The State of
Social Enterprises
in Sri Lanka

Foreword
The term ‘Social Enterprise’
is relatively new to Sri Lanka,
although the practice of
employing business approaches
and leveraging market
mechanisms to address social
problems has a long and
distinguished history in the
country, in the form of
co-operatives, thrift societies,
and welfare and development
societies.
In the past decade, there has been a surge in
social entrepreneurship across Sri Lanka, with
new social enterprises established to tackle a
myriad of social and environmental problems
and foster social inclusion, economic integration
and sustainable development.
Yet until now our understanding of this
phenomenon was limited. And this is why I am
so pleased by the publication of this landmark
survey which reveals with unprecedented clarity
the exciting breadth, depth and potential of
social enterprise in Sri Lanka.

many operating in multiple locations, and that
they are addressing issues at the village level,
nationally and, in some cases, internationally.
The survey also confirms that the sector is
growing rapidly, with 38 per cent of all social
enterprises set up in the past ten years. It
estimates that today there are between
6,000 15,000 social enterprises in Sri Lanka.
Additionally, it evaluates the growth rates of
these enterprises and identifies the social
objectives they aim to achieve.

Commissioned by the British Council and based
on methodology developed for our Global Social
Enterprise programme, the research was carried
out by Lanka Ventures and Social Enterprise UK
with support from United Nations ESCAP and a
number of other partners.

The findings indicate that the sector is vibrant
and increasingly diverse, with social enterprises
adopting a range of business models and
operating across the manufacturing, agriculture,
cultural, creative and environmental protection
sectors. And these organisations are ambitious,
with strong aspirations to increase sales with
existing customers and diversify into new
markets.

It finds that social enterprises are active in all of
Sri Lanka’s 25 districts and nine provinces, with

This is welcome news given the beneficial
social impact that social enterprises deliver.
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This includes creating employment and income
generating opportunities for young people and
marginalised communities; working to support
vulnerable children and adults; and empowering
women and girls.
At the same time, the survey identifies
some of the biggest barriers facing social
enterprises. These include a lack of awareness
and understanding of social enterprise among
the public and the lack of targeted support
for the sector from government and other
influential organisations. Alongside this, the
survey pinpoints business constraints for
social enterprises, such as access to finance,
and it examines their future needs in terms of
technical, managerial and financial support.
Our hope is that this research will equip policy
makers, social investors and other key actors
with the knowledge they need to provide more
targeted and enhanced support to the social
enterprise sector while simultaneously raising
the public profile of social enterprise.
The research will also inform the delivery
of all of our social enterprise activity – from
social enterprise training and consulting to
policy dialogues – and serve as a baseline for
measuring the impact we and our partners can
achieve. This includes our programme with the
EU, CARE Germany-Luxembourg and Chrysalis
to support integrated rural development in the
most vulnerable districts of the Central and Uva
Provinces
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The survey will also inform our partnership with
United Nations ESCAP to promote the growth of
social enterprise and social impact investment
in Sri Lanka and across the Asia-Pacific region
as a means of supporting progress on the
Sustainable Development Goals (SDGs).
In closing, I would like to express my deep
gratitude to Lanka Social Ventures, SEUK,
United Nations ESCAP, and all the partners,
organisations and individuals that contributed
to the survey. We look forward to further
opportunities to collaborate with you in seeking
to build a more sustainable, inclusive and
prosperous future through social enterprise and,
in doing so, build collaboration, opportunities
and trust between the UK and Sri Lanka.

Gill Caldicott
Country Director of the British Council in Sri Lanka

BRITISH COUNCIL
The British Council is the UK’s international organisation for cultural relations
and educational opportunities. We create friendly knowledge and understanding
between the people of the UK and other countries. We do this by making a positive
contribution to the UK and the countries we work with- changing lives by creating
opportunities,building connections and engendering trust.
Equality and diversity are an important part
of our work and we have adopted a strategy
of embedding them in everything we do
through our Equality, Diversity and Inclusion
policy. In addition, we deliver programmes in
many countries, which support our priority
of progressing gender equality and the
empowerment of women and girls. A key part of
our role is to support knowledge exchange and
dialogue between the UK and other countries as
well as working in partnership to address gender
inequality and support the empowerment of
women and girls.
We also deliver a Global Social Enterprise
programme that draws on UK experience
and expertise to promote inclusive economic
systems and help address entrenched social and
environmental problems in our communities
and societies.

Our previous publications include:
a Vision of Social Enterprise in Europe
2020 which considers the evolution of social
enterprise into the mainstream economy
Think Global Trade Social which examines the
role of social business in achieving progress
on the UN’s Sustainable Development Goals
surveys providing crucial evidence about social
enterprise in countries such as Pakistan, Ghana
and Myanmar
More information about our work in both social
enterprise and women’s empowerment can be
found at https://www.britishcouncil.org/society

Working across 29 countries with local and
international partners, we provide capacity
building for social entrepreneurs, promote social
enterprise
education in schools and universities, and
manage international development projects that
foster the growth of social enterprise. We also
convene policy dialogues, organize study tours
and publish reports to share knowledge and
best practice in scaling the social economy.
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UNITED NATIONS ESCAP

The Economic and Social Commission for Asia and
the Pacific (ESCAP) serves as the United Nations’
regional hub promoting cooperation among
countries to achieve inclusive and sustainable
development. The largest regional
intergovernmental platform with 53 member
States and 9 associate members, ESCAP has
emerged as a strong regional think-tank offering
countries sound analytical products
that shed insight into the evolving economic,
social and environmental dynamics of the region.
The Commission’s strategic focus is to deliver on
the 2030 Agenda for Sustainable Development,
which it does by reinforcing and deepening
regional cooperation and integration to advance
connectivity, financial cooperation and market
integration. ESCAP’s research and analysis
coupled with its policy advisory services, capacity
building and technical assistance to governments
aims to support countries’ sustainable and
inclusive development ambitions.

across the Asia-Pacific region as a means
of supporting progress on the Sustainable
Development Goals (SDGs).
Together we are cooperating to provide
research, analysis, training, policy dialogues
and offer guidance to support policy makers
and other stakeholders in formulating and
implementing policies and strategies that
foster social enterprise and create enabling
environments for impact investment.
The social enterprise survey in the Pakistan
is an example of this work and will provide
information as to the size and scale of the social
enterprise sector in the country.
Social enterprises harness trade, investment
and business activity towards social and
environmental objectives and are increasingly
recognized as critical drivers of innovation for
sustainable development.

About the ESCAP – British Council partnership
In February 2017, the British Council and ESCAP
signed a collaborative agreement to promote the
growth of social enterprise and impact investment

Disclaimer:
This publication has been produced with the assistance of the United Nations Economic and Social Commission
for Asia and the Pacific. The contents of this publication are the sole responsibility of the British Council and
can in no way be taken to reflect the views of ESCAP.
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Lanka Social Ventures

Lanka Social Ventures (LSV) is a ‘social
enterprise’ committed to promote and
support entrepreneurship and innovation
for social development and environmental
sustainability. LSV supports entrepreneurial
and innovative individuals, groups,
communities and SMEs to develop and
transform into successful and financially
sustainable ‘social enterprises’. LSV
understands the challenges women and youth
entrepreneurs face in terms of access to
finance and technical advisory and takes on a
gender and youth lens approach.

LSV was established in 2015 and is governed
by a board of directors. As a social enterprise,
all its revenue is reinvested in business and for
promotion and support social enterprises and
SMEs.
Over the past three years, LSV has emerged as
one of the leading business support providers in
the social enterprise space in Sri Lanka.

LSV’s key functions are:
² IMPACT HUB - Social Enterprise Incubator
& Accelerator supports early stage social
entrepreneurs and innovators by providing
business-critical services needed for young
social enterprises to grow and thrive.
² Social Enterprise Academy - delivers
internationally accredited training for social
entrepreneurs / SME owner managers
and business coaches & advisors in
partnership with the Institute of Enterprise
& Entrepreneurs, UK.
² Research & Consulting – provides technical
advisory and shares experience and
expertise with public, private and nonprofit organisations in the areas of social
enterprises, SME policy and practice, skills
and employment and related sectors.
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Executive summary
This report presents the findings of a recent

a broad range of legal structures, including

study on social enterprises in Sri Lanka. The study

traditionally private sector business forms, as

used a combination of desk research, interviews

well as those of associations, co-operatives and

with expert stakeholders and a survey of social

companies limited by guarantee.

enterprises, which engaged representatives from

Although the term ‘social enterprise’ is new to

a diverse range of industries and sectors across

Sri Lanka, the concept is not. Many organisations

the country.

surveyed didn’t necessarily consider themselves

For the purposes of this research, social enter-

to be social enterprises, even though they met

prises were defined by two key criteria: a mission

the study’s defining criteria.

to generate social and community benefit, and

Some 30 per cent of the surveyed social

the adoption of trading activities to fulfil that

enterprises have been in operation for more than

mission.

15 years, and some, especially co-operatives,

Some 368 organisations responded to the sur-

have been in operation for well over 50 years.

vey, and they provided rich data on the sector,

Another 38 per cent of social enterprises have

demonstrating a genuine commitment to their

been operating for less than ten years, indicating

missions, as well as a clear understanding of their

a rapidly growing sector.

individual challenges and needs for support.

Most of the surveyed social enterprises have full-

The survey reveals that social enterprises in

time staff, part-time staff and volunteers who

Sri Lanka operate across the

manufacturing,

support at events. On average, social enterprises

agriculture, cultural, creative and environmental

have one or several full-time employee(s), and

protection sectors, and that many work across

many social enterprises have a work force with

multiple industries.

a majority of staff employed on a part-time

Social enterprises can be found in all 25 districts

basis. Volunteers also play an important role,

of the country, and many operate in multiple

with around a third of social enterprises creating

locations. The majority of the social enterprises

opportunities for volunteers, and this is most

surveyed provide services directly to local

common amongst social enterprises initiated by

communities, with some providing services

international non-governmental organisations

nationally, while they work to address issues

(INGOs).

at the village level, nationally and, sometimes,

Social enterprises work with diverse groups

internationally.

across the community, including vulnerable

Sri Lankan social enterprises have adopted

children and adults, young people, women
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Executive summary.....Cont...
and girls and people with disabilities. Many

This research clearly indicates the exciting

social enterprises support multiple groups of

breadth, depth and potential of social enterprise

beneficiaries and serve diverse communities.

in Sri Lanka. At the same time, the survey findings

A majority of social enterprises work to create

also reveal that the current resources provided to

employment or income opportunities for

social enterprises by the government and other

vulnerable or marginalised populations within

organisations do not adequately support the

their communities.

needs, aspirations and growth of the sector in Sri

There study also shows some evidence of Sri
Lankan social enterprises carrying out impact
evaluation and reflective practices.
Social enterprises in Sri Lanka have strong growth
aspirations, aiming to increase sales with existing
customers and diversify into new markets.
The survey respondents also provided thoughtful
reflections on their own key challenges and
support needs, which impact on the sustainability
and growth of the social enterprise sector in Sri
Lanka. These include a lack of suitable funding
during the phases of enterprise start-up,
development and expansion; the financial and
personal risks associated with setting up a social
enterprise; the availability of skilled workers and
volunteers; and a lack of access to affordable
and appropriate support. Another key challenge
is the need for greater public awareness and
recognition of social enterprises. Furthermore,
many social enterprises struggle with marketing
themselves, and may find it more difficult
than traditional for-profit businesses to build
networks, supply chains and markets.

16
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Lanka. Even so, it is still a rich, diverse and distinct
vibrant sector that benefits both the social and
economic life of the country and its people.

Introduction
The concept of social enterprise is deeply
rooted in Sri Lankan business practice. Yet, the
terminology and organisational model in its
more recent incarnation are relatively new to
the country.
So, social enterprise, while old in practice, is a
relatively new concept1 . In 1902, US non-profit
Goodwill Industries first pioneered the notion of
‘a hand up, not a handout’ by developing a social
business that offered employment to the poor
through mending and selling used clothing2. In
the UK, the pioneers of social enterprise can
be traced back to August 1844, when a group
of 28 Rochdale workers formed a co-operative
society. They viewed co-operation as the best
wayof giving ordinary people control of their
own organisation, with all members having an
equal share in decision-making and receiving a
fair share of the profits3.
Across the globe, the concept of social enterprise
has been interpreted and understood differently,
but this has not stopped social enterprises from
becoming an integral part of the entrepreneurial
ecosystem4. The contributions of social
enterprises towards sustainable development
have been acknowledged by the United Nations
(UN), World Bank, Asian Development Bank
(ADB) and others . Anecdotal and research
evidence suggests that social enterprise
activity is increasing, with more social start-

ups, incubators, accelerators and social finance
providers setting up worldwide. Communitybased organisations and non-governmental
organisations (NGOs), too, are exploring social
enterprise models to support their social mission
and financial sustainability.
However, to date there has been little quantitative
evidence on the number of social enterprises
that are operating in Sri Lanka and the social and
environmental impact they are delivering. We
know that many social enterprises are engaged in
livelihood development and social services. Yet,
the impact and influence of these programmes
remain unknown.
This study was conducted by LSV with support
from SEUK and local partners. It sought to
generate an estimate of the total number of
social enterprises operating in Sri Lanka, and to
establish existing policy activity that is relevant
to social enterprise. The primary component
of the study was a survey of social enterprises,
and a brief review of policy and higher education
activity relevant to social enterprise was also
conducted. There research comprised five main
phases:
a. Methodology design, validation and
development.
b. Social enterprise database and survey
sample.
c. Social enterprise survey data collection
and analysis.

1 Social Enterprise UK, 2017
2

http://www.goodwill.org/about-us/goodwills-history/
Social Enterprise UK, 2017 / For further information on Rochdale Cooperative https://www.rochdalepioneersmuseum.coop/
wp-content/uploads/2013/02/Our-Story.pdf
4
See for example http://www.unescap.org/news/international-coalition-promote-social-enterprise-and-impact-investmentsustainable-development or http://blogs.worldbank.org/dmblog/business-doing-good-supporting-social-enterprisesector
3
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d. Desk-based research and interviews
(related to policy and higher education).
e. Data collection to inform the estimate of
the total number of social enterprises.

Social enterprise classification
An important element of the study design was
the approach taken to defining social enterprises.

inclusion or exclusion criteria (see Table 1),
without informing them of a specific definition,
which allowed for a definition to be applied later.
For the purposes of this report, the research
team, following consultation with stakeholders,
settled on a combination of criteria that had
to be met for a respondent to be considered a
social enterprise. It is not suggested that these
criteria together form a watertight or universal
definition of social enterprise, nor that others

18
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Given the absence of a universally accepted
definition, the research team decided not to
impose a strict definition of social enterprise,
but instead decided to identify a clear process
of understanding social enterprises within the Sri
Lankan context. To do this, survey respondents
were asked questions that could be used as

should adopt it. It is simply the combination of
criteria that the research team found as most
appropriate for the purposes of this study, and
which is based on lessons from a wide range of
contexts, international research and feedback
from key national stakeholders.

Defining social enterprises

“Social enterprises are

businesses that tackle social and
environmental problems. They
create jobs and generate income
like other businesses, but instead
of channelling their profits to
owners they reinvest them to
support their social mission. In
doing so, they are improving
people’s lives in our communities
and societies.5’

Across the world and within Sri Lanka, the concept
of ‘social enterprise’ can be defined according to
its distinctive features:
• A central mission to address a particular
social and/or environmental problem.
• The use of commercial strategies.
• An emphasis on maximising impact over
profit.
• A focus on finding solutions within
communities.
The proportion of profit reinvested in the business
or shared with beneficiaries and stakeholders
is often a characteristic that attracts significant
debate.
Both the opportunity and challenge afforded
by this lack of a clear, universal definition is that

social enterprise can, therefore, encapsulate a
spectrum of activities. It is, perhaps, critical to
allow a commonly agreed definition to emerge
within and from the needs of the local context.
However, local contexts can vary, even within a
country, rendering even a single uncontested
definition in one country challenging6.
Still, a clearer, generally agreed definition of
what constitutes a social enterprise within the
Sri Lankan context is needed for several reasons.
Firstly, mapping and tracking this sector of the
economy remains a challenge without a consistent
working definition. Secondly, lingering ambiguity
around the definition makes it harder for social
enterprises to promote themselves effectively
to customers, investors and regulators, and to
differentiate themselves from other businesses.
Thirdly, potential funders further afield, including
official aid agencies, may find it hard to identify
social enterprises to provide support. Finally, it is
difficult for the government to provide targeted
support and even fiscal incentives without clarity
over what types of organisations are eligible.

5 British Council website
6 http://www.centreforsocialenterprise.com/what-is-social-enterprise/
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Study methodology
Study aims
This study aims to provide a better understanding
of the profile of social enterprises in Sri Lanka.
The study seeks to provide an estimate of the
current size and scale of the social enterprise
sector in the country.
In addition, this research aims to support
the British Council’s Global Social Enterprise
programme in evaluating impact of its work and
tracking how the sector develops in the coming
years.
The study also briefly assesses whether there are
existing policies to support social enterprise in
Sri Lanka, in order to create a baseline of policies
relevant to the sector. These can be mapped over
time to assess if engagement with policymakers
results in explicit support for social enterprise in
the future. Additionally, the study explores the
extent to which higher education institutions
in the country currently provide social-enterprise-specific educational options as a baseline
to observe how this changes over time.
Despite the limitations of this study, it is hoped
that it will help other interested parties to assess
progress and develop interventions that will support the growth of the sector.
This study will also help to reveal the sectors in
which social enterprises are operating successfully, where the gaps are, and what trends and
developments could shape the sector’s future.

It is also hoped that this study will make an
important contribution to the development of
the social enterprise sector by equipping other
actors with the information to devleop better
targeted support interventions.
The key objectives of the baseline study are to:
• Identify the number of social enterprises
operating in the 25 districts and nine
provinces of Sri Lanka, and the types of
activities they undertake.
• Evaluate the growth rates of these
enterprises, identifying those with the
highest growth and why they succeeded in
expanding.
• Analyse the employment and leadership
opportunities for women in the sector.
• Identify the social objectives of social
enterprises and how surpluses are directed
towards achieving those.
• Determine the types and sources of
assistance that social enterprises have
received, as well as their future needs in
terms of technical, managerial and financial
support.
• Describe the status and nature of the
social enterprise ecosystem in Sri Lanka,
including the policy, regulatory and support
environment, and pinpoint business
constraints such as access to inputs,
outputs and credit markets.
• Improve the overall understanding of the
policy ecosystem, including:

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

21

o Government and NGO policy.
o Financial inclusion, microfinance
development and regulatory
measures.
o Private sector development, in
particular relating to support
offered to micro, small and medium
- sized enterprises (MSMEs).
The expected outcome of this survey is to
enhance knowledge of the structure and
performance of social enterprises in urban
and rural areas of Sri Lanka, and to inform the
creation of policy measures and interventions
to enhance their growth and impact on socioeconomic development.
The literature on social enterprise in Sri Lanka is
limited. Therefore, the literature review as part
of this study has drawn upon evidence relating to
the country’s small and medium-sized enterprise
(SME) sector. One major observation of this
study is that successive Sri Lankan governments
have taken various steps to develop small and
medium-sized industries since independence
in 1948. However, the contribution of SMEs
to the national economy is still lower than
in other developing countries in the region.
The contribution of SMEs to Sri Lanka’s total
gross domestic product (GDP) increased to
52 per cent in 2011, from 40 per cent in 2010.
However, SMEs continue to be constrained by
poor infrastructure, limited access to finance,
tax regulations, an inadequately educated
workforce, corruption, inefficient government
bureaucracy, and restrictive labour regulations7

7 The Global Competitiveness Report 2011-2012, 2012
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Methodology
This study was carried out between April and
September 2017. Data was gathered from a
cohort of 416 organisations, identified from
records held by NEDA, LSV, the British Council,
Social Enterprise Lanka (SEL), the NGO Secretariat
and the provincial Departments of Co-operatives.
Data was collected by enumerators on a one-onone basis, using a structured questionnaire. A
web-based questionnaire was posted online to
collect data from those who have Internet access,
but who were unable to meet face-to-face. Of
the 416 respondents, 368 were identified as
social enterprises, as per the criteria used in this
study, amounting to 88 per cent.
The 48 organisations that did not meet this
study’s social enterprise criteria received over 75
per cent of their revenue from donor funding or
grants.
The data and information that informed the study
were derived from both primary and secondary
sources. Primary data was collected through a
combination of qualitative and quantitative approaches. The methodology included a stakeholder analysis to determine key organisations
and individuals to be consulted during the study.
Secondary data was collected from various published and unpublished literature, government
censuses and statistics, and online sources.
Qualitative data was principally obtained through
discussions with relevant government officials,
representatives of private and non-governmental
organisations and key stakeholders in the social
enterprise sector.

Quantitative data was obtained from a
national survey, which comprised a structured
questionnaire conducted with organisations that
appeared to have characteristics common to
social enterprises. The sample ‘social enterprises’
were selected from databases held by NEDA, the
British Council, LSV, Good Market, SEL, the NGO
Secretariat, and Departments of Co-operatives
at the provincial level. The survey sample was
non-randomised and non-scientific to ensure
the survey could reached as many of those
organisations that were reasonably likely to meet
the social enterprise criteria used for the study.
The survey questionnaire (presented in full in
Annex 4) was developed in consultation with the
teams at the British Council and SEUK, as well as
key local stakeholders. It was structured under
the following headings:
• Year of registration and legal registration
form.
• Turnover and profit generation and use.
• Employees, by gender, marginalised or
socially excluded groups and in comparison
to the previous year.
• Number of beneficiaries reached, and type
of beneficiary.
• Gender and age of leadership.

• Growth expectations and barriers faced.
• Sources of finance and funding, including
proportion of income from grants/donations.
• Top three constraints to financing.
• Business support needs.
• Whether respondent would describe their
organisation as a social enterprise.
The survey was conducted in all of Sri Lanka’s
25 districts and was offered in all three official
languages (Sinhala, Tamil and English). It was
administered between April and September
2017, following pre-testing of the questionnaire,
field manual preparation and training of field
workers8. The field work was conducted by a
team of data collectors comprising LSV staff and
Enterprise Development Officers at NEDA. The
questionnaire was hosted on SurveyMonkey,
and the link was shared by partner organisations
(i.e., the British Council, Good Market and SEL)
and on the LSV Facebook page, inviting social
entrepreneurs to participate in the survey.
The survey questionnaire was conducted within
the same period in each district and under the
close supervision of the research team to ensure
the reliability of data sources and continuity and
consistency of focus and analysis.

• Social enterprise sector and focus/core objectives.
• Location and sphere of operation (regional,
national, international).
• Profit/impact focus.

8 Before the commencement of the survey, the data collection team was given an induction covering the objectives and methodology of the survey, data collection techniques and recording, survey ethics, and reporting.
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Social enterprise
database and sampling
Database
A social enterprise database was created using
existing information held by LSV and the study’s
partners, data gathered from online research, and
data collected through support from stakeholders
(such as by gaining access to their databases,
networks and portfolios). Once compiled, the
database was added to throughout the project,
using information from events and stakeholder
consultations.

Sample size and selection
Where available, existing databases of social
enterprises, MSMEs, co-operatives and NGOs
were used as a starting point, followed by
engagement with key stakeholders to access
their networks and portfolios.
The survey sample was non-randomised. The
existing databases were not large enough to be
divided into sub-national or other sub-sets for
more systematic sampling, and using stakeholder
portfolios, memberships and networks for outreach also meant that a formal sampling process
was not possible. As such, the survey is an indication of social enterprise activity, not a representative sample of such activity.

24
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Survey tool and analysis
A paper-based questionnaire was used for data
collection, and an online version of the survey
was hosted on SurveyMonkey. A full list of the
survey questions can be found in Annex 1.

Data analysis
The target number of responses was 150, based
on receiving six responses per district. Although
this target was achieved within six weeks of
the survey’s launch, the initial responses were
received from only a few districts, so it was
continued in districts where there were an
insufficient number responses. Eight respondents
completed the online survey. Figures 1 and 2
show the geographical spread of respondents by
district and province.
Returned questionnaires were checked for
completeness and consistency, and were
randomly cross-checked for the accuracy of
information. Data was then entered into an Excel
spreadsheet and analysed using descriptive
statistical techniques. Primary data analysis was
supplemented by secondary analysis to explore
patterns across geographical areas, years of
operation, proportion of female leadership, size
and sector focus.

Figure 1: Survey respondents by district

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

25

Figure 2: Survey respondents by province
North, 45

Western, 115

North Central, 23

North Western, 61

Southern, 19
Eastern, 13

Central, 81

Sabaragamuwa, 18
Uva, 25

Confidentiality and
subsequent use of data
All survey data has been treated as confidential,
except where explicit permission has been given
to share information.

Methodology to estimate
total number of social
enterprises
A key component of the study is to provide an
estimate of the total number of social enterprises
operating in Sri Lanka. This process was not
straightforward, and it is important to emphasise
that this is only a rough estimate and we are
not confident in its accuracy. The estimate is
based on small and not statistically robust survey
samples and rather speculative extrapolation.
We estimated – based on small surveys – the
prevalence rate of organisations that met social
enterprise characteristics from among the NGO,
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co-operative and micro and small and medium
enterprise (MSME) communities
According to the Ministry of Industry and
Commerce and the Department of Census and
Statistics there are 1,017,267 MSMEs in Sri Lanka,
of which, eight per cent are formally constituted
(about 81,381 MSMEs). A sample survey was
carried out by telephone to help establish the
proportion of MSMEs that could be considered
as social enterprises, based on our survey
criteria. This initially suggested that 70 per cent
[43 out of 60] self-identified as social enterprises.
Based on experience and feedback from expert
stakeholders, it is believed this number is
unreliably high and, therefore, inaccurate. We
therefore revisited these numbers and also
looked at the database again. We contacted a
sample of them again, found that many of them
are least likely to be social enterprises and revised
our figure to 10%, which is more realistic.

Meanwhile, the Department of Co-operative
Development reports that there are 10,418
primary co-operatives (classified as credit,
agriculture, industrial, school, and multi-purpose
co-operatives, as well as fisheries and other
societies) and 1,469 registered NGOs in Sri
Lanka, of which 983 are active. A small sampling

survey was again used to determine how many of
these co-operative societies and NGOs could be
classified as social enterprises . In this case, the
percentages — 27 per cent of co-operatives and
5 per cent of NGOs — were believed to be more
realistic, providing a total of around 3,000 NGO
and co-operative social enterprises.

We cross referenced these calculations against
our survey, where half of the survey respondents
were SMEs. This would suggest a figure of
3,000 social enterprises operating as SMEs,
offering a more prudent minimum figure of a
total of around 6,000 social enterprises9. Using
social enterprise per capita figures, established
by the British Council for India, Pakistan and
Bangladesh, would suggest around 25,000 social
enterprises in Sri Lanka. Our estimate of 11,000
sits comfortably between these two reference
points (see Table 2).

research. There is, however, limited data on
NGOs, particularly those that are trading (selling
goods or services, as opposed to relying on
donations and grant income). A lack of available
information and statistics combined with
complicated sampling design make it currently
very difficult to gauge the size of the social
enterprise sector in Sri Lanka.

In addition to collecting data using a face-toface survey technique, the methodology was
validated and the findings verified with key
stakeholders and informants and through online

Nevertheless, based on this experimental and
somewhat flawed methodology, our calculations
would suggest around 11,000 organisations in
Sri Lanka could meet what are often understood
to be the defining characteristics of social
enterprise. We offer this number fully aware that
it is a rough estimate and hope others can build
on this methodology and refine it in future to
generate more robust estimate.

9 It should be noted also that not all respondent claiming to be NGOs in our
survey were registered with the NGO Secretariat.
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Overview of the
country context and
existing research
on social enterprise
This section briefly sets out the current social,
political and economic landscape in Sri Lanka to
provide an overview of the environment within
which social enterprises are operating.

Sri Lanka country context
Sri Lanka is an island nation located to the southeast of the Indian subcontinent. The country is a
multi-ethnic society, populated by a majority of
Sinhalese (74.9 per cent), as well as other ethnic
groups, including Tamils (15.3 per cent), Muslims
(9.3 per cent), and Eurasians and other minority
groups (0.5 per cent) (Census 2011).
Sri Lanka gained independence from Britain
in 1948, and has since seen major changes to
its economy. As a middle-income developing
country, 6.7 per cent of its 21 million people live
below the national poverty line. Around 80 per
cent of the population lives in rural areas. The
Global Competitiveness Report 2016-2017 ranks
Sri Lanka 71st out of 138 countries10.
Sri Lanka’s GDP in 2016 was USD US$81.3 billion
and GDP has been growing at over four per cent

since 2015. Sri Lanka’s gross national income per
capita grew from US$2,430 in 2010 to US$3,727
in 2016. Its competitiveness score has remained
at 4.2 for the last five years. A socio-economic
snapshot of Sri Lanka is given in Table 3.
Following independence gained in 1948, Sri
Lanka transitioned from a predominantly rural
agricultural economy to a more urbanised
economy. Regardless of relatively low economic
indicators, Sri Lanka nevertheless leads the region
in terms of education and health indicators, as
well as in literacy levels and maternal mortality.
In 2015, Sri Lanka ranked 73rd in the Human
Development Index11. The country has undergone
a wide range of reforms over the past 50 years,
the most significant of these happening after the
introduction of the World Bank and International
Monetary Fund assisted structural adjustment
programmes and the stabilization programmes
in 1997.
Endowed with significant natural resources,
such as graphite, mineral sands, limestone,
phosphates and gems, along with a geography
and climate conducive to agricultural and fisheries
production, Sri Lanka has excellent potential for
economic development. However, the country’s
economic growth has been constrained by
serious social and political problems.
Despite several periods of socio-political flux, Sri
Lanka has achieved high levels of social welfare. It
has been particularly successful in servicing basic
human needs as demonstrated by the country’s

10 The global competitiveness report 2016-2017, 2016
11 Worldbank.org, 2017
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performance against a range of social indicators
such as life expectancy, literacy, education and

health. In this regard, Sri Lanka has outperformed
many developing countries in Asia, Sub-Saharan

Africa and South America, and following several
decades of sustained growth, today ranks highest
among developing countries, notably in South
Asia, in terms of human development.

economic cost has been estimated at US$200
billion12, or approximately five times the GDP
of Sri Lanka in 2009. In areas affected by war,
there remain many social challenges for widows,
women without families, former combatants and
disabled people, amongst others.

The 26-year civil war, however, which ended in
2009, restrained Sri Lanka’s economy for almost
three decades and caused significant hardships
to Sri Lanka’s citizens, the environment and the
economy. It is estimated that 80,000 to 100,000
people were killed during the war. The total
12 Asiaecon.org, 2017
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Since the end of the war, the country’s economy
has grown at an average of 6.4 per cent (from
2010 to 2015) and the economy is transitioning
from a predominantly rural, agricultural
economy towards a more urbanised economy

driven by services, which now account for 57
per cent of GDP. Economic growth in the last
five years can be attributed to a peace dividend.
Yet there remains a need for structural changes
in the economy. Development goals are to be
pursued through rapid economic growth and by
transforming the structure of the economy into
a modern, environmentally-friendly, and wellconnected economy that can create employment
opportunities with better remuneration.

The micro, small and
medium-sized enterprise
sector (MSMEs)
MSMEs have played a pivotal role in Sri Lanka’s
economic development, creating much-needed
employment, generating wealth and contributing
to poverty alleviation. MSMEs play a major
role in income distribution, as well as regional
development. They create an environment
in which large firms can flourish, and they
contribute to export earnings.

Given their role in socio-economic development,
MSMEs have been a main focus for successive
Sri Lankan governments, with several initiatives
being implemented to support start-ups and
MSMEs that demonstrate growth potential. The
Sri Lankan government views the promotion
of MSMEs as a key pillar in the country’s socioeconomic development. Until now, MSMEs have
often been insufficiently integrated into the
national and international economies, especially
in the northern and eastern parts of the island.
Business support services are generally only
available in the Western province. This has a
negative impact on the competitiveness and
environmental sustainability of businesses in
the northern and eastern regions of the country,
where the number of start-ups is low and there is
little stimulus for innovation.
In Sri Lanka, MSMEs are defined using two criteria:
total number of employees and annual turnover.
Medium-sized enterprises in the manufacturing
and service sectors are defined differently, based
on the number of employees (see Table 4).

Source: Ministry of Industry and Commerce (2015)13
13 National Policy Framework for Small and Medium Enterprise Development,
Ministry of Industry and Commerce, Published on 01 January 2015

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

31

MSMEs in Sri Lanka can be further understood in
terms of their ownership and legal registration:
• Private companies: registered with
the Registrar of Companies as a Public
Limited Liability Company, Private Limited
Liability Company or Limited by Guarantee
Company.
• Sole proprietorship or partnership
businesses: registered with respective
provincial councils through divisional
secretariats.
According to the Sri Lanka Economic Census
2013/14, 99 per cent of the 1,019,681 enterprises
in Sri Lanka were MSMEs (see Figure 3), providing
75 per cent of employment within the private
sector (see Table 5) and contributing 52 per cent
of GDP14 . MSMEs contribute 30 per cent in terms
of value added and account for 32.7 per cent of

employment in the agricultural sector, 26.3 per
cent of employment in the manufacturing and
processing sector and 41 per cent of employment
in the services sector.
The MSME sector is considered critical to
economic development in Sri Lanka, and it has
grown considerably over the past decade. Just
over three million people are employed in private
enterprises, which accounts for around 40 per
cent of total employment, while around 2.5
million are self-employed15. The micro-enterprise
sector has created 44.6 per cent of all private
sector jobs, while small enterprises account for
17.6 per cent of employment. A vast majority
of micro-enterprises are owner-manager
operations, with an average of 1.4 employees.
While small enterprises have an average of 7.4
employees.

Figure 3: Distribution of enterprises by size
FIGURE 2: DISTRIBUTION OF ENTERPRISES BY SIZE
Small
6.98%

Medium
1.02%

Large
0.24%

Micro
91.77%

14

15
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Ministry of Finance Annual Report 2015
http://www.statistics.gov.lk/samplesurvey/LFS_Q1_Bulletin_WEB_2017_final.pdf
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Despite Sri Lanka’s rapid urban development,
much MSME activity occurs outside of cities,

with 74 per cent of private enterprises operating
in rural areas (see Figure 4).

Figure 4: Geographic distribution of enterprises

In terms of the distribution of private enterprises
by district, the Western province (comprising
Colombo, Gampaha and Kalutara) accounts
for nearly a third of private enterprises. While
Colombo has the highest number of private

enterprises, Mullaitivu has the lowest, with just
4,122 (0.4 per cent). At the time of the Economic
Census in 2013, no large-scale enterprises were
operating in Mulaitivu, Kilinochchi, Mannar,
Ampara or Batticaloa (see Figure 5).
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Figure 5: Distribution of enterprises by administrative districts

MSME leaders face many challenges including
access to finance, the necessary managerial skills
and difficult economic conditions 16.

Women in the micro, small
and medium-sized
enterprise sector17

has the lowest (20 per cent). The sectors with
the highest proportion of female entrepreneurs
or decision makers are education (48 per cent)
followed by accommodation and food services,
finance and insurance, and manufacturing18.

About 25 per cent of enterprises in the country
are run by women, but this percentage is higher
in rural areas (26 per cent) than in urban areas (22
per cent). The Kurunegala district has the highest
ratio of female participation in decision-making in
business (38 per cent), while the Colombo district
16

17

18
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Attygalle et al, 2014
Over the past two decades there has been a significant increase in female entrepreneurship and women- led business, particularly in
rural areas. The government and INGO community have supported livelihood development programmes, particularly in the aftermath
of the tsunami in 2005. However, there are still significant barriers for women, including lack of access to investment and the ‘head of
the household’ rule which gives greater rights to men.
Economic Census, 2013/14
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Figure 6: Decision-making in business by gender

Sri Lanka offers a mixed picture in terms of
gender equality. The country leads other
South Asian countries in terms of women’s
educational (World Rank 86) and health (World
Rank 1) indicators, but still shows significant
gender inequality overall19. Although Sri Lanka
has been able to achieve gender equality in
education, women account for only one-third
of the economically active population20. The
majority of women, especially in rural areas, are
still confined to traditional gender roles21. Sociocultural norms often discourage women from
aspiring to have successful careers or become
entrepreneurs. This limits women’s opportunities
to pursue gainful employment and limits their
earning capacity.

19

20

The major constraints on female entrepreneurs
include a lack of financial literary and access
to credit, a lack of connections and access to
networks and vocational training, and genderbased violence and family responsibilities22. This
gender gap in mainstream entrepreneurship has
created an opening for social enterprises, and
substantial resources have been allocated by the
government and bi-lateral agencies (for example,
the ADB) to address this gender gap.
Women across Sri Lanka face gender-based
violence that directly and indirectly inhibits
their capacity for economic empowerment. The
National Action Plan to Address Gender-Based
Violence23 was created using a multi-sectoral
approach by engaging several ministries from
nine sectors. Sri Lanka has ratified the Convention
on the Elimination of Discrimination Against
Women.

The Global Gender Gap Report 2017, World Economic Forum (See pp11- 12)
The labour force participation of women was 35.9 per cent in 2015. This means there is a disproportionate number of women who
have no access to paid work, social security schemes or other benefits. This inequality is often attributed to inaction by the country’s
legislature as well as to socio-cultural norms.

21

Includes cooking, cleaning, raising children and taking care of spouse and in-laws.

22

Perera 2016 (same as above)

23

In 2016, United Nations Development Programe with Ministry of Women’s and Child Affairs developed
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The social economy
The social economy has a long history in Sri
Lanka. In 1904, the first co-operative society,
Menikhinna Credit Society, was established
in Menikhinna, a village near Kandy, in the
Central Province. Thereafter, the co-operative
sector saw rapid expansion and became an
important organisational model in the country.
After independence in 1948, the government’s
welfare programmes and agriculture settlement
programme encouraged the emergence of social
organisations, particularly in rural and farming
areas. These included farmers’ associations, thrift
societies, welfare and development societies and
self-help groups run by women and young people
at the village level.
One of the key reasons for this surge in formal
and informal social organisations were the social
welfare policies of successive gorvernments.
Many of these welfare and development
programmes were delivered through these
social organisations (e.g. poverty alleviation
programmes, such as Janasaviya and Samurdhi;
water distribution for agricultural activities;
and infrastructure development, such as road
development and the maintenance of canals and
reservoirs). The involvement of citizen groups in
civil society and welfare-based activities paved
the way for local social activism and volunteerism.
The Sarvodaya Sramadaana Movement, which
started in the 1950s, is a good example of a local
NGO successfully spurring the development
of the local NGO sector. The first local NGO
oriented towards women and development was
24
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Lanka Mahila Samithi, established in 1930. It
focused on development through rural women’s
participation in civil society24 .
Sri Lanka’s social enterprise sector has
predominantly evolved from three main sources:
social organisations (i.e. grassroots societies),
co-operatives and local NGOs. Professional
organisations are also now becoming important
players, providing the much-needed professional
skills development that is crucial for the social
enterprise sector. First and second generation
family businesses and a new generation of
MSMEs are now showing interest in adopting the
concept of social enterprise.

The co-operative sector
Co-operatives in Sri Lanka engage in social and
economic activities in both urban and rural
settings, and they particularly benefit those
living in poor villages. All co-operative societies
fall within the purview of the Department of Cooperatives and Internal Trade, and are regulated
by the Co-operatives Societies Act of 1972, which
was amended in 1992.
The co-operative sector consists of two major
types of co-operatives: primary societies (Figure
7) and secondary societies. In 2016, there were
10,635 primary co-operatives in Sri Lanka, the
majority of which were credit co-operative
societies (see Table 6). Other popular forms
of co-operatives are based in the fisheries and
agriculture sectors, while school co-operatives
are also extremely successful due to the support
of the education authorities.

Human Development in South Asia 2000 The Gender Question, The Mahbub ul Haq Human Development Centre
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While sectors such as agri-business, livestock and
fisheries have significant potential when it comes
to co-operatives, there are certain challenges
that are endemic to the wider co-operative

sector, which impede growth. The number of cooperatives has declined drastically in this decade,
3,858 co-operatives being de-registered between
2013 and 2016.

Figure 7: Primary co-operative societies by business type
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Co-operatives share many similar features
with social enterprises. They are involved in
the distribution of consumer goods, the supply
of essential consumer services, the supply
of agricultural inputs, and promotion and
marketing activities in the fields of agriculture,
fisheries and industry, as well as the mobilisation
and allocation of savings in rural areas, with the
mutual assistance of the Co-operative Rural Bank.
During the civil war, women-led co-operatives in
the north and east developed programmes such
as the One Dish Meal25. While an assessment
of the dairy producers in the Kilinochchi district
highlighted the potential for expansion, a lack
of technology or a lack of strategic planning, for
example, holds the sector back.
While growing demand offers great potential
for agri-businesses to export their goods,
challenges relating to certification requirements,
developing the necessary marketing strategies
and overcoming domestic trade barriers hold
many co-operatives back.
Many co-operatives would consider themselves
as social enterprises, and many — not all —
would meet the defining criteria for social enterprise adopted for this research. Conversely,
many social enterprises will feel some solidarity
with the co-operative movement, but they may
not adopt democratic and participative, onemember-one-vote structures, or conform to the
International Co-operative principles26.
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Voluntary and community
sector: non-governmental
organisations and civil
society organisations
For the purpose of this study, we are using the
terms NGOs, civil society organisations (CSOs)
and voluntary and community sector (VCS). Each
of these terms is somewhat contested and there
are, of course, significant overlaps.
A VCS organisation in Sri Lanka has the option
of registering under any one of four legal instruments:
• Society or association under the Societies
Ordinance of 1891.
• Non-profit company under the Companies Act of 2007.
• VSSO Act.
• An Act of Parliament sponsored by a Member of Parliament through a Private Member’s Bill (although this is very rare)27.
As per Inland Revenue regulations, all VCS
organisations are expected to pay a tax of 0.3
per cent of all income, regardless of how it is
generated or earned, which is a challenge for
some smaller CSOs.
According to the website of the National
Secretariat for NGOs, there are 1,496 registered
NGOs in Sri Lanka. The government has always
considered NGOs as important development

25

Viluthu with World Bank Funding

26

See for example http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.817.8118&rep=rep1&type=pdf

26

A private bill by a Member of Parliament refers to a matter related to an individual or group of individuals, including a corporation,
named in the bill. Most private bills deals with the incorporation of, or amendments to the acts of incorporation of, religious, charitable and other social organisations. Once passed by the parliament, such organisations are required to incorporate the organisation
with the Registrar of Companies.

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

partners, and they were not strictly regulated
in the past. There were no specific laws or
regulations governing the operation of NGOs
until 1980, when the government enacted
the Voluntary Social Services Organizations
(Registration & Supervision) Act (VSSO Act).
This aimed to systematise the registration and
supervison of NGOs. The government’s stance on
NGOs and CSOs began to change during the peak
of the civil war, based on the assumption that
some INGOs and their local counterparts were
working against the government. As a result, the
government brought in tougher regulations for
NGOs, particularly those supported by INGOs
and foreign donors.
There is limited literature concerning this sector,
but it is clear that Sri Lanka’s achievement of
middle-income status, combined with the end
of the civil war, resulted in a reduction of donor
funding. CSOs have had to adopt new strategies
to survive, and there has been an attempt to
replicate social enterprise and earned income
generation models, inspired to some degree by
the Bangladesh experience.

When a new government came into power in
2015, it introduced several policy changes that
opened up the possibility for a closer working
relationship between CSOs and the government.
CSOs can now bid for implementation of
government
development
programmes,
particularly at the village level, and respond to
call for tenders in the government procurement
process28.
The current situation presents clear opportunities
for some CSOs to transition into social enterprises.
Their experience in addressing social issues and
focus on social impact are key strengths and the
potential for securing government contracts or
involvement in public-private partnerships could
make these CSOs financially viable. However,
this would require a change in mindset for
many of them, as well as the development of
organisational capacity, legal and governance
considerations, and other issues.

As an exit strategy, some international
donor agencies are actively encouraging
beneficiary organisations to explore income
generating opportunities. For some CSOs that
are restructuring to meet the new realities,
converting to a social enterprise becomes a
potential next step.

28

For example, maintenance of minor irrigation canals, rural roads, and minor reservoirs etc.
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Ecosystem for social enterprises
in Sri Lanka
The policy and legal framework for social enterprises
National policy framework
Although Sri Lanka has no specific policy focus on
social enterprises, the national policy framework
has, for some time, favoured and supported
enterprises that generate ‘triple-bottom’
economic, environmental and social benefits.
Employment creation has been an overriding
policy focus, while increasing agricultural and
manufacturing outputs and equitable regional
distribution of wealth generated by enterprises
are other priorities. The new SME policy
announced in 2016 does make specific reference
to social entrepreneurship, stating that the
government will:

MSMEs. Recognising the value of MSMEs in job
creation and in addressing the issues of income
distribution, regional development and social
cohesion, the government made the MSME
sector a key component of its economic strategy.
Key policies that directly influence the social
enterprise sector are summarised in Table 7.

‘Support social entrepreneurship, ethical
production and fair trade branding by creating
awareness of the concepts, requirements
and opportunities in local and international
markets’29.
In addition to the policy statement of the new
government delivered by the Prime Minister in
November 201530, the 2016 Budget proposals
stressed the importance of investing in

29

National Policy Framework for SME Development, p7

30

Economic Policy Statement made by Hon Prime Minister, Ranil Wickremesinghe in Parliament on 5th November 2015.
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The development of a Sri Lankan SME policy was
primarily prompted by a study on the SME sector
by the ADB in the latter part of 1990s. This study
recommended a number of policy actions to
support an enabling environment for SMEs, one
of which was to establish an SME Task Force who
would be responsible for drafting a White Paper
for SME development.
In December 2002, the Task Force presented a
White Paper to the government that focused
on key elements considered essential for SME
growth, such as finance, physical infrastructure,
technology support, the regulatory framework,
access to information and advice, access to
markets, business support services, industrial
relations and labour, linkage formation,
and environmental issues. Many of the
recommendations were implemented by the
government, including the establishment of
NEDA, SME Bank (later merged with Lankaputhra

Bank), concessional loan schemes and SME
forums at the district level.
The National Policy Framework for SME
Development was launched in October 2015
by the Ministry of Industry and Commerce.
The key focus of the framework is to promote
high-potential SMEs and improve the business
environment to allow SMEs to realise their
full potential in the global economy31. The
framework further stresses its mission to
‘stimulate growth of SMEs to produce world
class products and services that can compete
locally and internationally with [a] supportive
enabling environment and interventions of
technology transfer, entrepreneur culture,
skills development, access to finance, market
facilitation and research and development.’
See Annex 2 for further information on this
framework.

Figure 8: National policy framework for small and medium-sized
enterprise development
Policy vision

Policy mission

Policy objectives

Create significant number of globally competitive. Dynamic, innovative
technologically driven and sustainable SMEs that contribute significantly to the
national economic development.

Stimulate growth of SMEs to produce world class products that can compete
locally and internationally with supportive enabling environment and
interventions of technology transfer, entrepreneur culture and skills development,
access to finance, market facilitation and research and development

Supports start-up SME enterprises. Strengthen the existing enterprises and
ectend nursing programmes for potentially viable sick SMEs

Policy interventions
Enabling
environment

31

Modern appropriate
Technology

Entrepreneurial
culture and skills
development

Access to finance

Market facilitation

Research and
development

National Policy Framework for SME Development, Ministry of Industry and Commerce, 1 October 2015
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In 2016, the government embarked on several
programmes to promote growth within the
agricultural sector. The National Food Production
Programme 2016-18 was launched with the
target of making the country self-sufficient in
a selected set of crops. These programmes are
relevant to the social enterprise sector, as many
social enterprises are agri-businesses engaged
in food production, marketing and livelihood
support. The government has focused on, for
instance, productivity improvement measures,
ensuring remunerative prices for farmers, and
enabling uninterrupted access to markets,
among other initiatives.

Legal context
Although there is no specific legal provision for
social enterprises, there are several laws and
acts currently in force that are used by social
enterprises.

Companies Act of 2007:
The Companies Act (No. 7 of 2007) contains
the rules, procedures, accounting and reporting
requirements for companies incorporated
or registered in Sri Lanka. The registration of
companies, and the filing of accounts and annual
returns are done via the Registrar of Companies.
It recognises several types of companies: a
limited company, an unlimited company, and a
company limited by guarantee. A new concept
has also recently been introduced, the a single
individual shareholder company, which provides
protection for entrepreneurs with small and
medium-sized enterprises, as it enables such
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individuals to mitigate against financial risk and
protect personal family assets when venturing
into business.
The Companies Act 2007 abolished ‘people
companies’ which had existed since 1982.
A majority of the village organisations and
companies run by producer groups and farmers
were registered as people companies.

Cooperative Act [Co-operative Societies
(Amendment) Act (No. 11 of 1992)]
The system of co-operative societies was
introduced in 1906, during British rule, to fulfill the
economic needs of the rural farming community
through the provision of loans. As the number of
co-operative societies increased, Co-operative
Societies Ordinance No.7 of 1911 was enacted
to provide guidance and observation. Several
amendments were made to this act, in 1972,
1983 and 1992. The latest amendments outline
the rules around registration, membership and
governance, rights, obligations and privileges,
accounts and finance, and the dissolution of cooperatives.

Societies Ordinance of 1891 (Amendment
Act 11 of 2005)
The Societies Ordinance provides for the
registration of mutual provident societies,
established to promote thrift, giving relief to
members in time of sickness or distress, or aiding
them in financial difficulties, and providing for
widows and orphans and other societies, where
the respective Ministry may extend the powers
of the ordinance (a proposal to review this law is
under consideration).

Voluntary Social Service Organisations
[Registration and Supervision] Act Number
31 of 1980
All voluntary and social services organisations
are required to register under this act. In
addition, such organisations must register with
the National Secretariat for Non-Governmental
organisations.

Enterprise support
services
Sri Lanka’s enterprise support system is made up
of a diverse range of public, private and voluntary
organisations scattered around the country.
At the government policy level, the Ministry
of Industry and Commerce is responsible for
SME development, while NEDA is the main
government organisation responsible for the
promotion and development of the SME sector.
NEDA aims to create a dynamic and sustainable,
internationally competitive enterprise sector
by facilitating and proactively supporting the
development, growth and competitiveness of
Sri Lankan enterprises as an integral part of the
national economy. NEDA has a team of around
300 enterprise development officers stationed
at the Divisional Secretary level, who deliver and
co-ordinate SME development activities at the
grassroot level.
It is worth noting the complexity of the support
ecosystem, comprising various state and
other SME support service providers, and its

fragmented nature, characterised by a number of
public sector agencies spread across seven major
central government ministries32, nine provincial
councils (regional governments) and a host of
government departments. Alongside the public
sector, several international and local NGOs and
private sector organisations provide an array of
business support. This complexity has resulted in
overlapping and duplicated functions, which have
affected their effectiveness and reputations, and
have even created rivalry between institutions.
Business support services for SMEs are recognised
as an important intervention within the SME
development strategy. Over the years, business
support services have improved considerably.
There are currently over 250 business support
providers in the country.
There is presently no government agency that
is directly responsible for social enterprise
development. However, government agencies
such as NEDA have recognised the importance
of the social enterprise sector to the local
economy and have acknowledged the need
for government intervention to promote and
encourage the growth of this sector. For many
years, the government, international donors
and local NGOs have also actively promoted
and supported community-based enterprises,
farmer and production companies, and producer
co-operatives (agriculture and fisheries), and
many of these have become successful social
enterprises33.
The current enterprise support system is
summarised in Table 8.

32

Ministry of Industry and Commerce, Ministry of National Policies and Economic Affairs, Ministry of Science, Technology and Research,
Ministry of Development Strategies and International Trade, Ministry of Agriculture, Ministry of Rural Economy and Ministry of
Primary Industries.

33

Dambadeniya Export Products Development Co Ltd was started as an export processing village company (peoples company in early
1980s and is one of the most successful social enterprises in Sri Lanka.

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

45

46

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

47

48

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

Financial services
The financial system in Sri Lanka consists of:
• The Central Bank of Sri Lanka (CBSL), licensed
commercial banks, licensed specialised
banks and rural banks.
• Licensed finance companies and specialised
leasing companies.
• Primary dealers, pension and provident
funds, insurance companies, stock brokers,
securities market intermediaries and unit
trusts.
• Thrift and credit co-operative societies.
• The foreign exchange market, money
market, capital market and informal financial
market.
• The legal framework related to the financial
system and to the payment and settlement
system34.
Financial inclusion is a major component of
Sri Lanka’s development agenda and is critical
to equitable economic growth, employment
creation and social and human development.
Sri Lanka’s microfinance sector is comprised of
co-operatives, NGOs, commercial banks (stateowned and private) and special government
programmes such as Samurdhi. Microfinance
institutions provide various financial services,
including loans, savings, insurance, remittances
and other services, such as training and
consultation. These services are typically
targeted towards low-income customers and
microenterprises.
34

Key government policy initiatives relevant to
social enterprise and SME finance include:
• MSME Credit Guarantee Scheme in 2016
with Rs.500 million contributed by the
government as initial capital, together with
the additional assistance of selected financial
institutions. Under this scheme, 75 per cent
of the total facility will be guaranteed.
• US$100 million from the ADB to support
MSME lending at concessional rates.
• Allocation of additional Rs.90 million to
disburse concessionary small loans from
Rs.10,000 to Rs.300,000 for small and
medium-sized
agri-businesses
under
the National Agribusiness Development
Programme (NADeP).
• The Tharuna Diriya youth empowerment
and employment project under the NADeP.
• New loan schemes by NADeP for enterprises
in the agricultural value chain through
the Value Chain Development Capital
Agriculture Loan Scheme and the Value
Chain Development Seasonal Agriculture
Loan Scheme.
• Increase of the grace period of loans
granted under the Commercial Scale Dairy
Development Loan Scheme,
from six
months to 12 months.
• Implementation of phase two of the SelfEmployment Promotion Initiative Loan
Scheme.

Central Bank of Sri Lanka - http://www.cbsl.gov.lk/htm/english/05_fss/f_1.html
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• The new loan scheme SWASHAKTHI —
Towards One Million Jobs launched by the
CBSL for the development of 25,000 MSMEs.
• The Saubhagya Scheme, implemented by
the Poverty Alleviation Microfinance Project
of the CBSL to help merge SME funds into
one large SME facility. The merger of these
funds will create synergies that will enable
the CBSL to better serve the MSME sector.
• The Self Employment Promotion Initiative
Scheme, which provides financial assistance
to train young people who are rejected
by vocational training institutes, to help
them establish their own self-employment
projects.

Venture capital and impact
investment
Venture capital has not been a popular source
of capital to date in Sri Lanka. Almost all state
and private banks operate their own venture
capital firms, but there are almost no providers
of venture capital to SMEs. The only two private
equity funds in Sri Lanka are focused on mature
and high-growth companies, with professional
management in place, which is a very small
segment of the overall SME market. Furthermore,
their target investment size is in the range of
US$2 million to US$7 million, far larger than the
investment requirements of most SMEs35.

35
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Social or impact investment is a new concept in
Sri Lanka. The recently established Lanka Impact
Investing Network is a group of qualified and
experienced professionals who have identified
the need for a dedicated impact investment
company in order to support the emerging social
enterprise sector in Sri Lanka. It has already
identified investors willing to invest in social
enterprises. The network’s newest project,
Ath Pavura, is a television reality show (similar
to Dragon’s Den in the UK) that aims to connect
investors and social entrepreneurship.
There is growing interest from international
impact investors in Sri Lankan social enterprises
and SMEs, and one such investor has already
invested in a medium-sized food manufacturing
‘impact’ enterprise.

Higher education and the
vocational training sector
In Sri Lanka, education is state-funded and free
at all levels, including vocational training and
university education. At 92 per cent, Sri Lanka’s
literacy rate is above the global average, and is
the highest in South Asia.
The University Grants Commission36 is the
government agency responsible for overseeing
the functions of state universities, while the
Tertiary and Education Commission oversees

Kulasinghe, Shalini et.al (2018) Catalyzing Small and Medium-sized Enterprise Venture Capital in Sri Lanka, ADB SOUTH ASIA
Working Paper Series, No.54, March 2018. https://www.adb.org/sites/default/files/publication/408131/swp-054-sme-venture-capitalsri-lanka.pdf
The UGC in Sri Lanka came into existence in 1978 and entrusted with the task of administering the admission of universities. In Sri
Lanka, university admissions are a very sensitive issue which create political sensitivities s as well.
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tertiary and vocational education institutions.
Increasing entrepreneurship among graduates is
one of the twelve goals of the University Grants
Commission.

non-state institutes offering 64 recognised
degree programmes in the field of information
technology,
engineering,
psychology,
management and medicine.

Currently, there are 15 state universities in
Sri Lanka. The universities of Colombo and
Peradeniya are the oldest and most prestigious.
The University of Kelaniya (arts and aesthetics),
University of Sri Jayawardhenapura (commerce)
and University of Moratuwa (engineering) are
also popular choices amongst students. The
Universities of Jaffna, Ruhuna, Rajarata, Eastern,
South Eastern, Wayamba and Sabaragamuwa
are national universities established in regions to
provide higher education opportunities to rural
students, while also supporting the development
of these regions.

Entrepreneurship
programmes in Sri Lankan
universities

In recent years ,with changes to the University
Act, some additional institutes have been
given permission to grant their own degree
programmes. As of 2015, there were 16 such

Entrepreneurship education is essential to
addressing the problem of unemployment and
improving economic growth. Incorporating
entrepreneurship courses into business
education is a relatively a new idea in Sri Lanka.
Recently, there have been significant efforts
to incorporate entrepreneurship within higher
education courses, and almost all universities
have introduced entrepreneurship and innovation
into undergraduate and postgraduate degree
programmes. The University of Moratuwa,
University of Uva-Wellassa and University of Sri
Jayewardenepura, for instance, have educational
programmes in entrepreneurship.

Entrepreneurship degrees offered by Sri Lankan universities
•
•
•
•
•

B.B.M. Entrepreneurship & Management — Uva Wellassa University
B.Sc. Entrepreneurship (Special) — University of Sri Jayawardenapura
B.Com. Entrepreneurship (Special) — University of Kelaniya
B.B.A. Entrepreneurship (Special) — University of Ruhuna
B.Sc. Biosystems Technology in Agricultural Technology and
Entrepreneurship — South Eastern University
• B.Com. Enterprise Development — South Eastern University
• MBA in Entrepreneurship — University of Sri Jayawardenapura,
University of Moratuwa
Source: University Grants Commission
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University of Sri Jayawarenapura

University of Peradeniya

The new department of entrepreneurship at the
University of Sri Jayewardenepura runs various
programmes for owners and managers of startups and mature enterprises. It provides a space
for fostering creativity and innovation, incubating
viable concepts, facilitating the success of
entrepreneurial ventures, and bridging the gap
between academia, business and government in
the entrepreneurial arena (Young Entrepreneur
Sri Lanka, 2017).

Agri-business and entrepreneurship is taught
as a subject in the degree programmes offered
by the Faculty of Agriculture. In addition, the
Career Guidance Unit conducts business start-up
programmes for undergraduates, in partnership
with NEDA.

The Open University of Sri Lanka
The Open University of Sri Lanka offers a
programme to support the creation and
management of small business ventures. The
structure of the programme is designed for those
who aspire to become managers in business. In
2017, the university conducted a short course
on social enterprise in partnership with Social
Enterprise Lanka.

University of Moratuwa
The University of Moratuwa runs a universitywide programme to promote an entrepreneurial
culture within the university. It has created a
special position of Endowed Professor/Senior
Fellow in Innovation and Entrepreneurship
and the post-holder is responsible for running
activities in collaboration with various
departments. The Department of Management
of Technology delivers an entrepreneurship
course module and social entrepreneurship
was introduced as subject in the 2017 academic
year. In 2015, the university introduced an MBA
programme in Entrepreneurship, and social
entrepreneurship has been included as a subject
in the course module.
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University of Colombo
The Facuty of Management and Finance conducts
short courses and awareness programmes for
students and SMEs, in collaboration with the
private sector.

Key social enterprise
actors
The past three years have seen significant
development within the ‘formal’ social
enterprise sector in Sri Lanka. The interest in
social entrepreneurship has grown tremendously
as a result of active collaboration between
international organisations and local social
entrepreneurs. There have been both push and
pull factors influencing the development of Sri
Lankan social enterprises.
Development organisations, INGOs and local
NGOs have played a leading role in raising
awareness of the concept of social enterprise,
particularly amongst rural and urban CSOs,
young people and those passionate about social
and environmental issues. The British Council in
Sri Lanka, Oxfam and Italian charity ICEI can be
considered as those most actively encouraging
the development of the social enterprise
‘movement’. Table 9 summarises the key actors
in the social enterprise space in Sri Lanka.
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Existing research on
social enterprise in
Sri Lanka
As the term ‘social enterprise’ is relatively
new to Sri Lanka, it has not attracted significant
research interest. However, there is a significant
amount of academic research on Sri Lankan
co-operatives, farmer and producer companies,
and the wider SME sector.

37
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A research study commissioned by Oxfam and
produced in collaboration with IIX Shujog is the
only relevant comprehensive research study on
social enterprise in Sri Lanka. Yet this study is
focused on so-called ‘impact enterprises’, and
only on those within the agriculture sector. It
identifies the key challenges they face and makes
recommendations for donors and development
agencies looking to support such organisations in
Sri Lanka. Its findings and recommendations are
based on secondary research and a field survey
of mission-driven enterprises in Sri Lanka37.

Oxfam and IIX Shujog (2014) Sri Lanka Social Enterprise Needs Assessment and Advisory, https://iixglobal.com/portfolio-item/sri-lanka-
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Study findings
Social enterprise identity
This survey used specific criteria to identify social
enterprises, but respondents were also asked
whether they consider their organisation to be
a social enterprise, and 44 per cent of them did
so (self-identifying social enterprises), including

some respondents who did not meet our criteria.
Moreover, 46 per cent of respondents identified
their organisation as a private enterprise and 15
per cent as a society or association (see Figure 9).

Figure 9: Self-identification of respondent organisations

In all, 75 per cent of the respondent organisations
had a clear understanding of what social
enterprises are and what drives them, and 33 per

cent mentioned that social enterprises generally
invest their profits to achieve their organisation’s
mission (see Figure 10).

Figure 10: Respondent organisations’
understanding of social enterprise

56

THE STATE OF SOCIAL ENTERPRISES IN SRI LANKA

A total of 41 per cent of the respondents
reported that their organisation’s primary
mission is to deliver a collective social or
environmental impact, and the remaining 59
per cent majority reported having a mission

that gives equal emphasis to social impact and
financial benefit (see Figure 11). It is worth
noting that participating entrepreneurs may not
have wanted to emphasise their financial focus
in this context.

Figure 11: Mission and focus of respondent organisations

Respondent social enterprises were asked
how they use their profit/surplus, with 42 per
cent stating that profits are invested in their
organisation’s mission, and 27 per cent reporting

that profits are used to support job creation. Some
social enterprises share profits with employees
(14 per cent) and members (10 per cent), while a
small minority (four per cent) return profit to the
social enterprise owner (see Figure 12).

Figure 12: Respondent organisations’ use of profit/surplus
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Social enterprise
leadership
The leaders of social enterprises in Sri Lanka are
most commonly aged between 45 and 64 (47 per
cent). Only four of the respondent social enterprises are led by people aged between 16 and
24, while 40 per cent of social enterprises are led
by young people aged between 25 and 44 (see
Figure 13). Further analysis shows that 51 per

cent of the social enterprises started after 2000
were founded or led by those in the 25 to 44 age
group. These results are in line with previous
studies on the characteristics of Sri Lankan startups and the owners of small businesses. A study
by SLASSCOM38 found that 75 per cent of startup entrepreneurs were aged between 20 and 35,
while another study39 revealed that 58 per cent
of small business owners are aged between 20
and 40.

Figure 13: Age of respondent organisation leaders

The survey found that 69 per cent of respondent
social enterprises are led by men and 31 per
cent by women (see Figure 14). Men also
outnumbered women in leadership roles (senior
management positions), with 64 per cent and 36
per cent, respectively. Yet the respondent social
38
SLASSCOM (2016) Country Overview of the Start-up Ecosystem in
Sri Lanka, Survey Report, Sri Lanka Association of Software and Service
Companies
39
Nishanthi, M.H. (2014) Analysis of Entrepreneurial traits of the Small
Business owners in Sri Lanka, in International Journal of Scientific and
Research Publications, Volume 4, Issue 10, October 2014
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enterprises have a higher proportion of women
in senior leadership positions than mainstream
businesses. According to national SME statistics,
25 per cent of businesses are run by women (26
per cent in rural areas and 22 per cent in urban
areas).

Figure 14: Gender of respondent organisation leaders

Regarding the educational levels of social
enterprise leaders, close to half of the
respondent organisations (48 per cent)
reported that their leaders have attained higher
educational qualifications (diploma, degrees and
postgraduate degrees). Around 40 per cent have
completed secondary education as their highest
qualification (see Figure 15). These results
suggest that social enterprises leaders may have
more extensive formal education than SME

leaders more widely. For example, the Wijetunge
and Pushpakumari40 (undated) study on 200 SME
owners found that 25 per cent had GCE advanced
level qualifications, 25 per cent were university
graduates, 23 per cent held either a certificate
or diploma, and three per cent percent had
obtained a postgraduate qualification. Another
study on a cohort of SME owners found that the
owner’s education level has a direct impact on
the business’s growth41 .

Figure 15: Educational level of respondent organisation leaders

40

Wijetunge, W..S. and M.D.Pushpakanthi (undated) Entrepreneurial Orientation and Business Performance of Small and Medium Scale Enterprises of Western
province of Sri Lanka, Department of Business Administration, Faculty of Management Studies and Commerce, University of Sri Jayewardenepura, Sri Lanka

41
Amaradiwakara, A.U. and M.M.Gunatilake (2016) Factors Affecting Growth of Small and Medium Enterprises in Sri Lanka in Journal of Business & Economic
Policy Vol. 3, No. 4; December 2016.
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Years of operation
The social enterprise sector is growing. As Figure
16 shows, the oldest organisation surveyed
was founded in 1930. Some 31 organisations,
representing eight per cent of respondents,
were started in 2015. Many of the respondent
organisations founded before 2000 are cooperatives or societies and charities engaged in
income generating activities. The findings show
that the number of formally constituted social
enterprises increased rapidly between 2000 and
2010. The figure for 2017 is lower, as the survey
was conducted during that year.
There are many possible reasons for the
rapid increase of social enterprises from 2000

onwards. Government welfare schemes such
as Janasaviya and Samurdhi target poverty
reduction and provided grants for start-ups.
There were also programmes, such as the
Vidatha centres that were set up across the
country, that provided training on agricultural
processing and manufacturing technologies that
also encouraged start-ups. In addition, in the
aftermath of both the 2004 tsunami and the civil
war, international NGOs developed programmes
to provide financial and in-kind support for
MSMEs. The exit strategies of some INGOs also
encouraged the creation of social enterprises by
providing necessary financial and non-financial
support to develop income generating activities.

Figure 16: Start-up year of respondent organisations
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Location: where are
respondents based and
operating?
As Figure 17 shows, many social enterprises are
based in the Western (30 per cent) and Central

(18 per cent) province. There are fewer in the
Southern, Eastern and Uva provinces (4 per cent
in each).

Figure 17: Number of respondent organisations by province

When respondents were asked about the
geographical spread of their operations, the
Gampaha district, in the Western province, sees
most activity, with 27 percent of organisations
conducting activities there. This is followed
closely by Colombo (26 per cent) and Kandy (25
per cent).

As shown in Figure 18, lower levels of social
enterprise activity can be found in suburbs and
rural areas, particularly in the North (Mannar:
4 per cent, Kilinochchi: 6 per cent, Mullaitivu: 6
per cent and Vavuniya: 7 per cent), North Central
(Polonnaruwa: 6 per cent), and East (Trincomalee:
7 per cent, Batticaloa: 7 per cent, Ampara: 7 per
cent).
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Figure 18: Respondent organisations’ operations by district

A relatively large number of respondent social
enterprises predominantly operate at a subnational level, mainly at the Divisional Secretariat
level (28 per cent). Around 11 per cent work
at the national level, and another 11 per cent
operate internationally. Additionally, eight per

cent work at the provincial level, while 13 per
cent work across several provinces. What is
more, five per cent work at the village level and
six per cent work at the Grama Niladhari (Village
Officer) level (see Figure 19).

Figure 19: Reach of respondent organisations
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Characteristics of
organisations
As is the case in many other countries, there is
presently no distinct legal form or mechanism by
which companies can register themselves as social
enterprises. According to the data presented in
Table 10, sole proprietorship is the preferred legal
form for 32 per cent of survey respondents42,
while four per cent of organisations are not
formally constituted. The least common legal

Objectives and functions
Survey participants were asked about their
key objectives, and they were given the option
of providing multiple answers. The most
commonly reported objective, chosen by 77 per
cent of respondents, is creating employment
opportunities (including for members). The
second most common objective, cited by
70 per cent of respondents, is improving a
particular community, while providing access to
42

form used by social enterprises are trusts and
public limited companies (one per cent). Smaller
organisations prefer to adopt less cumbersome
legal forms such as sole proprietorship and
association or society, mainly due to the low
registration cost (government registration fees
and legal fees) and simple reporting procedures.
Many for-profit or income generating entities
are more likely to register as limited companies
or co-operatives, particularly in view of formal
fundraising and business transactions.

quality products or services and protecting the
environment are also common objectives. Fewer
organisations focus specifically on discrete social
problems, such as the provision of affordable
housing, fighting social inequalities, supporting
vulnerable women and young people, and
promoting education and literacy (see Table 11).

According to World Bank, sole proprietorship is the most commonly used among all businesses (Sri Lanka Country Profile, 2011).
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Respondent organisations operate across
three key sectors: manufacturing (36 per cent),
agriculture (22 per cent) and culture and creative
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industries (13 per cent). No social enterprise
reported working in the housing, transport,
childcare, construction, business support/
consultancy or workspace sectors (see Table 12).

The majority of the social enterprises surveyed
(62 per cent) maintained strong links with external
organisations and networks at the local (51 per
cent), national (31 per cent) and international
levels (nine per cent) — multiple responses
were allowed. The responses show that social
enterprises operating at a national level are less
likely to network with public bodies, while those
operating at a regional or rural level have better
links with the public and voluntary sectors.

respectively. Some 17 per cent report having
customers from multiple provinces, while 15 per
cent operate nationally, and13 per cent operate
at an international level (see Table 13). The
majority of those operating internationally are
private companies and producer organisations
supported by INGOs.

Social impact
Over a third (69.3 per cent) of survey respondents
state that they measure their impact, although
many admit that they do not have a system in
place to capture the impact of their work.
Yet 46 per cent report that they do use external
evaluation processes, while 49 per cent use
internal assessment systems. Organisations
linked to national and international organisations
are more likely to use external assessment
systems, while many others didn’t demonstrate
a common understanding of what is meant by
impact measurement.
The study participants have a diverse customer
base, from the village level to international
markets. Among them, 23 per cent and 18
per cent catered to customers within their
own district and Divisional Secretariat levels
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As the data shows, the organisations surveyed
have together reached over 587,000 people
across the country. Just over half of these
beneficiaries are women (52 per cent), and a

significant number of young people (29 per cent)
and disabled people (19 per cent) have also
benefited from the work of social enterprises
(see Figure 21).

Figure 21: People reached by respondent organisations
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As shown in Table 14, 70 per cent of respondents
supported women as their primary group of
beneficiaries, while 61 per cent target poor and
low-income people. Furthermore, 53 per cent of
respondents report that their beneficiaries are
the long-term unemployed people, while 45 per
cent support young people.
There are very few social enterprises that
explicitly support the most vulnerable segments
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in society (e.g. the homeless, domestic violence
victims, people coming out of offending, drug
addicts, young people with delinquencies, and
returning migrants). The reasons behind this
include the social stigma often attached to
vulnerable groups, a lack of expertise in dealing
with vulnerable groups, and the fact that many
religious groups and some local NGOs conduct
their own rehabilitation programmes focusing on
such groups.
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Financial performance, growth plans and barriers
As part of the survey, 362 social enterprises
reported information on their financial turnover.
Among the respondents, 49 per cent reported
having a turnover of below Rs.1 million (£5,000);
17 per cent reported having a turnover of

between Rs.1 million (£5,000) and Rs.2.5 million
(£12,000); and 17.4 per cent had turnover
exceeding Rs.10 million (£50,000) (see Figure
22).

Figure 22: Annual turnover of respondent organisations

Participants were asked about their profitability
over the past year, with 70 per cent reported
having made a profit or surplus, 20 per cent
reported breaking even, and just four per cent
reported having made a loss. Surprisingly, some
respondents (six per cent) reported that they
were unaware of whether they had made profits
or not.
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Social enterprises in Sri Lanka are confident
and forward looking. Expectations for turnover
growth over the next year are high, with 84 per
cent of respondents expecting their turnover to
increase substantially over the next year. Only
five per cent project a decrease in turnover, while
11 per cent expect their turnover to remain the
same.

An extremely high 95 per cent of participants
say they have plans for growth, with the most
common plan being to increase sales with
existing customers (74 per cent). The least
popular strategies are winning business as part
of a consortium and merging with another
organisation. Approximately 70 per cent of

respondents are interested in diversifying into
new markets, while 63 per cent plan to develop
new products and services. Other popular
growth strategies are attracting new customers
or clients (54 per cent), and expanding into new
geographical areas (42 per cent) (see Figure 23).

Figure 23: Growth plans of respondent organisations
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Sources of funding and
finance
The majority of the social enterprises taking part
in the survey have drawn upon external funding
sources in their business ventures, with 24 per
cent having accessed loans and 21 per cent
having received donations. Another 21 per cent

report having received grants in the last year.
Just one per cent have taken out a mortgage
(see Figure 24). Limited liability companies and
co-operatives are more likely to have used formal
credit, while non-profit entities are more likely
to have received donations or grants (see Table
15). There are very few examples of hybrids or
subsidiaries bringing in revenue.

Figure 24: External funding sources accessed by respondent organisations

External support
A total of 278 respondents (76 per cent) have
received various forms of support from external
service providers, the most common of which
are training, mentoring and technical support
services. Support from the corporate sector,
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advice on developing and implementing business
plans, and incubation services are the least
common forms of assistance received (see Figure
25).

Figure 25: External support services
accessed by respondent organisations

Barriers to growth
The issues and constraints faced by social
enterprises are largely no different from those
being faced by SMEs and corporates, with the
most common barriers being obtaining finance

(50 per cent) and obtaining grants (39 per
cent). Other common barriers to growth are
government regulations and administrative
burdens, a lack of awareness of social enterprise
in Sri Lanka and a shortage of business skills (see
Figure 26)43 .

43

The World Economic Forum’s Global Competitiveness Report rates the most challenging factors in doing business in countries around the world. In the
2016-17 report the key issues highlighted in Sri Lanka were policy instability, access to financing, inefficient government bureaucracy, tax rates, tax irregularities,
inadequate supply of infrastructure, inflation, attitudes to work, corruption and insufficient capacity to innovate.
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Figure 26: Barriers to growth faced by respondent organisations

Financial constraints
Access to finance is the main barrier facing social
enterprises in Sri Lanka. Many social enterprises
operate with low profit margins and do not
possess bankable assets, which makes obtaining
finance a challenge. Survey participants state

that the most common financial constraint is
the available interest rate or cost of capital (27
per cent), with terms and conditions and finding
guarantors also being major financial constraints
(19 and 16 per cent respectively) (see Figure 27).

Figure 27: Financial constraints faced by
respondent organisations
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Conclusion and Recommendations
A striking revelation of this study is the high level
of youth involvement and youth leadership in
social enterprise. Indeed, 51 per cent of social
enterprises started after 2000 were founded
by or are led by young people aged between
25 and 44. This is quite significant in light of
the widespread criticism of the lack of youth
entrepreneurship in Sri Lanka.

Despite challenges, there has been a spike of
social enterprise start-ups over the last five
years. This upward trend should be leveraged
to improve the social enterprise ecosystem and
provide more necessary support services.

Sri Lanka’s social enterprise sector also has
a higher proportion of female leaders than
mainstream business. While the majority of
traditional enterprises in Sri Lanka are still led
by men, social enterprises may represent an
important outlet for female entrepreneurs, and
understanding this phenomenon in more detail
could help support wider gender equality.

•

Recognise social enterprises as a key
economic driver at the policy level, and
include them in the government’s economic
development agenda.

•

Develop policies and support interventions
specifically for social enterprises and other
businesses set up to address social and
environmental issues. Recognise social
enterprises and businesses set up to address
social and environmental issues at the policy
level:

Social enterprises tend to be clustered in the
Western and Central provinces and are less
common in other provinces. This may be due
to the availability of facilities and access to
support services and networks in the Western
and Central provinces. Many of the enterprises
headquartered in the Colombo district also
operate in other provinces.
Almost half of the respondents report having
a turnover of less than Rs.1 million, and a low
number generate a turnover of more than
Rs.10 million. The most significant challenges to
growth include securing finance and obtaining
grants, followed by government regulations and
administrative burdens. High interest rates are
the biggest constraint when it comes to obtaining
financial support.

These findings from the basis of the following
policy recommendations for the government and
key sector support organisations:

o

The government could establish formal
responsibility for social enterprise at
the ministerial level (under the Ministry
of Industry and Commerce or Ministry
of Finance, for example).

o

The government could recognise and
support an ongoing social enterprise
support programme that profiles,
promotes, educates and informs the
wider public about social enterprise, in
order to develop a deeper awareness
of the role of social enterprise and to
facilitate collaborative opportunities
with the sector.
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o

•

Build a more supportive regulatory
framework, giving social enterprises a
greater degree of flexibility to pursue social
business models that generate both social
and financial return:
o

o
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Expand the capacity and access to
existing
enterprise
development
services delivered by various ministries,
government agencies and provincial
councils to enhance business support
for, and the investment readiness
of, social enterprises. This should
be coupled with awareness-raising
efforts for government officials and
encouragement for collaborative
programmes across ministries and
agencies.

The government could create an
explicit legal and regulator framework
that recognises social enterprises as a
unique legal entity and helps to protect
their social purpose. The current
system forces social enterprises to
choose between models that are more
appropriate for raising private investor
finance on the one hand, or which
demonstrate a commitment to social
purpose on the other.
The government could introduce a
special legal provision to register or
recognise/identify social enterprises
in Sri Lanka. These laws can take
inspiration from the Community
Interest Company model in the United
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Kingdom and may involve simple
adjustments to existing company law
and Inland Revenue provision for tax
concession.
o

•

Expand the provision of legal aid to
include social enterprises in their startup phase, or introduce a separate
free or subsidised legal assistance
programme for new social enterprises.

Create easy access to markets and capital in
order to increase the supply of finance and
initiatives to facilitate access to markets:
o

More appropriate funding options for
social enterprises of various sizes and
growth stages, potentially including
small-scale seedcorn grants and no
interest loans.

o

Grants and concessionary loans
through state and private banks taking
into account the problems for social
enterprises in providing collateral thus
limiting their ability to create impact.

o

Government bank guarantees for social
enterprises without financial track
records and/or sufficient collateral
required by lending institutions.

o

Mechanisms for increased private
and philanthropic investment in
social enterprise to increase social
enterprises’ access to capital and/or to
lower core costs, such as premises and
insurance.

•

Establish a central web-based hub to
provide information about social enterprise
in Sri Lanka, networking opportunities for
Sri Lankan social entrepreneurs, and links to
learning resources, networks and support
organisations in Sri Lanka and overseas.

•

Develop
a
targeted
development
programme for Sri Lankan social enterprises,
responding to the identified need for handson assistance and networking, particularly
in the early stages of starting a social
enterprise.

•

Develop and intergrate an appropriate
system for measuring and managing the
impact of social enterprises, and increase
the wider awareness of this system
among relevant government agencies and
businesses.

•

Foster awareness of social enterprise in
schools through the curriculum and career
guidance with emphasis on starting social
enterprises.

•

Encourage and facilitate the private sector to
work with social enterprises in supply chains
and partnerships and through investments.
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Annex 1: The National Policy Framework for
SME Development
The National Policy Framework for SME Development of Sri Lanka recognises SMEs as the backbone of
the economy, as SMEs account for more than 75 per cent of the total number of enterprises, provides
45 per cent of the employment and contributes to 52 per cent of the Gross Domestic Production. The
government has assigned a high priority to the SME sector.
The SME policy focuses on the following aspects:
• Promoting high-potential, viable and promising sectors.
• A cluster approach for SME Development to support and promote the entire value chain, from
input supply to processing and export w.
• Promoting enterprises with high value added and encouraging enterprises using local raw
materials, as they offer strong comparative advantages.
• Motivating and encouraging export-oriented or import-substitution enterprises and industries.
• Encouraging and promoting flagship SME sectors with high potential spillover effects, to facilitate
job creation or employment generation.
• Promotion and relocation of industries in the less developed regions to reduce urban-rural
imbalances.
• Transforming the landscape of SMEs, away from mere trade and commerce, towards production
and manufacturing, with a special focus on high value added, innovation and the use of modern
technology.
• Strengthening the SME sector in order to enhance inclusive economic development and thus
provide opportunities for better employment and higher incomes.
• Achieving regionally balanced growth across Sri Lanka.
• Promoting resource efficiency at all levels including the use of green technology.
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Annex 2: Government of Sri Lanka
administrative government structure
President

Cabinet

Parliament

NATIONAL

Central Ministries / Central Departments
Governor
Provincial Council

Chief Minister

Chief Secretary

PROVINCIAL

Provincial Ministries incl. Commissioner of
Local Government (CLG)
and Departments

District Secretariat
“Government Agent-GA”
+
Central Departments

District Secretariat
“Divisional Secretary”
+
Central Departments

Grama Niladhari

Frontline Officers

Provincial
Departments

incl. Assistant Commissioner
of Local Government (ACLG)

DISTRICT

Local Authority
Provincial
Depts.

Mayor Municipal Council
Chairman Urban Council

Divisional

Pradeshiya Sabha Local Authority

Secretary + Admin. Units

Frontline Officers

Frontline Officers

GN-DIVISION

Source: German Society for International Cooperation supported Performance Improvement Project PIP, Sri Lanka
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Annex 3: Interviewees and consultation
workshop participants
Outreach events and workshops
Prior to the start of the survey, a stakeholder consultation session was held in January 2017, in Colombo. Twenty people attended, representing the public, non-governmental, private, social enterprise and
banking sectors, and was moderated by the British Council. The discussion focused on questionnaire
design and identifying social enterprise data sources and key actors/stakeholders.
A second consultation session was conducted in May 2017 to discuss the questionnaire and methodology and to seek assistance from stakeholders for data collection. Around 15 participants attended the
session. A representative from SEUK moderated the session.

Key stakeholders/key informants interviewed
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Annex 4: Survey questions
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Annex 5: Reporting and caveats
Data from the survey was subjected to second-level analysis, by region, age of organisation, gender of
leader, size (by turnover and jobs) and sector. Findings have only been presented where there are significant or interesting distinctions to be drawn through disaggregation.
For the purposes of the study, the term ‘funding’ is used to mean grants, revenue and income, and the
term ‘finance’ is used to mean debt, equity, investment and capital.
Survey results have been rounded off to zero decimal places, due to which some figures may not add
up to 100 per cent. Some survey questions allow for multiple answers (such as organisations operating
in more than one sector or facing multiple barriers), and responses in these cases will add up to more
than 100 per cent.
The survey responses are self-declared. Data was not systematically verified with therespondents. However, outlying results and gaps were verified with respondents over the phone. Data on beneficiaries
is self-reported and has not been verified. No further definition of ‘beneficiary’ was provided with the
survey questions.
It is likely that the survey results contain biases due to the nature of outreach and sampling. It is expected that there is a higher proportion of social enterprises are located in cities and with access to
networks and a stable Internet connection than is nationally representative. It is also expected that responses are far higher from areas where events and outreach activities were conducted, so, again, the
regional spread is not representative.
The estimates of total social enterprise numbers were challenging to compile. Accessing SME and NGO
databases did not yield comprehensive results. Moreover, the absence of harmonised terminology to
define SMEs was problematic. The samples were also very small and neither random nor representative, and the survey relied on self-reporting.
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