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ABSTRACT

To accelerate economic growth and reduce povangcessive governments of Sri
Lanka have been spending a colossal amount of mimngyoverty alleviation and
other welfare programmes since independence. Mere@ri Lankan government
provides targeted assistances to small and mednierpeises to promote them.
The main objective of the study is to scrutinize tactors affecting the poverty and
association among them and to analyze the roleirapdct of SMEs on national
economy and poverty alleviation. The hypothesemiated in this study were
proved with the help of new model created by autlhorthis research, both the
gualitative and quantitative methods were adoptatreover, stratified and simple
random sampling technique was adopted for the stumher which four hundred
companies were selected. Self administrated Lilsmdle questionnaire was
employed in gathering data and secondary data \etse employed to gather
information in the study.

This empirical study finds that small and medienterprises accounting for vast
numbers of industrial establishments do not sigatly contribute to the national
economy of Sri Lanka in terms of production, indas value added, employment,
export income and direct poverty reduction whilgéaenterprises play crucial role
for employment, output, industrial value added argdort income. This empirical
study has found out that living standard of workemking in SMEs is very low
because of very low salary and lack and absendengie benefits and EPF. This
study reveals that productivity of companies wdecéd by lack of finance, lack
of fringe benefit, low salary, lack and absenc&Bf and poor infrastructure in Sri
Lanka. Statistical analysis clearly confirms thet fdnat improvement in aforesaid
variables would significantly improve the produdiyv of SMEs. The study
concluded that the factors such as inflation, $acfeastructure, economic growth,
income inequality, SMEs and unemployment have aasoes with poverty
incidence in Sri Lanka of which human developmeadensignificant impact on
poverty alleviation. Similarly, poverty was highéffected by unemployment. In
spite of economic growth’s having decreased povertgri Lanka, the impact of
economic growth on poverty is very low. Sri Lankasho travel to long way to
alleviating poverty with visionary and effectivedieation even though Sri Lanka
has achieved progress in poverty reduction witlme tountry and impressive
progress as compared to South Asian countries. @less, the empirical study
and new models created by author has given newghitssto the researchers and
policy makers in regard to SMEs and poverty. Moerpvhe findings will be
inducing and encouraging the government and owaeiSMEs to rethink their
responsibility in boosting the economy and impletmaecommendations
considering the validity of research findings.



ABSTRAKT

Za &elem urychleni hospo#gkého fistu a redukce chudoby vynaklada srilanska
vlada jiz od vyhlaSeni nezavislosti enormni mnaozgeréz na zmirgni chudoby a
na podporu prografnsocialni pée. Déle poskytuje cilenou vypomoc a podporu
malym a stednim podnikm (MSP). Hlavnim cilem této studie je zkoumat fakto
které ovliviuji chudobu a jejich vzajemny vztah a analyzovahula vliv malych a
sttrednich podnik na narodni hospotitvi a zmirgni chudoby. Hypotézy
formulované v této studii byly potvrzeny prieinictvim nového modelu, ktery byl
vytvoien autorem. Byly zde pouzity kvalitativni i kvaatiyni metody vyzkumu.
Pro vypracovani této dizettai prace, v ramci které bylo vybragtyii sta firem,
byla pouzita technika stratifikovaného a prostélanauného vyéru. Dotaznik

s Likertovou Skélou byl pouzit jako nastrojéslb dat a v ramci vyzkumu byla
pouzita také sekundarni data.

Tato empiricka studie zjistila, Ze malé gedhi podniky, které tud znanou ¢ast
vSech piimyslovych podnil, negispivaji @ili§ vyznamnou ré&rou Kk rozvoiji
narodniho hospodsgtvi na Sri Lance v oblasti vyroby,tigané hodnoty,
zanmestnanosti, fijma z exportu a fimého sniZzovani chudoby, zatimco velké
podniky hraji klEovou roli v oblasti zagstnanosti, vyroby, fidané hodnoty a
piijmech z dovozu. Zawy této empirické studie zjistily, Ze Zivotni Urdve
pracujicich v MSP je velmi nizka zZiebdu velmi nizké mzdy a nedostatku
absence za#stnaneckych vyhod a penzijnich fandStudie rovez ukazuje, ze
produktivita firem byla ovlivlna nedostatkem financi, nedostatkem
zanestnaneckych vyhod, nizkym platem, nedostatkemibsenci penzijnich fordd
a Spatnou infrastrukturou na Sri Lance. Statistick@alyza jash potvrzuje
skute&nost, ze zlepSeni vySe uvedenych pfonych by vedlo k vyraznému
zlepSeni produktivity MSP. Studie daé$p k za¢ru, ze faktory, jako je inflace,
socialni infrastruktura, hospog&y rist, nerovnosti v fijmech, produktivita MSP
a nezamsstnanost souvisi s vyskytem chudoby na Sri Lanééemz lidsky rozvoj
vyznam ovliviiuje snizovani chudoby. Vyskyt chudoby byl také viebwlivnén
nezamdstnanosti. Navzdory vlivu ekonomickéhistu na snizeni chudoby na Sri
Lance je vliv ekonomickéhaistu na stav chudoby velmi maly. Sri Lanka médp
sebou dlouhou cestu k dosaZzeni zgrnifnvyskytu chudoby prostdnictvim
proziraveho a efektivniho nasazeniggtoze doséhla pokrokuignizovani stavu
chudoby a dokonce impozantniho pokroku oproti jinjihbasijskym zemim.
Nicmeére empiricka studie a nové modely vytené autorem poskytly vyzkumnym
pracovnikim a vlivnym politickym ¢initelam novy pohled na oblast malych a
sttednich podnik a chudoby. Zauy tohoto vyzkumu navic pomohou viadam i
vlastnikim malych a sednich podnik, aby gehodnotili svou odpasdnost i
podpde hospodéského fistu a zavedli Pslusna opdeni.
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EXTENDED ABSTRACT

Sri Lanka in achieving development goals largely on sustainable growth and
diversification of industrial base, particularlyomotion and development of small
and medium industries (SMEs) and large scale tniégs It is the general notion
across the world that small and medium enterpreses the backbone of the
economic growth and reduction of poverty. Even giou is said that SMEs play
significant role in boosting economic growth andréby reducing the poverty, the
role and extent of impact of SMEs on economy diffem country to country.
Despite government and policy makers of Sri Lankaehthe fervent hope that
SMEs can play significant and crucial role in baugtthe economic growth and
changing poverty status in a considerable extéet,contribution of SMEs is not
significant in practice. Social responsibility ofM&s does not have much
considerable positive impact on living standardhair employees and changing
poverty status in Sri Lanka. In Sri Lanka, unstaldeonomic growth,
unemployment, inequality, poor infrastructural fdieis, inflation, inadequate
financial assistance for SME and poor productieitysMEs are main determinants
of poverty.

The main objective of the study is to scrutiniie factors affecting the poverty
and association among them and to analyze the ate impact of SMEs on
national economy and poverty alleviation. In addhitito this main objective,
specific objectives are to identify the factorseafing productivity of SMEs;
finding out the living standard of employees of SExamining the role of the
government in eradicating poverty and promoting SME this research, both the
qualitative and quantitative methods were adoptareover, stratified and simple
random sampling technique was adopted for the stuner which four hundred
companies were selected. A structured, self adtatesl Likert scale
guestionnaire was employed in gathering data. @kbethat there were two strata
such as entrepreneurs and employees were usedhigrigg data and information
based on Likert scale questionnaire and intervieso, secondary time series
data were employed. The descriptive statisticsessgon analysis, reliability test,
unit root test, Breuse - Godfrey LM test, normalist, white heteroscedasticity
test were used for analyzing and proving the hygsel with the help of statistical
package of SPSS and Eviews

This empirical study finds that small and medienterprises accounting for vast
number of industrial establishments (94%) do nghificantly contribute to the
national economy of Sri Lanka in terms of produttigalue added, employment,
export income and direct poverty reduction whilgéenterprises play crucial role
for employment, output and value added. Accordingigtually 94.4% of SMEs of
industry have contributed only 31.5% of industaalployment and 28.8% of value
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added of industry where as mere 5.6% of large pngs&s have contributed 68.5%
of industrial employment and 71.2% of value addeddustry. Virtually 93% of
small and medium enterprises of industrial sectamtrtbuted to 6.4% of total
employment in 2006, 3.78% in 2007 and 3.45% in 2008oreover, the
contribution of SMEs of industry to GDP is arouedd than 1% between 2000 and
2009. The foreign income earning capacity of SMERGt significant in Sri Lanka
because export income of SMEs as a percentage &f I3 been very marginal
level and was declining trend. In this researchpmprehensive model for living
condition was developed to identify the impact anghificance of factors that
affects living standard of employees. Accordinglis model has identified that
living standard of workers of SMEs is very low amthdequate to maintain
minimum living standard because of very low sakang lack and absence of fringe
benefits and EPFThis study reveals that productivity of SMEs wagaterely
affected by lack of finance, lack of fringe benelitw salary, lack and absence of
EPF and poor infrastructure in Sri Lanka. Stattenalysis clearly confirms the
fact that improvement in aforesaid variables woslgnificantly improve the
productivity. A comprehensive model for povertykied SMEs was developed to
measure the extent, impact and significant of #atoks such as inflation, human
development, economic growth, SMEs, income ineguald unemployment that
affect the poverty in Sri Lanka. Accordingly, aliet variables are significant of
which human development made significant impacttioa poverty alleviation.
Similarly poverty was highly affected by unemploymeln spite of economic
growth’s having decreased poverty in Sri Lanka,itiy@act of economic growth on
poverty is very low. The impact of SMEs on povastyery low because of several
drawbacks in promotional activities and ineffectprévate public partnership even
though it is significant factor affecting poverty.

Sri Lanka has implemented several poverty alewn and social welfare
programmes which have decreased incidence andityewérpoverty. Despite
incidence of poverty has considerably decrease@riin.anka in term of national
poverty line, 29.3% of people are still below pdydine based on World Bank
poverty line of $ 2. Moreover, both regional aslvesl income disparity are much
high. Thus, Sri Lanka has to travel to long waylleviate poverty with visionary
and effective dedication even though Sri Lanka daseved progress in poverty
reduction within the country and impressive progras compared to South Asian
countries. Nevertheless, the empirical study arvd medels created by author has
given new insights to the researchers and polickemsain regard to SMEs and
poverty. Moreover, the findings will be inducingcaancouraging the government
and owners of SMEs to rethink their responsibiiityboosting the economy and
alleviating poverty and to implement the recommeiotia considering the validity
of research findings.
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ROZSIRENY ABSTRAKT

Sri Lanka se v dosahovani svych rozvojovychi cib zn&né miry spoléhda na
udrzitelny fst a diverzifikaci pimyslové zakladny, zejména pak na podporu a
rozvoj malych a $ednich podnik (MSP) a velkych pimyslovych od¥tvi.
Celoswtove existuje jakasi vSeobecnd&epstava, Zze malé aretini podniky jsou
patgi hospod#ského fistu a sniZzovani chudoby.id3toZze se uvadi, Zze malé a
stredni podniky hraji vyznamnou ulohti podpde ekonomickéhotistu, a tudiz i
pii redukci chudoby, uloha a vliv malych aextnich podnik na ekonomiku se
v jednotlivych zemich liSi. Navzdory tomu, Ze snké vlad a vlivnym politickym
Cinitelum vyvstava velka nage, Zze malé a stdni podniky mohou do ztiaé miry
hrat dilezitou a zasadni Ulohu v podedhospodiEskeho @istu a v ndnicim se stavu
chudoby, pro praxi nenitimos MSP piliS vyznamny. Spokenska odposdnost
malych a diednich podnik nema na zivotni Uroviesvych zamstnand a nenici se
stav chudoby na Sri Lanceilp velky pozitivni vliv. Hlavnimi determinanty
chudoby jsou zde tpdevSim nestabilni hospddky nist, nezaréstnanost,
nerovnopravnost, Spatna infrastruktura, inflacedoséaténa finartni podpora
MSP, nizk&d produktivita MSP a nedostai@ (tast soukromého sektoru na
programu socialni emancipace.

Hlavnim cilem této dizertai prace je zkoumat faktory, které owiiyi vyskyt
chudoby a jejich vzdjemny vztah a analyzovat Glehuliv malych a stdnich
podniki na narodni hospo#ktvi a zmirgni chudoby. Krora tohoto hlavniho cile
byly urceny specifické cile pro identifikaci faktoovliviujicich produktivitu MSP,
zjisténi Zivotni urove zanéstnand@ MSP a ulohy vlady v boji proti chudséka v
podpde malych a $ednich podnik. Byly zde pouzity kvalitativni i kvantitativni
metody vyzkumu. Pro vypracovani této dizemiaprace, v ramci které bylo
vybrano c¢tyii sta firem, byla pouzita technika stratifikovanél@o prostého
nahodného vyru. Dotaznik s Likertovou stupnici byl pouzit jakastroj skru
dat. Progtednictvim dotazniku s Likertovou stupnici a rozhawvbyli za Eelem
skéru dat a informaci a zkoumani podnikatelé a &tmanci. Pouzita byla také data
sekundarnicasovéiady pro ziskani vysledk modelu a pro zkoumani trendu
vyskytu chudoby a faktér které stav chudoby oviiwji. Analyza byla provedena
pomoci deskriptivni statistiky, regresni analyzyestti spolehlivosti, testu
jednotkového kiene, Breuse-Godfrey LM testu, testu normality, \&bna testu
heteroskedasticity a prokazani hypotéz dale pakpaaZiti softwaru SPSS a
Eviews. Tato empiricka studie zjistila, Zze maléti@dni podniky, na ¢ piipada
znané mnozstvi pimyslovych podnik (94%), nepispivaji vyznama k produkci,
piidané hodna, zangstnanosti, fijmim z exportu a f’mému snizeni chudoby,
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zatimco velké podniky hraji Kiovou roli v oblasti zagstnanosti, vystupu a
piidané hodna@t V souvislosti stim, skuteych 94,4% malych a igdnich
pramyslovych podnik prispiva pouze 31,5% na celkovou zmtmanost
v pramyslu a 28,8% na ifwlanou hodnotu mmyslu, gicemz pouhych 5,6%
velkych podnik prispiva témdi 68,5% na zagstnanost v pmmyslu; 71,2% na
piidanou hodnotu @myslu. Prakticky 93% malych aistinich piimyslovych
podniki prispélo 6,4% na celkovou zatatnanost v roce 2006, 3,8% v roce 2007 a
3,5% v roce 2009. Kro#ntoho byl podil malych a&dnich pimyslovych podnik

na HDP méa nez 1% v letech 2000 a 2009. Zah&anprijmy MSP nemaji na Sri
Lance velkou vahu, protozeripny MSP z vyvozu jako procento HDP jsou na
velmi nizké udrovni a maji klesajici trend. V rantohoto vyzkumu byl vyvinut
komplexni model zivotnich podminek za&elem uteni dopadu a tdezitych
faktori, které ovliuji Zivotni Urové zanmestnand. Prostednictvim tohoto
modelu bylo zji&no, Ze zivotni Urowve pracujicich v MSP je velmi nizk4d a
nedostaujici z divodu velmi nizkych mezd a nedostatkéi absence
zantstnaneckych vyhod a penzijnich fdénd

Tato studie ukazuje, ze produktivita MSP bydgativre ovlivnéna nedostatkem
financi, zamistnaneckych vyhod, nizkymi platy, nedostatk@rabsenci penzijnich
fondi a Spatnou infrastrukturou na Sri Lance. Statiatiakalyza jashpotvrzuje
skute&nost, Ze zlepSeni vySe uvedenych pronych by vedlo k vyraznému
zlepSeni produktivity MSP. Vramci vyzkumu byl vgut komplexni model
chudoby souvisejici s malymi areinimi podniky pro r¥eni rozsahu, vlivu a
vyznamu faktoil, jako jsou inflace, lidsky rozvoj, hospddky rnst, MSP,
nerovnosti v fijmech a nezagstnanost, které ovliwuji vyskyt chudoby na Sri
Lance. VSechny proémné jsou tudiz @lezité, gicemz lidsky rozvoj vyznanmn
ovliviuje snizovani chudoby. Vyskyt chudoby byl také \velmvlivnén
nezamdstnanosti. Navzdory vlivu ekonomickéhistu na snizeni chudoby na Sri
Lance je vliv ekonomickéhaistu na stav chudoby velmi maly. Vliv MSP na stav
chudoby je velmi maly kili nedostatkm v propagani ¢innosti a neefektivnimu
verejné soukromému partnerstvifgstoze je vyznamnym faktorem, ktery ovilie
stav chudoby.

Sri Lanka zavedl&adu opateni pro zmirani chudoby a pro socialni zabezpei
obyvatel, které snizily vyskyt a zavaznost chuddtgstoze se podito z hlediska
narodni hranice chudoby vyskyt chudoby na Sri Lamdgit, podle S&tove banky
Zije 29,3 % lidi stale pod hranici chudoby ($2/déwqvic rozdily v pijmech jsou
velmi vysoké. Sri Lanka mared sebou dlouhou cestu k dosazeni zénirn
chudoby prosednictvim proziravého a efektivniho nasazerteswze dosahla
pokroku g snizovani chudoby a dokonce impozantniho pokrokuwoti jinym
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jihoasijskym zemim. Nicmé&nempiricka studie a nové modely vytené autorem
poskytly vyzkumnym pracovnikn a vlivnym politickym¢initelam novy pohled na
oblast malych a #tdnich podnik a chudoby. Z&uy tohoto vyzkumu navic
pomohou vladam i vilastnikn malych a stednich podnik, aby gehodnotili svou
odpowdnost i podpde hospodiskeho fistu a zavedli fisluSné opdaeni.
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1 INTRODUCTION
1.1 Background of study

Sri Lanka in achieving development goals willgely depend on sustainable
growth and diversification of industrial base, pararly, promotion and
development of small and medium industry (SMESs) lange scale industries. As a
result of severe poverty stricken among the peaglevarious sectors, the
government of Sri Lanka has constantly been spgngiodigious amounts of
funds for the eradication of poverty since indeparue. But still poverty is severe
and widespread. Moreover, people in Sri Lanka ardronting several problems in
fulfilling their basic needs and they are vulneeadue to any shocks. Therefore,
individual and private participations are neede@nadicating the poverty. Private
sector participation in various economic and sod@ativities will boost the
economic growth and development of the country.oddmgly, Sri Lankan policy
makers have emphasized the private sector pati@ipan reducing poverty and
have given more importance to that in their deaisizaking. Generally, accepted
notion across the world is that small and mediuterpnises are the backbone for
developing the nation and eradicating the povddtus. In other words, small and
medium enterprises have become significantly ingsdrto the national economic
policy issues in almost all economies in genera andeveloping countries in
particular. Accordingly, successive government$sinLanka have taken various
steps from time to time to promote small and medamterprises which are the
backbone of economic growth and reduction of pgve@MEs are more
appropriate to the countries where population ghhiPoverty in Sri Lanka is a
multidimensional and rural in nature. The rural gotantation sectors containing
80% of total population undergo severe poverty eiddonditions as compared to
urban sector where most of the dynamic sectorsfiamd have been. Sri Lankan
economy was liberalized to encourage the privates@articipation for achieving
economic development and reducing poverty in 1914Y%e most of the policy
makers believe that small and medium enterprisds play crucial role in
alleviating poverty in Sri Lanka because of thempacity of employment
generating, contributing growth, and alleviating veay, bringing about
improvement of income distribution, increasing shaf export earnings and
embarking on innovation. Particularly, in Sri Lankeontext, it is expected by the
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government that chronic poverty can be reduced engloymentgenerating,
increasingexport income, and contribution of GDP and incon&ridbution of
SMEs. In other words, generally, in Sri Lanka, ctmitions of small and medium
enterprises to the development of education, heatith infrastructural facilities
which are inevitable factors in boosting social awbnomic development are
questionable and should be explored. There is armapipirical evidence that
countries with a high share of small industrial eeptises have succeeded in
making the income distribution more equitable. Thisurn is a key contribution to
ensuring long-term social stability by reducingdistributional pressure and by
reducing economic disparities between urban aral aweas.

The employment generating of SMEs and their lingkdown the benefit to
employees and society is questionable. The sigmfipercentages of large and
medium enterprises in Sri Lanka have been locatadban area where poverty is
very low and the dynamic sectors are concentrate nT herefore, still rural and
estate people of Sri Lanka undergo very low leweind standard. Thus, in
alleviating poverty in Sri Lanka, government haayeld crucial role in terms of
free education and health, developing infrastratdacilities in rural areas,
distributing income, providing job opportunities government sector, inducing
private sector participation in the economic grgwithplementing special poverty
and social welfare programme for reduction of ptweso far. Not only that,
government has been offering many facilities, fagdifor the growth and
development of the SMEs. Thus, in fact, governmel& in various dimensions in
poverty eradication should be analyzed while anatyzhe role of SMEs in Sri
Lankan context.

In the Sri Lankan context, the SME’s contributdmave to be explored on the
basis of their contribution to economic growth, émgyment generating,
contribution to export income, trickling down therfits to employees working in
SMEs and provision of goods and services to the pod their direct contribution
to national poverty reduction. The observable fa¢hat in Sri Lanka, a researcher
has to concentrate to the variables such as econgnowth, unemployment,
inequality (trickling down the benefits to weak&cson of society) inflation and
social and economic infrastructural facilities apcbductivity of SMEs while
analyzing the role of SMEs in changipgverty statusGenerally, in the world
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economygovernments or policy makers have concentratedasteady and stable
GDP growth and employment generating and at the $ame they should confirm
on trickling down of growth’s benefits towards pgmople because trickling down
the growth’s benefits toward poor people will degty bring significant
improvement in their social as well as economicdaibons (Vijayakumar, 2010).
As a strategic thinking, SMEs are promoted to babgut high economic growth,
employment generating, export income and incomeriloigion and thereby
reducing poverty ridden conditions of the poor.asesult of the thirty years long
civil war, Sri Lanka was unable to realize full eotial in the SME sector despite
there is the endowment in human capital and natasalurcesThe observable fact
is that economic growth and employment generatiagparticipation of SMEs,
poverty reduction, and income inequality and gowent economic policy are
interrelated. We have to identify and analyhe extent to which SMEs have
played the important role in changing the povetéus in Sri Lanka and the extent
to which government play a role in reducing povatstus. It is generally said that
economic development and poverty reduction canmotabhieved without the
contribution of private companies like SMEs and LEB$ the same time, it is
acceptable fact that the effective and visionaryegoment is equally essential to
boost sustainable economic growth and reduce s@oxerty conditions. In other
words, for the poverty reduction to be achievedmibmations of SMEs and
effective visionary government are necessary andvitable. Sri Lankan
government has played crucial role in the well g@hpeople in the country. Thus,
both role of government and contributions of SMEss scrutinized in this study of
SMEs and changing poverty status in Sri Lanka.

1.2 Objectives of the study

» To analyze role of SMEs for the national economy aoeepty alleviation in
Sri Lanka.

* To find out the promotions made by Sri Lankan gawsgnt for the growth
and improvement of SMEs.

* To examine the living standard of employees workm§MEs.

* To identify the factors affecting productivity oMESs.

* To examine the associations among SMEs, economowtlyy social
infrastructure, inflation unemployment, and incoimequality with poverty.
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» Toanalyze the role of government in alleviating poyar Sri Lanka.
* To suggest new recommendation to alleviate powartgng the poor.

1.3 Research questions

 What is the role of small and medium enterprisethernational economy
and poverty reduction? In other words, have SMEstritmted to the
national economy and poverty alleviation?

 Have SMEs played the significant role in the inseeaf living standards of
employees?

* What factors have affected the productivity of SMESs

» |Is there any relationship between economic growtbyerty, income
inequality, unemployment, social infrastructurd]ation and SMEs in Sri
Lanka?

* What is the role of government in eradicating povar Sri Lanka?

1.4 Chapter outline

The background of the study, research questmngctives and chapter outline
are articulated in chapter one. The overview ofLankan economy, North —East
of Sri Lanka, definition of poverty, poverty measonent, definition of small and
medium enterprises, promotion activities for SMEBsd structural changes are
elucidated in chapter two. Chapter three is fodusae literature review. A
comprehensive conceptual framework is presentechapter four. Chapter five
presents a detailed discussion on research methgpdalf the study. The data
analysis and hypotheses testing are carried outhapter six. Chapter seven
provides the study’'s contribution to science andcfice. The chapter eight
elaborates the conclusion, recommendations, lirariat of study and future
direction for research.
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2 POVERTY, GROWTH AND ENTERPRISES (INDUSTRIES)

2.1 Overview of Sri Lankan economy

Sri Lanka is an island found in the South Eastnafia surrounded by Indian
Ocean with total land area of 65610 square kilorsefghis is country that abounds
in natural resources and fascinating natural sgemerother words, Sri Lanka has
multifarious and multitudinous resource endowmehictv can make use of growth
and development of the country. The total poputati@s 21.2 million in 2011. In
2010, GDP per head was US $ 2428. The GDP growsh3n&#6 in 2009 and 8.2%
in 2011. Average annual growth rate between 191877 was 2.9% and 4.5%
between 2001 and 2010. Sri Lanka has achieved leight of human and social
indicators which is the same or exceeds the deedlgpuntries. Even though most
of the social indicators are in satisfactory levetonomic indicators are very
unstable and poor trend in nature. Moreover, econaevelopment has lagged
consistently behind social development (Vijayakun010).The country ranks
high on the Physical Quality of Life Index (PQLIhchthe Human Development
Index (HDI). For instance, the HDI was 0.53 in 1@8@ 0.69 in 2011. In terms of
the PQLI, Sri Lanka is one of the highest in ASie country has had an infant
mortality rate of 9.7% in 2011 and annual populatgrowth was 0.9 in 2011.
Moreover, literacy rate was 91.9% in 2010 and tlaintry had high life
expectancy of 75.7 in 2011. Military expenditure @ri Lanka as percentage of
GDP was 4.2%, 3.2%, 2.6% and 3% in 1998, 2003 20@b 2010 respectively
which was high percentage as compared to educatmah health and other
productive expenditures. The richest 20% peopleived 49.9% of income in
1996/97, 52.8% in 2002 and 54.1% in 2010, whilerpsio40%people received
15.3% income in 1996/97, 13.9% in 2002 and 13.3%0ih0. Thus; wide range of
income inequality deteriorates the whole economyeas the life of the poorest.
In terms of production, Sri Lanka is primarily agrigultural country. The main
crop is tea, rubber, coconut, and spices which iamportant commercial
agricultural crops. The contribution of the agrtaué sector to GDP was 11.2 % in
2011 although 24.6% R and D expenditure are sperdagoiculture research and
development. The contribution of industrial andvess sector is 29.3% and 59.5%
in 2011 respectively. However, over the past fewargethe manufacturing
industries have grown significantly. Textiles, wagrapparel and leather products
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are the major industrial products (Central BankSof Lanka, 2004, 2009). The
service sector which includes transport, tourisomm@unication, trade, financial
services, public administration, defense and atkerices, contributed 59.5 percent
of the growth in GDP in 2011. Having liberalizdteteconomy of Sri Lanka in
1977, industrial sector overwhelmingly has becomapartant in terms of
production, employment generation and value adat daversity of production
and export.

2.2 North and East

Northern and Eastern provinces which consistgiftalistricts were most conflict
affected area and consist of 18640 square kilometethe total area of Sri Lanka.
The total acreage of Jaffna is 1020 square kilorag®02322 Hec) and Eastern
province has 9361 square kilometers of land aregatise of three decade civil
war in the North — East of Sri Lanka, whole emoy has been affected in
general and Northern and Eastern Provinces in codati Significant size of
resources during the last three decades divertednternal conflict and war and
thereby inflation, unemployment, high public det¢yvere budget deficit are still
severe problem in Sri Lanka. Further, the countigswnable to use its full
potential of domestic resources and SMEs for theeldpment of the country and
at the same time the government was unable to geoama develop SMEs because
of allocation of massive amount of money for thdéedse during the period of
internal civil war. Particularly, growth and devpfoent of SMEs were in the dark
in North and East over the period of civil war. Agnatter of fact, Government
neglected and postponed the development of Norsh-Baring the war period
(1983-2009) while North —East was tremendously cifé by the war. In other
words, much agricultural land came under militaontcol. The vast amount of
human resources, assets, buildings and housesdest®yed by war. Particularly,
many of medium industries were fully destroyed iarthern and Eastern regions
during the internal war period.

2.3 Definition of poverty

Poverty is multidimensional and rural phenomemo&ri Lanka because rural and
estate people have been affected by chronic povertyerms of material
deprivation, human deprivation, social and cultudgprivation and political
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deprivation over the many decades. In spite of gg\se having decreased
gradually, it is the general fact that poverty generally, viewed as a rural
phenomenon in Sri Lanka (Gunewardene, 2000; Kelag&@01).Poverty is a
crucial issue and a biggest challenge for all dgyMal countries in which these
countries concentrate their high attention (WorlshB 2001). Large numbers of
poverty alleviation programmes have been implentebtesuccessive Sri Lankan
governments since independence to eradicate tlegityeof poverty. Vijayakumar
and Brezinova (2012) clearly mentioned thais real picture that vast numbers of
people in rural and estate sectors are yet belowepy’. The lack and poor of
material deprivation and human and social depowatiave been considered in the
poverty appraisal because poverty is a multi-dineerad phenomenon (Dilani,
2004, Semasinghe, 2009 #&). spite of poverty’s having viewed principallg a
problem of lack of income to fulfill their minimurbasis needs in past , but
meaning of poverty now has been enlarged to encssnpmterial and human
deprivation, powerlessness, vulnerability, and a&oand ethnic conflicts. The
economic deprivation, personal and physical depawa social and cultural
deprivation, and political deprivation should bensdered in examining the
poverty and its severity. Thus, in solving the ptywand related issues, economic,
social, cultural and political dimensions must bensidered in general
(Vijayakumar, Brezinova, 2012). Dileni (2004) inadysis of poverty of Sri Lanka
has articulated that poverty is fundamentally atiimhensional as well as rural
phenomenon.

Generally, every individual of a country shoulav minimum survival, security
and self respect. People of most of the developimgntries are grappling with
aforesaid aspects because of lack of income, ingg@nd lack of self respect. In
other words, in addition to lack of income and &ssgeople in day to day life are
now grappling to get dignity and political freedoiine ethnic violation aggravates
economic growth, poverty and severity of povertius, poverty pyramid which
was developed based on the Baulch concept (1996licily articulates the
multidimensional poverty and its attributes. Instlpyramid, ethnic conflict and
violation is one of the key factors for the poodamstable growth and thereby
increasing unemployment, poverty and depth of pggvdarhe ethnic conflict and
violation is a root cause for unstable economicnging high budget deficit, public
debt and social and political instability in Srirka and thereby poverty.
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Income + Public Goods

Income + Public Goods + assets

Income + Public Goods + assets + dignity + powerless

Income+ Public Goods +assets+ dignity + powerless & voiceless + violence against ethnic groups

Figure 2.1: Multidimensionality of Poverty Pymal
Source: Author developed based on Baulch (1996)

Despite the poverty is usually defined as lacknobme or inadequate income to
purchase basic needs, it is, in fact, multidimemsicand multifaceted concept. It
means that poverty cannot be defined based onlgamme of the individual. The
lack of income and assets, malnutrition, illiterasgvere infant mortality rate, large
family size, unemployment ,inflation, low produdtyy lack of access to public and
social goods, lack of political freedom, violencgamst one ethnic group are
associated with poverty and poverty is associateth whese factors. The
multidimensionality of poverty has been clearly adliated in the triangular
pyramid (see figure 2.1). As such, despite persamadme is core variable in
determining absolute of poverty, it has been adig@diy most of the other factors.
The first line of pyramid shows personal incomééothe main cause for poverty.
The second line in pyramid indicates the fact taanomic survival would be
satisfied by personal income and public goods.drhire includes income, public
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goods and assets. Increasing the dignity and qallifreedom and voice would
make sure the self respect of individuals and wardure the good standard of
living; lack of which aggravates the self respewtl deads to power and voice-
lessness. In last line of pyramid, violation aghiethnic group has additionally
been shown because this is one of the causes V¥ertgand would deteriorate the
existing poverty. Sri Lanka has had thirty year&ingt violation and war
experience.

It is generally accepted notion that the pooitjgal voice and ethnic violation is
one of the causes for poverty. Thus, economistssandlists emphasized the fact
that people of the country should be aware of thesgnt political trend and
knowledge. Because politicians decide the econguoities that positively or
negatively affect the people of a particular countrhus, Vijayakumar and
Brezinova (2012) mentioned thag¢state people in Sri Lanka are not aware of
politics and economics. Thus, people of the estattor are highly ignored by
politicians in Sri Lanka Samaraweera (2009) mentioned that people @fteest
sector have higher average household size compater sectors and this is also
considered a cause for poor living conditions witbtommunity. Nimal and Palitha
(2006) in their study of challenges of poverty andquality have indicated that
poverty and inequality are associated with diffedd@nds of social, economic and
political ground at village as well as regionaldéin Sri Lanka. Poverty could be
viewed into two broad categories of definition ipsalute and relative terms. The
absolute poverty is lack of adequate resourcedtairo and to satisfy basic needs
such as food, clothes and shelter. Therefore, rréion, lack and poor health,
poor and lack of quality of education, low life egbancy, low income, poor
housing conditions, unemployment and under-employraee principal characters
of absolute poverty. Nevertheless, relative povegted for many of researchers
highly views and compares the living condition adciety and neighbors.
Accordingly, prevailing living standard or livingondition of person or family is
compared with living standard of society. Incomequality could be viewed by
relative poverty. The coefficient of Gini is a owré the important indicator to
measure the extent of income inequality. Whab ibd noted the fact that the rate
of average income growth, growth of employment d ahanges in the level of
inequality would be main determining factor of pdye The majority of studies
seems to suggest that high initial inequality isvifal for overall economic growth,
and thus for poverty reduction (World Bank, 200he@ and Ravallion, 2001).
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Therefore, what is understood from the fact is #raployment generating, growth
of industrial and infrastructural development; payereduction and income
inequality are interrelated to each oth&ven though rural and estate people
provide high contributions to the economic growth Syi Lanka in terms of
production and export earnings, they are still tmallly as well as physically
deprived in Sri Lanka. Access to market and roaditi@s in estate and rural sector
lagged far behind the urban sector. The social aoonomic infrastructural
facilities like roads, access to market, electicieducation, and health are
precondition for economic growth, employment getiegaand poverty reduction.
Opportunities for getting employment from industnyedium and large industries)
are very difficult for rural and estate people m [Sanka. Conversely, they mainly
depend on agriculture for employment opportunitiésverty of rural and estate
sectors in Sri Lanka are associated with poor stiftgture (Dileni, 2004; De Silva,
2009).

2.4 Vicious circle of poverty

|
_

]

Figure 2\Acious circle of poverty
Source: AtiEpfrom Silva, 2007
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The poverty in poor countries is transmitted frame generation to another
generation because of the fact; a country is p@wabse it is poor. Similarly,

family is poor because it is poor in these coustriddany economists have put
forward the causes for vicious circle of povertyiethare low income, low savings,
low investment and low productivity. Poor familiedl into poverty trap for at least
three generations due to lack of resources ancamathability of resource which is

known as poverty cycle. It is difficult for them pall them self from abject poverty
trap if family or country fall into poverty trap .h€ functional form of vicious circle

of poverty has been drawn in figure 2.2. The pamsntries where they already
suffer by lack of income have to spend their incdime current expenses. The
spending more on current expenses than capitalnegpeis bad sign for the
economic development. Thus, their saving is verw lahich preclude the

investment opportunity for the growth and developtmé other words, human as
well as physical capital which is crucial factor fthe development has been
precluded by lack of fresh investment on them. énegal, productivity is highly

associated with high and effective investment. éghslow investment due to low
saving leads to low productivity. As a result, #thevould be low production and
low income which leads to low consumption.

There are several grounds for vicious circle @fguty or transmission of poverty
from one generation to another generation. Powetgh is curse for all is a cause
as well as effect of low and inadequate level opiteh formation which is
precondition for increase of productivity. Low amédequate capital formation is
due to low saving, lack of motivation for increagisaving attitude, investment on
unproductive activities (gold and land) small andhited market, political
instability and less risk taking people. The fore@apital formation, in addition to
local investment, could significantly assist to goverty ridden countries break out
of poverty trap. The experiences of Taiwan, Malaysnd Hong Kong are good
experience in poverty alleviation via encouragiagtforeign capital. Government
should take active remedies for removing theseidrarand encourage people to
save more and invest on productive activities. itieal and social stability is
necessary for economic development and it is inambrto escape from vicious
circle of poverty. One of the main root causes gdoverty in many developing
countries is social and political instability orcsa tension. The threat and political
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upheaval would discourage foreign investors to shwe domestic market. Foreign
capital could not be encouraged unless there mufable political climate without
and threat and political upheaval. It is the reult fthat because of political threat
and upheaval country would fall into vicious cirdépoverty in accordance with
the experience of Somalia, Rwanda, Ethiopia andesbatin American countries.
The figure 2.3 clearly shows the association amtheg political instability and
investment and poverty trap

Wishy- Political No Poor and Unemploy Poverty
washy, upheaval encourageme inadequate ment, youth
ethnic bias, _\; and JAant for _— 7, growth _ unrest and
non- /' threat domestic and "/ social 4
visionary foreign conflict
politicians investment

and

\Ml—./

Figure 2.3: Piol instability and poverty
Source: Author

In accordance with this figure 2.3, what is tonlaéed that fresh and new local and
foreign investment are scared by political threwat eastability. Consequently, there
IS poor economic growth and thereby people arep@dby poverty. In author’s
point of view, politics determine the economy befa@conomy determines the
politics. Agricultural backwardness further leatls farmers into vicious circle of
poverty. Even though there are very high techne®and instruments that are
employed in agriculture in the modernized worldpgander-developing countries
still continue their agricultural production withser of primitive production
techniques and traditional instruments. Severablprmos such as unfavorable
climate, lack and quality of seeds, lack of irrigat lack of fertilizers, lack and
improper marketing are being confronted by poomfars which lead them into
vicious circle of poverty.

Poor and backward of human resource is anothsueisconfronting by
underdeveloped countries. Very strong human capstatssential for boosting
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economic growth and thereby decreasing poverty.tbthe rural people are still
being affected by lack of health and educationlifees. Baker (1997) in his
analysis of Caribbean countries has put forwardfdlbethat the causes of poverty
in the Caribbean countries linked to several compieterrelated factors such as
low investment, low productivity, unstable econongoowth, macroeconomic
instability, low wage and declining the qualitysafcial services. Thus, solution for
poverty issues for all developing countries is $oape from these complex issues
using appropriate policy measures and active impfgation process.

Even though Sri Lanka has favourable social gugdics such as education and
health, overall economic development is not a feattisry level. Although poverty
has shown decreasing trend in terms of nationaknby line, around 30% of
people in Sri Lanka are still poor in terms of @Re chapter six for details).
Singapore Prime Minister Lee Quean made a state@®50s) that I want to
build up my Singapore like Sri Lanka which was adetdor development”In
1977, Sri Lankan president stated the statermeatt‘l will build up Sri Lanka like
Singapore which was a model for developmeftiirty years war and consequent
political instability is one of the main causes facking economic growth and
poverty in Sri Lanka. The resources have been wigdor war and allied activities
for last three decades. The economic infrastruaitifdorth-East collapsed because
of the ethnic war which adversely affected the potigity of every sector such as
agriculture, SMEs, trade and allied services (Szaméhan, 2007). World Bank
(2009) indicated that small and medium enterpraas agriculture will grow up
gradually along with resettlement of refugees imfoct affected areas. Having
ended war in Sri Lanka in 2009 May, political instidéy continues because
government has not yet given solution for ethnmbpem. Political instability, low
saving, low investment along with high public debinterrelated to each other.

Table 2.1: Saving, investment and public debt (%GD}p

items 2003| 2004 20052006/ 2007 |2008| 2009| 2010| 2011

Investment 22 25.3] 26.8 25| 28 21.6 244 276 265

Domestic saving 16 164 179 17 176 189 179 1934

National saving 215 22 23.8 22(3 233 17.8 2B8.7.4232

FDI ($Mn) 171 | 217 | 234 451 548 691 384 435 89P6
External debt 46.4| 47.1 3912 4214 43.2 38.8 44.1.4422.6
Public debt 102.5102.5/91.1 | 87.9] 85 814 86.2 81)9 785

Source: Department of census and statistics, Gdddrgk of Sri Lanka
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In accordance with the table 2.1, the percentdgevestment varied from 22% to
27.6% between 2003 and 2011 which is not adequateducing the economic
growth. The domestic saving was 16% in 2003 an8%7n 2009 and 15.4% in
2011. The national saving was 21.5% in 2003 and@%23n 2009 and 22% in 2011.
The domestic and national saving of India was 3%4and 31.9% in 2009
respectively. The domestic and national savinging&ore was 48.3% and 45%
in 2005 and 2009 respectively. It is 36.1% and &Lf8r Malaysia respectively.
The observable fact is that domestic and naticmahg is very low in Sri Lanka as
compared to South East Asian countries which hagk and stable growth and
significant decrease of poverty. At the same tiexd¢ernal and public debt is very
high as a percentage of GDP which is a huge impsdinfor economic
development. The public debt was 102.5% in 20039%7in 2006 and 86.2% In
2009 and 78.5% in 2011. The external debt was 43%verage between 2003 and
2011. The political instability due to ethnic cocatflmakes the country to have high
public debt and low level investment. Governmen$ofLanka could induce more
foreign investment and decrease the public debt briaging about political
stability and creating favourable macroeconomimate. Resultantly, the country
could reach stable and high economic growth andfgignt poverty reduction.

2.5 Demographic factors for poverty

In General, virtually all developing countries atbaracterized by the high
population and high dependency ratio which is dngn® main causes for poverty,
hunger and unemployment. Developed countries sachAnaerica, Europe, Japan
and Australia are characterized by high and staddenomic growth and
employment with favourable demographic factors dneleby people enjoy fruitful
of economic growth and development. As a mattdact, due to having low level
population and population growth rate, developedintees had low level
dependency ratio while developing countries hastigld dependency ratio due to
the vast population and high population growth .rdteerefore, many economists
and socialists put forwarded their emphasis onctivdrol of population growth in
the wake of 1950s and thereby decreasing the depepdatio. The economic
growth and development are highly influenced bydbemographic factors such as
fertility, mortality, infant mortality, householdzg, disable child, old age people,
child labor and family set up of which large famdize and dependency ratio and
consequent malnutrition are crucial issues in nadstieveloping countries. The
demographic factors are causes and effects of fyoyAdvorka and Specler,
1996). Indeed, age dependency ratio is high wheneerdy of poverty and
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unemployment is high. The effective family planniagd reproductive health
programmes can enhance women’s human capital addigtivity and the gains in
productivity due to a program-induced decrease ertility and slowing of
population growth appear to promote developmenthylg, 2009). In brief,
poverty, population and dependency ratio have nefgionship with each other.

Figure 2.4: Demographic factors and poverty
Source: Author developaded on concept of Renata Sera, 2005

As an increase in family size (increase in pojpotd leads to poverty or poverty
trap where family are already below or just abowegpty line. On the other hand,
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the increase in poverty may lead to rise in farsize or dependency ratio. Birdsall
and Sinding (2001) argue thdtere is little debate that poverty and large fayni
size go hand in harid Similarly, Lipton (1983) indicates the fact th&lmost
every study, at whatever level of disaggregation,efther a particular group or
for a total population, shows the incidence of poveand mean household size
increasing togethér Large families should share their limited incomed an
resources among the children and thereby per capitenditure per children
would be very low which is inadequate to fulfilleih minimum calories per day.
Moreover, access to public facilities, mother'sdcand affection for children are
also scarcely distributed among the children ehengh most of mothers are daily
wage earners. Eventually, all of which are critit@ child development. In this
context, child labor is encouraged by parents tatives to share the hardship of
family which leads to social issue. The childrenpioor families are source of
additional income maker or helper for their pareRsorest parents do not like to
send their children to school due to direct costbobks uniform and other
materials; all of which should be borne by familjne children in poorer families
always remain as an object of their parents’ wisdres family needs in many poor
societies. Poorer and uneducated parents demahdeddrk for their children
from neighbors and relatives who are of good ecoo@asition and employer.

The figure 2.4 indicates that there are seveeahajraphic factors which affect
household poverty as elucidated above. Akarro (ROl indicated thattte
household poverty was the factor which forced childo engage in the economic
activities. The child labor is reflection of powerand therefore tackling poverty
will have positive impact on child labor'The government can take remedial
measures to resolve the issues related to demogph poverty. For instance,
education and health policy, family planning wostdve the problem of high birth
and infant mortality, dependency ratio, etc. CHdtour could be decreased via
generating effective labour laws and regulation. the case of Sri Lanka,
demographic factors are favourable for economic elibgment because
government has paid more attention on health, educand family planning. As a
result, literacy rate, school enrollment rate, hoirate, infant mortality rate,
population growth rate and life expectancy are ligitogressive and around on
par with some developed countries. As indicatedfigure 2.4, Sri Lankan
government has been investing colossal amount ofesndor education like free
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education, free uniform, free books, midday meagrdaal programme and health
like free health, free nutrition for pregnant mathelrhriphosa food and free iron
tablets (see chapter 6 for all statistics).

2.6 Poverty measurement

The following measures of poverty can be gengrathployed to find out the

extent of poverty which are as follows.

1.

Head Count Index (HCI): What is actually implied HZI is the proportion of
population for whom consumption is less than pgvine which is referred to
as incidence of poverty. Although HCI is easy taenstand and calculate, it
considers that all destitute have the same livingd@ion. And it ignores
differences in well-being between different poouseholds.

Poverty Gap Index (PG): PG is defined as averagetrast between
expenditure of destitute and the poverty line. Tdet that it is the ratio of PG
to the poverty line is known as poverty gap ind€ke differences in the
severity of poverty amongst the poor are not carsd in the poverty gap and
poverty gap index and it ignores inequality amadmg destitute. The depth of
poverty can be measured by this indicator.

The squared poverty gap index (SPGI). Unlike thevious two measures,
SPGI throws and insight in to the severity of ptywexmong the poor. The
squared poverty gap index takes inequality amoagptor into account. Index
would go down if the income is transferred froma®mipto an even poorer and
would go up if income is transferred from a vertitate to a less destitute.
The severity of poverty can be measured by SPGI.

Gini: The income inequality can be measured by @Goefficient which has
value between zeros to one. If Gini coefficienzeso, there is no income
inequality; if one, there is high absolute incomequality.

2.7 Definitions of small and medium enterprises in SrLanka

It is the general notion that the SMEs are theiren@f economic growth and

employment generating and catalysts for socio-emondransformation of any

country because they plays crucial role in the kbgreent of various aspects in a
country and thereby reducing poverty. SMEs reptteaeveritable vehicle for the

achievement of national economic objectives of @ymplent generating and
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poverty reduction at low investment cost as well the development of
entrepreneurial capabilities including indigenoashihology. Thusmany policy
makers and economists emphasize a key role of SiHES00Sting economic
growth and reducing poverty status. Generally, gaaied above, SMEs can play
crucial role in an economy in the following way lioost economy and to reduce
poverty.

» Generating employment opportunities.

» Contributing to economic growth (output).

* Increasing value addition.

* Improving living standard of their workers.

» Contributing directly to national poverty reduction

* Improving income distribution.

» Contributing to export income.

» Offering variety of products and services to poor.

It is the general believe that each of these itgphas multiplier effects on social
as well as economic development of the countrytiéumore, developing in the
main quantitative criteria, Staley & Morse (1965¢mtion that there is variety of
administrative and statistical definitions of SM&dopted in different countries.
Whatever the quantitative criteria used, SMEs avaesitlered to show certain
qualitative characteristics making them distincinir large-scale enterprises. The
SMEs may have the following characteristics: rekyi small specialization in
management, close personal contacts, handicap®tainmg capital and credit
(Staley & Morse, 1965). It is the fact that there eonsiderable differences among
the SMEs and LEs which are outlay, product typé&epa of technology, system of
organization and management.

There is no single definition with regard to shaald medium enterprises across
the world. Different countries use different scaleparameters to define SMEs.
The definition of SMEs differs not only from couptto country but also within
countries, different regions and different instdns. Some organizations or
countries adopt the criteria of number of persompleyed while others adopt a
criteria based on the value of fixed assets or anoficapital invested. Sri Lanka
also does not have unique criteria or unique defmifor the definitions of SMEs.
For SMEs to be defined, Industrial Development Boadopts the criteria of the
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size of capital and the number of employees. Aaogig, the Industrial
Development Board has defined a small industrynasstablishment whose capital
investment in plant and machinery does not excesdl Rnillion and number of
employees does not exceed 50 persons (Central b&rBri Lanka, 1998).
According to the department of small industriesalgsshments which have less
than 5 million capital investment with fewer tha &nployees is known as SMEs
(Ponnamperuma, 2000). According to the export agraent board, SMEs are
defined as those enterprises with a capital investraxcluding land and buildings
of less than 8 million or with annual export tureowvof less than 50 million
(Hewaliyanage, 2001). World Bank (1997) defined 8MEs as establishments
which have 1- 49 workers as small and establisheneritich have 50 — 99 as
medium enterprises. The criteria for SMEs baseduwnber of persons employed
are reasonable because they distinguish betweenpases regardless the line of
business, and the amount of capital investment tegsevised frequently due to
inflation (Ponnamperuma 20P0Department of census and statistics defines the
small and medium enterprises based on employeekingorin a place.
Accordingly, firms employing less than 25 persons grouped under small and
those employing over 25 persons are called as kegke. In accordance with the
above said definitions, it is the fact that theseno a unique criteria or a unique
definition for small and medium enterprises in ISanka like in other countries. In
other words, there is no a universally acceptednidieih of SMEs. Apart from
different criteria, various types of definition veeadopted by different official
agencies for administrative and statistical purpogeakshman; Vidanagam;
Kaluarachi & Wettasinghe, 1991). Thus, there isun@ue or single definition in
regard to small and medium enterprises in Sri LanKaerefore, Author has
developed own definition in regard to small and medenterprises to facilitate the
study. In consonance with author in this studyséhenterprises having less than or
equal to 99 employees is defined as small and medind those enterprises
employing more than or equal to 100 employees aknetl as large scale
enterprises. The definitions employed by severstitutions in regard to small and
medium enterprises in Sri Lanka are summarizedbfet2.2.
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Table 2.2: Different definitions of Small enterprie in Sri Lanka

Institutions Definitions of small enterprises Ddion of medium enterprises
Industrial developmentFixed assets excluding land, buildings arBetween Rs 4 to Rs10 million
board (IDB) permanent working capital not exceeding
Rs.4 million Less than 50 employees
Number of employees less than 50
Department of small Capital investment of less than Rs| Between Rs 5 to 25 million

industries (DSI)

million
Number of employee less than 50

Between 50 t0100 employees

World Bank (WB)

Number of employee betweenl- 49.

twigen 50 to 99 employees

Department of census af
statistics (DCS)

ndNumber of employees less than 25(y
2000)
Less than10 ( year 2003/04)

eltore than 25 (year 2000)
More than 10 (year 2003/04)

Ministry of Youth Affaires
(MYA)

Fixed assets not exceeding Rs. 5 milli
Employment not more than 3 persa
excluding Proprietor.

on.
ns

Ceylon National Chamber

Value assets other than land and buildir

@etween Rs 4 to 20 million

of Industry less than Rs 4 million

Number of employees less than 10 Between 10 to 50
Ministry  of  industry| Value of fixed assets other than land andUp to 16 million
tourism and investmentbuilding less than Rs16 million
promotion
Sri Lanka Export Capital investment excluding lands and| More than Rs 40 million

Development Board

building less than Rs 20 million
Annual export turn over less than Rs 10
million

OMore than 100 million

Source: SMED, 1999,

Silva, 2007, Dissanayake, 2009.
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Small industries in rural areas are the most mamb source of employment and
production of food and therefore Sri Lankan villedgdivelihood (Gamage, 2003).
Cottage and small scale industries play an importate in the economic
development through creation of employment oppaties) the mobilizations of
domestic savings, poverty alleviation, income disifion, regional development,
training of workers and entrepreneurs (Central bahksri Lanka, 1998). This
report should further be explored because pressntenof economy is not as said
by central bank report of Sri Lanka. It is the fdwt the contribution of SMEs on
economy is not considerable in past 20 years (Gap@03). Particularly the role
of SMEs in boosting economic growth and reducingepty of Sri Lanka is to be
analyzed with giving great attention for determitsanf poverty. Even though
small and medium enterprises have significantlytrdouted to the employment
generation, bringing about income distribution @odsting GDP in the developing
and developed countries in the region, it is thet flaat SMES’ role on a economic
growth and poverty reduction of Sri Lankan economsyto be deeply analyzed
because study about economic growth, inequalitypawverty reduction linked with
SMEs in Sri Lanka is not available.

2.8 Policies and Promotions for Development of f0oBMEs

Justification for importance of SMEs

On account of various benefits such as generatasj employment, boosting
economic growth, using local raw materials, enhagcexport income which
belong to small and medium industries, many ecostsmand international
organizations principally acknowledge their divigrsn various activities. Thus,
what is to be noted is that small enterprises ssaraed the paramount important in
the national and social economic policy issuesllirc@untries in general and in
developing countries in particular. Government anternational and local
organizations have confident hope that small ensap will contribute
immeasurably to the eradication of poverty of tlo®nest of poor (World Bank
2001). There is large number of variables engendelower progress of small
industries in comparison with large and medium stdas which lead to low wage
equilibrium (Amaratunge, 2003). Small industrieg amable to generate more
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employment opportunities for surplus labor forceaotountry. It is the general
believe that small firms are more labor intensigeneell as low level technology.
Low productivity and low value added due to low heclogy is obvious
characteristics in small enterprises of most ofeltgyng countries. This is not
different in the case of Sri Lanka. While considgrideveloping countries,
unemployment is a crucial as well as persistenieisghich tends to aggravate the
poverty. In this context, small and medium indestrcan play preponderant role in
alleviating poverty and rising living standard am@oyees who work in this
sectors because small industries in particularstamn anywhere and by any person
due to its characteristics of low cost technoldgw, capital cost, little management
and control of financial knowledge. In countrideeliSri Lanka, the crucial problem
Is to create more employment than improving teabgyl(Amaratunge, 2003). As
far as third world countries such as Asia and Afiace concerned, the pivotal issue
confronting them is to generate more and more eynmmt opportunities rather
than technology as it is undisguised fact that pg\aleviation can be successfully
achieved only by generating of more and more enmmpéyt. This does not mean
that technology is not important. But, appropriatechnology should be
acknowledged which will increase productivity ofbdaur. As such, poverty
alleviation can be achieved by generation more amde new employment
opportunities by establishment and promotion oflsara medium industries with
appropriate technology in rural areas where povsrsgvere and widespread.

In general, in Sri Lanka, small and medium entsgs do not have capacity to
absorb unemployed people living in rural areas gngployment. It is observable
that those employed in SMEs get low remuneratiod ftiimge benefits in Sri
Lanka. Briefly speaking, in most small enterprisesSri Lanka, there is no
provision for fringe benefits for employees. Asesult, living standard of those
employed in Small industries is very low and thegily fall into the abyss of
abject poverty. The justification for importance 8MEs could be listed out as
follows.

e SMEs can make immeasurable socio economic beneftts very low
investment. Anyone can start it anywhere.

« Small enterprises can play crucial as well as dyoarmole in boosting
economic growth and alleviating poverty via genagat productive
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employment because of comparing their capacity b$oeing more
employees.

 Small enterprises can easily be started withowvidr small knowledge of
management, finance controlling as well as commadetstanding of
society.

* Small enterprises have potential capacity to deerghe regional disparity
because they are more conducive for rural area mdtdest infrastructural
facilities in initial level.

» Export oriented small enterprises employing lo@al materials can make
preponderant role in both foreign earnings as waglforeign saving which
would ultimately decrease the deficit of trade hatand budget deficit.

* Multiple effect of afore said aspects leads thentiguto the good position in
social as well as economic condition.

» Large industries can be benefited by small and umdndustries via sub-
contracting and easing the linkage between formdliaformal sector.

Policies and stage of growth

During the British colonial period to 1965, ma$tthe small industries were agro
based as well as labor intensive. In the colonil #hey put emphasis on plantation
sectors such as tea rubber and coconut which hagparative advantage and in
which colonial government underwent massive exmpaocome from its export.
Having received the political freedom, Sri Lankaavgrnment enjoyed more
benefits of plantation as before colonial perioderefore, government did not have
great emphasis on industrial policy, particulargvelopment of SMEs. Till late
1950s, Sri Lankan government (UNP) did not confritve trade and balance of
payment deficit because of vast export income du€orean War (1950-1952) and
tea boom (1954-1955) ( Lakshman, et al., 1991).sTmdustries probably had
been neglected during this period. But, World Baighly emphasized the fact that
small industries in Sri Lanka should be encouraged disseminated via state
sponsorship instead of large industries so asdel@a@te economic development of
Sri Lanka (World Bank 1953). Having recommendedWgrld Bank, six-year
investment Plan (1954/55 - 1959/60) was implemehtethe governing body so as
to promote these industries. What is worthy of nstéhat establishment of People
Bank and nationalization of Bank of Ceylon in 1981 crucial stone in the
development of small and medium industries. PespleEink provided financial
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assistance to small and medium industries as wetivardraft where as Bank of
Ceylon offered credit and other financial assistami@a its branches and Agrarian
service centers (Lackshman, 1994). In the wake aetértbration of balance of

payments in 60s, government introduced many résing in regard to imports.

Consequently, new government owned large scalesinds that started in order to
promote domestic industrial development. In thia, anost of the large scale
industries enjoyed receiving tax holiday and rebated supports needed.
Resultantly, this policy initiatives highly ignoredhdustries using domestic

agricultural raw materials. In case of small indest the observable fact is that, on
one hand, there was caste based rural societyolledtisystem of small industries
in a country which was predominant barrier to tegedlopment of small industries.
On the other hand, as Karunatilake (1987) mentipntieel absence of specific
policies precluded the promotion and developmersinadll industries till 1965.

Even though Sri Lanka Freedom Party (SLFP) foddwigid closed economic
policy (import substitution industrial policy) beden 1956 and 1965, partial
liberalized economic policy was introduced by UN®grnment between 1966 and
1970. Government coming to power in 1965 made sattractive policies for
development of SMEs in terms of improving and emi@n managerial and
technological capabilities. Under these policieslual exchange rate system (the
official lower exchange rate and the higher noreathange rate) was introduced
by the government. SMEs rendered it possible t@inbbenefits because SMEs
were allowed to import raw materials at lower a#fleexchange rates, while large
firms had to import raw materials at higher premiarthange rates. In order to
promote small and medium enterprises that boost@u growth and alleviate
poverty, many government institutions and departsemre established with good
deal of dedication of government of Sri Lanka. Aciagly, instead of department
of rural development and cottage industries, depant of rural development and
small industries was established in 1968 by theeBuwent so as to revamp the
small and medium industries. The crucial stone isfohy of small and medium
industries is establishment of Industrial Developtrigoard in 1969 with objective
of providing usage of appropriate technology, tragn necessary information,
feasibility and planning assistance marketing fted, guidance for getting
financial assistance, etc. As to developing andnptong labour intensive small
industries in order to resolve the problem of unlyment, IDP paid good deal of
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attention in 1970, of which small scale industieesdit scheme was introduced to
extend financial credit facilities. But new goverm of SLFP introduced closed
economic policy between 1970 and 1977. During pesod state owned large
scale industries were highly promoted where as Isimdlistries were ignored by
the government. Even in this unfavorable contektSMESs, a new five year plan
(1972 - 77) was drawn with the intension of savifogeign exchange and
generating employment and spreading over smallnaedium industries to rural
areas. However, eventually this effort did not grabout any significant positive
effect on development of SMEs due to defects anaknesses of national policy
which does not encourage use of potential capatiSMEs. In brief, before 1977,
the large scale industries that belong to govertmame highly encouraged and
promoted with high protection of government. Thealepment strategies pursued
by the successive Sri Lankan government failedesolve the macroeconomic
vexed issues till 1977. In this backdrop, in 193ii,Lankan government liberalized
the economy with the help of World Bank and intéioreal monetary fund. In
other words, the Sri Lankan government introdutedftee market economy in the
confident hope that it would solve the vexed ecaroproblems. As indicated
earlier, in the wake of failure of foreign savingantion before 1976, government
made several initiatives in the industrial polidyl®77 so as to meet development
goals of the country in general and poverty all@emain particular. Accordingly,
Sri Lankan government explicitly declared the femt new industrial policy has
vital responsibility and role to develop small anddium industries so as to resolve
the macroeconomic vexed issues with the promotio&MEs. In the industrial
policy of 1977, under export led economic growthecbves, small and medium
industries have been promoted to earn foreign exgananstead to foreign saving.

In comparison to 1940 to 1976, open economiccpols apposite for the
development of SMEs. Sri Lanka has had multifariand multitudinous resource
endowment, particularly potential labor intensigehtnology and natural resources.
The government has been exerting to exploit theamidhge of potential labor
intensive to earn the foreign exchange via libeealipolicy. Under new liberalized
economic policy small and medium industries aree atal import machinery,
equipments needed and raw materials. What is warftimyention is that during the
period of 1970-76, this kind of the imports for dimadustries were highly
restricted by the government policy with the intensof foreign exchange saving.
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Even though there are some advantages in the bevalized policy, it badly has
afflicted to growth and development of the SMEs$arms of dumping without any
quantitative and qualitative control. The open eoiw policy has allowed to
import any material and goods from abroad under clwhcircumstances
commodities were imported which are low qualitywas| as very low price. What
is the effect of this is that small and medium isidies have been affected by
dumping as well as low price of foreign goods. thes words, very low price
foreign goods grabbed the consumer demand in Srkddecause of Sri Lanka’'s
having tremendous demand for low price and lowigu#dreign goods due to low
income of Sri Lankan consumers. Moreover, Asiamboes such as China, Korea
and India grabbed significant percentage of localrket share of Sri Lanka.
Consequently, small and medium enterprises areraated many problems in
smooth functioning of their firms. Atukorala (1986)entioned that SMEs are not
benefited by the free market economic policy andveosely they have been
afflicted in many cases by its direct and indinegpact. However some agro based
industries have got maturity in their business rafserong competition and
difficulties. Central Bank (1998) in its publicatieconomic progress of
independent of Sri Lankaexplicitly had indicated thatone of the policy
objectives of the liberalization was to develop ®mall sector, taking into
consideration its export potential ability by madinthem as a raw material
suppliers to the growing export oriented large scakctor with the objective to
have a viable small industrial sector through a uifitracting system especially to
promote rural area development where large-scalesestors have often
overlooked”.As stated earlier, this kind of flows and drawbabks significantly
afflicted the infant and ailing small and mediundustries. Above mentioned
notion and elaboration does not mean the factathamall and medium industries
have failed in their business once and for all unolgen liberalized economic
policy. Policy makers have frequently been takiagedial measure to overcome
the issue confronted by SMEs and push up them mpeor remedies and
encouragement. Policy makers and academics havedtamh that poor folk can
become poorest when small and medium industriesninuously going to failure
and marginalized which is bad and negative synitmofuture growth of SMEs.
Generally, small industries should be spread aveuial areas where high level of
unemployment and poverty exist. What is the obd#evdact is that vast
percentages of small industries are mostly scattedban area in comparison with
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rural in Sri Lanka (Central bank of Sri Lanka 192803). While considering of
whole industries, in 1998, around 76% of registeirgtlistries were located in
Colombo and Gampaha. Generally investors in selgcthe location for industries
would concentrate the attention and care about prgfit rather than society as
well as country’s development. Therefore, they cdetbe location where well-
structured infrastructures such as roads, eletrigiater, fort, transportation, and
marketing facilities are highly available. CentBank of Sri Lanka (2008)
mentioned as followsCountry’s industrial location or industrial divefstation
policy is a sensitive policy in directing investrigerwhich are ideal for country’s
objectives economically, socially and culturally”.

Institutional support and promotions for the devebpment of SMEs

However, recently there have been a large nuwmibiestitutions directly involved
in the promotion of the small business sector inL&nka. The large numbers of
government organizations provide a variety of &aste to small enterprises. Their
assistance vary from formulating policies, stragegiand programs such as
providing credit, training, technology, marketingoscontracting, and management.
In addition to the government organizations, thare a large number of NGOs
involved in the promotion of the small businesst@eby providing various types
of assistances. Many of them were set up afted®% reforms. Government of
Sri Lanka has taken various measures to promot8NHes which are as follows.

* Industrial Development Board (IDB): IDB was estabkd in 1969 with the
objectives of transferring technology and entrepweial skill, providing raw
materials, machinery and basic tools, facilitatithg provision of credit
facilities, encouraging, promoting and developifgdEsS in Sri Lanka. The
IDB is considered to be the chief industrial extensinstitution in the
country and was armed with regional offices andigtdal extension offices.
Under the IDB, industrial estates was set up wHatilitate function of
SMEs with given infrastructural facilities. In atidn, the IDB encourages
and promotes Samurdi recipients to start -up seffleyment ventures.

* National Design Center (NDC): The NDC upgrade tkistang products of
handicrafts, provides information and marketingining, and conducts
research and design education, and design as&dsitansmall entrepreneurs
engaged in the production of handicraft items.

44



National Craft Council (NCC): NCC was establishedhwobjectives of
organizing craftsmen through establishment of sraficieties, preserving
handicraft, improving skill of craftsmen and uplignt of social and
economic status of craftsman. Like NDC, it provid@gormation,
knowledge, financial assistance, and training aoddacts research and
seminar and workshop and design assistance fot ente¢preneurs engaged
in the production of handicraft items.

Sri Lanka Handicrafts Board (SLHB): The purposehaf SLHB is to protect
handicrafts industries. The board is helping mamkeand export promotion
of handicrafts. The SLDB has 17 retail shops and7 2Crafts
Training/Production Centers. They provide trainirggunseling services,
technology and marketing assistance. More recehdyBoard, through its
network, buys handicraft items from over 3000 ragsuppliers.

The Ministry of Youth Affairs and Sports: The mitmsof youth affairs and
sports concentrates in formulating favorable polioyrevamp the youth
development via offering skill training, law intsteloan for youth in Sri
Lanka. There are two programmes such as Small fetreurship
Development Division (SEDD) and National Youth Quecatives (NYSCO)
under this ministry. The self-employment prograesdered by the Ministry
of Youth Affairs and Sports and non-government aigaions are being
continued and consequently, SME sector in the cpame benefited in some
extent. Moreover, SEDD has been established byMimestry of Youth
Affairs and Sports in 1984 in order to foster satiployment and cottage,
micro and small enterprises via formulating ajgecstrategies and policies.
Export Development Board: So as to increase th@réxpcome of SMEs
and national contribution of SMEs, export developtmboard has been
offering various facilites for SMEs. The generalnfarmation,
entrepreneurship and management training, prodegsgd and development,
market information and marketing assistance aragopiovided by EDB in
addition to offering facilities for participatiom trade fairs.

Ceylon Institute of Scientific and Industrial Resda (CISIR): To enhance
the productivity and innovation of SMEs, technologgn play vital role.
Thus, the Ceylon Institute of Scientific and IndiztResearch (CISIR) were
set up in 1955 which has contributed to the devatm and dissemination
of appropriate technology to enhance the efficieacyl productivity of
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SMEs. It highly concentrate to following sectorgls as agro- and food
processing and preserving, wood and wood produetgher products,
chemical products, and paper and paper products.

Department of Textile Industry: The Department maassists poor women,
female heads of households, and school leavessighout the country. It
provides cash grants and other financial assistamegketing assistance,
skill training and other production related advieed training. The
Department also provides quality assurance and s#®ices to the textile
industry.

Department of Labour: The Department of labour lyigtbncentrates on
landless rural poor living in rural as well as urlaeas, through giving skill
training and other assistance related to production

Establishment of Banks: For the loan facilitiesbt facilitated there is two
important government banks such as people banlbankl of Ceylon in Sri
Lanka were established. The establishment of Pso@ank and the
nationalization of Bank of Ceylon in 1961 were lamérks in providing
institutional credit to SMEs. Bank of Ceylon braashand its sub offices at
Agrarian Services Centers provided credit facsitiender special programs
to SMEs. National development bank and Samadhi lbaakalso providing
loan facilities for development of SMEs. In addtito this, some domestic
private banks have also introduced special craditifies to these industries
with the expansion of their branch network.

National Development Bank (NDB): Even though NDBswaainly set up
by government in 1979 in order to provide projacahce to large scale
industries agriculture and commerce, small and uomadenterprises were
given same access to project finance on the samres tand conditions as
large sale entrepreneurs. In consonance with thjscbve, the small and
medium industries loan scheme was initiated in 1979

Regional Rural Development Bank (RRPB The Regional Rural
Development Bank (RRDB) was established in 1985 tonote and enhance
the production capability of micro small and medi@mterprises several
micro credit schemes were implemented by these haRRDB have had
prevent hope that micro credit will make growthhatro and small firms.

In accordance with a national strategy of develapmef SMEs, the
enterprise Promotion Bank (SME Bank) was recendiialdished by the
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government. The government of Sri Lanka has redlibe importance of
SMEs for its economy and as a result, it has takennitiative in setting up
a new licensed specialized bank called the SME Biarntke year 2005. The
purpose of establishing the SME Bank is to prontb&e micro, small and
medium enterprises via the provision of financiadl aechnical assistance on
a vigorous and sustainable basis. What is the webller fact is that
enterprises in initial stage or poor small busiassstill undergo financial
difficulties having launched several special baakd credit facilities

2.9 Structural changes and industrial components dbri Lanka

Sri Lanka is a nation bound in south Asia whichs hmultifarious and
multitudinous resource endowment. It is for goveentrto encourage and promote
the SMEs that boost economic growth and alleviagepioverty with potential use
of her resources. Resources had been channetedhmtethnic war during the
1980-2009 which is an important cause for poor amstable growth and
vulnerable people affected by war in addition toocdic poverty. Mismanagement
of public resource, adverse and improper policiag aternal war, political
instability and huge public debt were impedimentléxal and foreign investment
during that period.

Sri Lanka followed open trade and exchange ratealith little intervention on
the economy from independence to 1955. The SLFPectmpower in 1955
implemented rigid economic policy from 1956 to 196%vhich government was in
favor of import substitution industrial policy. Th&NP captured the political power
and implemented patrtially liberalized economic pplirom 1966 to 1970. The
SLFP came to power again in 1970 followed closezhemic policy and inward
oriented policy. In 1977, the UNP came to power aodnomy was liberalized. In
spite of Sri Lanka’s having followed market orieshteconomic policy till today, its
growth and development is not satisfactory. Undmaralized economy, it was the
believe that export growth would boost economiowgh because there is
relationship between export and economic growdm§R 985; Shan and Sue,1998;
Chow,1997). The export led growth concept was aiggported by the time series
analysis in regard to cross country (Ram, 1987;|®dy098; Oxley, 1993; Balassa,
1978). Even though Sri Lanka exports primarilyi@gtural products such as tea,
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rubber, coconut, etc., for their foreign income,p@x was diversified after
liberalization. For instance, industrial exportaiso importance source of foreign
income after liberalization (example: Gaments).

Table 2.3: The contribution of agriculture, industry and service sector to GDP

Year GDP(current)BnAgriculture (%) Industry (%) | Service (%)
Rs.

1950 6 46.0 17.0 37.0
1970 13 28 24 48
1980 62 28 29 43
1990 290 26 26 48
2000 1125 20 27 53
2003 1826 13.7 27.7 58.6
2004 2091 13 27.7 59.3
2005 2483 12.5 28.1 59.4
2008 4411 12.1 28.4 59.5
2009 4835 12 28.6 59.3
2010 5604 11.9 28.7 59.3
2011 6543 11.2 29.3 59.5

Source: Central Bank of Sri Lanka —various annepbrts

2.10 The contribution of agriculture

The agriculture in Sri Lanka consists of follogin main categories such as
plantation crops (tea, rubber and coconut and saga), livestock (dairy farming
and poultry production), paddy, vegetable and ofted crops which is mainly
depend upon rainfall which shows seasonal variatio@ to monsoon (Somasiri
and Nayakakorala, 1999). Small holder peasant spobaluces mainly paddy and
other field crops such as vegetables, fruits, spicenion, etc. Since the
independence, Sri Lanka dedicated to revamp theudigire by offering irrigation
facilities, subsidized fertilizers, research ingst extension services, land reforms,
etc. In other words, the huge amount of resouresdleen invested for agricultural
and irrigation development by successive governmzarhe to power from
independence. The rural agriculture which has lowdpctivity is characterized by
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small holding and subsistent level faming. The latkesources of faire priced
production inputs as well as insufficiency and iquacy of well organized

producer oriented marketing facilities further apgted this problem. For the
sustainable development to be attained, smootltanstant increase in production
and productivity of agriculture is crucial for démging countries like Sri Lanka.

Thus, Sri Lanka aims to improve the productivity mbny subsectors and to
generate a significant exportable surplus whilem@ting import substitution to

strengthen the balance of payment (Gunawarden&)2@overnment ten year
plans (2006-2010) highly insists and pays the coimagon on development of
agriculture and increase in its productivity whiebuld enlarge agriculture under
liberalization policy frame work. The recent expace of Sri Lanka has shown
gradual increase in agricultural productivity (Gwaadane, 2012). Hassine,
Robichaud and Decaluwe (2010) indicate that therdilization of trade has
increased productivity of agriculture and therelpvgrty has fallen by 11% in
Tunisia. Even though there is little fluctuationproductivity of agriculture in Sri

Lanka, significant numbers of rural people are Welpoverty. The some

researchers highly emphasize the agriculture amdprbductivity in terms of

backward linkage among because agriculture andtigr@roducts could be used
as an input of SMEs (Arsyad 2009).

In spite of liberalization led to economy at 8.2%economic growth in 1978
which is immediate positive effects on the econoggyernment was unable to
maintain same growth and growing employment opmaras in successive years
because of diverting the more resources on etharcamd youth unrest of south
part of Sri Lanka. Even though north east regioesewtremendously affected by
ethnic war, the effects of ethnic war were on whodet of regions in Sri Lanka.
Incontinent of economic and social policy and cptien has also precluded the
development of country.

Sri Lankan economy underwent significant strustwhanges in its economy
from predominantly agricultural to more diversifietonomy. The important
structural change is the gradual changes of thé&ribation of various sectors to
GDP. In 1950 agriculture contributed 46% to GDP,jlevliindustry and service
sectors contributed 17% to GDP and 37% respectively1990, contributions of
agriculture, industry and service sectors to GDPewk6%, 26% and 48%
respectively. The contribution of agriculture deelil from 26% in 1990 to 11.2%
in 2011 where as industrial sector contributionreéased from 26% in 1990 to
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29.3% in 2011. Conversely, the contribution of gs¥vsector significantly
increased as 59.5% in 2011 (table 2.3). Thereti®nly continuous decline in the
contribution of agriculture to the GDP but also wtio rate of agriculture goes
down while growth rate of industry goes up. Thiig growth rate of agriculture is
2.7% between 1960-65 and 2.2% in 1970-77 and 0n8¥887 while growth rate of
industry is 5.2 in 1960-65 and 5.6 in 1977-84 arf@l i6 1987.The contribution
from agriculture sector to employment is 53% in 3%6d 54.5% in 1973.It is
47.7% in 1986/87, 37.7% in 1996/97, 32.8% in 2008 dnd 32.7% in 2008. The
average export income of agriculture as percenmégatal export income is nearly
only 22% between 2005 and 2010. Thus, what is woothmention is that the
relative importance of agriculture in terms of GDRBpnual growth rate,
employment and export income have decline overpieod. The fact is that
contribution of agriculture to GDP has declined vehas that of industry and
services have increased over the 60 years whipbsgive structural changes. The
industry in Sri Lanka has been divided in to thmaportant categories which have
had several sub sectors. Accordingly, there aeethroad divisions such as mining
and quarrying, manufacturing and electricity, gasd awater of which
manufacturing sectors play important role for emgpient and production.
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Table 2.4: The industrial categories and contributbn to employment and output

Industrial 2000(%) 2007(%) 2008(%) 2009(%)
division

EST | VA |PE EST | VA | PE EST| VA PE EST VA| PE
Mining and 122 | 04 | 3.1 7.4 0.4 2.4 9.7 0.7 2.5 11 0.6 2.
Quarrying
Manufacturing | 87.6| 92.8 92.7/92.2 | 94.1 | 95.2| 90.1] 94.1 94.6 88. 917 93.
Electricityand (0.2 |6.8 | 4.2 0.4 5.5 2.4 0.2 5.2 2.9 0.3 7.y 3.
water, gas
Total 100 | 100 | 100 (100 | 100 | 100 | 100 | 100 100 100 100 10

Source: Annual industrial survey, Department aofsces and statistics, Sri Lanka

EST: Establishments; VA: Value added; PE: Persgaged.
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According to the table 2.4, Mining and quarrying@ants for 12.2% of the total
industrial establishment in 2000 and 7.4% in 2@7% in 2008 and 11% in 2009
while manufacturing industries account for 87.6total industrial establishment
in 2000 and 92.2% in 2007 and 88.7% in 2009. Cwelgrthe electricity, gas and
water account for only 0.3% in 2009 .This has b&®wn in figure 2.5.

Total establishments-2009

B Manufacturing B Mining Electricity gas water

11% 0.3%

Figure 2.5: Tatadlustrial establishment
Source: Departmain€ensus and Statistics

Moreover, the person engaged in industries of n@otufing, mining and
guarrying and electricity, gas water in 2009 werneually 94%, 3%, 3%
respectively. Following figure 2.6 clearly show thhare of person employed in
above said three categories.
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Persons engaged in 2009

M Miningand Quarring B Manufacturing M Electricity anc water

3%3%

Figure 2.6: The person engaged in various industciavities

Source: Department of Census&tatistics
In short, the contribution of manufacturing intfies to employment generation,

total output and value added of the industrial @ets higher than compared to
other divisions. Manufacturing industries in Srinka include following sub-
sectors such as food, beverages and tobaccdefexéiaring apparel and leather,
wood and wood products and furniture, paper petgjuprinting and publishing,
chemicals, petroleum, rubber and plastic, non-tietmineral products, basic
metal industries, fabricated -metal products, maatyi and equipment, and other
manufacturing industries. The food, beverage ahddco accounting for 24.9% of
total industrial establishment, 18% industrial eoyphent, 30% of industrial
output, 33% of value added in 2009 relies on la=lwell as foreign market.
Textile, wearing, apparel and leather is largedustries accounting for 21.8% of
total establishment, 49.7% of industrial employm@&s6 of total industrial output
and 27% of total industrial value added in 200%vbfch 80% of the products are
being exported to America and Europe. Thirdly,lSmkan economy has also been
benefitting by chemicals, petroleum, rubber andstdaindustries accounting for
5.9 % of total industrial establishment, 9.1% irtdat employment, 17.5% of
industrial output and 11% of industrial value adde@009. Likewise, contribution
of electricity, gas water industries has also rédgdyeen increased in terms of total
industrial output and value added.
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3 THEORIES AND LITERATURE REVIEW

3.1 Linkage among economic growth, inequality and qverty
reduction

It is acceptable notion across the world is #@inomic growth is necessary for
the economic development and poverty reductiombtitsufficient condition. The
better quality of social and infrastructural deyst®nt is necessary and pre-
condition to accelerate the high economic growtdd eeduce poverty. Therefore,
one can understand that well structured infrastratt facilities will boost
economic growth where as private sectors will dsomotivated to extend their
business and also to start new establishments wioolst economic growth and
employment generation. The developed countries siscAmerica, Europe have
had well structured and best quality of socio-ecoicanfrastructural facilities and
thereby people enjoy better quality of living stardl rather than people of
developing countries. As seen above, the povertynagor problem and great
challenges confronted by all developing countri&#eild Bank, 1991; 2000). This
is not different in the case of Sri Lanka. The migjoof rural and estate people are
yet under severe poverty ridden conditions. Atgame time, the government has
been striving to bring about higher GDP growth iatd employment generation as
a tool for poverty alleviation. The government of Banka made several policy
reforms such as liberalization, promoting SMEs,dlaeforms, export oriented
strategy, etc to accelerating economic growth aedceby reducing poverty stricken
condition. In this context, the most pertinent dioesthat can be raised is whether
or not Sri Lanka has achieved substantial growth@verty reduction, if so, who
are the social groups that enjoy more the rewatr@s@nomic growth. Most of the
literatures with regard to growth, inequality anaverty have been contradictory.
In consonance with some researchers, the econorowtly could significantly
have preponderant impact on the poverty reductmh inequality. In fact, ame
observers contended that economic growth woulcease the income inequality
to the considerable extent; consequently thesdiehigevels of inequality,
eventually, leads more benefits to rich rather thzat of the destitute. On the
contrary, the fact that substantial inequality nséiynulate the economic growth is
guestionable (Baumol, 2007). Kuznets hypothesisthatvery out, clearly had
elaborated the association between economic gramdhinequality. In accordance
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with the Kuznets’s hypothesis, growth and ineqydiias had association, namely,
an inverted U-shaped curve: in the early stagescohomic development, income
distribution tends to aggravate and does not impravil countries reach middle-
income status. Moreover, it is the fact that thisrecausal association between
economic growth and inequality in Kuznets hypoth&ghich apprises of the stages
of macro-economic development. The fact how incomequality afflicts
economic growth is micro-oriented, for instanceyestment indivisibility and
consumer behavior to total demand (Bagliano & Bert@004). Adelman and
Morris (1973) contentetDevelopment is accompanied by an absolute asased
relative decline in the average income of the vpoor. . . The frightening
implication of this is that hundreds of millions desperately poor people
throughout the world would have been hurt ratheanthhelped by economic
development".

Kuznets hypothesis has been rejected and wasnestily criticized by some
empirical findings of studies (Ravallion, 1995; Dieger and Squire, 1996, 1998;
Bruno, Ravallion and Squire, 1998). Furthdre most prevailing notion is that
economic growth does not lead to significant impgacinequality, because income
distributions generally do not change much overtirhe the study entitled
measuring income inequality, Deininger and SquiB96) articulated that GDP per
capita has increased by 26% in the developing wbdtiveen 1985 and 1995,
where as Gini coefficients in the world have chahbg 0.28% per year over the
same period. What is noteworthy here is that thesdittle changes in Gini-income
inequality in comparison with considerable increaseeconomic growthThus,
economic growth is expected to alleviate povertiglstn condition to some extent
as an income inequality tends to remain stable twey.

It is the observable fact from practical worddthat the size of economic growth
and extent of inequality may determine the sizdedfline of poverty. Accordingly,
Squire (1993) made an econometric study about gw@ntl poverty in which he
employed the poverty incidence as independent blariand economic growth as
an explanatory variable. In accordance with hislltesne percent increase in the
economic growth led to decrease in poverty inciédmg 0.24%. Bruno, Ravallion
and Squire (1998) have tested the fact that whetb@nomic growth will decrease
the poverty incidence of the country based on tweet/eloping countries over the
period of 1984-1993.The result of their study hadidated the fact that 10%
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increase in growth can be expected to produce 202tlecrease in the proportion
of people living in poverty ($1 per person per da&Bfjuno, Ravallion and Squire
(1998), further, scrutinized the association amadhg poverty, growth and
inequality based on data on the same twenty dewgjaqountries and regressed the
change in poverty on both the change in growththedchange in inequality (Gini
coefficient). Resultantly, growth variable has Hawth negative and significant
impact on poverty (-2.28) and coefficient of ineligyavariable is 3.86 which
significantly afflicts the changes in poverty. Ither words, even small changes in
the overall distribution of inequality can leadgi@eable changes in the incidence
of poverty. For any given rate of economic growftimequality falls, the greater is
the reduction in poverty (Richard, Adams, 2003)v&leon (2010) in his study of
90 developing countries contended that poor caemitniave less internal capacity
for redistribution in favor of their poorest citize The less capacity for
redistribution of economic growth’s benefits is aeoof the cause for further
increase of poverty in developing countries. Chemrgral (1974) argued that poor
people has had little or no benefits by rapid ecgioogrowth in developing
countries. This conclusion is consistent with Adahmand Morris findings. But
Ahluwalia, Carter & Chennery (1979) have also nmred that growth benefits of
developing countries have reached the poor to Marted degree for last 20 years.
Datt and Ravalion (2011) have examined the growi@sefits on poverty after
major economic reforms of India. They menti@ere is no robust evidence that
responsiveness of poverty to growth has decreasedinoreased since
transformation begins, although there are signs rigsing inequality. Urban
economic growth in the period after reforms hasugtat significant gains to the
rural poor as well as urban poolVhile the rural poor have benefited more from
urban economic growth in the post-reform econormmygan be expected that the
reverse also holds: India’s rural poor will be mokeilnerable in the future to
urban-based economic shockh addition to unstable and poor economic growth
along with unemployment and high population, skewedribution of economic
growth’s benefits towards rich people is severe@rmmon issue in all developing
countries.

As depicted earlier, there is considerable i@iahip between economic growth,
inequality and poverty. Therefore, we can emphatheetwo important aspects
form literature and observations. Firstlihe findings in regard to relationship
between growth, and poverty has depended on sef@etals such as the income

56



distribution, policy of government, infrastructurdfcilities, social conflict,
traditional barriers among the societies, etcthias, is the fact that growth alone
does not bring about significant improvement ingry and inequality.Secondly,
what is understandable fact is that economic gropatherty reduction and income
inequality are interrelated to each other. Accaglinthe increase in economic
growth reduces poverty and on the other hand, dserm poverty tends to increase
the growth due to increase in skill and healthy poaver than before. Further,
decrease in inequality will push down the levepoferty and decrease in poverty
will further improve the income equality. Likewisdecrease in inequality will
positively affect the growth rate and On the othand, increase in growth may
increase the inequality due to not being the pemntimedistributionAs mentioned
earlier, the hypothesis-Kuznets inverted U-shapabahting nexus between
inequality and economic growth is appropriate tdarstand this situation. Simon
Kuznets holds the view (1955) that as incomes grawshe early stages of
development, income distribution would at first w@n then improve as a wider
segment of the population participated in the gamational income It is real fact
that the poverty reduction will depend on the m@it@average income growth and
changes in the level of inequality (World Bank, @0&lasen, 2003).The many
analysis about income inequality and growth hagedtahat higher income
inequality is harmful for overall economic growth.

The impact of poverty on growth is obvious, cangrto inequality. Based on the
Waskil's study (1954), poverty decreases efficieoicproduction factors. When a
country has poor labour forces, the education aaldtin of them is weak and they
cannot work efficient. Hence, production and ecoicogrowth declines. This
phenomenon increases poverty, and causes to fgravexrty-recession loop. The
degree of poverty depends on two factors: avenagene and income inequality.
The increase in average income reduces povertytl@mdncrease in inequality
increases it. Thus, the changes in poverty canobgosed into two components:
one is the growth component relating to change éamincome, and the other is
the inequality component relating to change in uadty. The magnitudes of two
components provide the relative sensitivity of poweeduction to growth and
inequality. It is obvious that if the growth comm@m dominates over the inequality
component, then growth-maximizing policies may decpate in achieving a rapid
reduction in poverty. If the inequality componewntmdnates, then the policies that
are pro-poor and thus reduce inequality shoulddopted (Kakwani, 1993).
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Also it must be considered that as countriesolmec richer, on average the
incidence of income poverty falls. Other indicatofswvell-being, such as average
levels of education and health, tend to improveweadl. For these reasons,
economic growth is a powerful force for povertyuetion. This observation is not
the end of the story, for it raises the questidnstmat causes economic growth and
why countries with similar rates of economic growtn have very different rates
of poverty reduction.

World Bank study by Dollar and Kraay (2000) hasne out with a much stronger
result that the income of the poor rises one-fag-with overall growth. It means
that the proportional benefits of growth enjoyedthg poor are the same as those
enjoyed by the remainder of the population. An intgiat implication of this
research is that growth is good for the poor ireetipe of the nature of growth.
Thus, the government need not follow pro-poor pediovith a focus on poverty
reduction. To achieve a rapid reduction in povertyey should focus on
maximizing economic growth while maintaining maaroeomic stability.

Therefore, in Sri Lanka, most of the poverty dldion programmes are welfare
oriented which make people enable to inhabit witnyMow effort in their work.
These welfare oriented policy will not bring abdwmendous changes in the
economic growth and poverty reduction because gfraductiveness of the
programme. Thus, most of the economist and pracéts in Sri Lanka insisted
that government should more concentrate on patiitiative highly connected with
more growth oriented poverty reduction and welfar@gramme which sustainably
would eradicate the poverty and mitigate the mdsthe vexed macroeconomic
issues. The World Bank study, although highly iefitial, is based on cross-
country regressions, which can indicate only avweragnds. Individual country
experiences can be quite different. We cannot liasame policy prescription for
all countries. For some countries, the growth mazimg policies may be adequate
but for other countries, there may be a need te Ipav-poor growth policies with a
focus on reducing inequality (Kakwani & Pernia, @ROIt is impossible for Sri
Lanka to make attention only growth maximizing pi@s because income disparity
Is high in Sri Lanka Richest 20% people have received 53% of incomaewh
poorest 40% people have received only 13% of incon2910. As a matter of fact,
Sri Lanka should simultaneously concentrate theedsing income disparity and
regional disparity along with maximizing growthattgy with great emphasis on
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social and economic infrastructural facilities. Wigenoteworthy is that economic
growth, poverty reduction and income inequality iaterrelated to each other.

3.2 Association among SMEs, economic growth, povgrtreduction
and employment generating.

Linkage of SMEs with economic growth, poverty and eployment
generating

The developing countries have been paying ga¢&ntion in fostering and
empowering the micro, small and medium enterprisesause of its potential
capacity of vast employment generation, attainingpid economic growth,
increasing export income, innovation and improvetn@érincome distribution and
thereby poverty reduction. In many developing ¢oas, micro and small
enterprises constitute the vast majority of firmsl generate a substantial share of
both overall employment and output (Nichter and dawrk, 2005; Okpukpara,
2009). Hisrich, Peter and Shepherd (2008) arguatrthcro, small and medium
enterprises were highly engaged in boosting econ@rowth and development
more than just rising per capita income and ousymk also this kind of the changes
make possibility to divide the income and wealthoam various societies. SMEs
are confronting several issues such as low prodtytilack of finance and
government support and discrimination in providimgncial assistance. These are
the important barriers in growth and developmentM@MEs which eventually
preclude the overall growth of the country. Gergradarge firms obtain adequate
financial assistance without any difficulties fragifferent sources even though
SMEs face still the difficulties in obtaining adede financial assistance. These are
the major hurdles in progress and development dESbaleem 2008; Halkos and
Tzermes 2010). Daniel (2010) contented that credpport and non-financial
business support services would induce growth ofMHES. Beck, kunt and
Maksimovic (2003) clearly articulated the fact thatincial development play vital
role in generating firms as a large size becausmntial growth and development
facilitate improvement of firms qualitatively as Nvas quantitatively. Although
research shows that financial development, generaltcelerates aggregate
economic growth, economists have not resolved mtinily theoretical predictions
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and ongoing policy disputes about the cross-firsirifiutional effects of financial
development (Beck, Laeven and Levine, 2008).

Thus, international agencies such as World Bantermhational Monetary fund,
Asian Development Bank and non- governmental agsncave been also giving
the funding and technical assistance for the dewedémt of small and medium
enterprises in the developing countries which beasthomic growth and regional
development of the country since 2000 (Snodgrask aNinkler, 2004). The
crucial factors determining the sizes of establisht® are market, technology,
innovation, initial capital and population includinother factors. Because of
competition of large scale industries in productagsumer goods, small medium
industries face difficulties and problems in whichntext they try to produce
differentiated products like handicrafts to survawed sustain their business. What
Is the reason for this is that there is less coipetin regard to this kind of the
products with large scale industries. It is obsklwdact that there is relationship
between small and medium enterprises and large scéérprises. In other words,
there is backward and forward linkage which bodkts economic growth and
development in a country.

Kaplinsky (1994) in his study of form mass prailut to flexible specialization
indicates that MSMEs are confronting the problemslelivering products just in
time with high standard quality. With regard toheology it is difficult for small
and medium enterprises to compete with large ensexp because large scale
enterprises have better technology. Firms of food beverage in India face in
efficiency in their production and marketing praeégcause of poor and primitive
technology (Kumar and Basu, 2008). Amtonilo, Mazzaand Pini (2009)
explicitly argued that technological progress mdito time is vitally important for
the growth of SMEs and thereby increasing prodaciiod income. Aharoni (1994)
mentioned that MSMEs make up more than 99% of aHlifess entities and
employ more than 80% of total workforce in the USFe small and medium
enterprises play important role in development afrdry in terms of employing
labours and contributing GDP in America as wellnagny European countries.
Micro, small and medium industries have contribu@sPo of total business
establishments in Netherlands (Bijmolt and Zwa@94). Experience of countries
such as Japan, Norway Australia, Germany, FrenchGanada as in the USA,
small and medium industries are engine of econagnisvth and technological
innovation (Thornburg, 1993). As depicted abova, L%nka does not have this
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kind of the experiences. In other words, SMEs dustrial sector in Sri Lanka do
not play crucial role in production, value addexhat income and employment,
living standard of employees and poverty reduction.

In discussing the role of small and medium emtegs in developing countries,
researchers concentrate two important theorieshoughts, namely classical
theories and modern theories. The study of Hos€lig59), Staley and Morse
(1965), among some others in their works are knasnclassical theories’
development on small and medium industries. In @@tce with classical
theories, advantage of small and medium enterpmsktde diminishing in the
course of development over the time but large ensas will eventually
predominate in the course of development. Modegnriks based on experience of
European countries refused the classical stateatemit diminishing advantage of
SMEs. Even international agencies like World Baolkesinot accept the classical
view that advantage of SMEs will be diminishing dime (Tulus Tambunan,
2006). As result, direct and indirect assistanges$ support have been giving to
SMEs by World Bank and Asian development bank toaece their capacity of
producing products and generating quantity and iyuaf existing and new
employment and thereby reducing poverty in the kbg@meg countries. The
supportive argument of World Bank with regard to EMdoes not mean large
enterprises play less role or SMEs will be clodessitute to LEs. What is the real
fact that SMEs can play more roles in the regi@tanomic growth, improvement
of income equality and poverty reduction becauss labor intensive and also is
required less capital and knowledge. Thereforesg¢hwho are willingness to start
small enterprises can easily have establishmert f@mily and less financial
support.

In accordance with the study of Birch (1979)amand medium industries play
significant role in generating employment and poveeduction. In other words,
Birch (1979) contended that small and medium intestassume paramount
important in the employment generation and haveeg#ed eight out of ten
employment in America. Moreover, in newly emergmgpnomies of south East
Asia such as South Korea, Taiwan, Malaysia, andjefiare have had fruitful
experience about SMEs which played crucial contidiouin boosting economic
growth and thereby reducing poverty. In Korea, dafgms provided only 0.7
million jobs while SMEs in this country generated 2nillion jobs, representing
80% of the total employment in the secondary sertot996. In fact, there is
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contradictory argument in regard to role SMEs. @a bne hand, SMEs play
significant role in boosting economic growth andueing poverty and rising living
standard of their employee i.e America, Germanytlisdorea, Taiwan. On the
other hand, SMEs do not play the significant releboosting economic growth,
reducing poverty and increasing living standardwoirkers in many developing
countries such as Sri Lanka, Pakistan and Kenyareftre one can observe the
fact that plethora of evidence squashes the vietvaimall enterprises engender the
vast percentage of job generation (Dunne, RobedisSamuelson, 1989; Brown,
Hamilton and Medoff, 1990). What is transparentlac according to the view of
Davis Haltiwanger and Schuh (1993) that all thoggbss rate of employment
generation and destructive are higher in small medium industries, yet there is
no clear nexus between net employment generatiah fam’s size. Large
enterprises had been dynamic source of net emplaygeneration in Sub-Saharan
Africa (Biggs and Shah, 1998). In addition, whatsigygested by the pragmatic
evidence is that the firm size is not a clear iathc of labor intensity and labor
intensity differs more from across industries thArm size groups within
industries. In consonance with the notion of LjttMazumdar, Page (1987);
Snodgrsaa and Biggs (1996), small and medium amegpcommand more capital
intensive than that of large enterprises in sandestries. The above proposition
(statement) imports the fact that SMEs are not tcoed to be a more suitable
contributory factor in the labor abundant and cdpghortage of developing
countries. As regards the job quality, what emefgas micro economic evidence
Is that small firms do not generate better quaditgployment than that of large
enterprises. In other words, it has refused theSM& view that small and medium
enterprises can play preponderant role in gengratgtter quality employment than
that of large enterprises. What is shown by emglrievidence is that large
enterprises provide more suitable employments, drigekmuneration and non -
wage benefits than small and medium enterprisedeweloped and developing
countries (Biggs, 2002; Hallberge, 2001; Brown, Kfédand Hamilton, 1990;
Rosenzweig, 1988).

Change and development is facilitated accordingrte economic growth theory
that is by innovation (Hisrich et al., 2008). Inatn is not only key in developing
new products or processes but also in stimulatmgestment interest in new
ventures being created. Amtonilo, Mazzanti and R2009) examine the
relationship between innovation, working conditionedustrial relations and

62



employee’s outcomes in the Northern Italy. The gtudveals that techno-
organizational innovation and industrial relatiare &actors that positively affect
working conditions. In spite of pro SMEs view's lnay contended the fact that
small enterprises are more innovative than largerpnises, the microeconomic
evidence is inconclusive to remarkable extent. mefica, as mentioned earlier,
small and medium enterprises have had more inrmvadte in technology (Acs
and Audretsch, 1987). In accordance with studyaafaéPo and Schivardi (2001) in
regard to small and medium enterprises, the fiza 8 interlinked with faster rate
of innovation. In consequences of very small redeand development activity, (R
and D) in developing countries, productivity impeovent is to a reasonable extend
restricted by technology transfer from abroad (Rbsege 1976; Baumol,1994).
Despite the fact that pro-SME proponents maintamat t SMEs intensify
competition and as a result exert an external &ffen national productivity,
generally, firm level evidence does not corroboedieve mentioned conclusion. In
accordance with above stated view, direct evidemtennovation rate does not
bear out pro—SMEs view. However, taking in to actdbe factors associated with
analysis of productivity, factual finding is thatogluctivity is the highest level for
large and medium enterprises and least in smatiremses (Little, Mazumdar and
Page, 1997).

Growth of SMEs and economic growth and employmentaenerating

In fact, as depicted earlier, the enterprise&ble growth is precondition for
growth of the economy. Kumar, Rajan and Zingald30{2 find that countries
boosting better institutions together with effeetijudicial system tend to have
larger enterprises. Moreover, these findings do caftroborate the pro-SME
assumption that financial as well as institutiogabwth will boost SMEs in
comparison with large firms and thereby leadinge¢@nomic growth. SMEs in
developing countries are unable to grow quickly liqaia/ely and quantitatively
because of the lack of financial and other constsai The various assistance such
as finance, network, technology etc, from differeources like friends, Bank,
government, etc. are paramount important for tleevgr of SMEs through which
employments and production could be increased. @hterprise growth and
development and its contribution are high and peinsable in the South East Asia
such as South Korea, Thailand, and Taiwan etc. \ightiite important fact is that
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Sri Lanka is far not only behind the developed d¢oas in the enterprise
development but also far behind the South EastrmAsegion. This is a negative
sign which ultimately adversely affects the econownfy Sri Lanka. Having
liberalized the economy of Sri Lanka, growth andedepment of SMEs is a one of
the core aspects in the policy making. As a reSMEs have been identified as an
important strategic sector for promoting growth aswtial development of Sri
Lanka. The SMEs cover broad areas of economic iaefivsuch as agriculture,
manufacturing, mining, constructions and servicg@eindustries. In the present
competitive and challenging global environmentjable and dynamic SME sector
Is essential for economic development of develomogntries. The support from
government, international agencies (World Bank,aAsidevelopment bank, IMF)
and other sections of society is needed to sudtar growth and thereby
enhancing their role to the national economy ofeligying countries. Growing
body of research works in respect of SMEs cleathpws that growth and
development of entrepreneurs and enterprises ae gua non to eliminate
unemployment and stagnant growth. Thus, most sscstwies of developed
countries came with the private-public synergy. fetftough numbers of remedial
measures have been made so far to enhance thehgroditdevelopment of SMEs
in Sri Lanka, its growth and contribution are inqadate. What is the reason behind
this is that there is no effective public-privatartipation and lacks of co-
ordination and lack of assistance from differentirses, even there are inter
governmental departments in Sri Lanka for the @nige development
(Vijayakumar, Brezinova, Sedeck, 2012). Thus, SMiged assistance from
supporting institutions. Sardet al (1990, Gibb and Zoltan (1996) and Allesch
(1993) in the field of studies about support sexvitor small firms and
entrepreneurship have contended that SMEs needtass from supporting
institutions for their steady growth. Similarly,ohbhnnisson (1988) Ostgaard and
Birley (1996) in the study related to SMEs arti¢eththat various kind of social
net work are mainly needed to foster the SMEs wigcleonsistent with many
studies carried out so far in relation to SMEs (ridh et al. 1989, Chu 1996).
Birley (1985) Bridgeet al. 1998) mentioned that the assistance of neighbal; w
wishers and friends would significantly help theositin function of the enterprises
when they face the financial issues. Thus, Goventroé Sri Lanka has recently
established Bank of SME to assist them as a gratrétegy. The purpose of
establishing the SME Bank is to promote the misroall and medium enterprises
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via the provision of financial and technical assmste on a vigorous and sustainable
basis. Afore said studies clearly mention the fétat the supports from
government, relatives friends, consumers, otheatedl firms, international
agencies, fund providers like bank are inevitalole growth and emerging more
and more entrepreneurs and number of SMEs througichwemployment
generation and economic growth could be boostedefadly, growth of enterprise
refers to increase in size while there are conttady in the literature of growth of
business. Boldizzono et al (2000) pointed out thate than 90% of the companies
in Italy did not increase in size where as some pamres have improved their
organizational level. As a matter of fact, sizefiohs as an indicator is becoming
less important. Growth of SMEs is intimately linkedth firm success and
continuous existing in future (Johannission, 193ijlips and Kirchhoff, 1989). In
accordance with Storey (1994), it is the fact thatuccess of business, growth has
been employed as a simple measure. FurthermorshBad Vanderwerf (1992)
suggest the fact that growth is the most apprapimaticator of the performance for
surviving small firms. Moreover, so as to achieugmcial goals of enterprises,
growth is a significant precondition (Geus, 199ir8y, 1994; Day, 1992). Storey
in his study (1994) contented that growth is usuallcritical precondition for its
longevity from the point of view of SMEs. Phillipand Kirchhoff (1989)
mentioned the fact that growing young firms haveden&vice the probability of
survival in comparison with young non-growing firms is said that in spite of
more strong growth may decrease the firm’s proifitgtiemporarily, it will rise up

in the long run (McMillan and Day, 1987; McDougatl al., 1994). Thus, it could
be concluded that growth of SMEs is preconditiomr fonomic growth,
employment generating and poverty reduction ofdbentry through support and
assistance from various agencies.

On account of various benefits such as vast empoyrgeneration, boosting
economic growth, using local raw materials, enhancing exgadome which
belong to small and medium industries, many ecostmand international
organizations principally acknowledge the their edsity in various activities.
Thus, what is to be noted is that small enterprisage assumed paramount
important in the national and social economic polissues in all countries in
general and in developing countries in particuovernment and international and
local organizations have confident hope that sneallerprises will contribute
immeasurably to the eradication of poverty of tlo®nest of poor (World Bank
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2001).There are large number of variables that magyelower progressive of small
industries in comparison with large and medium sides lead to low wage
equilibrium (Amaratunge 2003).As such small indestrare unable to generate
more employment opportunities for surplus laborcéoof a country. It is the
general fact that small firms are more labor intensas well as low level
technology. Low productivity and low value addededio low technology is
obvious character in small enterprises. While aerang developing countries,
unemployment is a crucial as well as persistenteisghich engenders the poverty.
In this context, small and medium industries canyppreponderant role in
alleviating poverty and rising living standard ahgoyees who work in there
sectors because small industries in particular start anywhere and any person
due to its characteristics of low cost technoldgw, capital cost, little management
and control of financial knowledge. In countrideeliSri Lanka, crucial problem is
to create more employment than improving technol@gyaratunge, 2003). As far
as third world countries are concerned, the pivaslie confronting them is to
generate more and more employment opportunitiégerahan technology as it is
undisguised fact that poverty alleviation can becsssfully achieved only by
generating more and more employment. Appropriatehnelogy should be
acknowledged which will increase productivity ofbdaur. As such, poverty
alleviation can be achieved by generating more amde new employment
opportunities by way of establishment and promotamnsmall and medium
industries with appropriate technology in ruralaar@vhere poverty is severe and
widespread. In general, in Sri Lanka, small and ioradenterprises do not have
capacity to absorb unemployed people living in Irargaas into employment. The
fact that draws our attention is that those employe SMEs get low salary and
lack of fringe benefits. Briefly speaking, in mashall enterprises in Sri Lanka,
there is lack of provision for fringe payment aadld of EPF to employees. As a
result, living standard of those employed in SM&sery low and they easily fall
into the abyss of abject poverty. On other handg¥lES undergo financial,
technology and marketing issues which precludegtoavth of SMEs. Eventually,
combination of problems of employer and employeesl$ to low productivity and
production and unemployment.
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4. CONCEPTUAL FRAMEWORK AND HYPOTHESES
DEVELOPMENT

4. | Conceptual framework

The appropriate conceptual frame work was dewsldjor this study based on
extensive literature. The some explanatory vargal@mployed in this study are
interrelated to each other. Therefore, there wdddmulticollinearity problems
which may occur while analyzing the variable usihg regression model. In this
context, multicollinearity problem could be detettey correlation analysis among
the variables with the help of E-views and Statadtisoftware for social science
(SPSS). In comparison with the developed and nedelyeloped countries, the
social and economic infrastructural facilities acg in a sound and strong position
in developing countries which is pre-requisite ttog accelerated economic growth
and development as well as growth of existing aem establishments of SMEs.
The infrastructure in Sri Lanka is not adequateughoto expedite the growth of
SMEs. Therefore, researcher takes socio econonirastructures (education,
health, roads, etc) as an important variable tar@yzed in this study. The social
infrastructures such as education and health hage developed to the remarkable
extent in Sri Lanka but yet the state of that depelent produces no strong impact
expediting process of economic growth in Sri Lanka.other words, social
infrastructural facilities are yet to be developsdthe rural and estate level. As
matter of fact, both state and private organizatisimould allocate colossal sum of
money for research and development. It is the siclexperience of developed
nations that higher education, research and dewedop play preponderant role in
eradication of poverty as well as economic growttl development of the country.
In comparison with developed and newly developedhtites’ expenditure on R
and D that of outlay is at a very low level whichopes obstructive to the
development in Sri Lanka. Such a condition is natlleconducive to the countries’
development. Both the state and private sectoraldhadlocate a colossal sum of
fund for R and D. Unfortunately, the private seatweike a negligible amount of
fund for R and D and furthermore, interest irstheld is scanty. It is the richest
experience of the developed countries that bothdrigducation and R and D play
preponderant role in eradication of poverty andstiog economic growth and
development.
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The poor economic and social infrastructure faesithhave been the impediment to
the economic growth, poverty reduction and growtld astablishment of SMEs
and directly delay them. In other words, they prdel the entire development of
economy. What is noteworthy in the conceptual framwek is that poor socio-
economic infrastructure both directly and negativaffect the economic growth.
Thus, subsequent lack of economic growth or poonewic growth engenders the
poverty of the county.

The matter that is worthy of note here is that wpeor economic growth affects
the poverty, poverty negatively affects the ecomogrowth. On the other hand,
lack and poor economic infrastructure poor is apadiment for growth of SMEs.
Generally, rural people are highly affected by podrastructure to market their
agricultural products. Poor social infrastructusesh as education and health will
economically and politically lead to country backdmess. In other words,
government should have high commitment in configngood education and
health for their people. As a matter of fact, psocio-economic infrastructural
facilities directly increase poverty and sustaifigbof poverty of the nation which
lead to poor and unstable economic growth.

On the right side of conceptual frame work, thkesit factors that both directly
and adversely affect the economic growth and theenqpp are inflation,
unemployment, share of employment of SMEs, low potigity of SMEs that
affects growth of it. The insufficient financial saasstance for SMEs and poor
infrastructure, defects of government’'s promotioaativities, ineffective public
private partnership are causes for poor growthMES which adversely affect the
GDP of the nation and employment generating andebyeincreasing poverty.
Further, low paid salary to employees, job inségumsufficient fringe benefit to
employees, inadequate finance for SMEs non-avétlabif employee’s provident
fund and employment trust fund are causes for loadyctivity of SMEs. As s
result of this, country is unable to accelerate #®nomic growth and
consequently, poverty is severe and widespreads,Thuportant fact is that
inflation, unemployment and low productivity leadito slow economic growth,
slow economic growth engenders the poverty. Figuite conceptual frame work
explicitly elucidates how every variable affect theonomic growth and poverty
and the relationship among them.
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Figure 4.1: Conceptual framework
Source: Author developed based on extensive litexatview

69



4.2 Hypotheses development

Based on existing literature and conceptual fravoek, the hypothesis has been
developed to examine the role of SMEs in changiogegy status and boosting
economic growth in Sri Lanka and relationship amdhg variables such as
poverty, economic growth, inflation, inequality, cg&l infrastructure
unemployment and SMEs.

Contribution of SMESs to the national economy

Government cannot alone alleviate the poverty. diheate sector participation in
national poverty alleviation, in general, is neeggdor all countries and inevitable
for developing countries like Sri Lanka in part&ulTherefore, it is said that SMEs
are back bone of the country because of its carttab to employment, output, and
value added and export earnings etc. In practisecdntribution to national
economy in various dimensions of Sri Lanka is qoaesble. Thus, the first
hypothesis has been developed to find out the iboibn of SMEs to the national
economy.

H,: SMEs do not significantly contribute to the naab economy and poverty
alleviation in Sri Lanka

Living standard of employees working in SMEs

Skilled and unskilled workers working in SMEs $ni Lanka obtain very less
basic salary which is inadequate to maintain ttay to day life. But, managers of
SMEs obtain very high salary with other fringe b@sgsay they obtain nine or ten
fold salary compared to normal employees. Normgbleyees are confronting to
offer good education and sound health to theirdcln. Resultantly, poverty is
transmitted to their children. Therefore, considgrihis circumstances, the second
hypothesis has been formulated to confirm whethapleyees of SMEs maintain
good living standard or not.

H,: SMEs have played the significant role to the @ase of living standard of
employees.
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Productivity of SMEs

The productivity of SMEs in Sri Lanka are affettey several factors such as
poor infrastructure, lack of finance, low paid sgJdack and absence of EPF, lack
of fringe benefits. Consequently, the productior gmofit of SMEs has been
marginal or just above marginal level and therefgirt contribution to national
economy has been very low as compared to largesfirfihus, considering
aforesaid factors, author has developed third hhgsi$ to confirm what factors are
more responsible for low productivity of SMESs.
Hs: The productivity has negatively been affecte8NMESs in Sri Lanka.

Relationship among the variables

It is the fact that there is association amomg variables such as economic
growth, poverty, unemployment, income inequalityflation, SMEs and social
infrastructures. The factors indicated above aveial causes for severe poverty in
a country. Thus, the impact and significant of eaahable on poverty could be
ascertained by analyzing the relationship by usitagistical measures. Thus, the
fourth hypothesis has been developed to examinestaBonship and impact every
variable on poverty.

H,. There is association between economic growth,onme inequality,
unemployment, inflation, social infrastructure @M ESs with poverty.

Role of government in poverty alleviation

As indicated above, government of Sri Lanka heenbspending huge amount of
money for the poverty alleviation programme sincelependence. There is
considerable extent of poverty even though povémtyex has been showing
decreasing trend. Particularly rural and estat@leaandergo severe poverty ridden
condition in comparison with urban sector wherenecoy is dynamic. Therefore,
fifth hypothesis has been developed to examineiteeand trend of actual poverty
and evaluate the remedial measures for povertyctesutaken by government.

Hs: Government poverty reduction and other socialfarel programmes have had
significant effect on poverty reduction of the doyn
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5. RESEARCH METHODOLOGIES

5.1 Research design

Even though poverty status and determinang&rihanka has been analyzed by
some researchers, there is lack of econometric quodntitative analysis
(Dhanapala, 2005). Particularly, there has not be#n any research related to
poverty status link with small and medium entegsisn Sri Lanka. That is why;
the author has selected the topic entitled “The oflsmall medium enterprises in
changing poverty in Sri Lanka”. Generally, ther@@ssystematic secondary data in
regard to SMEs in Sri Lanka. Thus, the author gatherimary and secondary data
to obtain efficient and accurate findings aboutredaid aspects. Hence, both
primary and secondary data have been employedalyzethe hypothesis of this
study. Thus, the role of small and medium industi@s been scrutinized in
changing poverty status in Sri Lanka. In spiteha&fré is no unique or consensus in
regard to definition of SMESs, researchers are yikelhave to continue using their
own definitions ofSMEs, appropriate to their particular objectivescbnsonance
with author in this study, those enterprises haviegs than or equal to 99
employees is defined as small and medium and taosprises employing more
than or equal to 100 employees is defined as kszgke enterprises.

5.2 Pilot study for questionnaire

The questionnaire should be pre-tested to firtdtewappropriateness and validity
of content before finalizing the questionnaire (@& et al. (2001). Francis et al
(2004) have mentioned the fact that there shouldpleetest of five to ten
respondents to clarify and identify the problemrgagstionnaire. In this study, 10
respondents from companies were randomly seleatddagked to comment on
clarity, bias, ambiguous, etc of which author peally called over to the 4
respondents for interview. Based on their commants feedback, questionnaire
was reformulated.

5.3 Sampling

Stratified and simple random sampling technitpas been used for the study
under which four hundred companies have been as@dlyor the study. A
structured, self administrated likert scale questare has been employed as the
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data collection instrument because the structuneesttpnnaire method has had
number of advantages such as diminishing a reseéschbias during collection
and data analysis (Skinner et al., 2000), vast remee efficiency, relatively
inexpensive (Zikmund, 2003This likert scale questionnaire was developed based
on previous studies and scales used by previousandsrs to measure
construction of the model. Accordingly, four hundireompanies have been
selected by author. In accordance with likert scplestionnaire, there are two
strata, entrepreneur (owner) and employees. Tha wate collected using 43
statements from employers and 7 statements frontogegs based on Likert scale
qguestionnaire. The secondary time series data baga employed for this study
from some sources such as annual industrial su/&CS, various central bank
reports, books, World Bank, public data base, gemee proceedings, and
government and departmental reports.

5.4 Tools and Model specification

The analyses were executed with the use of nhelitggression model, descriptive
statistics, ADF test (Unit root), Correlation matriMulticolleniarity), Breusch-
Godfray - LM test (Serial correlation ), white aeiscedasticity test, normality
test,-Jarque Bera statistic. Further, statispe@kage for social science (SPSS) and
E-views have been employed for the analysis. This temployed for the analysis
are as follows.

* Regression analysis: The relationship among theraévariables could be
ascertained by regression analysis. It is acceptbhvell as good method to
find out the significant of variables and size wipact of factors (Malhotra,
2004). When multiple regression model employ foe t#orecasting or
prediction, all assumption such no multicollinegrmo autocorrelation and
no heteroscedasticity should be satisfied. Theatimt of these assumptions
would make the bias and unrealistic output of regjon (Pedhazur, 1997).
The regression analysis was used to test the mignifand impact of model
and variables without violating the assumptions.e Tigeneral form of
regression equation is as follows.
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Where,

Y= Dependent variable, n= number of indejgen variable, bi - Slope
confidents for each independent varialfle, Independent variables, = error
term.

- Descriptive statistics The descriptive statistics such as maximum,
minimum mean and standard deviation was employedpriave the
hypothesis.

* Multicollinearity : In this study, explanatory variables have causal
relationship with each other. Thus, there is a inilinearity problem that
arises in the model while model has multicollingaproblem. In other
words, multicollinearity problem occurs when two owre explanatory
variables are highly correlated to each other. &loee, multicollinearity
problem was detected from the model by correlatioalysis.

» Akmented Dicky Fuller test (Unit root): There may be stationary or non
stationary in variables in the model. That is tp, $Arough carrying out ADF
Test, whether the variables are stationary or aotle ascertained. Through
this process, spurious regression phenomenon wamvesl. Eviews
statistical software was used to carry out this tes

» Serial correlation: The fact that residual is correlated with laggetles is
defined as serial correlation. Breush-Godfrey Lé&tthas been used to
detect serial correlation problem. Eviews statatisoftware was used to
carry out this test.

» Heteroscedasticity The fact that variance of the residuals in thedehas
not constants is defined as heteroscedasticity ta\freteroscedasticity test
has been used to detect this problem. Eviews tstatisoftware was used to
carry out this test.

In consonance with conceptual frame work, thendittn in this study has been
given the variables such as poverty, economic drpsgliiare of SMEs, employment
In industries, inflation, infrastructures, salannge benefits, unemployment, EPF
and productivity of SMEs. The following models wdoemulated to test aforesaid
hypothesis.
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Model 1:
ECON=f (SALARY, FRINGEBENEFITS, EPF, JOB and OTHER3JRITY)
ECON=yo+y;SALAR+y,FRINGE++4y3:EPF +,SECU+y,................ (1)

Model 2:

PRODUCTIVITY=f(LACKFINANNCE,FRINGBENEFITS,SALARY ,EF,INFR
ASTRUCTURE ,SECURITY)

PRODUCTIVITY=3o+ 0:LACK OF FINANCE+ 06,FRINGBENEFIT+ 6 3
SALARY+ 64 EPF+85 INFRASTRUCTURE+3:SECU+¢y ........... (2)

Model 3:

POVERTY=f(ECONOMICGROWTH,HUMANDEVELOPMENT,SMEs,
INFLATION, UNEMPLOYMENT,GINI)

POV=B+B1EG+B,Gl+BsHDI+B,SME+BsINF+BUNE 430, ... ... 3)

There are three new comprehensive models that eeareloped by the author. In
accordance with model one which elucidates thadi\standard of employees will
reveal significant of variables and their impactieimg standard.

The model two will explicate factors that affecoguctivity of SMEs and impact
of every variable. Model three would reveal theoaggions among the variables
such as economic growth, income inequality, inflati human development,
unemployment and SMEs with poverty and impact aighifccant of these

variables.
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6 DATA ANALYSIS AND HYPOTHESES TESTING

6.1 Reliability analysis

The reliability analysis is an important test dref running regression or other
analysis. In other words, the reliability measu@eohbach’s Alpha) would show
internal consistency of variable (Choudhury, 2010)s acceptable that the value
of Cronbach’s Alpha (0.7) is required for study f{ftdaet al, 1998)In consonance
with to George and Mallery (2003), the accepte@ll@f Cronbach’s alpha value is
greater than 0.7 (excellent >0.9, good>0.8,weak6)x0lf the coefficient of
Cronbach's Alpha is more than 0.7, the questioepgred in this research are
appropriate measurements whereas variables origpnesgtmployed the analysis
would not be suitable if this Cronbach's Alphaeiss than 0.6.

Table 6.1: Reliability analysis for finance producivity and public private

partnership

Item-FINANCE

Financial problems in production 0.77
Difficulties of getting loan 0.81
High interest rate 0.86
Lack of finance in machinery expansion 0.93
Overall 0.92
Item-PRODUCTIVITY

Improvement in production and employment 0.84
General increase in production 0.77
Increase in earning and profit 0.78
Enough capital 0.89
Overall 0.81
PUBLIC PRIVATE PARTNERSHIP

Expansion with assistance of NGOs and society 0.87
Assistance from government for creativity and irgioon 0.78
Government financial support for initial business 910
Government consultations 0.84
Willingness of foreign goods 0.79
Overall 0.89

Source: Survey data, 2012
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The table 6.1 depicts fact that Cronbach's Alpha fiimance, productivity and
public private partnership as a whole and divisilgrere more than 0.7 .Therefore,
the measurements employed are highly reliable. thke 6.2 clearly depicts the

reliability of fringe benefits.

6.2: Reliability analysis for fringe benefit

Item (Fringe benefits Cranbach’s Alpha item
House sing loan 0.86
Travelling loan and allowance 0.93
Children education loan 0.94
Bonus 0.87
Medical insurance 0.78
Medical facilities for family members 0.77
Free medical 0.86
Medical loan 0.77
Paid holiday 0.94
Risk allowance 0.87
Free training and welfare facilities in company 810.
Overall 0.93
0.94

Source: Survey data, 2012

The Cronbach's Alpha for fringe benefits as a wiapié divisionally are more than

0.7. Therefore, the measurements employed areytiglble.
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Table 6.3: Reliability for job security, economic onditions, infrastructure,

EPF and salary

ltem-JOB SECURITY

High attention in job security 0.88
Permanency of Job 0.79
Safety environment 0.81
Overall 0.89
ITEM-ECONOMIC CONDITION FOR EMPLOYEE

Good economic condition of employees 0.91
Own house 0.89
Nutritionally sound employees 0.87
Government assistance for poor worker 0.77
Additional earnings 0.85
Overall 0.93
ITEM-INFRASTRUCTURE

Increase in transport cost by oil price 0.88
Poor road 0.92
Poor other infrastructure. electricity, water.etc. 0.91
Overall 0.91
SUSTAINABLE DEVELOPMENT

Contribution of Special poverty alleviation 0.85
Contribution for Direct national poverty alleviatio 0.92
Drainage system 0.78
Recycling 0.84
Noise prevention 0.79
Collaboration with municipal council removing waste 0.77
Overall 0.88
EPF 0.94
SALARY 0.87

Source: Survey data, 2012

The table 6.3 shows that Cronbach's Alpha for pdusty, economic conditions,
infrastructure, EPF and salary as a whole and idivadly are more than 0.7.

Therefore, the measurements employed are highibtel
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6.2 Profile of enterprises

As indicated earlier, the total number of questmre distributed among the
respondent was four hundred and twenty small andiuneenterprises of which
400 questionnaires were used for analysis. Thearelser and research assistants
directly visited to most of the enterprises. Theyview filled questionnaire were
received via post of which all questionnaire weeeeived from employer; 10
guestionnaires were not returned back by employBas. section mainly focuses
on understanding personal background of the respdadand it is important to
identify characteristics of the sample.

Table 6.4: The type of ownership

Description Frequency Valid percent
Sole proprietor 211 52.8
Partnership 86 21.5

Private Ltd 103 25.7

Total 400 100

Source: Survey data, 2012

Table 6.4 clearly shows the type of ownership asgercentage distribution within
the sample. Out of sample size, virtually 52% ofE3vare sole proprietor; 21.5%
partnership; 25.7% private limited. In Sri Lankagsthof the small firms are sole
proprietor compared to other ownership. Accordimghie literature, it is a known
fact that most of SMEs are sole proprietors. Paldity in case of small business,
most of them are sole proprietors. Table 6.5 ekplielaborates the type of
enterprises and their percentage distribution ensdimple.

Table 6.5: The type of enterprises

Enterprises Number Valid percent
Small 242 60.5
Medium 158 39.5
Total 400 100

Source: Sample survey, 2012

There are 400 small and medium enterprises of Wbic% are small and 39.5%
are medium enterprises. Table 6.6 clearly showsathe of small and medium
enterprises.
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Table 6.6: The age of enterprises

Age of enterprises in year Number Valid percent
1-4 33 8.2

5-9 64 16

10-14 91 22.8

15-19 113 28.2

More than 20 years 99 24.8

Total 400 100

Source: Sample survey, 2012

In accordance with table 6.6, out of the total slemgize, virtually 77% of
respondents have had more ten years business expeiand 16% of respondents
have had 5-9 year experience and 8.2% have less 4hgears experience.
Therefore the majority of respondents are more kedgeable about their business
activities because of their experiences.

6.3 Hypotheses testing

This is main part of the study. With the help afivus techniques and statistical
software, every hypothesis formulated in this stwag scrutinized

6.3.1 SMEs and their contribution

SMEs have played significant role in contribgtito the economy of developed
and newly developed countries in several ways aglemployment generation,
GDP output, value added and export income. Thues etperience of developed
and newly developed countries show that countrydcaase potential of SMEs for
the uplifting their economy. Therefore, followinggothesis was tested based on
time series and cross sectional data.

Null hypothesis SMEs do not significantly contribute to the nabeconomy in
Sri Lanka

Alternative hypothesis SME do significantly contribute to the nationa@lo@aomy
in Sri Lanka.

Most of the literature of SMEs has articulated tact that SMEs are significantly
contributing to the economic growth, employment eyation and poverty
reduction in developed countries. Despite its d¢gbatron to national economy
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varies county to country in developing countrig® tontribution of SMEs is not
successful in this countries in general. This isdifferent in case of Sri Lanka as
its potential contribution on Sri Lankan economygisestionable due to various
defects that occurred in the country. As India anlder developing countries,
SMEs accounts for high percentage of establishmantthe total number of
establishments in Sri Lanka. But the contributidnSMEs to the employment
generation, output and value added in India is Yl in comparison with that of
Sri Lankan economy. In other words, even thoughL8nka has had vast number
of industrial establishments of SMEs in total inmha$ establishment, its
contribution to employment generation, output aable added of industry is very
low which hinder the economic growth and povertdusion. Therefore, large
scale enterprises located in urban areas, especralwestern province, play
significant contribution to the employment genematand value added of industrial
sector in Sri Lanka. Thus, it is the fact that futtential capacity of SMEs has not
been used to the development of the country. Astioread earlier, the enterprises
engaged in industrial activities could be dividedto three categories such as
mining and quarrying, manufacturing and electrictyater and gas of which
manufacturing enterprises in total industrial els$diment accounts for 94%; the
contribution of mining and electricity, water andsgto the total industrial
establishments are 3% and 3% respectively. Theibahbn of small and medium
enterprises in the industrial enterprises is nghifcant in Sri Lanka while large
enterprises play predominant role in Sri Lanka.,Butly in the mining and
guarrying sector, small and medium enterprise laasmmore contribution than large
sale enterprises. What is noteworthy is that eveugh SMEs of mining and
quarrying have somewhat great contribution to tmpleyment generation, value
added and output in comparison with large enteggri mining and quarrying
enterprises are only 3% of total industrial entisgor
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Table 6.7: The contribution of SMEs (mining)to the national economy

2000 (%) 2007(%) 2008(%) 2009(%)

Details| EST| PE | VA | OUT | EST|PE | VA | OUT|EST|PE | VA | OUT|EST|PE | VA | OUT

SMEs | 99.6/ 88| 74.9| 59.2 96,3 635.78.8| 654 | 99.6| 81.§ 82.9| 78.6 | 99.5| 80.2 75.9| 78.7

Large | 0.4 | 12| 25.1| 40.8 3.1 34212/ 346 | 04 | 18217.11214 | 05| 19.8§24.1| 213

Total | 100 | 100 100 | 100 | 100| 100 100 10Q 100 100 1PpO 100 100 (0O |1D@O

Source: Annual industrial survey, department oscsrand statistics, Sri Lanka. EST: Establishnteat,Person
engaged, VA: Value added, OUT: Output

Table 6.8:The contribution of SMES ( Manufacturing) to the national economy

SMEs 2000 2007 2008 2009
Detail EST | PE | VA | OU |Est | PE| VA| OU|Est | PE| VA| OU|Est | PE| VA| OU
T T T T

SMEs|94.2 | 31.1| 15.6f 154 90.22. |16. [{15. |93 | 29.|20. |19. |93. |31 | 32. | 27.1
6 7 8 7 4 8 4 8 6

Large | 5.8 | 689 844 846 94 7y83. |84. |70 | 70.|79.|80. 6.2 |69 | 67.]72.9
3 2 3 6 2 6 4

Total | 100 | 100 | 100| 100, 100 10@00|100|100| 100|100 100|100|100|100 100

Source: Annual industrial survey, department oscerand statistics, Sri Lanka. EST: Establishntefit,Person
engaged, VA: Value added, OUT: Output
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In consonance with table 6.7, within the mining aprrying industry, the SMEs
play role in employment, value added and industigput rather than large sale
enterprises not for total industrial employmentiueaadded and output. SMEs of
mining and quarrying accounting for 99.6% total abbshment of mining
enterprises has contributed 88% of employment,%409 value added and 59.2%
of output in 2000 where as large enterprises adocwyifior 0.4% of total mining
and quarrying have contributed to 12% of the empieyt, 25.1% value added and
40.8% output in 2000. The contribution of SMEs ahimg and quarrying for
employment, value added and output in mining anarging industry in 2009 is
80.2%, 75.9% and 78.7% respectively while thatanfjé scale are 19.8%, 24.4%
and 21.3% respectively. What is the observable facthat SMEs has had
considerable contribution in terms of employmennegation, value added and
output only within mining and quarrying industrie®t whole industries. The
observable fact is that mining and quarrying indug only 3% of total industrial
enterprises. Table 6.8 clearly shows the contwoubf SME in manufacturing
enterprises to the national economy.

In accordance with table 6.8, the manufacturingemrises which play crucial
role in the Sri Lankan economy in the total indiestis predominantly important in
terms of employment generation, value added andubwompared to other two
broad categories of enterprises such as mininggaadying and electricity, water
and gas. The SMEs in manufacturing accounting #02% of total manufacturing
establishments have contributed to 31.1% of empéyml5.6% of value added
and 15.4% of output of manufacturing sector in 200t that of contribution of
SMEs of manufacturing sector are 29.4%, 20.8% &hd% in 2008. Moreover,
the SMEs accounting for 93.8 of total manufacturgrgup have contributed to
31% of employment, 32.6% of value added and 27.1%ubput in 2009 in
manufacturing industry. But, the large scale emisgs accounting for very little
establishments in manufacturing sector play predanti role in the national
economy of Sri Lanka. In accordance with table 6.8% of large manufacturing
enterprises have accounted for 68.9% of employn&ht% of value added and
84.6% of output in 2000 in manufacturing sector.rtiter, 6.2% of large
manufacturing enterprises have accounted for 69%sgfloyment; 67.4% of value
added and 72.9% of total manufacturing output iI@20 hus, what is to be noted
the fact that in 2009, 90% of small and medium mgamiges in industrial sector only
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account for 29.6% total employment and 20.3% ofi#added of industries where
as only 7% of large enterprises have accounted/@4% of employment and

79.4% of value added in 2009. Moreover, what igwotthy is that manufacturing

enterprises in total industrial enterprises is 88.Which accounts for 93.8% of
industrial employment and 91.7% of industrial vaadeled in 2009 (see table 2.4)
and 3% are mining and quarrying; 3% are electriziter and gas. In brief, it is

the fact the within total industrial enterprisesamafacturing enterprises play
preponderant role in the national economy of whaelye enterprises dominates in
generating employment, value added and output iin.&@rka. Table 6.9 clearly

elucidates the contribution of electricity watedagas to the national economy of
Sri Lanka.

In accordance with table 6.9, SMEs of electriciigter and gas accounting for
90.2% of total establishment in electricity and gahustries has contributed 3.7%
of employment, 39% of value added and 26.1% of wutyb electricity and gas in

2007 while only 9.8% large enterprises in same shguaccount for 96.3%

employment, 60.3% of value added and 73.9% of duitpielectricity and gas

industries. 95.8% of SMEs of electricity, water agds account for 2.3% of
employment, 0.6% of value added and 1.2% of outpelectricity, water and gas
industry in 2009 whereas that of 4.2% large entsepraccount for 97.7% of
employment, 99.4% of value added and 98.8% of dutpelectricity, water and

gas industry in 2009.
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Table 6.9: The contribution of SMEs (electricity, vater and gas) to the national economy

SMEs 2000 2007 2008 2009

Details| PE | VA | OUT |Est | PE | VA| OUT|Est | PE | VA | OUT|Est | PE | VA | OUT

SMEs | - - - 90.2 3.7 | 39.7/26.1 | 93.5 2.7 | 04 | 21 | 95823 |06 | 1.2

Large | 100 100|100 | 9.8 | 96.360.3|73.9 | 6.5 | 97.399.6/97.9 | 4.2 | 97.499.4| 98.8

Total | 100| 100| 100 | 100| 100 100 100, 100 100 100 100 100 100 00 100

Source: The annual industrial survey, Departmeigeotus and statistics, Sri Lanka. EST: Establisfnfe:
Person engaged, VA: Value added, OUT: Output

Table 6.10: The contribution of SMESs in Sri Lanka {Total industry)

Size of| 1996(%) 2006(%) 2008(%) 2009(%)
class

EST | PE | VA | EST| PE VA EST PE| VA EST| PH VA

Small |70.7 | 86 | 41 | 659 122| 57 63/0 10.2 4.7 9414

w

128.8

Mediu | 20.1 140, 84 | 259 275 26.1] 300 194 156
m

Large | 9.2 774/ 874 84| 60.2] 68.2 70 704 797 5.668.5 | 71.2

Total 100 100 | 100| 100 100 100 100 100 100 100 1000 1

Source: Annual industrial survey, Department of <Lsmand Statistics
EST: Establishment, PE: Person engaged, VA: Vadlded.
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In accordance with table 6.10, small and mediunerpnises accounting for 90.8%
of total industrial establishments has contributed the 22.6% industrial
employment and 12.5% of industrial value added9@6lwhereas mere 9.2% large
enterprises account for 77.4% of industrial emplegmand 87.4% of industrial
value added in 1996. Moreover, 93% of SMEs accdant29.6% of industrial
employment and 20.3% of industrial value added @8 Small and medium
enterprises accounting for 94.4% of total indaststablishment have contributed
to 31.5% of industrial employment and 28.8% oflustrial value added whereas
mere 5.6% of large enterprises account for 68.5%nadistrial employment and
71.2% of industrial value added in 2009. Virtua9.3% small and medium
enterprises of total industrial establishment dboted to 6.4% of total
employment in 2006. Similarly, it was 3.78% in 20@4.4% small and medium
enterprises of total industrial establishment aoted for only 3.45% of total
employment 2009 (see annexure 8). Moreover, th&ibation of SMEs to GDP is
around less than 1% between 2000 and 20089.

Thus, what is understandable from this statistacalysis is that even though
SMEs accounts for vast percentage of establistanéis contribution to the
national economy in terms of employment, value ddated output is very low and
insignificant while very little large enterprisedap preponderant role to the
national economy of Sri Lanka.

Further, when Sri Lanka get confronted severem@yment, stagnant growth
and severe balance of payment deficit, as a remediasure for these problems,
economy was liberalized in 1977. Under liberalizabnomic policy government
placed more emphasis on SMs development, partiguaMEs which get engaged
in export. Some small manufacturing firms are éilsagly to be actively engaged in
export activities and engenders significant foreigrchange in developing
countries (Zhang, Tansuhaj and McCullough 2009;@egorio, Musteen, and
Thomas 2009). In spite of Sri Lanka’s having ineeshtotal exports income, share
of SMEs export does not significantly contributetih@ economy. Table 6.11 and
figure 2 clearly show decreasing and fluctuating ESMexport which make
undesirable impact on trade balance and balanpayshent in Sri Lanka.
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Table 6.11: The contribution of SMESs to the total gport income

year Export of Total Percentage share
SMESs(Rs.Mn) export(Rs.Mn) | of SMES
2000 37629.50 402,308.45 9.3
2002 37371.36 448,354.76 8.3
2004 42183.60 563,932.10 7.5
2005 40113.54 619,496.84 6.5
2006 39432.63 703,434.03 5.6
2007 41528.70 847,350.96 4.9
2008 41719.32 885,998.37 4.7
2009 39454.36 818,159.57 4.8
2010 34873.81 949,904.94 3.7
2011 37471.50 1,107,600.70 3.4

Source: Industrial Development Board, Sri Lanka

As per the table 6.11, the share of SMEs to totgabeg income was 9.3% in 2000,
8.3% in 2002, 5.6% in 2005, 4.8% in 2009, 3.7%04@and 3.4% in 2011. What
is worthy of mention is that share of SMEs to expacome in the total export has
continuously decreased which explicitly indicates tnsignificant contribution of

SMEs in export income.
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Figure 6.1: The total and SMEs export
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Moreover, following figure 6.1 clearly shows ttnend and characteristics of total
export income, industrial export income and SMEgiat income in which export
income of SMEs has had decreasing trend while tatal industrial income
significantly goes up. Out of industrial incomepext income of large enterprises
has been significant which contributes the decngatiiade balance deficit of the
country. The data gathered from Likert sale alsoverthe fact that small and
medium enterprises do not have significant contidouon the national economy of
Sri Lanka.

Table 6.12: The SMEs and sustainable development

Factors Mi | Ma | Mean | Stand.
ni | X Deviatio
n
Participation Special Poverty alleviation prograni8fAP) 1 5 4.5 .92
Participation of National poverty alleviation(NPA) 3 5 4.9 14
Funding contribution to environmental protectioR®TE) 5 5 5.0 .00
Drainage 1 5 2.0 1.0
Recycling 1 5 3.2 1.8
Noise 1 5 3.5 1.5

Source: Survey data, 2012

For the role of enterprises to the national pgveidleviation and sustainable
economic development to be found out, some impbrfanotors need to be
measured. Among them, researcher placed on moréasmspon participation in
poverty alleviation programme in community levaledt participation of national
poverty alleviation programme, funding contributict®@ the environmental
protection, drainage system, recycling and noise @A for detail). It is the fact
that according to the likert scale, degree of mesmant has started from strongly
agree (point 1) to neutral (point 3) to stronglgatjree (point 5). In consonance
with mean value of owners of enterprises, they hatesignificantly contributed to
the national poverty alleviation and developmenth& country. The SPAP mean
value of 4.5 which is close to five clearly indieatthe fact that SMEs do not have
enthusiasm to participate special poverty allepratiin  community level.
Accordingly, 72.2% respondents are strongly disagthat they have contributed
to the community level poverty alleviation and P8.%f respondents disagree.
Only 8% of respondents agree that they have caé&ibto community level
poverty eradication. The standard deviation alsgieidy articulates the validity of
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the above mentioned facts. What is the fact is ttatstandard deviation of SPAP
of 0.9 is lower than one which indicates that gmises do not contribute to the
community level poverty reduction. Similarly, theirettt contributions of
enterprises to government national poverty eraiecgirogramme and to funding
to environmental protection are also insignificakg. matter of fact, mean value of
NPA and PROTEC are 4.9 and 5 which highly recognthe insignificant role of
SMEs. Further, 99.8% of respondents are strongigea that enterprises do not
have responsibility in contributing government om#il poverty reduction
programme and 96.9% of respondents have refusad fimding assistant to
environmental protection. Consequently, standardiatien of those are very
lowest for NAP (0.1) and PRTECT (0.00) confirmimgsignificant contribution of
SMEs (see annexure 4 BCF tables and HIJ figureddtail).

In analyzing poverty, sustainable developmentyti@darly environmental
protection should be considered. Accordingly, ewBough drainage system,
recycling, noise prevention are not significantmpared to other factors, SMEs
have placed their concentration in maintaining tirainage system and noise
prevention and also recycling. Out of three fagttiie mean value of drainage is
virtually two which indicates its improvement. Thusrtually 67% of respondent
agree that they have proper drainage system wisighositive indicator in the
development of economy. Moreover, 35.5% of respotsdare strongly agree and
5.8% are agreed that they make recycling where 2a8%2 of respondents are
strongly agreed and 3.3%agree 21.6% of respondeatseutral in regard to noise
prevention. In contrast virtually 44.3% respondeants strongly agreed and 8.7%
agree that they do not have noise prevention sydtésan value of 3.5 of noise
prevention also prove this fact (see annexure 4 Edb(es and KLM figures).

Thus, it can be concluded that SMEs do not sigamtly contribute to the national
economy in terms of employment, value added, outpoaverty alleviation and
environmental protection where as drainage, reegchnd noise prevention is
moderately good but further improvement is needed rhaintaining standard
quality of environment. Therefore, the hypothesiat tSMEs do not significantly
contribute to the national economy and poverty céda in Sri Lanka is accepted.
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6.3.2 SMEs and living standard

The living standard of workers working in SMEs aemparatively very low
because of low wage, absence of non wage beretfitsThus, salary and other non
wage benefit are inadequate for employees to maitttair average living standard
in Sri Lanka. Therefore, following hypothesis wassted by using model
formulated by author with the help of statisticaft@are.

Null hypothesis SMEs have played the significant role in maintagngood living
standard of employees.

Alternative hypothesis. SMEs have not played the significant role in mamiey
good living standard of employees.

As mentioned in the literature, SMEs in develogedntries such as America,
Europe have played significant role in increasingng standard and thereby
alleviating poverty of employees because every eygas obtains the various non-
wage benefits such as sick leave, vacation leaveud) housing loan, medical
facilities or medical insurance and other fringendfés. Particularly, the salary
obtained by employees is satisfactory to maint&eirt standard of living in
developed countries. In fact, this is differencase of developing countries where
poverty is severe and widespread. In Sri Lankayrgafringe benefits and working
environment are not favourable for employees wieveorking in SMEsS in most
cases even though very few SMEs give good salagyodimer fringe benefits for
their employees with high potential use of empleydiggs (2002) and Hallberg
(2001) contended that larger employers offer bettes in terms of wages, fringe
benefits, working conditions, opportunities forlsknhancement, and job security
than small enterprises. What is observable fathas executives and managers
working in same SMEs obtain very high salary witbsmof the fringe benefits.
Author in their statistical analysis has provedstlactual fact. To test this
hypothesis, two strata such as employees and epgldyave been employed in
this study. Generally, living standard of employedso are working in SMEs
mainly rely on their salary obtained, fringe betsefincluding loans, medical
facilities or medical insurance, security includifapb and employees provident
fund (other factors remain constant) because mb#teoworkers are asset less.
Based on this concept, model has been estimateal.alithor has put forward
following model to test aforesaid hypothesis whichs follows.
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ECON=/g+y:SALAR+y,FRINGE++/3EPF #,SECUg........eveeieeenn... (1)

In equation 1, ECON, SALAR, FRINGE, EPF and SECténré&o living standard or
economic condition of employees, fringe benefiteplyees provident fund and
security including job respectively.

There may be problem of heteroscedasticity wheneinags estimated. Thus,
equation is transferred to log form to detect fhvisblem. There is no problem of
multicollinearity even though model got confronteeterocedasticity problem. In
equation 2, LN refers to log transformation.

LNECON=yy+y;LNSALAR+y2LNFRINGE++#3LNEPF+#4LNSECU+;........ (2)
The estimated model has been shown in table 6.13,,&.15 and equation 3

LnECON = 0803 + 0.014LnSALAR + 0379LnFRINGE + 0.1425ECU + 0.109EFF

Table 6.13: Model summary

Model | R R square Adjusted R Standard Durbin-
square error watson
1 825 | .681 671 11.596 1.980

Source: Survey data, 2012

In accordance with model summary of multiple resi@ss, R is 0.68 which
means that approximately 68% of variance in livistgandard of workers
(LNECON) is jointly explained by variables such a&NSALAR,
LNFRINGLOAN, and EPF and SECU. The model does ndfes the problem of
heteroscedasticity because Durbin-Watson value9 which is closer to 2. (If D-
W is closer to 2, there is no problem of heteroastdity). Thus this model is
nicely fitted (see annexure 5A).

Table 6.14: ANOVA

Model Sum of Squaredf Mean Square | F Sig (p)
Regression 14.973 4 3.743 15.685 .000
Residual 94.028 394| .239

Total 109.001 398

Source: Survey data, 2012
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So long as the p value of F statistics is less &fnin table 6.14, it also further
confirms that model is more appropriate (see anmee®(C). The table 6.15 clearly
shows the significance and impact of every variabte living standard of

employees who are working in SMEs.

Table 6.15: OLS regression results

Variables Unstandardized Collinearity
coefficients statistics
coefficie | Std.error| t Sig Toleran
nts ce VIF

Constant .803 241 3.328 .001

LNSALAR 014 .055 0.253 .004 972 1.028

LNFRINGE 379 .056 6.788 .000 .962 1.040

LNJOBSECU 142 .059 2.425 .016 991 1.009

LNEPF 109 .038 2.859 .801 991 1.010

Source: Survey data, 2012

In accordance with above regression result, aadreredicted, all explanatory
variables have had positive sign indicating thsitpee relationship between living
standard (economic condition) and explanatoryaldes. The variable such as
Salary of employees (SALAR),security including jsécurity (SECU) and fringe
benefits (FRINGE) are significant because p valieasresponding variables are
less than 5%. Only p value of EPF is more than B&tcating insignificant of its
variable. As indicated earlier, all variables h&een transformed to log form (LN)
to detect heteroscedasticity problem.

The coefficient of FRINGE has had positive relaship with ECON. When
variables such as LNSALAR, LNSECU, and LNEPF renwnstant, a 1% rise in
LNFRINGE increases ECON by 0.3%. But, its p-valsi®i000 which is less than
0.05 indicating significant of this variable. Whatthe important fact is that even
though FRINGE is significant variable, it does malery less impact on living
standard of employees (ECON). In other words, ntpact on living standard of
employees is approximately 0.4 which indicate the that employees obtain less
fringe benefit from enterprises. Particularly, in Sanka, small enterprises are too
reluctant to offer fringe benefits to their empleyelhough medium enterprises
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relatively provide the fringe benefits to employ@egsomparison with small firms,

this is also not adequate to maintain good livihgtandard. Moreover, despite p
value of salary of employees (0.004) which is I#éisan 5% has elucidated
significant of this variable, its impact on livirgfandard of employees who are
working in SMEs is virtually 0.1% for 1% increasedalary. What is the reason is
that generally SMEs provide very less salary tartleenployees. What is the

observable fact is that while normal unskilled aedi-skill employees obtain very
low salary which is not adequate to maintain tliging standard as compared to
managers and executives in Sri Lanka. Managersnolmare than six times salary
than normal employees with other fringe benefithe Ttables 6.16 and 6.17
explicitly depict the difference and discriminatiom regard to salary between
employers and employees working in SMEs.

Table 6.16: The salary distribution of employees iIsMEs in Sri Lanka

Range of salary (Rs.) Frequency Percentage
7000-14000 208 53.3
14000-25000 141 36.2

More than 25000 41 10.5

Total 390 100

Source: Survey data, 2012, Exchange rate: 1Eurd6B<l0; 1 Dollar=Rs.125.60

According to the table 6.16, 53.3% of employeesaiobtthe salary between
Rs.7000-14000 and 36.2% between Rs.14000-25000e WM@5% employees in
SMEs obtain more than Rs.25000 as a salary. Asteemaf fact, Rs 29000 is
needed per family per month if taking World Bank/@ay line of $ 2 to maintain
minimum living standard (average family size isrfodBut, the managers who are
working in same SMEs obtain high salary as showalte 3. It is understandable
that there is huge salary difference between noremaployees and managers.
Those who obtain less than Rs 25 000 as a salarnpeth grappled with day to
day life because of lack of income earnings. Theraye family members in these
families are 5 or more even though average natiamaily size is 4. Consequently,
the children of those families have been transahitteto poverty trap in nature.
Moreover, managers who are working in SMEs obtaicekent salary with non-
wage benefits which leads to income inequality agnthre top level and low level

93



employees. In accordance with table 6.17, almo% & managers obtain more
than Rs 70 000 which is more than adequate incarpesisent cost of living cost.

Table 6.17: The salary distribution of Managers inSMEs in Sri Lanka

Range of salary (Rs.) Frequency Percentage
40000-70000 132 33.8
70000-100000 158 40.5

More than 100000 100 25.6

Total 390 100

Source: Survey data, 2012

Similarly, p value of SECU is 0.016 which indicaté’s significant. The 1%

increase in SECU would lead to 0.14% increase i©®ECother factors remain

constant. What is worthy of mention is that EPFalhinas had 0.801 p value is
insignificant in determining the ECON. Most of sinahterprises do not provide
the EPF to their employees while contribution fd?FEis also very low because
salary of employees is very low. Further, employeeSMEs in Sri Lanka would

mostly withdraw their EPF in age of 55. Therefareloes not impact on day to day
living standard of employees. That is why; p vabhfeEPF is more than 5%
indicating insignificant impact of this variable d6CON. As indicated earlier,

Generally, SMEs are reluctant in offering non-wageefits to their employees. As
a result, there is no any further improvement irplayees’ living standard. The
employees working in SMEs answer the following dgues with yes or no option

which are shown in table 6.18. The table 6.18 atsdirms the regression findings
that SMEs do not significantly play in the livingaedard of workers.

Table 6.18: Facilities received by employees fromMES

Details Yes No (%)
(%)

Enterprises provide EPF 56.7 43.3

Enterprises provide health facilities and loan 40.0 60.0

Enterprises provide education loan for children 135. | 64.9

Salary provided by SMEs is enough 41.8 57.9

Enterprises are interested in national povertyelteon 16.9 83.1

Source: Survey data, 2012
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In accordance with table 6.18, 43.3% of employd@sot obtain EPF which is
basic rights of employees. Even though every engpl@hould contribute to the
EPF of particular worker in accordance with gentabr law, they escape without
contributing to EPF because labor laws and regulatare weak and in favour of
employers in Sri Lanka. Moreover, 60% of the empks/answered that enterprises
did not provide any health facilities and 64.9% &ypes answered that
enterprises did not provide education loan. Furtioee, 83.1% employees
answered that enterprises are not interested ion@tpoverty alleviation. In fact,
what is the observable fact is that the medium diroffer relatively health and
education and good salary compared to small firotsniot adequate. If the VIF
value is less than 10 or tolerance value is gredib@an 0.2 there is no
multicollinearity problem. In table 6.15, as longtalerance value of all variable is
greater than 0.2 (0.972, 0.962, 0.991, 0.966) amd ¥alue is less than 10
(1.028.1.040, 1.009, 1.035), estimated model domts saffer the problem of
mullticollinearty. The correlation analysis also nions that there is no
multicollinearity problem (table 6.19).

Table 6.19: The correlation matrix

ECON SECU SALARY | FRING| EPF
E
ECON 1.000
SECU .088 1.000
SALARY .048 .047 1.000
FRINGE .326 .075 155 1.000
EPF .164 .006 .032 .096 1.000

Source: Survey data, 2012

Normality test has also been performed which iemss analysis while fitting the

regression model (see annexure 5D for details).

Table 6.20: Test of normality

Kolmogorov-Smirno% Shapiro-Wilk
Statistic | Df Sig Statistic Df Sig
131 400 .670 .925 400 .892

Source: Survey data, 2012
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If p value of Kolmogorov-Smirnov is greater thafo5residuals are normally
distributed and if that of Shapiro-Wilk is more th&% residuals are normally
distributed. In table 6.20, both p value -Kolmogef@mirnov and Shapiro-Wilk
(0.670 and 0.892) which is greater than 5% indictitat there is normal
distribution. The distribution figure also confirntBat residuals are normally
distributed. Therefore, the hypothesis that SMBshaayed the significant role in
maintaining minimum living standard of employeesafcted.

6.3.3 SMEs and productivity

The productivity of SMEs in Sri Lanka are affettey several factors such as
poor infrastructure, lack of finance, low paid sgJdack and absence of EPF, lack
of fringe benefits. Consequently, the productiord grofit of SMEs has been
marginal or just above marginal level and theretgirt contribution to national
economy has been very low as compared to largesfirfihus, considering
aforesaid factors, author has developed third gse$ to confirm what factors are
more responsible for low productivity of SMEs.

Null hypothesis: The productivity has negativegeib affected in SMEs in Sri
Lanka.

Alternative hypothesis: The productivity has nogatevely been affected in SMEs
in Sri Lanka.

Generally, employees who are working in small ametlium enterprises suffer
many problems such as low salary, little or lackrimige benefits, lack and absence
of EPE and job in security. It is the fact thatréhés relationship between size of
firms and above said factors. The salary offerm@GMES to employees is very law
which is not enough to maintain the good livingnsiard. On the contrary,
managers obtain excellent salary with all fringedfgs in SMEs. In large firms,
job and other security is higher than small and iomadirms. But in comparison
with medium firms, job insecurity is very high immall firms. The small
entrepreneurs will lay off their employees if emples make small mistake or any
small fault. Further, significant workers in SME® demporary basis. Moreover,
employees of small emprises give up their employnegportunity in particular
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company and they search job another company becdusmflict with managers
and owners as well as low salary. The employerd provide between one month
and several years notice before termination, a$ aglpay a lengthy severance
(World Bank 2010; Claeys and Engels 2010. Moreovtbg fringe benefits
provided by employers are very low, some time, absen small and medium
enterprises. Most of the small firms do not provieF to employees because lack
of knowledge of employees and defect of labour lang regulation in a country. It
Is to be noted that even though medium size filke tzare about employees and try
to provide particular non wage benefits comparesitall firms, it not satisfactory
level to increasing living standard of employeelsug; In brief, employees are not
enthusiastic to work with use of their high potahtiapacity of them in SMEs. As a
result, productivity of SMEs is affected by thesetbrs. In other words, the low
wage, lack of fringe benefits, lack of EPF, jobeaagrity jointly leads to low
productivity. It is a one of the reason for SMEgtigg marginal product and low
production. On the other hand, entrepreneurs aildengo several problems such as
lack of finance and motivation, high interest rate,effective government support,
etc in developing their business. It is the faatthignificant growth barriers is
obtaining the finance, decreasing or unstable ddn(@erren,2000) and tightening
completion (Hay and Khamshad, 2004). The lack -skiik force, weak
managerial and marketing skills are also importguawth barrier and thereby
decreasing productivity (Perren, 2000). Generathge several strategies that
growing body of work have explicated have playedc@l role for contributing
growth in which finance ,marketing human resourcasfwork integration,
production and entrepreneurial strategy are indisglele for growth of business.
Thus, development and support for net work integmnatis needs for enterprises
for their growth and increase in productivity (Sachnd Chetty 2000; Cromet al.
1994; Weick 1991). Those small and medium entezpnsoperly combine these in
effective manner can succeed their business anceltheproductivity could
increase. Particularly, infant SMEs, SMEs who hbhad very less experience has
faced financial issues. Well structured and pe¥sisEMEs are good position in
finance and they are able to get financial supporn Banks and other sources.
This issue also afflicts the productivity of SMB%wus, considering these factors,
following model has been constructed.

97



PRODUCTIVITY=5¢+ 8; LACKFINANCE+ 6,FRINGBENEFIT+ 6 3 SALARY+

04 SECU® 5 EPF+6s INFRASTRUCTURE+¢;

The equation 4 was transformed to log form whicldemnoted by LN to detect
heteroscedasticity problem. Having transformedgpfbrm, the equation can be re
written as follows

LNPRODUCTIVITY=6¢+0;LNLACKFINANCE+3,LNFRINGBENEFIT+53
LNSALARY+ 6,LNSECU+ 5 LNEPF+06,LNINFRASTRUCTURE+¢;

...... (5)

The equation 4 was estimated with the help of SRt&&esults are given below

LNPRODUCT = 1.824 — .197InFINANCE + .038InFRINGE + .091InSALAR + .059InSECU
+ .053Iln EPF+.054InINFRAST ... (6)

Table 6.21: Model summary

Model

R

R square

Adjusted R square

Std.Err

DI Davtbatson

1

73

597

.506

.35309

2.011

Source: Survey data, 2012
In accordance with table 6.21° R 0.597 which means that approximately 59% of
variance in productivity was explained by the fastsuch as, lack of finance;
fringe benefits, salary of employees, EPF, job sgcand infrastructure.

Table 6.22: ANOVA

Model Sumof df Mean Squares F Sig
Squares

Regression 3.602 6 .600 5.296 .000

Residual 44.545 393 113

Total 48.147 399

Source: Survey data, 2012
In fact, this model is nicely fitted. So long a® th value of F statistics is also less
than 5% (0.05) in table 6.22, it also further conB8 that model is more
The table 6.23 clearly shows the impact of everyiabdée on

appropriate.
productivity.

98




Table 6.23: Multiple regression result

Model Unstandardised Collinearity

coefficient statistics

B Std.error T sig | Tolerance VIR

CONSTANT 1.824 201 9.096 .000
LNFINANCE -.197 .047 4.169 .000 976 1.025
LNFRINGE .038 .039 .990 .023 .958 1.044
LNSALAR .091 .038 2.384 .018 972 1.029
LNJOBSECU .059 .040 1.468 .143 .985 1.015
LNEPF .053 .027 2.010 .045 974 1.026
LNIFRAST .054 .026 2.070 .039 995 1.005

Source: Survey data, 2012

In consonance with table 6.23, all variables hagen transformed into log form
which is denoted by LN. As a matter of fact, if gue of corresponding variable is
less than 5% (0.05), the particular variable isidicant to explain the dependent
variable. Accordingly, the p value of lack of firmnof 0.000 is less than 5%
implying highly significant to explain the produaty of SMEs. Further its
coefficient has had negative sign which articuldtes fact that there is negative
relationship between lack of finance and produttiviAccordingly, lack of finance
leads to decrease in productivity of SMEs and vexsa. What is observable fact is
that interest rate and lack of finance can joimtfiect the productivity of SMEs.
Thus, SMEs should be able to obtain financial tasce with lower interest rate
whenever they suffer and need the financial assistaThus, government and
department related to SME activity are responsiblesolve the financial issues
confronted by SMEs. If so, it is high motivation itacrease the production and
employment by SMEs. Consequently, GDP and peraapbme will increase and
income will be redistributed via new employment ogipnity for poor and low
middle income families. The poor have had relayivalv education and unskilled
than rich. In this context, increase in produtyivabsorbs more workers which
lead to increase of income of poor. Generally, SMIE®uld concentrate increase of
guality of human capital of workers. The collectil@man capital in SMEs is
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considered an important source of competitive athgen (Horn, Nickels, Van
Olffen, and Heijltjes 2010).

In Sri Lanka, garment industry absorbs more uleskivorker who are rural poor.
The p values of fringe benefits, salary and EPFefoployees are 0.23, 0.18 and
0.45 respectively. All those p values are less #P4n(0.05) which explicitly depict
that these variables significantly explain the madity. In other words, above
three are significant variables in this model whafflicts the productivity. The
coefficient of fringe benefits is 0.038. 1% increasn fringe benefits leads to 0.038
% increase in productivity and vice versa. The iatpaf fringe benefits on
productivity is very low confirming the fact thaM&s in Sri Lanka offer very little
fringe benefits or absence of it to employees. [anty, co efficient of salary and
EPF are 0.091 and 0.053 respectively. In spiteot boefficients are significant in
term of p value, their impact on productivity isryéow confirming the fact SMEs
do not offer good salary and EPF facilities. Geltyramployees should be
encouraged and motivated offering various fringedbés such bonus, housing
loans, social security, insurance, retirement benehd sick and vacation leave
which lead to increase in productivity and prodoctiand thereby increasing
employment opportunity. SMEs in Sri Lanka providery low salary to their
employees compared to large enterprises. The meduberprises provide
relatively high salary compared to small firms hat adequate to maintain average
living standard. However, the employees should lo¢ivated via offering good
salary, fringe benefit and EPF which leads to iasee in productivity and
production and thereby increasing national inconm&l alecreasing income
distribution. But there is lack of motivation fomeloyees who are working in
SMEs to increase productivity in terms of goothisaand fringe benefit (non-
wage benefits). Consequently, the contribution ®MES to total production,
employment and value added is very low in compariith large firms. Apart
from afore said factors, well structured infrastaue is very essential factor which
boosts the productivity and production of countty.p value is 0.03 which highly
confirms the importance of infrastructure in e&sing productivity of SMEs.
What is worthy of mention is that well structuredfrastructure leads to
productivity and production of all firms such as EMnd LE. On the other hand, it
engenders low living cost for all people. Its coréint of 0.05 clearly elucidates
that 1% increase in infrastructure leads to on@60% increase in productivity. In
other words, even though the infrastructure isgmificant variable, it is not in
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good standard for the increase of productivity in Banka. It means that
infrastructure should be further improved and depetl to increase productivity
and production of SMEs. In brief, even though thestrof the afore said factors
highly significant in influencing on productivitithe impact of these factors on
productivity is very low or marginal confirming loproductivity due to offering
low wage and non wage benefits and lack of infuastire and lack of finance. The
p value of variable SECU is 0.14 which indicate taet that this variable is
insignificant to explain the productivity but theise positive association between
job and other security of employees and produgtivithis may be because of
availability of average level job and other seguf@r employees (see annexure 6
A, B, C and D for details).

If the VIF value is less than 10 or toleranceueals greater than 0.2 there is no
multicollinearity problem. In table 6.23, so long talerance value of all variable is
greater than 0.2 (.976, .958, .972, .985, .974).9%d VIF value is less than 10
(1.025, 1.044, 1.029, 1.015, 1.026, 1.005), es@chahodel does not suffer the
problem of mullticollinearty. The correlation ansity also confirms that there is no
multicollinearity problem (table 6.24)

Table 6.24: The correlation matrix

PROD | LACK | FRING | SALAR | SECU | EPF INFRAS
UCTI | FIN E T
PRODUCTIVITY | 1.000
LACKFIN -.183 | 1.000
FRINGE .037 -.066 | 1.000
SALAR 110 -.015 | .155 1.000
SECU .064 .080 075 .047 1.000
EPF .080 125 .096 .033 .005 1.000
INFRAST 100 .019 .047 .032 .007 .052 1.000

Source: Survey data, 2012

Normality test

Normality test confirms that residuals are normdilstributed (table 6.25)
Table 6.25: Normality test

Kolmogorov-Smirno% Shapiro-Wilk
Statistic Df Sig Statistic Df Sig
109 399 531 .888 399 792

Source: Survey data, 2012
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If p value of Kolmogorov-Smirnov is greater th&Po, residuals are normally
distributed and if that of Shapiro-Wilk is more th&% residuals are normally
distributed. In table 6.25, both p value of KolmomeSmirnov and Shapiro-Wilk
( 0.531 and 0.792) which is greater than 5% indickhat there is normal
distribution. The distribution figure also confirntBat residuals are normally
distributed (see annex13). In accordance with tlheehtwq the hypothesis that
productivity of SMEs has been negatively affectedadcepted.

6.3.4 Association of poverty with other variables

The poverty is a crucial and persistent issudeweloping countries. This is not
different in case of Sri Lanka. Therefore, Sri Lanitrives to eradicate poverty
which is persistent issue of country from indepemgebut still poverty is severe
and chronic problem in Sri Lanka. There are sevla@brs that cause the poverty
in Sri Lanka of which, slow economic growth, ladksocio infrastructures, income
inequality, unemployment, inflation, poor growth®#Es are predominant factors
for the severe poverty stricken nature in Sri LankKhus, the author tried to
indicate the size and impact of these factors emthverty incidence of Sri Lanka.
Therefore, the author has developed sixth hypathtesfind out the relationship
among the variables or impact of every variablep@rerty incidence.

H4: There are associations among economic growtiemployment, inflation,
social infrastructure, income inequality and SME#woverty incidence.

In this analysis, author takes poverty incideasedependent variable and rests
such as economic growth, income inequality (girefoient as proxy for income
inequality), social infrastructure (human developmimdex as a proxy for social
infrastructure), inflation and unemployment and SMdte independent variables.
The model has been formulated based on followingtfan of these variables.

POV=f(EG,GI,HDI,SME,INFLUNE)... ... e eteee et eeeoeeeeeeeeeee e (7)

POV refers to poverty incidence: EG refers to eoaoogrowth: Gl refers to Gini

coefficient: HDI refers to human development ind8KE refers to share of small
and medium enterprises to the employment: INF seffieinflation, ut is error term
and UNE refers to unemployment. On the basis ofeatnd function, multiple

regression models could be written as follows.

POV=Bo+B1EGB,GI+BsHDI+BsSMEBINF+BUNE+ 0. . v v, (8)
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Log transformation has been made to detect hetéasteity problem. Having
made log transformation, the equation two can teitten as follows.

LNPOV=Bo+B1LNEG+B,LNGI+BsLNHDI+B,LNSME+BsLNINF+BLNUNE+¢, _ (9)

The variables used in the model may be statiooanon-stationary which makes
a spurious model which is not desirable. It shdudidentified whether factors
used in this analysis are stationary or not beéwauating the nexus among the
variables in equation. Thus, it is more appropriatearry out the unit root test to
find out whether variables are stationary or ndtisTis very crucial test in the
fitting the regression model because non-statiodatg make a model as spurious
which is not use full for fore recasting or for dgon making. In other words, the
spurious regression phenomenon could be removedariag out unit root test
(Agmented Dicky Fuller Test-ADF test). Gujarati () in his book mentioned
that“Sometimes we expect no relationship between twiablas yet a regression
of other variable often shows a significant relasbip...it is therefore very
important to find out if relationship between ecomo variables is spurious or
nonsensicalThus before running regression model, ADF testighbe carried out
to detect the non-stationary issue. The authortiftlesh the fact that there is non-
stationary data (all non-stationary variables) r@arout ADF test based on the
levels of each variable to following general ADFuation four ( assuming that
individual variable is ).

AV, = Bit+6Y., +a; X2, AV, + e, (Forlevels)........ocoovviiiiiiin ., (10)

Thus, data or variables were transformed in ta fiisference based on ADF
equation five. In equations 4 and 5, m and t rédenumber of lags and times
respectively.

AAYt =oc AYE — 1 + 2T BiAAYt — 1 + & + Yt + et (For first differencg.....(11)

If absolute value of ADF statistic is less thawmalue, the hypothesis of non-
stationary cannot be rejected meaning that vaisabsed in the analysis are non-
stationary which indicates that there is unit noaiblem. Thus if absolute value of
ADF statistics is greater than absolute t valuagjabdes or data are stationary
which can be employed for the analysis. It meaasttiere is no unit root problem
in which variables or data could be employed furtstesdy. Another criterion to
find out whether variable is stationary or not iggbue. The p value is less than 5%
variable is stationary. In this analysis, for lew&DF test shows that there is non-
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stationary (unit root problem) which has been shawtable 6.26 (see annexure

TA).

Table 6.26: Unit root test- level of significance

Variables ADF statistic t statistic at 1% t statistic at 5% | Prob*
LNPOV -2.812722 -4.498307 -3.65844 0.2090
LNGI -2.66053 -4.49307 -3.658446 0.2607
LNHDI -2.750622 -4.498307 -3.658446 0.2291
LNINF -3.613073 -4.532598 -3.673616 0.0558
LNSME -3.228720 -4.498307 -3.658446 0.069
LNUNE -2.141414 -4.498307 -3.658446 0.4937
LNEG -4.078580 -4.571559 -3.690814 0.2039

Source: Survey data, 2012

In accordance with table 6.26, as absolute valu@&F statistic is less than

absolute value of t at 1% and 5%, all variablesrame stationary at level. The p
values also confirm the fact that there are notatiomary at level. Therefore, data
were converted into stationary by first differengable 6.27) because the first
difference of non stationary variable is stationgage annexure 5A for details). In
consonance with econometrics, first difference aldas are integrated order one
which is shown in table 6.27.

Table 6.27: Unit root- first difference of variables

Variables ADF statistic t statistic at 1% t stitist 5% Prob*

LNPOV -5.772612 -3.831511 -3.029970 0.0002
LNGI -5.425295 -4.728363 -3.759743 0.0032
LNHDI -5.825735 -4.532598 -3.673616 0.0008
LNINF -4.005956 -3.920350 -3.065585 0.0085
LNSME -5.911174 -4.571559 -3.690814 0.0008
LNUNE -4.399088 -3.831511 -3.029970 0.0031
LNEG -15.21011 -5.835186 -4.246503 0.0001

Source: Survey data, 2012

As absolute value of ADF statistic for all variablare greater than t statistic in
table 6.27 at 1% and 5% significant level, vagbhare stationary in which p
values also confirm that variables used in thislyama are stationary after first
difference in order one.
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The results of the OLS are summarized as follows.

LNPOV =0.177600 + 0.17InINF — 2.70 InHDI + 0.34 InGI — 0.39InEG
— 0.08InSME + 1.60InUNE

Table 6.28: Multiple Regression results

variables coefficient | St.error t-statistic Prob*
CONSTANT 0.177600 0.069110 2.569805 0.003
LNINF 0.178330 0.075933 2.345525 0.03
LNHDI -2.709017 | 5.709263 0.474495 0.042
LNGI 0.342461 0.256635 1.334430 0.033
LNEG -0.390334 | 0.107291 3.638069 0.002
LNSME -0.089510 | 0.033124 2.702245 0.017
LNUNE 1.604709 0.324151 4.950503 0.0002
C 0.177600 0.069110 2.569805 0.022

0.8046 Mean dependent | 0.006863
R-squared var
Adjusted R- 0.7209 0.356642
squared S.D. dependent var

0.188403 Akaike info -0.239265
S.E. of regression criterion
Sum squared resid 0.496940 Schwarz criterion 0.108909
Log likelihood 9.512285 F-statistic 9.611191
Durbin-Watson 1.888970 0.000269
stat Prob(F-statistic)

Source: Survey data, 2012

R’ is an important indicator for the goodness of nholf®del would be almost
goodness of fitness if the value of B around 60 % (0.6). In accordance with
model, R is 0.8 (80%) meaning that virtually 80% of vamati in poverty
incidence is explained jointly by variables such exonomic growth, SMEs,
unemployment, Gini coefficient, inflation and humdevelopment. The rest of the
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20% variation in poverty incidence can be explaibgdesiduals or other variables.
R? of 0.8 indicates the statistical fithess of modEhe p-value of F-statistic of
0.000269 which is less than 5% also confirms tret fhat this model is more
appropriate to further analysis and forecastingadoordance with regression result
of table 6.28, as already predicted, inflation (JNt&s had positive sign indicating
positive association among POV and INF. Inflatiensignificant because its p
value is 0.003 which is less than 5%. 1% increasdli leads to 0.17% increase in
poverty as Gl, HDI, EG, UNE and SMEs remain cornstam accordance with
economic theory, human development which includegness and development of
education health and medical facilities is crudattor to enhance the living
standard of people and alleviate the poverty. Tilm@act of tremendous progress in
human development significantly has contributetheexcellent living standard of
people in developed countries. Many empirical gssdshow that South - East
Asian countries such as South Korea, Thailand, daiand Kong Hong have
achieved great progress in human development ardli significant decrease in
poverty incidence. In case of Sri Lanka, thereighificant progress in human
development which has led to considerable decliegseverty but not like South —
East Asian countries. According to the table 6&&8per economic theory, there is a
negative association between human developmentpamdrty meaning that as
human development goes up, poverty will go down aicé versa. As variable
human development (HDI) is significant in affectipgverty because its p value
(0.04) is less than 5%, a 1% increase in humanldgwvent leads to 2.7% decrease
In poverty incidence in Sri Lanka and vice verseewlGl, EG, INF, UNE and
SMEs remain constant. In Sri Lanka, successive movent has spent considerable
amount of money to the development of educationteeadth and thereby there is
significant progress in the most of the human dgwalent indicators such as
literacy rate, school enrolment rate, birth ratéamt mortality rate, life expectancy
and population growth rate etc. Sri Lanka’s humawetbpment index is by far the
highest in South Asia and exceeds that of the camtries. Vijayakumar (2010)
mentioned thatthis level of human development has been achidvedigh the
provision of universal access to health, educatdad continued investment in the
social sectors. But economic development howeveldgged consistently behind
the social development'Thus, this empirical study clearly shows that hom
development has had significant impact on poveftye statistics of poverty
incidence in Sri Lanka also prove the fact thatehis increase trend in human
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development and decrease in poverty even thouglke thecade war deteriorated the
social and economic development of country in ganend North-East in
particular. The fact remains that although theayutf the government on health
and education has remarkably improved the humaelodpment index yet, it has
not gone long way in reducing poverty level. Srnka is on the track to achieve
Millennium Development Goal (MDG) of most of the dftt and education
indicators. But, improvements in the MDG indicatéosequity in education and
health do not show similar improvements (Vijayakuraad Brezinova, 20}2As
compared to developed and newly developed counfueber progress is needed
in the social development of Sri LanKaenerally, income inequality will increase
and further worsen the poverty incidence of a agurh other words, income
inequality is a main cause for increase and sepeverty stricken in general. It is
true in the Sri Lankan context. Ginicoefficient@exy for measurement of income
inequality having positive sign is significant tapéain the poverty as its p value
(0.03) is less than 5%. According to the table 6.28 increase in income
inequality makes 0.3% increase of poverty and wvieesa. Despite liberalization
has increased income of all groups in Sri Lankeregiase in income has not evenly
distributed among the all people. Before 1977 gowemt distributed goods and
services under closed economic policy. Thus incomaguality was low during that
period. Private sector and enterprises are motivatel promoted by government
under liberalized and open economic policy. Coneatly, this policy has
increased and worsened income inequality in SrikhanFor instance, Gini
coefficient has increased from 0.43 in 1978 to 0M46986/87 and to 0.48 in 2002
and 0.49 in 2010. The poorest 40% have received amund 14% of the total
household income during the three decades. Moreshare of income of richest
20% people is 49.87% in 1978/79, 52.8% in 2002 2hd% in 2010. The richest
20% have received more than 50% of the total haldehcome during the period
of 1978 to 2010. It means that vast percentagaaufme goes to very little richest
people where as poorest 40% people obtain verg liticome which leads to
poverty ridden condition. This data clearly showattincome disparities between
poorest and richest remained stagnant after lilzatadn. The average income per
month per spending has continuously increased fR#11651 in 1978/1979 to
Rs.2728 in 1986/1987 and to Rs.12804 in 2002. Ewengh income distribution
has worsened, average income per month has rapicigased which is positive
sign for economy. Vijayakumar and Brezinova (20liRdicate that “Gini
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coefficient among rural, estate and urban is unewdmch negative indicator for
development of economy. In Sri Lanka, Gini codefficin estate sector is the
lowest indicating that even the non- poor are alsb much far above poverty line.
In other words, socio economic positions are maréees homogenous in estate
sector. Most of estate non-poor are clustered gisive poverty line. As such, they
could slip easily into poverty if there is unfavola policy making as well as any
economic crisis or severe inflation

As stated in the economic theory and severairgapstudies, Experience of Sri
Lanka has shown the negative association betweearyoand economic growth.
Accordingly, when GlI, HDI, INF, UNE and SME rematonstant, a 1% rise in
economic growth decreases the poverty by 0.39%itsnB-value is 0.02 which
indicates the significance of growth variable onvermy. There are several
empirical studies that explicate the fact that @uasd economic growth would
decrease the poverty of the country. Some Caribbeantries (Antigua, Barbuda
and Barbados) that have sustained growth have angetrend in unemployment
and thereby reducing poverty (Baker, 1997). Butjldb&an countries having low
and negative growth had experience of increase@rpoyOsinubi, 2005). Meier
(1989) in his study clearly proved that there g inverse correlation between
economic growth and poverty. There is some contsi@e arguments and
conclusion about relationship poverty and growtverEthough the proposition that
economic growth has negative strong association potverty is not perfect, there
IS general consensus that stable economic growtieitong run will alleviate most
absolute poverty (World Bank, 2001; Obadan, 19Bv$pite of economic growth’
having decreased the poverty in Sri Lanka, thearhmf economic growth on
poverty is not satisfactory. Because 1% increassanomic growth leads to mere
0.39% decrease of poverty due to unstable econagroevth. The unstable
economic growth is due to mismanagement, non-coityinof policy and
implementation, three decade of war, corruption potlitical instability and no
consensus between ethnic groups which has preclingesdignificant decrease in
poverty even though there is slow decrease tremmbeérty in Sri Lanka. Share of
SMEs to the employment can be used for measurirgabSME (Beck, Kunt,
2005; Beck, Kunt and Levine, 2005). Thus, authothis study takes the share of
SMEs to the employment as important variable tosueathe role of SMEs in
alleviating poverty. Birch (1979) in his study ofm&rica has put forward the fact
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that SME play preponderant role in job creation Hieteby decreasing poverty. In
accordance with table 6.21, SMEs has had negatgecation with poverty
incidence as expected. The factor-SME is signifiaits p value (0.01) is less
than 5%. But its impact on poverty is very marditareover, 1% increase in SMEs
has decreased mere 0.08% in the poverty of $itkd.alhe time series data about
share of SMEs to the export income, employment, GIDB value added also
confirm this conclusion that SMEs has very smalpact on economy or its impact
on economy is margin (see tables 6.8, 6.9 and 6Bk Kunt and Levine (2005)
in the cross country study of SMEs economic growtd poverty clearly
mentioned that SMEs do not influence the pooregingat of society. Sardana and
Dasanayaka (2009) in their comparative study of SMEIndia, Pakistan and Sri
Lanka stated that SMEs contribute large employngarieration in India and
Pakistan but Sri Lanka reports the reverse trendh&r, they mentioned thesbri
Lankan SMEs are stagnant and have not displayedsmmyof diversification over
the years. Gamage (2003) also clearly mentioned that SMEinLanka do not
play in creating significant employment and incregsts share to the value added
and total industrial output. This study also can8irthe fact that SME which is
significant variable do not have much impact ongrty alleviation in Sri Lanka.
In other words, SMEs has marginal impact on povert$ri Lanka. The role of
SMEs should be motivated and increased via publiprivate partnership
programme which is effective remedy. This studyo adénphasizes the fact that
increasing the effectiveness of SMEs via properoeragement and support by
government and non-governmental organization witrease the GDP and
decrease the poverty in Sri Lanka.

When variables such as HDI, GI, EG, SME and IdRmain constant, a 1%
increase in unemployment increases poverty by Ja6éovice versa. Accordingly,
the impact of unemployment on poverty is high inL%mnka. As expected, there is
positive sign of unemployment meaning that unempleyt increases poverty and
vice versa. It is highly significant becauseptsalue of 0.0002 which less than 5
% (see annexure 7B for detail of output). Thus,aenmg unemployment through
increasing total output and enhancing and promosihgre of SMEs, bringing
about political stability and effective macroeconomanagement and encouraging
foreign investment as well as local investmentfieative remedy for increasing
the employment opportunities and thereby allevippoverty.
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Generally, while fitting the regression equatiomjllicollinearity problem may
arise. The following correlation matrix (table 6)2%early shows the fact that this
model does not have milticollinearity problem (s@@exure 7C for details).

Table 6.29: Correlation matrix

EG Gl HDI INF SME UNE
EG 1.000000
Gl 0.120841| 1.000000
HDI 0.230142| 0.014951 1.000000
INF 0.256413 -0.062869 0.193680, 1.000000
SME 0.049429 -0.197/845 0.168731] 0.054774 1.000000
UNE 0.041191 0.713535| -0.233126| 0.135144| 0.036119 1.000000

Source: Survey data, 2012

In conformity of the theory of econometrics, ex@tory variables should not have
high correlation for the best model. Accordinghhat is noteworthy is that there is
no multicollinearty problem because of no-high et@tion among explanatory
variables.

Table 6.30: White Heteroskedasticity Test

F -statistic 1.116314 Probability0.451471

Obs*.R-Squared 13.14798 Probability 0.358377

Source: Survey data, 2012

In consonance with white Heteroscedasticity tedilé 6.30), Observed R-square is
13.14798 and corresponding p-value is 0.358377 lwimdicates that there is no
heteroscedasticity problem because p value is 1ti@ae 5 % ( 0.05). Further, if
Durbin-Watson value is closer to 2 or between hé 25, model would not suffer
the problem of heteroscedasticity (see annexureféfDdetails). In this study,
Durbin-Watson value which is 1.8 also confirms faene conclusion that there is
no heteroscedasticity

Table 6.31: Breusch-Godfrey Serial Correlation LM Test

F -statistic 0.274664 Probability 0.764478

Obs*.R-Squared 0.919243 Probability 0.631523

Source: survey data, 2012
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Table 6.31 shows the Breusch-Godfrey Serial Catrom LM Test. Breusch-
Godfray -LM test was carried out to find out whetle not this model has serial
correlation of residuals (see annexure 7E for tgtaAccording to this test,
observed R-square is 0.919243 and correspondinglygvis 0.631523 which
indicates fact that model does not has serial @@ because p value is greater
than 5%. Further, in the normality test, JarqueaBatistic was performed. Jarque
Bera statistic is 0.399857 and corresponding pev&au0.8818789. Thus, residual
in this model has normal distribution because itslpe is more than 5 % (0.05).
The model fitted for this analysis is highly ac@pé and goodness of fit because
of high R, significant p value for F statistic, no multiGokarity, no
heteroscedasticity and no serial correlation. Tioeee the hypothesis that there are
associations among economic growth, unemploymentflation, social
infrastructure, and income inequality with povagyccepted.

6.3.5. Government and poverty alleviation

As said above, government of Sri Lanka has bsmending huge amount of
money for the poverty alleviation programme sinu#gependence. But there is still
considerable extent of poverty in regional as wselttor level. Particularly, rural
and estate people undergo severe poverty riddeditamn in comparison with
urban sector where economy is dynamic. Therefarthoa has developed sixth
hypothesis to find out the remedial measures foedy reduction.

Null hypothesis government poverty reduction and other social farel
programme have had significant effect on povertipotion.

Alternative hypothesis government poverty reduction and other social avelf
programme do not have significant effect on poveatiuction.

Unmindful of the steady and stable economic ghoveny country could not
achieve their development goals because the shalblesteady economic growth is
necessary condition for economic development angenpy reduction. In this
context, social and economic indicators play aiafuole. The social development
will push up the economic growth and at the same &conomic growth will lead
to progress in social development. As s resulthef process, country would be
able to reach standard economic development antetr@ous progress in poverty
reduction. For instance, South Korea Malaysia, &woge, Hong Kong Taiwan
have achieved steady economic growth and econoavelabment and there by
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poverty has been decreased in considerable eXtdrdt is the observable fact is
that social developments in these countries sicamfly have contributed to the
economic growth and thereby reducing poverty. Tioeee government or policy
makers of developing countries should concentatthé steady and stable GDP
growth and at the same time they should confirntrimikling down of its benefits
towards poor people because trickling down the gi®nbenefits toward poor
people will definitely bring significant improvemem their social as well as
economic conditions. Since independence succeSsiveankan governments have
been striving in alleviating poverty via providingelfare and special poverty
alleviation programme. In spite of government’s ihgvachieved tremendous
progress in social indicators, economic developmentar behind the social
development. In other words, there is gap betweeciak development and
economic development in Sri Lanka. In accordandh siatistics of Sri Lanka,
even though poverty has been decreased to somat,ektie not satisfactory level
because Sri Lanka has had more than six decadesieaxge (60 years) with huge
investment in poverty alleviation launched from @94As a matter of fact, social
development does not lead to huge economic gromdhdavelopment which is due
to policy mismanagement, internal war, youth unredefects of policy
implementation, non-visionary leaders. Since 1948, government has been
spending tremendous amount of money for the prawvisf education and health
along with food subsidies which leads to Sri Lartkaachieve considerable
progress in social development not economic devedoy.

There are three sectors in Sri Lanka such asuroaal and estate. Estate sector
consists of all plantations which are 20 acres orarin extent and ten or more
resident labourers. All areas other than urbanestdte comprise the rural sector.
Sri Lankan economy is basically rural in nature engdding transition. Generally
large majority of the people in a country livingrimral areas undergo poverty. The
depth and severity of poverty are also the higlaesbng estate and rural sector
compared to urban sector in Sri Lanka. Individulalthg in estate and rural
communities experience a variety of economic andasaonstraints, including
short falls in access to productive assets liked land water, gap in physical
infrastructures like power, transport and commuiiocs, imperfectly functioning
product and input markets, inadequate technology aweak institutional
arrangements. Generally, through poverty estimatwa can find out level of
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poverty of a country and its causes, especiallaimous sectors in Sri Lanka. The
estate sector grapples with low level living staddand poverty stricken in
general. They are people who play crucial role amtgbuting to the foreign
exchange earnings from total expor&ri Lankan economy depends upon estate
sector to earn foreign exchange from primary comtrezdsuch as tea rubber and
coconut which are produced by estate sector. Thierpoline is Rs.1423 (Rs.1526
at current price) per month per person in Sri Lamka2002 (Census and
Department of statistics). If taking 1$ per dayagsoverty line of World Bank, Rs
3600 is needed per person per month. While consglé 2 per day as a poverty
line of World Bank, Rs. 7200 is needed per monthgseson. In accordance with
present living cost of Sri Lanka, minimum 2$ is dee to maintain minimum
standard of living in Sri Lanka. Therefore, resbarchas strived to explain the
poverty situation of Sri Lanka based on povertyidance measured based on
national poverty line. Thereafter, poverty was wembased on poverty line of $
2% of World Bank.

In consideration of national poverty line, povettend has been shown in table
6.32. Table 6.32 shows that the head count indexefy incidence) for Sri Lanka-
percentage of population below the poverty lines dacreased from 26.2 percent
in 1990/91 to 15.2 percent in 2006/07 and to 8.892009/2010. Further, there is
clear fact that incidence of poverty in urban hemarkably decreased. It has
increased in considerable size in estate secta.ifi¢idence of poverty in urban
sector is 16.3% in 1990/91 and 14%, 7.9%, 6.7%5r81995/96, 2002, 2006/07
and 2009/2010 respectively. What is observable isei®at there is continuous and
significant reduction in the urban poverty in terofspoverty head count index
measured based on national poverty line. The incel®f poverty of rural sector is
29.4% in 1990/1991 and 30.4%, 24.7%, 15.2% and 9149%4995/96, 2002,
2006/2007 and 2009/2010 respectively. Rural sealeo has similar pattern in
regard to poverty incidence but there is no sigaift reduction in poverty.
Similarly, Table 6.32 further shows that the incide of poverty in estate sector,
accounting for around one million people in totapplation, has increased from
20.5 % in 1990/91 to 38.4% in 1995/96. Despite mprovement thereafter with
marginal decline in head count ratio to 30% in 22, poverty head count index
in estate sector has increased to 30.2% in 200&kiie other two sectors like
urban and rural sector experienced a decline. émod of poverty in estate sector
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has decline to 11.4% in 2009/2010. In accordantabdae of with department of
census and statistics, poverty incidence has sgnily dropped in 2009/2010 of
which urban poverty is 5.3%; rural poverty is 9.4%d estate sector poverty
incidence is 11.4%.

Table 6.32: Poverty trends in Sri Lanka

1990/91 1995/96 2002 2006/07 2009/2010

Poverty Head Count Index (HCI)
Sri Lanka

26.1 28.8 22.7 15.2 8.9
Urban

16.3 14.4 7.9 6.2 5.3
Rural 29.4 30.4 24.7 15.2 9.4
Estate 20.5 38.4 30.0 30.2 114

Poverty Gap Index (PGl)
Sri Lanka 5.6 6.6 5.1 3.1 1.7
Urban 3.7 7.2 1.7 1.3 1.2
Rural 6.3 7.2 5.6 3.2 1.8
Estate 3.3 7.9 6.0 6.2 2.1

Source: Department of census and statistics

In overall, poverty incidence in Sri Lanka is 8.9%62009/2010. Poverty Gap
Index (PGI) in urban sector has also significantgelined from 3.7 in 1990/91 to
1.3 in 2006/07 and 1.2% in 2009/2010. In rurat@edGl has declined from 6.3
in 1990/91 to 3.2 in 2006/07 and 1.8% in 2009/20h0the estate sector, it has
increased from 3.3 in 1990/91 to 6.2 in 2006/071 B&.1% in estate sector in
2009/2010. It is noted that there is reduction avesty gap index nearly by two
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third in urban sector. The poverty gap index haseased by two fold during the
period of 1990/1991 and 2006/07 in estate sector.

FIG.2 POVERTY INCIDENCE
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Figure 6.2: Poverty incidence in Sri Lanka
Source: Department of Census and Statistics

The figure 2 shows the decline trend of povemtri Lanka based on head count
index measured based on national poverty line.utha point of view, national
poverty line of Sri Lanka should be re-evaluateddose poverty line of Rs 1526
(nominal price) is not adequate to maintain minimbasic living standard. But
government wants to show that they have alleviptecerty by considerable extent
to obtain public support and votes because Sri Aamderwent several elections
within short period. As said earlier, only visiopagovernment should lead to
country in high position.
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Table 6.33: Poverty incidence based on World Bankqverty line $ 2 in Sri
Lanka

Year Head count index Poverty gap
1985 51.2 16.1

1986 51.6 16.0

1989 49.5 NA

1992 49.5 NA

1995 56.8 13.95

2004 39.4 11.85

2010 29.3 7.38

Source: World Bank

In accordance with present living cost, $ 2 alols needed per person per day.
While considering $ 2 per day as a poverty lin&\afrld Bank, Rs.7200 is needed
per month per person to maintain minimum livingnsiad in Sri Lanka. If taking
$2 as a poverty line, nature of poverty in Sri Lan& very high as compared to
national poverty line. Following table 6.33 cleaslyows the poverty incidence of
Sri Lanka which is real at present. In conformifytable 6.33, the incidence of
poverty was 51.2% in 1985 and 51.6% in 1985 inL&nka. It was 39.4% in 2004
and 29.3% in 2010. The poverty head count indexdasn $2 clearly shows the
fact that incidence of poverty is still high in &anka even though there is decline
trend of poverty. The poverty gap index based owBizh is a measure of severity
of poverty is far high even though there is dealnitrend. According to the
national poverty line, poverty gap index for 20@#Q was 1.7 where as poverty
gap index based on $2 was 7.3 in 2010 which wasalily 4 times higher than that
of national poverty line. What is the importanttfas that there is no doubt that
poverty incidence has declined based on nationanbp line and $2. Government
of Sri Lanka has spent huge money and implemeneeral direct poverty
reduction programme and social welfare programmésciware a cause for
declining poverty. It is the real fact that poveidystill high in Sri Lanka because
nearly 30% of populations are still poverty (Wofkhnk, 2009). What is the
noteworthy is that reduction of poverty of Sri Lanks very progressive in
comparison with SAAR countries such as India, RakisBangladesh and Nepal.
In other words, Sri Lanka has achieved impressrogness in poverty reduction as
compared to India, Pakistan, Bangladesh and Neéefale 6.34 indicates the
poverty incidence of South Asian countries basedational poverty line
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Table 6.34: Poverty incidence of SAARC countries [sd on national poverty
line

Nations 1994/1994/95/962005 2010
India 36(1994) 37.2 29.8
Pakistan 34.1(1991) 23.9 30.0
Bangladesh 35.6(1995) 40.0 31.5
Nepal 41.8(1996) 30.9 25.2

Source: World Bank

In accordance of table 6.34, the incidence ofepiyvof India was 36% in 1994
and 29.8% in 2010 where as that of Pakistan was/a4n 1991 and 30% in 2010.
The incidence of poverty in 1995/96 was 35.6% ahd% for Bangladesh and
Nepal respectively. It was 31.5% in 2010 in Bangiddand 25.2% in 2010 in
Nepal. As presented earlier, poverty incidence af l%nka was 28.8% in
1990/1991 and 8.9 in 2009/2010. Head count indeasomed with the help of
poverty line obviously indicates the fact that Sanka is progressive in alleviation
of poverty compared to South Asian countries sigindia, Pakistan, Bangladesh
and Nepal. Poverty incidence of South Asian coasthias been presented based on
head count index measured with the help of $2 doiltable 6.35.

Table 6.35: Poverty incidence of SAARC countries [sd on World Bank
poverty line $2

Nations 1983/1984/1985 2008/2010
India 84.8(1983) 68.7
Pakistan 89.2(1985) 60.2(2008)
Bangladesh 90.5(1984) 76.5
Nepal 93.6(1985) 57.3

Source: World Bank

According to the table 6.35, incidence of poventyndia was 84.8% in 1983 and
68.7% in 2010 where as that of Pakistan was 89r2%985 and 60.2% in 2008.
Poverty incidence of Bangladesh and Nepal was 76&# 57.3% in 2010
respectively. The growing countries in Asia suchGisna, India Pakistan and
Bangladesh accounting for 41.1% of total world dapon have been undergoing
severe poverty in the region over the long peridtiile two third of world’s poor
live in Asia, South Asia is a home for most of th@@sinubi, 2005). As presented
earlier, poverty incidence of Sri Lanka in terms$@fwas 51.2 % in 1985 and 29.3
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in 2010. Head count index measured in terms ofI$2 iadicates the fact that Sri
Lanka is progressive in alleviation of poverty cargd to South Asian countries
such as India, Pakistan, Bangladesh and Nepal.

Regional disparities

Sri Lanka comprises of nine provinces and 25 distriThere are disparities in the
development among the provinces. North — East poed had been avoided from
development process last 25 years because of setlan& war. Thus, data for

north east is not available. The table 6.36 cleaHgws that there is a regional
disparity among the provinces or districts. Colona capital of country which is

highly characterized by well structured infrastures. Gamphaga and Kalutura
which is very close to capital have good infradincal facilities.

Table 6.36: Poverty incidence among provinces in Branka

Province Distirct 1990/9111995/96 | 2002 | 2006/ 2009/
07 10
Western Colombo 16.2 12 6.4 5.4 3.6
Gamphaga 15 14.1 10.7 8.7 3.9
Kalutrara 32 29.5 20 13 6.0
Central Kandy 35.9 36.7 24.9 17 10.3
Matale 29 41.9 29.6 18.9 11.5
Nuwateliya 20.1 32.1 22.6 33.8 7.6
Southern Galle 29.7 32 25.8 13.7 10.3
Matara 29.2 35 27.5 14.7 11.2
Hambantota 20.1 31 32.2 12.7 6.9
North western Kurunagale 27.2 26.2 25.4 15.7 1117
Putalam 22.3 31.1 31.3 13.1 10.5
North central Anurathapur 24.4 27 20.4 14.9 5.7
Polonaruwa 24.9 20.1 24 12.7 5.8
Uva Badula 31 41 37.3 23.7 13.3
Monaragale 33.7 56.2 37.2 33.2 145
Subragamuwa Ratnapura 31.8 46.4 344 26.6 10.5
Kegalle 31.2 36.3 32.5 21.1 10.8

Source: Department of census and statistics

In accordance with table 6.36, poverty incidehas significantly declined 16.1%
in 1990/91 to 5.4% in 2006/2007 in Colombo. Thegrtywincidence of Ganphaga
and Kalutrura was 15% and 32% in 1990/91 wheret agms 8.7% and 13% in
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2006/07. Generally western province where most uhynaectors are concentrated
has had very lowest poverty. In central provincewiteliya undergo high poverty
incidence, say 33.8% in 2006/07. Uva and Subraganmpnavinces have very high
poverty compared to other provinces in Sri Lankhe Tistricts such as Badula,
Manaragale Ratnapura and kegale have average 25%vefty which is severe
and unfavorable for the development of the counitrys the fact that poverty
incidence decreased by considerable extent in 20@9/in all provinces. What is
noteworthy is that if taking $2 as a poverty lipeyerty incidence is very high in
all provinces. The regional disparity is due to pamnd lack of regional
infrastructure, unemployment, and increasing geér@iae, unfavorable weather,
political bias and ineffective regional politicians

Income distribution

Trickling down the benefits towards poor willtaonatically bring the income
equality and poverty reduction. Following failureautomatic trickling benefits in
1960s, economist and socialists emphasized thatmeacgenerated by growth
should be distributed among the poor to increase living standard and reducing
poverty. Thus, removing income inequality is a maiacroeconomic objective of
all countries because it is severe and persisteaeiin most of the countries which
will deteriorate the whole economic activity. Srarhkka income distribution has
been presented in table 6.37 which clearly showesiticome inequality of the
country. Despite liberalization has increased ineowh all groups in Sri Lanka,
increase in income has not evenly distributed amtwegall people. Before 1977
government distributed goods and services undesedl@conomic policy. Thus,
income inequality was low during that period. Prevaector and enterprises are
motivated and promoted by government under libezdli economic policy.
Consequently, this policy has increased and wodseéneome inequality in Sri
Lanka. For instance, Gini coefficient has increaBedh 0.43 in 1978 to 0.46 in
1986/87 and to 0.48 in 2002 and to 0.49 in 2010.

119



Table 6.37: Income distribution

Income Group 1978/791981/82| 1986/87 | 1996/972002 2010
Mean householgd1652 NA 2728 6476 12803 36451
income per month,

(Rs)

Mean per capitaNA NA 395 1436 3056 9104
income per month(Rs)

Poorest 40% 16.06 15.25 14.14 15.30 13.9 13.3
Middle 40% 34.07 32.79 33.56 34.80 333 36.7
Richest 20% 49.87 51.96 52.30 49.90 52.8 54.1
Gini Coefficient 0.43 0.45 0.46 0.46 0.48 0.49

Source: Central Bank of Sri Lanka (Various anneqbrts)

In consonance with table 6.37, share of income amr@st 40% was 16.06% in
1978/79 and 13.9 in 2002 and 13.3% in 2010. Inrotfueds, the poorest 40% have
received only around 14% of the total householdmme during the three decades.
Moreover, share of income of richest 20% peopleived 49.87% in 1978/79 and
52.8% in 2002 and 54.1% in 2010. The richest 208ived more than 50% of the
total household income during the period of 19782@10. It means that vast
percentage of income goes to very little richesbpbe where as poorest 40%
people obtain very little income which leads to @ay ridden condition. This data
clearly shows that income disparities between miosnd richest remained
stagnant after liberalization. Generally, governtm&mould intervene in bringing
about positive distributional effects towards ppeople where income inequality
Is high. Ravallion (2010) in his study of 90 deyeitg countries contended that
poor countries have less internal capacity forsteibution in favor of their poorest
citizens. The less capacity for redistribution obeomic growth’s benefits is a one
of the cause for further increase of poverty inaleping countries. Ahluwalia,
Carter & Chennery (1979) have also mentioned thattp benefits of developing
countries have reached the poor to very limitedr@edor last 20 years. Thus, in
addition to unstable and poor economic growth aleity unemployment and high
population, skewed distribution of economic growthenefits towards rich people
Is severe and common issue in all developing camtiThe data of income
distribution of Sri Lanka are also consistent wgthnclusion of Ahluwalia, Carter
and Chenery (1979) and Ravallion (2010).
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The mean household income per month has contatyincreased from Rs.1651
in 1978/1979 to Rs.2728 in 1986/1987 and to Rs.328(2002 and Rs.36451 in
2010. Even though income distribution has worseneghn household income per
month has rapidly increased which is positive digneconomy. But, mean per
capita income was Rs.395 in 1986/87, Rs.3056 ir2 20 Rs.9104 in 2010. The
mean per capita income has gradually increasedth&namportant observation in
regard to income distribution is that Gini coeffist among rural, estate and urban
IS uneven. In Sri Lanka, Gini co-efficient in estatector is the lowest indicating
that even the non- poor are also not much far alpoverty line. In other words,
Vijayakumar and Brezinov#2012)indicate that“socio economic positions are
more or less homogenous in estate sector. Mosstateenon-poor are clustered
just above poverty line. As such, they could sépilg into poverty if there is
unfavorable policy making as well as any economisisor severe inflatioh In
accordance with the analysis of income distributiiata, vast percentage income
generated by growth goes to 20% of richest which ¢ause for being around 30%
people in Sri Lanka below poverty in terms of $heTpoor income distribution
policy, three decade war and political instabibine a main cause for getting less
income of poor in Sri Lanka. Sri Lanka has to ttatelong way to alleviate
poverty with visionary and effective dedication evéhough Sri Lanka have
achieved gradual progress in poverty reductioniwithe country and impressive
progress as compared to South Asian countries asitiidia, Pakistan, Bangladesh
and Nepal. Thus, hypothesis that government povedyction and other social
welfare programme have had significant effects @vepty alleviation is rejected.

6.4 Poverty alleviation programme

As explicated earlier, successive Sri Lankanegoments have been spending
huge money for poverty and other social welfaregpamme. The anti poverty
reduction programmes could be general programmeveds as target oriented
programme. In accordance with Sen (198hgfe is classification between policies
that affect income generation and those that affecbme accruing to different
individuals or households”.The poverty reduction programmes in Sri Lanka
indicate that numbers of poverty reduction eventsok keep specific focus on the
rural poor and most of them have been applied fbolev population. Poverty
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alleviation programmes implemented by Sri Lankawegoment could be classified
as follows.

1. Target group oriented programmes

2. Integrated rural development programme
3. Land reforms and peasant resettlement
4. General minimum needs programmes

6.4.1 Target oriented programmes

The target oriented poverty reduction programmes sagnificant progrmme in
alleviating poverty which are as follows

1. Supplementary feeding programme
2. Food stamp scheme

3. Janasaviya programme

4. Samurdhi programme

Supplementary feeding programme

Supplementary feeding programme is significant mogne in providing and
rising nutrition to the poor. Poor school studeptggnant mothers and vulnerable
groups have been benefited by this programme measing their nutrition because
most of them are poor. Following are most importanget oriented programme
which are as follows.

1. The Thriposha programme
2. The school Biscuit programme
3. School midday meal programme

1 The Thriposha programme

Thriposha which is pre cooked protein-fortifieereal based food a supplement
has still been currently in operation in Sri Lankdhriposha programme was
instigated in 1973 with the financial support of R through health ministry to
provide nutrition for malnourished infants, low thir weight, pre-schoolers,
pregnant and lactating mothers. In other wordss fmogramme is only for
nutritionally vulnerable groups. Sood and De M&713) in their survey mentioned
that Sri Lanka has public health problem of anemldach is severe issues at
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present as well as future. The 38% of men, 68%arhen, 70% in primary school
children and 52% in preschool children had beeectttd by anemia in 1973. The
prevalence of anemia highly affected pregnancyiamwas to around 77% in 1973
Thus, introduction of this programme in 1973 wagc@l in eradicating the anemia
problem. The medical condition is prerequisite ifertion of beneficiaries in the
programme which has been described as one of the Imealing interventions
operating in a country. Hettiarachchi and Liyangk@11) mentionedthe regular
consumption of conventional Thriposha for months &aositive effect on height
and weight gain among pre-school studerien though CARE had withdrawn
from this programme in 1987; government of Sri Lantontinues the same
programme with support of other agencies. The tél88 shows the beneficiaries
of the programme. Silva (2008)entioned thatThriposha production has been
severely affected due to short supply of raw maltgrilack of streamlining of
procurement procedures, insufficient factory capaand other production related
problems”.

Table 6.38: The beneficiaries of Thriposha programra

Year Approved Beneficiaries | Percentage
beneficiaries | reached
1973/74 135,000 75462 56
1977178 450,000 320508 71
1980 550,000 524149 95
1981 600,000 511849 85
1982 600,000 539516 90
1988 682017 556323 82
1990 667218 378676 57
1997 539426 119324 22
2000 630674 339137 63
2001 679298 553060 81
2004 674830 279805 41
2007 784478 250412 32
2008 784478 130692 17

Source: Department of health 2006, 2007
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In accordance with table 6.38, the total benefiesarof this programme have
enlarged from 135,000 in 1973/74 to 534149 in 188d to 556323 in 1988.
Reaching the programme has been decreasing treard1888. As result, 95% of
people have been benefited in1980 by this programnteereafter, there is
declining the percentage of beneficiaries, foranse, 41% was benefited in 2002
and 32% in 2007 and 17% on 2008 which is due tofficgent of raw materials,
limited capacity of factory, poor and lack of cootion of net work, poor and
lack of monitoring and evaluation, transport ankleotinfrastructural shortage and
lack of funds.

This programme suggests fifty grammes of Thripogla person per day which
will afford energy or nutrition between 7.8% to 23far a total daily requirement.
The remaining 77% to 92.2% of the nutritional vahi# have to be obtained from
home diets. What is the observable fact is that itot adequate to those who are
already very poor and consequent malnutrition. diditeon, the coverage and
providing quantity of Thriposha has been very loscduse of high percentage of
population with inadequacy of nutritional food. @il (2008) mentionedthe
current allowance of 50 g of Thriposha was adequatachieve the intakes of most
of the nutrients in pre-school children. The Zn artdmin E cannot be achieved by
the present recommended ration of 50 g. The pdsgilof adding a greater
guantity of those nutrients should be explored.seneé recommendation of 50g of
Thriposha was not adequate for pregnant and lastatvomen to achieve RNIs of
most of the nutrients

But, there is no doubt that this programe hasedesed the problem of prevalence
of childhood malnutrition, low birth weight and iraleficiencies in some extent.
The important fact in regard to Thriposha consuampis that beneficiaries who are
already malnourished think that it is a family foadd sharing of the daily ration
with family. As a result, projected recipients talay low intake of Thriposha. As
a matter of fact, there are some problems suchaes &f proper monitoring;
distributional deficiencies which further lead toeffective of the programme.
Overall, as this programme has positive effectdhmnbeneficiaries, government
should increase the coverage and providing quaatitihriposha with support of
nongovernmental organization which will further anbe the well and healthy
manpower of the country.
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2 The school Biscuit programme

The supplementary programme of school biscuib plas implemented in 1968
with the assistance of ministry of education andREAThe main intention behind
this programme was to enhance and improve thetioatrof school children
because malnourished children were not able toestrete their study. Most of the
rural students had been affected by lack of vitanaind other nutrition and some of
them attended to school without taking any foodh@ morning which was a big
social as well as economic issue. Thus, for resgithis problem, as indicated
earlier, ministry of education with the assistarefeCARE had instigated this
programme. Latter America under PL 480 programmeatiml wheat flour for
biscuit manufacturing. In fact, school biscuit gr@mme made a significant role in
providing nutrition for students. The school bigcprogramme was stopped on
1980s and instead of this; midday meal programme leen started by the
government of Sri Lanka for further improvementirtrition.

3 School midday meal programme

As indicated earlier, malnutrition was severebtem in 80s and 90s between
school students because of:

* The most of the parents were poor to satisfy thagic needs and unable to
provide nutritional food in the morning to theirheol children. Generally,
school children attended to school with shortagenofning food and poor
variety of meals.

e Students were unable to concentrate on the lessongdthe school time
because of poor and lack of safety drinking watel faealth facilities.

» School children were encouraged by uneducated {zatenvork along with
them. Midday meal programme was an encouragemetitetcstudents to
attend the school which increased the enrolimeaertaad decreased the drop
out than before

e School children were unable to consume more hedtbg such as milk,
eggs, fruits and fish

Therefore, the school midday meal program wasated in 1989 so as to afford
meal to the whole school students in national widstead of school biscuit
program. The fund for this program was allocateunfrthe national budget to the
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every province based on school population. The mapgectives of this program
are as follows

* Providing midday meal of 600-800 calories to thieosd students

* Improving and gradually increasing nutrition of gilestudents

* Motivating and rising the school enrollment ratedaregular school
attendance

* Generating self employment in the immediate neighdod by motivating
people to produce food items that would be usedHermidday meal for
school children, thereby contributing to the depetent process of the
country.

Initially midday meal program was implementeduwsrd ten thousand schools. In
the initials of this program, students were erditie obtain stamp Rs 3 if they bring
the home-prepared lunch to school. Thereafter éis&ucturing the program was
needed in accordance with evaluation of this pmogrelowever, program was
restructured in 1993 with view to providing asssta to most needy children of
the food starved families. The government of Snkaaunder “Mahinda chindana”
has allocated 2700 million for this program in 2009vhich around 7618 schools
have been includedinistry Secretary S.M.Gatabhaya Jayarathne mentithe
Government will spend 3000 million rupees in thary2013 to provide free mid-
day meals to school children with the aim of cnegita healthy and active future
generation. 1,014,901 students in grade 1 to B6R5 schools will benefit by this
program in 2013".

Food subsidy and food stamp program

The food subsidy and food ration program wasdaed in the period of Second
World War as a war remedial measure in Sri Lankee main aim of this program
Is to ensure adequate food stuff for entire peodkving ended the second war,
this program as a part of social welfare was caomtth All population was covered
to get the benefit under food subsidy program fomngl period without any
categorization. Government get confronted sevesblem in providing subsidized
food commodities due to budget deficit in early @97Thus, this program was
reviewed and crucial changes had been made in18¢Bordingly, income
criterion was implemented for the eligibility of&hprogram and consequently
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beneficiaries were decreased. In 1978, there vgasfisant reduction of number of
beneficiaries. Further, government had introducea program called food stamp
which had been provided to vey less income grogaalse of fiscal deficit. The
food stamp refers to assistance given by governneepbor families to purchase
necessary goods such as rice, sugar, etc. Undepribgram government gave the
printed stamp paper to selected families. Theneti@aries were able to purchase
commodities in the co-operative society using tbisd stamp. Government had
strictly curtailed the food stamp scheme to thedgdbose who are very poor. The
criterion for selecting for this program was thheit monthly income did not
exceed Rs.700 in 1979. In addition to food starapdfstamp- recipients who did
not have access of electricity were entitled taambkerosene oil. The food stamp
program was replaced by Samurdhi program in 1995.

Janasaviya

The poor was socially and politically excludedli®70s and 80s due to lack of
awareness and lack of education. The enhancemdringf standard was very big
challenges for policy makers and government becthese were several grounds
for their poverty ridden condition. In other worgsverty as a multidimensional
phenomenon is caused by complex grounds which raoerk as characteristics of
poor. The literature studied conducted so far helearly indicated following
characteristics of poor in Sri Lanka ( Edirisingli®90; Sahn, 1987; Allailima,
1998; UNDP,1990).

» Getting very low wage

* Having higher household size than average

» Attaining low level education, particularly primalevel

* Having less or no skills

* Having very limited income sources

* Under going high unemployment and underemploymesiet
» Landless or fragmented land owners of relativelgraductive land
» Having high dependency ratio

* Relying on seasonal variation for employment oppoty

» Lack of productive assets

» Limited mobility and access to services

» Political and socially marginalized
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» Located in isolated villages, encroachment , slamareas of violent
Conflict

It is the fact that eradicating poverty is véng challenge because reasons for
poverty are complex and persistent issue in Srkhaihus, United National Party
(UNP) had initiated Janasaviya program in 1989 wte purpose of removing
above said ground for poverty. In short, Janasaigsya people based program
giving more priorities for empowering people in sb@as well as political aspects.
Under Janasaviya following aspects were conceitrdteman being is important
primary resources; self reliance and bottom-up @ggr; motivating and enjoying
cultural harmonization; achieved true island-widglementation. The direct and
indirect participation of poor people in developmaantivities had been motivated
via various social and economic program of Jangaavihe selected each house
hold was eligible to receive a monthly grant of RS00 for 24 months under
Janasaviya which was divided as two broad categjofilee purpose of first part of
financial support of Rs.1458 was to purchase sipeoiécessary food items of
which Rs.458 would be spent or saved in a bankoimsa@nance of aspiration and
wishes of beneficiaries. The reaming amount of B&1per month was to be
deposited with government bank until it has accated after two years to the sum
of Rs.25000. The amount Rs.25000 could be usedby s a capital to invest in
Income generating activities. What is the importkadt is that self reliance and
non-dependency of individual was motivated by tthisgram. Under Janasaviya
program people are required to work minimum tweshys in productive activity
which was training practice for poor household. Ttening and activities was
asset creation and enhancing human capital andeaess and thereby, it helped
them to improve their quality of life and sociahtsts than before. The beneficiaries
were eliminated from program as they did not pgréite in productive activities.
The implementation of Janasaviya program has be@nrsin table 6.39.
Table 6.39: Janasaviya program implementation

Rounds Number of Families AGA Divisions
1% 02.10.1986 118,000 22
2"930.12.1990 104,000 22
3910.02.1992 100.000 22
4M14.03.1993 99000 25
57 04.06.1994 120,000 26

Source: R.M.K .Ratnayake, poverty in Sri Lankaideace and poverty strategies
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In accordance with table 6.39, 118000 families ioleid benefits in the first round
of this program. Similarly, second, third and féurobund were began virtually in
22 assistant governmental division (now it is knoas divisional secretariat)
.Under this program, number of beneficiaries wa8,a@0 families in 1992 and
120,000 families in 1994. Even though there wadiiag the beneficiaries under
Janasaviya program, number of families fhrdund has been increased to 120,000.
In wake of assuming duty of new government calléd Janasaviya program was
replaced in 1995 by Samurdhi program afttreund.

Samurdhi programme (prosperity)

The PA (People of Alliance) government came te in 1994 introduced new
poverty reduction in program which is known as Sathuin 1995 in order to
eradicate poverty from the country. It is the olsable fact that there is no any big
difference between Janasaviya and Samurdhi. TheuiSiim program was
instigated by new government to introduce their gemerty program and to give
up the Janasaviya program implemented by UNP. Tikinggup policy and
programme followed and initiated by past governmesna not favorable for the
long run economic development process. Thus cabyiof policy and program is
important for smooth growing and development ofdbantry. Researcher point of
view, the uncontinuity of policy and programme amhsequent non visionary of
the government is a reason for lagging economysuth; Sri Lanka is far behind
the South - East Asian counties even though Srk&damas in good position in
economy in 50s than some South — East Asian cegntfihe major objectives of
the Samurdhi program are as follows.

» Enlarging the opportunities for more income genenabf poor and self
employment

» Providing assistance to the persons to improveesmidnce the their talents
and

« Strengthening the assets via productive employment

 Formulating one group among youth and disadvanpeggple and women
and encouraging them to participate the decisiorkimga and direct
participation in the development activities in grasot level.

« Establishing and maintaining productive asset teats additional wage
employment opportunities at the rural level.
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» Providing great support for really needy via sowalfare program.

The Samurdhi program consists of three comporselth as provision of
consumption grant (food stamp), saving and findncradit and workfare and
social development. The community development igpeeted by making
investment in agriculture, nutrition, economic aswtial infrastructure and small
enterprises. There are some important communitgldpment program such as
community project, agricultural development projedevelopment of small
industries and labor intensive project. Even thotighSamurdhi program attempts
to eradicate the poverty on the sustainable basisnhancing capacity of the poor
effectively to improve quality of their life, theriget have not been achieved as
expected. Gunasegara (2000) indicdtasile some 2.3 million households benefit
from this programme, recent studies finds thatglegramme does not assist some
40% of the poorest income quintile at all and ttiadre is pronounced ethnic bias
in the discrimination of assistanceAccording to Elena (2000), achievement of
outcome of Samurdhi is not adequate. Thus, Govarthmadl prepare specific
criteria and revise the eligibility criteria usiegtegorical measures and community
based assessment of impoverishment to improve fteetieeness of the income
transfer component of Samurdhi program (Samurdrhéuty, 2005). The some
important projects under Samurdhi have been discuas follows.

1. Agricultural development program

The main objectives of the program is to reduee ¢ost of food of Samurdhi
holders via encouraging home garden; encouragingflogaries who want to start
and already engaged in small farming; providingntra, skill development and
facilities for self-employment. Thus, this majorojact has concentrated the
following sub projects or activities which have rieased the living standard of
beneficiaries as well as development of the comtyunisome extent.

* Home gardening

* Training for self employment

* Introduction of new agricultural techniques and moels
» Tree plantation with environmental friendly apprioac
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2. Community development project

The poverty is a rural and multidimensional phaeoon. The community
development project concentrates the improvingastfuctural facilities that are
crucial to enhance the living condition of low imee and poor people. To improve
of the rural infrastructure, a government paysgreat attention under this project
by providing more financial support. For the infrasture development to be
improved, public support should be needed .Accaiginsamurdhi beneficiaries
are required to contribute their labor to the huoiddup and enhancing the quality of
the infrastructure development. Under this projetiowing activities are being
made which are:

» Constructing small scale irrigation which wouldibereasing income of the
poor and production of the country.

» Constructing and motivating inland water fishemdsch would increase the
fish production and thereby, increasing income ishdr family those
engaged in this work.

e Constructing roads small bridges which are predirequent of rural
agriculture and rural industry.

* Re constructing and rehabilitating the minor irtiga

» Constructing building for samurdhi Bank and regiarféice.

3. Labour intensive project

This program aim to develop agricultural actastiby rehabilitation works, and
the construction of wells using the labor contnbmg of beneficiaries while at the
same time providing them an opportunity to earmme. Nearly 93730 areas have
been brought under cultivation while expenditure amounted to Rs 440 million.
The total number of projects completed is 2872 wlaie: small tanks, small scale
irrigation and agricultural wells.

4 Savings and credit project

The saving of beneficiaries is being encouraged motivated by Samurdhi
program for their safety life of future. To increathe savings of beneficiaries,
Samurdhi Bank was established. Under this, theeesaveral saving and credit
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program such as compulsory saving, voluntary sav@amurdhi credit program,
Samurdhi development loan, Samurdhi leasing sclameSamurdhi sale centers.

5 Social security programme

The government has launched this social secpridjgram with the purpose of
providing insurance to protect the life of poor.nBéciaries are able to obtain the
assistance for marriage, child birth, sudden desaand death etc under this
scheme. The beneficiaries should contribute Rs&5nmnth against which they
can claim insurance payment for death of a famigmier (Rs5000), marriage of
children (Rs.3000), birth of first child (Rs.30Gf)d iliness (Rs.1500).

6.4.2 Integrated rural development programme(IRDP)

The rural sector accounting for 80% of the tqiapulation suffers by lack of
infrastructure, electricity, water and unemploymestt. Rural and estate sectors
undergo severe poverty than urban sector. The egendency and size of family
Is higher than urban sector which is a one of dasons for increasing severity of
poverty in rural as well as estate sector. Thusoreng or reducing poverty from
these sectors has been taken place significargttargpolicy making and planning
in Sri Lanka since independence. Accordingly, distibasis rural poverty
alleviation programme was formulated and implemeridg the government since
1978 which was known as district integrated rumvedopment programme. The
major target of this programme is:

* Reducing regional disparities among the districts
* Rising employment opportunities and income of Irpeople
* Promoting and moving towards full employment

The projects under IRD were agricultural orientedvhich it was expected that
rural poor, especially small land holders and wageer could obtain benefits. In
particular, policy makers was considerable hopet thaject would create
additional employment for low income householdser=though government had
launched IRD to alleviate the poverty and incrdageg condition of rural sector,
the impact of this programme did not provide expéatesults. In other words,
IRD could not have substantial impact on rural pb&cause of defects of
implementation, corruption, lack of coordination.was unrealistic to expect a
marked impact on any particular segment or locasityce the existing pattern of
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land and other asset ownership remain unchangedadtthe fact that those who
already had own land obtained more benefits frold.|IR/erasegara and Piyasiri
indicated (1983}this is admitted by project planners as well”.

The analysis of credit and subsidy prograame utiteerKurunagale IRD project
shows the big farmers bias very clearly. As altefwarious defects and financial
iIssues, this IRD programme was given up by govemm

6.4.3 Land reforms and peasant resettlement

The destitute relying on rural agriculture getftonted problems such as scarcity
and small size of land, lack of water since indelemce. Thus, government had
made various land reforms and peasant resettlemeh®50s ,70s and 80s. To
eradicate the poverty and severity of poverty, govent had used land reforms
and settlement policies as a strategy. The goverhingiated the very important
land reform in 1970s in two stages. In the firsigst, a ceiling of 50 acres on
privately held in lands was established in 1972d Aarplus land was vested in the
land reforms commission. In 1975, second stageand Ireform was made. The
government took one million acres cultivated lanasler their control based on
land reforms. In accordance with these land refprlasdless share croppers,
agricultural laborers and marginal farmers had iobth benefits and thereby, they
were able to become land holders. The main problafiecting share croppers
have been high vested and insecurity of tenure.pBlaely land act was modified to
some extent in 1973 and 1979 but the basic featuaee remained more or less.
Success in rent control was obviously dependenthenreffectiveness of tenancy
security provisions.

Poor living rural agricultural areas face scarauf land, small size of land
holdings and lack of adequate water. Since indegeel various governments
have designed policies to make available fresh fanctultivation and to assist
famers to settle in new cultivated areas. Theatragn and land settlement policies
may have contributed to poverty alleviation amamg tural agrarian poor. In fact,
the shortage of the new land has had an adversactrop poverty in rural sector.
The land settlement policy encourages rural agtcail land holder and restricts
transfer of cultivatable land. The experience otee fact few decades has
highlighted the limitations of this approach despiassive public investment in
developing the necessary irrigation and other stftewture. The egalitarian frame
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work of uniform holding size, similar institution&hcilities and restricted tenure
were meant to prevent the emergence of a highlfieréiitiated society within

agriculture settlement. A sizable proportion of #ettlers who received land have
reverted to situation of poverty. They compriseoselcand third generation settler
families, those who have lost their land throuditiil scale or mortgage and
encroachers.

The state sponsored peasant resettlement schaveebleen in operation since
1930s.The scheme could be viewed on as assetdratusfpoor since irrigated
holdings were distributed free to land less possgant for operation as a family
farms under conditional tenure. Over the 50 yeatodefrom 1930-1980, almost
100,000 persons had been settled on irrigated |aridsimportance of program is
increasing further due to irrigation and settlematgvelopment under the
accelerated mahaweli development program. Thetedldtolding has been subject
to a high degree of fragmentation and sub-divisieth population growth. The
size of allotments also has been reduced by gowerhon several occasions and it
Is about one hectare at present. The second gemesattlers have limited scope
within this set up. Their outward mobility is lowud to low level educational
attainment and skills. They face innumerous hampdican their cultivation
operations because they do not qualify for any gowent-supplied inputs or
services. Share croppers are particularly in a emalole position. They cannot
benefit from existing tenancy reforms. Their livingnditions can be substantially
improved only with great government interventior aapport.

6.4.4General minimum needs programme

In accordance with Kenworthy (1998), the reducthg poverty is a main
objective of the social welfare policies. Welfarisfacilitates and enhances
significantly human capability, strength and seliance. Midgley (1995) believes
that the social Welfarism will boost the human w&edf and consequently there
would be integrations between economic developnagwt social development.
Having Sri Lanka’s implemented several poverty mattbn schemes since
independence, of which free education and healtnusial program in improving
social condition of a country. Free education agdltih facilities by provided by
the government has led to country for high socighievement in Asia and
developed countries. In consonance with Asian grakent Bank (2008), Sri
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Lanka is on the track in attaining Millennium Dewginent Goals (MDG).
Semasinghe (2009b) mentioned that even though gt policies in regard to
education health and sanitation play prepondei@stin general, rural people are
yet unable to obtain adequate these facilities.

6.4.4.1 Free education

Wickramasinghe (2005) indicates the fd8ri Lanka has had long history in
social welfare program such as education healthldfeabsidy .Thus, the roots of
Sri Lanka’s welfare policies could be traced backite colonial period”.The free
education is being provided by government to enbdhne human capital and skills
and thereby reducing poverty. Although governmeas lbeen provided free
education from independence, the provision of few®ool text book in 1980 and
free uniform for students in 1993 with free middagal program in 1989 are mile
stone in the educational development of the coubégause this commitment of
government leads to education to very poor andsgrast level. As result, school
enrollment rate and passing rate has increasedth®ncontrary, dropout has
significantly decreased. Thus, Sri Lanka which bas/ersal access to primary
education has achieved impressive attainment irc leication as compared to
Asian and other part of developing countries. Téhgcational indicators also prove
that Sri Lanka has reached impressive achievemesducation.

Table 6.40: Educational attainment

Edu.attainment 1963 1981/82 1996/97 2003/04 2010

Literacy rate 77 88.6 91.8 92.5 91.9
86.6 (male) 89.9(male) 94.3(male 94.5(male) 93a2¢in
67.3(female) 81.1(female)89.4(female)| 90.5(female)| 90.8(female)

No schooling 26.8 15.1 8.6 7.9 3.2

Source: Central Bank of Sri Lanka (various reports)

In accordance with table 6.40, the literacy ratzeased from 77% in 1963 to 92%
in 2010. Female literacy rate in 1963 was 86.6% 80d% in 2010.The table
clearly shows that there was significant decreasaa schooling children from
26.8% in 1963 to 7.9% in 2003/04 and to 3.2% in ®0The education is
negatively associated with poverty. It means thateducation level increases,
poverty will decrease and vice versa. Those wheehav schooling and lowest
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education are severely afflicted by poverty as careg to people who have good

education in the Sri Lanka.

Table 6.41: Poverty Head count index (HCI) by edud#&n level of heads of

house hold by sector 2006/07

Details Sri Lanka Urban Rural Estate
No schooling 35.7 23.3 35.1 44.8
Up to grade5 24.6 13.9 24.9 32.8
Grade 5-10 13.6 7.1 14.3 25.9
Passed GCE (O.L) 3.7 0.9 4.3 13.6
Passed GCE (A.L) and above 1.6 1.5 1.6 N.A
Total 15.2 6.7 15.7 32

Source: Central Bank of Sri Lanka, 2007

In accordance with table 6.41, the poverty incteaf no schooling is 35.7%: up
to grade five is 24.6%: ordinary level (O/L) 3.7%gvanced level and above is
1.6%. It is the observable fact that there is hagld negative correlation between
education and poverty. The poverty in no school;g@3.3% in the urban sector
and 35.1 % in rural sector and 44.8% in estateos&gdtereas poverty incidence of
those who passed ordinary level is 0.9% in urbah4B8% in rural and 13.6% in
estate sector. Thus, in accordance with statistitsye is evidence that poverty
could be decreased significantly by providing geadication. Anand anidanbur
(1995) clearly have put forwardASsuming one of the major objectives of
development is to enhance the quality of life aldhg dimensions of health,
education and other basic needs; Sri Lanka appdarfiave been remarkably
successful”.

As Sri Lanka has reached impressive achievemenbasic and secondary
education, there are still several defects in etlutal system. The drop out from
rural and estate sector is still high compared foan sector whereas there is
disconnection between level of school attainmergasared by indicators such as
enrollment and number of school years completed, @erception of learning
achievements, measured in terms of language congpetand mathematical ability
in the rural and estate sectors. The most of theddocated more backward areas
and estate sector still suffer by the lack of bdadailities such as lack of decks,
chairs and black boards and other instruments. &ritie same time, most of the
urban schools have more and surplus resourcesygsaced to rural sector schools.
There are regional disparities in educational fised provided by government
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which are weakest among poor, marginalized sodialgs. The education has
failed to generate social as well as ethnic harmwnynulti —cultural society.
Further, private sectors expect skilled based dduE person. But; one of the
important defects of educational system of Sri laan& lack of skilled based
education which leads to unemployment problem.HeaurtUniversity education is
only available for 5% of the student of G.C.E (A/Bigher and postgraduate and
doctoral studies have not been yet developed apa@u to neighbor country of
India. University academics emphasize that incngatiie percentage of funds for
education is essential after post-war as governrakotation for education as a
percentage of GDP is inadequate as compared to cvo@tries. The expenditure
on education as a percentage of GDP and GNI ammtasggovernment expenditure
has been shown in table 6.42.

Table 6.42: Expenditures on education

Year Education expenditure as % of tota] Education expenditure as % Education
government expenditure of GDP expenditure as % of
GNI

1970 13.6 4.0 3.77
1975 10.0 2.7 2.59
1980 7.6 2.7 2.32
1985 6.9 2.7 2.18
1990 8.1 2.4 1.93
1995 8.1 2.9 2.44
2000 7.8 3.1 2.15
2001 8.2 3.2 2.15
2002 6.8 2.9 2.15
2003 6.6 2.8 2.15
2007 NA NA 2.15
2008 NA NA 2.15
2009 8.1 2.1 1.74
2010 8.0 2.0 1.74

Source: Central Bank of Sri Lanka, World Bank (gas reports)

In accordance with table 6.42, the education exp@mdas a percentage of GDP
was 4% in 1970 and 3.1 % in 2000. It was 2.1% ia928nd 2% in 2010. As a
percentage of GNI, the education expenditure igicoously decreasing from 3.77
in 1970 to 1.74% in 2010. As total government exjiteme, educational
expenditure was 13.6% in 1970 and 10% in 1975.a$ ®8.1% in 2009. What is
observable fact that government allocation for aetioa has been decreasing over
the period.
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Table 6.43: The comparison of education expendituse

Education expenditure a€ducation  expenditure as |a
percentage of GDP percentage of total government
expenditure
Countries 2008 2009 2010 2008 2009 2010
Colombia 3.9 4.7 4.8 14.9 154
Denmark 7.7 8.7 - 15 15.1
Ethiopia 5.4 4.4 - 22.8 23.6 25.4
Germany 4.6 51 10.4 10.5
India - 3.2 3.3 10 -
Korea 4.8 5.0 - 15.8 15.9
Malaysia 4.1 6.3 - 17.2 20.5
Nepal 3.8 4.7 4.7 19.1 19.5 20.2
Norway 6.4 7.3 - 16.1 15.7
Pakistan 2.9 2.7 2.4 11.1 11.2 9.9
Thailand 3.8 4.1 3.8 20.5 20.3 22.3
UK 5.4 5.6 - 11.1 1.3

Source: World Bank 2009, 2010

According to the table 6.43, the expenditure emlucation of Colombia as a
percentage of GDP was 3.9% in 2008 and 4.7% in .Z0B&t of Denmark in same
years was 7.7 % and 8.7%. The expenditure of Ethiap percentage of GDP was
5.4% in 2008 and 4.4% in 2009. South and East As@mtries such as India,
Korea Malaysia, Nepal, Pakistan and Thailand haatsp.2%, 5.0%, 6.3%, 4.7%,
2.7%, and 4.1% on education respectively as a pexge of GDP. The expenditure
of education of Thailand as a percentage of totaleghment expenditure was
20.5% in 2008 and 20.3% in 2009. That of Korea Was% in 2008 and the
15.9% in 2009. The expenditure of education of Msika as a percentage of total
government expenditure was 17.2% in 2008 and 2062009 and that of India
was 10% in 2008. The expenditure of education ofliped countries such as
Germany, United Kingdom and Denmark as a percentdgmtal government
expenditure was above 11% on average. The expeaditueducation of Sri Lanka
as a percentage of GDP was around 2% in 2009 amakiB.1% as a percentage of
total government expenditure. Thus as comparedeteeldped and developing
countries educational expenditure is very low im ISanka. But expenditure on
defense is very high even though Sri Lanka is & serall Island which is negative
and unfavorable indicator for economic growth arelelopment and poverty
reduction (table 6.44).
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Table 6.44: The defense expenditures of Sri Lanka

ltem 1993 | 1994 | 1995 2003 2004 2010
Defense expenditure (Mn.Rs) 154110415| 43139| 46116 | 56447 NA
Military exp (Y%0GDP) 3.4 3.71| 7.21| 2.9 3.1 3.0
Military exp (% of Govt.exp) 10.3| 115 20.8 7.0 8.3 8.1

Source: Central Bank of Sri Lanka 2000, 2009

Government should curtail the expenses on defeasaulse of ending war in 2009.
Government has been still spending huge amounttensde. In fact, as academics
expect, government should increase the expenddiuetucation by decreasing the
defense expenses which would boost the human tapidathereby increasing the
economic growth of the country.

6.4.4.2 Health services

The development of health and nutrition has pasiassociation with economic
development which leads to significant decreaspowverty. Health improvement
could help to the economic growth and developmefliowing ways.

* Improved productivity: The better health would ent& the productivity of
people and make active population in a country tviscfavorable situation
for the boosting economic growth and development.

* Improved learning: Many empirical studies have mgted the fact that
nutritional food would enhance the learning deaime capacity of children.
Thus, it is observable fact that the learning cajescof the children in poor
families are afflicted by lack of food and nutritian general. Therefore, Sri
Lankan government has introduced midday meal progra for children
and Thriposha scheme for pregnant and pre-schaoaéist.

» Desirable family Size: Awareness of health systeoh medical facilities and
new instrument and facilities in regard to fanglyntrol would control the
family size which leads to poverty reduction beeasge of family may
increase the poverty

139



» Health and Investment: Healthier individuals wiltem have the ability and
incentive to save more, and, as noted above, teisnaulation of capital may
help fuel growth through investment. Similarly, quanies may be more
likely to invest when workforces are healthier ettbr educated. Improved
disease environments may also support the develupaiesectors such as
tourism.

* Increased availability of land for productive udeliminating particular
ilinesses may allow cultivation or other use tonede of previously unused
land.

* Reduced Treatment Burden: Preventive health iny esidge or childhood
could assist to avoid the unnecessary expensesrdeli for family as well
as county. Thus this saving fund can be used bylyfdor their education
and at the same time saving amount could be emplbyegovernment for
productive use.

Thus, the colossal amount of money for the heaftd allied services is being
spent by the government of Sri Lanka for the puepo$ generating active
population for the development. Accordingly, Srinka has achieved an
impressive and excellent attainment in health ses/which is on par with some
developed countries standard because Sri Lankasotfieiversal free health for
whole population. The expenditure occurred for telas been shown in table
6.45. The public health expenditure as a percentafjetotal government
expenditure was 4.3% in 1990 and 6.9% in 2000 anth % 2010. The total health
expenditure as a percentage of GDP was 3.5% in &48653.7% in 2007. It was
around 3% as a percentage of GDP in 2010. Thehhegitenditure as a percentage
of GDP was high as compared to education experditur
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Table 6.45: The expenditures on health services Bri Lanka

Year Public health expenditureTotal health expenditure
(% of total government | (% of GDP)
expenditure)

1990 4.3 NA

1991 5.0 NA

1992 4.6 NA

1995 5.4 3.5

1998 6.9 3.4

1999 7.2 3.5

2000 6.9 3.6

2001 6.4 3.6

2002 6.7 3.7

2008 7.0 3.4

2009 59 3.2

2010 5.7 2.9

Source: World Bank (various reports)

The government of Sri Lanka has taken various nreasto uplift the health

services since independence because improvinghhealtld enhance the human
capital which is essential condition for the depat@nt of the country. The table
6.46 clearly shows the achievement of Sri Lankagalth development.

Table 6.46: The health indicators

Item 1963 2000f 2003 200p 2007 2040 2011 201
2

Infant mortality | 56 16.5| 15.2] 143 194 184 J 4 09.

Death rate - 6.44| 6.46 6.4 6 6.2 59 59

Birth rate - 16.7 | 16.1| 15.6 17 158 174 17

Pop.growth rate | 2.8 089 083 0.79 0.98 086 0[9391|0

Life expectancy | 60 71.8 726 7301 748 733 T757.9/5

Source: Central Bank of Sri Lanka (various repoktéprid Bank.

According to the table 6.46, Sri Lanka has adtgethe impressive the health
indicators which exceed the developing countrie$ @m par with some developed
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countries.Tudawe (200} indicates“Sri Lanka is well known for achieving high
levels of human development at relatively low e@€IGDP per capita. Successive
governments have invested heavily in educationltthemd welfare programmes
and this has been associated with the country aotgelevels of life expectancy
and literacy that are comparable to industrial coies”. Even though there is
impressive progress in health in Sri Lanka, ovehaalth environment of the
country is relatively weak. Despite some basicltheaervices have been
developed universally, Sri Lanka is still behine theighbor country of India in
advance medical and health service. Moreover, tespuntry have achieved good
health and education indicators, there is wide dagiween these social
development and economic development and poveryct®n. Even though
successive governments highly followed social welfaolicies, actual reduction of
poverty, inequality and reduction of under nutntiare less than while considering
the huge investment on social welfare such astnedltication and food subsidies
(Allailima, 1989). Health and nutrition is a necagsand pre-condition for labor
productivity and active population. In other wordgak health and nutrition badly
affects the productivity of people in a county. 3ni Lanka, poorest are highly
affected by malnutrition. Nanayakkara (1994) memgi@4% of the populations in
the lowest income deciles were classified as momiatly —at-risk and 35% as
ultra-poor.
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7/ THE CONTRIBUTION FOR SCIENCE AND PRACTICE

Many researchers in Sri Lanka have done thetgtiaé research in poverty and
poverty related studies. This empirical study igarel to poverty linked with SMEs
has been carried quantitatively as well as qualébt based on statistics as well as
econometrics using of statistical software. Eveoutfh there are number of
researches in SMEs, most of researches relateMEs $rave been carried out in
purely management point of view, not from econopomt of view. Moreover, the
study of poverty linked with SMEs is generally fawthe literature of the studies.
In other words, there are very few researches e@dldb SMEs linked with
economic growth and poverty (or economic variabiediterature. There is no any
significant research in relation with poverty amdm®omic growth linked with small
and medium enterprises in Sri Lanka. It is my pnéveope that this empirical
study which is first study in the field of povertgconomic growth linked with
SMEs in Sri Lanka has given new insight to resesnchnd policy makers because
economic and non-economic variables were mixeegnassion model to find out
new things which will directly help to company owsdo rethink about welfare of
their employees and nation in a positive view, ipal&rly in developing countries.
The contributions of the empirical studies aredl®ws:

1. Poverty concept has now been broadening to encangigagral aspects even
though the poverty is generally viewed as problériack of income in the
early literature. This empirical study has addetnket violation in the
poverty pyramid and definition of poverty based experience of ethnic
crisis of Sri Lanka. Ethnic violation is a main saufor political instability
which ultimately leads to slow economic growth gaberty. Even though
country has favorable macro and micro economic at@®, political
instability created by ethnic violation has led tkeeunty to unstable
economic growth and poverty via deterioration ofofl@ble macroeconomic
climates. In Sri Lanka, public debt, budget defitihde balances, balance of
payment are unfavorable for growth and developrbechuse of last three
decades ethnic violation and war. Nimal (2006) atsntion that poverty
and inequality in regional level have been assediatith economic, social
and political reasons in Sri Lanka.
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2. Comprehensive new models were developed in thidystthich will give
excellent insights to researchers and owners afistirMoreover, models
induce company owners to rethink their respongjbiind increase their
productivity and profit by providing reasonableasgland fringe benefits to
employees.

3. New frame work for poverty has been drawn by authowould help to
understand the poverty cycle in political pointveéw. The political cycle
which is the root cause for unstable growth andepiyvis generated due to
the wishy-washy, non visionary, ethnic bias andrugatr politicians. This
frame work has articulated the fact the wishy-waston visionary, ethnic
bias and corrupt politicians generate the politigatheaval and threat which
discourages the saving and local as well as foreggrital formation and this
new climate leads to unstable and poor economietgrand unemployment.
Eventually, there would be result of poverty. The/grty mixed with low
education, malnutrition, hunger and lack of paditiawareness directly lead
to country in the hands of wishy-washy, corrupt atithic bias politicians.
Again, this climate leads to political upheaval @ahceat and consequently
there would be low capital formation and poor gtowhd poverty. The huge
amount of foreign and local capital could not Igadcountry for stable
economic growth and development unless visionarg ancorrupt and
ethnically unbiased government rules the country.

4. The general economic theories explicate that tieetlke association among
the poverty, economic growth and income inequalijowever, this
empirical study has linked the poverty, economiowgh and income
inequality along with SMEs. This empirical studgatly shows that SMEs
have had significant potential in micro and macewel to enhance the
individual life as well as prosperity of the courtgnsidering several micro
variables. But, this is not the result in Sri Lardecause of several flow and
bottlenecks in private - public partnerships, gomeent policy making, lack
of availability of finance and low wage with lackfoinge befits for workers
and weak labour laws.
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5. Micro economic as well as macro economic theoriegpleasizes the
importance of the productivity to increase the pieitbn of individual and
aggregate production of the country. There is lackicro economic studies
about productivity. This empirical study has coricated the reasons for
decrease of productivity of SMEs in micro level.eTstudy found that low
wage, lack of fringe benefits, absence of EPF, latkinance with high
interest rate have afflicted the productivity afris. According to this study,
micro level remedies are possible to increase thedygtivity.
Macroeconomic policy could not find proper remedtes increase the
productivity unless considering micro level solatidn fact, micro level
finding of reasons for low productivity or decreaseproductivity would
help the policy makers to think macro level to ease the productivity.

6. This empirical study highly emphasizes the corposaicial responsibility of
every individual firm in different manner becausenpany owners think that
they do not have direct responsibility in allevigtipoverty and boosting the
economy in developing countries, particularly in Sanka. The empirical
study firmly indicates the fact that reasons faw lproduction and marginal
profit of firms are mainly due to low wage, lack foinge benefits and job
insecurity. Thus, encouraging the productivity ofpdoyees via providing
the good wage and fringe benefit would enhancetbduction and profit of
the every individual firm. Eventually, in macro &yaggregate production
and employment would increase and thereby boostwogomic growth and
employment generation. Thus, social responsibiidg been viewed based
on the benefit of firm even though corporate socgsponsibility is apart
from firm benefits. Therefore, empirical study whielp the owners of
company and managers to rethink their responsibihationally in
alleviating poverty and in boosting economic growth

7. This study has found that labour laws and regutatiare weak in Sri Lanka
because employees’ provident fund (EPF) shouldyengo employees who
are working in firms or any organizations. But, @ckng to this empirical
study, 43.3% employees have not obtained EPF beacduseak labour law
and regulations and monitoring committee. Laboysagignent and policy
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makers of developing countries like Sri Lanka sHocbncentrate on the
weakness of the labour low and monitoring committee

. Beck, Kunt and Levine (2005) in their analysis MEs, growth and poverty
has considered only two independent variables agajrowth and SMEs. In
fact, there is lack of study about poverty, ecormmiowth linked with
SMEs in the literature. In other words, there aesyvfew studies about
poverty and economic growth linked with SMEs. Thisrao any significant
research about poverty, economic growth linked ®8MESs in Sri Lanka in
particular and developing countries in general sTémpirical study has put
forwarded the new model for literature. Economiowgh, human capital,
income inequality, SMES, inflation, unemploymentigmoverty have been
included as independent variable and poverty apartient variable .This is
a new model for literature which clearly shows #issociation and impact of
every variable on poverty quantitatively. Also, thiene series data of
government department in regard to SMEs is comgistéh and support to
guantitative analysis of this study. Thus, policgkars could make use of
these findings to solve the macroeconomic issudsampany owners could
rethink and restructure their company to run effety and obtain
considerable profit. The researchers who pay thentan on the poverty,
growth and income inequality could employ it foreithfurther research
because most of the poverty studies have restrietedrariables. Thus, this
study has contributed to both the micro and maawoeaics
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8. CONCLUSITON OF THE STUDY

8.1 Summary of findings

This empirical study has mainly focused on howalsrand medium enterprises
and government have contributed to the nationaln@ty and the changing
poverty status in Sri Lanka. The study has beernechout with adapting to the
gualitative and quantitative approach by usingrmaga survey and time series data.
Hypotheses were tested using descriptive statistiadtiple regression model, unit
root rest, correlation analysis, Jarque Bera natynedst and Breush-Godfray-LM
test with the help of statistical software.

The first main objective analyzed the role of Bvto the national economy and
poverty reduction in Sri Lanka. Accordingly, thimygirical study reveals that the
small and medium enterprises accounting for vasmbmr of industrial
establishments (94%) do not significantly contréotd the national economy of Sri
Lanka in terms of production, value added, emplaymand direct poverty
alleviation programme while large enterprises ptaycial role for employment,
output and value added. Accordingly, virtually 94¥SMEs have contributed only
30% of total industrial employment; 25% of totatdustrial output and 20% of
industrial value added where as mere 6% of largerpnses have contributed
nearly 70% of industrial employment; 75% of indigtroutput and 80% of
industrial value added. Moreover, virtually 90.3ftadl and medium enterprises of
industrial sector contributed to 6.4% of total eaywhent in 2006. Similarly, it was
3.78% in 2007. 94.4% small and medium enterpri$@sdustrial sector accounted
for only 3.45% of total employment 2009. Moreowie contribution of SMEs to
GDP is around less than 1% between 2000 and 2009.

It can be concluded that full potential capacitysEs was not employed for the
development in Sri Lanka, even though it is theimagf economic growth in
many developed and newly developed countries. heme earning capacity of
SMEs is not significant in Sri Lanka because expodome of SMEs as a
percentage of GDP has been at very marginal lemdl declining trend. For
instance, the export income of SMEs was 9.3% ir040Ghe GDP, 5.6% in 2006,
3.7% in 2010 and 3.4% in 2011.The mean value fokFSINAP and PROTEC is
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nearly 5 which clearly indicate the fact that SM& nbt significantly contribute
direct poverty alleviation. The standard deviatudrall three also confirms the fact
SMEs do not significantly contribute poverty all@won in Sri Lanka Therefore,
the first hypothesis that SMEs do not significargbntribute to the national
economy and poverty reduction is accepted.

The second objective found out the promotions amtb@ragement made by the
government for the growth and development of SMEsvernment of Sri Lanka
has created several departments as well as ceeditiés to enhance the growth of
SMEs. Even though government has made severaktsfmr the development of
SMEs, the growth and contribution of SMEs to thdiamal economy is not
considerable due to lack and poor public privatengaship and other several draw
backs.

Third objective critically examined the living stiard of employees working in
SMEs. For this objective, new model (model one} wlaveloped to prove the
hypothesis that SMEs have played significant rolenaintaining minimum living
standard of their employees. The salary and fringeefits obtained by workers
determine their living standard significantly besauthey are asset less. This
empirical study has revealed that living standdravarkers of SMEs is very low
because of very low salary, lack and absence nfdrbenefits and job insecurity.
The impact of variables such as salary, job secuaritd other fringe benefits on
living standard of workers are very low confirmiamployees of SMEs obtain very
less salary and fringe benefits. Salary obtaineduibgkilled and a semi skilled
worker is very low while managers obtain six tingggdary than normal workers.
Those who have obtained less than Rs.25000 asuey $edr month grappled with
day to day life because, Rs. 29000 is needed meilyfgper month to maintain
minimum living standard (average family size i\4Sri Lanka). Consequently, the
children of those families were transmitted intowgy trap. From this conclusion,
it is understandable fact that firms do not havaimum social responsibility in
providing basic facilities for their workers.

The model further shows that EPF is not signifiga determining living standard
of employees. This is important findings becausadtcates following important
things

1. Most of the small enterprises do not provide EPHciwhs compulsory
benefit for employees to be provided by the emploBet they escape from
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providing these benefits because of the weak lalzavs and regulations and
monitoring officers.

2. The contribution of employers for EPF is very lowvechuse salary of
employees is low (12 % of salary should be contabdufor EPF by
employer).

3. The employees withdraw their EPF fund in the agg&of

Thus, in accordance with this model one and deBeestatistics, the hypothesis
that SMEs have played significant role in maintaghminimum living standard of
their employees is rejected

The fourth objective examined the factors affegtthe productivity of SMEs.
Second new model was developed to identify theofadffecting productivity and
size of impact of every variable on productivityhel social responsibility of
companies not only could enhance the living stashddemployees but also would
increase the production and profit of companiesinzyease in productivity by
enthusiasm of workers in their work. This studydBnthat productivity of
companies was negatively afflicted by lack of fioanlack of fringe benefits, low
salary, lack and absence of EPF and poor infrast@dn Sri Lanka. Statistical
analysis clearly confirms the fact that improvementforesaid variables would
significantly improve the productivity. Thus, encaging the productivity of
employees via providing the good wage and fringeebe would enhance the
production and profit of the every individual firmOn the other hand,
infrastructural development is further needed toagice the productivitylhus, the
hypothesis that productivity of SMEs has been megjataffected is accepted

The fifth objective analyzed the association amtmg SMEs, economic growth,
social infrastructure, inflation, unemployment, onee inequality with poverty. A
comprehensive new model (model 3) was developediémtifying the association
and significance of variables and impact of eveayiable on poverty incidence.
Accordingly, economic growth, SMEs and human dgwalent has negative
association as well as significant in determiniraygoty while inflation, income
inequality and unemployment have positive assariais well as significant in
determining poverty. The empirical study clearlyeals that even though SMEs is
a significant variable, its impact on poverty iswenargin in Sri Lanka. The result
of this study is consistent with some studies (Kamd Levin, 2005; Sardana and

149



Dasanayaka, 2009). The human development and uogmeht which are
significant variables to influence on poverty haggicant impact on poverty. In
spite of economic growth’s having decreased povertgri Lanka, the impact of
economic growth on poverty is very low. This fingims al so consistent with
empirical finding of Ravallion (2010). Thereforthe hypothesis that there are
associations among economic growth, unemploymemilation, social
infrastructure, and income inequality with povedyaccepted

The sixth objective analyzed the role of governmanalleviating poverty in Sri
Lanka. This empirical study has found out thategoment poverty alleviation
activities have decreased the poverty incidencenpct of such policies is not so
significant. Even though Sri Lanka has achievedgmss in poverty reduction
within the country and impressive progress as coaetpto South Asia, poverty is
still widespread. There is disparity among the lfurdban and estate sectors even if
the government has played crucial role in termdreé education and health,
providing job opportunities in government sectastributing income, developing
infrastructural facilities in rural areas, inducipgvate sector participation in the
economic growth, implementing special poverty aoda welfare programme for
the reduction of poverty so far. The regional adl\as income disparities have
also been much high in Sri Lank&hus, hypothesis that government poverty
reduction and other social welfare programme hawal Isignificant effects on
poverty alleviation is rejected.

8.2 CONCLUSION

Small and medium enterprises accounting for vasmbmr of industrial
establishments do not significantly contributerite hational economy of Sri Lanka
in terms of production, value added, employmentoex and direct poverty
alleviation. The comprehensive model three also ficoad and revealed
insignificant contribution of SMEs in poverty redion of country while living
standard of employees working in SMEs is very lollhe draw backs in
government promotional activities, ineffective pablprivate partnership and
political instability preclude the growth of SMH3espite incidence of poverty has
considerably decreased in Sri Lanka in terms oionat poverty line, 29.3% of
people are still below poverty line based on $ 2geeson per day. Moreover, both
regional as well as income disparity are much higtus, Sri Lanka has to travel to
long way to alleviate poverty with visionary andeetive dedication even though
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Sri Lanka has achieved progress in poverty redactithin the country and

Impressive progress as compared to South Asiantieesin Though target oriented
as well as universal general minimum needs progmrauch as education and
health were implemented by government, there i®rs¢\wdefects in the poverty
reduction programme and its implementation. Pdalitimas, political instability and

consequent allocation of colossal amount of mormydefense are barrier for
effectiveness of programme. Government should dserethe expenditure of
defense and increase the allocation of amount &althh and education while
growth oriented poverty reduction programme is cife remedy for eradication

of poverty than welfare oriented poverty reductsimategy. Nevertheless, the
empirical study and new models created by reseahdsgegiven new insights to the
researchers and policy makers in regard to SMEs mnerty. Moreover, the

findings will be inducing and encouraging the goveent and owners of SMEs to
rethink their responsibility in boosting the econonmand implement the

recommendations considering the validity of redediraings.

8.3 Recommendations

1. The people of rural sector accounting for nearl%88f total population rely
on agriculture and off farm for their livelihood which majorities have been
below poverty or vulnerable by any shock. The agtice including crops,
livestock forestry and fisheries has been sluggisBri Lanka because of
various bottle necks. The potential capacity of@dgture have not been used
while the productivity of agriculture is also velyw due to the use of
primitive technology, inadequate water supply, paod traditional storage ,
poor farming practice, lack of seeds, fragmentead lause, poor
infrastructure, lack and poor knowledge of farmab®ut use of modern
agricultural instruments. For instance, Sri Lanka failed to utilize the vast
potential of fisheries, faulty and other livestockhus, the government
should dedicate her commitment on potential useiragréasing productivity
of agriculture with the use of modernized toolse@ahate water supply,
availability of fertilizer with low cost, new metds of production and
cultivation, good storage facilities, establishimgw agro based food
processing industries, well connected infrastrictamong the urban and
rural areas.
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2. The rural poverty could be decreased by enhancthgaom employment
opportunities by enlarging and improving rural reaand electrification,
water supply, offering training skill and developmemaking easy access to
credit facilities because vast percentage of paoiilies rely on it for their
livelihood in addition to agriculture .The activevggrnment encouragement
and support on agriculture and off farm is immeslia¢eds without political
bias and vote strategy.

3. The increasing employment opportunities from ovassemployment are
remedy for poverty alleviation because unemploymerd main cause for
poverty. Around seven hundred thousand Sri Lanka@svorking in Middle
East and other part of world for their employmentwihich 90 % are poor
and middle low income families as well as unedutat®men (servant).
Country can also benefit without investing from eéign remittance.
Government should confirm the security of employaesl benefits for
migrant workers such as salary. Also, governmbatisl give more priority
its policy in making new agreement with foreign govments for the
employment opportunity.

4. Sri Lanka spent huge amount of financial as welplagsical resources for
three decades of war and still government allocatessal amount of
money for defense in budget despite the war wascderigolitical instability
which precludes the economic growth and developneentinues. Thus,
government should dedicate her responsibility imdging about political
stability with social and ethnic harmony. Also, govment should decrease
the fund allocation for defense and divert thisduwowards health and
education which has low allocation in the natidmadiget.

5. Savings and investment is low as compared to EasnAcountries and
India. Foreign direct investment as a acceleratibeconomic growth and
employment should be rejuvenated by the governrteeminable inflow of
more capital, technology and knowledge while gorwent should
concentrate more on enhancing saving and investasepercentage of GDP.

6. The existing infrastructural development is notcaade for inducement of
local and foreign private sectors on industry dmal iural agriculture. Thus,
infrastructure should be modernized and rejuvenatgd help of private
sector.
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7. There are several bottlenecks in education andhh#@augh Sri Lanka has
achieved impressive attainment in education anttthealicators which are
on par with some developed countries. Thus, congmsiie educational
programme with great emphasis on vocational trgimaimd skill development
should be implemented so as to increase the predyadf workforce and
confidence of the population in overall. Tertiargueation should be
available for all who want to proceed with theiuedtion. The rural schools
should be modernized and well equipped. The ressurcurban school are
congested. Government should pay the attention dwareced medical
technology with the help of private sector.

8. Government should design new poverty alleviatioagpgimme with great
emphasis on growth oriented strategies. Since mdgnce, government
gives more priority on welfare oriented povertyealation programme to
attack votes of people which has increased themdiEmey mentality of poor.
Thus introducing more productive poverty alleviatiprogramme would
increase the productive capacity of poor and thay able to escape from
poverty within short period.

9. The employer should contribute 12% of employeekrgao the EPF fund
of worker who are working in private enterprisesagtordance with labour
laws and regulation while 8% of salary would beuw#dd from employees’
salary for EPF. The significant percentages of reniges do not contribute
to the EPF because of defects of labour laws aokl ¢d awareness of
employees. Thus, the one solution is that new latzaus should confirm the
availability of EPF to every employee. The secoallitfon is that pension
scheme should be introduced by government in otdeiconfirm the
protection of employees after retirement instead fF.

10.Government may establish the local fresh body aardbdo confirm the
availability fringe benefits for employees. Alsowvgonment should take
responsibility for job security of workers like gevmment sector through
which competitive and productive workforce and falme workplace
environment could be buildup.

11 Despite the number of institutions has been estaddi to promote the
SMEs, it is the fact that there is no significaotardination of activities
among the existing departments in Sri Lanka. Thesgonent departments
and ministry should have co-ordination to boot 8MEs. Moreover, an
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active private public participation (PPP) is neetlec@ccelerate the growth
and improvement of SMEs and its contributions. Alsedit facilities for
SMEs sector should be further facilitated and tistieuld be full tax holiday
for minimum five years for SMEs. Further, a strorgationship exists
between the quality of business environment andg-tenrm national
economic performance, including pace of povertyusilgovernment should
maintain favourable macro economic climate aloni wolitical stability.

12.0wners of small and medium enterprises should deogalary along with
fringe benefits which should be adequate to mantainimum living
standard of employees.

13.0wners of small and medium enterprises should nkthiheir social
responsibility in boosting productivity, economicogth and alleviating
poverty.

8.4 Limitations of study

1. There is no national consensus in regard to thmitdeh of SMEs in Sri
Lanka. Thus, author has developed own criteriaofdiagly, the enterprises
which have had less than or equal to 100 emplogezsalled as small and
medium and those enterprises having more than d@logees are called as
large firms.

2. The sample size is 400 firms which have been suratl because
considering more enterprises would make more exgseaisd time.

3. Even though qualitative researches in poverty a&@lable; there is no
guantitative and econometric study about poverty SMEs in Sri Lanka.
Moreover, there is very little literature about pdy, economic growth
human capital linked with small medium enterprisedeveloping countries
in general and in Sri Lanka in particular.

4. The study is restricted to only small and mediunfustries. The data bases

about SMEs of all sectors are very poor in Sri laarikhe agricultural sector
time series data about small and large holders@ravailable in Sri Lanka.
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Sri Lanka should build up very constructive relalalgricultural data base
for SMEs which is the backbone for the economiengincand development.

8.5 Future direction for research

Though this empirical study has scrutinized tlode rof small and medium
industries in alleviating poverty based on selestadables, following gap further
could be analyzed in future.

1. This study could be further expanded by adding wamables .The political
aspects could be added in the model as a dummablarbecause political
stability is paramount importance for economic dgifowand poverty
alleviation.

2. The manufacturing sector should alone be analyzeddntrolling other
industries because it plays important role to tldonal economy of all
countries.

3. The variables taken in the analysis are interrdldte each other. Thus,
simultaneous equation model should be employedturd research.

4. The rural sector accounting for around 80% of tptglulation grappled with
poverty and hunger in developing countries. Thussearch may be
guantitatively preceded with how rural agricultusahall holders and small
industries together could contribute to the povaltgviation of rural sector.

It is obvious that favorable and excellent qyaldnd growth of business
environment leads to effective long-term natior@remic performance, including
pace of poverty with effective public- private peatship. Thus, government should
maintain favourable economic climate along withitea! stability and make use
of the potential capacity of SMEs. Resultantly, gs®nomic growth and poverty
reduction could be significantly attained with thepport of all individuals of the
country.
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APPENDICES:
Appendix:1

The Role of Small and Medium Enterprises (industridsector) in Changing
Poverty Status in Sri Lanka

N.B: Information and data furnished by the respondetiide treated as strictly confidential and
will be used for the purpose of this research staly.

Section A: Profile of the Enterprise

1. Date(s) of interview
2. Forms of ownership:
(i) Sole proprietor
(i) Paetship
(i) Pate Ltd

3. Nature of the organization (i)  Small
) (il Medium
4. Type of enterprise:
(i)  Mining and Quarrying
(i) Food, Beverages and Tobacco
(i) Textile and Leather

(iv) Wood and Wood products

JUHUL Ud ood

(v) Paper and Paper products
(vi) Chemical, Petroleum Rubber and Plasti|:|

(vii) Non- metallic Mineral Products

L

(viii) Basic Metal products
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(x) Others (Please Specify)

Section B: Profile of the Entrepreneur

5. Age:
(i) Below 29
(i) 039
(iM0-49
(iv) 50-60
(v) &e 60

6. Length of time entrepreneur has been in business
(i) 01-04 years

(i) 05-09 years
(i) 10-14 years
(iv) 15-19 years

(v) More than 20 Years

7. Province/ Region:
(i) Northern
(i) North central
(i) North Western
(iv) Eastern
(v) Central

(vi) Sabragamuva
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(vii) Southern

(viii) Uva

L

(ix) Western

8. Have you undergone any type of training?
(Yes [ ] @yNo [ ]
If yes, Please mention the types of training reseiv

() Entrepreneurship training programme|:|
(i) Entrepreneurship workshop |:|
(i) Any formal education on entreprenshif |
(iv) Others (Please Specify)

10. Please mention the average salary for managersxecutives working your enterprises
Section C:Factors relating to economic and social developmeand Enterprises

Instruction: A series of statements are listed below. Researnsheterested in your opinion
about them. There are no right or wrong answerad@l indicate your agreement or disagreement

by putting tick () marks in the blank column corresponding to eawh o

productivity and assistance from government ang

There is improvement in the production and emplay
provided by firm than previous years

O .

Z Enterprises. = D> 4
. == O

[ 2. l%ES 2|25

= 09 95| ®©|c®
O S5 oo @ 5w
9] Na 2| 0|0NT o

e
1
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Dou you feel productivity is generally increasioger

2 the period

3 There is improvement in earning and profit than
previous years

4 | have enough capital for improving my firm in pees
as well as future

5 | I have personal freedom in my business activities
Public private cooperation

6 | | focus on expansion of my firm with NGOs andistc

- | am getting assistance from government for Créstiv
and innovation in the production and technology.

8 | I am getting tax holiday from government

9 Government has given financial support for startin
business

10 Government provides consultant assistance like
Management, training and drawing projects.
General aspects

11 | Employees are enthusiastic at work

12 | Consumers like foreign goods than local products
Purchasing power of consumers is very low

13

5 Services provided by entrepreneurs to employees

Z | surroundings and environment

i

o)

N
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&
O o
<) &
g S
= _ & >
29S| 5|2
o| 2|5 ®© o
E|lolo| 2 =]
ni <zl o|lun
14 | | have provided high attention to the job sdguri
15 | confirm temporary or contact workers as permanent

within short period

16 | | have given safety environment in my work place

17 | I am contributing EPF

18 | | am providing housing loan

19 | | am providing children education loan

20 | am providing travelling facilities'or bear traliafy cost
Or personal use of company vehicle.

21 | | am providing risk allowance

22 | | am providing bonus

23 | | am providing paid holyday

24 | | have given medical loan

25 | | am providing medical insurance

26 I am prpviding free medical charge if happen amgh
in working place

27 | | am giving basic medical facilities for workefamily
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28 | Free training opportunity are provided to emphs
29 | have been special poverty alleviation progranfione
society surrounding my firm
30 | am directly contributing and participating nat&n
poverty alleviation programme
31 | I have proper drainage system for removing waste
32 | | concentrate recycling and reproduction
33 | I have sound prevention system for noise ant dus
34 | am funding to Urban ,municipal council and sbcia
organisations for environmental protection
ECONMIC CONDITION OF WORKERS
35 | feel my employees are generally in good economic
condition
36 | | feel most of Employees have own house
37 | Employees are nutritionally sound
| feel that government provide some assistancedor
38 | labourers
39 | feel employees earn additional income from other
source
PROMLEMS FACED IN PRODUCTION )
MAKETING PROCESS BY INTERPRISES @ =
. g -
z = I D I
— D | © S o))
8 s PlE| 2 <
= 9 = | 3 0 9
(¢D) — o O — —
n ni<lzl ol o
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40 | Oil price affect our business(transport cost)

41 | The improvement in poor road is needed.

42 There is lack of other infrastructural facilitiekd water,
electricity, etc.
| feel that we have been confronting financial peots

43 | . .
in the production and other process

44 | Getting bank loan is very difficult and time itadk

45 Getting private funding assistance is very costgith
interest rate)

43 Financial issue in the expansion and purchasing

machinery
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APPENDIX: 2
EMPLOYEES OF ENTERPRISES

Please give yes or no answer and then briefly writgour opinion

1. | feel there is job security in my enterprises

2. Enterprises have motivation in developing society

3. Enterprises contribute to EPF

4. Enterprises has given education loan for childifeenaployees

5. Enterprises concentrate sound health of employees

6. Enterprises are interested in alleviating poveryf society

7. Please mention your monthly salary......

Appendix:3
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SPAP NPA DRAIN NOISE PROTEC RECY
N Valid 400 400 400 393 400 404
Missing 14 14 14 21 14 14
Mean 452785 4.98785 2.0524 3.4967 5.000( 3.2424
Std. Deviation .9227( .14967% 1.09217 1.5925( .0000( 1.8377Q
Minimum 1.00 3.00 1.00 1.00 5.00 1.0d
Maximum 5.00 5.00 5.00 5.00 5.00 5.04
Appendix:4B
SPAP
Cumulative
Frequency Percent Valid Percent Percent
Valid strongly agree 4 1.0 1.0 14
agree 30 7.2 7.5 8.5
nutral 6 1.4 1.5 10.d
disagree 71 17.4 17.8 27.9
strongly disagree 289 69.8 72.2 100.(
Total 400 96.6 100.
Missing  System 14 3.4
Total 414 100.G
Appendix:4C
NPA
Cumulative
Frequency Percent Valid Percent Percent
Valid nutral 2 5 .5 5
disagree 1 2 2 .8
strongly disagree 397 95.9 99.2 100.(
Total 400 96.6 100.
Missing  System 14 3.4
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NPA

Cumulative
Frequency Percent Valid Percent Percent

Valid nutral 2 .5 .5 .5
disagree 1 2 2 .8
strongly disagree 397 95.9 99.2 100.
Total 400 96.6 100.G

Missing  System 14 3.4

Total 414 100.G

Appendix:4D

DRAIN
Cumulative
Frequency Percent Valid Percent Percent

Valid strongly agree 163 39.4 40.8 40.9
agree 106 25.6 26.5 67.4
nutral 90 21.7 22.5 89.9
disagree 29 7.0 7.2 97.0
strongly disagree 12 2.9 3.0 100.
Total 400 96.6 100.G

Missing  System 14 3.4

Total 414 100.G
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Appendix:4E

NOISE
Cumulative
Frequency Percent Valid Percent Percent
Valid stronly agree 87| 21.0 22.1 22.1
agree 13 3.1 3.3 254
nutral 85 20.5 21.9 47.1
disagree 34 8.2 8.7 55.7
strongly disagree 174 42.0 44.3 100.(
Total 393 94.9 100.d
Missing  System 21 5.1
Total 414 100.4
Appendix:4F
PROTEC
Cumulative
Frequency Percent Valid Percent Percent
Valid strongly disagree 400 96.6 100.¢ 100.(
Missing  System 14 3.4
Total 414 100.4
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Appendix:4G

RECY
Frequency Percent Valid Percent Cumulative Percent
Valid strongly agree 142 34.3 35.9 35.5
agree 23 5.6 5.8 41.2
nutral 19 4.6 4.8 46.0
disagree 28 6.8 7.0 53.4
strongly diaagree 188 45.4 47.0 100.(
Total 400 96.6 100.4
Missing System 14 3.4
Total 414 100.d

Appendix:4H: National poverty alleviation

Appendix:4l: Special poverty alleviation.
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Appendix:4J: Accepting environmental cost

Appendix:4K:Drainage




Appendix:4L:Recycling

Appendix:4M: Noise pollution
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Appendix: 5A
Model Summary’
Std. Error of the
Model R R Square |Adjusted R Squal Estimate Durbin-Watson
1 .825] .681 671 11.5960( 1.98(

a. Predictors: (Constant), LNEPF, LNJOBSECUR, LN&R, LNTOTALFRINGE
b. Dependent Variable: LNECON
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Appendix: 5B

Coefficients
Standardiz
Unstandardized d Collinearity
Coefficients Coefficients Statistics
Tolerand
Model B Std. Error]  Beta t Sig. e VIF
1 (Constant) .803 241 3.328 .001
;NJOBSECU 142 .059 114 2.425 .016 991 1.009
LNSALAR .014 .055 .012 253 .004 972 1.029
LNTOTALFR 379 .056 324 6.788 .000 961 1.04(
INGE
LNEPF .109 .038 -.134 -2.859 .801 991 1.01(
a. Dependent Variable:
LNECON
Appendix: 5C
ANOVAP®
Model Sum of Squareg df Mean Square F Sig.
1 Regression 14.973 4 3.743 15.684 .000]
Residual 94.028 394 239
Total 109.001 398

a. Predictors: (Constant), LNEPF, LNJOBSECUR, LN®R, LNTOTALFRINGE

b. Dependent Variable: LNECON
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Appendix: 5D

Correlations

LNTOTALFRIN
LNECON | LNJOBSECUR| LNSALAR GE LNEPF
Pearson Correlation LNECON 1.00d .088 .048 .326 .164
LNJOBSECUR .089 1.00( .047 .075 .004
LNSALAR .048 047 1.00( 155 .03
LNTOTALFRINGE 326 .075 .155 1.00( .096
LNEPF .164 .008 .032 .096 1.00(
Sig. (1-tailed) LNECON .039 171 .000 .004
LNJOBSECUR .039 173 .067 454
LNSALAR 171 173 .001 263
LNTOTALFRINGE .000 .067 .001 .024
LNEPF .000 455 263 .029
Appendix: 6A
Model Summary
Adjusted R | Std. Error off Durbin-
Model R R Squard Square | the Estimatg Watson
1 T74 597 506 .3531( 2.011

a. Predictors: (Constant), LNINFRASTT, LNJOBSECUREPF,
LNSALAR, LNFINANCEA, LNTOTALFRINGE

b. Dependent Variable:
LNPRODUCTIVITY
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Appendix: 6B

Coefficients
Unstandardized [Standardize] Collinearity
Coefficients Coefficients Statistics
Model B Std. Error Beta T Sig. |Tolerancqy VIF
1 (Constant) 1.824 201 9.096 .00Q
LNFINANCEA -.197 .047 -.204 -4.169 .000 979 1.025%
;I\(;LOTALFRI .038 .039 .049 .990 .023 958 1.044
LNSALAR .091 .038 117 2.384 .018 972  1.029
LNJOBSECUR .059 .040 .07 1.468 143 .98 1.01§
LNEPF .053 .027 .099 2.01C .045 974 1.024
LNINFRASTT .054 .026 0] 2.07d .039 99 1.004
a. Dependent Variable: LNPRODUCTIVITY
Appendix: 6C
ANOVAP®
Model Sum of Squarg df Mean Square F Sig.
1 Regression 14.973 4 3.743 15.684 .000]
Residual 94.02¢ 394 .239
Total 109.00] 398

a. Predictors: (Constant), LNEPF, LNJOBSECUR, LN3R., LNTOTALFRINGE
b. Dependent Variable: LNECON
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Appendix: 6D

Correlations

LNPRODUC] LNFINANC | LNTOTALF |LNSALA | LNJOBSEC LNINFRAS
TIVITY EA RINGE R UR LNEPF TT
Pearson LNPRODUCTIV
) 1.00d -.183 .037 110 .064 -.080 .10d
Correlation ITY
LNFINANCEA -.183 1.00d .066 .015 .080 .125 .019
LNTOTALFRIN
.037 .066 1.00d .155 .075 .096 .047
GE
LNSALAR .110 .015 .155 1.00d .047 .033 .034
LNJOBSECUR .064 .080 .075 .047 1.00d .005 .007
LNEPF .080 .125 .096 .033 .005 1.00d .054
LNINFRASTT .100 .019 .047 .032 .007 .052 1.00(
Sig. (1-tailed) LNPRODUCTIV
.000 .230 .014 .099 .056 .023
ITY
LNFINANCEA .000 .094 .380 .054 .006 .35(
LNTOTALFRIN
.230 .094 .00 .066 .027 .174
GE
LNSALAR .014 .380 .001 172 .254 .263
LNJOBSECUR .099 .054 .066 172 .458 449
LNEPF .056 .006 .027 .254 458 .154
LNINFRASTT .023 .350 .176 .263 448 .152
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Appendix: 7A
0]

Null Hypothesis: LOGPOV has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.812722 .2000
Test critical values: 1% level -4.498307

5% level -3.658446

10% level -3.268973

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGPQOV)

Method: Least Squares

Date: 02/08/13 Time: 00:47

Sample (adjusted): 1991 2010

Included observations: 20 after adjustments

Coefficie
Variable nt Std. Error t-Statistic  Prob.

LOGPOV(-1) 1.046597 0.372094 -2.812722 0.0120
C 3.422635 1.206272 2.837365 0.0114

@TREND(1990) 0.027508 0.010052 -2.736439 0.0141

R-squared 0.353302 Mean dependent var 0.053794
Adjusted R-squared 0.277220S.D. dependent var 0.229254

S.E. of regression 0.194903 Akaike info criterion 0.295145
Sum squared resid 0.645785Schwarz criterion 0.145785

Log likelihood 5.951446 F-statistic 4.643699
Durbin-Watson stat  1.425553 Prob(F-statistic) 0.024601
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Null Hypothesis: D(LOGPQOV) has a unit root
Exogenous: Constant
Lag Length: O (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.772612 .0002
Test critical values: 1% level -3.831511

5% level -3.029970

10% level -2.655194

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 19

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGPOV,2)
Method: Least Squares

Date: 02/08/13 Time: 00:48

Sample (adjusted): 1992 2010

Included observations: 19 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGPOV(-1)) 1.577071 0.273199 -5.772612 0.0000

C 0.054227 0.048520 -1.117618 0.2793

R-squared 0.662183 Mean dependent var 0.021047
Adjusted R-squared 0.642311S.D. dependent var 0.351135

S.E. of regression 0.210004 Akaike info criterion 0.184082
Sum squared resid 0.749727Schwarz criterion 0.084667

Log likelihood 3.748778 F-statistic 33.32305
Durbin-Watson stat  1.770067 Prob(F-statistic) 0.000023
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(I

Null Hypothesis: LOGGI has a unit root
Exogenous: Constant, Linear Trend
Lag Length: O (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.660563 .2607
Test critical values: 1% level -4.498307
5% level -3.658446
10% level -3.268973
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGGI)
Method: Least Squares
Date: 02/08/13 Time: 00:54
Sample (adjusted): 1991 2010
Included observations: 20 after adjustments
Coefficie
Variable nt Std. Error t-Statistic  Prob.
LOGGI(-1) 0.587710 0.220897 -2.660563 0.0165
C 0.491560 0.187586 -2.620458 0.0179
@TREND(1990) 0.003707 0.001654 2.242073 0.0386
R-squared 0.293993 Mean dependentvar  0.006531
Adjusted R-squared 0.210934S.D. dependent var 0.025506

S.E. of regression 0.022657 Akaike info criterion 4.599191

Sum squared resid 0.008727Schwarz criterion
Log likelihood 48.99191 F-statistic
Durbin-Watson stat  1.722703 Prob(F-statistic)

4.449831
3.539546
0.051865

197



Null Hypothesis: D(LOGGI) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.425295 .0032
Test critical values: 1% level -4.728363

5% level -3.759743

10% level -3.324976

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 15

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGGI,2)

Method: Least Squares

Date: 02/08/13 Time: 00:55

Sample (adjusted): 1996 2010

Included observations: 15 after adjustments

Coefficie
Variable nt Std. Error t-Statistic  Prob.

D(LOGGI(-1))  3.985208 0.734561 -5.425295 0.0006
D(LOGGI(-1),2) 2.509463 0.609812 4.115144 0.0034
D(LOGGI(-2),2) 1.823057 0.496296 3.673326 0.0063
D(LOGGI(-3),2) 1.134380 0.332072 3.416067 0.0091
D(LOGGI(-4),2) 0.786318 0.256430 3.066411 0.0154

C 0.013234 0.017142 -0.772017 0.4623
@TREND(1990) 0.002784 0.001321 2.107978 0.0681

R-squared 0.862332 Mean dependent var 0.001465
Adjusted R-squared 0.759081S.D. dependent var 0.041912

S.E. of regression 0.020572 Akaike info criterion 4.625068
Sum squared resid 0.003386Schwarz criterion 4.294644

Log likelihood 41.68801 F-statistic 8.351787
Durbin-Watson stat  2.088078 Prob(F-statistic) 0.004269
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()

Null Hypothesis: LOGHDI has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -2.750622 .2201
Test critical values: 1% level -4.498307
5% level -3.658446
10% level -3.268973
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGHDI)
Method: Least Squares
Date: 02/08/13 Time: 00:57
Sample (adjusted): 1991 2010
Included observations: 20 after adjustments
Coefficie
Variable nt Std. Error t-Statistic  Prob.
LOGHDI(-1) 0.620837 0.225708 -2.750622 0.0137
C 0.334977 0.124717 -2.685895 0.0156
@TREND(1990) 0.005123 0.001870 2.740056 0.0140
R-squared 0.308604 Mean dependentvar  0.008392
Adjusted R-squared 0.227263S.D. dependent var 0.008563

S.E. of regression 0.007527 Akaike info criterion 6.803144

Sum squared resid 0.000963Schwarz criterion
Log likelihood 71.03144 F-statistic
Durbin-Watson stat  1.922456 Prob(F-statistic)

6.653784
3.793968
0.043419

Null Hypothesis: D(LOGHDI) has a unit root
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Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.825735 .0008
Test critical values: 1% level -4.532598

5% level -3.673616

10% level -3.277364

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 19

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGHDI,2)

Method: Least Squares

Date: 02/08/13 Time: 00:57

Sample (adjusted): 1992 2010

Included observations: 19 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGHDI(-1)) 1.321535 0.226844 -5.825735 0.0000
C 0.008237 0.004709 1.749033 0.0994
@TREND(1990) 0.000217 0.000355 0.612578 0.5488

R-squared 0.680905 Mean dependent var 0.000437
Adjusted R-squared 0.641018S.D. dependent var 0.014125

S.E. of regression 0.008463 Akaike info criterion 6.562309
Sum squared resid 0.001146Schwarz criterion 6.413187

Log likelihood 65.34193 F-statistic 17.07089
Durbin-Watson stat  1.942964 Prob(F-statistic) 0.000107
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(IV)

Null Hypothesis: LOGINF has a unit root

Exogenous: Constant, Linear Trend

Lag Length: 1 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.613073 .0558
Test critical values: 1% level -4.532598

5% level -3.673616

10% level -3.277364

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 19

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGINF)

Method: Least Squares

Date: 02/08/13 Time: 00:58

Sample (adjusted): 1992 2010

Included observations: 19 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

LOGINF(-1)  1.381304 0.382307 -3.613073 0.0026
D(LOGINF(-1))  0.433940 0.282556 1.535768 0.1454
C 3.296447 0.941993 3.499440 0.0032

@TREND(1990) 0.013807 0.019681 -0.701550 0.4937

R-squared 0.529408 Mean dependent var 0.040983
Adjusted R-squared 0.435290S.D. dependent var 0.621114
S.E. of regression 0.466750 Akaike info criterion  1.498617

Sum squared resid 3.267830Schwarz criterion 1.697446
Log likelihood 10.23686 F-statistic 5.624926
Durbin-Watson stat  2.132874 Prob(F-statistic) 0.008684

Null Hypothesis: D(LOGINF) has a unit root
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Exogenous: Constant
Lag Length: 3 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.005956 .0085
Test critical values: 1% level -3.920350

5% level -3.065585

10% level -2.673459

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 16

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGINF,2)

Method: Least Squares

Date: 02/08/13 Time: 00:59

Sample (adjusted): 1995 2010

Included observations: 16 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGINF(-1)) 3.952516 0.986660 -4.005956 0.0021
D(LOGINF(-1),2) 2.309904 0.851915 2.711424 0.0202
D(LOGINF(-2),2) 1.416418 0.617778 2.292762 0.0426
D(LOGINF(-3),2) 0.758929 0.378469 2.005260 0.0702

C 0.058429 0.144771 -0.403594 0.6942

R-squared 0.800239 Mean dependentvar  0.059719
Adjusted R-squared 0.727599S.D. dependent var 1.092754
S.E. of regression 0.570331 Akaike info criterion ~ 1.965108

Sum squared resid 3.578056Schwarz criterion 2.206542
Log likelihood 10.72086 F-statistic 11.01645
Durbin-Watson stat  2.386183 Prob(F-statistic) 0.000768

202



V)

Null Hypothesis: LOGSME has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -4.528720 .0094
Test critical values: 1% level -4.498307
5% level -3.658446
10% level -3.268973
*MacKinnon (1996) one-sided p-values.
Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGSME)
Method: Least Squares
Date: 02/08/13 Time: 01:01
Sample (adjusted): 1991 2010
Included observations: 20 after adjustments
Coefficie
Variable nt Std. Error t-Statistic  Prob.
LOGSME(-1) 1.051578 0.232202 -4.528720 0.0003
C 3.312860 0.727000 4.556891 0.0003
@TREND(1990) 0.010830 0.013156 0.823204 0.4218
R-squared 0.549107 Mean dependentvar  0.034325
Adjusted R-squared 0.496061S.D. dependent var 0.459447
S.E. of regression 0.326155 Akaike info criterion  0.734593
Sum squared resid 1.808410Schwarz criterion 0.883953
Log likelihood 4.345930 F-statistic 10.35150
Durbin-Watson stat  2.089480 Prob(F-statistic) 0.001147
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Null Hypothesis: D(LOGSME) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 1 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.911174 .0008
Test critical values: 1% level -4.571559

5% level -3.690814

10% level -3.286909

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 18

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGSME,?2)
Method: Least Squares

Date: 02/08/13 Time: 01:02

Sample (adjusted): 1993 2010

Included observations: 18 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGSME(-1)) 2.406463 0.407104 -5.911174 0.0000
D(LOGSME(-1),2) 0.506783 0.227959 2.223129 0.0432
C 0.167213 0.213012 0.784992 0.4455

@TREND(1990) 0.008523 0.016732 -0.509423 0.6184

R-squared 0.852914 Mean dependent var 0.016890
Adjusted R-squared 0.821396S.D. dependent var 0.864712
S.E. of regression 0.365441 Akaike info criterion ~ 1.017705

Sum squared resid 1.869658Schwarz criterion 1.215565
Log likelihood 5.159345 F-statistic 27.06088
Durbin-Watson stat  2.016731 Prob(F-statistic) 0.000004
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(V1)

Null Hypothesis: LOGUNE has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.141414 4937
Test critical values: 1% level -4.498307

5% level -3.658446

10% level -3.268973

*MacKinnon (1996) one-sided p-values.

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGUNE)

Method: Least Squares

Date: 02/08/13 Time: 01:02

Sample (adjusted): 1991 2010

Included observations: 20 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

LOGUNE(-1) 0.421768 0.196958 -2.141414 0.0470
C 1.119633 0.551256 2.031058 0.0582

@TREND(1990) 0.021868 0.010773 -2.029763 0.0583

R-squared 0.213456 Mean dependent var 0.053996
Adjusted R-squared 0.120921S.D. dependent var 0.074861

S.E. of regression 0.070189 Akaike info criterion 2.337769
Sum squared resid 0.083750Schwarz criterion 2.188409

Log likelihood 26.37769 F-statistic 2.306767
Durbin-Watson stat  1.782349 Prob(F-statistic) 0.129911
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Null Hypothesis: D(LOGUNE) has a unit root
Exogenous: Constant
Lag Length: O (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.399088 .0031
Test critical values: 1% level -3.831511

5% level -3.029970

10% level -2.655194

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 19

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGUNE,?2)
Method: Least Squares

Date: 02/08/13 Time: 01:03

Sample (adjusted): 1992 2010

Included observations: 19 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGUNE(-1)) 1.067669 0.242702 -4.399088 0.0004

C 0.056239 0.022058 -2.549520 0.0207

R-squared 0.532350 Mean dependent var 0.000531
Adjusted R-squared 0.504841S.D. dependent var 0.111881

S.E. of regression 0.078728 Akaike info criterion 2.146345
Sum squared resid 0.105367Schwarz criterion 2.046930

Log likelihood 22.39028 F-statistic 19.35197
Durbin-Watson stat  1.959937 Prob(F-statistic) 0.000392
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(VII)

Null Hypothesis: LOGEG has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 0 (Automatic based on SIC, MAXLAG=4)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -4.078580 .2039
Test critical values: 1% level -4.571559

5% level -3.690814

10% level -3.286909

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 18

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGEG)

Method: Least Squares

Date: 02/08/13 Time: 01:05

Sample (adjusted): 1991 2010

Included observations: 18 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

LOGEG(-1) 1.241550 0.244468 -5.078580 0.0001
C 1.971076 0.413249 4.769705 0.0002
@TREND(1990) 0.013243 0.008878 1.491687 0.1565

R-squared 0.641427 Mean dependentvar  0.036687
Adjusted R-squared 0.593617S.D. dependent var 0.356816
S.E. of regression 0.227464 Akaike info criterion  0.027362

Sum squared resid 0.776097Schwarz criterion 0.175757
Log likelihood 2.753746 F-statistic 13.41623
Durbin-Watson stat  2.207131 Prob(F-statistic) 0.000456

Null Hypothesis: D(LOGEG) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 4 (Automatic based on SIC, MAXLAG=4)
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t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -15.21011 .0001
Test critical values: 1% level -5.835186

5% level -4.246503

10% level -3.590496

*MacKinnon (1996) one-sided p-values.
Warning: Probabilities and critical values calcathfor 20
observations and may not be accurate $amaple size of 8

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(LOGEG,?2)
Method: Least Squares

Date: 02/08/13 Time: 01:06

Sample (adjusted): 1996 2010

Included observations: 8 after adjustments

Coefficie
Variable nt Std. Error t-Statistic Prob.

D(LOGEG(-1)) 4.789348 0.314879 -15.21011 0.0418
D(LOGEG(-1),2) 1.211861 0.301289 4.022248 0.1551
D(LOGEG(-2),2) 0.082947 0.239232 0.346722 0.7875
D(LOGEG(-3),2) 0.426419 0.158728 -2.686479 0.2269

D(LOGEG(-4),2) 1.237986 0.099651 -12.42324 0.0511
C 0.221348 0.042147 5.251812 0.1198

@TREND(1990) 0.048796 0.004105 -11.88803 0.0534

R-squared 0.999525 Mean dependentvar  0.160943
Adjusted R-squared 0.996677S.D. dependent var 0.713687

S.E. of regression 0.041139 Akaike info criterion 3.873163
Sum squared resid 0.001692Schwarz criterion 3.803651

Log likelihood 22.49265 F-statistic 350.9536
Durbin-Watson stat  2.316458 Prob(F-statistic) 0.040838
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Appendix: 7B

Dependent Variable: DLOGPOV
Method: Least Squares

Date: 03/09/13 Time: 14:53
Sample: 1990 2010

Included observations: 21

Coefficien
Variable t  Std. Error  t-Statistic Prob.
DLOGINF 0.178330 0.075933 2.348525 0.0341
DLOGHDI -2.709017 5.709263 -0.474495 0.0425
DLOGGI 0.342461 0.256635 1.334430 0.0334
DLOGEG -0.390334 0.107291 -3.638069 0.0027
DLOGSME -0.089510 0.033124 -2.702245 0.0172
DLOGUNE 1.604709 0.324151 4.950503 0.0002
C 0.177600 0.069110 2.569805 0.0222
R-squared 0.804652 Mean dependent var 0.006863
Adjusted R-squared 0.720932 S.D. dependent var 0.356642
S.E. of regression 0.188403 Akaike info criterion -0.239265
Sum squared resid 0.496940Schwarz criterion 0.108909
Log likelihood 9.512285 F-statistic 9.611191
Durbin-Watson stat 1.888974 Prob(F-statistic) 0.000269
Appendix: 7C
The correlation analysis
DLOGEG DLOGGI DLOGHDI DLOGINF DLOGSME DLOGUNE
DLOGEG 1.000000 0.120841 -0.230142 0.256413 49109 0.041191
DLOGGI 0.120841 1.000000 0.014951 -0.062869 819 0.713535
DLOGHDI 0.230142 0.014951 1.000000 0.193680 168731 -0.233126
DLOGINF 0.256413 -0.062869 0.193680 1.000000 054774 0.135144
DLOGSME 0.049429 -0.197845 0.168731 0.054774 000000 0.036119
DLOGUNE 0.041191 0.713535 -0.233126 0.135144 36109 1.000000
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Appendix: 7D

White Heteroskedasticity Test:

F-statistic 1.116314 Probability 0.451471
Obs*R-squared 13.14798 Probability 0.358377
Test Equation:
Dependent Variable: RESID"2
Method: Least Squares
Date: 03/09/13 Time: 00:15
Sample: 1990 2010
Included observations: 21
Variable Coefficient Std. Error t-Statistic Prob.
C 0.014133 0.045645 0.309632 0.7648
DLOGINF 0.038328 0.049076 0.780986 0.4573
DLOGINF~2 0.019578 0.042254 0.463344 0.6555
DLOGHDI 1.428420 3.991066 0.357904 0.7297
DLOGHDI™2 -77.42401 151.2210 -0.511993 0.6225
DLOGGI 0.236553 0.543835 0.434972 0.6751
DLOGGI™2 -0.296873 0.699204 -0.424587 0.6823
DLOGEG 0.025387 0.081140 0.312880 0.7624
DLOGEG"2 0.079249 0.156738 0.505614 0.6268
DLOGSME -0.023918 0.050865 -0.470228 0.6507
DLOGSME"2 0.003365 0.011513 0.292314 0.7775
DLOGUNE -0.000326 0.229092 -0.001422 0.9989
DLOGUNE"2 0.054908 0.447445 0.122714 0.9054
R-squared 0.626094 Mean dependent var 0.023664
Adjusted R-squared 0.065236 S.D. dependent var 0.052030
S.E. of regression 0.050304 Akaike info criterion -2.868456
Sum squared resid 0.020244Schwarz criterion -2.221847
Log likelihood 43.11879 F-statistic 1.116314
Durbin-Watson stat 1.547222 Prob(F-statistic) 0.451471
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Appendix: 7E

Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.274664 Probability 0.764478
Obs*R-squared 0.919243 Probability 0.631523
Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 03/09/13 Time: 00:14
Presample missing value lagged residuals set to zer
Variable Coefficient Std. Error t-Statistic Prob.
DLOGINF -0.019697 0.087639 -0.224753 0.8260
DLOGHDI -2.199558 6.726087 -0.327019 0.7493
DLOGGI 0.018606 0.272296 0.068328 0.9466
DLOGEG 0.012936 0.115624 0.111881 0.9128
DLOGSME 0.018596 0.048801 0.381058 0.7098
DLOGUNE -0.043897 0.347512 -0.126318 0.9016
C 0.013222 0.079074 0.167216 0.8700
RESID(-1) -0.390883 0.612521 -0.638155 0.5354
RESID(-2) -0.256911 0.465405 -0.552015 0.5911
R-squared 0.043773 Mean dependent var 0.000000
Adjusted R-squared -0.593711 S.D. dependent var 0.157629
S.E. of regression 0.198995 Akaike info criterion -0.093549
Sum squared resid 0.475187Schwarz criterion 0.354103
Log likelihood 9.982270 F-statistic 0.068666
Durbin-Watson stat 1.520928 Prob(F-statistic) 0.001453
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Appendix: 8

The contribution of SMEs to total employment

Year Total employment | Employment of SMEs Employment of SMEs as % of
total employment

2006 71,05322 9,91116 6.44

2007 70,41874 7,47655 3.78

2009 71,39537 5,03398 3.45

Source: Department of Census and statistic, Srtk&dan
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