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1.0 INTRODUCTION 

1.1 Background and Motivation 

Software industry is a lucrative area which needs minimum of investment with 

high returns. Although it is still in its nascent stage in Sri Lanka, many small 

and medium scale software firms have been started during the past decade. 

But only a few could grow successfully in the industry and went ahead in full 

throttle. Many could not find the growing formula, some were struggling to 

survive and others failed.  From a preliminary study, general issues such as 

inability to face the obstacles in the industry, wrong or inappropriate 

strategies, internal conflicts and financial problems were seen as some 

possible reasons. Considering the national importance of the issue, a deeper 

study is required to identify specific reasons, especially the external factors 

because they can affect all new software firms.  

 

Startup software companies are a critical source of new ideas and innovations 

in the rapidly changing software industry. They often open new markets that 

remain invisible to veteran firms for many years. Obstacles in the industry 

may affect more on the infant companies than the matured ones. But we 

should not forget that almost all the successful companies started their journey 

in small foot steps and they would also have faced numerous problems on 

their way. But somehow, they have managed to overcome those problems. 

Finding out the strategies used by successful software companies for the 

obstacles in the industry is vital for the existing and future companies to take 

as a guideline.  

 

Software industry can be the largest foreign income generating machine for 

Sri Lanka, if taken care of correctly. Like in any other industry, small and 

medium scale firms play not only a vital role but also share the largest portion 

of the industry in terms of numbers. Therefore, the growth of the software 

industry greatly depends on the success of the small and medium scale 

software companies.  
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1.2 Problem Statement 

The following are the problems addressed in this research. 

§ What are the most critical external factors for the success of startup 

software development firms in Sri Lanka? 

§ How would these factors influence the success or failure of a new 

software firm?   

 

1.3 Research Objectives 

(a) To identify the external factors that affect the growth of infant software 

development companies. 

(b) To identify the most significant factors among those identified in (a) 

affecting those companies. 

(c) To identify the relationship of firm’s successes and failures on the 

most significant factors identified in (b). 

   

1.4 Overview of the Study 

Based on past literature and interviews with industry experts and 

entrepreneurs, a list of possible factors which may affect the growth of 

startups was prepared. A theoretical framework was formulated based on these 

factors. To collect data, a questionnaire was prepared considering the relevant 

aspects of the research. Then, a survey was carried out distributing the 

questionnaire among the software development companies in Sri Lanka. The 

sample was selected from among the software companies started between the 

year 2000 and 2006 having at least one local project completed. A number of 

in-person interviews were conducted to enhance the quality of the feedback. 

Statistical data analysis was carried out using SPSS software and the 

hypotheses were tested for their validity. Based on the outcome of the data 

analysis, conclusions and recommendations were derived. 
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1.5 Importance of the Study 

The research findings will help the startup software development companies to 

identify the critical success factors for their successful existence in the 

industry. This will also help them to identify the barriers in the industry which 

hinder their growth so that they can be prepared for the pitfalls well ahead. 

This will also give a guideline to policy makers to make rational decisions 

when developing policies for the national level. The growth of the software 

industry will directly help to uplift the economy which Sri Lanka needs badly 

at the moment. 

 


