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ABSTRACT

The study “Analysis of the critical success factors of innovation of Small and Medium
Enterprises of science technology operating in Sri Lanka” identifies the critical success
factors of innovation for promoting enhancement of performance of the Small and the
Medium Enterprises (SMEs) in science technology industry operating in Sri Lanka. SMEs
play an important role in any economy through generating of employment opportunities
contributing to GDP growth, embracing innovations and simulating other economic
activities. This sector is said to be the backbone of all developed and developing nations.
For this study, relevant available literature was reviewed. Innovation has been a dominant

factor in maintaining worldwide competitiveness.

A questionnaire was prepared to collect data from 35 SMEs. Follow-up interviews were
conduct with a view to obtaining additional information. The data collected from the
survey were analysed to establish relationships between the various factors and issues as
well as their relative significance were taken into account. Four hypotheses were tested
using paired sample student t-test and regression analysis and chi-square for independent

samples and descriptive analysis.

It is found that the SMEs actively engaged in science technology have more focused on
product innovation than a process and service innovation as well as more focus on SMEs
incremental aspect and disinclined rather to radical innovations on products, process and
service innovations. That means improvement on major or minor changes to the product,
process and service innovation but not a radical change of new product to the existing
market or new market, new process to existing product or new service to existing product.
However, this focus on each type of innovation is not significantly related with business
performance and innovation performance. It is observed that focus on incremental and
radical innovations are related with the age of the firm in SMEs engrossed in Science and

technology.

Key Words: Innovation, Business Performance, SMEs, Science Technology, Sri
Lanka
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CHAPTER 1- INTRODUCTION

1.1 Introduction of the study

Small and Medium Enterprises (SMEs) play an important role in any economy through
generating opportunities for employments contributing to GDP, embracing innovations
and simulating of other economic activities. This sector is said to be the backbone of all
developed and developing nations. SMEs perform as a useful engine of economic growth
of countries because they have the capacity to achieve rapid economic growth, while
creating to a considerable extent of employment opportunities. Therefore, development of
this sector is of paramount important once for any country irrespective of their level of

development. This development is even more important in those economies.

The globalisation of product and service markets is accelerating at a terrific rate. All
companies, in particular SMEs face increasing competition for sales, technical know-how
and skills. In this environment, competitiveness at the company level depends crucially on
the speed with which new products can be brought to the market place and on new cost-
saving improvements made. The issues or the question of creation of wealth and
employment depend to a very large extent on the speed with which scientific and
technological breakthrough is transformed into practical and attractive solutions. The
ability to reap the rewards of scientific achievements requires much more effort than the
ability to turn a new idea into a working product. Efficient flow of soft technology is not
adequate, and finance and business skills are also important. There must be accessible
protection for intellectual property, and adequate incentives for entrepreneurial drive.

Therefore, SMEs have the tell need of a dynamic and self-sustaining culture of innovation.

Having understood this fact, successive governments in Sri Lanka have taken various
steps, from time to time, to promote this vital sector since independence. When analyzing
the present contribution of this sector to the national economy, it is clear that this sector
has not achieved a corresponding or reciprocal level of contribution when compared with
that of other developed and developing countries in the region. All our socio-economic
developments are based on the innovation systems that need to be explored further. One of
the positive features of adopting an innovation system perspective in the Sri Lankan

context has been to explore small and medium enterprises that operate as a system towards

1



sustainability and contribute to socio-economic developments of the country enhancing the

relevance of science and technology in the Sri Lankan context.

1.2 Problem Statement

The purpose of this study is to effectuate an analysis of the critical success factors of
innovation of Small and Medium Enterprises in science and technology operating in Sri
Lanka. Innovation is the main driver for companies to prosper, grow and sustain a high
profitability. If product, process and service innovations on radical and incremental focus
are brought into the reaching aspects will be important area of paramount the performance
of SMEs. Therefore, it is essential to investigate into the impact of these innovations on the

performance of SMEs.

However, small industries in the developing countries still suffer from severities of several
inadequacies, technological backwardness, low production efficiency and poor quality of
products. In order to make them technologically competent and enable them to
manufacture product, based on the new edge technologies, a consistent effort must be
made of facilite transfer and diffusion of technologies from the academic and research
institutions. New product development and improvement of productivity and quality of
existing products are essential to the future of SMEs in their need to keep pace with the
changing market economies and preferences. How innovation focus and similar types will

impact on the SMEs’ business and innovative performance in Sri Lanka?

The following research questions are expected to be asked to obtain answered to construe

the research objectives.

RQI. What types of innovations (Product, Process or Services) are predominant in the
SMEs in Sri Lanka?

RQ2. For each type of innovation what is the focus in relation to the pursuit of radical
versus incremental innovations?

RQ3. What is the relationship between SME’s each type of innovation and innovation

performance compared with competitors?



RQ4. What is the relationship between SME’s innovation focus on each type and business

performance?

1.3 Problem Justification

For socio-economic development of any country, a strong Industrial base is desirable. The
natural resources need to be developed and utilised both as input to industrial production
and as direct products for the social well-being of the people. The innovator is of
paramount importance in the commercial success of innovative products in SMEs. The
recognition of the importance of innovation and SMEs has led to the development of the

National Systems of Innovation in several countries.

The SME sector is well recognised for its contribution to employment, innovation and
economic dynamism and is considered as an engine of growth and an essential part of a
healthy economy. It provides the industrial leaders of the future, improves the competitive
edge of the economy by maximising the range of choice available through market
provision and challenges the dominance of existing large industrial units, thereby forcing

them to innovate.

Today, Sri Lanka SMEs operate under various conditions and constraints, which stand on
the way to achievement of organizational goals. It has been suggested that SMEs operating
high growth businesses are the engines of the economies and they provide the majority of
new jobs. While much has been researched about high growth SMEs, their roles and
importance in the economy, what has been lacking in many of the studies in this stream is

the important role that innovation plays in fuelling such growth in the SMEs.

Innovation has been a dominant factor in maintaining worldwide competitiveness. It fuels
organizational growth, drives future success, and is the engine that allows businesses to
sustain their viability in a global economy (Gaynor, 2002). For companies pursuing
excellence in this era of hyper competition, restructuring, lowering costs, and enhancing
product or service quality are no longer sufficient. Porter and Stern (2001) argued that

companies must be able to create and commercialize a stream of new products and



