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Abstract. Targeted poverty alleviation reshapes the opportunity set of small
and micro enterprises by widening access to finance, easing market frictions,
and extending public support for capability building. Yet many beneficiary
firms continue to exhibit fragile liquidity, informal bookkeeping, and weak in-
ternal controls. This paper develops a qualitative lens that links policy instru-
ments to firm-level financial behavior, synthesizes recurrent management prob-
lems, and outlines practicable remedies at both managerial and policy levels.
Drawing on prior scholarship, program documentation, and field-oriented in-
sights, the paper argues that durable gains arise when credit access is paired
with governance discipline, data visibility, and learning-oriented supervision.
The contribution is a structured, capability-aware framework that helps enter-
prises convert subsidy-enabled opportunity into financially resilient growth.
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1 Introduction

Targeted poverty alleviation has reframed the role of micro and small enterprises as
engines of inclusive growth, social mobility, and local resilience. Positioned at the
intersection of household livelihoods and territorial development, these firms absorb
policy incentives, interact with community institutions, and navigate markets that are
often thin, volatile, and geographically fragmented. Financial management therefore
becomes more than an internal administrative function; it is a strategic capability that
determines survival, scale, and social impact[1-3]. Yet the policy environment that
unlocks resources can also introduce new constraints: earmarked funds with complex
compliance, shifting eligibility criteria, and overlapping accountability to banks, local
authorities, and beneficiary communities. This paper develops a qualitative, prac-
tice-oriented analysis of financial management problems facing micro and small en-
terprises within targeted poverty alleviation initiatives, proposes an integrative
framework for diagnosis, and outlines governance and policy responses that align
commercial viability with inclusive development goals.

© The Author(s) 2026

H. Chen et al. (eds.), Proceedings of the 5th International Conference on Economic Development and Business
Culture (ICEDBC 2025), Advances in Economics, Business and Management Research 376,
https://doi.org/10.2991/978-94-6239-604-3_12


https://doi.org/10.2991/978-94-6239-604-3_12
http://crossmark.crossref.org/dialog/?doi=10.2991/978-94-6239-604-3_12&domain=pdf

Financial Management of Small and Micro Enterprises under ... 107
2 Conceptual Lens and Analytical Approach

The analysis adopts a multi-level perspective that links firm routines, ecosystem rela-
tionships, and institutional rules, while attending to feedback loops across these lay-
ers. At the firm level, financial capability is framed as an accumulative and
path-dependent bundle of routines—record-keeping, budgeting, cash-flow forecast-
ing, cost control, internal control design, and risk management—that, through repeti-
tion and reflection, harden into dynamic capabilities shaping decision quality under
uncertainty. These routines are treated as socio-technical practices embedded in trust
relations and role clarity; slippage in any element generates weak signals, delays cor-
rective action, and heightens exposure to shocks. At the ecosystem level, supply-chain
architectures, local finance infrastructure, and digital service platforms mediate in-
formation and enforcement costs, shaping capital access and discipline. Network po-
sition and bargaining asymmetries with anchors condition payment reliability and
incentives to formalize. At the institutional level, public programs, development fi-
nance, and social performance mandates define the opportunity and constraint sets
simultaneously; design choices on targeting, conditionality, and monitoring can crowd
in prudent behavior or, unintentionally, soften budget constraints and externalize risk.
Methodologically, the paper follows a diagnostic, abductive logic: it identifies recur-
rent problem patterns, probes their organizational and institutional roots, and matches
them with responses that respect local capacity, cultural norms, and policy mandates.
Evidence is qualitative and practice-based, triangulating insights from enterprise sup-
port initiatives, relationship finance, and field-tested governance principles, and states
scope conditions to prevent over-generalization[4-5].

3 Core Financial Management Problems in Practice

Micro and small enterprises operating under targeted poverty alleviation commonly
face an intertwined set of liquidity stressors, information frictions, and capability gaps
that compound across time. Working-capital cycles remain brittle because demand is
seasonal and lumpy, settlement practices are slow and discretionary, and lead buyers
exert bargaining power that shifts payment risk downstream. In response, firms lean
on implicit supplier credit, wage deferrals, or informal savings clubs, practices that
temporarily bridge gaps but weaken discipline and obscure true cash positions. In-
ventory and procurement choices are frequently experience-led rather than fore-
cast-driven; without basic demand sensing or order-to-cash visibility, firms overstock
low-turn items, understock essentials, and trigger cash-flow oscillations that crowd
out investment in quality and customer service. Record-keeping is fragmented across
notebooks, mobile apps, and memory, with household and business cash routinely
commingled; this blurs cost attribution, amplifies cognitive load, and converts learn-
ing opportunities into noise. Internal controls rest on kinship and proximity rather
than role clarity and segregation of duties, heightening exposure to leakage, side sell-
ing, and errors that are hard to detect and harder to contest.
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Financing constraints extend beyond collateral scarcity and thin credit files. Title
insecurity, opaque valuation of movable assets, and limited recourse mechanisms
deter lenders, while credit guarantees or concessional lines, if poorly designed, can
soften budget constraints, encourage adverse selection, and crowd out relationship
banking that would otherwise build discipline. Administrative compliance adds an-
other layer: overlapping audits, shifting documentary templates, and asynchronous
disbursement schedules tax managerial bandwidth, shift attention from customers to
paperwork, and incentivize box-ticking over process improvement. Digital tools are
available yet adoption is uneven. Patchy connectivity, low trust in platforms, fear of
data extraction, and unclear return on effort limit uptake; where adoption occurs,
vendor lock-in, fee structures, and algorithmic opacity can erode perceived benefits.
Training programs risk performative participation if they prioritize certification over
practice change.

Across these patterns runs a strategic tension: enterprises are asked to deliver social
outcomes while sustaining commercial rigor. When social reporting dominates man-
agerial time, markets are neglected; when pursuit of margin ignores mission, legiti-
macy erodes. Exogenous shocks—weather variability, health disruptions, policy re-
sets—magnify this tension by compressing cash buffers and shortening planning ho-
rizons. Without deliberate mechanisms to reconcile mission with margin, short-term
coping displaces capability building, and the very instruments intended to de-risk
enterprise growth can, paradoxically, institutionalize fragility[6-7].

4 Accountability and Impact Measurement

Financial management quality is inseparable from governance quality, and the linkage
becomes most visible when public funds, guarantees, or procurement preferences
enter the firm’s financial flows. In such contexts, the separation of purpos-
es—developmental support versus business operations—should be explicitly codified
through ring-fenced budgets, distinct bank accounts where feasible, a restricted-use
chart of accounts, and clear decision rights that prevent mission creep. Use-of-funds
traceability benefits from simple, enforceable approval thresholds, pre-defined dele-
gation matrices, and role-appropriate segregation of duties; even in small teams, ro-
tating responsibilities, basic three-way matching for purchases, and post-facto spot
checks can reduce ambiguity and curb misuse. Procurement that privileges local par-
ticipation should remain anchored in value-for-money principles, combining mini-
mum market testing, conflict-of-interest declarations, vendor rotation where practical,
and concise documentation that is intelligible to non-specialists. Reporting ought to
be proportionate, standardized, and digitally enabled—Iean templates, consistent def-
initions, and single-submission portals lower compliance costs while raising compa-
rability and auditability, and machine-readable records improve audit readiness with-
out adding procedural burden.

Impact measurement requires a disciplined theory of change that distinguishes ac-
tivities and outputs from outcomes and enduring effects, recognizes time lags inherent
in capability building, and is explicit about contribution rather than overclaiming
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attribution. Enterprises benefit from integrated reporting that links financial health to
employment quality, supplier inclusion, and environmental stewardship, avoiding
metric proliferation and gaming by prioritizing a small, decision-useful set of indica-
tors with transparent calculation rules. Community feedback loops can strengthen
legitimacy and surface early warnings when they are structured, respectful, and
shielded from elite capture—grievance channels with confidentiality safeguards, pe-
riodic listening sessions with diverse stakeholders, and public summaries that close
the loop on responses. In this setting, the most effective accountability systems build
capacity while deterring misconduct: they pair practical coaching, templates, and peer
learning with graduated sanctions, independent escalation paths, and proportionate
remedies. They balance trust with verification through risk-based sampling, mile-
stone-linked disbursements, and harmonized calendars across funders and intermedi-
aries, aligning incentives so that compliance supports, rather than substitutes for,
managerial discipline and enterprise learning.

5 Strategic Responses and Policy Implications

A practical response begins with cash-flow—centric management and the deliberate
cultivation of a “cash culture.” Short-horizon rolling forecasts anchored in the or-
der-to-cash and procure-to-pay cycles give early visibility on gaps; pairing these with
simple traffic-light triggers, weekly reconciliation rituals, and a single point of own-
ership converts insight into action. Disciplined receivables management should com-
bine clear credit policies, transparent payment terms on every document, structured
reminders, and respectful escalation scripts that preserve relationships while protect-
ing liquidity. On the payables side, supplier negotiations can move beyond rate hag-
gling toward term alignment, delivery cadence smoothing, and bundled orders that
reduce transaction frictions. Lean inventory practices—basic demand sensing,
min-max rules, periodic cycle counts, and sunset reviews for slow movers—stabilize
cash tied up in stock without sophisticated systems. Basic budgeting, unit-economics
thinking at product and customer levels, and regular variance reviews create a ca-
dence of managerial learning; portfolio pruning, channel discipline, and small process
experiments then translate analysis into margin improvement. Digital bookkeeping
and mobile payments formalize transactions, create time-stamped trails, and progres-
sively strengthen creditworthiness; simple rules like same-day entry, role-based ac-
cess, and consistent naming conventions keep data usable. Light-touch internal con-
trols—maker—checker approval for key payments, sequentially numbered receipts,
surprise cash and stock counts, and documented petty-cash rules—reduce leakage
while preserving agility. Entrepreneur learning works best when coaching blends
financial literacy with hands-on process improvement: shadowing real transactions,
conducting brief after-action reviews, and participating in peer circles that normalize
problem-solving rather than perfection.

Finance providers can complement these efforts through relationship banking and
context-sensitive underwriting that rewards discipline rather than scale alone.
Cash-flow—based lending, informed by alternative data from transaction platforms,
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utility payments, and supplier records, can partially substitute for collateral while
encouraging formalization. Staged credit with pre-agreed step-ups, embedded work-
ing-capital lines linked to verified invoices, and covenants framed around behavior
(such as on-time reporting and basic control practices) align incentives without
over-engineering. Performance-linked pricing, milestone-based disbursements, and
early-warning dialogues shift monitoring from punitive to preventive. Blended fi-
nance can unlock additional lending when first-loss cushions, guarantee windows, and
patient capital are explicitly time-bound, targeted at clearly defined gaps, and tied to
evidence of practice change rather than mere participation. Anchor buyers have a
catalytic role: approved-payables financing, dynamic discounting, and invento-
ry-backed credit transmitted through buyer portals lower costs across the chain when
coupled with reliable payment discipline and transparent dispute resolution. Da-
ta-sharing compacts between anchors, lenders, and enterprises—respecting privacy
and consent—turn routine commerce into a reputational asset that compounds over
time.

For policymakers and program designers, smart support means simplicity, predict-
ability, and credibility embedded in everyday workflows. Rules should minimize
administrative friction through harmonized forms, single-window submissions, and
calendars that align reporting with tax and licensing obligations. Public procurement
can operate as a market-making instrument when payment reliability is enforced,
contract sizes are right-sized for smaller suppliers, and capability development is
embedded in frameworks rather than presumed through training alone. Local financial
infrastructure—credit information sharing that rewards positive behavior, registries
that recognize movable and inventory collateral, fast and fair mediation fo-
rums—reduces information and enforcement costs across the system. Digital public
goods such as e-invoicing rails, interoperable payments, identity and signature ser-
vices, and open, well-documented interfaces amplify the gains from formalization and
lower the cost of compliance. Program evaluation should privilege learning over
box-ticking by adopting rapid-cycle feedback, comparative case studies, and peer
exchange networks that spread workable practices and retire ineffective ones.

6 Conclusion

Financial management within the framework of targeted poverty alleviation repre-
sents a profound capability challenge, fundamentally shaped by a triad of structural
constraints: market thinness, which restricts economies of scale and competitive dy-
namism; deep-seated information asymmetries that erode trust and impede accurate
risk assessment; and multi-layered governance complexity involving numerous public
and private stakeholders. For micro and small enterprises (MSEs) navigating this
difficult terrain, success is contingent upon a dual foundation of internal financial
discipline and a robust external support system. Internally, this necessitates stringent
liquidity discipline to manage volatile cash flows, meticulously transparent rec-
ord-keeping to build credibility, and the implementation of "light but real" internal
controls that are proportionate to the enterprise's scale.
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Externally, these internal practices must be actively reinforced by a supportive
ecosystem comprising credible institutions. This ecosystem is vital, providing access
to relationship-based financing that can substitute for a lack of traditional collateral,
and offering business development services tailored to local contexts. The role of
public resources is to act as a strategic catalyst within this framework. To be effective,
they must be designed to harden budget constraints, thereby instilling financial disci-
pline rather than fostering dependency. Consequently, the pathway forward is inher-
ently integrative and multi-layered. It demands cash-flow rigor at the firm level,
transforming basic accounting into a strategic tool for decision-making. Within the
financial sector, it requires a hybrid approach that blends relationship-based interme-
diation with technology-driven solutions to extend reach and reduce costs. At the
programmatic level, it calls for a principle of proportionate accountability, where
oversight mechanisms are scaled appropriately to avoid stifling small enterprises with
bureaucratic burdens.
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Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.
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