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Abstract

This study is geared to address the apparent lack of scholarly work on the relative opinion
of SME owners in the agribusiness sector on institutional support towards SMEs in facing
global challenges, using a case study-based, qualitative method. A set of key informant
interviews was held with 10 SME owners representing several agribusiness industries
using the purposive sampling method. The data were analysed by a thematic analysis and
identified three key global challenges of SMEs: global market competition, global
financial crisis, and challenges from Multinational Companies (MNCs)/ Transnational
Companies (TNCs)/ large-scale companies. The findings emphasized the association
between SMEs’ global challenges and the generality of numerous SME and institutional
defects.
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INTRODUCTION

The present global economic and financial landscape resulted due to the globalization
process has shaped the business ideas and concept generation, and the ways of doing
business in countries throughout the world. Thus, the globalization process resulted in the
breakage of boundaries for many economic activities (Scholte, 2005). In these conditions,
many developed and developing regions worldwide have identified Small and Medium-
Sized Enterprises (SME) as an important strategic sector for triggering economic growth
and social development (Asian SME Summit, 2009). In Sri Lanka, SMEs are recognized
as the leading driver for inclusive economic growth. It contributes to GDP, regional
development, distributing income, reducing unemployment, contributing to export
earnings, enhancing social prosperity, mobilizing domestic savings, poverty alleviation,
and potency to turn laggard regions into prosperous rising regions (Vijayakumar, 2013;
Ministry of Industry and Commerce, 2015). Therefore, the SME sector is highly
influential to developing nations like Sri Lanka, where poverty and unemployment are
blistering economic and social issues (Pretheeba, 2014).

The available literature shows how SMEs struggle to survive in the current globalized
and dynamic economic conditions. As a result, the closing down rate of businesses in the
SME sector vastly increased within a very short time after its commencement
(Ahmedova, 2015; Hammer, 2019; Gamage et al., 2020). In the Sri Lankan context, the
close-down rate within three years of commencement of SME businesses is reported
around 70%. Specifically, 60% of them are ending their business activities just within the
first year of the initiation (Priyanath & Premaratne, 2015). According to Beyene (2002),
Ramukumba (2014), and Prasanna et al. (2019), SMEs face a set of challenges that are
beyond their capacity—they can be categorized as sustainability challenges,
technological challenges, and global challenges. These challenges are the key economic
challenges that disturb the business performance and their growth potential (Auwal et al.,
2020).

Undoubtedly, economic activities are trending towards globalization. Globalization
produces new structures and relationships, resulting in substantial ramifications for
corporate decisions and activities taken in one part of the world in other parts of the world
(Muhammad et al., 2010). Given these circumstances, scholarly articles provide evidence
of SMEs facing different global challenges, which become the main investigating area of
the study. The rapidly changing conditions in the world have increased the number of
challenges to the SME sector (Gamage et al., 2020), such as global market competition
(Auwal et al., 2020), global finance, and economic crisis (Sener et al., 2014), information
communication technology (Hinson & Sorensen, 2006), and the occurrence of
multinational establishments and transnational firms (Maarof & Mahmud, 2016). In
summary, SME participation and contribution to global economic activities can be
categorized into three types: trade, innovation, and investment (Muhammad et al., 2010).
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The National Policy Framework for Small and Medium Enterprise Development,
formulated by Ministry of Industry and Commerce (2015), proposed several policy
intervention areas and strategies for the SME sector development in Sri Lanka. Thus,
assessing the institutional readiness is critical when fulfilling the key objectives of this
policy framework in the Sri Lankan context. In light of that, this paper aimed to address
the apparent lack of scholarly work on SME’s preparedness and the relative opinion of
institutional support to SMEs towards confronting global challenges by considering these
facts. Similarly, Kang and Park (2012), Ratten (2014), Lu et al. (2015), and Songling et
al. (2018) emphasized the importance of investigating institutional support as a key
method of overcoming the critical issues described above. This paper will contribute to
enriching the knowledge in the agriculture-based SME sector in Sri Lanka and other
similar developing nations. Hence the study addressed the following research questions:
(RQ1) What are the global challenges and constraints faced by SMEs? and (RQ2) What
is agro-based SMEs’ relative opinion on institutional support towards facing global
challenges? Correspondingly, the paper is structured as follows: Section two includes a
brief literature review, Section three depicts the research methodology, Section four
presents the empirical findings with the discussion, and finally, Section five dispenses the
concluding remarks, policy concern matters, and suggestions.

REVIEW OF LITERATURE

Definition of SMEs

Even though the phrase “SME” isused similarly worldwide, there is no globally
acknowledged explanation for SMEs. The geographical place of SMEs and country-
specific acts impact different SME definitions (Leopoulos, 2006). Although there is no
one-size-fits all definition available for SMEs, they can be defined by various factors,
including the number of people employed in a particular enterprise, gross income, capital
invested, or a combination of two or more such factors (Vijayakumar, 2013).

According to Harvie and Charoenrat (2015), SME can be defined by the number of
employees, yearly revenue, valuation of fixed assets, worth of invested capital, or a
combination of these factors. The IFC (2011) revealed that most nations classified
enterprises with employees from 10 to 50 as small-scale and 50 to 250 as medium-scale
(based on SMEs definitions of 132 economies). Following World Bank (2017), SMEs
and large-scale enterprises are categorized as small entrepreneurs, medium entrepreneurs,
and large-scale entrepreneurs, correspondingly, depending on the number of employees
in the range of 5 to 19, 20 to 99, and more than 100.

According to the Sri Lankan context, the SME policy framework in Sri Lanka identifies
SMEs based on the number of employees and yearly revenue. SMEs deal with fewer than
300 employees and less than Rs.750 million annual revenues (Ministry of Industry and
Commerce, 2015). A small industry is characterized by the Industrial Development Board
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(IDB) as a business with investment capital in equipment and machinery of less than Rs.
4 million and a total number of ordinary workers of less than 50 (Central Bank of Sri
Lanka, 2017). In this context, microenterprises are associated with SMEs for any
regulation initiatives (Ministry of Industry and Commerce, 2015).

Global Challenges Faced by SMEs

Globalization opens up new avenues for alleviating global poverty (Todaro & Smith,
2012). Further, globalization of the economy is a valuable source of both opportunities
and risks for organizations (Mundim et al., 2000). Aside from the direct effect of
globalization, the acceptance of economic contracts poses a new problem for SMEs in
retaining competitiveness in broad markets (Maarof & Mahmud, 2016). Globalization
may also benefit developing countries, directly and indirectly, through the cultural, social,
scientific, and technological exchange, and trade and finance (Todaro & Smith, 2012).

Over the last few decades, the competitive difficulties of SMEs have attracted researchers.
Many scholars have attempted to evaluate SMEs in the current global environment
(Gamage et al., 2020). Numerous previous studies, such as Decker et al. (2006),
Muhammad et al. (2010), and Saleh and Ndubisi (2006), highlighted various challenges
faced by SMEs in a global world, such as difficulty in weathering recessions, barriers
posed by global supply chain, poor productivity, inadequate management skills, the
absence of finance sources, difficulty in gaining access to management and technology,
and others. According to Harvie and Charoenrat (2015), SMEs confront problems from
growing competition, the adaptability to fluctuating market demand, technical
innovations, and capacity restrictions related to knowledge, innovation, and creativity. In
addition, the rapid increase in competition with economic globalization has formed
several challenges for SMEs (Gamage et al., 2020). Furthermore, many small enterprises
realize that their geographic location places them at a significant disadvantage (Harvie &
Charoenrat, 2015). Hence the rate of failures of SMEs became relatively high.

According to Kazimoto (2014), SMEs face challenges entering the international market
because they lack knowledge of regulations and standards. Enterprises need to follow
survival strategies to be successful in their field (Gamage et al., 2020). Numerous
researchers have identified several global challenges for SMEs, such as the global market
competition (Auwal et al., 2020), global finance and economic crises (Sener et al., 2014),
information communication technology (Hinson & Sorensen, 2006), the occurrence of
multinational establishments, transnational firms (Maarof & Mahmud 2016), consumer
changes and especially their preferences, trade dumping (APEC, 2010), international
terrorism (Munro, 2013), and religious conflicts and a global trade war (Auzzir et al.,
2018). Further, they face the following challenges: deficiency of financial assistance from
the government, incomprehension of consumers’ needs and services, shortfall of essential
entrepreneurial skills, and powerless networking structures to penetrate international
marketing (Gamage et al., 2020).
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The COVID-19 pandemic is exhausting for SMEs’ employees and operators (Karabag,
2020). The previous studies explored that the COVID-19 prevention and mitigation
strategies and protocols have produced high economic and human costs (Bartik et al.,
2020). According to Robinson et al. (2020), lack of raw materials, decrease in both global
and local volume of sales and services, troubles in repaying loan and interests, termination
of orders, constraints in recounting employees back to work, and increased costs in
preventing strategies for workplace COVID-19 have severely harmed the SMEs.

SMEs are categorized into three groups based on their capability and success in
overcoming global challenges. For starters, a collection of SMEs that are sustainable or
capable of becoming globally competitive may profit from regionalization (McMahon,
2001). The second group consists of SMEs that are less adaptable to the influence of
globalization. They find it difficult to survive in the current environment unless they act
quickly to enhance efficiency, comply with global standards, and train and hire skilled
management and professional staff to compete. The final group consists of SMEs shielded
from the effects of globalization by the Government (Samad, 2007).

Institutional Support

In most developing countries, the institutional structure in terms of government support
plays a critical role in influencing SME performance through various strategies (Kang &
Park, 2012; Thongsri & Chang, 2019). The advances in institutional support for business
are linked to higher performance because government institutions regulate and encourage
players’ behaviour in a specific circumstance (Dunning & Lundan, 2008).

Institutes can influence the character of a firm’s operations and boost performance from
various perspectives (Athambawa et al., 2017). Consequently, assistance for business
support services and related industries, such as tax breaks, mortgages, information
technology, product development assistance, and capital resources, will improve long-
term corporate performance (Almawishir, 2018).

According to Harvie and Charoenrat (2015), the training and development programs
conducted by the institutions that support SMEs can be organized into private-public
partnerships. Following Vijayakumar (2013), both the public and private participants
need to pay attention to the growth and improvement of SMEs. Thus, they can contribute
to the economy like in developed nations because successful and independent
governments have identified SMEs to get massive support for the economy’s growth.

As found by Falahat et al. (2020), government assistance initiatives have less impact on
business success unless they are evaluated in terms of their procedures, global knowledge,
dedication, comparative skills, and international performance. Harvie and Charoenrat
(2015) emphasized that the benefit of such programs is that the government provides
highly job-relevant training because the industry is involved in curriculum development
and understands the needed abilities.
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Furthermore, scholars have drawn numerous findings concerning the institutional
structures of countries that support SMEs.

According to Rus and Igli¢ (2005), institutions not only assist SMEs in a range of methods
but also act as a basis of institutional trust, which influences the way entrepreneurs
develop commercial relationships. According to Carey (2008) and Wren and Storey
(2002), when analysing the influence of external institutional support on the business of
SME:s in the fields of finance, firm growth, decision-making, training of the industry, and
technical assistance, the results were all favourable.

In the Sri Lankan context, SMEs’ direct influence is questionable when compared to the
number of organizations in reducing poverty and boosting economic growth
(Vijayakumar, 2013). SMEs are supported by the government and the private sector
institutes for various reasons (Egena et al., 2014).

Increasing competition, offering a stand for future growth, establishing supply chains,
increased economic flexibility, supporting innovation, and generating new ideas are some
such reasons (Osei et al., 2016). In addition to the reasons mentioned above, proponents
of public support for SMEs advance several others. One of these reasons is that market
failures lead to biases in SMEs (Qimiao, 2013).

Statistics reveal three out of every five firms fail during the first month (Bowen et al.,
2009). Furthermore, laws impose unnecessary expenses on SMEs, and private
institutional agreements are more expensive to SMEs due to economies of scale (Qimiao,
2013). Lastly, SMEs require assistance since their capacity for growth is limited. As a
result, SMEs’ ability to acquire and analyse information is particularly limited, and their
absorption capacity is low (Egena et al., 2014).

According to Vijayakumar (2013), the institutional setup in Sri Lanka to support SMEs
has been enormous recently. Apart from government institute support, Beck and
Maksimovic (2002) mentioned that global organizations such as the World Bank,
European Commission, DANIDA (Danish International Development Agency), The
Adventist Development and Relief Agency (ADRA), and GTZ (German Technical
Cooperation) have been sponsoring SMEs in the type of funding, consulting services, and
managerial training programs.

According to Vijayakumar (2013), some government institutions that support SMEs are
Ceylon Institute of Scientific and Industrial Research (CISIR), The Ministry of Youth
Affairs and Sports, Department of Rural Development and Cottage Industries, Industrial
Development Board (IDB), Laksala, People’s Bank, and Bank of Ceylon.

METHODOLOGY

This section explains the research methodology used and includes data/information
collection and data analysis methods employed.
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Research Methods

In view of the phenomenon investigated for the study, researchers used a qualitative, case-
study-based technique. As per Hafiz (2008), a qualitative case study is a scientific
technique that enables exploring a situation in its circumstances using various information
sources. It assures that the issue is not viewed with one prospect but rather from multiple
angles, enabling the identification and explanation of various facets of the incident.
According to Tetnowski (2015), qualitative case study research should investigate
complex, real-world questions. It applies to many situations that other methodologies
cannot define and provides a border understanding. Given the current problem of a high
failure rate of SMEs in Sri Lanka, it is worthy of conducting a border, in-depth analysis
to identify the SMEs’ preparedness and opinions of institutional support in facing global
challenges. As a result, the study adopted a case study-based analytical technique.

In-depth interviewing is a qualitative data collection method that performs extensive
individual interviews with a few respondents to learn about their perspectives on a given
topic, program, or issue (Boyce & Neale, 2006). Thus, the researchers performed a series
of key informant interviews with the sample respondents to collect data. The study’s data
saturation point was 10 units, indicating that the inquiry was sufficient to assess the
studied phenomena. The SMEs were chosen using a purposive sample technique, with
the owner of the enterprise serving as the representation of the unit of analysis. The
researchers determined the business ventures based on two criteria: (1) their business
should have at least 10-15 workers, and (2) the venture should have at least one year of
experience in the agribusiness sector. This contributes to the study’s richness by gathering
the most relevant information from SMEs and presumed that they are well-versed in the
global challenges they encounter and the degree of institutional support they receive.

The interviews lasted for about 45-60 minutes on average; according to the interview
questions, they were performed as personal meetings or by phone. Most questions in the
questionnaire were open-ended, covering areas of SMEs’ awareness on global challenges,
barriers they encountered when facing those challenges and the institutional support they
received. The first section of the interview guide extracted the sample respondents’
demographic and personal details. The second phase of the survey queried the global
challenges experienced by SMEs and their opinions of institutional support in dealing
with such issues. After an in-depth subject area analysis, the global challenges
encountered by SMEs were divided as follows: a) Global Market Competition, b) Global
Financial Crisis, and c¢) Challenges from MNCs/TNC/Large-scale companies. The
researchers conducted all the interviews and recorded them with the respondents’
permission.

Research Context and Data Analysis

Data were gathered from SME businesses in Sri Lanka’s agricultural industry to study
the phenomena above. According to the Central Bank of Sri Lanka (2019), the agriculture
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sector accounts for 7% of the nation’s GDP, provides employment for approximately
2.072 million people, and serves 25.3 percent of the entire workforce in Sri Lanka in
2019. Nevertheless, due to the persistence of SMEs’ global challenges, this research
focuses on determining the adaptability of SMEs and their opinions of institutional
assistance in dealing with global challenges. Thus, an in-depth thematic analysis was
conducted manually after transcribing, coding, and classifying data from the interview
recordings. A well-trained research assistant was hired to transcribe the recorded
interviews, and the principal researcher was involved with data coding and triangulation.

All appropriate actions were taken to ensure the reliability of the findings by using
purposive sampling to select the study sample. This guarantees that the agro-based SME
businesses are included while maintaining data uncertainty (Shah & Corley, 2006).
Subsequently, the data were analysed meticulously to identify the global challenges
SMEs face and their relative opinion of institutional support towards facing global
challenges. Table 1 presents a sample of profiles adopted for the study.

Table 1: Profile of sample respondents

Company size

Respondents Product category (No of employees engaged)

R 01 Dairy 12
R 02 Dairy 48
R 03 Fruits and vegetables 29
R 04 Mushroom 14
R 05 Acrobiotic products 8
R 06 Dehydrated fruits and vegetables 10
R 07 Spice products 28
R 08 Spice products 40
R 09 Spice products 20
R10 Cultural products (Incense sticks) 17

Source: Authors’ illustration based on qualitative interview data

RESULTS AND DISCUSSION

According to thematic analysis, results of the study suggested three global challenges
faced by SMEs in terms of a) Global Market Competition, b) Global Financial Crisis, and
c¢) Challenges from MNCs/TNCs. Table 2 depicts the three global challenges identified.
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Table 2: Major Global challenges encountered by SMEs and sub thematic areas

Major Global Description Sub thematic areas
Challenges
Global Market The competition among firms is visible in ~ Access to Market Information
Competition worldwide dimensions in the 21 century.  Internationalization/ Globalization
This problem in the global market has Institutionalization
aggravated since the 1980s because of Global Competitiveness

globalization and worsened since joining the Capabilities & Knowhow
WTO trade regime in 1995 (Gunday et al., Institutional Support Received
2011). Global market competition has been /Expected

identified as a key concern for SMEs.

Global Financial = The global financial crisis was among the ~ Access to finance

Crisis major economic disruptions of 2008. As the Intellectual Property Related
crisis worsened, global financial markets’  Activities
tolerance for risk and their ability to take riskImplementation of Best
shifted dramatically. This was associated ~ Accounting Practice
with a loss of consumer and company Institutional Support Received
security, which had huge worldwide /Expected
implications (Edey, 2009).

Challenges from  Accordance to Calvano (2008), when issues Challenges from Multi-National

TNCs / MNCs / arise between international corporations and Corporations
Large-scale local businesses, academics, CEOs, activists, Challenges from Trans-National
Companies and community leaders urge that Corporations
corporations be held more accountable for Institutional Support Received
their impact on external stakeholders. /Expected

Despite occasional conflicts, SMEs function
as material suppliers and component
assemblers for multinational firms in
numerous circumstances (Maarof &
Mahmud, 2016).

Source: Authors’ illustration based on literature

After transcribing and classifying the data acquired from interviews with respondents,
several sub thematic sections were discovered under each issue. Table 3 below depicts
the thematic area analysis.

Global Market Competition

Trade liberalization permits well-performing and non-resident manufacturers and
retailers to enter underdeveloped and isolated markets. This makes it difficult for SMEs
to retain their existing market in the relevant small markets. Hence global economic
competition will have a greater impact on local SMEs for whom the productions are
exceedingly localized and segmented (Singh et al., 2008). The researchers identified four
sub thematic areas under the global market competition: (1) access to market information,
(2) internationalization/globalization, (3) institutionalization, (4) global competitiveness,
capabilities, and know-how. The sub-thematic areas were derived by using the available
literature.
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Table 3: Thematic area analysis

Thematic areas Sub thematic areas R R R R R R R R R R
(Global challenges) 01 02 03 04 05 06 07 08 09 10
Global Market Access to market information * ok % *
Competition
Internationalization/ £ % £ % % % %
Globalization
Institutionalization * * * *
Global competitiveness % % % %

capabilities & know-how

Global Financial Access to finance * ok X *
Crisis
Intellectual property-related % £ %
activities
Implementation of best " . % % % %

accounting practices

Challenges from Challenges from Multi- %
MNCs/TNCs/Large- National Corporations
scale companies

Challenges from Trans- %
National Corporations

Source: Authors’ illustration based on qualitative interview data
Access to Market Information

The study emphasized that SMEs, in particular, are struggling to understand the global
market conditions due to less access to market information. As R 05 mentioned, “Still,
we are searching for global trends and global agents. It's really difficult to find
information regarding trends and agents in this time...” (R 05). This statement revealed
that even if they want to learn and enter the global market, the current conditions made
that attempt difficult. As R 04 revealed, the lack of institutional support is a foremost
hindrance that discourages SMEs from accessing the global market. “We have contacted
so many institutes to get market information... but they just say they will concern and
that's all. At least if they can arrange a training... They are giving it to some specific
people selected by them, and I don't know the reason” (R 04). While most respondents
find it difficult to access the market information, the statement from R 03 emphasized
that he was brave and smart enough to identify the market information and opportunities
and even extended his business to the international level. “We have now started to export
raw fruits & vegetables to Doha Qatar & Denmark since India has a greater import share
in Gulf region, and with the effect of COVID-19 pandemic, there's a limited supply of
fruits & vegetables from India due to corruption of their supply chains” (R 03).
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Even though many SMEs stated the difficulties in accessing market information, R 09
mentioned that they had identified the positive relationship between the market
information and the business’s growth. “Yes, obviously we have to be on alert in market
gaps, whereas I always research on market gaps and make aware of our sales team in
monthly meetings. I normally motivate my sales staff based on those findings and give
targets” (R 09). According to the respondent’s comments, market information analysis
and study have been conducted in the context of the present business situation. Even
though access to market information is challenging, R 09’s statement accentuates that
SMEs are capable of conducting market research using accessible information sources.

Concerning access to market information, the study revealed that there is limited access
to market information and a lack of awareness about how to access market information.
Therefore, the study emphasizes the need for institutional intervention to find and
communicate accurate market information, identify gaps and weaknesses in the business
industry, and educate and inform SMEs about the modern and timely ways of attaining
the rapidly changing market information in the current economic conditions.

Internationalization/Globalization

Many respondents stated that they were not yet exporting their products to the
international market. As per R 08, they are expecting to start exporting their products.
“Not exporting yet, but planning to export for countries like Malaysia & Austria having
understood the greater demand for Sri Lankan spices in those two countries” (R 08).
Similarly, R 09 stated, they are planning to export after the renovation of their factory.
“Not currently exporting actually, but we are expecting to export once the building
operations of the new factory premises are done” (R 09).

The interviews let researchers pinpoint the constraints SMEs face due to globalization in
the market. "High cost of production is a greater issue when competing with cheap
imported products in the market. Because still our dairy industry is highly labour-
intensive, and we have to incur high labour costs. For example, in our farm, the monthly
revenue is around eight lakhs, and the average labour cost is around six lakhs, which is
nearly 75% out of the whole revenue” (R 02).

Similarly, R 10 stated that the international brands had established their own factories in
the country, making it harder for them. “Two of the companies who imported the products
previously have established two factories in Sri Lanka, which is a huge challenge for
local products. Also, many imported products have taken over a large market share, and
those two companies are competing as the first and second market leaders in the industry,
which is a greater challenge to local products” (R 10).

R 07 revealed that the issues in technological advancement due to financial constraints
make them attenuate to compete with larger companies. “We are unable to reach to the
quality of larger companies since our machines are not technically good enough to
produce superior quality products; because such machines are highly expensive” (R 07).

53



SLJER Volume 09 Number 02, March 2022

Cases revealed that, due to the high production costs and less technological advancements
in local conditions, the prices of local products are high, and they have low quality.
Nevertheless, larger-scale companies have a competitive edge due to their reduced
production costs. As a result, SMEs cannot compete with imported products that are
cheaper than locally produced products and services. Thus, multinational companies and
other larger companies dominate in several industries.

Several cases reported that some rules and regulations on exporting, implemented by the
government institutions and quality standards had identified as roadblocks to exporting
products to other countries. As R 03 mentioned, “Institutes allow us to transport only
3000 kg of raw fruits and vegetables per week using air cargo, although there is a greater
capacity to export. Also, quality standards such as Global GAP, ISO & Organic
certifications are highly required when exporting to the international market. But it is
highly difficult to adhere to such quality standards with the existing conditions in Sri
Lanka, such as lack of awareness of farmers, lack of technical know-how, and lack of
institutional support, etc.” (R 03). R 06 stated, “The government has imposed restrictions
on exporting some food items, and as a result of it, most of the people are informally
exporting those food items in illegal ways. As a result of such illegal exportation, Europe
has banned our curry leaves (Karapincha). But if there is a legal mechanism to export
such high-demanded food items, this type of banding would not have happened” (R6).
Differently, R 03 exposed another unpleasant experience of his and expressed the need
for additional assistance from these institutions. “For an example, once there was a
requirement raised by one of our international buyers in Qatar to wash curry papaya
prior to sending to them. So, I went to some institutes to get a recommendation for a
chemical to apply for washing, and the officers there also couldn't recommend a
chemical. So, I searched by myself and applied chlorothalonil. So likewise, it is very
pathetic to say that government institutions are less updated, and we are helpless in such
situations” (R 03). This statement emphasizes the insufficiency of the involvement of
institutions towards promoting and helping SMEs compete in the global conditions.

Concerning the discussions held with SMEs, it is vital to support SMEs to compete in
globalized market conditions by providing them financial and technological assistance.
Facts indicate that some decisions, rules, and regulations implemented by government
bodies regarding businesses are not factual, specifically when competing in globalized
conditions. Moreover, it emphasizes the importance of reinforcing extension services and
restructuring institutional structures to make a functional and favourable business
environment for SMEs. Thus, it suggests the importance of institutional support in
globalizing SME businesses if the country expects to make them competitive, survivable,
and stable in the competition.
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Institutionalization

The institutionalization approach includes the establishment of formal structure, the
formalization of informal norms, and the establishment of objective processes such as
administration routines, philosophies, regulations, and a persistent focus on legitimization
(Uygun, 2015).When collaborating with other businesses, the majority of SMEs had
none. Only a few respondents found forming alliances to get their raw materials in and
their finished products out. R 02 stated that they have contracts with their suppliers to
obtain raw materials and maintain a high level of confidence between the two parties. As
a result, while contracting with suppliers, they do not sign legal agreements with them.
“The business has established contracts with suppliers to get the raw materials. Most of
our contracts with suppliers are informal and based on trust. Suppliers are always ready
to make contracts with us due to trust” (R 02). In an opposing manner, R 10 argued that
the trust between the partners is a serious concern. “Trust among partners is a serious
concern” (R 10), and implies that the trust between the two SMEs and the other party is
essential for establishing a successful relationship. Some respondents mentioned that they
are willing to start a partnership with one of their buyers. As R 06, “Currently, this
business is a sole proprietorship, and in future, planning to partner with another party
who is one of our main buyers” (R 06). Similarly, R 08 stated their expectation of starting
a partnership with buyers outside the local market. “Not yet, but expecting to expand the
business to the international market by partnering with two distributors in Malaysia and
Austria” (R 08).

Some SMEs have already established trust between two parties since it provided a better
potential for the firm’s supply chain management to flourish. Still, the majority of the
respondents avoided answering about the institutional support they received, exposing
the minus readiness of relevant officers and institutes in promoting and supporting the
institutionalization process among SMEs. The findings indicate that SMEs have
identified the cruciality of mutual trust between two parties, i.e., SMEs and the supplier/
buyer. Even though SMEs are ready to form alliances with international firms to develop
their operations, they have characterized this as a complicated procedure due to a lack of
knowledge and resources. Therefore, the findings imply the importance of the prevalence
of specifically established and authorized setups in the institutional setting to assist SMEs,
which aimed to be aware, promote, and support them in a better institutionalization
process. Moreover, the essence of these statements from respondents emphasizes the
importance of institutional intervention in legalizing these contracts to establish durable,
trustworthy, and safe partnerships among business partners. Only a few SMEs have
identified the importance of formal agreements; hence institutions must focus on
promoting SMEs for safe agreements to allow the sector’s continuous growth without
taking unnecessary risks.
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Global Competitiveness, Capabilities, and Know-how

The study revealed that SMEs are highly interested and aware of training and skill
development programs provided by relevant institutions since they get technical
competence and industry knowledge, which benefits them evidently. While evaluating
the workshops, exhibitions, and training programs in which the SME owners have
participated, the findings suggested that they have several opportunities to participate in
these types of fruitful events. As R 01 shared his experience about obtaining knowledge
from the available institutes, “Yes, IDB & Widhatha Resource Centers always support us
in updating new technology. For example, if we want a new machine to purchase, the
field officer of Widhatha Resource Center takes us to a place where such machines are
available and show how it works in advance” (R 01). The respondent had a good
impression of the “Widatha Resource Center” and the official for being helpful. Similarly,
R 02 explained the support they received from the institutions and about an experience of
participating in an international exhibition which enhanced the knowledge. “Have
participated in workshops conducted by the United States Agency for International
Development (USAID), IDB. I have visited farms and dairy factories in countries like
New Zealand and Netherland. Also have participated in international exhibitions held
abroad and got to know about these exhibitions via IDB” (R 02). R 06 also shared a
similar experience he had: “Mainly the Institute of Post-Harvest Technology provides us
the necessary technical support, and most of the time I continually do experiments to get
exposure to new technologies to make my business competitive in the global market” (R
06).

Although some respondents were satisfied with the services given by the respective
institutions, R 04 remarked that he had participated in various training programs but was
dissatisfied since they were not practical and fruitful. “The officers are asking us to do
what is on the internet. It is not practical. How can I do which are impossible to do? They
provided us with training at Makandura. We spent on our transportation cost and
participated. They have collected even Rs.100.00 to give a certificate; until now, we didn't
receive the certificate. I have been to two-three training like that” (R 04). R 04’s
statement indicates that some respective officers assigned for facilitating these kinds of
SME-related services lack practical knowledge, capabilities, and the intention to permit
transparency in generating solutions.

The study findings demonstrated that owners of SMEs obtained knowledge about global
competitiveness and other information through institutional support. However, the study
suggests that the institutional officers’ lack of knowledge on the subject matters, inability
to provide realistic solutions in some areas, and failures in acquiring trustworthiness of
SMEs created a harmful image of officers, which damages the bond between the
entrepreneurs and institutions. Evidently, some institutional framework and the role of
officers on their own is neither trustworthy nor suitable and sufficient for SMEs to
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confront global challenges. Therefore, the institutions should be supplied with rich human
resources, laws, and acceptable strategies for effective functioning.

Global Financial Crisis

The Global financial crisis has had a significant influence on many areas of economies,
including SMEs, with 2010 arguably being the most affected year (Sener et al., 2014).
According to Man and Macris (2014), the global financial crisis caused a series of
structural reforms, causing them to become more aware of the responsibilities of SMEs.
The impact of the crisis can be seen in the declining rate of SME growth and the rising
number of failures. The study identified three sub thematic areas under the global
financial crisis: (1) access to finance, (2) intellectual property-related activities, and (3)
implementation of best accounting practices.

Access to Finance

Access to finance is a critical issue for 4 out of 10 SMEs interviewed in the study. Many
stages of the SME business process have been problematic due to less financial
accessibility. Starting a firm is considerably more difficult for these entrepreneurs with
limited and fragile financial strength. Similarly, lending money for SMEs from financial
institutions is more difficult as they do not emphasize SME:s in their institutions. As per
R 02, "From the very initial stage of the business, we faced liquidity problems. We started
the business with a very limited budget and recovered the expenses via daily sales. Those
days, we had to face a lot of difficulties even to open a current account. However, with
the expansion of the business, we could recover those problems step by step. But
continuously we had to face cash flow problems" (R 02). When starting up the business,
SMEs invest capital in various assets, including buildings, equipment, goods, and many
more. Business liquidity measures how easily an asset may be converted to real money.
However, in a start-up business context, considerable time is necessary to get profit from
the business. Therefore, the study emphasizes the importance of institutional intervention
and assistance for SMEs to overcome these financial bottleneck conditions.

In-depth discussions with SMEs revealed that even though SMEs could obtain loans from
financial institutes, managing all their economic activities at once was a
challengeable scenario. They must pay all expenses, salaries, and loan instalments from
their initial income. It further revealed that the interest rate is unfavourable to them if the
business is in the start-up stage. As R 03 revealed his experience, “Interest rate is a
greater problem. The average interest rate of our business is 16.1%, and the profit margin
is around 21-22%. Out of the overall profit, I have to pay out 75% portion for banks.
Also, it is very difficult to gain profits during five years of loan settlement period since
the business has to recover initial capital, interest, tax, rent, salaries & other payments,
and a very small portion of revenue remains as profit" (R 03). Similarly, R 08 has stated
how hard it is to cover up even the initial capital he incurred. "Actually, I tend to cover
all the day-to-day business expenses including machine purchases through the revenue
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generated from sales, and still not in a profit level to recover the initial capital which 1
have already incurred” (R 08). These statements indicate the importance of eliminating
weaknesses of SMEs in the capital acquisition, business planning, and essentially,
afforcing them with better financial management skills. Therefore, it is a responsibility
of relevant institutes to involve and facilitate the growth potential of the SMEs in these
problematic situations on behalf of permitting financial security until they are stable in
the globalized market conditions.

Furthermore, the statements from R 02 revealed the gloomy experiences of entrepreneurs,
newly-entered in to the agri-business sector and the difficulty for SMEs to obtain loans
at their start-ups. “At the very initial stage, it was very hard to get access to loans because
banks were reluctant to give loans to SMEs like us. But once we established, many of the
bankers are coming behind us, asking to provide loans, credit cards, and open current
accounts. But it is very sad to say that, at the very initial stage, most of the banks were
reluctant to open even a current account for our business” (R 02).

R 04 revealed another view of the problem, i.e., the age limitation and tax issues. “/ can
pay tax and all. But if there is nothing coming back from them, why should I pay tax? 1
have tried to take a personal loan to face the difficulties, but they refaced because of my
age. Then I had to apply for income tax...We are paying at the proper time, so it is easy
to get loans again. But now we cannot get personal loans because of the age limitation”
(R 04).

Analysing most of these cases reveals that many financial institutions are more interested
in acquiring property after a business has gone bankrupt than assisting them in recovering
and achieving success. Many cases revealed that banks would not pay attention to their
company ideas but instead focus on their properties. As R 02 put it, “No proper
monitoring system to screen out the financials of businesses once get loans. Providing
loans for SMEs based on properties, but not based on business plan” (R 02).

A similar experience was expressed by R 03. “Banks keep an eye on our personal
properties when providing loans. Recently when I went to get a loan, the manager of the
bank mainly focused on my personal properties, but not on the business project. Actually,
1 have a plan to operate 50 outlets island-wide with 10,000 farmer bases. But the manager
didn't ask for any of my business plans. So, their intention is to take over properties when
a business is bankrupt and unable to pay the loans” (R 03). This statement from R 03 is
vital in showing that as a country, Sri Lanka is lack in development financing. It revealed
that existing financial/commercial banking system is rather corporate, and interest/assets
driven rather growth and development of the industries.

According to the interviews with SME owners regarding financing concerns they
experienced, they signified that start-up businesses suffered liquidity issues due to the
lack of a significant profit, specifically at the start-up stage. The study further exposed
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the importance of implementing policy-based financial assistance for businesses to
alleviate their financial constraints.

The study also revealed that some officers and financial institutes have failed to acquire
the trustworthiness and make accurate decisions in addressing economic issues of SMEs.
Therefore, to help overcome these financial constraints, government mediation is
essential to restructure the financing grant policies and conditions of financial institutes,
which could be in the form of subsidies, loans, and tax inducements.

Intellectual Property-related Activities

Only three respondents provided their response on intellectual property-related activities.
Therefore, it is evident that most SMEs are not interested in obtaining patents and
copyrights for their products or they are not having much understanding on property
rights. R 06 revealed his unpleasant experience in not acquiring the patent for his
invention. “The dryer plant is my own design. But I couldn't get the patent because one
person has got patent for this kind of machine before me” (R 06). Furthermore, R 03
stated that he expects to get consultancy service with a relevant institutional expert to
develop the brand name in terms of intellectual property-related operations. “I expect to
get consultancies from the university academics to develop a brand name for Sri Lankan
fruits & vegetables when expanding the business operations to international market” (R
03). Similarly, R 05 mentioned, “... from next year onwards, I am hoping to do the
trademark registration” (R 05).

The findings related to the intellectual property emphasized that the majority of SMEs
are unfamiliar with these rights and have not been informed about the benefits of
acquiring such rights. Almost all respondents were dissatisfied or unaware of the
institutional support provided by the relevant authorities. As R 03 put it, “We didn’t
receive any support from institutes yet regarding this” (R 03). Therefore, it implies the
importance of enhancing, intensifying, and reinforcing the institutions’ process of
assisting, such as awareness programs and training, to enlighten the SMEs on acquiring
the property rights.

Implementation of Best Accounting Practices

As revealed by 7 out of 10 respondents, many SMEs had no dedicated accounting units
or human resources to maintain proper accounting records. The findings revealed that
accounting practices are handled by the owner or his/her family member most of the time.
Some have a separate person in charge of accounting. R 01 stated that his daughter is
responsible for dealing with the accounting part of their business. “Yes, currently my
daughter is doing the accounting practices” (R 01). Similarly, R 06 and R10 stated,
owners themselves are handling the accounting practices of their businesses. “Accounting
is done by me” (R 06), “Yes, the owner of the business does all the accounting parts of
the business” (R 10). Similarly, R 08 mentioned that the owner’s wife handles the
accounting practices. “Accounting records are done manually using books of accounts
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by his wife” (R 08). While many SMEs manage the accounting process independently,
certain SMEs have stated that they are hiring professionally qualified accounting
professionals. R 03 stated, "Yes, I have hired a charted accountant” (R 03), and R 09 put
it, “We have outsourced that with an audit firm” (R 09).

On the other hand, R 04 stated that he does not keep proper accounting records and
maintains income and expenses manually without the assistance of an expert. “/ only
write down the number of packets we produce in a day. I know the expenses for a month.
In the morning, I search for the number of mushrooms which grow for a day. That's it.
No more accounting practices. Why should I, and to whom to show? To pay income tax?”
(R 04). This statement disclosed that some SMEs feel that proper accounting maintenance
will result in income tax requirements. Hence, they avoid appropriate accounting
practices. Therefore, a genuine understanding among SMEs is vital to maintain better
accounting practices and document handling.

The study revealed the prevalence of some unique and significant challenges in the
process of adopting SMEs to accounting practices. The cases exposed that some SMEs’
lack of strategic view on accounting hindered them from these prime business practices.
Therefore, it is mandatory to bring forward the institutional intervention and SMEs’
willingness to adopt accounting practices and related activities by providing guidance
required and inspiring SMEs to benefit from such methods.

Challenges from TNCs / MNCs / Large-Scale Companies

Partnering with resourceful initiatives to eliminate resource deficiencies is a common
type of connection formed by SMEs with MNCs. In many cases, SMEs serve as material
suppliers and component assemblers for multinational corporations (Maarof & Mahmud,
2016). According to Prasanna et al. (2019), TNCs/MNCs/Large-scale companies are a
source of acquiring technological advancement of the SMEs, enhancing their readiness
towards rapidly changing globalized market conditions and permitting their security &
growth in the production and marketing process.

Only one respondent, R 01, revealed his ideology on the challenges from TNCs / MNCs
/ Large-scale companies: “Several larger-scale companies try to capture the local dairy
farmers by purchasing their milk at higher prices, whereas small-scale companies like us
will be in a greater trouble to fulfil our milk requirement” (R 01). The statement
emphasized that he was concerned about the milk supply for his company, as large-scale
enterprises were purchasing most of the production. As other SMEs showed an ignoring
nature and unawareness towards the question, it is affirmed that most SMEs in the sector
still have no proper idea about the impact from these large firms. Therefore, the
institutions must be aware and encourage SMEs to establish solid and trustworthy trade
partnerships between SMEs and TNCs, MNCs, and large-scale companies to acquire an
unruffled technology advancement to face the global challenges.
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CONCLUSION

This study addressed the apparent lack of research on the global challenges and
constraints faced by agro-based SMEs and the relative opinion of agro-based SME
owners on institutional support towards facing those challenges. Specifically, the findings
of this study can be generalized to agro-based SMEs in Sri Lanka and other similar
developing nations.

The study cantered upon two research questions: a) What are the global challenges and
constraints faced by SMEs? and b) What is the relative opinion of agro-based SMEs on
institutional support towards facing global challenges?

The global challenges are considered one of the key retardants for SMEs, hindering their
growth and diminishing the potential contribution to the national economy. Hence the
researchers carefully identified the main three global challenges faced by SMEs as (a)
Global market competition (b) Global financial crisis and (c) Challenges of
MNCs/TNCs/large scale companies.

Genuine consideration by the government and the relevant authorities regarding the
aforesaid sub thematic areas in the study, including policymakers in the field, is essential
to overcome the global challenges of SMEs and develop the institutional setting. It affirms
the decreased failing rate and the sustained growth of the SME sector of Sri Lanka. When
considering SMEs’ relative opinion on institutional support they receive, many cases
emphasize a low satisfaction in most areas in the institutional setting.

Therefore, the SME-focused government programs related to the agribusiness sector
should be restructured and improved to make it more supportive to SMEs, ensuring they
dispense practical solutions and provisions to their problems is necessary. The study
revealed that many services offered by the institutional setting are not at an acceptable
level. Hence, implementing proper screening mechanisms helps determine and
occasionally improve the quality of business support services. Adequate training
programs for SMEs should improve marketing, decision making, human capital
management, production, finance, etc., while policy adjustments and reforms are
necessary to strengthen the institutional setting relevant to the SME sector’s needs. Some
respondents identified the importance of universities in directing and guiding SMEs in
reaching their requirements and targets; hence universities and other related institutes
should focus on disseminating their services to the SME sector and relevant institutes.
The association between institutional imperfections and the SMEs’ global challenges
strengthens the significance of reinforcing government policies that reduce constraints in
the SME sector and institutional setting by focusing on these criteria. Moreover, the
different sub-thematic areas under three main global challenges should be rigorously
investigated to further analyse the global challenges and constraints faced by SMEs, their
readiness, and preparedness of institutions to address the SMEs’ competitive global
challenges in Asian nations such as Sri Lanka. It should be specifically noted that the
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study focus is limited to the views of local SME owners related to the Agro-based
industries in Sri Lanka.

Therefore, further studies are encouraged to investigate and articulate opinions on SME
sector development and the upturn of the institutional setting to depict a holistic view on
the research subject.
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