and equal
opportunities are adequately provided;

! Job security��where employment contracts and the length of tenure provide a sense of
long-term stability for workers;

! Social protection��where mechanisms for health, life, disability and unemployment
insurance, as well as pension schemes, child care, and maternity leave are in place;

! Safety and health concerns��where working conditions are adequate and include the
prevention of occupational accidents and diseases, the containment of environmental
hazards as well as the promotion of health in the workplace;

! Human resource development��where workers are treated as an integral and valuable
asset to the enterprise, provided with education and training opportunities, prospects of
promotion and incentives for improvement;

7 �Women-owned business� is defined by the Act as a business that is at least 51 per cent owned by a woman or women who also control and operate it. �Control� in this context
means exercising the power to make policy decisions. �Operate� in this context means being actively involved in the day-to-day management. �Women�s business enterprise�
is defined as a woman-owned business or businesses or the efforts of a woman or women to establish, maintain or develop such a business or businesses. All Federal
departments and agencies are required to take appropriate action to facilitate, preserve and strengthen women�s business enterprise and to ensure full participation by women
in the free enterprise system. In addition, they must take affirmative action in support of women�s business enterprise in appropriate programs and activities. The programme
is administered and monitored by the Interagency Committee on Women�s Business Enterprise established under the Act. For more information: http://www.ilo.org/public/
english/employment/gems/eeo/law/usa/l_wbo.htm
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! Management and organization��where contemporary management methods are used
(e.g. Total Quality Control), sound industrial relations practised, freedom of association
and opportunities for participation and involvement encouraged; and

! Freely chosen employment: concerning areas such as the existence and character of
bonded labour and exploitative apprenticeship arrangements.

In many countries labour policies are not tailored to MSE needs. Many MSEs are
constrained by the high cost of compliance and workers are left unprotected. In Pakistan,
for example, the number and complexity of labour regulations has been identified as a
major obstacle to compliance. For small enterprises with ten or more workers, there are 136
steps required for compliance under the Factories Act (1934). Currently, there is an attempt
to reduce the number of laws in the package of labour laws from 27 to six, which would
facilitate compliance without any negative side effect on workers� rights and job quality
(SMEDA 2002).

In some countries, labour laws are badly outdated. In Tanzania, some regulations date from
the 1940s and 1950s, without the amounts for the assessment of wages or penalties ever
being updated to compensate inflation (Tibandebage, Wangwe et al. 2002).

Deregulation is not always the only answer to unleashing the potential of small enterprises,
especially when job quality is considered. Regulations are necessary to protect workers
from exploitative practices. Liberalizing labour laws does not automatically increase
compliance. For example, in Peru the share of informal employment (i.e., employment
without written contracts and without social security coverage) increased during the 1990s
despite the liberalization of labour laws. This was because of weak labour market
institutions that were dismantled in parallel with the liberalization efforts. The number of
staff members in the Ministry of Labour was reduced drastically from around 1,000 in 1990
to 200 in 2001, weakening the Ministry�s capacity to monitor the enforcement of labour laws
(Chacaltana 2001).

While governments need to be realistic as to the capacity of MSE to comply with labour
regulations, they should not give MSEs general exemptions from basic labour norms.
Instead, they should simplifying overly complex regulations, and find ways to apply
specific norms based on a careful assessment of MSE capacities, and improve the
mechanisms of implementation beyond labour inspections. This was done in Chile where
flexible laws combined with fines and training in legal standards for MSEs have improved
the quality of employment in MSEs (Flores 2002).

2.10 Lack of a clear implementation strategy
The best policies work only if they are properly implemented. In the seven countries
studied by the ILO in 2001-2002, a significant gap between policy intentions and actual
implementation was commonly found. Poor implementation means that policies and laws
do not have the intended impact on the MSEs. While a number of �good� policies can be
found in different countries, often these remain statements of good intent, rather than
leading to practical actions that benefit the MSEs. Many good policies fail to be properly
implemented and rarely is their impact on the MSEs monitored or assessed.
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Implementation strategies should embrace two broad functions: They should practically
respond to the challenges of the MSEs, and they should adopt the principles of good
governance.

Practical responses to the challenges of the MSEs will vary from one country to the next.
As described above, there is a need to ensure that a lead agency is given the mandate for
implementation and that coordination within government (i.e., across line-ministries and the
different levels of government) is assured. It is also important to constantly monitor the
impact policy and legal reforms have on the MSEs. Communication of policies and laws to
the MSEs is also critical. In Pakistan, for example, information on many laws and
regulations is presented in English, while the majority of the population reads and
understands only Urdu (SMEDA 2002). In a survey of enterprises conducted in Bangladesh,
the Philippines and Nepal, more than 70 per cent entrepreneurs surveyed did not know of
any public agency in their country giving assistance to small enterprises (Meier & Pilgrim
1994). Similarly a recent policy statement in Chile entitled �12 commitments of the
President with the SME sector�, was known to only one fifth of the enterprises surveyed in
a separate study (Espinosa 2002).

The need for good governance is common to all countries. Often, the benefits of good
policies and laws do not bear fruit because of poor governance. Persistent corruption and
rent-seeking behaviour plague many countries and undermine the contribution MSEs can
make to national development. MSE owner-managers need to feel confident they are being
treated fairly by officials. They need procedural transparency and rights of appeal.

2.11 Poor representation of the MSEs (and its workers)
The MSE sector is poorly represented in policy-making processes in many countries. One
reason for the large-enterprise bias of the policy and legal framework is that small
enterprises are rarely organized so as to have much involvement or influence on public
policy-making (Berry 1995). Medium-sized and large enterprises, as well as State-owned
enterprises, are usually well represented through chambers of commerce, industry
associations and other kinds of enterprise formations. These organizations can advocate to
government for laws and regulations that are friendlier to them and may even be given
specific exemptions.

MSEs are often not well-organized and effective advocates. Large enterprises and
corporations often provide donations to political parties; they can professionally highlight
their contribution to national GDP, while participating in elite circles that often sway
government decision-making. Sadly, MSEs hold very little political power of this kind.

Informal economy organizations that usually count MSEs as their members often lack a
defined interface with top-level government officials. Without recognition by government
authorities, they have no voice in policy debates (ILO 2002).

Existing employers� and workers� organizations should extend their outreach to the smallest
enterprises and the informal economy. These workers and employers may wish to join
existing trade unions and employers� organizations, or they may want to form their own.
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Increasing the role of MSE owners and workers in social dialogue can improve their social
and economic situation, both within the work place and in a larger national context.
Effective MSE representative bodies can become the voice of MSEs and participate in
policy-making arenas to ensure the impact of new laws and regulations on the MSEs is
taken into account. MSE associations can also help develop the market for business
development services for MSEs.

2.12 Impact assessment and continuous revision
Understanding the impact the policy and legal framework has on MSEs and the capacity of
the MSEs to generate new, good quality jobs, while also contributing to the national
accounts is a continuous process. Impact assessment and revision of the policy and legal
framework cannot be effectively conducted as a once-off or sporadic exercise. While an
initial process of review and reform, such as that undertaken by the ILO and UNDP in
Nepal, is a significant first step, these processes have to be institutionalised, refined and
continued.

Government should establish structures and processes with a mandate for ongoing
assessment of the policy and legal environment, ensuring these are empowered with the
authority to propose recommendations for change. Structures such as these should be
accountable to a senior minister, while engaging the participation of key stakeholders such
as representatives of the MSE sector. The processes of assessment should systematically
review the full range of policy and legal fields affecting the MSEs. These processes should
be time-bound and involve broad participation.

As governments, policy and programme advisers, enterprise development practitioners and
the representatives of the MSE sector become more experienced in this field, they will be
able to devise better tools and techniques for assessing the impact of policies and laws on
the MSEs. Ways of assessing job quality in MSEs will, for example, become more
apparent as MSEs and government come together to discuss the realities of these
situations. Government mechanisms for measuring MSE will improve, as will sensitivity to
gender issues.

The ILO has been working in numerous countries around the world to help improve the
policy and legal framework for MSE development. It has done this with the aim of providing
more and better jobs for women and men in MSEs. Through the sharing of international
experiences, tools, methods and techniques, it is hoped that countries such as Nepal can
become active partners in the global trend to build business environments that are more
conducive to the achievement of national social and economic goals.

Through the work conducted within the ILO/UNDP project on MSE Policies, the
Government of Nepal and its Social Partners have begun to realise the valuable resources
that are contained in the MSEs. This sector expresses the entrepreneurial nature of
Nepalese and provides an important foundation for future development. Through reforms to
the policy and legal framework, the Government of Nepal can unleash the full potential of
this sector as a creator of national wealth, a generator of much needed employment, and
an important contributor to the reduction of poverty.
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ANNEX 3
Economic Indicators of Nepal

GDP Growth

Growth in Agriculture
GDP

Growth in No-
Agriculture GDP

Sectoral Share
 A Agriculture
B Industry
C Services

Gross National Savings
as % of GNP

Investment as
 % of GDP

Export Growth

Import Growth

Trade Balance as
% of GDP

Fiscal Deficit as
% of GDP

90/91

6.3

2.2

9.8

47.7
17.52
34.83

11.3

21.6

43.3

45.7

13.6

9.2

91/92

4.6

-1.2

9.1

45.0
20.4
34.6

12.7

21.8

85.5

37.5

-12.6

7.8

92/93

2.9

-1.0

5.7

42.4
20.8
36.8

15.4

24.0

26.0

22.7

-13.2

7.2

93/94

7.6

7.8

7.5

42.1
21.2
36.7

16.5

23.3

11.7

31.5

-16.8

6.1

94/95

2.7

-0.9

5.1

40.8
22.
237.0

17.0

26.3

-8.6

23.5

-21.9

5.0

95/96

5.4

3.7

6.5

40.5
22.3
37.2

15.4

28.4

12.7

16.9

-22.8

5.8

96/97

4.8

4.2

5.2

40.4
22.3
7.4

15.7

26.4

13.9

25.7

-26.3

5.3

97/98

3.2

0.8

4.7

38.8
21.9
39.3

15.8

25.8

21.5

-4.9

-21.2

6.1

98/99

4.4

2.8

5.3

40.0
21.2
38.7

16.6

21.2

29.7

-1.7

-15.7

5.5

99/00

5.9

4.6

6.6

39.5
21.5
39.0

17.9

25.0

39.7

24.0

-16.0

4.8

00/01

4.6

4.2

4.9

37.9
21.4
40.7

17.9

25.3

11.7

6.6

-15.3

6.1

01/02

-0.6

38.1
21.9
40.0

16.7

24.6

Source: HMGN, Ministry of Finance, Economic Survey 2001-02, 2002
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ANNEX 4
MSE Profile

Owners�
Educaiton

Illiterate

Literate
(no class)

Lower
secondary

Secondary
& above

Incorporated
under

company act

Numbers

1

4

2

12

Incorporated
under other

acts

1

13

12

50

Not incor-
porated

23

97

32

53

Total

25

114

46

115

Incorporated
under company

act

4.0

3.5

4.3

10.4

Percentage of the Total

Incorpora-ted
under other

acts

4.0

11.4

26.1

43.5

Not incorpo-
rated

92.0

85.1

69.6

46.1

Total

100

100

100

100

Source: MSE Survey, 2002.

MSEs by Sector

Manufacturing

Trade

Service

Others

Total

Percentage

52.7

21.3

17.3

8.7

100.0

ANNEX 4.1  LEGAL STATUS OF ENTERPRISE BY EDUCATION LEVEL OF ENTREPRENEURS

ANNEX 4.2 MSEs BY SECTOR

Source: MSE Survey, 2002.
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Enterprise Type \Source of inspiration

 Market

 Financial Access

 Foreign export

 Government policy

 Advice from others

 Availability of new technology

 Availability of skilled workers

  Increase in profit

  Improvement in infrastructure

Total number

Enterprise

Micro Small

31.9 42.0

5.9 6.0

0.7 0.0

0.7 0.0

9.6 10.0

8.9 4.0

1.5 4.0

34.1 16.0

6.7 18.0

135.0 50.0

ANNEX 4.3 PERCENTAGE DISTRIBUTION OF ENTREPRENEURS REPORTING SOURCES OF INSPIRA-
TION FOR MAKING INVESTMENT DECISIONS

Total

34.6

6.0

0.5

0.5

9.7

7.6

2.2

29.2

9.7

185.0

ANNEX 4.4 REGIONAL DISTRIBUTION OF MSES

Urban

Rural

Total

Micro

30.4

69.6

100.0

Small

60.3

39.7

100.0

Total

100.0

100.0

Source: MSE Survey, 2002.

Source: MSE Survey, 2002.

ANNEX 4.5 NUMBER OF YEARS IN OPERATION

4-6 years

11.4

  22.2

  16.4

 9.0

Micro

Small

Male

Female

Less than 2 years

33.3

4.8

15.9

46.8

2-4 years

 27.8

 20.6

24.9

28.8

Total

100.0

100.0

100.0

100.0

Source: MSE Survey, 2002.

6 years & more

27.4

52.4

42.8

15.3
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ANNEX 4.7 LEGAL STATUS OF ENTERPRISE BY GENDER AND SECTORS OF ENTERPRISES

Gender

Male

Female

Incorporated under
company act

9.0

1.8

Incorporated under
other acts

38.1

3.6

Source: MSE Survey, 2002.

Not incorporated

52.9

94.6

Total

100

100

Institution

Male

   DSCI/CSIDB

   VDC/Municipality

   Others

Female

   DSCI/CSIDB

   VDC/Municipality

   Others

Total

   DSCI/CSIDB

   VDC/Municipality

   Others

Total number

ANNEX 4.8 PERCENTAGE DISTRIBUTION OF ENTREPRENEURS REPORTING THEIR ENTERPRISES
REGISTERED BY INSTITUTIONS

Total

88.5

54.7

16.2

17.6

11.5

8.8

2.0

0.7

100.0

63.6

18.2

18.2

148

Source: MSE Survey, 2002.

Size of enterprises

   Micro

   Small

ANNEX 4.6 LEGAL STATUS OF ENTERPRISE

Incorporated under
company Act

1.7

23.8

Incorporated under
other Acts

22.4

36.5

Not incorporated

75.9

39.7

Total

100.0

100.0

Percentages of the total

Source: MSE Survey, 2002
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Benefits

   Legal status/protection

   Business guaranty

   Access credit/Financial assistance.

   Others

Total number

ANNEX 4.9 PERCENTAGE DISTRIBUTION OF ENTERPRISES REPORTING BENEFITS GAINED FROM
REGISTRATION BY SECTOR

Percentage

45.3

22.3

21.0

11,4

148

Source: MSE Survey, 2002.

Problems

Total

Difficult to feel up rag. Form

Complicated registration process

Time consuming

Expensive fee

Unnecessary cost

Total number

ANNEX 4.10

Percentage

100.0

4.7

47.6

14.3

9.5

23.8

21

Source: MSE Survey, 2002.

PERCENTAGE DISTRIBUTION OF ENTERPRISE REPORTING REGISTRATION
PROCESS PROBLEMATIC

   Lack of knowledge

   Expensive

   Time consuming

   Lack of proper information

   Reporting being compulsory

   Chances of govt. intervention

   Lack of easy access to capital

   Provide service and export

   Harassment

   Others

Total number

ANNEX 4.11

Percentage

42.1

4.0

7.2

7.9

0.7

2.0

0.7

1.3

7.2

27.0

152

Source: MSE Survey, 2002.

PERCENTAGE DISTRIBUTION OF ENTERPRISE REPORTING MAIN
REASON FOR NOT REGISTERING
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ANNEX 4.12 REASONS FOR CONDUCTING THE BUSINESS IN THE PRESENT SITE

Size of enterprise

Micro

Small

Gender

Male

Female

Profitable
place

49

13

44

18

Source: MSE Survey, 2002.

Other enterprises
near by

6

7

12

1

Total

233

62

187

108

Other places not
available

16

3

10

9

Others

13

8

16

5

Personal
convenience

149

31

105

75

ANNEX 4.13 MARKET FOR THE PRODUCT

Micro

Small

Production Site

41.8

31.7

Local Market

32.5

19.0

Export

1.2

1.6

Source: MSE Survey, 2002.

Within district

16.5

   27.0

Within country

8.0

20.6

ANNEX 4.14 PERCENTAGE OF ENTREPRENEURS RECEIVING MARKETING ASSISTANCE, WILLING TO
TAKE CONTRACT WORK AND HOPE TO SUSTAIN THEIR BUSINESS BY GENDER

Male

Micro

Small

Female

Micro

Small

Total

Male

Female

Total number

130

59

107

4

300

189

111

Received
assistance

27.7

13.6

38.3

25.0

28.7

23.3

37.8

Hope to operate
few more years

91.5

89.8

96.3

100.0

93.0

91.0

96.4

Willing to take contract work
Always

2.3

5.1

2.8

0.0

3.0

3.2

2.7

Usually

0.8

1.7

0.9

0.0

1.0

1.1

0.9

Occas- onally

6.2

8.5

4.7

0.0

6.0

6.9

4.5

Not at all

90.8

84.8

91.6

100.0

90.0

88.9

91.9

Total

100.0

100.0

100.0

100.0

100.0

100.0

100.0

Source: MSE Survey, 2002.
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ANNEX 4.15 AVERAGE ANNUAL SALES VALUE OF ENTERPRISE (IN RS.)

Sector

Manufacturing

Trade

Services

Others

Urban/Rural

Urban

Rural

Total

Micro

174227

624549

122748

26754

465585

153681

248437

Small

2620022

3017127

1029227

-

2164055

2119687

2146449

Source: MSE Survey, 2002.

ANNEX 4.16 PERCENTAGE DISTRIBUTION OF ENTERPRISES BY SOURCES OF INPUT (RAW MATERIALS)

Enterprise
Type

Total

  Micro

  Small

Source: MSE Survey, 2002.

Agri.
products

20.7

22.8

12.7

Forest
Products

13.7

15.6

6.4

Market
purchase

57.0

56.5

58.7

Import From
India

6.0

4.2

12.7

Import from
other countries

1.0

0.4

3.2

Mineral
products

1.7

0.4

6.4

Total %

100.0

100.0

100.0

Total
Number

300

237

63

ANNEX 4.17 AVERAGE VALUE OF INPUTS AND PROFIT BY MICRO/SMALL
ENTERPRISES AND DISTRICTS (IN RS.)

Enterprise / Gender

Micro

Small

Total

Expense on raw material

169632

1428089

433908

Other expenses

37180

1888075

559877

Total profit

41625

258374

87142

Profit as %of total expenses

20.1

13.7

15.6

Source: MSE Survey, 2002.

ANNEX 4.18 AVERAGE VALUE OF INPUTS AND PROFIT BY GENDER

Enterprise/
Gender

Male Micro

Male Small

Female
Micro

Female
Small

Expense on
raw material

283294

150033

31539

362500

Total
expenses

346917

197562

36590

596692

Total
profit

55060

271353

25302

66933

Enterprise operation expenses

Salary
wages

35962

30061

3144

21929

Water/ electri
-city, etc.

14354

96015

425

9900

House
rent

7875

19986

532

2000

Other

5433

5867

950

300

Total

63624

47529

5052

23419

Profits as a
percentage of

total expen-ses

15.9

13.7

69.2

11.2

Source: MSE Survey, 2002.
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ANNEX 4.19 ENTERPRISES OPERATING FULL TIME

Micro

Small

        Operating full time

53.2

44.4

Source: MSE Survey, 2002.

Not Operating full time

46.8

55.6

ANNEX 4.20 SOURCE OF FINANCING

Formal Financial Institutions

Informal Sector

Others

Micro

32.1

57.8

10.1

Small

33.3

58.7

8.0

Source: MSE Survey, 2002.

ANNEX 4.21 PERCENTAGE OF ENTREPRENEURS REPORTING LOAN RECEIVED BY
SOURCES OF BUSINESS LOAN

  Commercial Bank

 Micro finance/ADBN

 Cooperative Bank

 Saving/Credit Group

 Money lender

 Relatives

 Broker/customer/contractor

 Friends

 Suppliers of raw materials

 Other sources

 Male number

Female number

Total number

Enterprise
Micro

14.2

59.3

5.3

8.0

4.4

10.6

0.9

14.2

1.8

7.1

64

49

113

Small

57.8

17.8

8.9

4.4

11.1

15.6

0.0

11.1

4.4

6.7

41

4

45

Total

26.6

47.5

6.3

7.0

6.3

12.0

0.6

13.3

2.5

7.0

105

53

158

Source: MSE Survey, 2002.
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ANNEX 4.22 PERCENTAGE DISTRIBUTION ENTREPRENEURS REPORTING CONSTRAINTS IN THE
PROCESS OF RECEIVING LOAN BY GENDER AND TYPE OF CONSTRAINT

Male

   Administrative process long

   Distance to credit Institution

   High interest rate

   Other sources

Female

   Administrative process long

   Distance to credit Institution

   High interest rate

   Other sources

Total

   Administrative process long

   Distance to credit Institution

   High interest rate

   Other sources

Total number

Enterprise
Micro

54.2

11.5

1.0

11.5

30.2

45.8

5.2

5.2

2.1

33.3

100.0

16.7

6.3

13.5

63.5

96

Small

91.9

18.9

0.0

40.5

32.4

8.1

2.7

2.7

0.0

2.7

100.0

21.6

2.7

40.5

35.1

37

Total

64.7

13.5

0.8

19.6

30.8

35.3

4.5

4.5

1.5

24.8

100.0

18.1

5.3

21.1

55.6

133

Source: MSE Survey, 2002.

ANNEX 4.23 COMPARATIVE CHARACTERISTICS OF MICRO AND SMALL ENTERPRISES (IN AVERAGE)

Aspects

Investment Rs.

Equity Rs.

Loan Size Rs.

Source: MSE Survey, 2002.

Micro Enterprise

18754

10328

8426

Small Enterprise

2234090

1860227

375000
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ANNEX 4.24 PERCENTAGE DISTRIBUTION OF ENTREPRENEURS REPORTING
HIGHER INCOME AND IMPROVEMENT IN LIVING STANDARD

Enterprise Type

Male

Micro

Small

Female

Micro

Small

Total

Micro

Small

Urban/Rural

Urban

Rural

Living Standard
Improved

89.7

86.7

96.0

87.5

87.1

100.0

88.8

86.9

96.2

88.8

93.4

86.3

Not Improved

10.3

13.3

4.0

12.5

12.9

0.0

11.2

13.1

3.8

11.2

6.6

13.7

Total

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

100.0

Source: MSE Survey, 2002.

ANNEX 4.25 PROBLEMS IN OPERATIONS

Type of  Constraints

Capital

Transportation

Market/Sales

Raw material/Supply

Managerial/Technical

Labours

Rules & regulations

Shortage of improved technologies

Percentage

63.3

32.7

50.0

36.0

26.0

9.3

10.3

27.7

Source: MSE Survey, 2002.
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ANNEX 5
Employment Characteristics

Enterprise Type

Micro

Small

Total

Average no. of employees

2.97

17.89

6.11

ANNEX 5.1 AVERAGE NUMBER OF PERSONS EMPLOYED BY TYPE OF EMPLOYMENT, ENTERPRISE,
GENDER AND MEDEP/NON-MEDEP

Self-employed

2.24

3.13

2.43

Wage employed

0.73

14.76

3.68

Source: MSE Survey, 2002.

Micro

Small

Male

2283

2682

ANNEX 5.2 AVERAGE SALARY (MONTHLY WAGES IN RS.)

Source: MSE Survey, 2002.

Female

2140

2329

Enterprise

Micro

Small

Total

Enterprise reporting difficulty

2.8

4.9

3.8

ANNEX 5.3 PERCENTAGE OF ENTERPRISES REPORTING DIFFICULTY TO COMPLY
AND LABOUR REGULATION

Regulations difficulty to comply

Source: MSE Survey, 2002

Extra pay/facility

33.3

50.0

40.0

Poor condition

0.0

50.0

20.0

Innocent about law

66.7

0.0

40.0

Total

100

100

100
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Enterprises can be defined in different ways and for different reasons. They can be used for policy
purposes, for the specifics of laws and regulations, as well as for programme design, delivery and
monitoring purposes. Most countries have defined various sizes of enterprises according to one or
more classification criteria. A definition is desirable for the following main reasons:

a) Statistical purposes: Those in charge of carrying out national statistical surveys of industrial
and business establishments need guidance on how to group establishments in such surveys.
Without such guidance, the groupings they use may yield a faulty classification of enterprises
and would not, therefore, be useful to policy makers and those in charge of enterprise
development.

b) Assistance to policy formulation and application: Most governments have enacted policies in
favour of MSEs, including trade policies, financial and other incentives, and fiscal policies.
These policies are not usually applied equally to all enterprises. They are intended to help
specific types or sizes of enterprises in view of their potential contributions to various socio-
economic objectives: job creation, poverty reduction, decentralization of economic activities,
increasing exports, etc. The translation of policies into laws requires that the intended
beneficiaries be clearly defined.  If this is not the case, they may be excluded from the
intended benefits, or others may be included although some of the laws were not intended to
benefit them.

c) Facilitating the work of those providing services and assistance to MSEs: Government
agencies and financial institutions responsible for providing financial and business development
services and assistance to MSEs should limit such assistance and services to well-defined
groups of enterprises, in line with the organizations� respective mandates. For example, a faulty
definition may have these agencies use limited resources to help enterprises that may not be in
need of the assistance as much as those specified under their mandate. Some staff members
of public and private sector agencies and organizations may feel that they do not need a
definition because they are capable of easily recognizing potential clients wanting their
assistance. While this is to some extent true (especially in the case of business development
services), there are many cases where the lack of a clear definition may lead to abuses. For
example, special fiscal or other incentives intended for micro and small enterprises may be
used by medium enterprises if the latter do not have to prove that they belong to the category
of enterprises covered by these incentives.

Definitions and targets

It is often important to distinguish between the use of a definition for the MSEs and the
identification of specific target groups. Some groups of enterprises may face unique problems not
shared by other groups in the manufacturing, trade or services sector. For example, small
enterprises in the agro-processing sector may face difficulties in getting sufficient supplies of some
agricultural products, and may need special support to overcome this problem. Identification of this

ANNEX 6
Issues for Consideration in Defining Micro and Small Enterprises in Nepal
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type of problem would usually require the collection of qualitative information through sample
surveys. Thus, while the general classification criteria would apply to all enterprises, it may be
needed, from time to time, to carry out sample surveys of specific groups of enterprises with a view
to identifying and addressing their specific problems and constraints.

Classification criteria

The classification of enterprises should ideally be based on a reliable sample survey of enterprises
covering various quantitative and qualitative classification criteria. However, in most cases it is also
possible to use available census surveys for a fairly reliable and useful classification of enterprises.
These surveys may be complemented by smaller sample surveys by agencies wishing to obtain
more precise information on their potential clientele with a view to fine-tuning their assistance and
support programmes.

Unfortunately, in Nepal�s case, the available data on the MSEs is extremely poor. This makes it
difficult to formulate classifications based on an accurate understanding of the sector. Thus, without
further survey work to remedy this situation, the classification of enterprises must rely on the
limited data available.

The classification of enterprises requires the adoption of selected quantitative and/or qualitative
classification criteria. Qualitative criteria are not often used because they are less precise and more
difficult to collect and apply. Thus, the large majority of countries use only quantitative criteria. The
selected criteria should ensure that all enterprises classified within a given range of values of the
criteria exhibit similar characteristics, which will determine whether they should benefit from
specific policies, incentives or programmes. Indeed, this should be the main justification for
classifying enterprises according to specific sizes or groups.

Although a single classification criterion can be used, this may result in including enterprises with
widely different characteristics within a same size grouping. This would defeat the purpose of
enterprise classification. Therefore, many countries use two classification criteria jointly. Although
the use of two criteria would not completely eliminate the presence within a single size range of
enterprises with different characteristics, it should considerably reduce occurrences of this type.

Many countries classify enterprises into four sizes: micro, small, medium and large. The
classification of enterprises into four sizes is not an arbitrary decision: this classification usually
reflects the way enterprises are clustered according to the selected criteria, and therefore ensures
the grouping of enterprises with similar characteristics. In general, micro enterprises form the
largest group by far, followed by the small, medium and large enterprise groups. The method
commonly used for the identification of clusters of enterprises requires statistical tables, which
indicate the number and/or percentage of enterprises for various ranges of values of the pair of
selected criteria.

When reviewing the possible criteria for classifying enterprises in Nepal, the following were
investigated by the project:

Employment size: Classifications using the number of people employed in an enterprise can be
useful to measure the contribution the sector makes to national employment. The employment
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classification can also be useful to assess enterprise contributions to incomes and the reduction of
poverty. The Nepal Ministry of Labour uses the employment criterion when determining eligibility for
compliance to the Labour Law.

Value of annual turnover: Classifications using the value of annual turnover can be useful to measure
the productivity of the sector. This classification is used in Nepal to determine taxation thresholds.

Value of investments: Classifications using the value of investments can be useful to measure the
mobilisation of funds in the enterprise sector. Some financial institutions also apply this criterion to
determine eligibility for their services.

Power: Classifications using power usage can be used to measure the size of a manufacturing enterprise.

Ownership structure: Classifications using ownership can be used to measure the comparative size
of the public, private and cooperative enterprise sector.

Economic sector: Classifications using the economic sector can be used to measure the level of
participation of enterprises of different sizes in specific sectors, such as manufacturing, trade,
service and agriculture.

Level of activity: This classification may be used to distinguish between subsistence or survival
activities and those of a more commercial, profit-oriented nature.

While each of these criteria has its relative merits, it is proposed that the definition of MSEs in
Nepal apply the following criteria:

(a) Number of people employed

(b) Value of investments

When applying these two criteria, it is assumed that the national MSE definition will apply:
! only to private sector enterprises; state or public enterprises will not be classified as MSE

! to all economic sectors, excluding subsistence agriculture, i.e., to services, trades,
manufacturing and commercial agriculture

Thus, value of annual turnover, power consumption, and level of activity will not be used as criteria
when defining MSEs in Nepal, although certain ministries and development agencies may wish to
use these criteria for the purposes of targeting their programmes and services.

Using these abovementioned criteria, the following definitions of MSEs are proposed in the table below.
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Criteria

Employment

Value of investments
(excluding land and
building)

Turnover

Note: This definition applies to all economic sectors, excluding subsistence agriculture, (i.e., to services, trades, manufacturing and
commercial agriculture) and only to private sector enterprises (state or public enterprises are not classified as MSE)

Micro

1-5 workers

Rs 0-100, 000 for
manufacturing

Rs 0-50, 000 for others

Rs. 10,00,000 or less

Small

6-20 workers

Rps100, 001-30m for
manufacturing

Rps 50, 001-30m for
all others

Notes

Surveys show that the average micro
enterprise employs 2.7-3.0 workers, while
the average small enterprise employs 13
workers.

Surveys show that average value of
investment for micro enterprises is Rps20-
25, 000. Because of its capital-intensive
nature, the upper limit for manufacturing is
higher than other sub-sectors.

Non-taxable limit under the present income
tax Act is Rs. 85,000 and on the basis of
average return, the turnover limit has been
estimated. VAT threshold is also considered.
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ANNEX 7
Table of Recommendations

#

1

Title

Improving data-
base

Description

1.1 There is a need for
improving the information-
base on MSEs in Nepal,
ensuring that it is relevant
and up-dated regularly. It
should also ensure that:
a) existing data on the MSEs

is nationally integrated
(i.e., integrating data
coming from different line-
ministries as well as from
district and local levels)

b) improved data collection
frames are designed and
applied by relevant
government agencies.

1.2  MEDEP software on MSE
data should be used and
replicated, with arrangement
of hardware and training of a
few days on software use to
the system operators.

1.2 These data integration and
collection measures should
ensure that information is
provided in a gender and
diversity-sensitive manner
on:
a) number of MSEs and the

sub-sectors in which
MSEs operate

b) MSE ownership profiles
(e.g., age, education
levels) for women-owned
and men-owned
enterprises

c) gender disaggregated
profiles on MSE related
labour, access to
resources, decision
making, mobility, social

Implementing Agency

Lead agency: MoICSPartner
agencies: NPC-CBS,
MEDEP

Anticipated Outcomes

a) Better information for
policy-making and
programme design will
be produced on a
regular basis.

b) Regular surveys (e.g.,
census, household,
establishment, labour
force) will contain
information on MSEs
that is relevant to MSE
policy-makers,
programme planners
and managers, and
development
practitioners

c) Changes in the MSEs
will be determined in
an accurate and timely
manner

d) The different needs of
women and men
across varied caste,
class, ethnicity will be
addressed in polices,
planning and
monitoring

e) Replication of the
MEDEP approach will
make the development
of data base efficient
and cost effective.
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#

2

3

Title

Defining micro
enterprise

Policies for MSEs

Description

practices hindering MSE
growth

d) contribution to national
accounts (e.g., GDP,
exports)

e) contribution to
employment (i.e., volume
and quality, for women
and men).

1.2 A report on MSEs should be
published on an annual basis
highlighting its contributions,
key issues and policy
reforms, including progress in
implementation of specific
recommendations made in
this report.

2.1 A national definition should
be devised for micro
enterprise in all sectors of
 the economy (i.e.,
manufacturing, service,
trade, and commercial
agriculture) by capturing
gender concerns.

(Annex 5 contains an outline of
issues for consideration and a
proposed definition. The gender
implications of the definition must
be considered and, if needed, the
value of investment and turnover
need to be different for women-
and men-owned MSE.)

3.1 There is a need for
formulation of a national
 policy for the development
of micro and small enterprises
in formal and informal
economies by ensuring that it:
a) establishes a process for

the systematic removal of
policy, legal and regulatory
obstacles to the growth of
micro enterprises

b) describes the role of the

Implementing Agency

Lead agency: MoICSPartner
agencies: NPC-CBS, all
relevant ministries, Central
Bank (micro-finance), Rural
Micro Finance Development
Centre, FNCSI

Lead agency: MOISCPartner
agencies: NPC,  MoF,
MoLD, M-Agriculture, MoL,
M-Forestry, MWCSW,
FNCSI, FNCCI, other
representative organizations
and other micro enterprise
promotion agencies/projects,
UNDP, ILO

Anticipated Outcomes

a) Government ministries
will be able to apply a
common definition for
MSEs. This will aid the
Government  at all
levels in its monitoring
and measuring of the
sector, contributing to
better programme
design, and better
policy-making.

a) Through the
national policy for
micro enterprise
promotion the
following outcomes
will be achieved:

! Micro enterprises
will be officially
recognised as
contributors to
national
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# Title Description

Government  (at national,
district and local levels),
the private sector,
community
organizations and
business membership
organizations in micro
enterprise development

c) identifies and addresses
the gender biases found
in the micro enterprise
sector

d) ensures integration of
gender and diversity
concerns as a crosscutting
issue in all initiatives

e) states specific provisions
for the promotion of
women owned/managed
micro and small
enterprises

f) clearly mandates
institutions to support
women entrepreneurs
and address gender
concerns

g) establishes wages
focusing on addressing
gender differences in
productive characteristics
and structural factors
within each economic
sector

h) links micro enterprise
development with key
national development
strategies and goals (e.g.,
poverty reduction, the
creation of employment
and wealth)

i) integrates micro
enterprise markets with
macroeconomic and
sectoral development
strategies (e.g.,
agriculture, tourism,
forestry)

Anticipated Outcomes

development goals
(i.e., employment,
poverty reduction,
GDP)

! Government
services will be
properly
coordinated

! Private sector
service roviders
will be mobilised
in the support of
micro enterprises

! Micro enterprise
incomes (revenues)
will be increased

! Micro enterprises
will be better
represented in
policy-making
circles

! Micro enterprises
owned by women
will become more
productive

! Development and
promotion of MSEs
will be based on
local resources like
agriculture and
forest products
facilitating the
supply of these
inputs to them on a
sustainable basis.

! The other sectoral
agencies and
personnel,
particularly those
related to the forest
sector will, have a
new orientation of
their roles for MSE
development.

Implementing Agency
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# Title Description

j) integrates micro enterprise
development strategies into
development strategies for
National Priority Industries

 k) establishes mechanisms for
the coordination of all
government ministries

l) describes the business
development and financial
services that micro
enterprises can access (from
government, private sector
and community agencies)

m) develops and promotes
MSEs linked to local
resources like agriculture
and forest products
facilitating the supply of
these inputs to MSEs.

n) enables forest policies to be
reviewed and revised to
facilitate unrestricted supply
of NTEF to MSEs based on
sustainability.

o) facilitates reorientation of
forest-related agencies and
personnel to act as
promoters and developers
along with regulators and
monitors with new mind-
sets.

p) promotes MSEs in remote
areas based on value
addition and reviews APP
approach to accommodate
the proposed strategy.

q) outline the necessary
institutional arrangements at
national, district and local
levels

r) establishes mechanisms for
the representation (i.e.,
advocacy) of micro
enterprises among policy-
makers

3.2 The formulation process should
be highly participatory involving
all relevant government

Implementing Agency Anticipated Outcomes
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Title

Incentives for MSE
development and
promotion

Description

agencies, private sector (and
micro enterprises in
particular), community
organizations and other
organizations promoting
micro enterprises.

4.1 An integrated package of
incentives should be
established for MSEs on an
equitable basis comparable to
cottage industries.

4.2  Service delivery mechanisms
must be developed to reach
at the door steps of MSEs at
costs or even below the cost
to be gradually run on a
commercial basis once the
market is properly
established. Service delivery
at costs or below costs should
be supported by the
Government  or projects/
programmes.

4.3  Promotion of subcontracting
(forward linkage)  by larger
firms to MSEs should be
facilitated by establishing
suitable incentive schemes
such as tax rebate or
concession, tax credits, easier
access to finance and support
in seed and venture capital.

4.4 Establishment of marketing
cooperatives, marketing
agencies and export houses
should be facilitated
encouraging to them to open
avenues for MSEs through
an appropriate package of
incentive schemes such as
tax rebate or concession,
easier access to finance and
support in seed and venture
capital.

Implementing Agency

MOICS/MOF/NPC and other
relevant agencies

Anticipated Outcomes

a) Various incentive
schemes will be
established for the
promotion and
development of MSEs.

b) Development of MSEs
will be facilitated
through new service
delivery mechanism.

c) Backward and forward
linkages of MSEs will
be promoted through
new incentives.

d) The existing biases in
incentives for the
procurement of capital
goods and inputs will
be removed.

#

4
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#

5

Title

Support services

Description

4.5 Backward linkages for
arrangement and supply of
inputs and technology,
should be facilitated by
establishing a package of
incentives like tax rebates,
tax credits or easier to
access to finance and
support services.

4.6 The existing incentives
should be extended to
procurement of capital goods
and inputs in indirect
purchases too through a
provision of certification.

5.1 There is need to establish a
package of demand-
oriented services that are
delivered in a business-like
manner and contain
business development
services (i.e., training,
advice, information,
mentoring, linkages) and
financial services that
improve the
competitiveness of MSEs
and promote the growth of
enterprises from micro to
small and, then, to medium-
sized enterprises. Emphasis
should be placed both on the
content of support services
and the process (i.e.,
modality) of their delivery as
indicated below.

5.2 The content of support
services should include the
promotion of:· Better, more
appropriate business
management skills·
Technology transfers into
MSEs
! Better product standards

and marketing by MSEs

Implementing Agency

Lead agency: MoICSPartner
agencies: MEDEP, SIPP,
IEDI, WEAN, FNCSI

Anticipated Outcomes

a) MSE support
programmes will be
made more effective
through the lessons
learnt from international
and Nepali experiences
in the field (e.g.,
MEDEP).

b) MSE support
programmes will
maximise market-driven
development, reducing
unnecessary
government subsidies
and targeting
government support to
appropriate areas.

c) Business development
services will respond to
market demand rather
than reflecting the short
term interests of a few
individuals.

d) The financial, marketing
and other needs of
MSEs will be addressed
in an integrated and
holistic manner.

e) There will be new
initiatives towards
development of
enterprise development
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# Title Description

! Better access and use of
information and
communication technology

! Sustained reflection,
dialogue and advocacy on
issues of gender
discrimination affecting
MSE growth

5.3 The modality of support
services should:
! integrate micro-finance and

BDS
! provide a holistic range of

services (with follow-up)
rather than one or two
single services

! facilitate markets for
financial and business
development services to
MSEs

! be responsive to women's
constraints of limited free
time, low literacy, limited
access to information,
infrastructure, etc. cultural
and attitudinal prejudices.

5.4 Support services to promote
trade associations and
marketing co-operatives that
help MSE development should
be facilitated:
a) Give incentives to

promoting trade
associations and marketing
co-operatives

b)   Assist in organising,
registering and promoting
trade association and
marketing co-operatives.

5.5 Government agencies like
DCSI and CSIDB and new
projects or programmes
(concerned with promotion of
MSEs) should develop
enterprise development

Implementing Agency Anticipated Outcomes

facilitators which will
help improve facilitation
of enterprise
development efforts at
local level.

f) The entrepreneurs'
access to finance will
be improved in many
ways for resolving one
of the critical issues
facing MSEs.

g) The opportunities for
women and the socially
excluded groups for
entrepreneurial
activities will be
enhanced their
entrepreneurial
competence.

h) Careers in enterprise
become more
appealing to young
women and men.

i) Enterprise becomes
less of an option of last
resort, and more an
expression of
innovation and wealth
creation.

j) Economically
depressed areas will
witness increased
economic activities.

k) Disadvantaged
communities are
empowered to plan
and participate in their
own development
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# Title Description

facilitators (EDF) in the line of
MEDEP to facilitate, support
and develop MSEs. Support
to existing EDFs should be
extended on a time-bound
manner to network and
extend services to MSEs.

5.6 Establishment of a national
facility at semi-government or
private level with district and
local cells or representatives
should be encouraged so that
it establishes mechanisms to
improve MSEs' access to
markets by deepening their
penetration in existing
markets and opening new
market opportunities by:
! providing information on

markets to MSEs through
district and local agents or
representatives

! offering advisory services
on marketing and
promotion strategies

! undertaking training
programmes on marketing
strategies

! organizing trade fairs and
collective marketing
facilities for MSEs

! facilitating business-to-
business linkages that
promote sub-contracting
arrangements between
MSEs themselves, as well
as between MSEs and
larger enterprises

! facilitating more
opportunities for MSEs to
tender for government
procurements

! facilitating promotion of
subcontracting by larger
firms to MSEs by
establishing suitable
incentive schemes

Implementing Agency Anticipated Outcomes
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# Title Description

! facilitating establishment of
export houses and
encouraging them to open
avenues for MSEs
through an appropriate
package of incentive
schemes

5.7 To improve the access to
finance, wholesale lending to
agencies like NGOs,
cooperatives or micro finance
institutions should be
facilitated at competitive
interest rates (e.g. as
equivalent to arrangements
made for sick industries) to
enable them to avail finance
at competitive rates.

5.8 An access to finance at
competitive interest rates
should be improved for MSEs
even through such
appropriate strategies like
joint funding and
recommendation by
schemes. This will involve:
a)  developing a lending

system against business
plan

b)  developing a mechanism
of recommendation by
projects, schemes or BDS
providers.

c)  creating a revolving or
joint fund to finance MSEs
by consolidating funds like
CSI funds

d) enabling MSEs to access
credits at competitive rates

5.9 The existing best practices in
marketing and finance as
established by MEDEP and
other programmes should be
replicated to cover MSEs in
wider scale. This will involve:

Implementing Agency Anticipated Outcomes
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# Title Description

a) collating best practice from
various programs and
reflect in policies

b)  following existing best
practices in future
programs

c)  reflecting future best
practices in policies

5.10 There should be a
programme package for
providing advices on
 training, information and
business career for young
women and men through
educational institutions (i.e.,
schools and vocational
training centres) to raise
awareness regarding
enterprise dynamics and
career opportunities

5.11 A local economic
development (LED)
programme should be
undertaken in rural areas
with preponderance of
socially disadvantaged
groups (SDGs). LED
interventions shall provide
participatory planning and
development processes that
focus on MSE development
and include the provision of a
package of business
development services and
financial services (including
microfinance).

5.12 Government's role should
be limited to define
development interventions it
can provide and to facilitate
the provision of other
services through market-
based delivery agents. It
should also emphasise
special provisions for women.

Lead agency:
M-Education Partner agencies:
Employment Promotion
Commission, M-Youth and
Sports, M-Labour, UNDP, ILO

Lead agency: MoLDPartner
agencies: MEDEP, MoICS

Anticipated Outcomes
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#

6

Title

Mainstreaming
gender in MSE policy
and programmes

Description

6.1 The technical, economic
and social problems and
constraints experienced
by women-owned micro
enterprises will be
specifically addressed.

6.2 A policy mandate should be
established to mainstream
gender in all initiatives as a
non-negotiable matter.
Concurrent support
strategies should also be
developed and implemented
for:

! enhancement of male
support for women's
entrepreneurship through
orientation, gender related
discussions

! provision of special
facilities (e.g. licenses,
exemption, grants) for
women entrepreneurs
who have property in their
name

! promotion of group
enterprises which can help
women to support and
assist each other - e.g. for
child care, mobility,
solidarity against
inequitable practices and
also address issues like
low risk taking ability and
lack of control over assets

! initiation of practice of
group bank accounts for
women, which can
gradually be handled by
women themselves
(examples of SEWA in
Gujarat can be studied)

! creation of space for
addressing women's social
and economic needs
though gender training,

Implementing Agency

Lead agency: MoICSPartner
agencies: M-Women Children
and Social Welfare, MoLD,
MoLTM, Women's
Development Division,
WEAN, MEDEP, ILO, UNDP

Anticipated Outcomes

a) Development of women
owned micro
enterprises lead to
better representation of
women in small
enterprises.

b) Improve policies and
regulations are
expected to
economically empower
women.

c) The indirect costs when
complying with laws
and regulations that
have been found to be
higher for women than
for men will be
reduced.

d) There will be increased
control of women over
income and other
productive property

e) Women from socially
disadvantaged groups
will be facilitated to
grow their enterprises

f) There will be shifts in
practice, behaviour and
attitude of women and
men of all sections of
society towards gender
equality
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#

7

Title

Institutional
Strengthening

Description

reflection sessions, legal
literacy etc. while
implementing
interventions.

6.3 Remove all existing gender-
biases in laws, rules and
policies which will mean:
a) making equitable access

to property
b) improving access to

income
c) Enabling women to

mortgage properties as
collateral

6.4 A package of services should
be designed and delivered to
specifically resolve the
problems the disadvantaged
women-owned enterprises
face in the market place as
well as in the existing policy,
legal and regulatory
framework. Programmes
and services should include:
a) training on the

identification of profitable
MSE markets

b) training, information and
advice on legal and
regulatory obligations

c) business management
training

d) access to microfinance
and other financial
services

7.1 A mechanism for
providing policy advices
on MSEs should be
created in the
form of a high level,
gender-balanced agency
with proper
representation of all the
stakeholders through
which:

Implementing Agency

Lead agency: MoICSPartner
agencies: MEDEP, SIPP, IEDI,
FNCSI, UNDP, ILO, MWCSW

Anticipated Outcomes

a) National, district and
local levels of
government will be able
to access information
and advice on how they
can make the business
environment more
enabling for MSEs.

b) Government agencies
will be more aware of
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# Title Description

! business environments
can be made more
enabling for micro
enterprises of both
women and men

! obstacles to micro
enterprise development
found in the policy, legal
and regulatory framework
can be identified and
removed

! policy, legal and regulatory
frameworks can be made
more responsive to micro
enterprise experiences
and growth opportunities

! gender bias in the policy,
legal and regulatory
framework can be
identified and addressed

! women's concerns can be
actively monitored and
promoted-

! the impact of any new
policy, law and regulation
will have on the micro
enterprise sector can be
assessedThe micro
enterprise policy advisory
service should be located
outside a government line-
ministry (such as in
MEDEP, IEDI, SIPP, or
FNCSI) .

7.2 A mechanism should be
created for adequate
consultation with all
stakeholders while drafting
laws and regulations and
designing and formulating
implementation procedures

7.3 Support service institutions
should be established in
locations where MSEs
operate to ensure their easy
access to them.

Implementing Agency Anticipated Outcomes

the impact their policies,
laws and regulations
have on the MSEs.

c) MSE promotion activities
are better coordinated
across government
agencies and other
agencies both at the
central and local levels.

d) Representatives from
cross- sections of the
community participate in
dialogue concerning
economic and enterprise
development.

e) MEDEP's existing
structural arrangements
at local levels will be
institutionalised.

f) District and local level of
governments will be
more aware of the
importance of providing
efficient services for
enterprise development.
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# Title Description

7.4 A District Economic and
Enterprise Promotion Sub-
Committee or Unit should
 be established in all DDCs
(containing district
representatives, both women
and men, of government line
ministries, private sector,
political leaders and relevant
MSE promotion agencies) by
replicating the best practices
of MEDEP in structural
arrangement at district level.
These Sub-Committees or
Units should establish a
District MSE Information
Desk (containing information
on BDS, financial services,
MSE markets, etc.). At least
some committee members
must have gender analytical
and responsive skills.

7.5 The structure and system
developed under MEDEP
should be institutionalised
under such committees.

7.6 A Local Economic and
Enterprise Promotion
Committee should be
established at local-level (i.e.,
in all VDCs in rural areas
and all municipalities in urban
areas) containing local
government representatives,
private sector, political
leaders and relevant MSE
promotion agencies. A local
MSE information desk should
be established by these
Committees

7.7 A Women Entrepreneurs'
Development Unit should be
established within the local
committee to facilitate needs
based training, technology
transfer, information

Implementing Agency

Lead agency: MoLDPartner
agencies: MoICS, Federation
of DDCs, MEDEP

Lead agency: MoLDPartner
agencies: MoICS, Federation
of VDCs, Federation of
Municipalities, MEDEP,

Anticipated Outcomes
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#

8

Title

Improving registration
and renewal

Description

dissemination and to address
psycho-social factors

7.8 A guide and supplementary
training programme should
be prepared to assist all
DDCs and VDCs/
Municipalities in the creation
and operation of District/
Local Economic and
Enterprise Promotion
Committees/Units, as well as
other partnership
approaches to MSE
development at district and
local levels

7.9 A 2-3 year development
programme should be
devised to establish micro
enterprise chapters within
the existing organizations
such as FNCSI, FNCCI,
Federation of DDCs, WEAN,
etc.

8.1 The functions relating to all
business registration should
be decentralised to local
institutions like DDCs and the
required authority should be
delegated to VDCs in rural
areas and local municipalities
in urban areas.

8.2 The registration procedures
(i.e., steps that create
unnecessarily high indirect
costs) for MSEs should be
simplified and the benefits
that arise from registration
should be publicly promoted
ensuring that it reaches
women and the socially
excluded. Registration forms
should include only name of
the enterprise;
entrepreneur's name; age;
location; investment; activity

Implementing Agency

Lead agency:
MEDEPPartner agencies:
MoICS, MoLD, MWCSW
(WDOs)

Lead agency: MoICSPartner
agencies: FNCCI, FNCSI,
Federation of DDCs

Lead agency MOICS/MLD

Lead agency: MoICS
Partner agencies: FNCSI,
MEDEP

Anticipated Outcomes

a) There will be increased
compliance by MSEs with
legal and regulatory
requirements due to
availability of registration
services at local level and
increased simplicity in
registration procedures.

b) More MSEs become
aware of their obligations
to register and obtain
licenses.

c) Trade associations
become better able to
service their members
and report to government
on issues affecting the
MSEs.

d) Some of the major
barriers to business
compliance will be
removed.
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#

9

Title

Labour Regulations

Description

employment and source of
raw materials. Registration
forms should be sent to
DDCs and government
agencies after recording in
each stage.

8.3 Selected business
associations should be
designated as information,
licensing and registration
agents to enhance
compliance among MSEs
(thus, increasing choices for
MSEs and using business
networks and associations to
promote compliance),
ensuring that these agents
are gender responsive too.

8.4 Registration of MSEs or
trade associations, which will
extend permit to MSEs and
monitor compliances by
them, should be
encouraged:
a) Enable trade associations

to be registered as
registering agencies

b) Enable such agencies to
issue permits to MSEs

c) Enable such agencies to
monitor MSEs.

9.1 A code of conduct for MSE
owner-managers should be
formulated, promoting labour
standards and good practice
within micro enterprises. This
will require that specific
gender issues are identified
and addressed. This
voluntary code can then be
applied by MSE associations
and incorporated into
business training
programmes.

Implementing Agency

Lead agency: MoICSPartner
agencies: FNCSI, DCCIs,
other business associations

Lead agency: MoLMTPartner
agencies: MoICS, MOPE, ILO

Anticipated Outcomes

e) MSEs will be increasingly
featured in national
statistics, which will lead
to better policy
environment.

a) MSE owner-managers
will become more aware
of the importance of job
quality and labour
standards, and how
these can contribute to
improve profits

.b) The quality of
employment in the MSEs
will improve, including
work environment and
social protection.

c) Voluntary compliance to
standards will improve.
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9.2 It is also necessary to ensure
that the employment policies,
especially those dealing with
wages, working conditions
and the social protection of
workers (particularly women)
are put in place.

9.3 Suitable measures should be
adopted through social
dialogue for simplifying
provisions of Labour Act and
Rules applicable to MSEs
and enforcing minimum
wages, with due
consideration to the
fundamental ILO principles of
providing voice and
prohibiting bondage labour,
child labour and
discrimination.

9.4 Voluntary compliance to
labour codes as agreed
under the social dialogue
through appropriate
mechanisms.

9.5 Current social protection
schemes available to workers
in other sectors should be
reviewed with the aim of
creating mechanisms and
policies for micro enterprise
owner-managers and
workers to participate in
these schemes, possibly
through community-based or
peer-group schemes

9.6 Monitoring and inspection
mechanisms should be
simplified for MSEs and trade
associations or similar bodies
should be enabled to make
such inspections and
monitoring with regards to
labour, environment and
quality standards.

Implementing Agency Anticipated Outcomes
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Title

Environment
Regulations

Improving standards

Removing taxation
biases

Description

10.1 Environment guidelines
and environment code of
conduct should be
formulated and these
should be disseminated
through integrated
entrepreneurship /
enterprise development
and other skill / education
imparting process.

10.2 Simplify monitoring and
inspection mechanisms
for the MSEs and enable
trade associations or
similar bodies to make
such inspections and
monitoring with regards to
the environment.

It is proposed that the MoICS
and MoLD:
11.1 Generate awareness

among MSEs about the
need for maintaining basic
minimum quality standards
and educate ways to
improve quality.

11.2 Simplify monitoring and
inspection mechanisms for
the MSEs and enable trade
associations or similar bodies
to make such inspections
and monitoring with regards
to quality standards.

12.1 The taxation exemptions
that currently apply to
Cottage Industries should
be extended to micro
enterprises working in all
sectors (i.e., all micro
enterprises working in
service, trade and
manufacturing). It shall also
require that a gender
disaggregated analysis of
taxes, user fees, incentives

Anticipated Outcomes

MSEs will be more
environment conscious and
will practice environment
friendly practices.Voluntary
compliance to standards will
improve.

Quality consciousness of
MSEs will improve.

Voluntary compliance to
standards will improve.

a) Distortions in taxation
for the MSEs will be
removed.

b) Fewer enterprises in
trade and services will
register as cottage
industry to obtain a tax
exemption.

c) Simplified taxation will
lead to improve
voluntary compliance.

#

10

11

12

Implementing Agency

Lead agency: MoLDPartner
agencies: MoICS,
MOPE, ILO

Lead agency: MoLDPartner
agencies: MoICS,
MOPE, ILO

Lead agency: MoF Partner
agencies: MOISC, FNCSI
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and facilities is done and
revisions implemented.

12.2 A fixed amount of tax to MSEs
by scale or trade not captured
by the preceding
recommendation should be
levied. 12.3 The present VAT
threshold should be continued.
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