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 ABSTRACT 

Available Online June 2014  This study primarily aims to examine the determinants of the success of 
small business. Kuliyapitiya region in Sri Lanka was selected to carry out 
this research. The results show number of key significant factors for the 
success of small business. These factors are the family background of the 
entrepreneur, ability to make decisions, level of training and the amount of 
money invested on the business. The results indicate that these qualities of 
entrepreneur tend to be crucially important for the success of the business. 
The models estimated for the two DS divisional areas, Kuliyapitiya East and 
West, verify the importance of spatial differences. Therefore, it can be 
concluded that development of entrepreneurial skills of entrepreneur in 
small and medium industries is crucial for the success of business, when 
qualities of entrepreneurs are contextualized in urban settings where there 
is greater population density.  
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Introduction  
 
As a developing country Sri Lanka has been focusing on achieving its development goals through promoting 
private sector businesses since late 1970s. With thecountry’s open market economic policy measures, many 
new business opportunities emerged which attracted FDI (Foreign Direct Investment) and to a few large 
scale domestic investors. Consequently Sri Lanka became a country that has the highest levels of regional 
inequality in South Asia (ILO & IILS, 2012; ADB, 2013). Growth in regional inequality is increasing as more 
prosperous regions take advantage of the cessation of hostilities in 2009 and capture an increasing flow of 
remittances and direct foreign investment into the country. So far this aspect of economic development has 
been studied by many researchers and a substantial volume of literature is available for the attention of 
policy makers and practitioners. However, much of the direct benefits and trickle down effects of this 
development process have been concentrated into a few urban areas only. A large segment of population 
living in rural and suburban areas is still at the margin or having no access to benefit from macro level 
policy changes and central government development policies. This fact was emphasized by Narampanawa 
et. al., mentioning that while short-term complementary policies are needed to compensate vulnerable 
income groups, long-term policies areneeded to make gains from trade liberalization more inclusive and 
equitable to maintain economic and political stability in Sri Lanka (Narampanawa, Bandara, & Selvanathan, 
2011). Nevertheless the small scale and micro level enterprises in the rest of the country has no clear 
support or systematic policy designs in place from the main development policy. The failure to develop 
small industry in post independent Sri Lanka may hence be attributed as one of the main reasons for this 
failure in economic policies of government (Gamage, 2003). As a result currently small entrepreneurship in 
Sri Lanka faces a lot of difficulties and uncertainty with regard to financial, marketing, cost of production, 
skilled labor and technological progress. Therefore small-scale industries seem to have ignored and their 
development potentials of both locally and nationally are yet to be realized. The fact is true even before and 
post-war periodsin Sri Lanka as a result the economy is currently approaching to be the highest vulnerable 
country among other regional economies in Asia to external shocks, economic resilience and internal 
economic instability.  
 
Small business sector is the backbone of our economy and more importantly, they are at the level of exports 
too. Of more than 4000 of Sri Lankan export firms, 75 percent are small business firms (EDB, 2014). 
Therefore policy makers, practitioners and researchers in all relevant institutions have a huge responsibility 
to groom small businesses to become large scale export firms which is essential for economic development 
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in Sri Lanka. Apart from many other arguments in favor of small businesses, local small businesses are seen 
as being more dynamic, innovative and have higher labor absorptive capacities than their corporate 
counterparts. The experience of developed countries show that local small businesses are the most 
important economic development driving force that leading to form a domestic industrial base with 
resilient to any form of external shocks. Therefore, striving for the growth and competitiveness of the Small 
and Medium Enterprise (SME) sector in Sri Lanka has often been identified as imperative in order to 
provide more employment though job quality is lower than in large business, bridge regional growth 
disparities, and ensure that post-war growth is inclusive and widespread (Perera & Wijesinghe, 
2011).Currently there are over 18,000 companies operating in Sri Lanka of which about 91% are small and 
medium enterprises (World Bank, 2011). Development of self-employment at grassroots levels has been a 
major policy thrust of the governments since late 1960s in Sri Lanka. Despite the fact, the country has 
apparently failed to exploit the development potentials of this sector. The current policy stance of the Sri 
Lankan government has drawn attention to promote small businesses through institutional facilitation and 
providing infrastructure, implementing programs and formulating strategic plans at national and various 
local government levels. Over the last few decades there have been many such programs and some 
institutional support such as training programs, financing and exhibitions etc. extended by the relevant 
institutions (for example, IDB, DSI, EDB, ISB, SMED)4

The lagging regions in many provinces and their divisional secretariats are characterized with less 
impressive economic outcomes including low agricultural and nonfarm incomes, low quality of basic public 
services and limited connectivity. These regions are less integrated and the pace of sector and spatial 
transformation are much slower compared to the Western Province. According to a recent report by the ILO 
(ILO & IILS, 2012)

 to encourage entrepreneurial activity at local levels in 
Sri Lanka. One of the main objectives of these policy processes and program initiatives is to promote small 
businesses and thereby increase local resource use in economic activity and create employment at local 
levels. However, unfortunately, there has been no proper mechanism of evaluation of the outcomes of those 
efforts and adequate data base development and research conducted to explore the determinants of the 
success of small businesses, household/individual income and employment generation capabilities. 
Furthermore, as it is observable small businesses do not occur randomly over space, instead their birth, 
retention and expansion even closuring affected by various socioeconomic, demographic, spatial and policy 
variables. Therefore evaluation and understanding different strands of small business performance with 
these intra and interdependencies in a local area that lead to result in its economic development is an 
important task. 
 
As far as the distribution of small businesses is concerned currently much of the income generation 
economic activity and increasing economic opportunities in the country are mostly concentrated in the 
Western Province driven by its urbanization process and industrial development (World Bank, 2007). 
According to the Central Bank of Sri Lanka (CBSL, 2012) the Western Province is characterized by greatest 
contribution to national GDP (45%) with a growth rate of 15.6%; highest per capita income; creation of 
employment opportunity; better quality of basic public amenities; and well-connected with other provinces 
than that of the other provinces in the country. Also the per capita income in the Western Provinceis ata 
much higher pace which is at Rs. 490,724 was 1.6 times the national per capita income in 2011 where as the 
per capita income in all other provinces remained below the national average of Rs. 313,511(CBSL, 2012). 
 

5
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SMED Small and Medium Enterprise Developers (SMED) a project of the Federation of Chambers of Commerce & Industry of Sri Lanka 
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, income disparities in Sri Lanka is ranked high among other developing countries 
despite its decreasing trend over the last few years due to infrastructure development initiatives in other 
provinces. High income disparities can undermine economic sustainability and threaten social cohesion. 
Therefore from policy makers and practitioners perspectives it is important to draw attention to formulate 
development initiatives promoting locally-based development capabilities making local communities as 
beneficiaries.  
 
This may in turn help to minimize distributional inequalities in the country. The recent initiatives and 
promotional activity of the government at local levels may have a positive impact on stimulating local 
economic development and small business activity. However, the experience of local, national as well as 
global levels shows that promotion of local businesses is not determined by such governmental initiatives 
per se but various other factors that span beyond policy driven motivations(Morgan & Lambe, 2009).  
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In the formation of an entrepreneurial class many inter-regional and intra-regional factors and dynamics 
also exert powerful effects on the realization of local economic development goals and small businesses in 
Sri Lanka. The Perceived Economic Opportunity Index (PEOI) constructed by Foundation for Economic 
Freedom in Sri Lanka (FEFSL, 2012) shows that there is sharp decline in the index over the last year period 
implying people’s perceptions on economic opportunities are rather pessimistic. This will in turn adversely 
affect people’s engagement in entrepreneurial activity. According to Central Bank of Sri Lanka (CBSL, 2012) 
statistical data different provinces perform at different phases in economic growth, industrial and service 
compositions. The reasons behind these provincial performances in economic development are not much 
clear or explored. Despite the fact that small business is one of the leading local economic development 
driving force,the business dynamics and formation of such an entrepreneurial class at local level is not 
adequately studied by researchers and therefore poorly understood by policy makers and development 
practitioners in Sri Lanka. To the best of our knowledge so far no research study focusing on this aspect of 
local economic development and development dynamics has been conducted. Therefore, the main focus of 
this research is to study the factors determining formation and effectiveness of small businesses for local 
economic development.  

 
 

Literature Review 
 
Definition of Small Business 
The concept of small business or enterprise is widely recognized by almost every country as a local 
development tool/strategy. By definition small businesses have limited resources. Thus experience shows 
that it is particularly suitable/true for low-income households and disadvantaged people who lack access to 
capital and financial resources in their effort to gain empowerment and for others who perform such 
entrepreneurial activity as an extra source of income improving their social and economic wellbeing or even 
for fun. The importance of promoting small businesses recognizes as an effective way to inventions, 
innovation, equitable income distribution, resource utilization, poverty alleviation, utilization of local 
resources and foster regional economic growth and development etc. All these aspects are frequently 
emphasized in the literature by academics, researchers and development practitioners (Berkowitz & 
N.David, 2005; Deller & McConnon, 2009). In the evolution process of enterprises since 1960s the trend 
towards downsizing of large enterprises and more decentralized structure of businesses has been 
experienced by majority of firms (Acs J. Z., 1999). With this shifting paradigm during the 1980s and 1990s 
and now thriving, a revival in the promotion of small businesses took place at local and national level due to 
changes in production technology, in consumer demand, labor supply, the pursuit of flexibility and 
efficiency. Furthermore, because of the negative association between concentration and innovation the 
greater elasticity of concentration with respect to small-firm innovations led to assign a greater role for 
small businesses in local economic development (Acs & Audretsch, 1988). 
 
The terms small business, microenterprises, microbusinesses, small enterprises and SMEs share some 
commonalities. For this reason there is no generally accepted clear definition for small business in many 
caseswhich is a fundamental problem doing research in this field. Different countries and supporting 
institutions consider various parameters such as number of employees, average firm size in terms of capital 
investment, amount of sales and the nature of the business and the sector to define small business (Gamage, 
2003). As a result, what constitutes a small business is problematic and therefore is an empirical question 
(Deller & McConnon, 2009). This phenomenon is common to all countries across regions with varying 
degree regardless of their development status. Thus in some cases it is up to the researchers to define firms. 
For instance, US Census Bureau does not define small or large business instead it provides statistics that 
allow users to define business categories in any of several ways6

                                                            
6http://www.census.gov/econ/smallbus.html 

. Based on the number of employees and 
either turnover or balance sheet total, European Union on the other hand defines its member countries 
MSMEs that stands for Micro (<10) , Small (<50) and Medium-size Enterprises(<250) (European Union, 
2003).Similarly, using broader criteria currently the SME Department of the World Bank works with the 
following definitions: microenterprise-up to 10 employees, total assets of up to $10,000 and total annual 
sales of up to $100,000; small enterprise- up to 50 employees, total assets and total sales of up to $3 million; 
medium enterprise – up to 300 employees, total assets and total sales of up to $15 million (Ayyagari, M, 
Thorsten, B, & Demirgu-Kunt, A, 2003). 
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Considering the Sri Lankan context, there is no clear definition of an SME as government agencies use 
different criteria to identify SMEs (Deller & McConnon, 2009; Gebremariam, Gebremedhin, & Jackson, 2004; 
Gamage, 2003). According to the Department of Census and Statistics in Sri Lanka((DCS, 2010)a small 
business is defined as one employing 25 or fewer workers including working proprietors, active partners, 
unpaid family workers, operatives and all other employees. Using the size of capital and the number of 
employees as the criteria, the Industrial Development Board (IDB) defines a small industry as an 
establishment whose capital investmentin plant and machinery does not exceed Rs. 4 million 
(approximately equivalent to US$ 42,000) and the total number of regular employees does not exceed 50 
persons (Central Bank of Sri Lanka, 1998). The SME development project defines small and medium scale 
enterprises in many categories based on the number of hired workers range from less than 9 to 199 
((FCCISL, 2013). This limit in some countries such as US, UK, Germany and Japan spans as high as 200-499.  
According to acomprehensive review on the definition of SMEs, (Dababneh & Tukan, 2007), SMEs in most 
regional countries were found to be fitting comfortably within the 10 to 99 employee range (with small 
business defined as those employing between 10 and 49). Emphasizing this clarification on firms, (Headd & 
Sadee, 2008) say mixing data on different kinds of business, particularly the number of employees, can 
distort research results, therefore researchers need to make clear which group of business they are studying 
when conducting small business research, as the results may not be applicable to other subgroups of small 
businesses or to the whole. Therefore for the purpose of clarity and uniformity with many of other 
researchers in Sri Lanka such as (Cooray, 2003; Gamage, 2003; Lane, Glen, Delpachitra, & Howard, 2004), in 
this paper we consider small businesses as independent companies which include both microenterprises 
(enterprises with fewer than 10 employees including the proprietor) and small enterprises (enterprises 
that have between 10 and 49 employees). 
 
Determinants of the Success of Small Business 
The literature on the determinants of the success of small business is substantially rich internationally but 
only a handful of research contributed to those volumes in relation to local contexts. Commonly, almost all 
the researchers consider small business as the backbone of an economy. Simply because, small business 
needs relatively less capital and infrastructure but plays an important role in any economy through 
generating of employment, contributing to the growth of GDP, embarking on innovations and stimulating of 
other economic activities (Gamage, 2003). Starting a small business is possible even for a poor person if 
he/she has the trait and minimum required assets to begin with. Over time entrepreneurial talents are 
nurtured and such firms can be transformed into next levels i.e. medium and large scale if the business is 
successful in terms of management practices, sales growth and profits7

                                                            
7 Sales and profitability are the commonly used performance measurers consider for evaluating the success of Small Business. see 
(Premaratne, 2011) 

. These performance indicators are 
determined by a number of vectors of explanatory variables such as socioeconomic, demographic, spatial, 
institutional, owner’s experience and optimism businesses. For instance, the probability of a small business 
to be successful is greater when the proprietor has some assets or capital, more years of schooling and some 
skills and experience, strong support networks. A study based on British data,(Fraser & Green, 2006) 
explore that entrepreneurs, who are initially uncertain about their true talent, learn from experience 
however both optimistic bias in talent beliefs and uncertainty diminish with experience. Thus experience in 
entrepreneurial activity is an important factor that helps to guide for the success in businesses. Based on a 
large set of panel data (Bosma, Praag, & Wit, 2000) has found that general results are that the amount of 
human capital is especially important for determining duration and profit, while financial capital is 
especially related to employment. Social capital and strategies for retrieving relevant information for 
retention and expansion of businesses seem to be about equally important for all success measures. 
Focusing on another dimension to success of small business, (Premaratne, 2011) shows that 
entrepreneurial networks which include social, supporting (institutional) and inter-firms helps to bring 
important resources for firms involved in them. These networks help to achieve higher performance which 
in turn motivates network formation. However, none of the above studies have drawn its attention to how 
among other variables regional diversities spatial factors in Sri Lanka are related to the determinants and 
success of small business. A study by (Ranjith & Widner, 2012) on the effect of microenterprises on poverty 
in the US argues that ignoring spatial dependency factors may produce biased and inefficient results and 
possibly misleading recommendations for policies. Also there is a vast vacuum of research in small 
enterprises regarding the assessment/evaluation of the impact of government support programs both local 
and central governments for uplifting the small businesses. Considering the above research gaps this 
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survey-based study focuses on how these relevant variables perform as determinants of success for small 
businesses.   
 
Overview of Constraints at Local Level 
Several factors constrain the growth and competitiveness of Sri Lanka’s small enterprises. Despite the 
country’s banking and financial institutions having expanded rapidly with an extended branch network, the 
availability of credit to small enterprises remain unsatisfactory. The major obstacle for the development of 
small businesses in Sri Lanka is the lack of access to adequate and timely financing financial intermediaries 
(Somaratne, 2012).The reasons for this obstacle are again related to several inherent structural weaknesses 
in SMEs which keep banks away from lending to them. Hence, it will be difficult to motivate banks to lend to 
small business without correcting these weaknesses. Without fulfilling this requirement, borrowing 
becomes more expensive and profit margins are reduced, holding back the establishment of new units and 
the consequent increase in job creation (World Bank, 2011). Inadequate financing has been attributed to 
the existence of a financial information gap between these two parties of financial intermediaries and small 
entrepreneurs (Damayanthi & Rajapakse, 2008). Financial gaps are usually created by many reasons such as 
lack of information, strict rules and regulations that deny small business and market imperfections. 
Therefore small business must gain satisfactory support from financial intermediaries through necessary 
financial facilities in order to fill the financing gap to ensure their sustainability. Government and other 
institutions can extend their support by disseminating information and performing a facilitative role for 
filling this financial gap. The lack of knowledge/training with regard to performing a business profitably and 
competitively is another constraint faced by many of the small businesses. However, training per se would 
not lead to the success all the businesses. Both profitability and business practices of the new entrants are 
increased by training, suggesting training may be more effective for new owners than for existing 
businesses (Suresh, McKenzie, & Woodruff, 2012). 
 
The research studies that characterize small business and poverty emphasize the importance of 
understanding the diversity of locations. This is mainly because the geographic and location characteristics, 
especially for rural, suburban and urban types impact on the success of small business (Acs & Armington, 
2004; Glaeser, 2007). The findings of (Henderson & Weiler, 2010) shows that the impact of 
entrepreneurship is greater in denser more urbanized settings where such business can take advantage of a 
thick market place. Therefore, market conditions including the labor market may adversely influence small 
business in their growth and expansion. Even the living standards of households in a specific location might 
affect the success of small business (Headd & Sadee, 2008). Hence various households characteristics, their 
demogrphic components, neighborhood effects, institutions and spatial attributes/characteristics are 
closely associated as determinants of small business and the living standards of households. As far as the 
diversity is concerned, same argument may be apply to research conducting on small business in regions, 
local governments and districts in Sri Lanka. In another study focusing more deeply on local and household 
characteristics in the US by (Rupasingha & Contreras, 2010) find that regional labor market conditions, 
returns to microenterprise activities and risk associated with these earnings, owner-occupied housing units 
and housing value, existence of super markets in a local area, median age, female labor force participation 
rate, ethnic minorities and ethnic diversity, public expenditure on education and family assistance, natural 
amenities, and social and cultural capital play a significant role in determining the number and performance 
of small businesses in one locality than others. However, the studies that consider these aspects have mostly 
focused on the small firms with five or fewer employees including the owner although these characteristics 
in a local economy are of important determinants for the success of small businesses and the community in 
general. 
 
Considering the existing research gaps in the literature, we find that most of these national-wide as well as 
regional-specific factors are important determinants that explain the variation in the performance of small 
business. These location characteristics differ across provinces or local governments. For the same reason,it 
might be a challenging task to design policy and address problems of small enterprises through national 
programs. Therefore, it is important to focus on research on the factors that determine the success of small 
business in regional and local economies in Sri Lanka. Nevertheless the literature review shows that 
although some efforts have been made through national and local levels, adequate research has not been 
conducted or the impact of various government support programs in Sri Lanka has been poorly understood. 
Therefore, this research study takes those factors into account in our model specifications in the next 
section to conduct this empirical study. 
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Research Problem/ Research Question 
The formation of a local industrial base is an important policy decision. The main objectives of the industrial 
policy of the government are expansion, diversification and upgrading of the domestic industrial base, 
efficient management of physical and manpower resources, creation of new employment opportunities in 
both rural and urban sectors, export promotion and the promotion of the industrialization at the regional 
level (Padmini, 2000).According to a report by (ILO & IILS, 2012)Sri Lanka has the highest levels of regional 
inequality in South Asia.  Growth in inequality across regions is increasing as more prosperous regions take 
advantage of the cessation of hostilities in 2009 and capture an increasing flow of remittances and direct 
foreign investment into the country(Central Bank of Sri Lanka, 2012). Also the past experience shows that a 
few large scale industries would not lead to have benefits to the larger societies instead failures of those 
industries were resulted due to managerial weaknesses and corrupted bureaucracy(Ranjith & Widner, 
2012). Having understood this reality current regime has drawn attention to come up with some initiatives 
to promote local small businesses from its provincial and divisional secretariat bodies (for example, IDB, 
Divineguma, and Regional Development banks etc.). 
 
According to the recent statistical data of CBSL (Central Bank of Sri Lanka, 2012)(Appendix A) provincial 
GDP growth and industrial sector development vary considerably regardless of the national level economic 
development and enhancement programs. For instance, a noticeable growth in the manufacturing sector 
and financial sector has helped the North Western province to record 21.9 per cent growth in its GDP in 
2011 (Central Bank of Sri Lanka, 2012). This growth rate is higher than that of the Western Province. 
Therefore, curiosity arises as a researchable question, what makes NWP to achieve this tremendous growth 
rate? What are the specific factors/reasons for people or individuals to engage in self-employment activity? 
Is it due to poverty that makes small business as a choice available to them? Or the government policy 
through its welfare or subsidy that provide some enforcement for local people to engage in self-employed 
small business activity. Despite the important contribution to the local as well as national economy in Sri 
Lanka the dynamics of small businesses have been poorly understood by researchers, policymakers and 
economic development practitioners. The literature shows that much less is known about the dynamics of 
small businesses at local government level and how they are helpful to low-income families and individuals 
in finding ways out of poverty, income and employment generation. 
 
Also there can be many other background factors such as personal characteristics of individuals such as 
personal traits, skills and risk bearing ability for engaging in small business to achieve their economic 
development goals. These economic, social and cultural factors may exert much influence on realizing the 
success of such small businesses at local levels. Considering the above background this research is therefore 
focuses on exploring and examining the factors determining the formation and effectiveness of small 
businesses on local economic development in Sri Lanka. 
 
Objectives of the Study 
The main objectives of the researchare; 

 To examine the factors determining the success of small businesses at regional economies in 
Sri Lanka, 

 To evaluate the impact of government support for stimulating the growth potential of small 
business development initiatives at the local government levels, 

 To develop alternative/plausible policy choices on how to plan to enhance the success of 
small businesses 

 The secondary objectives is to understand any other factors and causality effects that can be 
considered to be important determinants of small business 

 
Method 
The study used the stratified random sampling method. The total number of small and medium scale 
business enterprises in the Kuliyapitiya Divisional Secretariat (DS) Divisions of Kurunegala district in Sri 
Lanka was considered as the study area for selecting the sample. Kuliyapitiya consists of two DS Divisions 
namely Kuliyapitiya East and Kuliyapitiya West and they consist of 45 and 68 GN Divisions respectively. The 
areas of the two DS Divisions are 12,140 hectares and 16,490 hectares respectively. According to District 
Statistical Branch in Kurunegala Kuliyapitiya East has 139 villages, and while Kuliyapitiya West has 146 
villages with one Urban Council and a Municipal Council. The population in the East area is around 54,000 
with 13,000 families and in the West around 77,000 with 20,000 families.  The population density for DS 
East is 4.68 while it is for West is 4.43. Therefore Kuliyapitiya west is relatively densified with more 
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urbanized living than the East. The following table 1 and 2 provide some of the baseline information 
relevant to understand industrial and commercial activity of the two divisional areas. 
 
Table 1: Registered Commercial Places in Kuliyapitiya DS-2011 

Nature of business activity East West 
Retail Shops 287 716 
Restaurant and canteen  30 763 
Textiles and footwear  16 38 
Meat, fish and vegetables 15 20 
Dispensary and pharmacy 10 48 
Wood and iron furniture 10 101 
Electrical items 8 28 

 Source: Dept. of Census and Statistics Sri Lanka (http://www.statistics.gov.lk 2013) 
 
Table 2: Registered Manufacturing Industriesin Kuliyapitiya DS-2011 

Nature of Industry  East West 
Mining and Quarrying  20 12 
Food Beverages and Tobacco 15 39 
Textile, wearing, apparel and leather  05 55 
Wood, wood production and furniture 10 102 
Paper products and printing 01 13 

Source: Dept. of Census and Statistics Sri Lanka (http://www.statistics.gov.lk 2013) 
 
However, the business registration records available at each Divisional Secretarial offices in Kuliyapitiya 
were used to select the sample of the study. There are around 2850 small and medium business in the 
division which is our sampling frame. The businesses were then categorized into services sector firms and 
industrial firms. There are around 1560 service sector businesses while the rest is on industrial firms. Based 
on the criteria that was used to define small business in this study, a sample of 150 small business units 
were selected, out of which 50 are from East and 100 are from West. A detail questionnaire was designed to 
collect data. Multiple regression method was used to test the impacts of the determinants of the success of 
small business. 
 
This study uses the success of small business as the dependent variables (Y ). Business success was 
measured by profits as a share of sales revenue. A number of determinants were considered as variables 
representing the various qualities of the entrepreneur in determining the success of a small business.The 
empirical model is specified as follows; 
 

εβββββββα ++++++++= 77665544332211 XXXXXXXY   
 

where α denote intercept coefficient and β values represent the parameters of explanatory 

variables. The explanatory variables include; family background of the entrepreneur )( 1X , nature of 

vocational training of the entrepreneur )( 2X , entrepreneur’s ability make decisions )( 3X , entrepreneur’s 

knowledge of the industry )( 4X , entrepreneur’s knowledge of the trade )( 5X , entrepreneurship 

training obtained by the entrepreneur )( 6X and amount of investments in the business )( 7X . Then the 
above empirical equation is considered to be the base model that estimated to get the regression results. 

 
This model was estimated by using ordinary least squares (OLS) method. The model was first estimated for 
the entire sample of the Kuliyapitiya DS division and then was divided into two sub-samples as Kuliyapitiya 
West and Kuliyapitiya East consisting of 50 and 100 entrepreneurial firms respectively in both industrial 
production and services. We do not report results for Kuliyapitiya East sample as the estimation for that 
sample is plagued by heteroskedasticity.  
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Analysis of Regression Results 
The study aimed to examine as to how the qualities of entrepreneur tend to affect the success of small 
business. The estimates for the Kuliyapitiya DS division give mixed results. Table 3 summarizes the results. 
While many of the variables that may represent entrepreneurial quality appear to affect insignificantly for 
the success of small business, a number of key significant factors can be identified.  
 
Table 3: Regression Results for Total Sample of Kuliyapitiya DS Division 

Dependent Variable: share of sales revenue  
 
Explanatory Variable Coefficient Std. Error Prob. 
Intercept 3.45 0.7 0.00 

Family background of the entrepreneur )( 1X  0.18 0.10 0.08 

Nature of vocational training of the entrepreneur )( 2X  -0.07 0.05 0.17 

Entrepreneur’s ability to make decisions )( 3X  0.27 0.08 0.00 

Entrepreneur’s knowledge of the industry )( 4X  0.19 0.13 0.14 

Entrepreneur’s knowledge of the trade )( 5X  0.01 0.13 0.90 

Entrepreneurship training obtained by the entrepreneur )( 6X  0.09 0.05 0.08 

Amount of investments in the business )( 7X  0.09 0.03 0.00 

Leadership skills of entrepreneur )( 8X  0.009 0.005 0.09 

 
Prob > F = 0.01 
R-square = 0.18 
No of observations = 143  

 
The R-square of the model is 18 percent indicating that 18 percent of the success of small business can be 
explained by the quality of entrepreneurs. The results also indicate that family background of the 
entrepreneur, entrepreneur’s ability to make decisions, level of training of the entrepreneur on 
entrepreneurship, amount of money invested on the business tend to significantly determine the success of 
a business. However, nature of vocational training obtained by the entrepreneur, entrepreneur’s knowledge 
of the industry, entrepreneur’s knowledge about trade and commerce tend to be weakly significant at about 
75 to 80% range, though they are not considered significant at conventional 90 percent or 99 percent levels. 
However, the results indicate these qualities of entrepreneur tend to be crucially important for the success 
of the business. 
 
In order to verify the above results the sample was divided into two sub-samples based on the argument 
presented above. In order to test the spatial variation of the success of entrepreneurial activity 100 firms 
were selected from Kuliyapitiya West and 50 firms were selected from East divisional area. Of the sub-
samples used to estimate the model a few firms were omitted by the sample due to errors or 
incompleteness of the data. Therefore 94 firms are selected to estimate the model from West and 40 firms 
considered to estimate the model from East divisional area. This ratio of the division was determined based 
on the total number of firms available in the two divisional areas. According to empirical results, none of the 
variables are significant in the Kuliyapitiya East region so that the results are not reported here. The results 
however indicated that there is no much of entrepreneurship in the Kuliyapitiya East, what is seen as small 
enterprises can simply be recognized as the livelihood occupations. Nevertheless this result is useful to 
understand the importance of some locational characteristics in relation to proximity to urban centers and 
population density. Comparing the two divisional areas, West region has urban and municipal areas with 
greater population density which is a supportive factor for market formation and access to information. 
These important spatial characteristics may have been conducive to have a greater impact on 
entrepreneurial development when combined with qualitative aspects embedded in entrepreneurs. This 
combined effect can be considered as strongly influential for the success of entrepreneurial development in 
local context.   
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Empirical results regarding Kuliyapitiya West is reported in Table 4. According to results, 24 percent of the 
success of small business can be explained by the entrepreneurial quality variables. Except the nature of 
vocational training of the entrepreneur, all the other variables are significant at either 99 percent or 90 
percent level. 
 
Table 04: Regression Results for Sub-Sample of Kuliyapitiya West 

Dependent Variable: share of sales revenue  
Explanatory Variable Coefficient Std. Error Prob. 
Intercept 3.68 0.81 0.00 

Family background of the entrepreneur )( 1X  0.33 0.11 0.00 

Nature of vocational training of the entrepreneur )( 2X  -0.06 0.06 0.31 

Entrepreneur’s ability make decisions )( 3X  0.20 0.09 0.02 

Entrepreneur’s knowledge of the industry )( 4X  0.42 0.16 0.01 

Entrepreneur’s knowledge of the trade )( 5X  0.17 0.16 0.08 

Entrepreneurship training obtained by the entrepreneur )( 6X  0.10 0.05 0.00 

Amount of investments in the business )( 7X  0.12 0.03 0.00 

 
Prob > F = 0.03 
R-square = 0.24 
No of observations = 94   

 
The OLS statistics used to test hypotheses under the Gauss - Markov assumptions are not valid in the 
presence of heteroskedasticity. Therefore, this study applied Breusch- Pagan and Cook Weisberg tests to the 
regression models to verify the presence of heteroskedasticity. It is based on the null hypothesis that the 
variance is constant. When the probability is large, we will accept the null hypothesis of constant variance. A 
large chi-square would indicate that heteroscedasticity is present. The results clearly indicate that the 
regressors are homoscedastic in the base model and Kuliyapitiya West, while heteroskedasticity is present 
in the model for Kuliyapitiya East. We, therefore, only presented results for the entire Kuliyapitiya region 
and Kuliyapitiya West sample (Table 5).  
 
Table 5: Results of Heteroskedasticity Tests 

 Base Model Kuliyapitiya East Kuliyapitiya West 
Chi Square  1.37 4.35 0.01 
Prob.of ChiSquare 0.2411 0.0370 0.9353 

 
 
Conclusion 
 
The primary conclusion of this research study highlights that the factors affecting the success of small 
business are mixed. The study aimed to examine how the qualities of entrepreneur tend to affect the success 
of small business. The estimates for the Kuliyapitiya DS division give mixed results. While some of the 
variables that represent entrepreneurial quality appear to affect insignificantly, a number of key significant 
factors for the success of small business can be identified. These factors are thefamily background of the 
entrepreneur, entrepreneur’s ability to make decisions, level of training of the entrepreneur on 
entrepreneurship, amount of money invested on the business. The results indicate that these qualities of 
entrepreneur tend to be crucially important for the success of the business. 
 
The model estimation results for the two divisional areas, Kuliyapitiya East and West, verify the importance 
of spatial differences in terms of social, economic and physical locational characteristics forthe success of 
small business. This result is an important finding in this research. Therefore, it can be concluded that 
entrepreneurial development is more successful when qualities of entrepreneurs combined with urban 
settings with greater population density. However, these results do not imply that the entrepreneurs in 
rural areas should be discouraged. The important policy implication derive from this research is the 
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importance of paying attention of the policymakers to develop supportive programs and measures to ease 
the difficulties of rural entrepreneurial class to get connected to the business networks and information. 
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