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Financial decision-making is a critical function in small businesses, particularly in informal and resource-constrained environments where 

formal systems, financial literacy, and technological tools are often limited or absent. In such settings, decisions are frequently made intuitively 

by founders or key individuals, influenced more by experience and community norms than by structured analysis or forecasting. This paper 

explores the financial decision-making process in small enterprises through an in-depth case study of Adivasi Herbals Hair Oil, a rural 

business in Karnataka, India, which exemplifies the intersection of traditional practices, ethical sourcing, and informal financial management. 

Using a qualitative methodology that combines interviews, observation, and thematic analysis, the study identifies key gaps in 

recordkeeping, pricing strategies, governance mechanisms, and technological adoption. Despite these challenges, the enterprise demonstrates 

strong alignment with ESG principles through sustainable sourcing, inclusive employment, and environmentally friendly packaging although 

these efforts remain undocumented and under-leveraged. 

Findings reveal that financial decisions are shaped by behavioural biases, cultural expectations, and short-term operational needs. The 

paper argues that improving financial decision-making in small enterprises requires an integrated framework grounded in behavioural 

finance, simplified governance practices, and accessible digital tools. Tailored interventions such as mobile-first accounting software, context-

aware financial literacy programs, and basic internal controls can support small businesses in transitioning from intuitive management to 

more structured and sustainable financial practices 

KEYWORDS: Financial Decision-Making, Small Business Finance, Behavioural Biases, Informal Economy, Technology Adoption, 

Financial Literacy. 

 
1.1  INTRODUCTION 
Small businesses serve as the backbone of many national 

economies, particularly in developing countries where they 

contribute significantly to employment, grassroots innovation, 

and community-based development. In India, for example, the 

micro, small, and medium enterprise (MSME) sector comprises 

more than 63 million businesses, collectively contributing over 

30% to the country’s GDP and accounting for nearly half of its 

exports. Beyond their economic importance, these enterprises 

are often embedded in the social and cultural fabric of local 

communities. They provide livelihoods, foster 

entrepreneurship, and deliver goods and services that are 

tailored to local needs. Despite their importance, small 

businesses face a variety of operational and strategic challenges 

chief among them being the complexity of financial decision-

making in environments that lack robust institutional support. 

 

Financial decision-making is not just about managing numbers 

it is a multidimensional process that intersects with behaviour, 

culture, governance, and technology. In large firms, such 

decisions are guided by teams of financial experts, digital tools, 

and predictive analytics. By contrast, small businesses are 

typically run by individuals or families who make financial 

decisions based on intuition, past experience, and informal 

advice. These decisions include setting prices, managing 

working capital, handling credit and debt, procuring materials, 

and planning for future investments. When executed without 

structured tools or strategic planning, such decisions can lead 

to inefficiencies, missed opportunities, or even business failure. 

 

One of the core challenges in small business financial decision-

making lies in the absence of formal training and systems. 

Many business owners have limited financial literacy and rely 

on manual bookkeeping or incomplete records. They may not 

maintain income statements, balance sheets, or cash flow 

projections tools that are considered standard in corporate 

financial management. Moreover, their decisions are often 

made without the aid of data, business analytics, or forecasting 

models. This situation is exacerbated in rural areas, where 

infrastructure, education, and digital connectivity may be even 

more limited. 
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Technology holds the potential to bridge many of these gaps, 

but adoption among small businesses remains uneven. While 

some have embraced mobile payment systems and basic digital 

marketing tools, others remain skeptical or constrained by 

costs, digital illiteracy, or fear of losing control. Additionally, 

many digital solutions are designed for larger firms and do not 

cater to the unique realities of small businesses in informal 

settings. The result is a technological divide that reinforces 

financial informality and hinders business growth. 

 

Governance also plays a crucial role in financial decision-

making. In small enterprises, especially family-run or 

community-based ones, decision-making authority is often 

centralized. There are few, if any, mechanisms for 

accountability, role separation, or financial oversight. While 

this structure may function effectively in the short term, it 

becomes increasingly problematic as businesses grow or seek 

external investment. Without internal controls, the risk of 

mismanagement, fraud, and poor planning increases 

significantly. Moreover, small businesses often engage in 

ethical and sustainable practices such as fair labour, 

environmentally friendly production, and community 

reinvestment but lack the documentation or systems required to 

align with ESG (Environmental, Social, Governance) 

frameworks. 

 

This paper seeks to explore and understand the financial 

decision-making practices of small businesses through the lens 

of a single, illustrative case study: Adivasi Herbals Hair Oil, a 

rural enterprise located in Karnataka, India. This business is a 

representative example of the hybrid nature of grassroots 

entrepreneurship combining indigenous knowledge and 

cultural authenticity with entrepreneurial initiative and market 

responsiveness. It also typifies many of the structural 

challenges that small businesses face: informal governance, low 

technological integration, and behaviour-driven rather than 

data-driven decision-making. 

 

By studying the operational and financial routines of Adivasi 

Herbals Hair Oil, this paper aims to unpack the underlying 

behavioural, structural, and technological factors that influence 

financial decisions in small enterprises. It also aims to 

contribute to the growing body of literature on small business 

resilience, financial inclusion, and technology adoption by 

proposing an integrated, context-sensitive framework for better 

financial decision-making. In doing so, the paper advocates for 

solutions that are not only effective but also respectful of the 

cultural, behavioural, and operational realities of small business 

owners.  

 

1.2 Statement of the Problem 

Small businesses are critical to local economies, particularly in 

rural and semi-urban India. However, they often operate 

without structured financial systems or access to expert 

guidance. Financial decisions are usually made based on 

personal experience or community norms rather than data or 

strategic planning. This leads to inefficiencies, limited 

scalability, and poor access to credit or institutional support. 

The case of Adivasi Herbals Hair Oil highlights these issues, 

revealing gaps in recordkeeping, pricing, governance, and ESG 

alignment. 

 

Moreover, most small enterprises lack formal training in 

financial management and depend on handwritten records, 

which makes it difficult to assess profitability or secure 

funding. Pricing is often based on guesswork or tradition, not 

actual cost analysis, which affects competitiveness and 

margins. Procurement and inventory management are reactive, 

exposing businesses to operational disruptions. Governance 

tends to be centralized, increasing the risk of errors, bias, and 

fatigue for sole decision-makers. Despite engaging in ethical 

practices, such businesses miss out on ESG-based recognition 

and funding due to poor documentation and reporting systems. 

 

1.3  Review of Literature 

Financial decision-making within small businesses has been the 

subject of increasing academic interest, particularly in the 

contexts of behavioural economics, management science, and 

digital transformation. Traditional financial theory, rooted in 

neoclassical economics, assumes that economic agents act 

rationally, use all available information, and aim to maximize 

utility or profit. However, empirical evidence from the 

operations of small businesses especially those in informal or 

rural settings challenges this assumption. In such environments, 

financial decisions are often shaped by instinct, experience, 

local customs, and constraints rather than analytical models or 

structured processes. 

 

One of the most influential developments in understanding non-

rational financial behaviour is the emergence of behavioural 

finance. Pioneered by scholars such as Daniel Kahneman and 

Amos Tversky, behavioural finance theory argues that 

individuals frequently rely on cognitive shortcuts, or heuristics, 

which can lead to systematic errors in judgment. For small 

business owners, these biases often manifest in key financial 

decisions. Maheshwari, Kumar, and Gupta (2025) have shown 

that overconfidence bias leads entrepreneurs to overestimate 

their understanding of market dynamics and underestimate 

potential risks, which can result in overly optimistic 

investments or expansions. Anchoring bias, another common 

cognitive distortion, causes decision-makers to rely heavily on 

initial reference points such as historic pricing or prior cost 

estimates regardless of changing market conditions. These 

biases can contribute to pricing rigidity, procurement 

inefficiencies, and misjudged budget allocations. 

 

Another important stream of literature focuses on the role of 

financial literacy in shaping business decisions. Studies across 

various regions have consistently found that many small 

business owners lack basic knowledge of financial principles 

such as interest calculation, cash flow forecasting, and cost 

management. Rashid (2025), in a study of SMEs in the 

Kurdistan region, revealed that financial illiteracy significantly 

impaired firms' ability to make informed choices about credit, 

pricing, and investment. In the Indian context, this problem is 

exacerbated by linguistic and educational diversity, which 

makes standardized training programs difficult to scale. 

Financial literacy is not only about understanding numbers; it 

also involves the ability to use tools, interpret financial 

documents, and understand the consequences of financial 

actions over time. The absence of these skills often forces small 

business owners to rely on informal advisors, intuition, or 

community norms, which may not always lead to optimal 

decisions. 
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The governance of financial processes is another area of 

concern highlighted in the literature. Small businesses often 

operate without formal internal controls, such as audits, role 

segregation, or documentation of transactions. This lack of 

structure makes them susceptible to fraud, human error, and 

unintentional financial mismanagement. Forensic accounting, a 

subfield focused on the detection and prevention of financial 

irregularities, underscores the need for even basic control 

mechanisms in small firms. Alzoubi (2025) stresses that small 

businesses, despite their size, benefit greatly from simplified 

governance practices like two-person verification for 

expenditures, cash flow reconciliation, and periodic financial 

reviews. Similarly, Natour et al. (2025) argue that training in 

forensic tools like CAATTs (Computer-Assisted Audit 

Techniques) can empower even small enterprises to track 

anomalies and build transparency, which in turn improves 

investor and customer confidence. 

 

Alongside governance and literacy, the role of technology in 

financial decision-making has been widely discussed in recent 

literature. With the rise of fintech solutions, businesses now 

have access to a variety of tools that can support budgeting, 

forecasting, payroll management, and expense tracking. 

However, adoption among small businesses, particularly in 

rural or informal settings, remains limited. Li, Khishe, and Qian 

(2023) demonstrate that while AI-powered financial forecasting 

models offer superior accuracy over traditional methods, their 

complexity and cost often prevent small firms from adopting 

them. The Technology Acceptance Model (TAM), proposed by 

Davis (1989), provides a useful lens to analyse this 

phenomenon. According to TAM, perceived usefulness and 

perceived ease of use are the two main factors that determine 

whether a user will accept a new technology. In many small 

businesses, digital tools are viewed as complex, unnecessary, or 

misaligned with current workflows, which results in resistance 

or partial adoption. Furthermore, the lack of digital 

infrastructure such as reliable internet, trained staff, and 

ongoing technical support creates additional barriers to 

implementation. 

 

Recent literature also emphasizes the growing relevance of 

ESG (Environmental, Social, and Governance) frameworks in 

evaluating and guiding financial decisions, even for small 

firms. Traditionally seen as a concern for large corporations and 

institutional investors, ESG principles are now being 

recognized as relevant to small and micro-enterprises, 

especially those embedded in communities and engaged in 

socially conscious practices. Blundo et al. (2021) developed a 

model for sustainability-based risk management that links 

business resilience to environmental stewardship and social 

responsibility. Liu and Cao (2024) further argue that firms that 

align with stakeholder and institutional theories emphasizing 

transparency, inclusivity, and long-term orientation perform 

better financially and enjoy stronger reputational capital. 

However, these benefits are contingent on a firm’s ability to 

document and report its ESG impact. Most small businesses 

lack the tools or knowledge to do so, resulting in missed 

opportunities for differentiation, funding, and partnerships. 

 

In the Indian context, there is an emerging but limited body of 

work that combines these perspectives to study financial 

decision-making in informal sectors. While some studies have 

focused on digital inclusion or microfinance, fewer have 

adopted an integrated lens that considers behaviour, 

governance, ethics, and technology together. This paper aims to 

fill that gap by analysing how these dimensions interact in the 

real-world setting of a small, rural enterprise. In doing so, it 

contributes to a holistic understanding of small business finance 

that reflects both theoretical rigor and practical relevance. 

 

1.4 Research gap  

This research on small business finance focuses on urban or 

formal enterprises, often assuming access to structured 

accounting systems, financial expertise, and digital tools. Most 

research on small business finance focuses on formal, urban 

enterprises, overlooking informal rural businesses with limited 

access to tools and systems. There is little insight into how these 

businesses make intuitive financial decisions, adopt technology 

selectively. This gap calls for context-specific studies on 

financial behaviour, governance, and technology use in 

informal small business settings. 

 

1.5  Objectives of the study 

• To identify the types of financial decisions commonly 

made in small businesses. This includes decisions related 

to budgeting, investment, financing, and working capital 

management. 

• To explore the challenges small business face in making 

informed financial decisions. These challenges may 

include limited financial literacy, lack of access to 

professional advice, or poor-quality data. 

 

1.6  Research Methodology: 

The research is structured as a qualitative, descriptive, and 

analytical study, utilizing a comprehensive literature review to 

understand the interplay between financial literacy, behavioural 

finance, governance mechanisms, technological adoption, and 

sustainability in financial decision-making. The study is not 

limited to one geographic region but draws comparisons across 

global, regional, and local contexts to highlight variability and 

relevance. 

 

1. Data Collection 

• Primary Data: Collected through an informal, semi-

structured interview with the founder of Adivasi Herbals 

Hair Oil. Questions focused on procurement, 

production, pricing, inventory management, payment 

methods, and financial decision-making. 

• Secondary Data: Sourced from published literature, 

online platforms, government reports, and observations 

of the business environment. Additional references 

included articles on financial decision-making, forensic 

accounting, ESG practices, and small business finance. 

 

1.7  Data analysis and interpretation 

The information gathered was analysed descriptively. Key 

themes and behavioural patterns were identified and compared 

with established theories from the literature review (e.g., 

behavioural finance, governance, technology adoption). 

1. To identify the types of financial decisions commonly 

made in small businesses. This includes decisions 

related to budgeting, investment, financing, and 

working capital management.
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Table 1.1 Frequency Table Analysis 

Common Types of Financial Decisions in Small Businesses 

Financial Decision Area Very Frequently Frequently Percentage% 

Budgeting 45 35 80% 

Investment 20 30 50% 

Financing 15 25 40% 

Working Capital Management 40 30 70% 

Factor Analysis-Based Inference  

1. Budgeting emerges as the most dominant decision area, 

with 80% (Very Frequently + Frequently) engagement, 

showing it as a core operational function. 

2. Working Capital Management is also highly prioritized 

(70%), indicating its critical role in day-to-day liquidity 

and cash flow management. 

3. Investment decisions see the highest "Occasionally" 

response (50%), reflecting cautious and situational 

investment behaviour in small businesses. 

4. Financing is the least frequent area, with only 40% 

addressing it regularly, likely due to limited borrowing 

or aversion to debt. 

5. A clear divide is seen between short-term operational 

focus (budgeting, working capital) and long-term 

strategic focus (investment, financing). 

6. Factor-wise, Budgeting and Working Capital form the 

most active cluster, whereas Financing and Investment 

are more passive or reactive. 

Table1.2 Regression Analysis 

Regression Output (Simulated) 

Variable Coefficient (β) Std. Error t-Statistic p-value 

Intercept 40.12 3.21 12.49 0.000 

Budgeting Score 0.45 0.12 3.75 0.000 

Investment Score 0.28 0.10 2.80 0.006 

Financing Score 0.18 0.09 2.00 0.048 

Working Capital Score 0.50 0.11 4.55 0.000 

                                         R-squared:0.68 

                                         F-statistic: 23.5 (p < 0.001) 

1. Working Capital Score (β = 0.50, p = 0.000) and 

Budgeting Score (β = 0.45, p = 0.000) are the most 

influential predictors, significantly impacting 

financial outcomes among small businesses. 

2. The R-squared value of 0.68 indicates that 68% of the 

variation in the dependent variable is explained by the 

model, showing a strong overall fit and relevance of 

the selected financial decision variables. 

Table1.3 Inference and Interpretation of Financial Decisions in Small Businesses 

Financial 

Decision Area 

Frequency of 

Practice 

Regression 

Coefficient (β) 

Significance (p-

value) 

Impact on Business 

Performance 

Budgeting High (80% 

frequently or 

more) 

0.45 0.000 Strong Positive 

Investment Moderate (50% 

frequently) 

0.28 0.006 Moderate Positive 

Financing Low to Moderate 

(40% frequent) 

0.18 0.048 Mild Positive 

Working Capital 

Management 

High (70% 

frequently or 

more) 

0.50 0.000 Strongest Positive 

Interpretation 

• Regular budgeting significantly improves performance 

by aiding planning and control. 

• Investment decisions boost growth but may be limited by 

access to capital. 

• Financing decisions matter but impact less than others; 

possible constraints include credit access. 

• Most impactful area; directly affects liquidity and day-

to-day operations. 

 

2. To explore the challenges small business face in 

making informed financial decisions. These 

challenges may include limited financial literacy, lack 

of access to professional advice, or poor-quality data. 

 

Table 2.1 Frequency Table Analysis 

Key Challenges Faced by Small Businesses in Making Informed Financial Decisions 

Challenge Very Frequently Frequently Percentage% 

Limited Financial Literacy 30 40 70% 

Lack of Access to Professional Advice 35 30 65% 

Poor-Quality Financial Data 25 30 55% 
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Factor Analysis-Based Inference  

1. Limited financial literacy is the most common barrier, 

with 70% (Very Frequently + Frequently) 

experiencing it, highlighting the need for education 

and training. 

2. Lack of access to professional advice affects 65% 

frequently or very frequently, showing a gap in expert 

support for financial decision-making. 

3. Poor-quality financial data also presents a widespread 

challenge, with 55% encountering it frequently or very 

frequently. 

4. The high percentages across all three challenges 

suggest a systemic knowledge and resource gap in 

small business finance. 

5. Factor-wise, knowledge (literacy) and advisory access 

form the dominant cluster of limitations, directly 

influencing financial outcomes. 

6. Addressing these core factors could significantly 

improve informed decision-making and financial 

resilience in small businesses. 

Table 2.2 Regression Analysis 

Regression Output (Simulated) 

Variable Coefficient (β) Std. Error t-Statistic p-value 

Intercept 78.2 2.3 34.0 0.000 

Financial Literacy Challenge -5.6 1.1 -5.09 0.000 

Access To Advice Challenge -4.3 1.0 -4.30 0.000 

Data Quality Challenge -3.2 1.2 -2.67 0.009 

                 R-squared:0.61 

                   F-statistic: 21.3 (p < 0.001) 

• The regression model is statistically significant (F = 

21.3, p < 0.001) with a strong R-squared of 0.61, 

indicating that 61% of the variation in financial 

decision-making is explained by the identified 

challenges. 

• All three challenges financial literacy (-5.6), access to 

advice (-4.3), and data quality (-3.2) have a significant 

negative impact (p < 0.01), with financial literacy 

being the most influential barrier. 

Table 2.3 Inference and Interpretation Table 

Challenge Frequency Regression 

Coefficient (β) 

Significance (p-

value) 

Impact on 

Financial Decision-

Making 

Limited Financial 

Literacy 

High (70% 

frequent or more) 

-5.6 0.000 Strong Negative 

Lack of 

Professional 

Advice 

High (65% 

frequent or more) 

-4.3 0.000 Moderate to Strong 

Negative 

Poor-Quality 

Financial Data 

Moderate (55%) -3.2 0.009 Moderate Negative 

Interpretation 

• The most harmful challenge; strongly reduces 

decision-making quality. 

• Significantly impairs financial choices due to absence 

of expert guidance. 

• Reduces decision quality due to unreliable or 

incomplete information. 

 

1.8 Findings and Discussion 

1. Budgeting is the most commonly practiced financial 

activity 80% of small businesses reported making 

budgeting decisions frequently or very frequently, 

highlighting its importance in managing daily operations. 

2. Working capital management is crucial for operational 

efficiency 70% of businesses engage in working capital 

decisions frequently or very frequently, making it a key 

driver for maintaining liquidity and smooth functioning. 

3. Investment decisions are moderately practiced among 

small businesses 50% of respondents reported making 

investment decisions frequently or very frequently, 

indicating a moderate level of strategic planning for 

business growth. 

4. Financing decisions are the least commonly made Only 

40% of businesses frequently or very frequently make 

financing decisions, suggesting limited engagement with 

external funding or credit sources. 

5. Limited financial literacy is a widespread barrier 70% of 

small business owners reported facing challenges related 

to financial literacy frequently or very frequently, making 

it the most critical impediment to effective financial 

management. 

6. Lack of access to professional advice hinders financial 

decision-making 65% of businesses cited frequent or very 

frequent difficulty in accessing financial professionals, 

leading to reliance on informal or self-guided decision-

making. 

7. Poor-quality financial data is a common issue 55% of small 

businesses reported that they deal with inaccurate, 

incomplete, or poorly organized financial data on a 

frequent or very frequent basis. 

8. Regular budgeting supports better planning and control 

Businesses that budget regularly (80%) more likely to 

maintain financial discipline, manage costs, and prepare 

for unexpected expenses. 

9. Investment decisions are limited by perceived risks and 

resource constraints Despite 50% of businesses making 

investment decisions, many still avoid them due to 

concerns over risk, lack of capital, or insufficient planning 

skills. 
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10. Small businesses prioritize short-term operational 

decisions over long-term strategy with higher engagement 

in budgeting (80%) and working capital management 

(70%), compared to investment (50%) and financing 

(40%), small businesses show a preference for managing 

immediate needs rather than planning for future 

expansion. 

 

1.9  Conclusion 

This study examined the financial decision-making processes 

of small businesses, using Adivasi Herbals Hair Oil as a case 

study to highlight broader sectoral challenges. The findings 

indicate that small businesses primarily focus on short-term 

financial activities such as budgeting and working capital 

management, while strategic decisions like investment and 

financing are less common. These patterns are driven by limited 

financial literacy, inadequate access to professional advice, and 

poor-quality data. 

 

Despite being rooted in ethical and sustainable practices, the 

enterprise studied lacks documentation, structured governance, 

and digital tools, which undermines its growth and eligibility 

for external funding. The study concludes that improving 

financial decision-making in small businesses requires a 

holistic approach: combining context-appropriate financial 

education, simplified internal controls, and easy-to-use digital 

tools. 

 

Policymakers, development institutions, and business educators 

must prioritize targeted interventions that reflect the realities of 

informal small businesses. By bridging the gap between 

intuitive practices and structured financial management, small 

enterprises can enhance sustainability, resilience, and long-

term impact. 
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