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Abstract

The development of Small & Medium Enterprises (SMEs) in developing countries is
generally believed to be a desirable end view of their perceived dominant source of industrial
employment. In the context of Bangladesh, the development of Small & Medium Enterprises
(SMEs) can be considered as a vital instrument for poverty alleviation and ensure the rapid
industrialization. Small & Medium Enterprises are accounting for 25% of GDP and 25% of
the total labour force in Bangladesh. The actual Performance of SMEs however varies
depending on the relative economic efficiency, the macroeconomic policy environment and
the specific promotion policies pursued for their benefit. The performance of SMEs of
Bangladesh in terms of employee tum over rate, quality assurance, allocation of funds,
marketing activities have been found significantly below the international standard. There are
various constraints that hinder the development of SMEs in Bangladesh such as medium to
long term credit, limited access to opportunities, technology, expertise, lack of training and
business information, lack of suitable incentives, inefficient and limited services from
relevant government agencies as well as poor capacity of entrepreneurs are other reasons for
slow growth of SMEs. Obviously the government has many things to do to flourish the SMEs
because if they flourish the SMEs will create new entrepreneurs, generate more jobs and
contribute a great extent to the national economy. This paper is an academic analysis in the
light of the performance and consequences of SME activities as well as the factors that affect
the performance of SMEs. SME loan program launched by the financial institutions have
been able to keep impacts upon the rural & urban society of Bangladesh. Development of
SME sector might have probably kept significant impacts in creating economic growth and
social structure suitable for sustainable development of rural and urban society in
Bangladesh. This study therefore reveals a new dimension of the impact of SME activities on
sustainable socio-economic development of Bangladesh as well as environment friendly
development. This study has explored the policy patterns & contributions of the financial
institutions, constraints & success of the SME system and also it has proposed some
recommendations to extend the SME in Bangladesh for the sustainable socio-economic

development as well as environmental sustainability.
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Chapter - One

Introduction

1.1. Background of the Study

Entrepreneurship has been regarded as one of the important determinants of industrial growth both
in the developed and in the under-developed countries. Despite its importance for the economy, the
emergence of small and medium entrepreneurship is a new phenomenon all over the world. In
general, about 98% of enterprises in most Asian countries are classified as small enterprises.

The thesis begins by examining characteristics of small and medium enterprises and an overview of
the contribution and significance of small & medium enterprises in Bangladesh to demonstrate the
importance of the group within the nation. There is significant contribution of small and medium
enterprises to the national economy of Bangladesh as per the following terms:

e Enterprises contribute heavily to total employment frequently representing more than 50% of total
employed.

¢ Total output is also a feature of small enterprises -- it is not unusual for more than 50% of a
nation’s output to originate from small enterprises.

e Exports are alse contributed by many small enterprises whethar in the manufacturing, service or
agricultural sectors.

¢ An important social contribution of small 2nterprises is the range of products and services directly
available to the consuming people — in many countries, consumers rely on the output of small
enterprises for the maintenance of standards of living.

» Small and medium, enterprises also prcduce specialist services and specialist products often in a
more efficient manner than would be feasible by large enterprises.

¢ Contributions to the support cf laraz forms come from small enterprises with services and
products required by those | rge enterprises in their production processes.

¢ Small and medium enterprises also have a role in becoming distribution outlets for large firms —
whether those firms are producing iigh technology or consumer products, frequently small
enterprises are associated with the ¢ stribution process to eventual consumers.

¢ There is general recognition tnat small =nterprises represet a breeding ground for new business

ventures often leading to large enterprises and high technology enterprises.



e Competition in most nations or economies is created by the multitude of small enterprises
providing services and products.

Finally, it can be argued that small and medium enterprises create an avenue for independent,
innovative and entrepreneurial talents. With this brief overview, it is self evident that governments
of Bangladesh respect and recognize the important role of small & medium enterprises and their
managers and owners to national economies. It is to be expected therefore that research in
business and management in Asia would feature some aspect of small and medium enterprise
management. Bangladesh is still a poor country, but she is rich in human resource. According to the
Bangladesh Economic Review 2009, around 6 percent of the country’s $ 90 billion economy comes
from SMEs, which is also the largest sector in terms of employment generation. (Daily Star
December 29, 2009). Bangladesh is rightly dubbed as a country of the SMEs. Bangladesh industrial
economy is thickly populated by these industries which amount for over 99 percent of the private
sector industrial establishments and provide more than 80 percent of industrial employment
(Economic Review,2010). The relative SME shares in total GDP range between 25-30 percent and
that in manufacturing value added vary between 40-45 percent (Ahmed Momtaz Uddin 2008). The
sector is currently exhibiting notable dynamism by registering an average annual compound growth
rate of over 7- 8 percent in their value added shares to GDP. However, their potentials contributions
to the country’s growth process vis-a-vis their numerical dominance in the economy continue to
remain unveiled. In the context of a developing country like Bangladesh, where SMEs are the
engine of growth, there has arisen a new class: SME entrepreneurs. The urban and rural
entrepreneurs of Bangladesh are now turning the situation as a crucial progress in national
development. SMEs constitute one of the major driving forces of economic growth in the
developing countries. Self employment and the creation of new employment through SMEs help to
reduce disguised unemployment and under-employment in the farm sector. In a poor country like
Bangladesh, poverty alleviation through economic growth, as well as employment generation on
mass scale is heavily dependent on the development and expansion of SMEs. Though some studies
were conducted on entrepreneurship development in Bangladesh, no significant research study was
conducted on the performance of entrepreneurs either in rural or urban areas of Bangladesh. The
development of Small & Medium Enterprises (SMEs) in developing countries is generally believed to

be a desirable end view of their perceived dominant source of industrial employment. In the context



of Bangladesh, the development of Small & Medium Enterprises (SMEs) can be considered as a vital
instrument for poverty alleviation and ensure the rapid industrialization. Small & Medium Enterprises
are accounting for 25% of GDP and 25% of the total labour force in Bangladesh (Economic
Review,2010). The actual Performance of SMEs however varies depending on the relative economic
efficiency, the macroeconomic policy environment and the specific promotion policies pursued for
their benefit. The performance of SMEs of Bangladesh in terms of employee turn over rate, quality
assurance, allocation of funds, marketing activities have been found significantly below the
international standard. To achieve the desired 8-10 per cent GDP growth, the manufacturing sector
has to be made highly vibrant, increasing both its growth rate and its contribution to the GDP by
leaps and bounds. The most cost-effective route for this would be through development of SMEs.
Whether to achieve the committed Millennium Development Goals (MDGs) of 2015 or the targets of
the National Strategy for Economic Growth, Poverty Reduction and Social Development, commonly
known as the Poverty Reduction Strategy Paper (PRSP), the development process of Bangladesh
must strive to expand employment creation opportunities very rapidly. The scope of additional
absorption of labour in agriculture being somewhat limited, the best potential for this lies in the
manufacturing sector. Inspite of droughts, floods, cyclones and various other natural or
management related disasters, the country has performed well and has enabled the country to be
self-sufficient in food; the growth of the services sector has also been fairly robust. There are
various constraints that hinder the development of SMEs in Bangladesh such as medium to long
term credit, limited access to opportunities, technology, expertise and business information, lack of
suitable incentives, inefficient and limited services from relevant government agencies as well as
poor capacity of entrepreneurs are other reasons for slow growth of SMEs. Development of SME
Sector might have probably kept significant impacts on sustainable economic development, which
might have subsequently played role in creating social structure suitable for sustainable
development of rural and urban society in Bangladesh. Proposed study may therefore reveal a new
dimension of the impact of SMEs on sustainable development as well as social structure of rural &
urban Bangladesh. This study will explore the policy patterns & contributions of the financial
institutions providing SME loan, constraints & success of the SME system, and to propose some

recommendations to extend the SMEs in Bangladesh for the sustainable economic development.



1.2. Statement of the Problem

The comprehensive study on “"An Enquiry into the Role of Small and Medium Enterprises for
Sustainable Development of Bangladesh,” is to identify the impediments to the development
of entrepreneurship, and to formulate programs based on the approved policy to increase
entrepreneurs involvement in the SME sector. This study to review the position of entrepreneurs in
SMEs and identify their success and problems in business, including the family and social constraints
.As mentioned in the introduction above, there are a large number of SMEs in Bangladesh. But the
country does not yet exploit them very well to contribute a lot for economic development. This
study is different from those researchers discussed above in that their focus areas were in all
entrepreneurs regardless of their sex. Besides, they did not see the factors with respect to the
different personal, organizational, economic, socio-cultural and legal/administrative matters. No
alternatives have been made to examine the nature of the SMEs that are friendly to environment
and hence plays crucial role in sustainable development. This study reveals the socio economic
condition of the SMEs and specifically emphasis on factors that affect the performance of
entrepreneurs in SMEs and its role in keeping the environment better. The study targeted the
entrepreneurs who are able to create own jobs rather than seeking employment in any
organization. Entrepreneurship education is designed in order to support graduates, existing and
potential entrepreneurs to create and run their own business rather than expecting employment
from government, private or NGOs. So as to develop entrepreneurial culture to all groups of the
society, entrepreneurship is given in different countries including .Bangladesh in formal, informal
and non-formal way there is an acute shortage of studies conducted with a specific objective of
analyzing the problems of enterprises operated by both men and women in terms of personal and
organizational-related challenges, economic, social/cultural, and legal/administrative as well as
environment related challenges. This study is deemed to fill the gaps by identifying specific factors
that are responsible for resilience in SMEs are operated by entrepreneurs, and shade light on
specific differentials that affect their performance. Thus, in this study it is thought to assess the
different factors that affect the performance entrepreneurs in SMEs in Bangladesh. And at the same
time this study will look into the role of SME activities in keeping the environmental friendly

sustainable development.



1.3. Objectives of the Study

The general objective of the study is to examine and analyze the role of the SMEs, the challenges
that are now confronting and the real situation that are now prevailing in the socio economic &

political context of Bangladesh. However the study will cover the following specific objectives:-

1) To analyze the Characteristics of SMEs and find out the contribution of SMEs for the sustainable

socio-economic development of Bangladesh.

2) To examine the factors those affect the performance of SMEs and trace out the consequences
of SME activities upon the socio-economic status & environmental consciousness of the

entrepreneurs as well as the role of SMEs to the sustainable development.

3) To find out the challenges those are being confronted by the SMEs in the study area.

4) To make a query regarding the Govt. policies in connection with the SME development and
suggest suitable recommendations in the light of the present study to strength the current situation

of SMEs in Bangladesh.

1.4 .. Review of Literature

As globalization reshapes the international economic landscape and technological change creates
greater uncertainty in the world economy, the dynamism of entrepreneurship is believed to be able
to help to meet the new economic, social and environmental challenges. Governments increasingly
consider entrepreneurship and innovation to be the cornerstones of a competitive national
economy, and in most countries entrepreneurship policies are in fact closely connected to
innovation policies, with which they share many characteristics and challenges. The dynamic
process of new firm creation introduces and disperses innovative products, processes and
organizational structures throughout the economy. The lack of internationally comparable empirical
evidence has however constrained our understanding of entrepreneurship and many questions
remain unanswered. Ultimately, policy making must be guided, as far as possible, by evidence and

facts.

Parson and Smelser [Parson and Smelser 1956] described entrepreneurship as one of the two
necessary conditions for economic development, the other being the increased output of capital.

But the classical theories of economic development (Smith 1776, Ricardo) did not emphasize much



on entrepreneurship. According to those theories economic development seems to be automatic

and self-regulated.

The role of entrepreneurship in economic development varies from economy to economy
depending upon its material resources, industrial climate and the responsiveness of political
leadership to the entrepreneurial function. The entrepreneurs contribute more on favourable
opportunity conditions than in the economies with relatively less favourable opportunity conditions.
Viewed from the opportunity point of view, the underdeveloped regions, due to paucity of funds,
the lack of skilled labour and non-existence of minimum social and economic overheads are less
conducive to the emergence particularly of innovative entrepreneurs. In such regions

entrepreneurship does not emerge out of industrial background [Barozen 1954-1955].

Therefore entrepreneurs in such regions, under the conditions of paucity of funds, the
problems of imperfect markets and industrial climate the entrepreneurs are bound to launch their
enterprises on a small scale with available raw materials, human resources and indigenous
technology. So for the LDCs like Bangladesh small scale entrepreneurship development is very

important for economic development [Khanka 2002].

According to the European Union (2003) SMEs are defined as enterprises which have at most
250 employees and an annual turnover not exceeding 50 million Euros. Further there is the
distinction of small enterprises — they have fewer than 50 staff members and less than 10 million

Euros turnover — and micro-enterprises (less than 10 persons and 2 million Euros turnover).

According to the World Bank (2006) medium enterprises are defined as enterprises which
have at most 300 employees and an annual turnover not exceeding 15 million US dollars. Further
there is the distinction of small enterprises — they have fewer than 50 staff members and up to 3

million US dollars turnover — and micro-enterprises have up to 10 persons and $100,000 turnover.

Small and medium enterprises are considered as backbone for domestic resource
mobilization. There are several researches, which are in favor of domestic resource mobilization in
the present scenario through either product innovation or process innovation to restore the

economic strengths of the economy (Ohashi, 2007, Doborn & Soraino, 2009).



Kharbandae (2000) has emphasized on cluster development for the promotion of SMEs sector
through process innovation. According to his research, small and medium sector constitutes
approximately 80% of industrial enterprises in Indian economy. India has nearly three million SMEs,
which account for almost 50 per cent of industrial output and 42 per cent of India’s total exports.
Along with SMEs significance, the author has thrown light on main problems and their impediments
with the help of process innovation. For that purpose, a conducive policy environment is utterly
required like investment policies, liberalization policies and introduction of modern technologies. To
promote SMEs sector, sourcing of new technology, innovation and effective transfer, in the
presence of SMEs cluster, are essential. It will result in indigenous industrialization and self reliance

of the country.

Khan (2004) has explained that small enterprises are an important part of a nation’s
economic and social structure. On global perspective, small enterprises have acquired a significant
stature in the economic development of a county. There are many successful stories in the world
where an appropriate strategy has been adopted for establishment and promotion of small and

medium scale industries.

Cravo (2010) has analyzed the impact of strong SME’s sector on economic growth of Brazilian
economy. The author examines the relationship between the small and medium enterprise (SME)
sector and economic growth for a panel of 508 Brazilian micro-regions for the period 1980-2004. It
observes the significance of SME sector with respect to two main variables; the share of the SME
employment in total employment, and the level of human capital in the SME sector. Moreover, it
examines how these aspects of SMEs influence the economic growth in regions with dissimilar level
of development. The empirical findings show that Brazilian SME sector has no significant correlation
with economic growth but SMEs’ human capital is more important for growth in more developed
regions. This proposition does not fit for all the countries as the experience in other countries
(Bangladesh and China) show that there is positive correlation between SME sector and Economic

growth.

Studies on small and medium enterprise (SME) sector are generally faced by two major
constraints. That is, lack of appropriate statistical information (Wagner, 1995) and an insufficient

theoretical framework (Miesenbock, 1988). Another interesting point is that some literature on



small firm growth proves that managerial and firm characteristics are not significant in explaining

the performance of the firm whilst other literature demonstrates that small business performance

depends, amongst other factors, on management traits and firm characteristics6.

Watson et al (1993: 36) argues that it is not proper to generalize research findings on small
firm growth or otherwise because the definition or indicator utilized may not be objective, relevant,
verifiable and simple. Above this, Caughey et al (1994) and Smallbone (1999) have shown that
small firm performance significantly differs by sectors, country, and a host of other factors.
Stanworth et al (1986) shown that the performance of an enterprise would also depend on the

stage of growth which an enterprise is at. This is further confirmed in Smallbone (1990).

Lefebvre and Elisabeth (2001) have used Tobit and Probit model to show the impact of
innovative capabilities of SME’s as a leading determinant for exports performance. The findings of
the research indicate that innovative capabilities are having determinants of export performance but
their relative importance vary according to the knowledge intensity of the industrial sectors in which
they are actively in operations. In high knowledge industries, all technological capabilities are
significantly positive related to export performance while commercial capabilities are more
prominent in low-knowledge industries. However, in low, medium or high-knowledge industries,
Research & Development and knowledge intensity remain among the five strongest determinants.
Due to its positive link with exports performance, we can assume that it will lead to improve
economic growth of a country because of national income identity equation (Y=C+I+G+X-M).
Through domestic resource mobilization, the government can reduce its dependency on donor
agencies. To promote the SME’s in Pakistan, government of Pakistan has formulated SME Policy
Task Force in 2004 and they recommend that private sector led economic growth strategy should

be primarily based on SME development.

Hitt et al. (2002) described a firm’s resources as a key input and categorized them into
tangible and intangible resources. Lack of these resources restricts SMEs growth in developing
countries. The study particularly analyzes that how lack of three key resources, finance, human
capital and technological resource affect SMEs growth and can PPPs be a way for overcoming this

lack of resource to SMEs and enhancing their growth and development.



Lin (2007) argues that as SMEs are often labor-intensive enterprises, their ability to absorb
labor costs are reduced when they face credit constraints. Therefore, the need is to establish small

and medium-sized banks through PPP to deal with the difficulty of accessing bank credit for SMEs

New technologies are rapidly emerging, technologies improves efficiency and enables greater
production. Technological innovations are a source of profit for enterprises (Dean, 1980; Drucker,
1985). The potential benefits of modern technology and technological capabilities to SMEs are well

known.

Holmund et al (2007) come with the idea that import activity could be considered as a vehicle
to develop overseas business and suggest links between importing and exporting. They considered
that imports activities are focused on operation while exports on marketing. Even if there is no

consensus regarding ways to measure the effect of internationalization on SMEs performance,

Steensma, Marino and Weaver (2000) have emphasized on adopting of cooperative strategies
by the small firm to make a significant contribution in achieving economic strengths According to
them, cooperative strategies consists of structured cooperative agreements between firms like
marketing coalition, research & development agreements and distribution agreements to minimize
the cost. Such cooperation may allow these entrepreneurial firms to increase production through
innovative process, expand their production capacity through joint production agreements, share
marketing expenses and expertise with long-term marketing arrangements, and reach foreign
markets with distribution agreements. These agreements may not be confined up to domestic firms

but we can also expand the spectrum of cooperation to firms in foreign countries.

It is generally presumed that SMEs development has positive impact on economic growth of
a country through employment generation. With the development of SMEs, particularly through
process innovation, allocate as well as distributive efficiencies would be amplified. The production
capacity of industrial units will increase which helps in expansion of the businesses. Through
employment generation, income availability would increase which may assist in boosting the social
standard. Ultimately consumption would increase which has positive impact on national income
through national income equation; (Y=C+I+G+X-M). But it is one side of the coin. The other side

indicates that there is no impact of SMEs development on economic growth as Cravo (2010) has



highlighted in his study. There are some important factors like investment policy, external sector

policies, which have greater impact on economic growth rather than SMEs development.

SMEs are characterized by uncertainties and lack tangible assets (that they pledge to banks
as collaterals), they are usually deprived of receiving finance from banks in Bangladesh. This fact is
observed from various studies and micro surveys relating to SMEs in Bangladesh. For instance,
Hossain (1998), Qureshi (2000), Bhattacharya (2000) and Akhtaruddin (2000) mention that in most
cases banks and non-bank financial institutions of Bangladesh require collateral, almost twice the
amount of requested loans, in the form of land and buildings in lieu of getting loans by large
enterprises as well as SMEs. SMEs are also regarded as high risk borrowers by bank officials
because of their low capitalization, insufficient asset base and high mortality rates and
consequently, they are not offered any attractive deals in terms of loans and interest rates (Sia,
2003). Banks are further seen to be conservative in nature in lending to SMEs, as they do not

consider them as attractive and profitable undertakings (Bhattacharya, 2000; Sia, 2003).

With respect to the SME sector of Bangladesh Foreign and national experts underlook some
studies, some of the notable ones are — Uddin ( 2008 ), Chowdhury ( 2007) , Miah ( 2007), Ahmed
(2006),Midas (2004),ICG (2003), Hallberg ( 2002), Uddin (2008) has stated the economic efficiency
and overall performance of the SMEs especially in the developing countries are considerably
dependent macroeconomic policy environment and specific promotion policies pursued for their

benefit.

It is important to note that Bangladesh has been following the system of an open market
economy since the 1990s and Ahmed (1999) states that in a liberalized developing economy like
Bangladesh, SMEs are exposed to tougher competitive conditions both from domestic and
international markets and might end in prematurely termination of their operations, if adequate

financial and non-financial support is not provided to them timely.

Uddin (2008) has stated that the economic efficiency and overall performance of the SMEs
especially in the developing countries are considerably dependent upon macroeconomic policy

environment and specific promotion policies pursued for their benefit.



Chowdhury (2007) highlighted that in context of Bangladesh SME is characterized by Low
capitalization and limited assets, geographical diversity and high mortality, poor credit knowledge,
very limited access to formal source of credit, cash intensity in transactions, very limited record
keeping habit, poor financial disclosure on account of tax issues, high risk perception has led to high

borrowing costs.

In a study about SME sector of Bangladesh Miah (2007) stated that the major constraints for
SMEs are lack of adequate investment, lack of modern technology, high rate of interest on bank
loans, irregular/inadequate supply of power, poor physical infrastructure and high transportation
cost, poor information about market opportunities and requirements, inadequate availability of raw
materials, lack of skilled technicians and workers, lack of research & development facilities, fierce
competition, absence of effective and transparent legal system, difficulties in accessing technology,
credit constraints, low access to business services, constraint of quality of human resources, low

awareness, low lobbying capacity, rapid changes in policy environment.

Ahmed (2006) observed that availability of finance is a major constraint to formation and
growth of SMEs in Bangladesh. Banks are reluctant to expand their SME credit portfolio because
they do not consider SME lending an attractive and profitable undertaking. This is so because SMEs
are regarded as high risk borrowers because of their low capitalization, insufficient assets and their
inability to comply with collateral requirements of the banks. Administrative costs are also higher

because close monitoring and supervision the SME operation becomes necessary.

A study ( 2004) by Micro industries Development assistance and Services ( MIDAS ) revealed
that sources of finance are mostly friends & family member in case of SME. MIDAS tried to identify

the sources of funds of SMEs. These are-

Sources of funds Percentage of finance
Informal sectors 41%
Family members 20%(interest free) & 4% (with interest)
NGO 17%
Bank 18%
D- 2865
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Furthermore, the commonly perceived merits often emphasized for SMEs promotion
especially in the developing countries like Bangladesh include their relatively high labour intensity,
dependence on indigenous skills and technology, contributions to entrepreneurship development
and innovativeness and growth of industrial linkages The case for fostering SME growth in
Bangladesh is irrefutable as these industries offer bright prospects for creating large-scale
employment and income earning opportunities at relatively low cost for the unemployed especially
in the rural areas strengthening the efforts towards achieving high and sustained economic growth

(Uddin, 2001).

According to Hallberg (2002), a stable macro-economy, an open trade and investment regime,
and a competitive financial sector are argued to be most essential ingredients for a vibrant private
sector. But with a law and order situation below the optimum level, corruption well above the level
of acceptance and unstable political situation, the domestic environment of Bangladesh does not

come to any help, rather hinders the prosperity of SME in this country.

Dr. Sharif Bhuiyan found like many other countries, informal sector in Bangladesh does not
exist in @ vacuum. There are clear interconnectedness, partnership and continuity with the formal
sector — maintaining a two way flow of labor, goods, finances etc between the two sectors. In
Bangladesh rapid transformation of the informal sector may not be possible, feasible and/or
sustainable. Policy initiatives to formalize the informal sector should therefore adopt a gradualist

approach(2007).

Dr Khondaker Golam Moazzem showed that in the Sixth Five Year Plan (6th FYP) acceleration
of GDP growth (from 6.1 percent in FY 2010 to 8.0 per cent in FY2015) has been targeted through
excelling the performance of industrial sector, particularly of the manufacturing sector. The growth
of the manufacturing sector will have to be attained through improvement of existing enterprises
and also by creating new ones. However, an overwhelming number of these enterprises are micro
(having less than 10 workers), small (10-49 workers) and medium (50-99 workers) enterprises,

usually called MSMEs/SMEs (2008).

S. M. Akterujjaman came into a conclusion that SMEs are a fundamental part of the

economic fabric in developing countries, and they play a crucial role in furthering growth, innovation
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and prosperity. Unfortunately, they are strongly restricted in accessing the capital that they require
to grow and expand, with nearly half of SMEs in developing countries rating access to finance as a

major constraint (2010).

S. M. Nasrul quadir and DR. Mohammad Saleh Jahur argued that SMEs of Bangladesh have
been vulnerable to frequent policy changes of Government from time to time. Besides, they are
facing severe competition in and outside the country. As a result, the profitability of SMEs has got

squeezed and many of them have got financially distressed. Besides, Entrepreneurs of SMEs (2011).

Iftikhar Hussain, Zeeshan Farooq and Waheed Akhtar opined that Across the South Asia, the
contribution of SMEs to the overall economic growth and the GDP is high. It is estimated that SMEs
contribute 50% of Bangladesh’s industrial GDP and provide employment to 82% of the total
industrial sector employment. In Nepal, SMEs constitute more than 98% of all establishments and
contribute 63% of the value-added segment. In India, SMEs' contribution to GDP is 30 %.( 2012).
SMEs are different from large organizations in several characteristics like resource limitations
(financial, human and technological), informal strategies, and flexible structures (Hudson et al.,
2001; Qian and Li, 2003). As a consequence, SMEs have higher failure rate than large enterprises.
This also causes slow growth of SMEs. Every SME has a set of distinctive resources that provides
the foundation for its growth and development. The resource based theory explains these
resources; these resources are firm’s physical capital resources, human capital resources and

organizational resources (Barney, 1991).

Razzaque (2003) argued that the factors that are acting as constraints in case of SME market
development are: quality and standards, marketing, investment and working capital, shortage of
skilled workers, lack of entrepreneurship and management skills, physical infrastructure, transport
costs, trade policy and incentives, information, legal and regulatory framework, domestic
environment etc. Ahmed (2004) argued that it is necessary to review the Government’s industrial
policy and technology policy to outline the Government’s measures to support SMEs in technological

up gradation.

Small and medium enterprises are considered as backbone for domestic resource mobilization.
There are several researches, which are in favor of domestic resource mobilization in the present

scenario through either product innovation or process innovation to restore the economic strengths
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of the economy (Ohashi, 2007, Doborn & Soraino, 2009). With the help of -new technology and
innovative ideas, an entrepreneur can achieve economies of scale with the expansion of their
businesses. All aliened economic activities like marketing, investment, employment generation and
consumption can be functional, if process innovation would be taken place. The product innovation
cannot be possible without process innovation. A country can hire the expertise from other
countries where the process innovation is successfully experienced like in East Asian economies and

in developed countries to formulate basic infrastructure of process innovation.

Dr. Ahmed. In this article Dr. Momtaz Uddin mentions that SMEs constitute one of the major
driving forces of economic growth in the developing countries. The development potentials of these
industries in Bangladesh are boundless. Characteristically, the SMEs are poised to create millions of
low-cost and productive job opportunities, add to national output and exports, promote
entrepreneurship and innovation, and spread industrial growth over wider geographic regions and
among vast number of potential business owners. These intrinsic merits of the SMEs make them
handy instruments for achieving employment intensive industrial growth, “Socially inclusive”
national economic growth and sustained poverty alleviation. He identifies that the SME sector
accounts for upwards of 90% of total industrial establishments, 60 to 70 percent or more of

employment and provides livelihoods for three-fourths of the workforce n most of the Asian

courtiers.

In her article, Professor Masuda M. Rashid Chowdhury made an attempt to identify some of
the factors that led to the adoption of women entrepreneurship. She also d.scussed the problems
faced by the women entrepreneurs in their business enterprises. As small entrepreneurs, women
played a significant role in the national economy. In the article, she suggested that the
governmental and non-governmental development for women entrepreneurship should e activated
in order to increase the contribution of women towards the national economy. She also rightly
identified the major problem of women entrepreneurship which included the lack of credit facilities,
skill training and market opportunities. She also pointed out those middlemen created problems by

offering low prices. Women face difficulties in procurement of raw materials and transportation.
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In their article Moyeen and Huq have analysed the various problems faced by the urban female
entrepreneurs of the Dhaka Metropolitan area. They studied 51 female entrepreneurs in respect of
the nature of their business management skills, level of education, occupational influences, and

demographic information

Feroz Ahmed, Md. Mizanur Rahman, Monimul Haque in their article “Constraints of
Manufacture based Small and Medium Enterprise (SME) Development in Bangladesh” look for
identifying such constraints of manufacture based SME Development in Bangladesh. From the
study, it has been identified that, lack of utility facilities, for example, electricity, gas and water,
frequent changes of the prices of raw materials as well as shortage of raw materials, political
unrest, high interest rate on borrowings, high transportation cost, lack of financing for ongoing
concern, and inadequate infrastructure are the major constraints of manufacture based SMEs
Development in Bangladesh. The researchers assume that few initiatives like developing necessary
infrastructure, ensuring utility services, reducing bank rate and ensuring consistent supply of raw
materials can change the total scenario and thus can help the manufacturing sector which in turn
will result the industrial development of the country and thus will be able to contribute to the

economic development.

Mohammad, S. A. Momen and Sayma Rahman made a study on the entrepreneurs operating
in the industrial units within the radius of 35 kms around Dhaka City. The sample population
comprised the owners of firms. The authors tried to highlight the major factors hindering the
development of entrepreneurs’ in Bangladesh. They also tried to measure the success of
entrepreneurs and examined whether any correlation existed between various factors like age,

education, experience and investment size and the selection of projects.

Mubina Khandokar in her article “Entrepreneurship Development and Economic growth: The
Bangladesh Case” argued that entrepreneurship was the most essential factor for economic
development of a country. She said that entrepreneurship development in Bangladesh was at its
initial stage. No serious efforts had been made so far. Little amount of money had been spent on
entrepreneurship development in this country. However, situation had been changed. Nationalized

banks and other non-government institutions were undertaking schemes and training programs to
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encourage entrepreneurship in the small-scale business enterprises. These efforts were, no doubt,

praiseworthy, but are still inadequate compared to the needs of the country.

Abdul Awal Mintoo in his study “SMEs in Bangladesh” mentioned that The Least Developed
Countries (LDCs) in the east have started refocusing their attention on SMEs to enhance their role in
bringing about structural changes in their economies. For Bangladesh SMEs have assumed special
significance for poverty reduction programmes and potential contribution to the overall industrial
and economic growth. This article uses two earlier studies carried out almost a decade apart and
the author's own research to identify some of the constraints that have been hampering SME

growth and to provide some pointers for the future.

To see the impact of process innovation on the performance of small and medium enterprises
and the effect of strong SME on economic development, an econometric model has been developed.
The period of analysis consists of 1980 to 2012. Following Milbergs, 2005, three main measures for
process innovation has been taken in this research; number of patent applicants, either resident or
non residents, number of trademark applicants, either resident or non residents, high-tech exports
and high-tech exports as percentage of manufacturing exports. To measure the performance of
SMEs sector, SMEs growth is taken as a benchmark indicator. As well as economic performance is
concerned, two economic parameters have been selected; growth in real GDP Per Capita and

growth in GDP, as referred by Todero, 2009.

1.5. Research Gap

The previous studies explore different aspects of SMEs in Bangladesh as well as in developing
countries. In the previous few studies it is noted in Bangladesh that there exists some challenges in
SMEs or SME financing. Few articles explore the innovation in SMEs and few researches explore the
growth strategies and entrepreneurial factors that affect the activities, performance of SMEs, etc.
Other studies examine the policy strategies, SMEs export growth, barriers and Govt. initiatives, risk
interceptions in SMEs , behavior of SMEs, efficiency of SMEs as well as process innovation on
productivity. On the other hand this study is an attempt to cover basic important issues related to
the development and features of SMEs. This study is based on the SMEs of the major cities of

Bangladesh. It explains not only the characteristics of the SMEs but also the factors that affect their
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performance. This study examines the impacts and consequence of SMEs activities to the socio-
economic development and environmental consciousness of the SMEs. This research examines the
group wise difference regarding socio-economic benefit and environmental consciousness of the
entrepreneurs. An attempt is made to find out the area wise challenges and economic, social and
administrative factors that create constraints to the development of SME sectors in Bangladesh. So
this study is different from the previous studies cover most of the major aspects related to the

development of SMEs in Bangladesh.

1.6. Research Questions

In light of this, the study attempts to answer the following basic questions:

1. What are the key economic, social, legal and administrative factors like entrepreneurial skill,
human Resource, marketing skill and activities, IT adoption, Govt. and other organizational support,
political unrest and external pressure that affect the performance of entrepreneurs in SME sector ?
2. Is there any significant relationship between the performance of the entrepreneurs and the
factors that affect the performance of SMEs ?

3. Is there any significant role of SMEs to the sustainable development of Bangladesh?

4, Is there any significant changes took place in the socio-economic status and environmental
consciousness of the entrepreneurs through their activities?

5. Is there any group wise difference regarding the socio-economic benefits and environmental
consciousness of the entrepreneurs?

6. What are the constraints faced by the SMEs of different districts and is there any significant

relationship between the constraints and the SMEs?

1.7. Hypotheses of the Study

1. Factors that affect the performance of SMEs

Null Hypothesis

There is no significant relationship between performance of SMEs and related

independent variables
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2. Role of SME Activities

Null Hypothesis
There is no difference between current and previous status of the respondents in

respect to ecoromic benefits, social benefits and environmental consciousness

. Group wise differences regarding Socio-economic

consciousness

Null Hypothesis

There is no Group wise differences regarding socio-economic benefits and

environmental consciousness

4. Correlation between investment and net gperating income

Null Hypothesis

There is no significant relationship between the investment and the net

operating income of the entrepreneurs

5. Challenges in the SME sector

Null Hypothesis

There is no association of the entrepreneurs with the major challenges observed

in the SME sector in Bangladesh

1.8. Organization of the Study

The study consists following chapters :

Introduction

Overview of Small and Medium Enterprises in Bangladesh
Methodology of the Study

Presentation and Analysis of Data

Challenges and Recommendations

o AW

Policy Implications and Conclusion

1.9. Significance of the Study

The present study entitled "An Enquiry into the Role of Small and Medium Enterprises for
Sustainable Development of Bangladesh” deals with studying and understanding a sample of
small and medium entrepreneurs. The findings and conclusions of the study will be a great help in

variety of ways. The present study will throw light on a specific section of the working class. The
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SMEs engaged in manufacturing and service sectors have been taking up variety of careers and
sources to earn income. Many women have been found to use their skills and knowledge about
enterprises in productive ways the present study will help to understand the approach and will
throw light on their knowledge, attitude and practices as well as problems. It will be of great
importance as a contribution to database on entrepreneurs. It will point out as to how these
entrepreneurs differ with respect to other working people. The study on entrepreneurs is of great
significance to the economic growth. This can be largely achieved by economic independence.
Starting and developing an enterprise may be is a great challenge in itself. Thus, a study on SMEs
who have undertaken such tasks will be of great motivation to others. It will direct others how to
use one’s skills and expertise in creative manner. In addition to these aspects, it also becomes
important to know how they manage their work and home simultaneously. Thus, studies on
entrepreneurs will become an example of what they can do, what they are doing and how. It will be
able to overcome the stereotype misconceptions about women. This conceptual clarity will help the
SMEs to obtain better acceptance, respect and support in society. It will provide motivation to
initiate for beginners and to expand for those already in it. Such a study will prove the fact that they
are successful managers for business as well. The society will look upon such entrepreneurs as
ideals and will be forced to reconstruct their notions about SMEs. Their importance and contribution
can be understood by studying groups of such entrepreneurs. The study in the present research
format is an effort to better understand groups of such entrepreneurs and their contribution. It is
envisaged that the study will find a causal relationship between entrepreneurship and economic
development of Bangladesh and demonstrate the effectiveness of participation in small economic
activities to help gender equality. The study will also show how to integrate entrepreneurial skills
and attitude of entrepreneurs as one of the most valued assets in creating enterprise and their
continuation and how entrepreneur as an indispensable part of the reformist community are
working under the same macro, regulatory and institutional framework with other counterparts.
Thus, it is necessary to analyze in-depth the problems in order to understand the gender parity
embedded in society that eventually limits mobility, interactions, active economic participation,
access and control to business development services. Thus, a study on small and medium
enterprises will throw light on their status and problems in specific. The research will be also helpful

in following ways —
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e This study will be helpful for the academicians and researchers who want to work
concerning the SME sector of Bangladesh as well as of developing countries and Small and
medium entrepreneurs can be more conscious about the environment, sustainable

development and challenges as well as those factors that create constraints.

e The unemployed people and women can be inspired to be an entrepreneur. The educated
entrepreneurs could be more conscious about their own entrepreneurial skills, human

resources, IT facilities, marketing system for the expansion of business

e People can be informed about the contribution of the SMEs to the economic development

and GDP growth rate in the past few years

e Central banks, Govt. institutions and other private organizations can be aware about the
constraints and initiatives to foster the SME development in Bangladesh. SMEs and the other
institutions could be aware about the socio-economic benefits and environmental

consciousness through the SME activities

e To know how far financial and other assistance provided by Government are helpful to
entrepreneurs.

e To know the casual relationship of SME activities and environmental degradation.

- Contribution of the study to the National Development & Planning System

Small & medium enterprises play a vital role for the economic growth, poverty alleviation,
and rapid industrialization of the developing countries like Bangladesh. SME’s are significant in
underlying country’s economic growth, employment generation & accelerated industrialization as
the SME sector is labor intensive, it can create more employment opportunities. For this reason the
Govt. of Bangladesh has recognized SME as a poverty alleviation tool. SMEs also foster the
development of entrepreneurial skills & innovation. Along with poverty alleviation SMEs can reduce
urban migration and increased cash flow in rural areas. As a result it will enhance the standard of
living in rural areas. The proposed study will enquire the role of SMEs to the sustainable
development. This study is for finding the success, constraints & Govt. initiatives to the SMEs. This
study also recommends some suggestions for the growth of SME sector in Bangladesh and that will
play a significant role to the national development & planning system of Bangladesh. I am optimistic

that this study will create awareness among the new entrepreneurs & the general people about the
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importance SMEs in Bangladesh. This study may be helpful to the government officials, policy
making and other governmental and non governmental agencies which are functioning for
development of entrepreneurship. This may be helpful for entrepreneurs themselves for developing

their business into successful enterprises.

Sustainability is a corporate strategy whose objectives of long-term growth, efficiency,
performance and competitiveness are achieved by the incorporation of economic, environmental
and social aspects into corporate management. Improvements in the area of economic,
environmental and social performance may significantly help integrate concepts of sustainable
development into business practice, and lead to sustainability. If the performance of firms and their
competitiveness in the present-day demanding markets are to increase, it is necessary to develop a
comprehensive system of indicator evaluations based on cooperation between cross-departmental
teams that are able to contribute towards an increase in the overall corporate performance. The
system of environmental, social and economic performance evaluation of course offers a much
greater dynamics of development than it has been to date. KPI give companies a technique to
measure their progress towards strategic sustainability objectives. Key performance indicators may
help companies to plan and manage their environmental, social and economic priorities — especially
if those indicators focus on the company’s principal strategies — through operating plans
incorporating performance goals. Indicators that serve to measure sustainable development in
companies are being constantly developed by various international organizations with the objective
of drawing up internationally recognized standards aiming for comparability between national
economies, different industries and even individual companies. The best-known international activity
is the GRI that focuses on defining a standardized content of sustainability reports. They provide
quantitative or qualitative forms of feedback that reflect performance in the context of their
business strategy. In their evaluations and measurements, companies focus on aciivity perfarmance
management and, at the same time, they seek to make sure that they are in line with the
company’s strategies and objectives. In such a case, performance can be clearly demonstrated.
Evaluations and measurements not only assign performance responsibility, but they also provide a
feedback on sustainability initiative impacts, underscore the importance of identification and
understanding of causal relationships between alternative courses of action and their effects on

financial and non-financial performance. The thesis describes various approaches to the
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management environmental, social and economic performance that may lead to corporate
sustainability. Sustainability is a strategy of the process of sustainable development. They provide
quantitative or qualitative forms of feedback that reflect performance in the context of their
business strategy. Corporate performance management should at present focus on sustainability
performance management consistent with the company’s strategies and objectives. In such a case,
performance can be clearly demonstrated. The aim of the thesis is to present the integration of
environmental, social and economic sustainability. Small and Medium Enterprises (SMEs),
particularly small enterprises, are viewed as vehicles to foster sustainable economic growth through
the involvement of entrepreneurs of relatively small means, by contributing substantially to GDP as
well as to the generation of employment-both directly and through backward and forward linkages-
particularly by engaging people with limited skills, coming largely from rural Bangladesh.
Unfortunately, despite their growth potential, SMEs have not flourished in Bangladesh. In addition
to financial, technological, management, and marketing information constraints, there is an absence
of active policy support provided by the government to assist the SMEs to flourish. Trade,
particularly import trade, as an alternative activity, facilitating quick yielding finance capitalism, has
attracted more investment. A strong plea is made for active promotion of and support to SMEs.
Also, it is suggested that a sharp focus on environmental protection is needed as SMEs are
promoted. Development of the SME sector is an essential pre-requisite for sustained development-

economic, social, and environmental.

1.10. Limitations of the Study

All possible cautions were maintained during the planning of study, selection of methods and
techniques, data processing and analysis. In spite of this, the study is not free from limitations.
Even though different efforts have been made, then we have faced some challenges while doing
this study. To begin with, the fact that the majority of the respondents’ educational background is
low creates some negligence in filling the questionnaire. Some do not give values to the
questionnaire and some others do not return it totally. Besides this, some others see the
questionnaire politically even though orientations have been made. Furthermore, since respondents
have been in a tight work, some were not as such willing to fill the questionnaires. Lastly, since the

respondents were scattered in different sites, some difficulties were faced in giving orientations,
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following up respondents and collecting responses. Even because of time limitations, budget
constraints and socio- political unrest in Bangladesh it was difficult for us to collect information from
more SMEs in the urban and semi urban area who are involved in business as an entrepreneur.
Therefore, these conditions might affect the quality of the paper to some extents. Since the study is
an empirical one based on field-work through the interviews of entrepreneurs engaged in SME in
different districts of Bangladesh, it has some obvious limitations. Some limitations related to the
study could be cited here as follows:

1. Data collection through primary source or through interview was a time consuming matter. The
respondents sometimes were found non-cooperative with the interviewers.

2. Present study covered entrepreneurs engaged in SMEs only. Large scale business had been kept
outside the purview of the present study.

3. Gathering information from some of the entrepreneurs was sometimes very difficult and
extremely time-consuming. They did not give enough time to the interviewers.

4, Further, it was also found that entrepreneurs have a tendency to disclose lower income and
higher expenses. They think that this would help them to get more credit. This is considered to be a
limitation to the research study.

5. Contacting entrepreneurs to gather information was a very difficult task.

6. Existing Infrastructure of communication is not so good in the study areas. So it was hard to
reach some areas.

7. During field study, there were some natural disasters and political unrest, which sometimes
created problems to maintain the time schedule.

8. The Study could not apply random sampling procedures in all stages of respondent’s selection
due to lack of time and an appropriate sampling frame.

9. Some qualitative findings were related to the perception of respondents. These findings may not
be representative to predict the overall situation of entrepreneurs.

10. The entrepreneurs, involved in the large scale of business, were not included in this study,
therefore, this study dose not tells anything about their situation.

11. The study was conducted among entrepreneurs of 15 districts of Bangladesh where all the
Upazillas were not covered and as such this may not reflect the total picture of Bangladesh relating

to entrepreneurs,
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12. As a female researcher it is tough to conduct a wide survey covering the maximum districts of
Bangladesh

13. In view of time and resource constraints, conducting a comprehensive study in full depth and
width has not been possible. Considering the volume of the study, the timeline was limited,
particularly for questionnaire survey. Therefore, it was a great challenge for the Researcher to reach
all respondents within the timeframe. To get it happened, Research Associates had to pay extra

efforts. Time limitation created some barriers to collect some qualitative data.

1.11. Scope for Future Research

The researcher found that the collected data would be of great importance as data base. The
researcher would recommend more case studies and cover more districts of Bangladesh to have a
large sample in this direction, so that more entrepreneurs would get recognition and acceptance.
Such studies will help the entrepreneurs to solve the problems faced. It will motivate agencies and
government to provide help, support and benefit to entrepreneurs. The following studies can be
undertaken —

e  Similar study with area specific samples.

e  Similar study with more large samples.

o  Comparative studies between men and women entrepreneurs in the SME sector.

o  Comparative studies of entrepreneurs in SME concerning different Asian countries.

e  Similar study with women engaged in SME.

o Studies including the perception of others regarding entrepreneurs can be undertaken.

e  Similar study concerning environmental development through SME activities.
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Chapter Two

Overview of Small and Medium Enterprises in Bangladesh

2.1. Entrepreneurship in Bangladesh

Entrepreneurship may be practiced by big and old business units alike. Further it is not confined to
economic institutions. It extends to all institutions- economic and social and to ownership patterns:
private, public and co operative sector enterprises. In almost all the definitions of entrepreneurship,
there is an agreement that we are talking about a kind of behavior that includes taking initiative,
organizing and reorganizing of social and economic mechanisms to turn resources and situations to

practical account and accepting risk of failure.

Entrepreneurship is one of the indispensable ways to economic self-sufficiency around the
world. In the developing country like Bangladesh where well-paid employment is scarce,
entrepreneurship may be the only way that most individuals can rise above the poverty. This
problem is particularly severe for women. Society in Bangladesh tends to grant women limited
access to material resources, land capital, an education. It is historically true that when half of the
country’s population is not involving them with formal or informal economic activities, the country
will not progress further. Now the time has come when we should emphasize on creating self
employment opportunities and on expansion of employment-generating small and medium business
enterprises and at the same time on active involvement of women in the economic development

process.

2.2. Women Entrepreneurship in Bangladesh

Women entrepreneurs constitute less than 10% of the total business entrepreneurs in Bangladesh
whereas women in advanced market economies own more than 25% of all businesses. It is
heartening to note that despite many barriers, a new women’s entrepreneur class has risen in the
country taking on the challenge to work in a male-dominated, competitive and complex economic
and business environment. Not only have their entrepreneurship improved their living conditions
and earned more respect in the family and the society, but they are also contributing to business
and export growth, supplies, employment generation, productivity and skills development of

Bangladesh. A recent United Nations report concluded that economic development is closely related
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to the advancement of women. (Hua Du, Asian Development Bank, 2006). Although the
Constitution of Bangladesh guarantees all citizens equal rights, in reality, the society is highly
stratified and services are rendered on the basis of class, gender location, etc., which often results
in disparities. Seventy percent (70%) of the women entrepreneurs are micro and rural based. They
are not given proper opportunity for expansion. On the other hand, urban educated women already
engaged in micro and small businesses, as well as export-oriented enterprises are receiving
comparatively less attention. As a result, they are unable to expand their operations due to lack of
technological support and expertise, fund constraints, marketing techniques, and detachment from
the international business arena, especially in the context of today’s globalization and rapidly
growing business world. After the financial crisis in Asia, the governments of many countries in Asia
has placed emphasis on SMEs led by women entrepreneurs, which they believe will be the new
thrust for economic growth in the future. If adequate support can be provided, these small scale
business entrepreneurs would be able to generate employment and render training to women of
rural and slum areas. All these can help them to step into new ventures of their own. In order to
actively pursue the advancement of women, it is required to empower, upgrade and uplift the
women entrepreneurs in both rural and urban sectors. Special priority should be given to the poor
rural women. In new ventures, modern technology can be greatly helpful in facing the competitive
challenge of the age. Since technology is a strategic variable in the modern business paradigm,
women empowerment with technology will give rise to economic advancement. A recent survey
data of BBS revealed that women own only 2.8% of all enterprises outside agriculture in
Bangladesh. This figure exposed that while progress is being made towards the equality of women

and men in the decision-making level women remain under-represented. (Akbory, Yeameen, 2008)
2.3. An overview of Small and Medium Enterprises (SMEs) in Bangladesh

Small and Medium Enterprises (SMEs) have historically been one of the steeples of the enterprise
landscape within economies. The SME sector accounts for upwards of 90% of total industrial
establishments, 60 to 70 percent or more of employment and provides livelihoods for three-fourths
of the workforce in most of the Asian countries. Growth with clear benefits for poverty reduction
puts a premium on integrating, productively and profitably, small and medium enterprises in the

very process of economic growth. The over-riding vision must be for setting up a market-based
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economic order with a level playing field for all enterprises, in which SMEs can respond to
opportunities of growth and wealth creation commensurate with their own endowments and
diligence, innovation and management commitment. In addition, the vision must lead to a priority in
the delivery of government services so as to neutralize, on a continuing basis, the handicaps and
irritants which almost reflexively, tend to spring themselves upon SMEs in a selective manner. A
historically accelerated pace of trade liberalization in Bangladesh since the early 1990s by spurring a
veritable deluge of imports has quite significantly increased competitive pressures on SMEs in
Bangladesh. Rapidly falling cost of communications have by unifying global markets heightened the
intensity of competition. Trading is widely seen as a safer, richer, smarter and bulkier career to
have than manufacturing, and it is a bad news indeed for industrialization. The Government of
Bangladesh formulated a comprehensive industrial Policy-2005 by putting special emphasis for
developing Small and Medium Enterprises (SMEs) as a thrust sector for balanced and sustainable
industrial development in the country to help deal with the challenges of free market economy and

globalization.
2.3.1.SME- around the world

According to the European Union (2003) SMEs are defined as enterprises which have at most
250 employees and an annual turnover not exceeding 50 million Euros
According to the world Bank ( 2006) medium enterprises are defined as enterprises which have at
most 300 employees and an annual turnover not exceeding 15 million US dollars
The most common size standards are-
500 employees for most manufacturing and mining industries
100 employees for wholesale trade industries
$6 million of annual receipts for most retail and service industries
$28.5 million of annual receipts for most general & heavy construction industries
$12 million of receipts for all special trade contractors

$0.75 million of receipts for most agricultural industries

Breaking down the Small Scale Industries ( SSIs) , Industry Canada defines a small business as
one that has fewer than 100 employees ( if the business is a goods-producing business) or fewer

than 50 employees ( if the business is a service based business)
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In India the small scale industries ( SSIs) are industrial undertaking in which the investment in fixed
assets in plant and machinery, whether held on ownership terms or on lease or by hire purchases
doesn't exceed Rs 10 million. The small scale service and business ( industry related ) enterprises
(SSSBEs) are industry related service and business enterprises with investment in fixed assets,
excluding land and building up to Rs 1 million. (Ministry of Trade and Industry, Government of
India)

2.3.2. SME in Bangladesh

Different countries and organizations define SME differently. Enterprises may be segmented based
on its capital investment, size, and production volume and so on. Small and medium enterprises
(SMEs) are clearly defined by the Ministry of Industry of Bangladesh. Under Bangladesh Bank's
regulations Small Enterprise/ Medium Enterprise refers to the firm/business which is not a public

limited company and complies the following criteria:

Table-2.1 — Definition of SMEs

Small Enterprise Medium Enterprise
Sector Fixed Asset other than Employed Fixed Asset other than Employed
Land and Building Manpower Land and Building (Tk.) Manpower
(Tk.) (not above) (not above)
Services 50,000-50,00,000 25 50,00,000-10,00,00,000 50
Business 50,000-50,00,000 25 50,00,000-10,00,00,000 50
Industrial 50,000-1,50,00,000 50 1,50,00,000-20,00,00,000 | 150

[ Source — website of Ministry of Industry, Bangladesh]

There are about 6 million SMEs in Bangladesh. This is the single largest industrial sector of the
Bangladesh economy. Small and medium enterprises shall be categorized using the following
definitions as provided by the Ministry of Industries. The Government of Bangladesh has recognizes

SME into two broad classes.

a) Manufacturing enterprise
- Small enterprise: An enterprise would be treated as small if, at current market prices, the
replacement cost of plant, machinery and other parts/components, fixtures, support utility, and

associated technical services by way of capitalized costs (of turn-key consultancy services, for

28



example), etc, excluding land and building, is between BDT 50,000 and BDT1.5 crores (BDT .05

million to15 million). The number of workers is maximum 50.

- Medium enterprise: An enterprise would be treated as medium if, at current market prices,
the replacement cost of plant, machinery, and other parts/ components, fixtures, support utility,
and associated technical services (such as turn-key consultancy), etc. excluding land and building, is
between BDT 1.5 crores and BDT 20 crores (BDT 15 million to BDT200 million. The number of

workers is maximum 150.

B ) Non-manufacturing activities: (such as trading or other services)

- Small enterprise: An enterprise would be treated as small if, at current market prices, the
replacement cost of plant, machinery and other parts/components, fixtures, support utility, and
associated technical services by way of capitalized costs (of turn-key consultancy services, for
example), etc, excluding land and building, is between BDT 50,000 and BDT 50 lacs (BDT .05
million to 5 million). An enterprise would be treated as small if it has less than 25 workers, in full-
time equivalents.

- Medium enterprise: An enterprise would be treated as medium if, at current market prices, the
replacement cost of plant, machinery, and other parts/ components, fixtures, support utility, and
associated technical services (such as turn-key consultancy), etc. excluding land and building, is
between BDT 50 lacs and BDT 10 crores (BDT 5 million to BDT 100 million). An enterprise would be
treated as medium if it has a maximum of 50 employees.

According to Bangladesh Bureau of Statistics different enterprises are defined as ;

No. of employees

Micro 0-9
Small 10-49
Medium 50-99
Large Above 99

2.3.3. Booster Sectors of SME (Provided by Ministry of Industry)

For providing promotional support, the following 11 booster sectors have been indented by “The

Industrial Policy 2005" of the Government of Bangladesh and the list would be reviewed every
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three years: The ministry of industries, Government of Bangladesh has been identified following 11
booster sectors

1. Electronics and Electrical

2. Software development

3. Light Engineering and metalworking

4. Agro-processing/agro business/plantation agriculture/specialist farming/tissue culture

5. Lather-making and lather goods

6. Knitwear and ready-made garments

7. Plastics & other synthetics

8. Health care & diagnostic

9. Educational services

10. Pharmaceuticals/cosmetics/toiletries.

11. Fashion-rich personal effects, wear & consumption goods

2.4. Definition of Sustainable Development

Sustainable development has three parts including economic prosperity, social equity and justice
and environmental sustainability. In many developing countries this is particularly important
because they, especially the more vulnerable sections of their populations, are disproportionately
harshly affected by climate change and pollution. Sustainable economic development is thus a way
of ensuring inclusive pro-poor development. The concept of sustainable development can be
interpreted in many different ways, but at its core is an approach to development that looks to
balance different, and often competing, needs against an awareness of the environmental, social
and economic limitations we face as a society. The concept of sustainable development is rooted in
this sort of systems thinking. It helps us understand ourselves and our world. The problems we face
are complex and serious—and we can't address them in the same way we created them. But we
can address them. There can be no sustainable development without economic development. A suf-
ficiently robust rate of economic growth is the absolute precondition for reducing poverty and
attaining prosperity. But economic growth must benefit all sections of society, i.e. it must be

inclusive and ecologically sustainable. Provided this is the case, economic development can have an

impact that goes well beyond the confines of economic growth and can help achieve many develop-
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ment goals. For example, ensuring that individuals have productive work that gives those prospects
at personal level and within society also fosters security and peace. Employment and an income
they can live on allow families to give their children a better education and break out of the vicious
circle of poverty.

Sustainable development has been defined in many ways, but the most frequently quoted definition

is from Our Common Future, also known as the Brundtland Report

"Sustainable development is development that meets the needs of the present without
compromising the ability of future generations to meet their own needs. It contains within it two
key concepts:
o the concept of needs, in particular the essential needs of the world’s poor, to which
overriding priority should be given, and
o the idea of limitations imposed by the state of technology and social organization on the

environment’s ability to meet present and future needs.”

United Nations World Commission on Environment and Development in 1987, development is
sustainable if it “meets the needs of the present without compromising the ability of future
generations to meet their own needs.” It is usually understood that this “intergenerational” justice
would be impossible to achieve in the absence of present-day social justice, 