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Unveiling the challenges: exploring start-up hurdles
faced by small and medium-sized enterprise
entrepreneurs in Sri Lanka
Amila Gankandage1 & Ruwan Jayathilaka 2✉

This study specifically focuses on the factors contributing to start-up failures in the SME

sector in Sri Lanka, with particular emphasis on the educational, socio-cultural, economic, and

psychological variables that affect entrepreneurial outcomes. The primary objective is to

identify and analyse the factors contributing to these failures. Data collection involved

interviews, telephone surveys, and online questionnaires. Given that the dependent variable

categorises outcomes as either success or failure, a Probit regression model, was deemed the

most appropriate analytical method. The findings reveal significant impacts of educational

and economic factors on start-up failures in the SME sector. Additionally, psychological, and

socio-cultural factors were found to influence these failures. Most participants recommended

integrating entrepreneurship and skill development topics into the O/Level and A/Level

curricula. Based on these insights, this study proposes several policy recommendations. It

suggests that policymakers improve the education system to meet the country’s educational

needs more effectively. It also recommends that family members, society, and religious

leaders receive education pertaining to start-up development. Furthermore, it advises pol-

icymakers and financial institutions to align more closely with entrepreneurial needs to

prevent business failures. Lastly, the study emphasises the importance of educating entre-

preneurs on maintaining a motivated and positive attitude, addressing the fear of loss, and

understanding the psychological aspects of business management. Building upon the brief

overview in the abstract, the following introduction lays the foundation for our study, ela-

borating on the economic concepts and contextual background.
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Introduction

This research aims to analyse the factors contributing to
start-up failures among SME entrepreneurs in Sri Lanka,
specifically examining how educational, socio-cultural,

economic, and psychological factors influence these failures
through a random sampling of 387 entrepreneurs who have
experienced business failures. Data were collected via a mixed-
method approach. Utilising face-to-face interviews, telephone
conversations, and online surveys to capture both quantitative
and qualitative insights. Probit regression analysis was employed
to assess the impact of educational, socio-cultural, economic, and
psychological factors on the likelihood of start-up failure. By
identifying these factors, the study intends to offer actionable
suggestions to entrepreneurs aiming for business success and to
provide informed recommendations to relevant stakeholders,
including government bodies and policymakers.

SMEs are pivotal in the Sri Lankan economy, contributing to
75% of total enterprises and accounting for more than 45% of
employment (Ministry of Industry and Commerce, 2017).
These enterprises generate approximately 55% of the country’s
Gross Domestic Product (GDP), highlighting their critical role
in economic sustainability and growth. Given this backdrop,
understanding the dynamics of SMEs is vital for deriving
insights that can foster economic development. SME entre-
preneurs are frequently recognised as catalysts for private
sector investment and critical drivers of high-growth sectors.
This role is well-supported by research, including (Acs et al.
2018) study on the Global Entrepreneurship and Development
Index, which highlights the significant impact SMEs have on
job creation and economic growth

This research focuses on exploring the factors that influence
SME success and failure, particularly during their formative years.
It aims to bridge the existing research gap within both the Sri
Lankan context and internationally. The study has identified a
significant correlation between entrepreneurial failures and an
education system that does not directly support entrepreneurial
skill development, shedding light on the multifaceted challenges
faced by SME entrepreneurs.

Addressing macroeconomic challenges, this research empha-
sises the importance of investigating key variables such as edu-
cational, socio-cultural, economic, and psychological factors that
influence SME success. Understanding these variables is essential
for formulating strategies that enhance entrepreneurs’ contribu-
tion to the national economy, aligning with objectives such as
maximising stakeholder value.

Furthermore, this research will examine the economic con-
tribution of SMEs to GDP, aiming to provide clear statistics on
the current state and categorisation of SMEs. This compre-
hensive analysis empowers entrepreneurs to assess and opti-
mise their business strategies effectively, offering insights into
potential pitfalls and guiding them towards successful
outcomes.

Finally, this research endeavours to deepen the understanding
of SME dynamics, addressing a critical research gap and pro-
viding insights that can inform strategic decision-making to foster
the sustained growth of SMEs at the national level. By elucidating
the factors influencing success and failures, this study contributes
to the broader knowledge base, assisting stakeholders in making
decisions that bolster the nation’s economy.

Literature Review
Small and medium enterprises (SMEs) are frequently heralded as
the backbone of economies worldwide, driving economic growth
and innovation. Entrepreneurs, the vanguard of this sector, play a
pivotal role in advancing their nations’ economic development. In

the context of developing countries, including Sri Lanka, scholarly
investigations have largely focused on the socio-cultural and
economic variables influencing SME success, while educational
and psychological aspects have received comparatively less
attention. For example, the socio-cultural and economic influ-
ences on SME success in Sri Lanka were emphasised, but there is
the limited exploration of educational and psychological factors
(Lussier et al. 2016). Similarly, Farrukh et al. (2019) highlighted
various determinants of entrepreneurial intentions but noted a
lack of focus on educational aspects (Farrukh et al. 2019). The
psychological aspects of entrepreneurship have been reviewed,
showing that much existing research emphasises socio-economic
factors (Frese and Gielnik 2014). This literature survey aims to fill
this gap systematically reviewing extant research on these lesser-
studied factors.

The necessity of this endeavour is underscored by findings that
identify critical determinants of business success or failure in Sri
Lanka, including foundational business practices, financial acu-
men, and marketing expertise. These elements are crucial for
understanding the broader landscape of SME operational
dynamics and outcomes. Therefore, the current literature survey
extends beyond these conventional areas to explore how educa-
tional and psychological factors influence entrepreneurial efficacy
and business sustainability (Lussier et al. 2016).

Utilising digital libraries such as SAGE Journals, ResearchGate,
ScienceDirect, and Emerald Insight, this study embarked on a
systematic exploration of literature, employing search terms like
“Entrepreneurship,” “Start-up failures,” “Small and Medium
Enterprises,” “Business start-ups,” and “Business failures.” This
search was limited to content in English to maintain focus and
relevance. The initial query resulted in retrieved over 100,000
articles, significantly exceeding expectations and underscoring the
prolific nature of research in this field. From this extensive
database, a curated selection of 100 research articles was made,
categorised into five critical areas: Educational Factors, Socio-
cultural Influences, and Economic Factors, including Financial
and Government Institutions and Country-specific Economic
Conditions and Psychological Factors. This categorisation facili-
tated a targeted analysis, enhancing the survey’s comprehen-
siveness. The method, illustrated in Fig. 1, shows the search
strategy. Research into the reasons for small business failures
employed several academic databases, including SAGE Journals,
ResearchGate, ScienceDirect, and Emerald Insight, focusing on
articles published in English from January 2010 to January 2024.
According to the literature flow diagram, only 85 research papers
were critically evaluated for this study.

This literature survey aims to illuminate the well-
documented socio-economic impacts on SMEs and highlight
the significant yet understudied educational and psychological
dimensions that contribute to entrepreneurial success. By
expanding the scope of investigation, this study seeks to pro-
vide a more holistic understanding of the factors influencing
SME outcomes, thereby contributing valuable insights into the
complexities of entrepreneurship.

Figure 2 provides a visual overview of the conceptual frame-
work, illustrating the connections between the key variables
examined in this study. This framework underpins the analysis,
aiming to dissect how educational, socio-cultural, economic, and
psychological factors influence the success or failure of start-ups
in the SME sector in Sri Lanka. To collect the data informing this
analysis, a detailed questionnaire was developed and is available
in S1 Appendix. This questionnaire is essential for capturing the
nuances of these factors and their interactions, which are crucial
to understanding the broader landscape of entrepreneurship
within the region.
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Educational factor. Researchers examined empirical evidence on
the role of education, discussing the direct relationship between
entrepreneurial education and venture growth, and emphasising
the adaptability and innovation skills imparted through such
education (Bogatyreva et al. 2019; Farrukh et al. 2019). Research
into educational content and entrepreneurial skills remains a
critical area of focus. Critics of Sri Lanka’s educational system
note its emphasis on rote learning rather than critical thinking,
with broader literature suggesting a global shift towards education
that fosters creativity and problem-solving skills vital for entre-
preneurship (Farrukh et al. 2019). By improving access to quality
education, this research aims to address socio-economic dis-
parities, empowering underrepresented groups and enhancing
their entrepreneurial success. Entrepreneurial education is parti-
cularly beneficial for women and minorities, providing access to

networks and knowledge otherwise less accessible (Baker and
Welter 2020; Dana et al. 2021).

Researchers advocate for targeted interventions, proposing that
specifically designed educational programmes can significantly level
the playing field for disadvantaged groups in developing economies
(Maritz et al. 2021). Integrating entrepreneurship into education
from a young age is essential, equipping future entrepreneurs with
the skills and knowledge necessary to overcome the challenges of
starting and managing a business, thereby improving their chances
of success (Crammond 2020). The gap between entrepreneurship
education and entrepreneurial intent highlights a need for policy
focus on creating more direct pathways from education to
enterprise creation (Thurik et al. 2010)

It is important to discuss the success of experiential learning
models, which are used in the US, and Europe It helps people
solve real-world problems using simulations. At the same time, it
also provides simulations for entrepreneurs. (Velinov et al. 2021).
Simulation and real-world problem-solving form core compo-
nents of the curriculum, providing a template that could be
adapted for Sri Lanka. This is a very good suggestion for the Sri
Lankan governing body of education as well.

The inadequate provision of entrepreneurial education and
training has been linked to higher failure rates among start-ups,
with research indicating that entrepreneurs lacking formal
education or business management training face greater chal-
lenges in navigating business complexities, leading to an increased
likelihood of failure (Lussier and Pfeifer 2001).

Socio-Cultural Factor. Exploring the socio-cultural dynamics
that influence entrepreneurship in Sri Lanka offers valuable
insights into the foundational elements of start-up success and
failure within the SME sector. Family support, community values,

Fig. 1 Literature search flow diagram.

Fig. 2 Conceptual framework.
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religious beliefs, and cultural attitudes toward risk and failure are
key factors shaping entrepreneurial behaviour and decision-
making. For example, strong family networks often provide
essential emotional and financial support, while community
values may either encourage or inhibit entrepreneurial initiatives.
Similarly, societal attitudes towards failure impact risk-taking
behaviour, with cultural norms often determining the level of
encouragement or stigma attached to business failure. This review
incorporates historical and contemporary research to evaluate
how ethnic values, family structures, religious influences, and
social attitudes shape entrepreneurial activity.

Historical contexts provide insight into how social relations
shape entrepreneurial tendencies (Aldrich 1989). Further research
supports the idea that entrepreneurial behaviour is frequently a
product of cultural conditioning (Frese and Gielnik 2014). Family
dynamics also significantly affect entrepreneurial success and
failure (Chhokar 2013), with family support playing a critical role
in Sri Lanka by providing both emotional and financial resources
that assist entrepreneurs in overcoming business challenges.
Researchers highlight that family support varies across cultural
backgrounds (Jovanovic M 2018; Maritz et al. 2021). The
influence of religious leaders on start-ups is also explored,
suggesting that spiritual guidance can significantly impact
entrepreneurial decisions (Dawson et al. 2015).

Several research papers discuss the role of religious leaders and
their influence on the entrepreneurial ventures of start-ups.
Religious leaders can shape and explore the impact of religious
affiliations on business ethics, positive thinking, and financial
support, corroborating the idea that spiritual guidance signifi-
cantly affects entrepreneurial decisions (Henley 2022; Giorgi et al.
2015) Research has highlighted how cultural norms influence
risk-taking (Welter 2011). It further examines how societal
attitudes towards failure impact entrepreneurial innovation,
particularly in high-risk ventures (Zahra 2021). Additionally,
cultural attitudes and business strategies may share common
connections (Moriano et al. 2012). Some researchers explore how
cultural alignment enhances organisational resilience and market
adaptability (Spencer and Gomez 2011).

This research also considers two distinct factors—education
and socio-cultural aspects—both of which are interconnected.
Integrating cultural values and education significantly con-
tributes to entrepreneurial success (Marina et al. 2014).
Moreover, diverse educational skills are often accompanied by
a culturally responsive pedagogy (Mueller and Thomas 2001).
Researchers should explore the distinctions between modern
and traditional cultural values for further investigation. It is
crucial to bridge traditional and modern cultures (Wennberg
et al. 2013) and to study cultural reorientation in business
practices. Analysing how these socio-cultural characteristics
align with technological and global market trends can have a
positive influence on start-up success (Liñán and Fernández-
Serrano 2014). To accommodate modern cultural changes,
policies should be implemented to empower individuals to start
more businesses in Sri Lanka. For instance, while patriarchal
structures may prevail in certain Muslim cultures, many
Muslim women actively participate in business and entrepre-
neurship, making significant contributions to their families and
communities. Therefore, policies should support frameworks
that encourage diverse entrepreneurial paths (Amorós et al.
2013). Community-based educational programmes should also
be implemented to build entrepreneurial capabilities (Honig
and Samuelsson 2012).

Socio-cultural factors, including family support and commu-
nity networks, play a critical role in entrepreneurial success or
failure. The absence of these supportive structures can heighten
the risks entrepreneurs face, particularly in culturally conservative

societies where business operations may conflict with traditional
values, thereby increasing failure rates (Welter 2011).

Economic Condition – Financial Institution. In examining the
literature on obstacles facing financial institutions, numerous
scholars have provided recommendations and insights to the
global community. The role of regulatory bodies and financial
institutions is essential for entrepreneurial success (Olawale and
Garwe 2009; Demirguc-kunt 2020; McCarthy et al. 2015). Fur-
thermore, the banking sector can enhance financial support to
SMEs by offering low-interest loans, thereby increasing credit
availability to this sector (Udell and Berger 2002; Bruhn and Love
2014). Micro-financing services have also been shown to sig-
nificantly improve business outcomes for SMEs (Rigol et al.
2013). Other research highlights that limited access to finance is a
major barrier to growth for SMEs. Findings suggest that eco-
nomic instability and insufficient financial support from banks
contribute to high failure rates among start-ups, as entrepreneurs
struggle to secure the necessary capital to sustain operations and
expand their businesses (Beck 2006).

The impact of business-friendly policies on SME growth
indicates that simply having policies in place is inadequate if they
are not effectively implemented or accessible to the target
population. For more effective banking and microfinancing support
systems, policymakers should establish a robust policy framework
(Mahmud et al. 2022; Aterido et al. 2013). Enhanced coordination
among stakeholders—fostering collaboration between policymakers,
financial institutions, and development agencies—is essential to
creating a supportive environment for SME development, as argued
by Nizaeva and Coskun (2018). Once a financial support
mechanism is implemented, government institutions should
conduct regular evaluations to enhance SME resilience and reduce
financial barriers and administrative burdens (Yap et al. 2023).
Finally, financial and government institutions should develop
innovative financial strategies that meet the developmental needs
of entrepreneurs (Craig et al. 2008).

Economic Condition – Country and Entrepreneur. Under-
standing the influence of a country’s economic conditions on
entrepreneurs is essential to comprehending the success and
failure rates of start-ups. The literature critically evaluates how
both macroeconomic conditions and individual entrepreneurial
circumstances affect new ventures. Stable GDP growth and low
inflation are fundamental indicators of a country’s economic
health, as noted by Wyrwich et al. (2016). Such research con-
tributes to the literature on economic stability, demonstrating
that a stable economic environment bolsters entrepreneurial
confidence, encouraging investment and risk-taking behaviours
conducive to business initiation and growth (Acs et al. 2018;
Fairlie and Fossen 2018). The role of government in shaping
economic conditions, facilitating access to finance, and providing
supportive institutions is also crucial for entrepreneurial success.
Further, proactive economic policies can remove barriers to
entrepreneurship, such as bureaucratic red tape and financial
constraints (Davidsson 2017; Kerr et al. 2016).

Policies must align with global and local trends to ensure their
effectiveness in fostering entrepreneurship (Szirmai et al. 2011).
Additionally, access to and utilisation of resources are critical for
entrepreneurs. When a country’s economy is stable, resources,
human capital, technological infrastructure, and institutional
support are more readily available to entrepreneurs. Research
highlights that human capital, technology, and institutional
support are essential factors influencing entrepreneurial success
(Urbano et al. 2019). This is corroborated by studies
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demonstrating how investments in technology and skills devel-
opment can boost SME performance (Gries 2020)

Financial access and market opportunities can lead to
improved resource allocation among entrepreneurs aiming to
start their own businesses. When entrepreneurs operate in
favourable economic conditions, they tend to be more confident,
competitive, and sustainable in their business practices (Levine
and Rubinstein 2017). To assess the economic impact on SMEs
effectively, comprehensive, tailor-made research is required, as
each entrepreneur’s needs are unique (Hall et al. 2010). Future
research should focus on developing strategies that enhance
economic resilience among entrepreneurs, including financial
literacy programmes and innovation incentives, as discussed by
Brown and Rocha (2020).

Psychological Factor. This literature review explores the impact
of psychological factors on the success and failure of start-ups,
focusing on how key characteristics—such as overconfidence,
optimism, fear of loss, and cognitive biases—correlate with
entrepreneurial performance in Sri Lanka and globally. Historical
evidence indicates that psychological traits minimally influence
entrepreneurial success (Aldrich and Wiedenmayer 1993; Baum
and Locke 2004). However, recent studies using advanced
methodologies demonstrate a correlation between psychological
constraints and the challenges of starting a business (Baum et al.
2011). Research highlighting psychological traits like grit and
perseverance underscores their importance in ensuring long-term
entrepreneurial success (Qudus et al. 2022; Yan et al. 2023). Traits
such as optimism, resilience, and self-efficacy impact entrepre-
neurial activities and help entrepreneurs overcome various chal-
lenges (Tsai et al. 2020). Further research reinforces the positive
effects of optimism and resilience on entrepreneurial activities
(Frese and Gielnik 2014).

Cross-cultural studies also reveal variations in entrepreneur-
ial motivations, suggesting that psychological factors are
influenced by cultural contexts, which in turn affect entrepre-
neurial outcomes (Soomro and Honglin 2015). The correlation
between education and psychological factors is especially
relevant in the Sri Lankan context, as the local education
system plays a role in promoting entrepreneurial motivation
and positive thinking. Studies examine whether the regional
education system supports or inhibits the development of these
psychological traits (Paul Vincent and Devi N 2018; Younggeun
Lee and Herrmann 2021).

The influence of psychological characteristics on entrepreneurial
intention and performance has been explored, with findings
indicating that self-confidence and risk tolerance not only shape
entrepreneurial intentions but also impact actual performance,
which is further influenced by external factors (Maydiantoro et al.
2021). Psychological resilience and adaptability, including traits
such as emotional stability and the ability to recover quickly, enable
entrepreneurs to manage and adapt to change, enhancing their
capacity to navigate business uncertainties (Ali et al. 2023). Passion
for innovation also fosters resilience; entrepreneurs with a strong
drive for innovation often experience reduced fear of failure, which
ultimately supports start-up success (Cardon et al. 2009).

There is a notable relationship between an entrepreneur’s
psychological traits and well-being, with research examining how
characteristics like self-assurance and resilience impact entrepre-
neurial well-being and success (Keith M.Hmieleski 2009).
Further, the relationship between entrepreneurial education and
national economic growth suggests that psychological character-
istics can predict entrepreneurial intentions and actions (Kauto-
nen et al. 2015). Drawing from this comprehensive literature
review, the research framework and proposed hypotheses aim to

address existing gaps and extend the current understanding of
psychological factors affecting entrepreneurship.

Psychological traits, particularly resilience and self-efficacy,
play a crucial role in reducing start-up failure rates. Entrepreneurs
exhibiting higher levels of confidence and stress tolerance are
better equipped to manage setbacks, whereas those lacking these
traits may be more prone to failure (Frese and Gielnik 2014).

A review of the literature highlights the importance of
understanding how education, socio-cultural norms, economic
conditions, and psychological factors collectively influence
entrepreneurial success and failure. Research indicates that
entrepreneurs who possess a balanced combination of these
factors experience lower failure rates, underscoring the need for a
holistic approach in entrepreneurship education and support
(Ceresia 2018).

Research Framework and Hypothesis
Research Framework. Figure 2 presents the conceptual frame-
work designed according to the research questionnaire, which
includes multiple sections. The framework comprises a demo-
graphic section and other sections aimed at identifying the factors
contributing to business failures in the SME sector.

Hypothesis.
Hypothesis 1

H0 – There is no significant impact on start-up failures of
entrepreneurs in Sri Lanka due to the education system.

HA – There is a significant impact on start-up failures of
entrepreneurs in Sri Lanka due to the education system.

Hypothesis 2
H0 – There is no significant impact on start-up failures of

entrepreneurs in Sri Lanka due to social impact and cultural
influence.

HA - There is a significant impact on start-up failures in Sri
Lanka due to social impact and cultural influence.

Hypothesis 3
H0 – There is no significant impact on start-up failures of

entrepreneurs in Sri Lanka due to economic conditions related to
financial and government institutions.

HA – There is a significant impact on start-up failures of
entrepreneurs in Sri Lanka due to economic conditions related to
financial and government institutions.

Hypothesis 4
H0 – There is no significant impact on start-up failures of

entrepreneurs in Sri Lanka due to economic conditions related to
the country and entrepreneurs.

HA – There is a significant impact on start-up failures of
entrepreneurs in Sri Lanka due to economic conditions related to
the country and entrepreneurs.

Hypothesis 5
H0 – There is no significant impact on start-up failures of

entrepreneurs in Sri Lanka due to psychological constraints.
HA – There is a significant impact on start-up failures of

entrepreneurs in Sri Lanka due to psychological constraints.

Methodology. To measure the internal reliability of the data,
Cronbach’s alpha was employed to assess the internal consistency
of the questionnaire, with satisfactory results indicating the
reliability of the measurement scales. Additionally, content
validity was ensured by designing the questionnaire based on
existing literature and input from subject matter experts. The
Cronbach method was used to obtain the alpha value for each
variable in the research (Cronbach 1951). Given that the research
is based on binary outcomes of success or failure, the Probit
regression model was deemed appropriate for understanding the
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relationship between predictor variables and calculating the
results. First, we obtained initial Probit regression results to
facilitate an initial consultation of the findings. You can refer to
the S2 Appendix for the initial results discussed. The researchers
did a commendable job finalising the Probit model, providing
crucial insights for future research (Bliss 1934; Fisher 1935). In
statistics, the Probit model is used for regression when there is a
binary outcome for the dependent variable. In this research,
success or failure is the binary outcome, denoted by 1 and 0.

The general Probit regression model estimates the probability P
(Y= 1 | X), where the Y is the dependent variable and the short
terms represent the independent variables (Edu, Socl, Inst, Cntry,
Psy) as follows:

IfY ¼ 1� Sucess

0� Fail

�

The equation for the Probit regression in this research is as
follows:

PðY ¼ 1jXÞ ¼ Φðβ0 þ β1Eduþ β2Soclþ β3Instþ β4Cntry þ β5PsyÞ
With the methodology firmly established, the research

examined the outcomes, revealing significant insights into the
economic patterns and implications of our study.

Results
The research questionnaire is based on one dependent variable,
which is a binary outcome, while a Likert scale from 1 to 5 was
used for the independent variables. Table 1 presents the
descriptions of the variables and their expected signs. According
to the table, five variables are expected to have a positive sign.

Initially, the research included one dependent variable and four
independent variables. However, during the research process, it
became clear that economic factors should be divided into two
segments: those related to financial institutions and those per-
taining to the economic conditions of the country and entre-
preneurs. Since the data are primary, it is essential to check for
internal consistency to further investigate the research. Any study
based on measurements using primary data should assess the
reliability of the measurement scales (Cronbach 1951). Therefore,

by utilising Cronbach’s alpha, we can measure internal con-
sistency using the same measurements.

It is clear from Table 2 that the data from the research exhibit
acceptable internal consistency. The “Scss” item-test correlation
of 0.8777 indicates a strong positive correlation with the total test
score, while an alpha of 0.7210 suggests good internal consistency
reliability. The “Edu” item-test correlation of 0.8456 also indicates
a strong positive correlation with the total test score, with an
alpha of 0.7014 indicating acceptable internal consistency relia-
bility. The “Socl” item-test correlation of 0.6337 suggests a
moderate positive correlation with the total test score, and an
alpha of 0.7758 indicates good internal consistency reliability. For
the “Inst” item, the item-test correlation of 0.6232 suggests a
moderate positive correlation with the total test score, while an
alpha of 0.7807 indicates good internal consistency reliability. The
“Cntry” item-test correlation of 0.8288 indicates a strong positive
correlation with the total test score, and an alpha of 0.7308 sug-
gests good internal consistency reliability. Finally, the “Psy” item-
test correlation of 0.4460 suggests a moderate positive correlation
with the total test score, with an alpha of 0.8034 indicating good
internal consistency reliability.

The total scale alpha of 0.7878 suggests good overall internal
consistency reliability for the entire scale.

All items exhibit positive correlations with the total test score,
indicating that higher scores on individual items tend to be
associated with higher scores on the total scale. The Cronbach’s
alpha values for individual items and the total scale are generally
above 0.7, which is considered acceptable for good internal
consistency reliability. In summary, based on these results, the
items in the scale or questionnaire demonstrate acceptable
internal consistency reliability and contribute positively to the
total scale score. This suggests that the items consistently measure
the intended construct for the next analysis.

After calculating the measurement’s alpha value, the research
can proceed with the primary data analysis using STATA with
Probit regression.

Table 3 illustrates the results of the Probit analysis and mar-
ginal effects. The education factor was a significant predictor of
success, with a coefficient of 5.3852 and a robust standard error of

Table 1 Variable definitions for start-up failures.

Variable Description Expected Sign (s)

Education (Edu) Entrepreneurial and Skills education of the entrepreneurs with 1 to 5 rating where 1 is
Strongly disagree and 5 is strongly agree.

+

Socio - Cultural Factor (Socl) Family, Religious leaders, Sri Lankan culture and race affect to the entrepreneurs with
1 to 5 rating where 1 is Strongly disagree and 5 is strongly agree.

+

Economic Factor – Financial/Government
Institution (Inst)

Help from the Bank, Micro finance institution and government with 1 to 5 rating
where 1 is Strongly disagree and 5 is strongly agree.

+

Economic Condition of the Country and
Entrepreneurs (Cntry)

Economic condition of Sri Lanka and Entrepreneurs with 1 to 5 rating where 1 is
Strongly disagree and 5 is strongly agree.

+

Psychological Factor (Psy) Self-motivation, positive attitude, overconfidence, fear of loss of the entrepreneurs
with 1 to 5 rating where 1 is Strongly disagree and 5 is strongly agree.

+

Table 2 Internal Consistency.

Item Obs Sign item-test correlation average item-rest correlation interitem covariance alpha

Scss 387 + 0.8777 0.8348 0.2055 0.7210
Edu 387 + 0.8456 0.7484 0.1709 0.7014
Socl 387 + 0.6337 0.4533 0.2198 0.7758
Inst 387 + 0.6232 0.4348 0.2198 0.7807
Cntry 387 + 0.8288 0.6619 0.1532 0.7308
Psy 387 + 0.4460 0.2873 0.2638 0.8034
Total scale 0.2058 0.7878
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1.7039 (p= 0.002). The positive coefficient suggests that higher
education levels significantly increase the probability of success.
The marginal effect of a one-unit increase in education is sub-
stantial, enhancing the likelihood of success by 6.10%. This
underscores the critical role of educational attainment in equip-
ping individuals with the necessary skills and knowledge for
success.

The socio-cultural factor has a positive coefficient of 0.9098,
with marginal statistical significance (p= 0.066) and a robust
standard error of 0.4950. The marginal effect of 1.03% indicates
that social environments and networks have a positive but modest
influence on success, highlighting the importance of supportive
social structures in facilitating successful outcomes.

The economic condition—financial and governmental institu-
tional support—showed a positive effect with a coefficient of
0.9839, which was statistically significant (p= 0.045). However,
the marginal effect was only 0.05%, suggesting that while insti-
tutional frameworks and support systems positively impact suc-
cess, their practical effect is relatively small compared to other
factors. This finding may indicate that the quality or type of
institutional support is as critical as its mere presence.

The economic condition—country and entrepreneur—showed
a strong positive impact with a coefficient of 3.8726 (p= 0.001)
and a robust standard error of 1.1154. The marginal effect of
4.39% indicates that country-specific conditions, such as eco-
nomic, legal, and cultural environments, significantly influence
success rates. This underscores the importance of context-specific
strategies for enhancing entrepreneurial success and other forms
of achievement.

The coefficient for psychological factors was negative at −0.5733,
although this was not statistically significant (p= 0.171), with a
robust standard error of 0.4184. The negative marginal effect of
-0.65% suggests a potential detriment to success when negative
psychological traits or conditions are prevalent, but further inves-
tigation is needed to clarify this relationship.

The intercept has a significant constant of −32.7900 (p= 0.001),
implying that when all explanatory variables are zero, the likelihood
of success is extremely low, highlighting the essential role these
factors play in achieving successful outcomes.

In summary, the education factors, socio-cultural influences,
economic conditions of institutions, and the economic conditions
of entrepreneurs are statistically significant outcome variables
based on their p-values. Furthermore, the education factor and
the economic factor related to country and entrepreneurs have
the most significant impact on the predicted probability of suc-
cess among the predictors. Psychological factors exhibit a

negative but not statistically significant effect on the probability of
success. Having presented these findings, we will finally explore
their implications and integrate them into the existing body of
knowledge in the ensuing discussion.

Discussion
In line with global research, such as Farrukh et al. (2019) and
Crammond (2020), the findings from the Probit model confirm
that educational attainment plays a pivotal role in entrepreneurial
success within Sri Lanka’s SME sector. However, while these
studies affirm the importance of education in fostering entre-
preneurial capabilities, the unique context of Sri Lanka necessi-
tates specific educational reforms, particularly in entrepreneurial
skill development, to align with broader global trends. The ana-
lysis revealed that educational attainment significantly increases
the probability of entrepreneurial success.

Regarding socio-cultural influences, the findings highlight the
impact of family and religious leaders on entrepreneurship,
consistent with the work of Chhokar (2013) and Dawson et al.
(2015). Unique cultural factors specific to Sri Lanka, such as the
role of the extended family in business decisions, provide addi-
tional insights into start-up failures. This outcome, however,
diverges from findings in regions like Europe, where psycholo-
gical factors, such as resilience and self-efficacy (Frese and Gielnik
2014), play a more prominent role. The lack of significance for
psychological factors in Sri Lanka suggests a cultural divergence
that warrants further exploration. This aligns with global research
highlighting education’s critical role in fostering entrepreneurial
capabilities (Cantner et al. 2021a).

The analysis reveals that socio-cultural and economic factors
significantly influence SME failure rates, as evidenced by global
and local studies (Chhokar 2013; Dawson et al. 2015). Specifically,
the influence of family support, religious leaders, and access to
financial institutions was found to be pivotal in determining
business outcomes. Additionally, this study’s findings corroborate
the work of Farrukh et al. (2019), which highlights the impor-
tance of entrepreneurial education while uncovering unique
socio-cultural dynamics present in Sri Lanka.

While these results offer valuable insights into SME entrepre-
neurial success in Sri Lanka, it is essential to recognise the study’s
contextual specificity. Given the unique socio-cultural and eco-
nomic landscape of Sri Lanka, the findings may not be entirely
generalisable to other regions. However, key factors, such as the
role of education and socio-cultural support, may provide
transferable insights for other developing countries with similar
economic conditions. Furthermore, the mixed-method data col-
lection approach allowed for a more comprehensive under-
standing of the factors influencing failure. The Probit regression
analysis provided a robust statistical framework for evaluating the
binary outcome of start-up success or failure, with the assump-
tions of the model thoroughly tested and met.

Further examination reveals that individuals with specific
entrepreneurial and skills-based education exhibit a higher like-
lihood of business success. This impact spans from secondary
education levels (O/L and A/L) to tertiary education, reflecting a
broader trend that underscores the importance of adapting edu-
cational systems to better prepare individuals for economic
transitions from developing to developed statuses (Kulasekara
et al. 2016). Sri Lanka has a relatively high literacy rate compared
to other South Asian nations, with significant literacy rates
among both genders. The education system primarily focuses on
rigorous examinations that are knowledge centric. However, this
study underlines the critical need for incorporating job-oriented
and entrepreneurial subjects at various levels of education to
better prepare students for future economic challenges and

Table 3 Probit model and marginal effects estimation results
for start-up failures data set, Sri Lanka.

Variable Estimate Robust SE P > |
z |

Marginal Effects in
percentages

Edu 5.3852 1.7039 0.002 0.0610
Socl 0.9098 0.4950 0.066 0.0103
Inst 0.9839 0.4916 0.045 0.0005
Cntry 3.8726 1.1154 0.001 0.0439
Psy −0.5733 0.4184 0.171 −0.0065
Constant −32.7900 10.0494 0.001
Ancillary parameters
No. of observations 387
Wald chi2(5) 14.15
Prob > chi2 0.0147
Pseudo R2 0.9676
Log pseudo like hood −7.775142
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opportunities (Central Bank of Sri Lanka, 2019). Feedback from
research participants suggests integrating entrepreneurial and
skills education from the school stage (O/L and A/L) through to
university (Diploma or Degree). Such early exposure is believed
to be foundational in reducing business failures by equipping
individuals with essential entrepreneurial capabilities. Further-
more, a significant number of respondents acknowledged
receiving education related to entrepreneurship during their
school years, which likely aids in cultivating an entrepreneurial
mindset early on (Premaratna and Jayasundara 2016).

The Sri Lankan government should recognise the strategic
importance of entrepreneurship and skills development as a
solution for youth unemployment and fostering economic
growth. Despite the introduction of entrepreneurship courses at
university levels, there is still limited research on the impact of
these educational interventions on entrepreneurial intentions
among students (Premaratna and Jayasundara 2016). It is
acknowledged that introducing entrepreneurial studies into the
academic curriculum from an early age is crucial for the devel-
opment of entrepreneurial thinking and skills. Such educational
strategies prepare students for future entrepreneurial activities
and play a vital role in enhancing their career development
relative to their fields of study (Cantner et al. 2021a). The rela-
tionship between education and entrepreneurial success is com-
plex, with significant implications for economic growth,
innovation, and job creation. Higher education levels correlate
with improved entrepreneurial activity and business sustainability
(Farrukh et al. 2019). Education also provides critical access to
financial resources, markets, and networks, which are essential for
navigating business challenges and seizing opportunities (Baker
and Welter 2020).

Promoting entrepreneurship education is crucial to addressing
socioeconomic disparities that affect access to quality education
and entrepreneurial opportunities. Targeted financial support,
positive thinking programmes, and community-based support are
necessary to ensure comprehensive growth and development
(Wurth et al. 2021). In summary, the importance of education as
a determinant of entrepreneurial success in the SME sector is
evidenced by empirical research and reinforced by stakeholder
feedback. The findings emphasise the need for the systematic
integration of entrepreneurship education across all educational
levels in Sri Lanka. By incorporating both entrepreneurial and
psychological skill development, in line with global best practices
(Cantner et al. 2021b), such initiatives could significantly enhance
entrepreneurial success and drive sustainable economic growth.
However, further research is needed to determine the adaptability
of these educational strategies to regions with differing socio-
economic conditions, along with support for business start-ups.

Socio-cultural parameters determine the societal and cultural
factors that affect how individuals understand, think, and act. These
influences, including child-rearing approaches and cross-cultural
differences, play a significant role in shaping entrepreneurial
behaviour. Socio-cultural factors such as ethnic values, cultural
change, family structure, kinship systems, and regional diversity
significantly impact entrepreneurial endeavours (Aldrich 1989).

Family support is considered an essential determinant of
entrepreneurial success, providing emotional backing and valu-
able resources that facilitate business start-ups and resource
mobilisation (Tuazon et al. 2018). In Sri Lanka, where family
units are crucial to social norms, support from the family unit is
vital. However, it is essential to recognise that family support and
trust can vary widely across different cultures and social back-
grounds, affecting entrepreneurial experiences in diverse ways
(Daspit et al. 2021).

Furthermore, religious leaders and related communities
worldwide provide significant support and guidance, influencing

entrepreneurs’ values, ethics, and risk-taking propensities (Henley
2022). The cultural perception of entrepreneurship, deeply
embedded within Sri Lankan society, significantly influences
individuals’ attitudes towards risk, innovation, and business
ownership (Welter 2011). In the absence of support from reli-
gious leaders, unsuccessful business start-ups may occur, as such
guidance is essential. Additionally, religious leaders within the
Muslim community provide substantial support for individuals to
start and sustain their own businesses. This is a general obser-
vation we have derived from the research itself.

Sociocultural factors not only influence start-up success but
also provide essential insights into various aspects of business,
including strategies, decision-making processes, and market
interactions (Moriano et al. 2012). These cultural factors are
significant for understanding the entrepreneurial landscape and
developing strategies that align with local cultural and social
contexts. Socio-cultural factors intersect with other dimensions of
the entrepreneurial ecosystem, such as access to finance, reg-
ulatory frameworks, and educational opportunities (Yoowoo Lee
et al. 2023). Cultural attitudes towards risk and failure can impact
entrepreneurs’ willingness to seek external funding or engage in
innovative ventures. Integrating cultural values into entrepre-
neurship education programmes can enhance the development of
an entrepreneurial mindset and foster creativity and resilience
among aspiring entrepreneurs (Marina et al. 2014).

Financial barriers are significantly connected to business start-
ups, with major issues including insufficient support from gov-
ernment institutions such as the Ministry of Finance or the
Department of SME Development. Consequently, this leads to an
inability to secure sufficient capital, a lack of government support,
difficulties in obtaining business loans from banks, inadequate
collateral for disadvantaged individuals, and insufficient cash flow
to sustain operations (Olawale and Garwe 2009). These chal-
lenges highlight the critical need for supportive financial infra-
structure to enable business expansion.

In Sri Lanka, most successful entrepreneurs receive assistance
from the Sri Lankan banking system to support business start-
ups in the SME sector or benefit from Micro Finance Systems,
along with support from government initiatives. After engaging
with economic development officers in Sri Lanka, it is evident
that they strengthen the foundation for entrepreneurs. They
tend to categorise the field and facilitate connections for their
development. Many unsuccessful entrepreneurs did not receive
adequate support from such institutions or personnel. These
perceptions underscore the pivotal role that financial institu-
tions play in providing essential support to nascent businesses,
significantly influencing the start-up success rate (Udell and
Berger 2002).

Furthermore, financial institutions provide more than just
loans; they also offer advisory services, technical assistance, and
networking opportunities with similar groups of entrepreneurs,
which are crucial for the resilience and competitiveness of start-
ups (group 2019). These mechanisms enhance the development
of entrepreneurs by reducing the likelihood of failure and pro-
moting sustainable development. Effective government policies
and interventions are essential for developing the SME sector.
Regulatory frameworks, credit guarantee schemes, and targeted
funding initiatives have been shown to significantly improve
entrepreneurs’ access to finance, particularly those in underserved
markets (Mahmud et al. 2022).

In addition to the significant role of financial institutions,
structural barriers persist, such as stringent collateral require-
ments, high interest rates, and bureaucratic procedures, which
hinder SMEs’ ability to access formal financial services (Demir-
guc-kunt 2020). Therefore, it is essential to coordinate and
communicate effectively with policymakers, financial regulators,
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and development agencies to promote inclusive financial systems
that cater to the diverse needs of entrepreneurs in the SME sector.

The analysis confirms the significant influence of the economic
conditions of the country and entrepreneurs on the success and
failure rates of start-ups in the SME sector in Sri Lanka. Policy-
makers and stakeholders must consider these factors when
designing strategies and policies to reduce start-up failures and
promote sustainable entrepreneurial activity. This research ela-
borates on the idea that when economic conditions are favour-
able, customers may experience an increase in their purchasing
power. Consequently, they will buy more from sellers, ultimately
benefiting retail sellers, wholesale sellers, and manufacturers.

The results from the Probit model also highlight the significant
impact of the economic conditions of both the country and
entrepreneurs on start-up failures within the SME sector in Sri
Lanka. Recent research underscores the influence of macro-
economic indicators on entrepreneurship. Favourable economic
conditions, such as low inflation and stable GDP growth, posi-
tively affect entrepreneurial activity by reducing uncertainty and
enhancing market opportunities (Wyrwich et al. 2016). These
conditions create a conducive environment for start-ups by
providing predictability and potential for growth.

The economic stability of the country and its entrepreneurs,
coupled with supportive policies, is critical for nurturing entre-
preneurial ecosystems that foster start-up success. Stable eco-
nomic conditions ensure that entrepreneurs have access to
necessary resources and a favourable market environment (Acs
et al. 2018). The results of the Probit model align with compre-
hensive studies that emphasise the importance of access to
finance, market demand, and a supportive regulatory environ-
ment as fundamental drivers influencing entrepreneurial beha-
viour and venture performance (Davidsson 2017). A robust
economic framework facilitates better access to capital and
market opportunities, which is essential for the sustainability of
business start-ups for entrepreneurs in Sri Lanka.

The significant impact of start-ups is influenced by the eco-
nomic conditions of the country and the entrepreneurs them-
selves. Therefore, policymakers and political groups within the
governing body should aim to enhance the country’s economic
conditions, improve access to finance, reduce bureaucratic bar-
riers, and foster an innovation ecosystem. Additionally, govern-
ments can create an enabling environment for entrepreneurial
ventures (Kerr et al. 2016). Such policies would support SMEs in
achieving profitability and long-term growth, ultimately benefit-
ing the entire country.

While economic conditions and stability are important, other
contextual variables—such as the availability of human capital,
technological infrastructure, and institutional support—also play
crucial roles in determining entrepreneurial success (Urbano et al.
2019). These elements contribute to the overall development of
the country’s economic conditions and those of entrepreneurs.
When entrepreneurs have access to capital, they are more likely to
invest in human capital and technological infrastructure,
increasing their chances of success rather than failure. This
unique study provides valuable insights into the interplay
between the country’s economic conditions and start-up failures
in the SME sector of Sri Lanka. By understanding the multi-
dimensional nature of entrepreneurship and its dependence on
macroeconomic factors, responsible institutions and personnel
can be developed to support SMEs and enhance overall economic
growth and development (Bubnovskaia et al. 2024).

Finally, this analysis of the dependent variable confirms that
the economic conditions of the country and the entrepreneurs
themselves significantly influence the success and failure rates of
start-ups in the SME sector in Sri Lanka. As mentioned earlier,
responsible government institutions and private entities must

consider these factors when designing strategies and policies
aimed at reducing start-up failures and promoting sustainable
entrepreneurial activity.

Research has been conducted on the psychological factors
influencing start-up entrepreneurship in Sri Lanka and other
countries. However, findings suggest that factors such as over-
confidence, optimism, fear of loss, negative attitudes, and cogni-
tive biases play significant roles in start-up outcomes. Early
studies on entrepreneurial traits from 1961 to 1990 showed
minimal effects, which was unexpected given that venture capi-
talists and entrepreneurs often cite personal characteristics as
major drivers of success (Aldrich and Wiedenmayer 1993; Baum
and Locke 2004). Psychological factors, such as the fear of failure,
were not statistically significant in this study, while the significant
influence of psychological traits like resilience was noted (Frese
and Gielnik 2014). The divergence in findings might reflect dif-
ferences in the cultural or economic pressures facing entrepre-
neurs in Sri Lanka.

Recent research focusing on competence, motivation, cogni-
tion, and behaviour highlights a growing interest in psychology-
based investigations into how these factors correlate with entre-
preneurial success. The use of more intricate models and
improved research methods has facilitated a deeper under-
standing of the impact of these traits on performance (Baum et al.
2011; Baum and Locke 2004; Mitchell et al. 2000).

Research conducted by Qudus et al. (2022) shows how psy-
chological factors affect and influence entrepreneurs’ start-ups.
Similarly, another study by Yan et al. (2023) found that while grit
and perseverance are important for the survival of technology
start-ups, these traits alone do not guarantee long-term success,
indicating the importance of external factors in entrepreneurial
outcomes. Further insights into psychological factors and entre-
preneurship have been explored by Paul Vincent and Devi N
(2018), who examined the relationship between psychological
constraints, such as risk-taking propensity and self-efficacy
among Indian entrepreneurs, noting their positive influence on
entrepreneurial intentions but limited impact on actual start-up
performance. While entrepreneurial passion and vision are cru-
cial for the success of start-ups in Bangladesh, they are often
hindered by institutional barriers and market conditions. This
challenge in protecting the nation’s interests was also highlighted
by Younggeun Lee and Herrmann (2021). In Sri Lanka, the
education system also influences the motivation and positive
thinking of entrepreneurs.

Comparative studies and meta-analyses conducted by Soomro
and Honglin (2015) highlighted cross-cultural differences in
entrepreneurial motivations between Chinese and American
students, emphasising the significance of contextual factors. Tsai
et al. (2020) provided evidence supporting the positive impact of
psychological indicators such as optimism, resilience, and self-
efficacy on entrepreneurial outcomes. They referenced a review
by Frese and Gielnik (2014) that offered insights for both psy-
chology and entrepreneurship research, suggesting theoretical
frameworks for understanding entrepreneurial success. This
integrative research indicates the need to consider psychological
dimensions comprehensively within entrepreneurship research
and practice.

Maydiantoro et al. (2021) examined the influence of self-
assurance, overconfidence, and risk attitudes on entrepreneurial
intention and performance in the UK, noting that while these
factors shape intentions, their translation into performance is
influenced by external variables. Rauch et al. (2009) demonstrated
the importance of entrepreneurial orientation and its impact on
business performance, highlighting the need for a combination of
psychological attributes and strategic capabilities. Ali et al. (2023)
explored how emotional stability and conscientiousness moderate
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the relationship between entrepreneurial failures and dynamic
managerial capabilities, underscoring the role of psychological
factors in fostering resilience and adapting to change. While the
discussion has highlighted the strengths and implications of our
findings, it is also crucial to consider the limitations of our study,
which are addressed in the following section to provide a
balanced view of our research scope and impact. Although the
findings offer valuable insights into SME failures in Sri Lanka, the
results may not be fully generalisable to other contexts due to the
unique socio-cultural, economic, and educational environments.
However, the role of entrepreneurial education and family sup-
port highlighted in this study may offer transferable insights for
other developing countries with similar SME ecosystems.

Limitations
This study’s limitations include the sample size and geographic
focus, which may restrict the generalisability of the findings.
Future research should incorporate a more diverse sample
spanning various regions of Sri Lanka to bolster the robustness
and applicability of the results. Additionally, potential biases in
data collection should be considered when interpreting the out-
comes, particularly regarding underrepresented demographics in
this study. Future research should explore a more diverse sample
to enhance the robustness of these findings and their potential
relevance to other contexts. Furthermore, some external factors
may not have been considered in this research, such as packaging,
managerial competencies, customer perspectives, product quality,
and product availability. Despite these limitations, the insights
garnered from our analysis hold significant implications for the
field, as encapsulated in the following concluding remarks.

Conclusion
This study has identified several pivotal factors contributing to
start-up success within the SME sector in Sri Lanka, underscoring
the multifaceted nature of entrepreneurial ecosystems. Among
these, educational initiatives—particularly those incorporating
entrepreneurial education at various stages, from primary
through higher education—emerge as critical in cultivating the
requisite skills and mindset for entrepreneurial success. Inte-
grating entrepreneurial subjects and skills development from
early educational stages to university significantly enhances the
likelihood of start-up viability, supporting the necessity for
ongoing investment in curriculum development that fosters
entrepreneurial capabilities.

Socio-cultural dynamics also play a significant role in shaping
entrepreneurial outcomes. The evidence suggests a marginally
significant but clearly positive relationship between socio-cultural
support and start-up success. Specifically, strong family support,
spiritual guidance from religious leaders, and a cultural percep-
tion that favours business endeavours contribute positively to the
entrepreneurial landscape. Promoting these supportive networks
can mitigate start-up failures and enhance success rates, high-
lighting the need for community and policy-level interventions to
nurture these elements.

Financial support emerges as another crucial determinant of
entrepreneurial success. The facilitative roles of financial institu-
tions, including banks and microfinance systems, are evident in
their provision of essential capital and advisory services, which
are instrumental in navigating financial challenges. It is impera-
tive that government bodies and financial institutions continue to
refine and implement policies that enhance access to financial
resources, ensuring the sustainability and growth of start-ups.

Moreover, the country’s economic stability significantly influ-
ences entrepreneurial activity. Improvements in the macro-
economic environment can enhance the financial stability of

individual entrepreneurs, thereby creating a conducive backdrop
for business operations. Policymakers are urged to enact eco-
nomic policies that foster such an environment, which is crucial
for reducing start-up failures and supporting entrepreneurial
endeavours.

Lastly, the psychological attributes of entrepreneurs—such as
optimism, resilience, and self-efficacy—are foundational to their
success. However, the impact of these traits is often moderated by
broader socio-economic and cultural contexts. Thus, entrepre-
neurs should be encouraged to develop these psychological
strengths and supported through educational programmes that
integrate comprehensive entrepreneurial education and skills
training, particularly at critical stages of educational development.

In synthesising these findings, enhancing the entrepreneurial
ecosystem in Sri Lanka requires a holistic approach. By addres-
sing educational needs, socio-cultural support systems, financial
accessibility, economic stability, and psychological resilience, a
collaborative effort between government, financial institutions,
educational bodies, and community leaders is essential. Such a
comprehensive strategy will lead to a higher rate of entrepre-
neurial success and a reduction in start-up failures, ultimately
contributing to the robust economic growth of Sri Lanka.

Policy Implication. This study has illustrated several important
factors contributing to start-up success within the SME sector in
Sri Lanka, offering critical information for policymaking to
enhance entrepreneurial success. Research demonstrates a sig-
nificant correlation between educational factors and entrepre-
neurial success. The enhancement of individuals’ skills and
knowledge through entrepreneurial education was highlighted by
Farrukh et al. (2019), thereby improving their chances of business
success. Similarly, Kolvereid (1996) and Pruett et al. (2009) dis-
cuss how education positively influences entrepreneurial inten-
tions, with subsequent success in business ventures being
examined (McNally et al. 2014; Pruett et al. 2009). There is a clear
need for curricular changes incorporating entrepreneurship
education from early stages through to higher education. In Sri
Lanka, O/L, A/L, Diploma, and Undergraduate programmes can
make a significant difference in entrepreneurial success. Policy
initiatives should focus on integrating entrepreneurial subjects
and skills development into the educational system to prepare
students for practical economic engagements and innovations.
This can be achieved through partnerships between educational
institutions and industry leaders to provide hands-on learning
experiences and mentorship. While not all students will become
entrepreneurs, entrepreneurship education can equip them with
essential skills to navigate real-life challenges, whether they pur-
sue entrepreneurial ventures or other professional paths.

The findings suggest that socio-cultural support, including
strong family networks and spiritual guidance, can positively
impact entrepreneurial success. Policies that foster community
support systems through workshops, networking events, and
community centres could further strengthen these ties. Promoting
an entrepreneurial culture through media and public campaigns
can enhance social perceptions and attitudes towards
entrepreneurship.

While financial institutions play a critical role in supporting
start-ups, there is a need for more accessible financial services,
including loans and grants tailored to new entrepreneurs.
Government policy could incentivise banks to lower barriers to
financing for SMEs. Enhancing the functionality of government
support programmes, such as those offered by the Ministry of
Finance or SME Development Departments, will ensure that
entrepreneurs receive the necessary guidance and resources to
navigate the initial stages of business development. Improving
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macroeconomic conditions, such as GDP growth and inflation
control, can provide a stable environment that nurtures business
growth. Policies aimed at economic stability and growth should
focus on creating favourable conditions for entrepreneurship.
Developing infrastructure, reducing bureaucratic barriers, and
fostering an innovation ecosystem will further support entrepre-
neurs and attract foreign investment.

Psychological factors like optimism and resilience are critical
for entrepreneurial success. Educational programmes incorporat-
ing training in these areas can help build a more robust
entrepreneurial mindset. Initiatives to raise awareness about the
psychological challenges of entrepreneurship and provide support
systems, such as counselling and positive thinking programmes,
can mitigate the impact of negative psychological characteristics.

In conclusion, a multi-faceted approach involving educational
reforms, socio-cultural enhancements, strategic financial support,
and stable economic policies will be essential in reducing start-up
failures and creating a strong entrepreneurial ecosystem in Sri
Lanka. Through these policy implementations, the government
and other stakeholders can ensure sustainable growth and robust
economic development, benefiting individual entrepreneurs and
the broader society.

Data availability
The datasets generated during and analysed during the current
study are not publicly available due to containing information
that could compromise the privacy of research participants but
are available from the corresponding author on reasonable
request.
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