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Abstract
Small and medium-sized enterprise (SMEs) development is a milestone of the socio-economic
renaissance. Amidst such benefits, Sri Lankan traditional SMEs still experience both constraints and drive
factors. Hence, the study aimed to identify challenges faced by conventional SMEs in modern society and
how they adapt to modernity and global changes in the Sri Lankan context. The primary qualitative data
were collected via randomly selected case studies island-wide and analyzed through thematic analysis.
Secondary data were gathered via an extensive web search. The study recognized ethnocentrism, patriotism,
and culturally inherited knowledge were the drive facts. In contrast, dispositional bias corresponding with
decision making, globalization, industrialization, the Open Economic Policy impact on limited business
expansion, changes of customer preferences in front of the substitute items, absence of relevant authorities‘
attention, limited resources conduces to the social exclusion of the business, and insufficient youth interest
function as major constraints. Hence, the necessity of policy reforms, public-private partnership and
extension services which combine traditional and modern production system with structural adaptation
become conservation strategies of traditional SMEs in Sri Lanka.
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1. Introduction
After decades of being poor in terms of socio-economic performances, the necessity of uplifting the
manufacturing sector becomes a driving force for a country‘s development. For developing countries, its
applicability never declines. At present, industrialized countries have also recognized the strategic
contribution of manufacturing for the entire socio-economic growth. With that debate, the European
Commission declared an ―Integrated Industrial Policy for the Globalization Era‖ in 2010. The new policy
reforms state the significance of manufacturing poses not only for the production growth but also for the
innovative directions, supply of new technology, and structural changes in other economic sectors.
Meanwhile, there is an imbalance of global production distribution, which adversely affects the developing
countries. As a result, issues related to the cost of production, the slowdown of technological endowment,
fluctuating interest rates, and inflation directly influence the decrease of industrial productions. Therefore,
reconstruction of the manufacturing sector via a deindustrialize process is vital to establish a socio-economic
renaissance in the post-modern era (Andreoni, 2014).
Nowadays, entrepreneurship and firm creation are undoubtedly considered as a development agent
worldwide. It is widely accepted that small and medium enterprises (SMEs) are a creative destructor in
income distribution, upgrading the innovations with new ideas or past experiences (Duarte, 2004). In
economic reality, there are two types of SMEs. Small traditional enterprises that do not have a long-way
strategy consist of a small marketplace and production process by using inherited knowledge from
generation to generation. In contrast, modern SMEs use high technology with a continuous focus on new
market opportunities and competitiveness and efficiency in production activities. Hence, the SMEs‘ role in
generating job opportunities with much lower cost capital significantly diminishes unemployment.
SMEs represent 99% of the total enterprises across the economies (Neagu, 2016). For example, SMEs in the
Japanese economy in 2001 portrayed as 4.7 million and encountered for 99.7% of all firms. It displayed an
improvement in recent years concerning the annual average of 6.1% between 2001 and 2004. With that, the
exit rate has exceeded the entry rate despite the slight upward swing in the entry rate. Hence the gap
developed further to 2.2% in terms of the number of establishments and 2.6% with the number of enterprises
(Gamage & Sdoi, 2008).
Despite the SME sector‘s significance in economic dynamism, the scholarly studies focus on the immensity
of declining demand for the SMEs via different directions. In the global context, the domino effect of the
crisis in the last two quarters of 2008 negatively impacted GDP growth, alerting 7.5% and 4% declines, in
developed and developing economies, respectively. With that, the limited potential for flexibility, lack of
enterprise diversification, weak financing structures, low level of capitalization, downsizing, and
dependence on external finance resources continuously contributed to the SMEs‘ becoming vulnerable from
2008 to 2010 (Karadag, 2016).
However, some studies recognize that the main challenges for SMEs are networking appropriate knowledge
partners within local, national, and international phases, and also develop proper skills and management
practices for co-coordinating and integrating knowledge formulated by external parties with in-house
practices and innovation processes (OECD, 2017). A study conducted in Turkey encountered budget
deficiencies in SMEs, lack of opportunities for further investments due to high operational cost and
investments, inability to understand internet technologies, inconvenience of the sector, data security, privacy
concern of technological developments, inadequate information related to the digital standards, unawareness
of being digitization, connection issues, and shortages of qualified employees are major threats for the
effective utilization of SMEs (Dilber, 2019). In some studies, scholars revealed the negative impact of the
banking system in mitigating SME performances.
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For example, 70% of the Indian, 80% of the Chinese, and 90% of the Malaysian financial structures depend
on bank loans. As a consequence, Asian economies are always structured by bank-dominated financial
markets, particularly since their business capital is not well developed. Even though the banking system is
the primary financing source, it leads to growing new burden issues in terms of borrowing money from
banks due to strict Basel capital requirements (Yoshino, Hesary, & Farhad, 2017). Not only in the global
context but also in the Sri Lankan context, SMEs experience many difficulties through various directions,
which discourage their progress gradually.
The literature in the field of SMEs highlights various pull factors that affect less growth in SMEs‘
renaissance. Among them, inadequate skills, competencies, and resources continuously make obstacles to
adapt to the technical change, market uncertainties, and high competition level, which were significant
findings (Samantha, Ganewatta, & Amo, 2011; Jayasundara et. al, 2019; Naradda Gamage et. al, 2019;
Ekanayake et. al, 2020). Traditional ventures also encompass different identities in the SME field. The
relationship between the tourism industry and traditional SMEs would enable to reconstruct the socioeconomic development through a culture-based Sri Lankan identity. Scholars mentioned that since the civil
war ended in 2009, there has been a sharp rising of tourists‘ arrivals in Sri Lanka (Samantha, Ganewatta, &
Amo, 2011). However, most literature revealed that challenges faced by traditional SMEs in the Sri Lankan
context would cause to improve the gap between tourism and culture-related traditional industries. For
instance, some studies mentioned that pull factors associated with artisans in terms of keeping the stability
of their trades. In that, difficulties in labor procedures, inconveniences in materials supply, more difficulties
in processing, and finding supplementary labor are arduous as well as their economy has damaged because
most of them still rely on the primary market, payment issues like spending more time to pay, and least
accessible methods to the other market options.
On the other hand, they have a weak welfare situation. Their enterprise will damage if they get disabled or
due to poor health. Therefore, the lack of plans to establish a retirement process for them and inadequate
alternative mechanisms to rebuild their ventures or support them are some of the arguments encountered in
the study (de Silva, 2019).
The handicraft industry is an attractive enterprise that generates tangible and intangible creations by using
inherited craftsmanship. In the present, it has been challenged due to insufficient methodological plans to
develop actors who operate the businesses, high prices of goods, low-quality production, high production
cost, and less production capacity, eventually resulting in less market demand for handicraft items
(Senarathna, 2016). When compared to the SMEs‘ current condition, they are by far existed under so many
obstacles. Particularly, the lack of business expansion in front of the structural changes in the post-modern
era and limited adaptations for the structural modifications negatively respond to the overall development
scenario. Hence, this study will attempt to recognize the critical challenges faced by traditional SMEs in
modern society, how they adapt to modernity and the global changes in the Sri Lankan context.
2. Literature Review
The vibrant entrepreneurship makes vary across the regions which drive the business dynamics, including
the birth, expansion, contraction, and death of firms, and fuel entire economic growth (OECD, 2000;
Jayasundara & Rajapakshe, 2019; Naradda Gamage et. al, 2020(a)). In that, solid empirical evidence
highlights SMEs as the major source of employment creation (ILO, 2015; Prasanna et. al, 2019; Naradda
Gamage et. al, 2020(b)). Hence, available literature notes that SMEs are not limited to the particular mode of
industry or service but encompasses manufacturing, processing, trading, import-export, retailing, rental, and
services (Buraiki & Khan, 2018; Naradda Gamage et. al, 2020(c)).
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However, SMEs have no universally accepted definition. Hence, different agencies are based on various
parameters such as the number of employees, annual turnover, size of the venture, etc. to interpret the
concept of SMEs. For example, the International Labor Organization has enabled to identify over 50
definitions from 75 countries with considerable ambiguity in the term used. According to the European
Commission, it defines SMEs as ―the criterion of the number of staff as the main criterion, however,
introducing a financial criterion is nonetheless a necessary adjunct to grasp the real scale and performance of
an enterprise and its position compared to its competitors‖ (Berisha & Pula, 2015). Another study along with
the IFC defines ―the lower and upper levels of thresholds of SMEs as the businesses with many employees
ranging between 10-50 and 50-250, respectively, and also agreeing with the World Bank defines SMEs and
large firms in their recent enterprise survey by using the employment size of the venture 5-19, 20-99, and
100+ as small, medium, and large, respectively‖ (Prasanna et., al, 2019). In the Sri Lankan context, the SME
policy framework defined SMEs based on the number of employees and annual turnover.
Table 1. Definition of Small and Medium Enterprises (SMEs)
Size
Criteria
Medium
Sector
Annual Turnover
Rs. Mn. 251 - 750
Manufacturing
Sector
No. of Employees
51 - 300
Annual Turnover
Rs. Mn. 251 - 750
Service sector
No. of Employees

51 - 200

Small

Micro

Rs. Mn. 16 - 250

Less than Rs. Mn.
15
Less than 10
Less than Rs. Mn.
15
Less than 10

11 – 50
Rs. Mn. 251 - 750
11-50

Sources: Ministry of Industry and Commerce: 2020
However, recent studies portray that SMEs‘ development associates with growth. For instance, scholars
mentioned that in high-income countries, formal SMEs support for 50% of GDP on average. Additionally,
based on the SMEs performance review, between 2002 and 2008, the number of employments in SMEs have
increased at an annual average rate of 1.9%, whereas the number of employment opportunities in the largest
enterprises increased by only 0.8 percent (Ardic, Mylenko, & Saltane, 2011).
SMEs are the major push factors for socio-economic development, and its full commitment to the GDP is
emphasized via empirical evidence from OECD countries. SMEs are the engine of creating new job
opportunities for OECD countries since 1970, and GDPs contribution demonstrated approximately 30% in
Australia and New Zealand, 51% in the UK and USA, 57% in Canada and Japan, and 76% in Luxembourg.
SMEs and its functions play an incredible role in developed countries like the UK, the USA, Canada, and
West Germany, and especially in Japan and Baruha (Singh & Singh, 2014). Some evidence noted that after
1990, when the civil war began in Somalia, the role of the central government and major economic
contributions of the country also declined. From that period, SMEs were the significant pillars of the
Somali‘s income generation process. With that initial stimulation, SMEs owners, not the government,
established an organized program for an investment background to construct an industrial transmission and
become the largest element of the Somali business sector, which generates 90% of the GDP with the greatest
part of the employment (Abdirahman, 2019). Another critical dimension recognized in the OECD area
reflects that SMEs represent 70% of employment opportunities and generate about 50% and 60% valueadded. Simultaneously, SMEs in developed and developing regions contribute more than one-third of GDP,
which accounts for 34% and 52% of formal employment, respectively.
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In recent history, employment in the SMEs field has increased steadily in the global context. For instance,
from 2003-16, in 132 countries, the number of full-time employees in SMEs has doubled from 79 million to
156 million (OECD, 2018). Even though SMEs can generate comprehensive advantages for social and
economic uplifting, accumulating evidence in the research field shows a trend of risk prevalence within the
SMEs worldwide, which negatively impacts the business environment.
SFURTI (2005), along with the Ministry of Agro and Rural Industries in India, interprets a traditional
industry as ―an activity which produces marketable products using locally available raw material and skills
of an indigenous technology.‖ As literature highlights, traditional industries are now under challenge.
Edward Lucie-Smith, a British scholar, divided the history of crafts into three stages. In the first stage, all
manufacturing processes were done via manual techniques, and all products, whether practical, religious, or
decorative, were necessarily handicrafts. In the second stage, with the European renaissance, the distinction
between handicrafts and fine arts were formulated. In the third stage, with the industrial revolution, there
was a milestone between handicraft products and machine-made products. The author further mentions that
the handicraft sector‘s dilemma starts to appear due to the transformation of modern life-styles production
diversity, dissemination diversity, and sales diversity. However, all these factors influence to decrease the
demand for traditional handicraft production in the market. Concerning the mass productions, it has abled to
meet the customers‘ material needs, which create series of new, cheaper, and easy-to-produce materials such
as metal and plastics, which have gradually declined the use of wood, ceramics, and other materials.
Nevertheless, the traditional handicraft sector does not have the strength to compete within the current
business environment due to high-cost attributes, time, and material resources (Fan & Feng, 2019).
As a unique place for the traditional handicraft and handloom industry, India uses different modes of raw
materials that are sourced from various parts of the country. It consists of wood, printed textiles made by
hand, metallic artware and leather crafts, hand-printed fabrics, carpets, wood designs, shawls of various
types, stone carving, assorted designer ornamental jewelry, and other handicrafts. Some investigations
across the Indian handicraft sector proved that information dissemination is a major issue that creates
complexity for customers to get information related to handicraft products.
Moreover, lack of exposure, low income, lack of managerial skills, financial constraints, lack of
coordination, contacts to purchase raw materials and client coverage, few opportunities in finance, old
methodologies and technology for production, the quality issue in products, non-availability of raw
materials, and competition with other market products are outstanding problems encountered by this sector.
The study further revealed that the handicraft industry is a high-risk occupation, including different types of
occupational disorders, respiratory disorders, injuries, eyesight problems, nerve disorders, skin problems,
etc. The insufficient awareness among actors has substantially caused such risks in the handicraft sector in
India. The study presented major areas that discourage the handicraft sector development in India related to
the issues mentioned above (Dey, 2018).
Another study portrayed that the Pakistani Handicraft industry faces obstacles in front of industrialization
and globalization, which resulted in diminishing the market's handicraft products. This situation has
comprehensively explored, mostly with the changes in consumer needs and lifestyles. Researchers
highlighted that the handicraft sector is gradually declining as a consequence of the sophisticated industrial
productions that impacted artisans to abandon their enterprises and migrate to cities to generate income, lack
of younger generation‘s interest in learning handicraft techniques, and many handicrafts have lost its status
in the society because of the industrial products and their superiority in the durability of materials and their
economic values (Yand, Shafi, Song, & Yang, 2018). Compared to other countries, the craft industry in
South Africa consists of a high level of diversity in terms of raw materials, the scale of production, and
product types and quality vary throughout the industry.
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In the current context, craft producers face many challenges. One of the major barriers is the lack of
understanding regarding the market needs, which leads to instability to form proper and competitive
products as well as marketing strategies. They always produce similar products that do not address market
demand. Additionally, the limited knowledge of craft producers and lack of fundamental education causes
the mitigation of market and environmental analysis needed to monitor consumer preferences and lifestyle
changes. In that, craftsmen copy other producers‘ items due to lack of innovativeness and product
uniqueness; this is why they cannot access the market.
Craft producers also lack skills in product design, organization, management, and distribution. Adverse
impact on low-priced and machine-made productions with high quality is another threat to the craft industry
in South Africa. For example, the study notes that China produces competitive machine-made crafts which
are less expensive than the high-quality products in South Africa has eventually created survival challenges
in the industry. The high cost of raw materials and the insufficient transportation system ultimately leads to
an increase in the cost of making available products (Makhitha, 2017).
As a South Asian country, the traditional name ―Sri Lanka‖ means ―resplendent island,‖ which was formally
named in 1972. This island is separated from India by a narrow strait. The Northern part of the country
reflects flat and gently rolling plains, whereas the South-Central region consists of hilly to mountains.
According to the ethnic profile of the country, most of the Tamil Sri Lankans live in the Jaffna peninsula in
the Northern part of the island and Sri Lankan ethnic groups including Sinhala, Muslim, Berger, Malay (20.4
million citizens) live in the Southwest and the center of the country. (World Vision, 2010). In terms of the
production sector, Sri Lanka was preliminary an agricultural country, where rice, tea, rubber, coconut, and
species were major initial cultivations. The agriculture sector‘s contribution to the GDP is 12%, but 24.6%
of R&D expenditure is spent on agriculture research and development. With regard to the emergence of the
manufacturing industry, textiles, wearing apparel, and leather productions were the main industrial products.
The service sector consists of transport, tourism, communication, trade, financial services, public
administration, defense, and other services, which have contributed to the GDP growth of 50.2% in 2010
(Vijayakumar, 2013). However, structural changes occurred in the historical discourse of Sri Lanka can be
pinpointed as a milestone of changing deeply-rooted caste stratification to the class system, which is the
remarkable stage of a leading foundation for the overall production economy in the country. Ekanayake
(2016) disclosed leading causes which led to transform the Sri Lankan social structure as follows:
1.
Colonialism 1505-1948
2.
Abolishing caste system by British rulers (track to modernization)
3.
Establishment of British culture 1815 - 1948 (modern technology)
4.
Expansion of the plantation sector and other social services during the colonization
5.
Free education policy in 1944
6.
Independence in 1948
7.
Establishment of the indigenous Buddhist elite government in 1956
8.
Open Economic system in 1977
9.
JVP struggle and LTTE conflict in the Northern Province
10.
Ethnic conflicts (1983 - 2009 caused a war culture
The government of Sri Lanka has recognized SMEs as the backbone of attaining development, which
encounters more than 75% of the total number of enterprises, 45% of the employment, and contributes to
52% of the Gross Domestic Production (NEDA, 2015). According to the historical background of the SMEs
in Sri Lanka, in 1983, the total number of small industrial establishments was 86.6%, while contributing to
the employment and value-added was 29.2% and 11.3%, respectively. Also, 11.4% of medium scale
industries encountered 19.4% of total employment and 19.8% value-added in 1983. In 2006, small enterprise
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establishments were reported as 65.9%, with 12.2% contribution to employment and 5.7% for the valueadded. The same year, 25.9% of medium scale enterprises were encountered with 27.5% of employee
contribution and 26.1% of value-added. Moreover, in 2009, 94.4% of small and medium enterprises
establishments showed 31.5% of total industrial employment and 28.8% of value-added (Vijayakumar,
2013).
The craft sector in Sri Lanka consists of the most populous creative industries within the SMEs,
approximately consisting of 150,000 workers, of which 54% are women. In Sri Lanka, crafts consist of a
variety of handmade items such as pottery, coir products, batik, jewelry, leather goods, crochet and lace, and
more. The country has a spectrum of brands since the 1980s. For example, the oldest textile companies, such
as Barefoot and Kandygs, remain influential. In the 1990s, there was an expansion of designer brands,
including Buddhi Batiks, and in current times, higher-end brands such as Selyn, Cane Couture, and Kantala
have developed. These are connected to craft villages and build supply chains while paying satisfactory
amounts to craft actors, popularizing their brands along with the Sri Lankan‘s traditional crafts. The study
revealed that ―the importance of crafts is not just as a commercial sector and the state has a continued
mandate to ‗promote and protect‘ crafts as part of its cultural heritage mandate. However, there is space to
grow and innovate and especially take this up as a ‗living heritage‘ approach where crafts are not a static,
unchangeable legacy of the past but rather used and repurposed for contemporary needs.‖ The same study
pinpointed reasons for the low development of the craft sector. In that, craft people are vulnerable to the
fluctuations in raw material supply and cost, struggle to find proper market spaces, and insufficient means to
enter the export market, which act as constraints towards the craftsmanship (Peris, 2020).
Another study related to the Handicraft sector in Sri Lanka highlighted various socio-economic challenges
experienced by vendors. Notably, Cane is diminishing due to lack of raw material supply and a drastic
decrease in demand for cane furniture; the Clay industry suffers because of the declining demand for clay
products, and ornamental and traditional music items are threatened as a result of insufficient government
support.
Pulp-based crafts now experience financial problems and the shortage of technical assistance. Silver jewelry
actors experience a lack of skilled labor and the threat from the imported jewelry items, and the Lacework
sector has adversely affected by insufficient fair prices for their productions and imported garment items.
Mask sector also suffers due to inadequate demand, skilled labor supply, limited business in the off-season,
and woodcarving requires a permit for even a small quantity of wood (Navarathne & Ratnayake, 2015).)
Studies conducted in Rathnapura District (Ayagama, Theppawa, and Moragala areas) by employing 30
families and the purposive sampling method revealed a decrease in the handloom industry. The
consequences of difficulties in supplying raw materials for the business and other opportunities available
from various levels of economic performances are the root causes of the gradual decline of the handloom
sector (Rathnasekara, 2012). The traditional Brass industry, located around Pilimathalawa area in Kandy
District, now face challenges from various directions such as shortage of raw materials (copper & zinc),
market stagnations, price fluctuations of metals in the general market, declining the demand for brassware
among middle-class families, globalization influence in terms of changing customer values and distribution
of sophisticated overseas handicraft items, lack of government intervention, being exploited by middlemen
and wholesale sellers, shortage of necessary support from relevant agencies, security problems, a gradual
increase of low-quality products created by outside actors, and inefficiency of traditional knowledge
transforming system in the brassware sector in the Pilimathalawa area (Ananda, 2017).
Rattan industry is an attractive traditional industry in Sri Lanka. Research conducted in the Mirigama
Divisional Secretariat division regarding this industry claimed that non-availability and high prices of raw
materials and insufficient training for the operators are major disturbing factors to produce suitable products
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for the current market. Besides, their products face issues in quality due to continuous price fluctuation
(Perera, 2008).
As per the above literature highlighted, traditional SMEs face considerable troubles in attaining
sustainability within the current market system. Those structural changes such as industrialization,
globalization, westernization, modernization, and economic policies in the modern context have become a
major push and pull factor in determining traditional vendors‘ survival.
Accordingly, Sri Lankan traditional small and medium enterprises are struggling to prove their identity
under a huge impact of internal and external barriers. Even though the global context pays considerable
attention to the SMEs‘ renaissance still, Sri Lanka shows less attention to promote traditional SMEs with
service sectors, especially in tourism and modern structural changes. Hence, the prevalence of socioeconomic and structural barriers towards traditional SMEs causes the industries‘ future vulnerability. Thus,
this study aims to determine the key challenges faced by traditional SMEs in modern society, how they
adapt to modernity and the global changes in the Sri Lankan context.
3. Research Methodology
This study employed a descriptive research design. Primary qualitative data were collected via case studies
carried out under a randomly selected number of districts island-wide to deal with the research topic. The
brass industry, rattan industry, batik industry, coconut shell industry, woodcarving industry, Palmyra
industry, and pottery industry were the central areas. Each area consisted of three case studies. The thematic
analysis was employed to analyze the primary qualitative data, where themes were recognized manually and
organized in a manner fitting to address the research objectives.
The study considered the global and Sri Lankan small and medium enterprises through extensive web search
by wording traditional SMEs and cultural heritage from 2000 to present in the literature selection. Amidst
the secondary data collection, reputed published books and indexed journal articles were the primary
information sources. Here, two different phases were used for data analysis. The first step involved the
identification of various barriers and drive factors related to traditional SMEs. The second step used to
classify the most influential push and pull factors towards the traditional SMEs in Sri Lanka. Finally, overall
data analysis was deeply considered to uplift the traditional SMEs via conservation strategies.
4. Results and Discussion
Sri Lanka is one of the unique islands that consists of tangible and intangible cultural creations that can be
enabled to bring economic bewitchment. Sri Lankan‘s unrecognized skills and talents are still feeding the
production economy via crafts, dance, music, and art. Sri Lanka has many traditional industries that
manufacture various types of products that could approach the current market with creative minds, emotions,
and different tools. This chapter identified challenges faced by traditional SMEs, including Batik,
woodcarving, Palmyra based products, coconut-based products, brass industry, pottery industry, and rattan
industry in the Sri Lankan context.
4.1.Batik Industry
Batik industry in Sri Lanka has directly contributed to the economic growth from early history. According to
the gathered information, vendors who have established batik-based businesses are mainly capable of
manufacturing ―batik sarees, sarongs, curtains, and lungi items.‖ As the study recognized, vendors in this
sector are newcomers who do not have traditionally inherited a cumulative body of knowledge related to
textile productions. Actors have stimulated by community-based organization in particular areas, and some
actors are motivated by their psychological drivers in terms of being a popular character in the country,
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ability to utilize their skills in designing section, and also the satisfaction of being a chairperson of an own
business by showing entrepreneurial skills while employing people under their managerial power.
Case 1: ―I like to become a businessman. Then I can become a famous person in the country, and within my
business, I can employ others, as well as I like these batik products because it is our thing, and I can use my
ability of art in designing products.‖
Case 2: ―Our ‗United Youth Association‘ has connections with craft-related government institutions, and we
support our members who like to engage in the self-employment sector.‖
On the one hand, the concept of ethnocentrism will cause to raise negative consequences for the
development. However, as the study identified, ―Ethnocentrism‖ has been influenced as a push factor to
invest in entrepreneurship, especially for strangers. For example, in case 1, the word ―Our thing,‖ which
translates as ―Ape de‖ in Sinhala, manifests the ethnocentric ideology of new vendors in this field. The actor
patriotism uplifts the desire to establish own businesses considered an achieved status, which formulates
around these actors under the Sri Lankan uniqueness.
However, the study further found out that market accessibility is a severe issue among Batik producers.
Mainly due to imported textile items and materials such as designer sarees, Indian kurta, western type
costumes including trousers, dresses, and mini costumes, local batik producers cannot compete within the
current market demands. As a result, their productions are expanding within very limited geographical
spaces with limited consumer preference, which cause them to margin into the ―small‖ businesses category
while restricting opportunities to become ―large‖ businesses.
Case 3: ―Some of our customers like to buy batik. But most of the people now use modern imported denim,
designer sarees, frocks, and Indian kurta. Thus, we cannot sell our products among most of the customers.‖
The concept of market monopoly has substantially impacted batik producers while limiting their production
capacity into minimal outputs. With that, they are suffering due to the least profit growth. In the case of
market monopoly, batik producers are gradually lowering their initial trust in becoming a successful and
famous entrepreneur, which progressively causes them to develop distrust towards the continuation of their
employment. Since Sri Lanka highly depends on imported textile items, it significantly reduces
opportunities for local entrepreneurs to emerge, ultimately resulting in the collapse of Sri Lankan traditional
products in front of the global manufacturing items.
4.2.Palmyra Industry
As a traditional, family-based livelihood activity, the Palmyra industry demands much attention in the Sri
Lankan society, which is operated as an income generation source, basically among the rural population. As
the study found out, a series of Palmyra products such as Palmyra bags, boxes, trays, mats, and Palmyra–
fans contribute to the product uniqueness in the market sphere. According to the findings, producers
engaged in Palmyra productions have inherited their parents‘ occupation, and as they revealed, parents have
received employment from their parents. Hence, within the study area, Palmyra manufacturing is continuing
as a generationally inherited talent. As respondents proved, there is still a regional demand for Palmyra
products due to culture-based practices among rural people.
Case 5: ―We are doing this as a family business for a long time. Our father also engaged in this business, and
after he died, I am continuing the business. There is no name for this business because our villages recognize
it as the ‗thalakola gedara.‘ There is a considerable demand for Palmyra-fans for the arms-giving.‖
As Case 5 explained, Palmyra producers at the regional level have continuously engaged in their productions
within their domestic sphere by using unpaid family labor and without a proper brand name, which causes
them to structure only to the household production system. Since their parents had not used any name to
recognize the manufacturing items, the present generation, in the case study, also continue their business
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under the villager‘s recognition called ―thalakola gedara‖ as an ascribed status. However, concerning the Sri
Lankan religious background, mostly Buddhists offer a specific favor for the monks during religious
activities such as arms-giving. For that, people offer Palmyra fans as a traditional practice that differentiates
Palmyra-based products from the modern market components. However, within the Palmyra industry,
producers experience grievances via different aspects; the uncertainty related to the future survival of the
business becomes a burden issue for traditional Palmyra actors.
Case 4: ―Our children argue since we are still engaged in their grand-parents‘ occupations, they cannot go to
society. The elder son migrated to another country and married a foreign teacher. He does not come here.
Younger daughter married a factory worker, and they also force us to stop this business since it influences
their kids. Hence, now our children are planning to move away from this village.‖
Knowledge transferring issue has highly affected the traditional actors. Traditional vendors still engage in
the industry amidst the huge oppositions raised from their children‘s side. Owing to the social recognition
associated with the traditional businesses, these businessmen are oppressing since they do not have a proper
social identity within the business field. Thus, they are marginalized in front of the modern social class
structure, which is deeply embedded in the human mindset. Since the Palmyra producers are underestimated
in social recognition, the young generation is reluctant to inherit their parents‘ venture.
On the other hand, the young generation claims that there is no growth by clinging to this industry, and there
are so many opportunities in the outer world with various job opportunities. As per Casework 4, the elder
son has married a foreign teacher, and the younger daughter married a factory worker. The majority demand
for the different types of blue-collar job categories has completely neglected grassroots level service
providers along with external measurements such as the level of income generated by the business and
popularity of the business in the entire country.
In the empirical research platform, scholars have identified constraints towards the Palmyra industry. It says
that since Palmyra producers depend on family members and traditional knowledge, co-operate organized
culture does not reflect from them, which is not matched with the current market trends and changes via
quantity and quality. As a result, work ethics, production rules, conditions, and work time are not
appropriately followed. Concerning the women, family work stresses hugely impact on long-term
involvement in the sector. In addition, shift-men to the most prestige production and service sector,
unawareness of labors employed in this sector regarding the modern technological facilities, insufficient
efforts to promote technical skills among actors, disadvantaged status including an inferior social image as a
legacy for the producers, and marketing issues are becoming as risk factors which determine the prolonging
of the tradition (Sinnathamby, 13/10/2020).
4.3.Woodcarving Industry
The wood-based manufacturing industry in Sri Lanka is a diverse sector surviving in both regional and
urbanized areas as an attractive handicraft production system. The study recognized that traditional
manufactures in wood carving are innovative in producing various items such as wood-based panel
products, carvings, and wood products. However, most respondents claimed that the existing legal
framework has substantially affected the raw material supply.
Case 7: ―Wood transportation is a big problem for us. Because the permit is inevitable even to transport a
small quantity of wood, otherwise, we will be caught by the police. But if we can pay bribes, then even
without permits, we can transport wood. But we don‘t have that much money to pay as bribes. Thus, we
have to wait until we receive raw materials to complete our total production.‖
As per case 7, wood carving manufactures are based on wood available in the countryside. It is a blessing
that the environment has been providing necessary ingredients for wood producers without limitations.
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Though the availability of natural raw materials pushes them to produce more and more, transportation
issues are the burden facts. Since they need to obtain a permit to transport even a small quantity of wood, it
takes time to get approval from the relevant authorities. This wastes their time and harming the productivity
targets.
Those who can afford to pay bribes are the winners of obtaining early permission. However, regional wood
producers do not have that capacity due to financial difficulties. Most woodcarving producers purchase
relevant raw materials from different parts of the country, and if there is a delay in transporting raw
materials, then the entire production scenario gets delayed. Corruption culture corresponding with social
ethics and value system changes has been adversely harming the sustainable growth among small-scale
wood carving producers. The usage of unethical and illegal tactics in providing raw materials to match the
market competition directly and negatively impact on justifiable businesses.
Case 8: ―We are not much used to technical equipment, and still, our family uses our own manual labor
within the production process. I also feel to give up this business because most people now find different
products made from substitutes. As well, when we become physically weak, who will help us? We have
bank loans, who will pay for that? Now I am 48 years old, I have hypertension and diabetics, and I don‘t
have strong health to fight with wood creations.‖
Case 8 reflects that individual investors‘ concern about the psychological and social drivers which portray
their behavior and consideration influences further investment decisions. Here, the actor‘s decision-making
process is negatively influenced by the dispositional bias. He has decided to give up the business at the age
of 48 due to wrong trading experiences, including insufficient demand for wood products under the
monopoly of product substitutes made by cement, iron, glass, and grill at lower prices. As bounded
rationality theory explains, individuals are highly keen on making satisficing decisions rather than
optimizing decisions. It further mentions that rational decision making is not applicable within the real
world.
On the one hand, as the respondent mentioned, he is unable to continue hard works due to his health risk.
On the other hand, it pinpoints the government‘s least attention to secure their future, cause wood carving
producers to make satisficing decisions than optimizing decisions. In that, the correlation between long-term
production experience with manual labor and shortage of practical, sophisticated technologies in developing
such manual labor to machine-made manufacturing systems has gradually demotivated producers under the
ambiguity threat of the woodcarving industry. Respondents statements such as, ―who will help us, we have
bank loans, who will pay for that?‖ are some of the reflections of least attention in developing alternatives to
reconstruct the small and medium scale businessman by relevant hierarchical agencies and state and nonstate based institutional structures.
4.4.Pottery Industry
The pottery industry is another famous and attractive sector in Sri Lanka, which has rapidly spread among
rural people with various production items such as pots, flower vases, plates, and other attractive interior
items. The availability of raw materials, specifically clay, nearby their living areas, always brings success
for this production sector without any delay.
Case 10: ―Within our area, we can easily find clay. So, we do not face problems in providing raw materials.
Tourists also very much prefer our items. Among our people also, there is a considerable demand for clay
pots. When curries are cooked in clay pots, it tastes well, and if you drink water in pots, it is really cool.‖
As the study noted, tourism is one of the services sectors that generate foreign exchange. Especially
throughout the year, tourist arrival continuously contributes to the national income. In that, clay and ceramic
productions have benefited from the immense interest in the pottery products shown by the tourists who
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arrive from various regions of the world. They visit attractive places on the island and buy some clay
products as souvenirs to take back to their motherlands. As an advantage, even within the Sri Lankans, there
is considerable demand for clay items. Regarding the domestic consumption of the local population, most
women use clay pots and clay cookers for daily cooking activities, irrespective of their ethnicity. Even
though most have modern cooking items operated with electricity and technology, they use clay cooker and
clay pots as an alternative.
A great majority of women who live in the rural sector with sufficient firewood are encouraged to use claybased cooking items as a strategy to reduce their electricity bills. In addition, some beliefs related to the clay
items, such as ―water in clay pots are really cool, curries in the clay chatty are really tasty,‖ have become
push factors to modify the purchasing behavior of local people towards the clay items.
Case 11: ―This business is operated by our family members. We do both production and living in the same
house.‖
Case 12: ―Though we like to develop our business, we don‘t have money. No savings due to the high cost of
living.‖
The center-periphery theory highlights the difference between the center of the country and the peripheral
areas. The central part of the country is by far prosperous in terms of living arrangements, market
availabilities, transport facilities, and other luxurious components. In contrast, peripheral areas are poor in
terms of infrastructure facilities (water supply, electricity supply, sanitary facilities, housing facilities,
roads), transport facilities, and other necessary opportunities such as medication. However, the correlation
between clay producers and insufficient infrastructure facilities has adversely impacted their daily living.
Since they do clay production and live under the same roof, their personal life has immensely damaged in
terms of increased security risks due to unsafe housing arrangements with dried coconut leaves. As Case 12
emphasized, though they have a dream to develop their ventures, financial difficulties play a crucial role in
mitigating their psychological motivation.
Due to inadequate affordability to grow their business, clay producers are gradually becoming an
underprivileged and low-profile group of people within the SME sector. Despite the considerable market
demand, the country‘s entire social structure has changed in front of industrialization. In that, demand
fluctuations, an increase of daily consumer items, and cost for other facilities such as private and private
education (tuition classes) do not match the low-profit generation within the clay product sector. Hence, still,
clay producers have unachieved wills related to business expansion.
Another study conducted in the empirical research field states problems encountered within the pottery
industry, such as high-cost investment to uplift the venture and lack of interest of banks to provide loans as
they need a small amount. These low-income families do not have collaterals the banks demand. They are
confronted with various issues—lack of technology related to the inefficiency in production, high rates of
damages during weathering and burning (an average of 40% damages), high fuel costs, high pollution and
emission levels due to inefficient burners and producers that will cause chest diseases, delaying supply
orders during the rainy seasons as the producer cannot wither and air-dry pottery products before burning
due to both rain and drought (Swisscontact, 2008).
4.5.Brass Industry
Sri Lankan brass industry has a distinguished history and ample evidence that proves this industry has
evolved throughout centuries with generational values. The brass industry basically depends on metal
products, including vases, oil lamps, caskets, statues, and various interior items, which creates an antique
look within modern society. Most Kandyans are encouraged to engage in the brass industry under the
culturally inherited uniqueness for their productions. Metal producers are highly motivated to continue their
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venture since it has high discretion and autonomy at work. Most of the small and medium-scale producers
use their authority in decision-making without external influences from outsiders until the product is
launched for the market; as a result, growing enthusiasm in engaging in the brass industry will lead to an
increase in the leadership style along with confidence.
Case 13: ―I am the owner of this business. I am making decisions regarding my business. It does not say that
I am an arbitrary owner, I listen to the others also, but I am free from huge pressure as the largest companies
have.‖
Regarding the Open Economic Policy and the Globalization process, this industry is still experiencing heavy
threats. Producers are unable to fill the gap between supply and demand due to the existing demand for
metal products. Even though demand is considerably high, they do not have enough human labor and
advance technological facilities to supply. The study identified that most rural producers have left the brass
industry and moved for other occupations such as the garment sector, finance companies, industrial
factories, and hotels as monthly income earners. The distance between labor investment and profit or income
generation has vastly affected due to the lack of novelty emerging from the metal industry. More
specifically, about the global connections among Sri Lankans, their design preference and need satisfaction
is changing timely. Since brass producers have limited labor investments and inadequate raw materials and
technology innovations, their product prices in the standard market often fluctuate between low prices and
expensive rates.
Case 14: ―One of my friends who did the same occupation gave up this because his business was totally lost.
He newly initiated his business by taking a big debt with high interest. Finally, he could not earn that much
money from the business. Because in those days, raw material supply was big problematic. He received
another debt to pay salaries for workers. But, in return, got nothing.‖
Case 15: ―Now I am 45 years old. I have followed various courses related to business management. But I
cannot apply what I learned to improve my venture because I do not have the strength to afford modern
technology. Machines and production equipment are expensive. I have four kids. My parents are looking
after them at our place because I am divorced. So, rather than hiring technologies, I have to earn only for the
living.‖
Case 14 implies a lack of understanding in organizing ethical business has ultimately impacted the overall
business fall. Receiving debts under high-interest rates as a usual practice among micro-scale economies
creates an unnecessary financial burden on business ventures. Under the profit scarcity, debts and business
continuation adversely destroy the overall functions of the particular vendor by creating psychological
discomfort in starting a new business. As Case 15 reflects, the collapse of family structure has increased
personal responsibilities, which decrease the time allocation for business growth. As the respondent
revealed, looking after four children with parents has limited his freedom to utilize his knowledge in firm
growth. Since he is the breadwinner of the current family, role conflict has affected his motivation for
professional development. Hence, he gives more priority to survival while keeping metal production as a
method of proving survival.
4.6. Rattan Industry
The Rattan industry is an attractive sector, which converts rattan materials to rattan value-based products. It
is rich with different production outputs such as rattan chairs, interior design items, and kitchen items such
as trays. Rattan industry products are used as alternatives for the wood-based manufacturing items in
different sectors such as hotels, luxury restaurants, and even in the domestic sphere as a beautification
strategy. Hence, a high demand for rattan items exists in the tourism industry.
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Case 16: ―Recent past, I got an order from a rich person who lives in Colombo. He told me to produce a
rattan cot. I produced an adjustable soft comfort cot, which he highly appreciated.‖
According to Case 16, locally, there is sufficient demand for rattan products since it adds additional values
in terms of generating health security. Especially in child caring, most parents do not use heavy iron-based
products. As the case study recognized, parents now buy rattan productions for their infants since it does not
get affected by thundering; thus, parents can ensure security as a social necessity when they use rattan items.
Case 17: ―Buyers now claim that products get attacked by weevils within a very short time.‖
Case 18: ―It is really hard to continue this venture because people do not have an interest, and media
promote other luxury businesses, not us.‖
Case study 17 claims that though the rattan industry consists of healthy and pretty manufacturing items, its
quality assurance has been affected due to environmental factors. Mainly, insects (weevils) have created a
huge threat to the long-term usage of the rattan items, which indirectly reduce customer demand for
purchasing such products under expensive rates. In addition, inadequate human capital investments are
severe issues, as encountered in the study, which involves the disappearance of the tradition from society.
The need for manual labor for physically discomfort manufacturing stages, such as rattan selection,
straightening of rattan poles, measuring and cross-cutting, bending and molding, binding, weaving and
jointing procedures, scarping and sanding, finishing, drilling, grooving and end-coping, and assembly,
demands extended periods before sending their products to the market. On the other hand, though Sri Lanka
still produces rattan industry items, its publicity in the trade sector is not influential. Regarding the media
intervention, the social and mass media's unequal popularity declines their strength to combat with the
largest enterprises.
4.7. Coconut shell Industry
The coconut shell industry is an essential component of the traditional SMEs sector and rural livelihood,
which produces important products in terms of cuisine and nutrition. Most of the rural population in the
country is engaged in this industry by producing different modes of goods such as jewelry items, including
earrings and necklaces, kitchen equipment such as coconut shell spoons, and a traditional item called ―Lunu
Polkatuwa,‖ used to store salt. Interior design items are highly attractive outcomes made by the coconut
shell industry. As a strengthening factor, the study recognized a growing demand among consumers in
purchasing eco-friendly market items had pushed them to increase their productivity relatively. Specifically,
women who engage in cuisine activities are highly motivated to buy coconut-based kitchen items since it
creates minimal health risks rather than chemical-based productions.
Case 20: ―We have a lot of problems, but to whom we tell our issues? During the elections, everybody
listens to our sad. After that, nobody looks at us.‖
Case 21: ―We sell our products only around small-town areas. Those who are rich, they develop day by day.
But for us, we do not have a chance to sell our products in big shops. Sometimes we have seen our products
sold on the payment.‖
As postmodernism explains, truth is not universal. It relatively changes with regard to time and space.
Different types of realities exist in the same contexts. In that, the grievances raised by coconut shell
producers can be recognized as an invisible, stigmatized, and excluded group of people in front of the
universal reality due to power operations held by the richest people within the enterprise sector. As Case 20
explained, inconveniences faced by coconut shell producers have become a strategy among authorized
figures. They have timely utilized these vendors as a strategic mechanism to obtain power.
Case 21 implies that the lack of opportunities in organizing the business has directly affected to mitigate the
growth of exploited firms. According to the Industry Capability Report in 2019, it highlights unseen
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dimensions of difficulties faced by coconut producers as the scarcity of raw material for processing and
value addition; high consumer demand has impacted the availability of raw materials, inadequate investment
in value-added technology, quality improvement in some product areas, lack of research and development,
the high price of raw materials used in the industry, high competition in the foreign market, cost competition
in the foreign market, lack of market intelligence, and high cost of energy comparatively discourage
traditional coconut producers in the modern social structure. According to the entire brass, batik, Palmyra,
coconut shell, rattan, pottery, and woodcarving industries, a SWOT analysis can effectively encounter the
entire picture of traditional SMEs in modern society.
Table 2. SWOT Analysis
Strengths







Growing consumer trends towards
chemical-free products
Actors and consumers‘ ethnocentrism
Actors‘ patriotism
Ability to survive along with the tourism
industry
Eco-friendly manufacturing items
Psychological motivations

Opportunities









Inherited business environment
Generationally inherited knowledge
Demand for the local products among
foreigners
Usage for different purposes.
Cultural uniqueness / heritage
Island-wide firm establishments
Creativity
Availability of raw materials in the
countryside

Weaknesses
 Insufficient human labor investments
 Lack of business expansion
 Scarcity of structural adaptation
 Improper organization culture
 Unawareness among producers
 Insufficient entrepreneur skills
 Dispositional bias
 Business ambiguity
Threats










Market monopoly
Information dissemination
Imported product substitutes
Inadequate structural adaptation
Lack of investments and infrastructure
The decline of youth interest
Least attention of relevant agencies and
authorities
Environmental factors
Least affordability for technology

The information mentioned above relates to the traditional SMEs is shown via the elaborated model as
follows:
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Quality
No quality assurance/ least
product growth/ imported
substitutes, etc.

Cost

Time

Poor technology/ labor /raw
material cost/least knowledge
transferring system, etc.

Manual production/
investment delay/ skilled
labor shortage/ technology

No improve Competitive Position in the
Market
Low Profitability / Instability
Endangered Traditional SMEs with Cultural
Heritage

Dispositional bias,
Poor organization
culture, Structural
adaptation issues,
Ethnocentrism/patri
otism, Knowledge
transferring issues,
Legal provision‘s
attention,
Ambiguity, Market
monopoly

Figure 1: Survival Challenges of Traditional SMEs with Cultural Heritage
Source: Author, 2020
5. Conclusion and recommendations
The significant role of the SMEs directly contributes to the socio-economic dynamism in any country by
giving more opportunities in terms of various types of employment creations, women empowerment, expand
rural livelihood, poverty reduction, the contribution for GDP, enterprise development, and enhance the
entrepreneurial establishments.
Sri Lanka is a developing country located on a prosperous island. It reflects the necessity of SMEs
development subjected to concern for a long period because of its geographical location, cultural diversity
and cultural uniqueness, and nature, that has created tremendous opportunities to develop community-based
entrepreneur services (CBE) along with the traditional manufacturing items (TMI) among rural
communities. It could be able to upgrade networking among the rural and urban productive capacities
corresponding with the international competitive market. Therefore, traditionally inherited knowledge
composition, creativity among producers, and uniqueness are increasing immensity of the traditional craft
productions which attract customer interest in single eyesight.
However, in the modern socio-economic dynamism, these traditional SMEs experience many challenges
from different sides. Concerning the structural changes, the industrial revolution, modernization, open
economic policy, globalization, and westernization have attempted to recreate the market, consumer culture,
production methods, and demand for the outputs relatively. In addition to that, business ambiguity
corresponding with entire firm organization culture, insufficient technological innovations to upgrade the
productivity by reducing high production cost, scarcity of quality assurance causing business volatility,
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issues in raw materials supply, environmental facts, and shortage of human and financial resources
determine the sustainability of the traditional SMEs. However, this push and pull factors are directly
correlated with each other and eventually determine the progress and growth of the industries.
Hence, timely valuable implications are essential to reconstruct the traditional SMEs as creative destructors.
In that, providing necessary technological knowledge for traditional vendors, strengthening the policy
reforms, uplifting the efficiency of policy-level interventions, promoting extension services, more research
investments, introducing eco-friendly manufacturing techniques by looking at developed SMEs traditions,
employing ethical-based manufacturing process and exploring public and private partnership along with the
firm diversification, are the most applicable conservation techniques to advance the traditional small and
medium industries in Sri Lanka.
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