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Abstract

With reference to the topic of “Can small and medium enterprises (SMES) have a role in
achieving Sustainable Development (SD) in the Southern Province of Sri Lanka (SPSL)?” this
study was conducted. The automobile service sector (SMES) in the Matara district was the
focus area. In recent years with the advancement of technology, there has been a vast
improvement in the automobile sector. Vehicle usage levels in Sri Lanka also have increased.
Not only for the usage of institutional purpose but also there is a vast demand for family
purposes. The most important expectation of any vehicle owner is to manage the health

condition of own vehicles properly. This creates more demand for vehicle related services.

This study aimed to assess whether SMEs can have a role in achieving sustainable
development in the Southern Province of Sri Lanka. Therefore the study was planned in three
major sections. The first was to review the role of SMEs in the Matara district and secondly it
was considered to evaluate both the Private-public participation for the enhancement of the
SME sector in the Matara district. Finally the perceptions of SMEs owners towards the
sustainable development achievements were evaluated. The study used both qualitative and
quantitative research strategies and methods of data collection including questionnaires,
observations, discussions and interviews. In addition secondary data were used from different
sources and analyzed. The findings showed that the SMEs are playing a clear role within the
area and help many people engaged in this field in generating income and helping to sustain
their livelihoods. As the second objective it was found out that there was lack of private-
public cooperation towards the development of service related SMEs in the Southern
Province. However the owners’ perceptions towards sustainable development are favourable.
It means that SMEs are helping for the economic development, social development and
environmental development of the country and they help to secure those developments and to
improve them gradually. The one way Anova test showed that there are significances among
the age of SMEs towards sustainable development and the number of employees in SMEs
may influence towards sustainable development. Also the owners have good perceptions of
sustainable development. Further strengths and major draw backs with SMEs were identified
and few recommendations were proposed in relation to the findings. Finally it can be
mentioned that SMEs are playing a major role in the province to achieve sustainable

development as the back bone of the country’s development.
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CHAPTER 01: INTRODUCTION
1. 1 Background

Development is not only the economical progress of a country. It is a broad concept including
human development, social and cultural improvement. The Brundtland commission
(Brundtland 1987a, b) simply stated that “Development is what we all do in attempting to
improve our lives”. According to the definition given by the United Nation Commission on
Environment and Development in 1987, development is sustainable if it “meets the needs of
the present without compromising the ability of future generation to meet their own needs”.
Three basic objectives of the sustainable development (SD) are highlighted. The first is
economic objectives including economic growth, efficiency and stability of the economic

activities. The next objective is social. The third is future environmental objectives.

Enterprise development is almost universally promoted in developing countries, and is often
justified on the grounds that the emergence of entrepreneurs is an important mechanism to
generate economic growth (Koddithuwakku and Rosa, 2002 and Landes, 1998). As a
developing country in Sri Lanka many enterprises are small and medium scales. SMEs have
been identified as an important strategic sector for promoting growth and social development
of Sri Lanka. Over the years SMEs have gained wide recognition as a major source for
employment, income generation, poverty alleviation and regional development. The SMEs
cover broad areas of economic activities such as agriculture, manufacturing, mining,
constructions and service sector industries. In the present competitive and challenging global
environment, a viable and dynamic SME sector is essential for economic development of
developing countries. For the survival of the SME sector in developing countries, support
from other sections of society is needed. Among those parties it is worth to highlight the
private-public cooperation. SMEs in developing countries primary face issues relating to
business regulations and restrictions, finance, human resource capabilities, and technological
capabilities (Asian SME Summit 2009). Most success stories of developed countries come
with the private-public synergy. Therefore the private-public cooperation is very important to
achieve the success of SMEs. Under the SME sector this study only considers the automobile
service sector and its contribution to sustainable development effort in the southern part of Sri

Lanka.



1.2 Country Background

Sri Lanka is an island republic with a total land area of 65,610 square kilometers. It is located
on the southeast side of India, which is the closest neighbour. The history of Sri Lanka
indicates that there was an ancient civilization and old agrarian society, and our forefathers
lived in harmony with nature. From 1505 to 1948 Sri Lanka was governed by the colonial
powers of the Portuguese, the Dutch and the British successively. The British developed a
new type of economy with coffee, tea, and rubber plantations and spread their social and
cultural patterns in Sri Lanka. It is a multi-racial country which has a total population of 20.2
million at present. The life expectancy at birth is 73 years and the literacy rate of 92.3% is one
of the highest in Asia. According to the World Bank classification, Sri Lanka is a lower-
middle income country with one of the highest per capita incomes in the South Asian region
of Rs.63,752.00 (Us$841) in the year 2000. In recent years the economic growth of the
country has been recorded respectively 6% in 2003; 5.4% in 2004; 6% in 2005; 7.7% in 2006
and 6.8% in 2007 (ILO, 2009). In 2004, Sri Lanka was ranked 96" in the Human
Development Index with the index of 0.740 among 177 countries. In late December 2004, a
serious tsunami took approximately 31,000 lives, left more than 6,300 missing and 443,000
displaced and destroyed an estimated US$1.5 bn worth of property. Also the government
spending on development and fighting with the Liberation Tigers of Tamil Elam (LTTE)
drove growth to approximately 6% per year in 2006-08, but high government spending and
high oil and gas and commodity prices also pushed inflation rates past 20% in 2008. The
current president Mr. Mahinda Rajapaksha had taken a more aggressive position towards the
LTTE and took action to eliminate the LTTE from the country. Due to these problematic

incidences the government has to face extra difficulties to achieve development.

As in most of the Asian and the Pacific area, Sri Lanka too has a majority portion of the
population living in rural areas estimated to be 78% of the country’s total population. The
small industries in the rural areas are the major source of employment and production of food
and, therefore, the Sri Lankan villagers’ livelihood. Almost all the governments that came to
power since independence in 1948 seem to have understood the great need for developing this
vital sector. Successive development efforts of the governments during the last several
decades have led to growth in per capita incomes, increase in standard of living of the people
and decrease in overall poverty levels. On the other hand, Sri Lanka faces a host of

environmental problems such as land degradation, pollution and poor management of water



resources, loss of biological diversity, coastal erosion, increasing scarcity of freshwater for
agriculture, waste disposal in urban areas, and traffic congestion in the main cities. However
sustainable development is not a new concept to Sri Lanka and a vision of Sri Lanka for the
sustainable development is “Achieving sustained economic growth that is socially equitable
and ecologically sound, with peace and stability” (Ministry of Environment & Natural
Resources, 2009). The Sri Lanka Strategy for Sustainable Development (SLSSD) seeks to
achieve this vision through eradication of poverty, ensuring competitiveness of the economy,
improving social development, ensuring good governance, and a clean and healthy

environment (Ministry of Environment & Natural Resources).

The private sector includes SMEs and they play a vital role in the economy of Sri Lanka.
SMEs have been recognized as an important strategic sector in Sri Lanka for generating high
economic growth, reducing unemployment, inequality and poverty (Ministry of Enterprise
Development, 2002). Sri Lanka’s economy is dominated by small and medium enterprises,
and over 50% of the GDP is produced by the SME sector (ILO, 2002). In 2009, all major
sectors of the economy contributed positively to economic growth. The Agriculture sector
recorded a low growth of 3.2 % compared to a high growth of 7.5 % in 2008, The Industry
sector slowed down registering a growth rate of 4.2%t compared to a growth of 5.9% in 2008.
The Services sector grew by 3.3% in 2009 contributing 55% to the overall economic growth
(Sri Lanka Central Bank Report: 2010). According to the government statistics (2009) the
importance can be highlighted with the recent labour force information in Sri Lanka. Under the
occupational category 34.7% are involved in the agricultural sector, 26.1% are in industrial sector
and 39.2% are in service related sector. However SMEs can be considered as the backbone of the

Sri Lankan economy.

1.3. Main research objective and research questions

1.3.1 Research objectives

The main objective of this study is to identify whether Small and Medium Enterprises can
have a role in achieving Sustainable Development in the Southern Province of Sri Lanka. This
study gives a special attention to the Automobile Service Sector SMEs in the Matara District

The specific objectives include;



e To identify the existing situation of the automobile service sector SMEs in the
Matara district and understand the nature of contributions by the service sector
SMEs in the Southern Province of Sri Lanka towards sustainable development.

e To identify the Private-public participation for the enhancement of the SME sector
in the Matara district.

e To assess the role of automobile service centers towards sustainable development
goals of the area. The owners’ own perceptions of their performance towards the
sustainable development goals of the area are considered.

e To identify the SMEs awareness of sustainable development, and their
contributions towards the development goals in SL.

e To identify what kind of barriers SMEs face when striving to reach sustainable

development goals.
1.3.2 Research questions

In today’s context, managing business successfully is not an easy task. The business world is
becoming increasingly complex and dynamic due to globalization and technological
advancement. Many people who begin the process of starting new businesses fail to achieve
their goals, although others are quite successful (Buddhadasa, 1992) quoted in Perera and
Alwis, 2005). Therefore entrepreneurs must develop their abilities, skills to take actions or

decisions for the survival of the SMEs.

After 1991, successive governments supported developing activities through the ‘Janasaviya”
and “Samurdhi” programs. Both the government and the NGO sectors are carrying out
considerable amounts of business development support to the SME sector to enhance their
decision making activities, to develop their leadership, to solve their production, marketing
and accounting problems etc. Main service providers are Small Enterprise Development
Division (SEDD), Chamber of Commerce, International Labour Organization (ILO), Asian
Development Bank (ADB), Agro mart center, Industrial Development Board (IDB), Ruhuna
Economic Development Association (RUEDA) and Ruhuna Development Bank. According
to the Central Bank statistics in year 2006, the annual average growth of SMEs during the past
decade has been very low (3.6). The average lifetime of most SMEs is short and growth of

most industries slow.



The research objective of this study is to analyze how the SME sector contributes or may
contribute to sustainable development efforts in the Southern Province of Sri Lanka. The sub

questions can be raised as follows.

» What is the main task of the automobile service sector among the SMEs in the Matara
district?

» How does the cooperation between the public sector and the private sector contribute
to enhance SMEs in the Matara district?

> What is the role and importance of the automobile service sector-SMEs in the social,
economical and environmentally related activities?

> To what extent is there awareness about sustainable development among the
automobile service sector-SMEs?

> To what extent do automobile service sector-SMEs perform to reach sustainable
development effort of the country of Sri Lanka?

> Ultimately what kinds of barriers in general do the automobile service sector-SMEs

face when they try to contribute to a more sustainable development?

1.4. Significance of the study

The SME sector in Sri Lanka has a long historical background prior to free trade liberalization
in the 1970s. Though major industries took over a substantial share of the national industrial
economy, The SME sector in Sri Lanka plays a vital role as in other developing nations.
SMEs have been identified as an important strategic sector for promoting growth and social
development of Sri Lanka. Over the years, SMEs have gained wide recognition as a major
source of employment. The Sri Lankan government has an intention to expand the SME
sector capacity further because it has been identified as a way to assure the flow of benefits
from the international trade to the grass root level. The present development strategy of Sri
Lanka is based on pro-poor, pro-growth income improvement and redistribution policies with
complimentary participation of a social responsible private sector and supportive public
sector. According to the government white paper (2002), the sector wise proportion of SMEs
mentions that 85% of industries in Sri Lanka are of small size, 11% are medium size and 4%
are large scales. With reference to number of employment small scale industries represent
20% employment, medium scale 17% and large scale industries represent 63% of
employment in Sri Lanka. According to the above figures the most important solution may be
the enhancement of SME sector activities in Sri Lanka.
5



Basically SMEs consist of both manufacturing and service sector enterprises. In addition,
many of the SMEs play an important role in supply chain links to the large industry or service
sector too. SMEs in Sri Lanka operate either as an individual enterprise or groups/ clusters as
mentioned above. Several clusters are brass industry, black smith, coir industry, wood
working, cane products, handicraft and related metal finishing clusters, rice milling clusters,
clay based products, food items textiles and apparel products. Many rural people have been
engaged in various types of SMEs. Therefore the national strategy of government of Sri
Lanka has recognized the importance of the SME sector. Further the government has
emphasized the necessity of governmental and non-governmental support for the
enhancement of the SME sector. As this study considers the role of the SME sector for the
development effort in Southern Sri Lanka, it may contribute towards the improvement of this
sector. This research will provide suggestions for improving the sustainable development

efforts in the country.

1.5 Chapter organization

Chapter one deals with the introduction. It includes the introduction of the topic, research

objectives and questions, significance of the study in relation to the research.

Chapter two is the Study Area. It carries information about the Southern Province in Sri
Lanka, the Matara district in Sri Lanka, SMEs in the southern province, institutional support
for the enhancement of SMEs and the automobile service stations in the Matara district in

particular.

Chapter three provides an explanation of the literature and theoretical perspectives pertaining
to the research topic. Basically it includes definitions, the importance of SMEs, institutional
support for the development of SMEs, the way of measuring performance of SMEs,
sustainable development and its measurements, SMEs and environmental issues and SMEs

and sustainable development.

Chapter Four is the Research Methodology. It includes research design, conceptualization of
the variables, sampling, the way of data collection and analysis and limitations with this

activity will be discussed.



Chapter Five represents the empirical findings regarding the research, data analysis and
discussion. Here it is discussed the role of the private-public participation in the Matara
district basically providing the attention towards the SEDD in Matara and Chamber of
commerce in Matara. While there are few stories carries from the field survey and it explain
the nature of the auto service firms. After that the researcher tries to explain the existing
situation with the analyzed date which collected from the field survey. First of all the
reliability measurements are submitted to confirm the measurement criteria. With reference to
the guestionnaire the analysis part consists of three main sections. The first of them highlights
the role of the service sector SMEs in the Matara district, secondly, it considers the owners’
perceptions in relation to the received support through the private-public cooperation for the
development of SMEs and finally it considers the owners’ perceptions in relation to the
economical, social and environmental factors towards sustainable development of the country.
Then it is analyzed whether role of SMSs is significance for to predict sustainable
development. Further a SWOT analysis is presented to summarize the findings regarding to
the SMEs in the southern part of Sri Lanka.

Chapter Six draws conclusion from this discussion and assesses the extent to which the aims
and objectives are achieved. A possible recommendation from this study is provided.






CHAPTER 02: STUDY AREA

2.1 Southern Province in Sri Lanka

Three districts belong to the Southern Province; Galle, Matara and Hambantota. The total area
is 5,543 sq km, which is about 8.45% of the total area of the country. The highest elevation is
approximately 1200 meters above the sea level. The climate of the Province varies between
the various districts; Galle and Matara has a wet zone climate, while Hambantota is in the arid
zone (Art Gold Sri Lanka, 2010). The population of the Southern Province is 2,417,000. The
main economic activities in the Province are subsistence farming and fishing. The majority of
the land area of the province is used for agriculture, and 43% of the workforce is engaged in
agricultural activities. The leading industries are textile and food processing which generate a
large number of job opportunities (Foreign Affairs Office of Hainan Province, 2009). The
Southern Province is the site of coconut, rubber, cinnamon, and fishing industry. When
comparing with other provinces, the economy is stronger than the others except for the
Western Province. The Southern Province contributes to the national GDP with 8.9% (Art
Gold Sri Lanka, 2010). Male and female literacy rates are at 94.3% and 91.4% respectively.
However, 7.7% of the people in the province are illiterate. The educational attainment of the
people in Southern Province is 31.6% with primary education, 38.3% with secondary
education, and 22.4 % with post secondary education (Central Bank of Sri Lanka, 2007). The
unemployment rate in the Southern Province is higher than the other provinces of the country.
The unemployment rate of the southern province is 8.1% of the labour force (Department of
Census and Statistics, 2008). With regard to employment by sector it is recorded that the
manufacturing sector employs 16.8% as the second most employment source with agriculture,

forestry and fishing sector comprising 39.8 % of total employment.

2.2 Matara District in Sri Lanka

Matara is one of the largest cities in Sri Lanka located along a captivating sea beach The
Divisional Secretariat Division is the main administrative and commercial hub in the Matara
district. It is around 156 Km away from Colombo. The city of Matara is a major economic
zone as well as a rapidly developing urban commercial centre of the south. The total
population in the Matara district in 2007 was 813,000 out of which 70,000 people lived in the
city. The land area spread over 21.2 sq km with 15 electoral wards. As a rapidly urbanized
city it has its employment generation through the commercial sector (77%), industry (16%),

agriculture (4%) and others (3%). There are 16 secretariat divisions in the district (District

9



Secretariat Matara, 2010). The majority of the people in the district are Sinhala Buddhist.
There are also other ethnic groups in the Matara district. One of the main rivers originating
from central hills, Nilwala River, is flowing through the city. During the monsoon seasons,
the river carries flood waters from the up country hills and freely flows over flat lands often
causing severe damages to crops, agricultural lands and finally urban built up areas. Due to
the flow of Nilwala river, floods are common for Matara. Further, the tsunami in 2004 was the
worst ever disaster faced by the city. The entire coastal area, a place for famous tourist
attractions, was washed away leaving 462 dead, injuring 1862, damaging 2205 houses and
affecting 22943 people (District Secretariat Report:2010). The following map (Figure 03)
shows the Matara district and its Divisions.

Matara Divisional Secretariat Division is noted for having the biggest population among the
other Divisional Secretariat Divisions in the district. That is about 14.2 of the total
population of the district and also holds the record for the biggest population density in the
district. The sixteen secretariat divisions are: Dickwella, Devinuwara, Thihagoda,
Kamburupitiya, Mulatiyana, Hakmana, Kirinda, Pasgoda, Kotapola, Pitabeddara, Akuressa,

Athuraliya, Malimbada, Weligama, Welipitiya and Matara.
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Figure 01: Southern Province of Sri Lanka and divisions of the Matara District
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2.3 Small and Medium Scale Enterprises in Southern Province

Sri Lanka’s economy is predominantly a Small and Medium Enterprise (SME) economy
where over 50% of the GDP is produced by the SME sector. Rural enterprise promotion is
expected to contribute to poverty reduction, not only through employment generation but also
through linkages with primary agriculture production, service enterprises such as transport,
agriculture input supply, and other small industries. The new Government having recognized
the importance of this sector in achieving a balanced economic growth, equitable regional
distribution and increasing employment and productivity levels, have adopted various policies
for the development of SMEs in Sri Lanka. The launching of the SME Bank and the
establishment of the SME Authority to function as the apex body for the development of the
SME sector, are expected to be the catalyst for SME led growth (Source: Millennium

Development Goals Country Report, 2005).

Southern province has been clearly a gateway to profitable investment and playing a crucial
role in the development of the country. There are many exciting opportunities for the
responsible visionary investors. Recently the Sri Lankan government has recognized the
southern region as an entrepreneurial hub and proposed to establish a new harbour and an
airport in the Hambantota district because of the accelerated progress. The largest scale
projects, primarily aimed at developing the infrastructure of the area, indicate a move towards
the development of the district into a hub of economic development. When assessing the
progress of the programme implemented and the sums of money spent for the development of
SMEs, the Hambantota chamber of commerce has achieved remarkable success (Fernando,
2001). It means they have taken actions for the development of SME sector in Hambantota
area. Due to this advancement, it will be helpful to build favourable feelings towards the
SMEs in the Matara district also.

2.4 Institutional Support for SMEs development in Southern Province

The institutional support pertaining to SMEs in Sri Lanka comprises the following
a. Public/Government sector institutions supporting SMEs,
b. Private Sector institution supporting SMEs

c. Non-Government and Multilateral and bilateral organizations

The institutional support offered by the successive governments over the last four decades to

promote SMEs fall into two broad categories.
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i Regulatory function i.e. registration, supervision and control and
ii. Promotional activities i.e. entrepreneurial development, provision of low cost
finance, access to technology, physical infrastructure, input procurement, product

marking etc.

The above two functions have been implemented through the use of direct governmental
institutions such as Ministries, Department and Statutory bodies. Under the present
administrative set-up more than 18 Ministries are directly engaged in the SME development
activities and the services offered by them could be classified in four major categories

a) Policy formation, b) Regulatory functions, ¢) Support services and d) Coordination. Under
the government institution the second layer- government departments are engaged in SME
development traditional type regulatory activities such as granting approval, licensing and
implementation of various regulatory procedures. The statutory body of the third layer of the
government institutions involved in SME development account for more than 50 institutions
functioning under different ministries such as SME development activities in skill
development, technology transfer and access to markets etc. Also within the introduction of
Provincial Council Systems in late 1980s, the public sector institutions were further expanded
by another layer at provincial level. Provincial Councils have limited authority to undertake
industrial promotion activities within their areas of jurisdiction. More specifically Provincial
Councils have authority to prepare industrial development plans, undertake research and
development works, industrial promotional activities and coordination with other institutions

functioning and central and provincial level.

The Private Sector institutions engaged in SME development could be categorized in four
major types: a) Financial institutions, b) Chambers and business promotion organizations,
c) Private sector business service providers, and d) Private sector firms.

The first category, the financial institutions, refers to private sector banks and other financial
institutions engaged in providing credit support and related business promotion services to
SMEs. The second category, the Chamber of Commerce and Industry and other business
promotion organizations, refers to a well organized institutional network activity engaged in
business promotion and development. It also includes provincial level chambers such as
Hambantota Chamber of Commerce Industry and other provincial based chambers. The third
category, the Private sector business service providers, refers to various types of institutions

providing advisory and consultancy services in the fields of management, engineering, legal
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matters, product and process technology and information technology. The forth category
refers to well established private sector organizations offering business support services to
SMEs operating outside Colombo in the area of technical and managerial skills development,
sales and marketing. These programmes are of short duration and targets small-scale

enterprises.

In addition to the government and private sector institutions, a large number of NGOs and
Bilateral and Multilateral agencies are involved in providing various support services to
SMEs. The NGO sector in general covers a highly diverse set of institutions representing both
national and international participation in enterprise development. Most of them are confined
to selected economic sub-sectors or selected administrative districts of economy and provide
skills development programmes on record Kkeeping, accounting procedures, labour
management and product development. In addition to skills development the well established
NGOs provide a wide range of consultancy and advisory services in the fields of marketing,
financing, engineering and preparation of project proposals. The Multilateral and Bilateral
donor agencies play an important role in promoting SME sector activities in the economy. In
addition to supply of low cost credit, they have been actively involved in capacity building
policy reform initiatives jointly with private sector organizations.

2.5 Automobile Service stations in the Matara District

During the last decades the automobile industry has gone through fantastic changes and
development. Looking at the growing sales of automobiles each year across the globe, there
seems to be no limits. In recent times of economic liberalization, tax benefits and attractive
finance schemes and with the increase of income, people are buying more vehicles. For most
people, a vehicle is a major investment, second only to buy a house. As a developing country
Sri Lankans also pay high attention to vehicles. Not only for the personal needs but also for
the industrial needs a vast amount of vehicles are needed.

According to the Sri Lanka Export Development Board, SMEs have been categorized in 30
areas for registration purposes. Under that category Automobile Service centers are
categorized as Machinery, equipment and accessories, automobile and vessels. Vehicle related
service stations are performing a crucial role to vehicle owners. Vehicle maintenance means
keeping all the systems and features functioning as closely as possible to the manufacturer’s

original design intention. Routine maintenance should be an ongoing process that begins
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when the vehicle is new, because any machine that is utilized will also accumulate wear. A
vehicle’s maintenance needs to help the vehicle start, run and stop as the manufacturer
intended, is needed to get maximum amount of performance, reliability and an optimal service
life. Periodic inspections of the vehicle’s systems are the easiest way to monitor its health.
For the performance of the above vehicle related activities, many vehicle repair garages have
been established in the Matara district. Most of the stations in the vicinity of the Matara town
have experienced a vast demand due to the industrial firms, daily transporting vehicles from
other provinces and permanent customer or vehicle owners and government sector vehicles.
Other than the town area there are many small scale service stations in the village areas.
Therefore it is important to discuss the role of these entrepreneurs as well as their support
towards achieving a sustainable development of the country.

SME:s in the Southern Province provide a high contribution to the country’s development.
SMEs provide a considerable number of products to the society, and help to generate foreign
income to the country. During the past decade a considerable number of job opportunities
have been provided to the area. But many small scale organizations emerge in an informal
way. Therefore most of them are not included in the calculations toward the country
development. However the automobile service sector plays a very important task for the
performance of existing needs as well as the owners must have technological and innovative
capacity to deal with a competitive world. Due to the advancement of the technology
automobiles different kinds of vehicles are available in the market. The technology is vastly
differing from the early system. The vehicle maintenance and repairing activities are not an
easy task. Therefore the owners must have the ability to survive with new systems and also
have new technological equipments. If not the owners cannot survive in the business world.

Lack of competence and appropriate equipment is a serious threat to these SMEs.
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CHAPTER 03: LITERATURE REVIEW
3.1 Defining SMEs

Entrepreneurship is a multi-faceted phenomenon, comprising start-up of new companies
(start-up entrepreneurship) as well as the carrying out of new strategic initiatives within
existing business (corporate entrepreneurship) (Sciascia S.and Riccardo, 2004).

According to the idea presented by Schumpeter (1934), an entrepreneur is the major agent of
economic development, defined by the "carrying out of new combinations”, which in turn
means “the competitive elimination of the old”. The concept of economic development covers
the following five cases:

a) Introduction of a new good or of a new quality of a good;

b) Introduction of a new method of production;

c) Opening of a new market;

d) Conquest of a new source of supply of raw materials or half-manufactured goods;

e) Carrying out of the new organization of any industry.

SMEs are defined in a variety of ways by various countries using many parameters such as
the number of persons employed, amount of capital invested, amount of turnover, nature of
the business or a combination of the two or more. According to developed and developing
country category, there may be numbers of definitions. The European Union defines SMEs
the following way: Small scale businesses consist of fewer than 50 employees and the annual
turnover is less than EUR 7 million or the annual balance-sheet total must not exceed EUR 5
million. Medium scale businesses are considered 50-250 people and annual turnover must be
less than EUR 40 million or the annual balance-sheet total must not exceed EUR 27 million
(Kartiwi M. & MagGregor,2007). According to the above parameters employment, assets and
turnover are highlighted. Even though there is no standard definition of SMEs globally, they
follow a fairly clear definition. In countries where there are strong SME sectors, they are as a
rule defined by using the number of employees and size of capital. Japan defines SMEs under
three categories including manufacturing sector SMEs, wholesaling sector SMEs, retailing
and service sector SMEs. The first category includes manufacturing sector SMEs. This sector
includes less than 300 employees and 100 million assets. The second category is wholesaling
SMEs and it includes less than 100 employees and 30 million assets. The third category is
retailing and service sector SMEs and this category represents less than 50 employees and 10
million assets (Hall, 1995).
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As a developing country in the region, India defines Small Scale Industry (SSI) in terms of
limits on investment in plant and machinery, excluding investment in land and buildings,
testing equipments and anti-pollution measures. In the attempt to develop the sector for
various purposes, it is advantageous to have a clear definition of SMEs. The World Bank
defines enterprise size in Sri Lanka based on the number of employees: those with fewer than
49 employees are small; those with 50-99 employees are medium-sized; and those with more
than 100 employees are large. The number of employees as the criterion for size appears
reasonable because it distinguishes between enterprises regardless the line of business, and the
amount of capital investment must be revised frequently due to inflation (Ponnamperuma,
2000).

Sri Lanka applies different definitions on the concept of SMEs. Different regions and
different institutions adopt varying definitions in this regard. Different government agencies
use different criteria to identify SMEs. Among these criteria are the number of employees, the
size of fixed investments and the nature of the business and the sector (formal or informal), in
which the industry operates. There are different terms used in different documents to identify
this sector such as: Small and Medium Industries or Enterprises, Rural Enterprises, Small and
Medium activities, cottage and Small Scale Industry. Using the size of capital and the number
of employees as the criteria, the Industrial Development Board (IDB) defines a small
industry as an establishment whose capital investment in plant and machinery does not
exceed Rs.4 million (US$ 40,000) and the total number of regular employees does not
exceed 50 persons (Central Bank of Sri Lanka, 1998). The Department of Small Industries
(DSI) classifies enterprises with capital investment of less than Rs. 5 million (US$ 52500) and
fewer than 50 employees as SMEs.

It is clear that there are several definitions for SMEs adopted by various institutions in Sri
Lanka, and this has led to confusion in identifying SMEs for various supportive measures.

As discussed by Cooray M.N.R & Silva K.R.D. (2007), they have mentioned a widely used
definition in Sri Lanka as follows.

Table 01: Category of SMEs

Enterprise No of Employees Investment (SLR)
Small 05-50 Up to 05 million
Medium 50-120/150 05-50 Million

(Source: White paper National Strategy for SME development.2002)
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According to the government white paper of 2002, the term “enterprise” is defined to include any
business activity or enterprise engaged in industry, agro-business and/or services with single,
proprietorship, partnership or corporate venture. Having considered the various definitions, the
government white paper in Sri Lanka has defined SMEs under the following rule: the assets value

of SMEs must not exceed 50 million SLRS excluding land and buildings of the firm.

3.1 Who is an Entrepreneur?

An “Entrepreneur” is someone who “organizes, manages and assumes the risks of a business”.

The actual role entrepreneurs play in our countries’ economies is much broader than that,

even though it is often not a very visible role.
"All of the economies around the world possess four major resources: land, labor,
capital and entrepreneurship. Land represents natural resources—the soil, food crops,
trees and lots we build on. Labor represents the farmers, accountants, cab drivers, dry
cleaners, assembly-line workers and computer programmers who provide skills and
expertise to build products or offer services in exchange for wages and salaries.
Capital represents the buildings, equipment, hardware, tools and finances needed for
production. Entrepreneurship represents ideas, innovation, talent, organizational
skills and risk." [Source: FRB Dallas].

Colins and Moore (1970: p. 10) “distinguish between organization builders who create new
and independent firms and those who perform entrepreneurial functions within already
established organizations. Perhaps we are, after all, thinking of the entrepreneur in the way
Schumpeter viewed him: ‘everyone is an entreprencur only when he actually carries out new

combinations, and loses that character as soon as he has built up his business”.

According to the above definitions, there may be special qualities with them. Being an
entrepreneur is about more than just starting a business or two, it is about having attitude and
drive to succeed in business. As mentioned by Geimure K. in the Entrepreneurial article
published on woopidoo.com, all successful entrepreneurs have a similar way of thinking and
possess several key personnel qualities that make them so successful in businesses. Those
qualities are:
1. An inner drive to succeed: entrepreneurs are driven to succeed and expand their
business. They see the bigger picture and are often very ambitious. They set massive
goals for themselves and stay committed to achieving them regardless of the obstacles

that get in the way.
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2. Strong belief in themselves: Successful entrepreneur have a healthy opinion of
themselves and often have a strong and assertive personality. They are focused and
determined to achieve their goals and believe completely in their ability to achieve
them. Their self optimism can often be seen by others as flamboyance or arrogance but
entrepreneurs are just too focused to spend too much time thinking about un-
constructive criticism.

3. Search for new idea and innovation: all entrepreneurs have a fascinating desire to do
things better and improve their products or services. They are constantly looking for
ways to improve. They are creative, innovative and resourceful.

4. Openness to change: If something is not working for them they simply change.
Entrepreneurs know the importance of keeping on the top of their industry and the
only way to being number one is to evolve and change with the time. They are up to
date with the latest technology or service techniques and are always ready to change if
they see a new opportunity arise.

5. Competitive by nature: successful entrepreneurs thrive on competition. The only ways
to reach their goals and live up to their self imposed high standards is to compete with
other successful businesses.

6. Highly motivated and energetic: entrepreneurs are always on the move, and full of
energy. They are driven to successes and have an abundance of self motivation. The
high standards and ambition of many entrepreneurs demand that they have to be
motivated.

7. Accepting constructive criticism and rejection: innovative entrepreneurs are often at
the forefront of their industry so they hear the words “it can’t be done” quite a bit.
They readjust their path if the criticism is constructive and useful to their overall plan,
otherwise they will simply disregard the comments as pessimism. Also, the best
entrepreneurs know that rejection and obstacles are a part of any leading business and
they deal with them appropriately.

According to the above qualities that is highlighted they are doing something for the

society with their talents.

3.2 Significance of SMEs

According to the SME bank Ltd in Pakistan, SMEs are considered to be the engine of
economic growth in both developed and developing countries, as they provide low cost
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employment since the unit cost of persons employed are lower for SMEs than for large size

units. The following features are important with SMEs.

1. Assist in regional and local development since SMEs accelerate rural industrialization by
linking with the more organized urban sector.

2. Help achieve fair and equitable distribution of wealth by regional dispersion of economic
activities.

3. Contribute significantly to export revenues because of the low cost labour intensive nature
of its products.

4. Have a positive effect on the trade balance since SMEs generally use local raw materials.

5. Assist in fostering a self-help and entrepreneurial culture by bringing together skills and
capital through various lending and skills enhancement schemes.

6. Impart the resilience to withstand economic upheavals and maintain a reasonable growth
rate since being indigenous is the key to sustainability and self-sufficiency.

In “A review of SMEs in SL”, performed by Gamage A.S (2003), the following is concluded;
SMEs play an important role in both developed and developing countries. Their importance is
reflected by the absolute number of establishments, generations of employments, contribution
to the GDP, embarking on innovations, stimulation of other economic activities. Further it is
evidential by Dasanayaka S.W.S.B (2009), The Small and Medium Scale Enterprises are
functioning as a lifeline in the informal sector of Sri Lanka due to their significant contribution to
overall economy in terms of employment, exports, tax income, innovation, equitable income

distribution, social stability, domestic resources usage and regional development.

Having understood the positive impact of the SME development on economic growth, many
countries put a lot of efforts to develop this vital sector. In SL too, successive governments
have taken various steps to develop SMEs since independence. But the contribution of SMEs
to the national economy in SL is still low when compared to other developed and developing
countries in the region. According to the recent (2006/07) banking survey done by
International Finance Corporation (IFC) of the SME Market, in Sri Lanka, SMEs constitute
80-90% of total establishments and 20% of industrial value added and around 70% of
employment opportunities have been generated. It shows the significance of SME sector in
Sri Lanka.

21



There is an urgent need to further improve the inherent capacities and capabilities of these
industries to be efficient suppliers. In order to bring this sector to that position, the role that
the government has to play is very important. First of all it should have a national policy on
SMEs. In order to formulate a national policy, it should recognize the importance of facts
such as having a clear definition of SMEs, expanding national support, giving incentives,
assistance and tax concessions. Further, creating an inter-industry linkage and establishing
funding institutions such as the Enterprise Development Bank, providing seed capital to

SMEs at low interest rates, and which gives easy access, are very important.

According to Richard P. (2002), the reason for collapses of SMEs are the following: Low
quality products, lack of skilled training, government policies and lack of markets, lack of
financial facilities, difficulties of finding raw material, high cost of finance, poor
management, high competition and existence of substitutes, lack of relevant information on
markets and technology and labour problems. According to the above problems faced by SMEs,

government and NGO participation is needed to overcome those constrains.

Having understood the positive impact of SMEs on development and economic growth,
successive governments in Sri Lanka since independence have taken various steps towards the
development of this vital sector. This is reflected in the creation of various policies, provision
of institutional support by establishing a considerable number of supportive institutions and

organizing various entrepreneurship and small business development programs.

3.3 The Private-public participation (PPP) and its benefits to SMEs

According to Minna (2007), the Executive Governor in Niger State has a Policy and
Operational Guidelines for PPP. The guidelines points out what PPP is and its special
features, ways of PPP and its benefits etc.

The concept of PPP has evolved for centuries in the USA and Europe but has become more
prominent in recent decades in local economic development. PPP is the idea of bringing in
private finance to finance public sector infrastructure originated with the early occurrences of
PPP. It is further referred to as a contractual arrangement between a public sector agency and
a for-profit private sector concern, whereby resources and risks are shared for the purpose of
delivery of a public service or development of public infrastructure. PPP arrangements are
growing in use and acceptance as an alternative and effective method to organize additional

financial resources and benefits from private sector efficiencies. PPP is not the only method to
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deliver project financing and realization. It does not provide a miracle solution or a quick fix
and should only be used where appropriate and where it is able to deliver clear advantages
and benefits. A multitude of PPP structures exist and must be selected according to project
type, needs and sector because there is no single perfect model. The special features of PPP
are as followings.

I. Partnership involves two or more actors at least one of which is public and another from the
private business sector.

ii. Each participant is a principal, capable of bargaining on its own behalf rather than having
to refer back to other sources of authority. Hence, the public sector has to set-up a special
agency/unit capable of entering into partnership before collaboration becomes possible.

iii. Establishment of an enduring and stable relationship among partners. The parameters are
negotiated among partners from the onset.

iv. Each of the participants brings something (resources material or immaterial) to the
partnership to become genuine relationship.

v. There are some shared responsibilities activities and outcomes that imply partnership.

PPP applications can be achieved in a wide spectrum of activities especially in the areas of
services, Infrastructure, Agriculture, Environment, water, education, health and Sanitation etc.
PPP is a generalized term where synergy can be establish beyond public and private sectors.
PPP synergy also exists between the public and Non-Governmental Organizations (NGOs). It
could also be between the private sector and Community Based Organizations (CBOs) and it
could be between NGOs and CBOs. The main features of PPP are seen to be manifested in all
these synergy. The following benefits can be expected through PPP.

i. Enhance government's capacity to develop integrated solutions to infrastructure provision,
ii. Facilitate creative, innovative, cost reducing and faster approaches to project
implementation.

iii. Transfer or allocate certain risks which are inherent to project partners on agreed sharing
formula.

iv. Enhance public management, improved quality service and generation of additional
revenues.

v. Facilitate access to skills, experience and technology while enhancing transfer and

acquisition of technical knowhow.
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3.4 Institutional Support for Development of SMEs: Historical overview of
Sri Lanka

As mentioned by Gamage A.S. (2003) under a review of SMEs development in Sri Lanka, he
has discussed about the different kinds of institutions which support for the enhancement of

SMEs related activities in Sri Lanka. Those supportive bodies are as below.

3.4.1 Ceylon Institute of Scientific and Industrial Research (CISIR)

The establishment of the Ceylon Institute of Scientific and Industrial Research (CISIR) in
1955 has contributed to the development and dissemination of appropriate technology to
enhance the efficiency and productivity of SMEs. Over the years, the CISIR has catered for
technology requirements of cottage and small scale industries especially in the areas of agro-
and food processing and preserving, wood and wood products, leather products, chemical

products, and paper and paper products.

3.4.2 Department of Rural Development and Cottage Industries

The Department of Rural Development and Cottage Industries was established in 1957 as the
main institution responsible for promoting the cottage industrial sector. The Department was
renamed as the Department of Rural Development and Small Industries in 1968 and its scope
of activities was expanded to include industries such as power looms, hand looms, carpentry,
commercial pottery and coir fiber. In 1993, the Department of Small Industries was wounded-
up and its duties and functions were allocated to the provincial councils.

3.4.3 People’s Bank and the Bank of Ceylon

The establishment of People’s Bank and the nationalization of Bank of Ceylon in 1961 were
land marks in providing institutional credit to SMEs. Bank of Ceylon branches and its sub
offices at Agrarian Services Centers provided credit facilities under special programs to
SMEs. Some domestic private banks have also introduced special facilities to these industries

with the expansion of their branch network.

3.4.4 Laksala

With the objective of helping to solve marketing problems of handicraft industrialists,
“Laksala” was established in 1964. With a view to promoting the export orientation of the

Small Business sector, the Department of Handicraft Marketing and Export Promotion was
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established in 1980 by amalgamating Laksala and other handicraft marketing centers. In 1982,

Sri Lanka Handicraft Board was established in place of this Department.

3.4.5 Industrial Development Board (IDB)

With the main objectives of encouraging, promoting and developing SMEs in Sri Lanka, the
Industrial Development Board (IDB) was established in 1969. The IDB is considered to be the
chief industrial extension institution in the country and was armed with regional offices and
industrial extension offices. Over the years, the IDB has concentrated mainly on the
development and dissemination of appropriate technologies, marketing facilities and in some
cases, financial facilities and conducting entrepreneurship training and Small Business
training for the small scale industrial sector.

The Small Scale Industries Credit Scheme (SSI) was introduced in 1974 in order to enlarge
the small industry sector credit base. The Central Bank offered credit guarantees from July
1979 on SMI loans provided with financial assistance from the International Development
Association (IDA).

3.4.6 Department of Textile

In 1976, the Textile Department was created in view of the importance of textile production
as a small industry. In 1984, the Sri Lanka National Design Center (NDC) was established in
order to assist the cottage industrial sector through improvement of craft design and the
development of new designs, better utilization of raw materials, the development of new
production methods, the improvement of local design capability, assistance in market research
and the organization of training programs in the field of design, product development and

market promotion.

3.4.7 National Development Bank (NDB)

In 1979 the Government established the National Development Bank with the primary
objective of providing project finance for large industries, agriculture and commerce. A
secondary objective was to ensure that small industrialists are given access to project finance
on the same terms and conditions as afforded to large borrowers. Accordingly, the Small and

Medium Industries Loan Scheme was initiated in 1979.

3.4.8 Small Enterprise Development Division (SEDD) of Ministry of Youth Affairs &
Sports

25



The self-employment programs assisted by the Ministry of Youth Affairs and Sports
(MYUAS), as well as several non-government organizations (NGOs) and private institutions
have also helped the promotion of the SME sector in the country. In this respect, a separate
Small Enterprise Development Division (SEDD) was established under the Ministry of Youth
Affairs and Sports in 1984 with the objectives of formulating strategies and policies for

stimulating self-employment and small scale enterprises.

3.4.9 Regional Rural Development Bank (RRDB)

The establishment of the Regional Rural Development Bank (RRDB) in 1985 made available
an additional credit outlet to the small scale business sector. Several micro credit schemes
were implemented by these banks. The Janasaviya Trust Fund, the Samurdhi Development
Loan Scheme or SAHANA for Samurdhi beneficiaries and “Surathura Diriya” also provide

financial assistance to this sector.

3.4.10 Enterprise Promotion Bank (SME Bank)

The government of Sri Lanka has realized the importance of SMEs for its economy and as a
result, it has taken the initiative in setting up a new licensed specialized bank called the SME
Bank in year 2005. The purpose of establishing the SME Bank is to promote the macro, Small
and Medium enterprises via the provision of financial and technical assistance on a vigorous

and sustainable basis

3.4.11 The Ceylon Chamber of Commerce

While the Ceylon Chamber of Commerce started in 1839, it was incorporated in 1895 under
the Ceylon Chamber of Commerce Act. The main expectation is to be the most influential and
effective voice to National Economic Development within the framework of sustainable
social equity.

As mentioned by the government web site of Ministry of Enterprise Development and
Investment Promotion, current investment promotions have a significant role in enhancing the
economic development of Sri Lanka. Under the “Mahinda Chinthanaya” manifesto presented
by his excellence the president, various special incentive schemes and programs have been
introduced with the objective of facilitating and encouraging investors as no other countries of

the region is providing, so that investors can implement their projects in a hassle free
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atmosphere in Sri Lanka. Several development programs have been introduced by the
ministry. Some of them are as follows.
e New credit assistance programs
The objectives are to create a dynamic SME sector, enhance its capabilities and
competitiveness, create jobs and, in doing so reduce poverty. These objectives are to be
achieved through an integrated approach which includes a line of credit of US $ 60 million, to
participatory credit institutions to improve SMEs access to finance. The bank of DFCC,
National Development Bank, Commercial Bank and Sampath Bank have been linked for this
purpose.
e Business Service Support Facilities (BDS)

The objectives of this programme are as follows: To facilitate business development services,
to help to enhance their market growth by promoting demand for an efficient supply of
sustainable development services to meet the growth needs of the SME sector, To support an
innovative and flexible approach in building the capacity of business development services
providers to be responsive to a broad range of SME strategic and operational non loan service
needs, to pursue an integrated approach to establishing effective coordination, interaction,
networking and linkages within an expanding business development service provider
community, and among those public , private and donor organizations contributing to SME
sector business development services expansion. This program has been implemented with
the support of three partner organizations, namely the Sri Lanka Business Development
Center (SLBDC), the Industrial Service Bureau (ISB), and the Sarvodaya Economic
Enterprise Development Service (SEEDS) Ltd. to create a network of six regional business
development centers (Colombo, Kandy, Kurunagala, Matara, Trincomalee and Jafna) to serve

as lead BDS outreach facilitators in promoting BDS market growth throughout the country.

3.4.12 Small and Micro Industries Leader and Entrepreneurs Promotion Project
(SMILE)
The objective of SMILE was to promote stable and balanced economic growth in Sri Lanka
through providing capital to small and micro scale industries, developing managerial,
accounting and technical skills of small and micro industries and strengthening institutional
capabilities of intermediary financial institutions. Basically it provides General loans and
Technical transfer loans.

e General loans are offered to small and micro scale industries and shall contribute,

either in generating additional productive capacity, in allowing enterprises to enhance their
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level of operation, in improving the quality of products, and or in improving competitiveness
of products.

e Technical transfer loans cover the cost of training to develop end-user’s technical,
managerial and accounting skills or to cover the cost of consultancy services and/or to

purchase equipment for quality control.

3.4.13 Environmentally Friendly Solutions Fund Il (E-Friends I1)

The objectives of this fund are to assist enterprises in finding solutions to the environmental
problems, such as industrial pollution caused by their manufacturing and energy consumption,
by providing capital through loans to sub-projects with the purpose of improving the
environment and meet the environmental safety standards. It shall also provide financial
assistance and support the establishment of revolving funds to continue financial assistance to
environmental sub projects on sustainable basis. The third objective is to assist enterprises in
implementing environmentally friendly sub projects by providing loans for technical transfer.

With reference to the above findings it is highlighted that the SMEs related supportive
services have been increased respectively. Every government has highlighted the importance
of the SME sector for economic development purposes of the country. In addition to
economic development the current SME sector has been organized to achieve sustainable

development goals of the country.

3.4.14 Asian Development Bank (ADB)

ADB is a regional development bank established on 22 August 1966 to facilitate economic
development of countries in Asia. The bank admits the members of the United Nations
Economic and Social Commission for Asian and Pacific (UNESCAP) and non regional
developed countries. From 31 members at its establishment, ADB now has 67 members of
which 48 are from within Asia and pacific and 19 outside. ADB was modeled closely on the
World Bank. The vision of ADB is “an Asian and pacific region free of poverty”. ADB’s
mission is to help its developing member countries reduce poverty and improving living
conditions and quality of life. To fulfill its mission ADB promotes the economic growth and
social development of its developing member countries by means of a wide range of activities
and initiatives.

ADB finances loan projects and programes in the territories of its developing member

countries. It also provides technical assistance, grants, guaranties and equity investments.
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ADB also facilitates policy dialogues provides advisory services and mobilizes financial
resources, through co financing operations that tap official, commercial and export credit
sources. This maximizes the development impact of its assistance. Operations are financed
from ordinary capital resources and special funds. Sri Lanka is a founding member of ADB
which was established in 1966. The country has since received $5.14 billion for 155 sovereign

and non-sovereign loans and $ 110.70 million for 245 technical assistance projects.

3.4. Measuring Performance in SMEs

As previously discussed there is no exact definition for SMEs. As a consequence it is very
difficult to discuss the method of outcome measurement of SMEs. Different users use
different definitions for their usages. So outcome measurements also vary. According to
Srinivasan, Woo & Cooper (1994), the most frequently used criteria for organizational
performances are survival of the organizations, growth in employees, and profitability. Firm
growth has also been cited as key measure of performance in prior research (Haber and
Reichel 2005). It does not seem to be an accepted method of measuring small and Medium
Enterprises’ performance similar to the economic measures routinely used for large firms.
Murphy, Trailer and Hill (1996) suggested that “Accurate performance measurement is

critical to understanding new venture and small business success and failure”.

The various measures of business performance include longevity of survival or more
popularly, the age of the enterprise, sales growth in market share, growth in market scope
(local, national or international), growth in investment (in the same unit), additional units
created via acquisition and diversification growth in number of employees, profits and so on.
Most of these are physical growth and financial growth parameters and have been the
traditional measures of entrepreneurial performance. Of late, other measures of performance
such as customers’ satisfaction, employee satisfaction, image and credit rating are also
becoming increasingly relevant. According to the prior research by Lichtenstein and Lyon
(1996, 2001, 2002) as cited in the website article on “entrepreneurial vs. experts: Which skills
are critical to success?” a set of seventeen entrepreneurial skills were identified as critical to
enterprise success. It was described under four major categories as follows: 1. Technical

skills, 2. Managerial skills, 3. Entrepreneurial skills, and 4. Personal maturity skills.
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3.5 Sustainable development and its approaches

The Brundtland Commission’s original definition of sustainable development can be
paraphrased as “meeting the needs of the present generation without jeopardizing the ability
of future generations to meet their needs” (WECD, 1987). Munasinghe M. (1992) mentions it
as a contribution to better define, analyze, and implement sustainable development. Further he
proposed the term “sustainomics” to describe “a transdisciplinary, integrative, comprehensive,

balanced, heuristic and practical framework for making development more sustainable.”

“Sustainomics” broadly describes sustainable development as “a process for improving the
range of opportunities that will enable individual human beings and communities to achieve
their aspirations and full potential over a sustained period of time, while maintaining the
resilience of economic, social and environmental systems.” This definition recognizes that
development of economic, social and ecological systems depend on expanding the set of
opportunities for their improvement. Meanwhile, the sustainability of systems will be
enhanced by improving their flexibility and adaptive capacity. Based on this approach, a more
focused and practical approach towards making development more sustainable also emerged,
which sought “continuing improvements in the present quality of life at a lower intensity of
resource use, thereby leaving behind for future generations an undiminished stock of
productive assets (manufactured, natural and social capital) that will enhance opportunities for
improving their quality of life”. This evolution of ideas takes us beyond the traditional
concepts of “development” which relates to broadly improving the well-being of individuals
and communities, and “growth”, which refers to increases in economic output or value added
in goods and services, conventionally measured by gross national product, etc. The basic idea
about sustainomics has been sketched out using a sustainable development triangle including
economical, social and environmental aspects. The economy is geared mainly towards
improving human welfare, primarily through increases in the consumption of goods and
services. The environmental domain focuses on protection of the integrity and resilience of
ecological systems. The social domain emphasizes the enrichment of human relationships and

achievement of individual and group aspirations.

The World Commission Unit (IUCN, 2006), through a Pictorial Visualization Models (Venn
diagram) has depicted sustainable development as three overlapping circles under the
dimensions of Economical, Social and Environmental. It is shown as figure 02. These

overlapping circles cover a very wide range of objectives and indicators. It has basically three
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main areas of economical, social and environmental dimensions. For the achievement of the
overall sustainability it is needed to complete two approaches including interdisciplinary
approach and transdisciplinary approach. The interdisciplinary approach shows the
overlapping circles of economic, social and environmental development. The transdisciplinary
approach shows the ecological economies, community health and sense of place as mentioned

on figure 02. .

Figure 02: Venn diagram

/ : \ Environmental
/  Economic

Ecological\  ,rtection and
improvement

development

N Community
T~ health -

development

(Source: Todorov V.l. & Morinova, Models of Sustainability, 18th World IMACS / MODSIM
Congress, Cairns, Australia 13-17 July 2009).

Since sustainable development covers a very wide range of objectives and indicators, an
organizing framework is helpful in highlighting key areas and priorities, and the links
between the issues and indicators. There is no international consensus on a particular
framework. But other countries or international organizations have based their analyses on the
above discussed three main areas of economical, social and environmental issues. The
following model (figure: 03: Criteria for sustainable development) is submitted as the
framework of the United Kingdom Strategy and indicators for sustainable development. It

will be helpful to create a clear picture in our minds what sustainable development is.
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Figure-03: Criteria for Sustainable Development
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The intention here is to show how issues are linked to the headline indicators of economical,
social and environmental indicators. “Economical capital” is defined as sufficient surplus to
maintain solvency at a given level of risk tolerance, over a specific time horizon. As defined
by Nahapiet J. & Ghoshal S. (1997), “Social capital” is the actual and potential resources
embedded within, available through and derived from the network of relationships possessed by
an individual or organization. By “Human capital” is meant the time, experience, knowledge
and abilities of an individual household or a generation, which can be used in a production
process (Husz: 1998). Further it can be defined as an investment. The other main criteria
“Environmental capital” refers to all the resources of the earth (Edwards: 2002). These
resources include the atmosphere, fresh water and ground water, land, biodiversity and capital
employed by industries such as construction. Further Economical capital also includes

negative values such as pollution, contamination and desertification.

3.6 SMEs and Environmental Issues:

Starkey (1998), has explained more valuable information for environmental management
tools in SMEs. In Europe around 80%-90% of all enterprises are SMEs. Hence the
environment management is very valuable task for them. The role of SMEs in protecting and
improving the environment, through their production and marketing of environmental
technologies (for energy efficiency, waste minimization, renewable energy etc.), is likely to
be significant. The future contribution of SMEs to improving society’s “eco-efficiency”,
through innovation is also likely to be substantial, given the leading role of SMEs in general
innovation and their flexibility. Most SMEs perceive environment improvement as a costly
burden. As they are primarily concerned with short-term economic survival, they are not
motivated to ask for, or use, environmental information or support. However, it is clear from
the environmental technologies supplied by some SMEs, and substantial gains (both financial
and environment) made by the few SMEs who have adopted “clean production”, that action
on their environmental performance can be an opportunity for many SMEs to improve their
market share and profitability. As mentioned by Starkey, business activity has a substantial
impact on the environment. They are as follows.
e The manufacture of products involves extracting raw materials from the environment
and processing them to produce salable items. As a result of the production process,

various forms of waste (solid, liquid and gaseous) enter the environment.
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e The activities surrounding the manufacturing process such as maintenance of plants
and infrastructure and the packing and transport of goods all have environmental
impacts.

¢ In addition the products that are produced will eventually be disposed of and enter
the environment as waste.

e The provision of services also results in a significant environmental impact. Service
companies use various products and also energy to deliver their services, both of
which result in waste entering the environment.

As mentioned by the above situation of SMEs, Starkey (1998) claims that there are a number
of advantages to undertaking environmental management. These include,

e Cost Saving

e Ensuring legislative compliance

e Anticipating future legislations

e Reduce environmental risk

e Meeting supply chain requirements

e Improved relations with regulators

e Improved public image

e Increased market opportunities

e Employee enthusiasm

Though there are a number of advantages to SMEs with environmental management, they
have no proper attention towards it. SMEs do not undertake environmental management as
they feel that they have neither the time nor the money to do so. SMEs often have to
concentrate their efforts on matters of day-to-day survival such As paying bills, providing
weekly pay packets and keeping orders coming in. Environmental management requires time
to implement and money to undertake, time and money which SMEs feel they do not have

available. In short environmental management is seen as a luxury that SMEs cannot afford.

In the early 1990s The International Organization for Standardization (ISO), recognized the
needs for standardization in the field of environmental management tools and in 1993 it set up
a committee to write standards relating to the following five environmental management

tools.
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e Environmental management system

e Environmental auditing

e Environmental labeling

e Life cycle assessment

e Environmental indicators.
Further the International Standard of ISO 26000: 2010 provides guidance for social
responsibility. It aims to be a first step in helping all types of organization in both the private
and public sectors to consider implementing ISO 26000 as a way to achieve the benefits of
operating in a socially responsible manner. The objective is social responsibility is to
contribute to sustainable development. The perception and reality of organization’s
performance on social responsibility can influence among other things:

e Competitive advantage

e Reputation

e Ability to attract and retain workers or members, clients, customers and users

e Maintenance of employees’ moral, commitment and productivity

e View of investors, owners, donors, sponsors and financial community

e Relationship with companies, governments, the media, suppliers, peers, customers and

community in which it operates.

3.7 SMEs and the Sustainable Development

In 2007, the Hong Kong University Engineering Alumni Association (HKUEAA) under the
topic of SMEs and Sustainable Development undertook the survey to determine whether
SMEs in Hong Kong are aware of what sustainable development means to their business.
SMEs were chosen as the study target because they represent 98% of total business units in
Hong Kong with a total of 271,000 enterprises and employing 1.18 million persons,
approximately 50% total working population. The study found that there is a general lack of
sustainable development understanding in Hong Kong. Most SMEs are unaware that
sustainable development practices could increase their competitiveness in the market place.
Further the Hong Kong government’s support to SD initiatives will be invaluable to ensure
the SMEs’ sustainable growth in Hong Kong. According to their survey findings SME
awareness of SD are as follows:

There is a very limited understanding of what SD means within the SMEs

e Only 15% of SMEs can relate SD to environmental protection or energy reduction
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e 26% think SD relates to labour management and training
e More than 50% of SMEs think SD has to do with business operations and marketing
and sales
e 6% of SMEs think SD relates to social welfare
Despite that there is a limited understanding of SMEs on SD, 78% of the surveyed SMEs do
engage in some forms of SD practice in their daily work.
e 51% of the SD practices relate to environment measures such as reducing energy
consumption and pollution
e 33% of SD practices relate to social aspect such as staff training, training subsidy and
career development programs
e 16% of SD practices relate to economic dimensions such as control systems in
monitoring cost effectiveness of reducing energy/ materials end employing low skill
labor or disabled employees
After explaining the three key elements of SD, the sampled population attached
approximately similar importance of these elements to their business:
e 37% environment protection
e 24% of social aspect
e 39% of economic considerations
According to the survey, the perception of entrepreneurs’ towards the SD can be highlighted
as follows:
e 44% of SMEs say that they have limited resources (both cost and time) for SD
initiatives. Survival is the biggest challenge in their day-to-day business.
e 14% of SMEs think it costs too much to implement SD initiatives
e 44% of SMEs comment that the government is not doing enough to promote or
support SD in SMEs. The government should take a leading role in the promotion of
SD practices in Hong Kong.
Therefore the above discussed three main criteria are essential measurement criteria to assess

the SME contribution towards sustainable development.
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CHAPTER 04: RESEARCH METHODOLOGY
4.1 Research Design

A research design means structuring all the issues involved in planning and executing a
research. It represents the framework for collecting and analyzing data (Bryman, 2008). It
represents “an overall view of the method chosen and the reason for that choice” (Saunders et
al 2004:31). This research is an empirical study aimed at evaluating the role of SMEs in the
Matara District, Sri Lanka and what contribution they provide to achieve sustainable
development. While the service sector category of SMEs was aimed for the study, the
Automobile Service Stations in Matara district were selected for the sample. Mixed research
methods were used because it might be a good idea to mix qualitative and quantitative
research methods for optimal retrieval of information. Quantitative and qualitative data were
collected through survey methods and interviews with owners of Automobile service agents.
At the information collection activity, it was considered to pay attention to three areas to find
information. The first was about the existing nature of SMEs, the second was owners’
perceptions towards the private-public corporation and the third was the role of SMEs towards

achieving sustainable development of the province.

4.2 Conceptualization Variables

The study was expected to establish the influence of SMEs in relation to the automobile
service stations for sustainable development processes of the country. According to the
research objectives variables were introduced as depicted below.

With regard to the first objective it was needed to identify the nature of the service sector

entrepreneurs. The criteria are mentioned in table 02.
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Table 02: Measurement criteria for existing nature of the entrepreneurs

Measurement Criteria

Ownership of business (single,

Nature of the Entrepreneurs partnership and company )

Age of business

Number of employees in the firm

Prioritization of given objectives (Owners’

expectations)

(Source: Author, 2011)

The second objective was to identify government and Non-Governmental Organizations
(NGOs) support for the enhancement of the SME sector in Southern SL. The study therefore
tried to measure owners’ perceptions in relation to the received cooperation from the above
parties. Measurement criteria were:
1. Received business consulting services
Received support for solving financial constraints

Support for solving taxation related problems

2

3

4. Support for training and skill development

5. Support for building networking relations for the improvement of the business
6. Support for solving disaster related problems

5

Provided feedback in relation to the supplied services to the owners of SMEs.

The third objective was to assess the impact of automobile service stations towards
sustainable development of the Matara District in the Southern Province of Sri Lanka. The
study tries to measure owners’ perceptions of their business under the variables of economic
development, social development and environmental development. Criteria are included in
table 03.
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Table 03: Measurement criteria for Sustainable Development

Variable

Measurement Criteria

Economical

Development

Increasing daily services

Increasing number of services

Increasing number of employees in the organization

Perception towards profits level

Increases in market shares for the business firm

Social

Development

Owners’ attention to the security condition of employees at

the work place

Training opportunities given to all employees

Necessary arrangement for ensuring good health of

employees

Provision of welfare facilities to enhance their life cycle

Nature of commitment to perform social responsibilities to

the society

Environmental

Development

Cleanliness of the firm and its environment

Drainage system for removing wastage

Re-cycling and re-using efforts and re-production of some

wasted things

Steps to prevent noise and dust problem

Winning certificates held through competition for

environment protection

4.5 Sampling

All the owners of service sector SMEs in the Southern province were considered as the
population of this study. The sample framework was considered as all automobile service
stations in the Matara district. 50 owners of automobile service stations were selected as a
subset of the population. Convenient sampling techniques were applied. This technique

covered at least three service stations under sixteen secretariat divisions in the Matara district.

(Source: Author, 2011)
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4.6 Data collection methods

Both primary and secondary data were collected for this study. The techniques for the data
collection method which were applicable for the qualitative and quantitative research methods

were used. Both primary and secondary data collection methods were mentioned as follows.

4.6.1 Self completion questionnaire method

Questionnaires were administered among the selected entrepreneurs who were involved in
automobile services. The questionnaire includes both open ended and closed questions to give
their perceptions, preferences and ideas etc. (See appendix | for the questionnaire). The
questionnaire consisted basically of three parts and the questions in total were 32. With
regards to the research objectives part | of the questionnaire was to find information about the
SMEs such as nature of business, age of business, number of employees and owners’
expectations etc. In part II, questions were developed to find the owners’ perceptions towards
the government and NGO sector support. And part III considered the owners’ perceptions
towards sustainable development goals and their organizations. Five point Likert type scales
(strongly disagreed, disagreed, neutral, agreed, and strongly agreed) were applied for the

owners’ responses on the part two and three of the questionnaire.

4.6.2 Interviews

Both structured and unstructured interviews were used to collect necessary information. A
structured interview is when the interviewer has a series of questions written down on a piece
of paper and the process involves asking those questions verbatim and then noting the
answers given. The officers who are in SEDD and Chamber of commerce in Matara were
interviewed in a structured way to collect the information. The appendix-II indicates the used
questions for interviews. Further unstructured interviews used to collect extra information
from the owners. That information helped to build mini stories of SMEs and to clarify the

findings.
4.6.3. Observation

The direct observations were also used for this study as a source of obtaining information.
This method could be applied without any harm to the garage (auto service) workers. It could
help to observe the different types of behaviours while they are working in garages. Further

these observations were helped to examine the facial expressions of the owner while they are
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answering the given questions. Further it helped to observe the environment where the

garages are normally held.

4.6.4 Secondary data include
Official statistics and publications from,

e Central bank reports in Sri Lanka

e SME white paper in Sri Lanka

e Publications on the Matara district secretariat
e Research publications and

e Web based data

4.7 Data Analysis and presentation method

Under the analysis part, it is presented information regarding to the role of Small Enterprise
Development Division and Chamber of commerce in Matara. This information was collected
through the interviews held with executives of the both organization. Most of the data was
collected through the questionnaire survey which was held with the owners of SMEs. The
questionnaire consisted with three parts including the role of SMEs, owners’ perceptions
towards the received support from the PPP and the owners’ perceptions towards sustainable
development. A five point Likert type response scale ranging from 1 (strongly disagreed) to 5
(strongly agreed) is used to formulate the statements in the questionnaire. The data used in the
study were analyzed with the support of Statistical Package for Social Sciences (SPSS). The
reliability measurements are submitted to confirm the measurement criteria. It is vital to
ensure the reliability of the statements to decide whether questions asked are suitable to
measure the owners’ perceptions of sustainable development and received support from
government and NGO sector towards sustainable development. The Cronbach’s Alpha was
used for reliability measurement of instruments. Cronbach’s Alpha reliability coefficient
normally ranges between 0-1. The closer Cronbach’s Alpha coefficient is to “01” the greater
the internal consistency of the items in the scales. George and Mallery (2003: 231) .provide
the following rules of thumb to decide the level of Cronbach Alpha.As they show, If r>0.9=
excellent, r> 0.8= good, r> 0.7 =acceptable, r> 0.6 = questionable, r> 0.5 poor and

unacceptable”.

The analysis part also consists of three main sections. The first of them highlights the role of
the service sector SMEs in the Matara district, secondly, it considers the owners’ perceptions

in relation to the received support through the private-public cooperation for the development
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of SMEs and finally it considers the owners’ perceptions in relation to the economic, social
and environmental factors for sustainable development of the country. A one way ANOVA
(Analysis of Variance) was applied to determine the significant differences among the role of
SMEs and sustainable development. While the dependent variable was sustainable
development, the independent variables were considered as the characteristics of SMEs such
as age of business, number of employees and nature of the ownership. Mean and Standard
deviation were calculated to identify the central tendency and dispersion of the respondents.

Pierson’s Correlation was used to identify the relationship between received support and
sustainable development of SMEs. Further data presentation was carried through tables and

Bar charts to clarify the finding of the study.

4.8. Limitations of the study

This study focuses on the role of SMEs towards sustainable development goals in the
Southern Province of Sri Lanka. This was a somewhat vast study and faced many limitations
as well. Though this study focuses on SMEs in the Southern region, it was conducted on only
automobile service stations in the Matara district. A sample of automobile service

entrepreneurs were selected due to the time and barriers to reach all of them.

Under the private-public partnership, there are many services providing centers that have been
established for the enhancement of the SME sector in Sri Lanka. The Southern province
chamber of commerce and the SEDD are playing a vital role for the entrepreneur sector
development. Therefore both organizations were interviewed to collect information and the
researcher asked questions from the owners of SMEs on how they perceive the received

support from both the chamber and SEDD in Matara.

Many questions could rise under the received support from the PPP and under the criteria of
sustainable development. But limited numbers of questions were entered to the questionnaire
under the economic, social and environmental influences. This situation could be managed
through the informal questions which were asked by the researcher. Further the owner’
attitudes, body language and their facial expressions could be applied to gather more
information. The researcher faced some limitation to review relevant information regarding to

the economic factors. Some owners have not interest to review their economic position.
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CHAPTER 05: DATA ANALYSIS AND PRESENTATION
5.1 Role of the Private-Public Participants in the Matara District

According to the interviews held with Small Enterprise Development Division (SEDD) and
the Chamber of Commerce in Matara, the role of them could be understood. As the major
players with SMEs they are performing many activities to boost the SMEs in this area.

The SEDD is one of the sections of the District Secretariat in Matara. SEDD has been
established under the Ministry of Youth Affairs and Skill Development. There are 16 district
offices that have been established to cover 16 districts in Sri Lanka. It has been started with
the vision “Entrepreneurship and small business development for sustainable development of
the district”. The objectives of this office are as follows:

I Improving the entrepreneurial ability among the unemployed younger generation.

ii. Engaging them in small business activities

iii. Developing efficiency and effectiveness of the small scale business sector in the

area
(\2 Providing all types of business development services for the enhancement of the

SME sector to achieve e sustainable development goals in Sri Lanka.

The basic requirement is that any entrepreneur must register his or her business under the
relevant SEDD office of the relevant area. It will be the basic information source of the
relevant entrepreneurs of the district. This information base (SME profile) will be very useful
for any SMEs related activity of any private or public body. While there are numbers of
programmes planned for a particular year, the implementation capacity will depend on the
allocated budget by the government. Normally they are not providing any funding support to
the entrepreneurs. They provide only business consultancy services. As a registered
entrepreneur under the government body, these entrepreneurs have received the priority by the
others such as funding organizations like banks, NGO support etc.

The following table: 04 shows the programme schedule per year.

43



Table 04: Programme schedule of SEDD per year

No Activity No: of No: of
Days | program
mes
1 One day Awareness Programme 01 120
2 Business Start-up Programme 03 30
3 Business attitude Development Programme 02 04
4 | Technology Programme (according to the programme no Flexible 08
of days will be changed)
5 Follow-up meetings 01 08
6 Project Inspections Flexible 16
7 Productivity Programme 05 04
8 Special Attitude Development Programme 02 04
9 | Trade Fair (for special occasion during the year: new year | 07 or 10 04
festival, Christmas, vesak festival.....)
10 | Special Project (Awareness) 05 04
11 | Officers coordinating Meeting 01 04
12 | Buyers and Sellers Meeting 01 04
13 | Re-organizing Society 01 04
14 | Business Consultancy (marketing , package, accounting 02 Or 04
legal programmes for SMES) more than
02
15 | Loan Programme (with funding organization & SMES) 01 04
16 | Management Programme 05 04
17 | Business Clinic (solution for the every problems with 01 04
SMEs: electricity, water, sanitation, market, promotion
etc..
18 | Special Trade Fair - 04
19 | Others programmes due to the existing circumstances. - -

(Source: Progamme schedule: 2010, SEDD-Matara)
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The Chamber of Commerce in Sri Lanka is having a collection of a provincial network.
Within the southern province there are three main offices for each district Galle, Matara and
Hambantota. The primary objective is to serve the needs of the members by making available,
a wide range of development services, and to help accelerate economic growth and enhance
prosperity throughout the district. The foreign agreements are implemented via the Chamber
for country development purposes. A key role is to prepare the business community to face
challenges by identifying, planning and implementing relevant projects and programmes
which will benefit them and the Matara district as a whole. Currently this means ensuring that
the business community is properly prepared to take the advantages of the changes that will
come to the region as a result of the major development projects already underway or planned
for the Southern region.

In the Southern Province the role of the Chamber is vast. Many times they cooperate with
SEDD. As the first task they start to deliver their service with Membership Development
Task. There are a number of services provided under this section. They are:

i Providing guidance and advice for business development

ii. Provision of business information service

iii. Financial advice in the area of preparation of project reports to be submitted to

lending organizations and financial institutions.

iv. Organizations of visits by members to national and international events.

V. Arrangement of training programmes

Vi. Advice and service in information technology.

vii.  Organization of member representation at local and national entrepreneur awards.
viii.  Lobbying and making representations to authorities (Ex: government department)

on behalf of members.

The next task of the chamber is providing Business Development Services. Therefore the
chamber has coordinated with the financial institutes to obtain business development services
for members and prospective members: introducing suitable loan schemes, giving advice to
solve their financial requirements, preparing their business plans and coordination with the
financial institutions. Their business consultancy services can be classified as follows,

I Facilitating book keeping and preparing final accounts

ii. Preparation of project reports
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iii. Organize entrepreneurship award presentations at national, regional and district
level
v, Consultation services including improvement of business services, introduction of
new business ideas, identification of various projects and provision of advice on
obtaining bank loans and other financial support for businesses.
The third task means providing Information Technology (IT) services to SMEs. The Chamber
provides all the IT related services including: enhancing IT knowledge and training,
developing practices to apply accounting packages, pay role systems, human resource
information systems, product designing, checking etc., providing support to maintain
computers enabling them to manage backup files, virus guards, computer audits etc. With
reference to the above empirical findings, under the section 5.5 of this chapter is considered

the owners’ perceptions towards the received support by SEDD and chamber.

5.2 Few Cases Carries from the Field Survey

Case-01: One success Story with KN Motors.........
Twenty years ago the KN motors was started by Mr: Susith who was a 20 year old boy.
During his secondary education period he was fluent with motor mechanic activities.
Therefore he could receive the chance to follow a motor mechanic course. At the
beginning he started to repair motor bicycles and three-wheelers. As an apprentice he
received some support from the SEED, Chamber and Industrial Development board in
Matara, both he and his wife committed to develop their business and they could receive
the Service Dealership of Devid Pieris Motor Vehicle Company Itd.(for Bajaj Three
Wheelers). The company provided a special support to enhance his business from time to
time. He has participated in the following programmes held by the company such as:
workshops for Bajaj related maintenance and services, to enhance the awareness with new
technology and fitting three wheelers, to manage existing workers, to enhance customer
relationship, to develop positive thinking, to manage an eco-friendly environment,
introducing 5S system to the garage (auto service center), etc. As he says, he could
manage his business activities mentioned under the 5S concept in proper order. Now he
knows the concept of “Seiri” (sorting), “Seiton” (set in order), “Seiso” (shiny clean),

“Seiketsu” (standardized clean up) and “Shitsuke” (sustain). He always advices and
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manages his followers to secure these steps for the easiness of the business activities and
keeping the Environment.  He is doing all kinds of activities such as: engine repairs,
vehicle body wash, interior cleaning, oil changing, cut and pushing, running repairs etc.
He mentioned, “the company always gets the responsibility to implement activities
offered through the training”. As an example the company officers came to the garage and
they advised to maintain implemented systems such as 5S system, to implement
suggestion boxes, methods to enhance customer relations etc. As he has a considerable
amount of employees, the government officers advised him to manage a formal pay
system such as paying for Employee Provident Fund (EPF), Employee Thrust Fund (ETF)
etc. Unfortunately, due to the tsunami disaster he and his family had to fight with the
death. He mentioned “it was my second birth. I lost all the things. But I could save my
family. It is enough for me. Now | must build up all the things again for my family”. After
the tsunami disaster he received much support such as lower rate loan facilities, technical
equipment, counselling etc. from the government and NGO parties as well as Bajaj
company. Due to this he could boost-up his business successfully. Now the Devid Peris
Company has decided to offer the service dealership of motor cars in near future and he is
practicing it. Being a social worker and a reputed person, he is very happy about his
success. Now he is a millionaire having a marvelous house, businesses, vehicles etc. As he
mentioned that his elder son will become an engineer in near future and it will help for

achieving to sustain of his business also.

Case 02 : Story from Amal Motors
Mr: Amal is running a work shop repairing vehicles with less than 10 employees. He does
not like to talk possitively about his business and he is suffering from something. He said
“being an entreprene