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ABSTRACT

This research aimed to examine and identify different factors influencing Small and Medium Size Enterprises
(SMEs’) failure to meet financial obligations to banks in Qatar. Based on the obtained results, the development
of recommendations for regulators. As the contributions of SMEs are significant in the maintenance of economic
development in the country. Nevertheless, SMEs have been struggling to finance the projects as they often lack
the required funds and thus have to source from financial institutions. The authors selected Qatar Development
Bank as the case study. A systematic literature review was made and a questionnaire with closed-ended questions
was designed to explore the Small and Medium Size Enterprises’ causes of non-payments of loans. Authors have
approached SMEs with loan default by phone, as this was the only possible way to collect data due to the social
distancing during the Covid-19 pandemic. A complete list of 142 Small and Medium Size Enterprises with non-
payments of loans was taken from the Qatar Development Bank and approached for data collection, and received
85 responses. Simple descriptive statistics for the analysis were used. The findings showed that SMEs encounter
challenges in the repayment of loans. Moreover, the highly competitive market affects negatively the implementation
of obligations and insolvency of SMEs. The findings have a number of implications for the policy measures and
mechanisms aimed at solving problems of insolvency of SMEs and their further development in the country.

KEYWORDS: Economy, Entrepreneurship, Insolvency, Financing, Bank, Qatar
CONFLICT OF INTEREST: the authors declare that there is no conflict of interest

FINANCIAL SUPPORT: the study was not sponsored (own resources)

Article history:

Received 04 November 2022
Accepted 14 February 2023
Published 30 March 2023

* Corresponding author: Kuanova L.A — PhD, senior lecturer, al-Farabi Kazakh National University, 71 al-Farabi ave.,
Almaty, Kazakhstan, 87014000352, e-mail: kuanova.laura@kaznu.kz

256 Dxonomuxa: cmpamezus u npakmuxa. 1. 18, Ne 1, 2023 / Economics: the Strategy and Practice. Vol. 18. No 1, 2023


https://crossmark.crossref.org/dialog/?doi=10.51176/1997-9967-2023-1-256-271&domain=pdf&date_stamp=2023-03-30

®UHAHCHI 1 VIIPABJIEHUECKUI YUET, BYXTAJITEPCKUM YUET

Katapgafbl LWafFblH-OpTa KacinopbiHAApAblH, 6aHK
anabiHAafbl TONnem KabinercisairiH 6aranay

Lupasu H.2, Mypaiixu M.?, KyaHoBa J1.A.¢

@ Xamad buH Xanuga YHusepcumemi, 30ykeliwH cumu, 34110, floxa, Kamap; ©® Xamad Bux Xanugpa
YHusepcumemi, 30ykeliwH cumu, 34110, fAoxa, Kamap; © an-®apabu ameiHoarel Kazak ¥ammeolK
yHuUsepcumemi, 0aH. an-®apabu, 71, Aamamel, KazakcmaH

[Oaiiekces ywiH: Wnpasm H., Myxanpu M., KyaHosa J1.A. (2023). KaTtapaafbl WafblH-0pTa KacinopbiHAapAblH, 6aHK

anablHAafFbl Tenem kabinetcisgirin 6aranay, DKOHOMMKA: cTpaTerus aHe npakTuka, 18(1), 256-271, https:/doi.
org/10.51176/1997-9967-2023-1-256-271

TYUIH

MakKanaHblH MaKcaTbl — LWafblH }X9HE 0pTa KacinKep ik cybbeKTinepiHiH Katapaafrbl 6aHKTEP anAblHAAFbI KAPHKbIbIK,
MiHAeTTeMeNepiH opblHAAaMayblHa 3cep eTeTiH GaKTopaapabl 3epTTey }KaHe aHbIKTay, COHAAN-aK a/ibIHFaH HaTUXKenep
HerisiHae peTTeywi yLWiH ycbiHbicTap a3ipney. Cebebi, WwafFbiH }KaHe opTa KacinopbiHaapabiH, (LLUOK) aamybl engeri
SKOHOMMKabIK ©cydi Kongayaafbl pesi MaHbi3abl 60/bin Tabbliagbl- DKOHOMMKAFA efieyni yaec KocaTbiHbIHA
KapaMacTaH, LafblH }XaHEe 0pTa KaCiNKepAiK }obanapbiH KAapKblIaHABIPY MacenenepiHae KMbIHAbIKTAp Kesaecesi,
KaparkaT Kopbl KWi XKeTKinikcis 60abin Kenegi, HaTUXKECiHAE pecypcTapAbl TapTy YILiH Kap»Kbl MHCTUTYTTapbiHA
XKYTiHY KaXKeTTifiri TyblHAanabl.

AsTopnap KaTapapiH Jamy 6aHKi aepektepiH 3epaenesi- LLafbiH aHe opTa KacinopbiHAAPAbIH XYMbIC iCTEMENTIH
KpeauTTepiHiH TeneHbey cebenTepiH aHbIKTAy MaKcaTbIHAA Kyneni aaebu wony XKyprisinin, Kabblk cypakTapbl 6ap
caya/iHama a3ipsieHai. ABTopaap TeniepoH apKblibl HECUEHI KaTapMmay maceneci b6ap WwafblH KaHe opTa bu3Hecke
KYFiHAi, eriTKeHi 6yn Covid-19 naHAeMUACkl Ke3iHAe a1eyMETTIK KallbIKTbIKKa 6ali1aHbICTbl AePEKTEPA] KUHAYAbIH,
aNfFbl3 MYMKiH Xonbl 6ongbl. Katap [Jamy 6aHKi AepeKTepiHeH KpeauTTepi KymbiC icTemenTiH 142 warbiH
YKOHEe opTa KaCiMOpbIH aHbIKTa/bIM, OCbl KacinopblHAApMeH GaitaHbICKaHHAH KeliH 85 yayan asblHAbl. Tangay
YWiH CMNaTTamasblK CTaTUCTUKA KONAAHbIIAbI KOHE aJiblHFaH HITUXKEeNep LUAFbIH XaHe OpTa KaCinopbiHAAPAbIH,
6GaHKTep anablHAafbl MiHAETTEMeNnepAi opbiHAAY KesiHae bGipKaTap KUbIHAbIKTapfFa Tan 6oafaHbliH KepceTTi. OfaH
KOCa, ¥ofapbl baceKkere KabineTTi HapblK, WaFbliH XaHe 0pTa KacinopblHAAPAbIH, MiHAETTEMEeNepi MeH TenemaepiH
OpblHAAYFa Kepi acepiH Turisyae. 3epTrey HITUXKENEPiHiH, Heri3iHAe LWafblH KoHEe opTa KacCinopblHAAPAbIH, Tenem
KabineTtcisairi MaceneciH wWeLly }KaHe eNgeri WafbliH XaHe opTa KaCiNKepAiKTi ogaH api AamMbITyAblH, Wapaiapbl MeH
TeTiKTepi 60MbIHLLA YCbIHbICTap 93ip/AeHa,.
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AHHOTALIUA

Llenbto faHHOM CTaTbM ABNAETCA M3yYeHMe WU BbiABAeHME (GAKTOPOB, BAUAIOWMX Ha HEUCNONHEHWE MajbiMU U
cpesHUMU NpeanpuUATUAMKU GUHAHCOBbLIX 0653aTenbeTB nepes 6aHkamu B KaTape, 1 pa3paboTka pekoMeHAaLMn Ha
OCHOBE MOJIyYEeHHbIX Pe3y/IbTaToOB AJ/1A PEryAaTOPoB. [TOCKOMbKY, pa3BUTUE MAbIX U cpeaHUX npeanpuaTnii (MC)
MMEET BaXKHOE 3HAYeHMe A/1A NOALAEPHKKM SKOHOMUYECKOTO pOCTa B CTpaHe. HecMoTpa Ha 3HaYUTENIbHbLIV BKAAA, B
3KOHOMMWKY, Manblli U CpefHUIA BU3HEC UCMbITbIBAET TPYAHOCTM B BONpocax GUHAHCUPOBAHMA NMPOEKTOB, 3a4acTyio
HEeA0CTaTOYHO HeO0BX0AMMbIX CPeACTB A1A GOHAMPOBAHMUSA, U KaK CNeaCcTBUE, BO3HUMKAET HEO6X0AMMOCTb 0bpaLleHuA
B PUHAHCOBbIE MHCTUTYTbI A/1A NPUBAEYEHUA pecypcoB. ABTOpaMu bbian U3yyeHbl AaHHble BaHKa pa3sutua KaTtapa.
Bbln npoBeAeH CUCTEMHbBIN MTepaTypPHbIN 0630p M pa3paboTaHa aHKeTa C 3aKPbITbIMW BOMPOCaMU A BblABAEHUSA
NPUYMH HEMNATENXKEN MO KpeauTam MasnblX U CpegHuUxX npeanpuatuid. ABTopbl 06paTUAMCh K ManbiM U CPeAHUM
npeanpuaTUAM C Npobaemoli HeBO3BpaTa Kpeauta no TenedoHy, NOCKONbKY 3TO 6bln e4UHCTBEHHO BO3MOMKHbIN
cnocob cbopa AaHHbIX U3-3a COLMANbHON ANCTaHLMM BO BpemsaA NnaHaemmm Covid-19. Mo 6a3e gaHHbIX bBaHKa pa3BuTUA
KaTapa 6b110 BbiABNEHO 142 manbix U CpefHUX NPeanpuaTUIiA C NPOCPOYEHHBIMWU KpeauTamm, nocie obpalleHuns
B [aHHble npegnpuatua gaa cbopa paHHbIX, 6bl10 nonydyeHo 85 oTtBetoB. [nA aHanu3a 6Gblaa MCnonb3oBaHa
onucaTeNnbHaa CTaTUCTUKA M NOlyYeHHbIe pe3yabTaTbl MOKa3aau, YTo Masble U CpeaHue NPeanpUATUA CTaIKUBAKOTCA
C pAagom npobsem npu BbINOAHEHUM 06s3aTenbcTB nepes 6aHKkamun. Bonee TOro, BbICOKO KOHKYPEHTHbIN PbIHOK
OKa3blBaeT HEeraTMBHOE BAUSHME HA UCMOHEHME 06A3aTENLCTB M HENIATEXKeN MablX U CPeAHUX NpeanpuaTuii. Ha
OCHOBE NOJIy4EHHbIX PE3YbTAaTOB UCCNeL0BaHMA, Bbliv pa3paboTaHbl Mepbl U MEXaHU3MbI A1 peLleHnsa Npobaembl
HEenAaTeXecnocobHOCTU MabIX U CPEAHUX NPEANPUATUN U fa/ibHENLLErO Pa3BUTUA Manoro U cpegHero 6usHeca B
CTpaHe.

KJ/TOYEBBIE CJ/IOBA: 3KOHOMMKa, NpeanpuUHMMATENIbCTBO, HennaTerkecnocobHocTb, PpuHaHcMpoBaHue, BaHK,
Katap

KOH®JTMKT MHTEPECOB: aBTOpbI 328BA50T 06 OTCYTCTBMU KOHMAMKTa UHTEpPECOB

PUHAHCUPOBAHMUE: nccnepgosaHue He MMeNO CNOHCOPCKOM NoaAepsKKkn (cobCTBEHHble pecypcbl)

Uctopua cratbu:

MonyyeHo 04 Hoabps 2022
MpunsaTo 14 deBpans 2023
Onyb6ankoBaHo 30 mapTa 2023

* Koppecnoup,upylouIMﬁ aBTop: KyaHoBa J1.A. — PhD, crtapwuin npenogasatenb, KasaxCKMil HaLMOHaNbHbIN
yHUBepcuTeT umeHn anb-dPapabu, np. anb-Papabu, Anmatbl, KasaxcraH, 87014000352, e-mail: kuanova.laura@
kaznu.kz

258 Dxonomuxa: cmpamezus u npakmuxa. 1. 18, Ne 1, 2023 / Economics: the Strategy and Practice. Vol. 18. No 1, 2023



®UHAHCBHI 1 VIIPABJIEHUECKUI YUET, BYXTAJITEPCKUM YUET

Introduction

SMEs are the crucial drivers behind regional
and national development in various countries.
Many studies are available regarding SMEs’
importance in the country’s economy (Musa &
Chinniah, 2016; Zafar & Mustafa, 2017). The
significance of SMEs is globally recognized due
to their significant contribution to rewarding
different socio-economic goals, such as fostering
entrepreneurship, export promotion, and high
employment growth (Brown et al., 2014; Olusegun,
2012). For instance, in the EU, approximately
25 million SMEs comprise more than 90% of
all businesses, employing 95 million people and
giving 50% of total jobs in the private sector.
Nevertheless, the actual significance of SMEs
rises to acclimate to the altering conditions of
innovation and competition with globalization
(Keskgn et al., 2010).

According to Madanchian (Madanchian
et al., 2015), SMEs are defined differently from
country to country based on industry categories,
annual turnover, and full-time employees. SMEs
in Agro-based industries and manufacturing-
related services are enterprises having full-
time employees not surpassing 250 people. The
significance of SMEs is because of their capability
to solve economic aspects linked to public
activity. SMEs help increase competition, respond
to increasingly changing demand, and provide
jobs in challenging financial crises. They also
contribute to developing and applying innovation
and help attract investment (Laurentiu, 2016).
Additionally, SMEs contributed to improving
business activities and led to economic diversity
in several countries.

Precisely, developing countries have
successfully diversified their export structures
and economies. The most significant change is
the shift toward industries, and this has been
observed in rich oil and natural resources
countries. However, the question remains about
what factor influences them to diversify their
economy. Gelb argued that the shift toward
manufacturing allowed dynamic learning that
increased income and productivity (Gelb, 2010).
Additionally, diversification help producers to
have more knowledge and information about
foreign markets and to discover innovations and
changes. Over the past decades, the GCC states
have taken significant steps toward economic
diversification, from the oil and gas sector to
infrastructure development, health, education
system, and several manufacturing industries.
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The issue of NPLs has gained importance
in a few decades, considering the level of bad
loans increasing in underdeveloped and deve-
loping countries and Western countries. The
empirical research on NPLs and their impact
have presented diverse findings. Akhter and
Roy analyzed the effect of NPL on profitability
(Akhter & Roy, 2017). They noted that GDP
is negatively linked with NPL, implying that
economic improvement leads to low NPL.
Furthermore, banks with high-interest rates lend
more and probably suffer more NPLs. Similarly,
Adebisi and Matthew investigated NPL in South-
Eastern and Central Europe from 1998-2011
(Adebisi & Matthew, 2015). They found that
NPLs respond to macroeconomic conditions,
like inflation, unemployment, and GDP growth.

However, there are limited studies on the
issue under investigation in the case of SMEs in
Qatar. Therefore, the study investigates the key
factors influencing SMEs’ failure to meet their
financial obligations in the QDB case.

Literature review

Determinants of SMEs Barriers and Non-
Performing Loans:

SMEs are essential for economic develop-
ment and growth as they are important in job
creation. Financing is vital in helping SMEs set
up and expand their operations, invest in produc-
tion facilities, and develop new products
(Cinjarevi¢ et al., 2021). The financial crisis back
in 2009 caused the institutions to be careful, and
credit processing since then has become complex,
as SME:s find it challenging to assess the decisions
and processes primarily related to loan processing
(Haron et al., 2013). Access to finance is a vital
element influencing SMEs’ success and growth;
hence, access to financing is crucial to allow
SMEs to add to the economic development and
diversification of economies (Bongomin et al.,
2017). The link between bank losses and NPLs
has been discussed by researchers globally and
is viewed as a significant chapter in banking
studies. Increasing NPLs are usually considered
a bank’s failure to manage credit policies (Hada
et al., 2020). Several studies have analyzed
different factors influencing NPLs, and the
following section presents the factors significantly
influencing SMEs.

Cost of Finance
Cost of finance (COF), also termed financing

cost (FC), is the interest, cost, and other charges
connected to borrowing to purchase or build
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assets. Lending interest rate involves intrinsic
hidden costs on the credits that banks issue with
implications on loan defaults. High-level NPLs
may reduce economic growth because financial
institutions refuse to lend (Balgova et al., 2016).
It was found that NPLs and interest rates have an
asymmetric link in the short run, while it has an
asymmetric one in the long run.

Lending interest rates and NPLs have a
significant relationship (Pullicino, 2016). The
empirical study on the relationship between
NPLs is interest rate is ample and has been
studied over the years (Louzis et al., 2012; Beck
et al.,, 2013). These studies also offered ample
evidence focusing on the significance of the NPL
recovery mechanism in restricting NPLs levels to
accom-plish financial stability and avert financial
problems.

Researchers noted that interest rate has a
positive and direct link with NPLs (Farhan et al.,
2012; Khemraj & Pasha, 2009). The increase in
interest rate is observed to increase the level of
NPLs. Likewise, the researchers like Asari noted
a significantly positive link between NPLs and
interest rates (Asari et al., 2011). Similarly, Beck
reported a positive association between NPLs
and interest rates (Beck et al., 2013). NPLs were
influenced by increasing debt price servicing
between the variable rate of contracts and a
borrower.

Overhead Cost

Overhead cost is yet another factor that
has become a significant concern for the non-
performance of the firms. Mat-Nor, Said, and
Hisham have studied it in detail (Mat-Nor et
al., 200 significant primary reason behind the
increase in overhead costs is increased competition
in the market. Multiple sellers of the same product
have an extensive distribution network. It has
resulted in fierce competition, making a firm’s
life difficult. As a result, firms have to invest more
and more to appeal to consumers. A significant
investment also is made to make the product or
service available. In doing so, the company loses
its profitability index in the long run. It affects their
financial capability to pay off the loans.

Noor mentions overhead costs, including
rent, salaries, wages, etc. (Noor, 2020). These are
fixed-cost accounts, and a business has to pay,
leaving a business with little liquid cash. Wezel,
Canta, and Lu’s study also question the profit
projection and cost estimation that a company
exaggerates to attract investors (Wezel et al.,
2014). It may benefit the company, but it can be

disastrous in the long run. The main reason is
that if the company cannot make profits or scale
its product, then it cannot pay back. These reasons
contribute when it comes to NPLs.

The report by OECD (2021) also states
the cost of rising interest rates and other costs
(expenses related to management), which makes
the interest payment bigger. Because of the failure
of the government to keep interest rates in check,
the company’s overhead cost becomes greater.
The company has no profit as all its capital covers
the overhead cost. This then eventually leads
the company to bankruptcy. It has become even
more prominent in the post-COVID world; the
pandemic has seen a rise in operating costs with
a shortfall in demand. It has made companies
unable to meet their profit benchmarks, and as
a result, many companies are in a state where
they have defaulted. It is also the reason why
companies all over the world are downsizing
and hence reducing the overhead cost. Coupled
with the disruption in both supply and demand
curves, companies have nowhere to go, causing
an increase in NPLs.

Access to Public Procurement

According to Harland, Telgen, and Callender,
public procurement refers to the purchase by state-
owned enterprises and governments of services
and goods (Harland et al., 2013). A public sector
firm obtains services and goods from a third
party through a contract. Cabras argued that
an increasing pool of evidence shows a lack of
international and local access to public procure-
ment for SMEs in developing and developed
economies (Cabras, 2011). Specific barriers linked
with the public procurement process can be high-
priced for businesses affecting slow payment.
Flynn and Davis highlighted that SMEs find
the problem in access to procurement, and thus
government takes corrective action by introducing
SME-friendly procurement policies (Flynn &
Davis, 2016).

Furthermore, Perry asserts that SMEs
encounter several barriers, such as awareness
opportunities, lack of knowledge, capacity issues,
and procurement process, which negatively
influences their financial obligations (Perry,
2011). In the context of the developed countries,
Kidalov and Snider argued that access to public
procurement by SMEs rely on different paper-
work and regulation, which is an obstacle to
SMEs in public procurement (Kidalov & Snider,
2011). However, SMEs require more informa-
tion on procurement opportunities and the need

260 Dxonomuxa: cmpamezus u npakmuxa. 1. 18, Ne 1, 2023 / Economics: the Strategy and Practice. Vol. 18. No 1, 2023



®UHAHCHI 1 YIIPABJIEHUECKHWI YUET, BYXTAJITEPCKMI YUET

to use e-procurement facilities. Overall, lack of
access to procurement may lead to barriers in
financial obligations for SMEs like loan repayment.

High Competition

Market competition is crucial for growth
and development and business innovation.
However, it may also challenge companies and
hinder entrepreneurs from repaying their debts
successfully. For example, Makri found that high
competition is an obstacle for firms to remain
competitive and fulfill their commitments toward
debt repayment (Makri et al., 2014). Khemraj and
Pasha assert that competitiveness in the market,
including local and international economics,
links to high NPLs (Khemraj & Pasha, 2009).
Scoreboard mentioned that increased market
competition affects SMEs’ profitability and
productivity, thus negatively affecting their
ability to repay bank loans (Scoreboard, 2013).
Mclntosh, De Janvry, and Sadoulet found that
increasing competition includes a drop in the
repayment performance of SMEs (Mclntosh et
al., 2005). SMEs lack different financial options to
capitalize on opportunities to perform efficiently
in stiff market competition, negatively impacting
their NPL and influencing their loan repaying
mechanism.

Economic Issues

Economic issues are directly associated
with the financial capability of SMEs to repay
their debt. The economic elements of a country
can signify how well a company can repay the
debt and whether the conditions are favorable
(Madrid-Guijarro et al.,, 2016). A key aspect
associated with debt repayment is the interest
rate. A high-interest rate represents a company
having a more challenging time repaying the
debt since it would be a more significant value
(Navarro-Martinez et al., 2011). Interest rates are
usually decided by the government as part of the
monetary policy and then are followed by the
financial intermediaries. In prosperous business
countries such as those in the EU region and
the US, interest rates are kept low to encourage
more lending of money for businesses and their
enhancement (D’Erasmo, 2008). However, in
2019, the interest rate was ranging between 1.94
t02.47%, and 0.10 to 2.01% in 2020 (Qatar Central
Bank, 2020).

An average high-interest rate can be
associated with SMEs’ inability to repay their
debts. The policy of a high-interest rate can be
positive regarding currency balancing and other
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similar financial obligations. However, it can
lead to increased bankruptcy claims since
many SMEs could not cope with the conditions
(D’Erasmo, 2008). However, limited GDP growth
can impact SMEs and their ability to repay the
debts they have undertaken.

It can be noted that even before Covid-19,
the GDP growth rate of Qatar was declining. This
points out that a declining growth rate makes
it hard for SMEs to operate and repay the debt
they undertook under different circumstances.
Moreover, occasions such as Covid-19 have
also limited the growth rate by a considerable
margin, yet such aspects are hard to predict.
Nonetheless, appropriate planning is necessary in
this regard, such as maintaining reserves to cope
with difficult situations imposed by the pandemic
(Razumovskaia et al., 2020). A fluctuating
inflation rate is a deep concern for SMEs since

they find it hard to operate with certainty
and stability. Furthermore, the lower inflation
rate favors the borrowers; however, since the
pandemic, it can be argued that the SMEs would
have a hard time coping with the demand and
market conditions which could lead to delays in
repayments or potential bankruptcy claims (Onder
& Sunel, 2021).

Two further economic issues impacting
SMEs’ debt repayment are the trade balance and
the country’s current account. Many SMEs depend
on trade, including imports and export (Gonzalez
& Sorescu, 2019). Specifically, the import
balance of trade is essential as it displays the
country’s capability to import. A highly negative
trade balance may compel the government to put
restrictions which can hurt the operations of the
SMEs. Thus, these two economic elements are
essential as they reflect the capability of SMEs to
generate adequate revenue and eventually repay
their debts. In terms of Qatar, the country has
held a significantly positive balance of trade and
current account over the previous decade.
However, some fall is noted in the Covid-19
period, which can be an issue for SMEs as many
companies can be impacted by the lack of trade.

Government Policies and Regulations

Another major factor impacting non-
performing loans is government policy and
regulations. A study by Ofria and Mucciardi
shows that corruption and unsustainable
government debt levels contribute significantly
to the bankruptcy of the private sector (Ofria
& Mucciardi, 2021). When there is a massive
amount of corruption, the government has to
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exercise austerity measures which can hurt the
private sector. The private sector thrives on
government subsidies and tax cuts but will tax
the same private sector when it runs a deficit.
Because of the increased taxation, the private
sector would eventually crumble towards non-
performance.

Similarly, the study of Inaba also cites
the policies of the government that lead to an
economic downturn (Inaba et al., 2005). In a
recession, the private and public sectors are
impacted, which can cause long-term issues for
the companies. The recession or downturn is a
policy crisis that translates to private sectors and
their inability to pay off their debt. Furthermore,
the study of Shih also cites the importance of
the free market and transparency, which is often
undermined by the public sector (Shih, 2004). The
free market is undoubtedly among the favorite
policy options for the private sector because it
helps them to provide shareholder value and
return on investment. This then facilitates the FDI,
which can help the economy grow. However, with
the government’s intervention and rise in state-
owned enterprises, the system becomes rigged
and causes a disadvantage to the private sector.
For instance, when the government intervenes
in the economy, it can set up its own companies,
provide subsidies, tax cuts, etc. As a result, there
is no level playing field, and the private sector can
be at a comparative disadvantage. Another factor
about the government’s unfair intervention in the
economy cited in the study is how government
prevents liberalization of the banking sector. This
is politically motivated, especially in the case of
China, where a political party owns the country’s
largest banks.

The study of Yeung also points in the same
direction (Yeung, 2009). As per these authors,
due to the consistent government intervention
and policy of favouritism, there is no space for
institution-building, and the institutions cannot be
self-sustaining. It also prevents an environment
of corporate governance from prevailing inside
these NPL-affected companies, which further
plays a part in the failure of the companies. The
reasons cited by Lu, Thangavelu, and Hu are
also relevant to the study (Lu et al., 2005). As
per the study, biased lending or policies tend to
promote biases and subjectivity in lending. This is
apparent from the examples of third-world
countries where politicians provide monetary
favors to the financers of the government. This
prejudice in policymaking contributes massively
toward unsustainability and lack of financial
performance among the firms.

Research Methodology

Based on the relevant literature, the authors
have designed a questionnaire to explore the causes
of NPLs in Qatar, selecting QDB as a case study.
The QDB provided the complete list of SMEs
with their addresses and contact numbers after
the authors requested the list of SMEs with loan
defaults. By using this information authors have
approached SMEs with loan default by phone,
as this was the only possible way to collect data
due to the social distancing during the Covid-19
pandemic. The authors have approached all
142 enterprises to get information. However,
only 85 enterprises agreed to participate in this
study and share the required information. For the
analysis, there has been used descriptive statistics
which allows for ddescriptionand understand
the features of a specific data set by giving short
summaries about the sample and measures of the
collected data.

The authors have put 25 close-ended
ques-tions to obtain the information for further
research. The questions of the survey were desig-
ned according to the following order:

- first five questions were completed to
obtain the personal information of the question-
naire respondents, as gender, age, material status,
nationality and education;

- following questions were directed for
investigation of the distribution Entrepreneurs
by Business Sectors, and business type, the
distribution Entrepreneurs by legal structure and
experience;

- next questions were aimed at
determining the purpose and maturity of
loanthe, interest rate of the loan and the area for
using the funds;

- other questions of the questionnaire
were directed for the identification of the factors of
non-payments of loans by SMEs.

The obtained sample characteristics describe
the primary way is categorizing Entrepreneurs
members to “mutually exclusive” categories, then
counting the case a number of each category. The
authors have calculated proportions, percentages
and ratios for summarizing the obtained data
from categorical variables and have made the
comparisons between groups. This methodology
allows identifying that SMEs encounter challenges
in the repayment of loans. We found several
factors, including high-interest rates, overhead
costs, lack of access to information, public
procurement, economic issues, government
policies and regulations, and a highly competitive
market influencing the non-payment of loans.
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Results and Discussion

The designed a questionnaire to explore the
causes of NPLs in Qatar, selecting 85 SMEs, and
we obtained the following results.

Gender: most (73%) of the participants
are male, while 27% are female entrepreneurs.

Marital Status: Respecting marital status,
around 66% of married persons are entrepreneurs
in Qatar, and 20% are single. In comparison, only
4% of widows and 11% of separated or divorced
people run their businesses.

Education equips entrepreneurs to under-
stand markets, opportunities, and economic
cycles, enabling them to make correct decisions.
Our sample shows that most entrepreneurs had
bachelor’s (61%) and master’s (20%). And few
of them (7%) have a PhD or DBA. None of them
were illiterate (Table 1).

Table 1 - Percentage Distribution of Entrepreneurs by

Education

Level of Education Percentage
A Illiterate 0%
B High school or below 6%
C Diploma 6%
D Bachelor 61%
E Master 20%
F Ph.D. or DBA 7%
Total 100%
Source: based on our survey

A large proportion (94%) of entrepreneurs
are Qatari nationals, while a small percentage
(6%) are from other nations. Local entrepreneurs
usually have access to market information and
an understanding of the market. They know the
culture and consumer behavior more than non-
nationals, as well as QDB is keen to give the
opportunity to the young nationals. In Table 2
presents percentage distribution of entrepreneurs.

SMEs operate in a competitive environ-
ment that needs experts or experienced mana-
gers. Interestingly, the majority (73%) of them

had no previous business experience, and only
27% had prior experience in the business (Table 3).

Engagement plays a vital role in a newly
established business. Entrepreneurs need to look
after their business operations continuously,
which makes business efficient. Entrepreneurs
usually engage in their business thoroughly
to identify improvement areas and business
problems. Strict compliance with business
activities affects the performance of enterprises.
Regular engagement with the business increases
productivity and generates economic benefits
such as revenues, profits, and growth. It was
interesting to know that most (45%) manage
the business monthly, which is not a good sign.
Another 36% were looking after their business
weekly, and only 19% were engaged daily basis
(Table 4).

Table 2 - Percentage Distribution of Entrepreneurs by Business Sectors and Reason for Being in Business
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6 While you are running your 9 Which of the following best describes the reason for | %
business, you are: ° being in business?
a Full-time entreprencur 14% I want to be my own boss / I’'m not particularly eager 19%
to work for others
b Employed in the government sector | 25% |1 can work when and how I want 5%
c Employed in the semi-government 58% |1 can’t find any work 20,
sector
d Employed in the private sector 4% |1 can’t find any work that I really like 2%
g Full-time student 0% |1 don’t have skills for other kinds of work 0%
h Other 0% | My previous employment ended 1%
I want to have another source of income 71%
Other 0%
Total 100% 100%
Source: based on our survey
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Table 3 - Percentage Distribution of Entrepreneurs by

Experience
] Do you have previous experi- Percentage
ence in the related sector?
A Yes 27%
B No 73%
Total 100%

Source: based on our survey

Table 4 - Percentage Distribution of Entrepreneurs by
the level of Management/Engagement

I
A Daily basis 19%

B Weekly basis 36%

C Monthly basis 45%
Total 100%
Source: based on our survey

The table below depicts the enterprise
sector. 24% were in manufacturing, 29% in
Food & Beverage, and 13% in agriculture.
Another 29 percent were in other businesses. The
majority (45%) have a small business category,
42% have a medium, and 13% have a micro
business category.

As for the legal structure of the enterprises,
74% of them were limited liability companies,
followed by 11% Sole Proprietorship companies
(Table 5)

Table 5 - Percentage Distribution of Entrepreneurs by
Legal Structure

D ;Yllslii ;zfs%e of legal structure is your Percentage
a General partnership company 6%
b Simple partnership company 7%
c Sole proprietorship company 11%
d Shareholding company 0%
e Private shareholding company 1%
f Limited liability company 74%
g Holding company 1%
h Foreign company 0%
Total 100%
Source: based on our survey

The purpose of a loan can vary from firm
to firm, but in the majority, it is opted for invest-
ment purposes by SMEs. Table 6 shows that
49% of entrepreneurs took a loan as startup
capital. However, 32% needed the loan for working
capital, and 19 % wanted it for making expansion
in their business

Table 6 - Percentage Distribution of Entrepreneurs by
Purpose of Loan

13 ?2/;11?; was the purpose of the Percentage
A Start up capital 49%

B Working Capital 32%

C Expansion 19%

D Other 0%

Total 100%

Source: based on our survey

SMEs are highly influenced by the cost of
finance when they fulfill their financial promises.
Many (48%) of the enterprises caused high-
interest rates, and (19%) blamed high monthly
repayment for failing to return their loans. 33%
experienced low sales or profit generated as the
main reason for non-payment

Table 7 - Percentage Distribution of Entrepreneurs by
Reasons for Default in Loan Repayment

14 What was the main concern in Percentage
defaulting on loan repayment? &

A High-interest rate/profit to the 48%
bank

B the high monthly repayment 19%
amount

C Low sales/profit generated 33%

D Other 0%

Total 100%

Source: based on our survey

The loan’s maturity period determines the
firms’ economic burdens in the coming financial
years. As found above, most entrepreneurs
obtained a loan for startup purposes from banks.
Table 8 shows that in the majority (44%) of cases,
loans were obtained for 3-4 years, and in 24%
of cases, for two years or less. It identifies that
firms had to pay higher financial obligations just
as they had started their operations as the loan
maturity was no longer. It means newly established

264 Dxonomuxa: cmpamezus u npakmuxa. 1. 18, Ne 1, 2023 / Economics: the Strategy and Practice. Vol. 18. No 1, 2023




®UHAHCHI 1 YIIPABJIEHUECKHWI YUET, BYXI'AJITEPCKMIA YUET

SMEs managed by Qatari entreprenceurs had
to bear higher financial promises in the startup
period, which could be the main reason behind the
failure of such entities

Table 8 - Percentage Distribution of Entrepreneurs by

Loan Maturity Period
15 t\}):]:?é awngs the maturity period of Percentage
A 2 years or less 24%
B 3 - 4 years 44%
C 5 - 6 years 24%
D 7 years or more 9%
Total 100%
Source: based on our survey

The loan offered by QDB is different
for the SMEs; for example, most (38%) of
the entrepreneurs have paid around 31-40%
interest, 29% of entrepreneurs paid more than
40%, while 20 % of them paid 21-30 %. However,
13 % of the entrepreneurs paid 20% or less

Table 9 - Percentage Distribution of Entrepreneurs by
Interest Rate

17 1\2’;11?; percentage of interest is on Percentage
A 20% or less 13%

B 21 -30% 20%

C 31-40% 38%

D More than 40% 29%
Total 100%
Source: based on our survey

The enterprises’ opinion was gathered

(Table 10) regarding how they found lending
rates. 65% of them found it extremely high
compared to others, whereas 25% of
businesspersons gave their opinion that the
lending rates are high. However, only 11% revealed
an acceptable lending rate.
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Table 10 - Percentage Distribution of

Entrepreneurs by Lending Rates

16 How did you find the lending Percentage

rates?

A Extremely high 65%

B High 25%

C Acceptable 11%

D Low 0%
Total 100%
Source: based on our survey

Selling products in the relevant market is
essential to business strategy. It is very important
to understand where you would sell your
products. Many enterprises have failed to capture
the market due to a lack of market understan-
ding. Svensson (2009) indicated that enterprises,
which lack market information, tend to struggle
hard for customers who match their products
and offerings. Access to market information is
an essential element of understanding customers.
Our survey shows that most (79%) SMEs sell
their products or services nationally or locally.
However, only 21% sell on national and
international levels.

Table 11 - Type of Market

13 XZ};Z;?, i(i(é?you sell your product Percentage
A National 79%
B International 0%

C Both national and international 21%
Total 100%
Source: based on our survey

Business today needs to make solid policies
for operational activities such as procurement of
raw materials or consumable inputs. The primary
goal of the business should be reducing their
input costs which makes them minimize
production costs, thus generating higher profit
margins. Perry (2011) revealed that SMEs face
barriers, including lack of knowledge, procure-
ment process, capacity issues, and awareness
opportunities for identifying suppliers. Because
of these barriers, their input cost rises, lowering
profitability or profit margins. To understand
these entrepreneurs’ procurement processes, we
asked questions to determine where they get.
Regarding the procurement of raw materials,
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some (46%) entrepreneurs buy from the local
market; however, most (54%) purchase from the

Table 14 - Life Cycle at the Time of Failure

international marketplace. 71 Bgsiness life cycle at the time of Percentage
failure
A Establishment 49%
Table 12 - Procurement of Raw Material/Consumable B Growth 25%
Inputs C Stagnation 21%
Where do you get your raw ma- D Decline 5%
19 terials/cqnsumable inputs for | Percentage Total 100%
your business?
A Local market 46% Source: based on our survey
B International market 54%
Total 100% External Factors that affect the non-
Source: based on our survey performance of loans in SMEs

The businesses take time to be settled
and earn profit. The survey identified that most
(58%) businesses shut down within two years of
starting. It suggests the effects of higher financial
obligations and dues. The newly established
business takes time to grow, yet the burden of
repayments could be devastating for such a
business. Around 20% of businesses operated for
3 to 4 years, while 22% operated five years or
more before the failure.

Table 13 - Operation Period before Failure

Before the business failure, how

20 many years has your business |Percentage
been operating?

A 2 years or below 58%

B 3 - 4 years 20%

C 5 years or more 22%

Total 100%

Source: based on our survey

SMEs tend to be very sensitive when
established. The chances of failure may be high.
The entrepreneurs’ data revealed that most
(49%) enterprises failed to pay financial obliga-
tions at the establishment time—however, 21%.
Moreover, 25% of the business failed at the growth
stage. In last, only 5% were in the declining
phase, as shown in the graph given below:

One factor that affects the non-performance
of loans in SME:s is the cost of finance. The study
shows that 64% of the people strongly agree that
the cost of finance plays a major role in the late/
non-payment of loans in SMEs. 22% agreed with
the statement, while only 4% and 5% strongly
disagreed and disagreed.

Public procurement acts as a driving
force for SMEs, and their participation in such
projects benefits them greatly as they already lack
financing due to the size of their organization.
However, limited access to such participations
confines the performance area for such enter-
prises. SMEs lack the leverage of access to public
procurement and thus have a greater ratio of
NPLs. Ancarani et al. (2019) suggested that for
SMEs to be more diligent in loan repayments,
they need a fairground. Table 19 shows that (40%)
strongly agreed that SMEs have limited or no
access to public procurement. Moreover, 16%
agreed with the statement, 29% remained neutral,
and others disagreed or strongly disagreed.

Economic issues, such as inflation, price
regulations, and availability of finances, also
influence the enterprises operating in the economy.
For example, Barro (1996) stated that inflation
increases the cost of raw materials for SMEs,
affecting enterprises’ profit margins. It also affects
consumer buying power. Figure 4 reveals that
the majority (66%) strongly agree, and another
18% agree that economic issues are pivotal
when measuring contribution to the failure of
SMEs in the repayment of debts. In contrast,
others remained neutral or did not agree with the
statement.
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Table 15 - Economic Issues in the Country/Region

icg(zggmic issues in the country/ Percentage
A Strongly Disagree 5%
B Disagree 7%
C Neutral 5%
D Agree 18%
E Strongly Agree 66%
Total 100%
Source: based on our survey

Government Policies and Regulations

According to Nyarku et al. (2018),
Government policies and regulations are to be
blamed for businesses’ growth or collapse. It
will not be wrong to say that the government’s
policies provide a platform for every type of
business to perform in their respective segments.
Usually, there are custom-made rules for every
type of business that guide them to act accor-
dingly. In the present study, 68% strongly
agreed, and another 21% agreed that SMEs
defaulting on loans is due to strict government
policies, whereas 4% strongly disagreed, 4%
disagreed, and 4% remained neutral.

Table 16 - Government Policies and Regulations

28 Goverggiri;g;l::les & Total | Percentage
A Strongly Disagree 3 4%
B Disagree 3 4%
C Neutral 3 4%
D Agree 18 21%
E Strongly Agree 58 68%
Total 85 100%
Source: based on our survey

The researcher explained that little cash
is left when such fixed costs are paid, which, in
turn, increases the chances of bankruptcy.
Overhead costs are all costs of operating a
business except the direct ones. In the context
of SMEs, innovation is the most significant
advantage a firm can take while keeping costs
low and budget-friendly. However, in an economy
where the overhead costs such as rentals, legal
fees, transportation costs, and travel expenses are
high, the margins for SMEs are even squeezed.
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65% of the people in the study strongly believed
that overhead costs are responsible for SMEs’
default, 24% agreed, 4% strongly disagreed, 2%
disagreed, and 6% did not form any opinion.
Khan et al. (2017) stated that SMEs incur high
transaction and borrowing costs due to a lack of
business information and resources. Similarly,
SMEs must outsource some of their work
segments to mitigate the costs of running the
department, which is highly challenging for them
to handle. On the one hand, outsourcing reduces
the cost of running a department but brings its
share of risk. As Montaseb et al. (2018) say,
outsourcing cannot ensure cost savings, and its
hidden risks can cut the underlying benefits. From
a broader perspective, the overhead costs are
crucial, and minimizing such costs can be helpful
for SMEs to repay their debts on a timely basis.

Table 17 - Overhead Cost

29 Overhead cost Total Percentage
A Strongly Disagree |3 4%
B Disagree 2 2%
C Neutral 5 6%
D Agree 20 24%
E Strongly Agree 55 65%
Total 85 100%
Source: based on our survey

High market competition hinders SMEs
from remaining competitive, which makes
them unable to pay debts back (Makri et al.,
2014). Increased market competition lowers the
performance of enterprises that are weak with
financials; if the performance of enterprises
decreases in responding to high market competi-
tion, the firms struggle to fulfil their financial
promises.

Table 18 shows that 67% of enterprises
strongly agreed with the fact, while 20% agreed.
Only 2% strongly disagreed, 6% disagreed,
and 5% had no opinion about it. According to
Ayandibu et al. (2017), small and medium-scale
organizations are more eager to earn a share in
the market than the corporate sector and thus
possess a more competitive approach toward
business. In its entirety, competition does affect
SMEs in various areas of performance.
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Table 18 - High Competition

31 High competition Total | Percentage
A Strongly Disagree 2 2%
B Disagree 5 6%
C Neutral 4 5%
D Agree 17 20%
E Strongly Agree 57 67%
Total 85 100%
Source: based on our survey

Conclusion and Recommendations

Based on the above methodology, the
findings showed that small or medium-sized
businesses in Qatar are primarily owned by 60%
of the entrepreneurs, with most of them belonging
to educated classes and having bachelor’s
degrees. At the same time, there are zero illiterate
people in the field of entrepreneurship. Qatar
is a patriarchal society; its businesses are also
dominated by males, compared to females, who
have less representation. Additionally, the small
business and entrepreneur field are dominated by
Qatari, and a tiny percentage of businesses are
owned by non-Qataris. For bank loans, it is found
that a sizeable portion of Qatari entrepreneurs
takes loans for business finance.

Additionally, approximately 48% of Qatari
entrepreneurs found it challenging to repay their
loans because of high-interest rates. In comparison,
around 30% of them are found to default due to
low sales and profit. Concerning lending rates,
it is found that more than 60% of entrepreneurs
found it very high compared to others. Similarly,
overhead costs were also held responsible for
SMESs’ default. On the other hand, in the findings
related to the factors affecting loan repayment,

it is noted that more than 60% of respondents
agreed that the cost of finance contributes to the
non-payment of loans or late payments in SMEs.

Regarding access to public procurement, it
is found that approximately 40% of the SMEs are
no or limited access to public procurement and
are more likely to default compared to other firms
in the economy. Access to business information
was also found to be a factor behind the non-
repayment of loans, as 46% of respondents showed
that access to relevant information is essential
for SMEs in payments of debt defaults. The
findings also revealed that most participants
believed that political and economic factors
contributed to the SMEs’ non-performance of
their loans. A sizable majority of the participants

agreed that these factors were important when
assessing the contribution to the failure of SMEs
in loan repayment. Besides, government policies
and regulations are also strongly linked with
SMEs defaulting on loans. High competition
is also found to be one of the critical factors
affecting SMEs to repay their loan, as it directly
affects their profitability and business and
therefore increases challenges for SMEs to
repay their bank loan. Lastly, matchmaking with
buyers is also identified as the key factor affecting
SMEs’ loan repayment. Approximately 47% of
the participants agreed on SMEs’ relevant
matchmaking effects with buyers. The advance-
ment of SMEs to e-commerce and approaching
potential buyers are crucial with reference
failure or success of SMEs.

Policy Recommendation

The following recommendations are directed
to the Qatari government, financial institutions,
and Qatari Entrepreneurs/SMEs. QDB needs to
facilitate SMEs in terms of providing business
loans. Their SMEs program Al-Dhameen is a
great initiative to support SMEs, allowing banks
to extend their financial assistance to new SMEs
with limited capital and market knowledge
access. Hence, such initiatives by QDB should
be promoted countrywide to support the existing
SMEs and the upcoming new entrepreneurs who
struggle to acquire loans. Additionally, private
financial institutions must collaborate with QDB
to facilitate SMEs’ growth and expansion, thus
bringing more economic diversity.

The Qatari government must take corrective
measures to facilitate SMEs and other businesses
by introducing SME-friendly  procurement
policies. It is noted that SMEs have limited
access to market knowledge and public procure-
ment and struggle to attract potential buyers.
Therefore, the government should take the lead
in assisting SMEs in locating export markets
and facilitating their access to those markets.
Additionally, the high-interest rate is viewed as
a significant hurdle for SMEs’ bank loan repay-
ment. Therefore, the Qatari government must
emphasize business-friendly economic policies
and incentives by reducing interest rates and tax
incentives to support SMEs in their business and
loan repayment.

Similarly, Qatari entrepreneurs and SMEs
must acquire market knowledge and information,
hiring financial experts and strategies to ensure
they are well-planned to manage or address
finance and loan repayment challenges. Effective
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planning, monitoring, and strategizing are
essential for SMEs to excel in a competitive
business environment.

Limitations of the Study

The study findings were based on only

85 respondents of the Qatari SMEs/entrepre-
neurs. The results might have been more
comprehensive if the sample size was large, around
150. Another limitation is that the study focused
on the opinion of entrepreneurs and SMEs; it did
involve the input of bank employees or financial
experts. The results cannot be generalized based
on such a limited sample group and opinions.
Likewise, the participants’ responses could be
biased, as the questionnaire was close-ended
and respondents did not express their opinions.
It would have been a different result if the study
had adopted an open-ended questionnaire
to assess how SMEs/ entrepreneurs consider
factors, as discussed above, to be challenging
in their loan repayment. For future research, a
comparative study would be significant from the
perspective of financers/banks to assess the critical
reasons behind SMEs’ failure to repay their loans.
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