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Abstract

ABSTRACT

The purpose of this PhD thesis is to make a carttah to existing knowledge
in the field of critical accounting by studying diemechanisms and their link
to income/wealth inequality in Sri Lankan societydathe role of accounting

technology in facilitating such mechanisms.

The literature review revealed that: a) Global ety is aggravated by the
disparity of economic development which is possiblely through state
intervention; b) Unemployment is considered as lentdna for economic
development in developing countries by most
politicians/administrators/researchers; c) In aayntry, around 60-70 percent
of employment is generated by small and mediumdszeaterprises (SMES)
and; d) Their major problem is access to crediis Tesearch was designed to
find out how the credit system works anathy certain SMEs do not have
adequate access to credit to develop their bugsge&s provide employment; to
increase the share of national income to the lamweome groups; to narrow

down the gap between the rich and poor within atdieen countries.

A case study research approach was followed toaeixtdata on real-life
experiences of the research participants. Relighdf data was ensured by
using various verification techniques and maximufforess were made to
balance the two extremes of validity of the reseaiaternal and external. The
extent of representation by the cases and the besktested, and judged as
high, with 12-14 characteristics common to the l%mkan credit culture and
banking industry respectively. Marxian critical ¢thes were used for

theoretical guidance throughout the research.

The three case studies provide empirical evidemcetife existence of the
discriminatory nature of credit decision-making whdwo credit applicants

were successful but a third credit applicant failadobtaining credit. It is

Xiv



Abstract

contended that the two successful applicants wenegul enough to approach
a more powerful bank Chairperson and to obtainitoedside the normal credit
rules with the support of accounting technology arsing masks such as
patriotism and social responsibility. The other laggmt, who was initially
accommodated with credit at the lower level, confit convince the credit
decision-makers at the higher level with expengivefessionally prepared
accounting reports. This applicant was not fromirdluential social network
and could not reach the powerful credit decisiorkens informally was rejected
through strict application of credit rules. Deeglgnis of these facts supports
the Marxian claim that credit and exploitation matisms work towards

concentration of wealth and sustaining income iaéityu

Credit decisions supply money to influential indwals and it is argued that
such economic power enhances the social powerbfighose individuals,
which in turn reinforces the propensity to makefgmential credit decisions,
thereby making them richer. In contrast, a lack nebney translates into
powerlessness, deprivation and exclusion from bacidvities for the majority
of the poor. In this process opportunities are tostisadvantaged social groups
and this necessarily results in poor people’s egwvnostatus remaining

stagnant.

These power-driven, discriminatory decision-makgygtems not only restrict
the availability of financial capital for feasibfgojects, but also deny credit to
potential enterprises. Further, wasting resourcesiideasible projects, while
ignoring the need for nurturing potentially vialpimjects, are a double blow to
efforts towards employment generation and econowhwelopment and

therefore, are detrimental to the economic welipaif the general population.

These findings provide insight for policy formulegofor more productive
financial capital mobility systems in Sri Lanka. it suggested that suitable
State intervention in regulating SME financing ebtémove such credit-related
obstacles to economic development, and work towardair distribution of

economic benefits to the people in Sri Lanka andyobd.
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Chapter 1: Introduction

CHAPTER ONE

1 INTRODUCTION

1.1 Research motivation

Entrepreneurship promotion and enterprise developrhave been commonly
identified as the main sources of employment gdiwgrdy most development-
policy formulators. These policy formulators incdudgovernments and
academics as well as international developmenttagemd experts (Bank of
England, 1999; The World Bank, 1998). Enterprisespecially small and
medium-sized enterprises (SMEs), provide a solutiorto
unemployment/underemployment problems and therefdaraprove the
economic well-being of people. This research wasally motivated by the
researcher’s interest in finding out why developaogintries like Sri Lanka do
not produce adequate successful enterprises amdagersufficient employment
opportunities so that the majority of poor peopsn dmprove their living

standards.

The preliminary investigation, which is describedtihe next section, into this
real-world problem shows that credit systems aegiph a significant role in

providing necessary financial capital for entemgsito start, grow and achieve
economies of scale. Also, this preliminary investign provides research
findings that criticize certain bank credit systearsd methods. On the other
hand, irrespective of the status of the country ahether developed or not,
there is a widely accepted consensus on the inogeasp between rich and
poor not only within countries but also among coiestbecause of an unequal
distribution of income and wealth to all peopleotinghout the whole world.

Goulet (2001) explains this phenomenon as follotitsis now apparent that

development does not deliver economic well-beingltmations and people: in

its distribution of benefits, it is not just (p."2)
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The preliminary investigation raised doubts on fodowing issues: Is it
common that certain credit decisions have been mait®ut adhering to the
principles of credit evaluation but have been basedother motives of the
decision makers? Do such credit decisions workresganterprise development
and employment generation? Does this social mesiraoalled a credit system
act as a road-block for distributing economic basadhirly and justly to all
people in any country? What is the role of accawntiechnology in credit
decision making? Therefore, the researcher dedmleavestigate and explore
possible explanations for the existence of sudtslimetween credit mechanisms

and income and wealth inequality in Sri Lanka.

1.1.1 Preliminary search

The preliminary literature review revealed that tentribution from SME
businesses is significant to the tune of 60 or @@cegnt of both the gross
domestic product (GDP) and the employment generati@ country in general
(Bank of England, 1999). However, the Governorhef Bank of England says,
“A particular problem at this end of the scale ésess to start-up or early-stage
finance for disadvantaged groups in poor-neighboadk (1999, p. 207)".

It is also argued that budding entrepreneurs frdferént demographic groups
do not have similar opportunities in accessingrfog some groups have less

access while other groups have more access tacénzapital.

The Nobel Peace Prize in 2006 was awarded to Fhahammad Yunus for his
role in promoting financial services to the poodenthe concept of Grameen
Banking in Bangladesh. This highest level of redtigm for Prof. Yunus’'s
effort in facilitating disadvantaged social grougdshe society shows that there
is a need for credit facilities to be extendedhe poorer levels of society and
that the banks are ignoring the potential of lowass enterprise (The
Economist, 2006).

However, questions such as: “Is discriminatory ttretkcision-making a

common phenomenon in Sri Lanka as well? If so, “Hamd why do bank
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officers employ such decision-making methods intcacpce?” remain

unanswered.

There are arguments that credit systems are pdrtparcel of a total socio-
economic mechanism which, according to Marxisnstrisctured for continuous
accumulation of capital to its owners. Marxism iss@cio-economic theory
which tries to uncover the way in which certainug® gain power in society
and then hold that power for their own benefitN®ore, 1994).

According to this theory, bankers may generallyfgaréo lend to people who
already have capital, so that capitalists can coenpsore effectively while
eliminating new entrants to the market. Also, slestding approaches could act
as road-blocks for enterprise development and agtga unemployment
problems especially in developing countries. Moggov this chronic
unemployment/underemployment problem could contebutowards a
disproportionate delivery of economic well-beinggreasing the income/wealth
inequality in society. Therefore, the researchenterest was then further
focused towards the role of the credit system endbntext of entrepreneurship
promotion and enterprise development and, accasditiys thesis was entitled

‘The role of bank lending in sustaining income/weahequality in Sri Lanka’.

1.1.2 Motivation to adopt critical approach and positioning of the

researcher

A dramatic increase in research interest on thesralf state and economic
policies in economic development has been visihleind the past decade
especially from the critical theory school underrikam with various neo-
Marxian analyses and theories emerging. Neo-Marxefers to theories within
the Marxist tradition with certain variations tonse of the original concepts of
Marxism. These critical researchers (for examplihar, 2004; Goulet, 2002;
Korzeniewicz & Moran, 2003; Lapavistas, 1994, 192000, 2003; M. Moore,
1997; Passe-Smith, 2003; Saad-Filho, 2003; Seligsdtasse-Smith, 2003b;
Tinker & Gray, 2003) argue in favour of state intEwtion as against complete

free-trade economic policies especially in fadiitg a more conducive

3
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entrepreneurial environment. Based on these tredtie researcher positions
himself to investigate the research problem from $tandpoint of Marxian

critical theory.

Prominent economists (for example, Alan Greenspdohammad Yunus,
William Pesek) openly advocate the importance afesintervention and often
treat credit as an important tool in dealing witdverty. Yunus says that, “credit
is a human right and poverty is created by sogisiesns” (2006, p. 27) while
Pesek suggests that, “if developing nations arketmome mature economies
central banks must do their jobs” (Pesek, 20061%). These views also
influenced the researcher to be more critical sdpproach because a critical
approach exposes and challenges the prevailingkiteusystems and practices
(O'Leary, 2004) which are fundamentally mediatedhistorically constituted

social power relations (Kincheloe & McLaren, 2005).

1.1.3 The knowledge gap

The above preliminary search provides evidence tfer importance of

enterprise financing in employment generation anproving the well-being of

people. Various development theorists (for examila;zeniewicz & Moran,

2003; Seligson, 2003; Passe-Smith, 2003 and Abram@@03) have discussed
uneven economic development and its link to inceveealth inequality among
(as well as within) countries. The literature rewidiscusses in detail the link
between social mechanisms such as credit systeqpisitation and accounting
technology and the disproportionate distributioneasbnomic benefits among
the people. But, what methods are used to justifgh credit decisions and
what motives and social factors drive the decisiakers in making such

decisions, are further to be researched and exgalain

1.2 Research questions

In light of the above knowledge gap, the reseantérest was narrowed down
to investigate how and why a certain group in daetpcould have more access

to credit than some other demographic groups. 8iigjl how and why the

4
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credit decision-makers facilitate credit applicasofrom one group but deny
credit applications from another group. These twestjons are two sides of the
same coinhow and why certain bank lending procesaes discriminatory in

nature.

Then, the researcher seeks to provide evidence ftramliterature for the
existence of the mutual relationship between suelmdihg and the
disproportionate distribution of economic benef#mong society at large.
Mutual relationships between variables could gdhe@eate a reinforcing-
mechanism. This dynamic nature of variables, whiehcomplementary to each
other’s survival and enhancement, is called a tegiated function. According
to Marx, credit systems transform into powerful iasbenechanisms for the
centralization of capital (Marx, 1867 in De Brunfh&003) which in turn result
in income/wealth inequality in societies. On théast hand, income/wealth
inequality divides people into groups and, someigsocare capable of enjoying
credit while some groups are not (Bates, 1973 &1189 Cavalluzzoet al
1998). Therefore, the credit mechanism and inargasocial/economic
inequality are two co-integrated functions whichulco create a mutually

reinforcing chain of proceedings.

Based on the above explanations and argumentsgsbarcher seeks to explore
what theoretical perspectives could be appliedxjdaen the rationale behind
this social mechanism and, therefore, the firstaesh question of this research

is defined as follows:

1. Do credit mechanisms and income/wealth inequalieate a mutually

reinforcing cycle in Sri Lankan society?

In other words, this research attempts to expldre nature of providing
finances to SMEs in Sri Lanka and to explaow certain credit decisions are
made and whether such credit decisions contrilwutbe creation of a mutually
reinforcing cycle and hat is the impact of such credit decisions on the

inequality in the society. To facilitate the crilcanalysis and theoretical
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explanation of this research question the investiggprocess proceeds in three
stages:

» First, it seeks to explore the nature of creditiglens made in Sri Lanka

by studying a few cases.

* Second, it focuses on how and what methods weré bgedecision-

makers to make those credit decisions.

e Third, it attempts to explain the decision-makimggedures applied and
if applicable, to expose the motives behind suchkbaredit decision-
makers.

The other research questions for this investigagom formulated from the
literature reviews carried out in this researclne Tollowing research questions
were derived from the preliminary investigation @splly from the comments
made by the Governor of the Bank of England (1@B€jussed in section 1.1.1
of this chapter:

2. Are credit decisions made in favour of influenbakinesspeople?
3. Are certain demographic groups at a disadvantagehtaining credit?

4. As a result of favourable credit decisions, couifluential groups of

people get richer and more influential?

5. Are “ability to obtain credit” and “becoming morenfluential” mutually
reinforcing?

Such multiple research questions could provideulsesights about where to
look for relevant evidence, especially when theaesher’s approach is critical
and, when structural changes are expected towands anfair and just financial
capital mobility system as the end goal (LincolnGuba, 2003). Therefore,
such research questions could provide a strongdtion to theorize the

research findings more effectively and meaningfully
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1.3 Research methodology

An extensive literature review was done to frame tmethodological
philosophy behind this research. Significant oygrlag and commonality are
inevitable among the research strategies and methsed in social research

today (Hammersley & Gomm, 2000).

The main data-collection techniques used in theeaech were conducting
interviews and obtaining answers to questionnaifagther interviews and
cross-questioning were necessary for revalidatfatata descriptions and in the

story-building exercise.

In a multiple case study approach within a singlguiry, a considerable depth
of investigation could be achieved towards a cogemiclusion by broad and
deep analyzing of data of several cases compalsatwel cohesively whereas
in a single case study research, the amount of daliected and thick

descriptions may be vital to develop more convig@anguments.

Propositional knowing is instrumentally valuableemhthe critical approach is
followed by the researcher. Many researchers (kamgple; Hooper, 2001,
Lincoln & Guba, 2003) advise that stating some tagecal statements when
designing research will move the researcher irritite direction. According to

Hooper (2001), these initial theoretical statemdatslitate the researcher in
building explanations and eventually, to compare tindings with the

theoretical statement. The theoretical framewonkettged for this research is

based on critical theories.

The conclusions, which are critical and subjectae composed primarily by
abductive inferencing (something might be the reasoipported by inductive
reasoning based on empirical evidence. From tleeatitre, some secondary
data analysis on inequality and development measwes also necessary to

support certain arguments.
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1.3.1 Case study research

As case study research is often used in sociahrelsd¢oday, the soundness of
the researchers’ arguments is refined and enswréavbstigating the cases in
considerabladepthrather than th@umberof cases studied and/or quantity of

data collected on each case.

The case study research method is more appropmidies research because, a
study of individual elite political identity can hesed as a lens to examine larger
political processes, as identities are aggregatgublitical power and culture in
which they are embedded (Hite, 1996). Most researcipractical issues are
case studies and some are reconstructed from eeadgthered by the research
participants’ personal experiences because they ralevant, interesting,
politically ‘hot’ or even misunderstood (O'Leary)5). Also “case studies can
take us to places where most of us would not havemportunity to go”
(Donmoyer, 2000. p. 61). This research is in adfehere access to data is
restricted and the researcher’s personal experiwasaised to develop one case
out of the three cases discussed.

1.3.2 Research design

The whole methodological process of this researonsists of several
components. The preceding sections described tbeameh objectives, the
research questions and the arguments on which ebearch questions are
formulated. The following sections briefly deal wibther components of the
model namely: the theoretical framework; unit oflgsis; field, site and the
number of cases; case selection; data collectrmhgdata management including

in-depth analysis and theorization.

1.3.3 Theoretical framework

According to Lincoln and Guba (2003), the applioatof critical theories (for
example: Marxism; neo-Marxism; feminism; construstin; critical sociology;
Freudian or Foucaudian theory, etc.) in researchaadylife problems is more

appropriate when the research is about an anticipat social transformation,
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particularly towards more equity and justice. Tlere, Marxian critical theory
is considered as more appropriate to interprettb@drize the research findings
in this research. Wolcott (1994) advises that “itheaory (or theories) works
well as a starting place, to use it and, to lebties to guide the researcher” (p.
13). Accordingly, this selection of a critical thigat the beginning helped the
researcher to maintain focus especially in the datidection and analysis

stages.

1.3.4 Unit(s) of analysis

In the investigation process of this case studgaesh, the subunits of analysis
of the cases were identified as the incidents aedts which have taken place,
leading up to decision-making (Hooper, 2001). la tirocess of theorization
these subunits of analysis collectively explain acro-level holistic unit of
analysis; the medit mechanismwhich significantly possesses the power of
controlling financial capital in Sri Lanka. Caseere selected from different

perspectives to represent this credit mechanism.

1.3.4.1 Data collection and case selection

Case study is a main method. Within it differenb-soethods are used:
interviews, observations, document analysis an@rde@nalysis, work
samples and so on. ..are part of what is callesl ntulti-method
approach...If thexonverge(agree) then we can be reasonably confident
that we are getting a true picture (Gillham, 20801 3).

The multi-method data collection approach emplayethis research consisted
of interviews, questionnaires followed by furtheterviews for revalidating and
story building complemented with document and rdcanalysis. Direct
observations connecting with personal experiencelddit, 1994) and daily
diary narrations (Hyers, Swim, & Mallett, 2006) tifie researcher were
reconstructed using the same interview questioms questionnaires as were

used with other research participants.

Initially nine senior bank officers (with more th&a0 years of experience) were

interviewed several times over the phone to gabiasic information about
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lending instances where they were involved andfrevaware of the decision-
making process. Among the cases reported by theipants, two participants
reported three cases comprehensively. Data wa&hbleaior another case by
reconstructing the researcher’'s own personal expeei, through interviews of

other participants and, also by document and reanadlyses.

1.3.5 Number of cases

After considering the boundaries, access to fieddes and data it was decided
to select at least two cases which could represgenfive scope criteria (see
below) concurrently and/or separately. Howeveradditional case was also
considered because it is politically interestingd dmked to the economic
policies of Sri Lanka. Also, providing evidence rframultiple cases is often
considered more compelling, and the overall stuglyheerefore regarded as
being more robust (Herriott & Firestone, 1983).tRar, several case studies in
one inquiry is advisable when the inquiry is abweealationships between
variables, rather than generalization to a popuhat\Wwoodside & Wilson,

2003). Therefore, it is concluded that a maximuinthoee cases would be
selected out of the cases presented by the pamitsn the grounds explained

below.

The scope of this inquiry is based on five critegaedit decision-making
processes (formal and informal); size of the emisepand entrepreneurship
(small and medium); outcome of credit decisionsariged and denied/not
granted); hierarchical level of the decision-makeigh and medium); and type
of credit applicant (influential/capable and ndiuential). The following table

(Table 1-1) summarizes the five scope criterialfierthree selected cases.

10
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Table 1-1: Representation of the scope criteria bthe three selected cases

Casel Casell Caselll
Scope criteria
Decision-making process Informal Informal Formal/informal
Size of the enterprise Medium Medium Small
Outcome of the decision Granted Granted Not granted
Decision-maker Chairperson Chairperson Middle-management
Credit applicant's status Influential Influential Not influential

All three credit applications which have been cdaestd for this inquiry, are
typical in nature in the Sri Lankan context andréfiere represent the general

credit culture in Sri Lanka.

Apart from the primary data collected through iatews and questionnaires,
document and record analyses were done for aletligses with relevant
archival records such as legislation and enactmamtsulars issued by the
subject bank and the regulatory authorities, anmeglorts, rating reports
published by rating agencies such as Capital lgegice and FITCH, research
reports published by stock brokers, newspaper alagamine articles and

management reports.

1.3.6 Data management; story building and in-depth analyss

The method used for data analysis within the fraoréwof this case study
research approach is story building through namatinalysis. The literature
provides secondary data to elaborate the unevemibdison of economic
benefits among and within countries (see Kegley &rWittkopf, 1989;
Maddison, 1983, 2002, 2003; The World Bank, 19983a, 2003b).

11
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Narrative analysis (Riessman, 1993) or the naeathode of knowing, also
referred to as the paradigmatic mode of knowingiigr, 1990) is the primary
analytical strategy employed in this data analyssause: first, as Llewellyn
(1999) claims that, narrating is a mode of thinkangd persuading that is as
legitimate as calculating (p. 220); secondly, aar@awska (2004) points out,

“narrative” in Latin probably comes frognarus(knowing) (p. 7).

Qualitative researchers are story tellers (Wolcb®94). Therefore, the three
cases were constructed and reported as storierding to Polkinghorne

(1987 cited in (Czarniawska, 2004) plot is the baseans that brings all the
events and incidents into one meaningful wholethia staging process, first,
main characters are introduced and then the s®rgreésented following a
sequential and/or a logical order, whenever apptgrAnd then these stories
were further investigated with considerable depth dooss-questioning the

research participants and examining post-eventldevents.

Therefore, the data collection, analyses and ing¢gpons are done through
continuous interaction with the research participalt was a reiterative process

with a focus on story building, in-depth analysisl anterpretation.

1.3.7 Interpretation and theorization

The literature review was structured to cover Mamxcritical theories and their
application in accounting. The analytical interptein and theorization of
research findings were based on Marxian criticallysis of social interaction

and social life described and analyzed from the s#sries.

In theorizing the findings of this research, thee@rcher attempts to convey a
message to the policy formulators of developingntoes on the importance of
credit mechanisms in financing SMEs as a solutmnuhemployment, if they
want to guide their countries to prosperity and rowe the well-being of the

people.
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1.4 Significance of the study

The significance of this study is two-fold: first critically analyses and
documents the prevailing credit culture and systprastised by a particular Sri
Lankan bank. Second, the research findings may thelpolicy formulators of
developing countries to understand micro-influenaghin the credit system
and make necessary reforms if they want to devidiep economies and to

distribute the benefits to all people fairly andtjw.

A substantially prolonged debate is apparent ammagy economic, social and
political theorists, psychologists, anthropologitsl other various scholars (for
example, Abramovitz, 1986; Firebaugh, 1999; Kha®79l Korzeniewicz &
Moran, 1997; Kuznets, 2003; Maddison, 1983;) on tiseng inequality of
world income distribution and the widening of intal gaps between rich and
poor people (Lewis, 1966; Ranis, 1972; Rostow, 199he experts have
developed and been redeveloping various theoriexpain the situation and
explore the crux of the matter with a view to finglia solution to this problem.
Access to productive knowledge, access to capitakets, population stress,
lack of natural resources, quality of human capitailture, religion, ethics,
quality of institutions and policies, lack of leasleip and vision, power-hungry
leaders or nations, imperialism or colonizationpbgllization, bureaucracy,
corruption (Gray, Owen, & Adams, 1996), familiabanyism, lack of corporate
governance and others are most popular among tinenous causes proposed.
In this light, it would be timely to investigate miaular bank-lending practices

on development/underdevelopment of a country.

1.5 Limitations, remedies and some notes to the reader

The following issues were identified as the majarriers to the research study,
analysis and theorization. First, to evaluate tffecéveness of the credit
decisions observed in these case studies, avéyadil post-event information

was limited to published data and to the respon$dise research participants,

as the researcher left the bank in 2003.
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Secondly, all the cases belong to one private hankri Lanka; however,
according to Hooper (2001), it does not affect espntativeness because
“explanations are sought and the validity of thelamations or theory derived
depends on the logic of the analysis not on houcéfggthe cases may be” (p. 1).
On the other hand, Gluckman (1961) argues thatflgleone good case study
can illuminate the working of a social system inway that a series of
morphological statements cannot achieve” (p. AdciteMitchell, 2000). Also,
according to Chua, case studies conducted in thielife-world of actors are
preferred to distant large scale sampling or mattma modeling of human
intention” (Chua, 1986. p. 615).

Thirdly, organizing and getting comprehensive reses to questionnaires, and
prompting participants’ memories, etc. were chakn Fourth, because the
cases are from Sri Lanka, where socio-cultural poldical backgrounds are
different from that of developed countries, thedevamight be unfamiliar with
some of the situations, however, every attempt masle to make the case
studies easy to read and understand and, alsd ehapter has been dedicated

to describe the background of Sri Lanka.

Then, anonymity was necessary to protect the iges# eand its real participants,
therefore, the names used in these cases areofistibnd therefore, some
important background information had to be supme@sghich made the story-

building challenging.

Finally, effective organizing of the descriptiomadysis and interpretation of
three case studies and integrating them into a ntogenclusion were

challenges. Traditionally, the cases are analysesk dy case. However, it
seems more effective to consider similar casestliegavhen the research is
done using multiple-case methods. Every attemptmade to avoid confusion
by providing cross-references and drawing attertbaihe relevant events of the
case in the analysis chapter. However, this issoeldvnot be a critical one

because they are presented as simple stories.
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The researcher was unable to find related resaar&hni Lanka, although this
likely increased the originality of this researabpit, it also prevented the
researcher building on, and comparing this reseéirafings with previous

research findings regarding this research topic.

1.6 Chapter framework

This thesis consists of nine chapters. The rethethesis is organized through

the next eight chapters as follows:

Chapter two reviews the literature; the first pduis chapter discusses about
global inequality and its integration to credit rhanism and, it attempts to
justify briefly why Marxian theories are appropgatand convincing in
explaining the research findings of this reseaiidten it portrays the need for
theoretical analysis of the research problem ustety, and explains why the
literature review focused on critical theories, exsally Marxism, from an

accounting perspective.

Chapter three illustrates the methodology applethis research. The first two
sections of the methodology chapter were dedicatedaborate the strength of
the critical theory perspective, with a literatureview on the historical

evolution of theoretical and methodological thougind paradigms. Then, it
proceeds with justifying the appropriateness of litpteve research

methodology, and the application of the case stedgarch approach in this
research. Chapter four describes the applicatiospetific research methods

and techniques used in this research.

Chapter five provides a brief description of Srinka and its socio-economic
and political background drawing special attentiormoney, credit, power and
the culture of informal methods. Chapter six présehe three case study
stories. Chapter seven analyses those case stamitsliscusses the mutual
relationships with continuous validation and reliépchecks with the research
participants and peer scholars. Chapter eightpre¢s the research outcome

from theoretical perspectives and Chapter nine sli@mclusions.
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1.7 Conclusion

This thesis seeks to explore the nature of padrotiedit decisions made in Sri
Lanka by studying three cases. According to Mandaalysis, money means
power and success depends mostly on power. Siypiladk of money deprives
the majority of the poor from social activities avé they have the necessary
skills and abilities. Bankers, commonly known as gluardians of public funds,
have indirect possession of money. Especially goantry like Sri Lanka the
bankers enjoy much power through their lending slens irrespective of the

extent of their authority for decision-making.

In the final analysis, this thesis seeks to analyeeaedit mechanismin Sri

Lanka and examine the role played collectively bg social-cultural and
economic-political factors in credit decision-makint also seeks to explore
possible links (positive or negative) between swcbdit decisions and the
increasing inequality in Sri Lankan society (Then@al Bank of Sri Lanka,
2008). Therefore, the research findings might bipfbkin restructuring the
financial capital mobility system towards econordevelopment and for just

income/wealth distribution in Sri Lanka, and beyond
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CHAPTER TWO

2 LITERATURE REVIEW

2.1 Introduction

This chapter, firstly, presents and reviews thelalbke literature on long-term
income/wealth inequality trends both between anthiwicountries. Then it
applies Marxian critical theory and a Marxian explion of historical
development to explain these long-term income/ikealequality trends by
linking social power and access to financial cdgiiaincome/wealth. Finally,
this chapter extends Marxian interpretations ofdges between social power,
access to financial capital and income and wealtxplain the ineffectiveness

of credit mechanisms in developing countries iatieh to SMEs.

Marxism has earned vast acceptance as one of @mel ¢iheories which tell the
story of social history (George, 2003) and, acewgdpd Tinker, “Marxist value
theory provides a rich vein of research analysid practical engagements”
(1999, p. 643). Neo-Marxism is a critical theoryvel®ped upon the core
principles of traditional Marxism which is widelyalted classical Marxism.
Therefore, in this thesis the term ‘Marxian’ is ds® represent both the

classical and neo-Marxism.

These Marxian critical interpretations provide thesic theoretical framework

for interpreting and theorising the findings ofstinesearch.

This chapter consists of ten sections. In the tveatsections (2.2 and 2.3) there
is a discussion of potential mechanisms inherentha vertical inequitable
relationships both among countries and within Sainka. Then it critically
reviews the accessibility, affordability and avhilay of credit to SMEs. Then
(in 2.5) there is a brief introduction to Marxismdaa review of literature on the
application of Marxian concepts to show why critib&arxist lenses are useful

in critical accounting research. In the sixth plagereviews the Marxian
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critigues on global inequality and associated liriks credit. The chapter
proceeds to illustrate the influences of nationabitalist forces in the
weakening of state power and sustaining inequalitigin a country. The next
section (2.8) elaborates the role of the financagital mobility system with a
view of explaining the coalition between financehd industrial capitalists
followed by how the credit system impacts on unéqumeome distribution.
Then there is an outline of the Marxian interpietatof social structure and
credit system. Finally it summarizes the chaptenteats and provides

conclusions.

2.2 Inequality among and within nations

To frame the theoretical foundations for this resleat is important to examine
how world economic inequality and credit mechanisare co-integrated
through different levels. Wealth generation anditeamccumulation in the
world’s economy exist at different levels—from thieternational to the
national, from local to institutional and finallp the individual, and there is a
vertical relationship across these levels (see Bhut®86; Korzeniewicz &
Moran, 2003; Seligson & Passe-Smith, 2003b). Thathe existence of inter-
country economic inequality creates intra-countmggualities which finally
result in sector/industry inequalities (Wickrama &ulford, 1996).
Reciprocally, sectorial inequalities reinforceratountry inequalities which,
in turn, contribute to maintain inter-country in@djties (Wickrama & Mulford,
1996). This discussion exposes the knowledge gdpisnfield with regard to

how andwhy credit mechanisms facilitate this world system.

According to Maddison (2003), inter-country ineduyalof world economic
growth has been evident since the year 1000. Gratssnal product, per capita
GNP and their growth rates are the traditional mess used to assess the
progress of economic development. The proportishate of poorer countries
has been drastically reduced while the richer natltave been able to maintain
their share and therefore the gap between richpad countries is widening

significantly every year (Maddison, 2003) as shawhRigure 2.1 below.
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Figure 2-1: Proportional impact of the increasing @p between rich and

poor countries

As shown in Table 2.1 below, this widening gap oardd and recorded close
to $20,000 GDP in 2001 with rich countries enjoyi®g2,832 of GDP per
capita while poor countries recorded only $3,33G0BfP per capita (Maddison,
2002). In fact, in 1950, rich countries had a G2 gapita nearly 5.2 times of
that of poor countries. These rich countries matleiased their GDP per capita
from $5,663 in 1950 to $22,832 in 2001: 6.8 timéghat of poor countries
(Maddison, 2002). Maddison (2002) argues thaigéye continues to widen, in
absolute terms, if those countries continue witkirtpresent economic growth
rates. He predicts that the gap will be nearly $28 by the year 2015.
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Table 2.1 below elaborates the gradual increaseisngap. It provides data for
each group of countries separately compared toatlegage world GDP per

capita income.

Table 2-1: Widening gap between rich and poor counies measured by
GDP per capita (1990 international $)

Year 1950 1962 1973 1990 2001 2015
Group of countries Projected
Western Europe 4,594 7,512 11,534 15,988 19,196 24,226
Australia, Canada, NZ & US 9,288 11,537 16,172 22,356 27,892 36,400
Japan 1,926 4,778 11,439 18,789 20,722 23,472

"West" (Group A) Average 5,663 8,466 13,141 18,798 22,832 29,156

Eastern Europe 2,120 3,250 4,985 5,437 5,875 8,886
Former USSR 2,834 4,130 6,058 6,871 4,634 6,450
Latin America 2,554 3,268 4,531 5,055 5,815 7,163
Asia (Excl. Japan) 635 837 1,231 2,117 3,219 5,487
Africa 852 1,038 1,365 1,385 1,410 1,620
"Rest" (Group B) Average 1,091 1,478 2,073 2,707 3,339 5,101
World Average 2,114 2,921 4,104 5,154 6,043 8,100

Source: Maddison, 2002

Further evidence has been provided by the WorlckBanthe continuation of
this widening gap between rich and poor due todifferential growth rates of
their economies (see The World Bank, 1998, 200d)L&ka is no exception
when compared to other countries. Sri Lanka wbwalee to grow for 445 years
to close the gap with rich countries at an annuaWwth rate of 2.9% (average
growth rate between 1960 and 1998), while the Daram Republic; the
poorest, would need 923 years (Seligson & PasséhiSatio3b).
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This disparity in economic growth (wealth genenafibetween rich and poor
countries is depicted in Figure 2.2 (below) to shibat growth rates of both the
rich and poor countries gradually lowered until th®80s and thereafter
stagnate at around 2.5 percent for the rich andita®@ percent for the poor

countries.
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Figure 2-2: The uneven development growth betweerhé¢ rich and poor

countries

Source Compiled by the author

World system theory, a neo-Marxian approach, argtiest peripheral
developing countries are nested in world systemeumidid influence of core
developed countries (Schuurman, 1993). Most devmdopountries are trapped
in the production of primary agricultural and mialkegoods of which prices are
largely determined by developed countries (Wickra&aMulford, 1996).
Within this system the peripheral countries areatue to escape, instead their
resources and labour are exploited by the coretdearresulting inter-country
inequalities between core and peripheral countriegthermore, dependent
economies (e.g., plantation) in peripheral coustagee inherently inequality-
generative because of the disarticulation among@uoi sectors as well as
disparities between urban and rural sectors (sesktdma & Mulford, 1996;
Wimberley, 1990).
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2.3 Global inequality and Sri Lanka

Although as country Sri Lanka has improved its posi compared to other
countries in the region, the poor segment of theufaion has not benefited
proportionately. According to the Central Bank af Banka (CBSL), 40.73
percent of the Gross National Income (GNI) is stamong the top 10 percent
(the affluent class of the society) while the laveeme 40 percent of the
population shared only 11.83 percent of the totdiomal product (The Central
Bank of Sri Lanka, 2004). However, the correspogdinerages for the whole
world are worse. More than 65 percent of the w@Nl is consumed by the
richest 10 percent of the world’s population. Pssf@ Muhammad Yunus
ascribed this disparity to credit systems and sé@shis point in his Nobel
Lecture (2007):

Ninety four percent of the world income goes to gércent of the
population while sixty percent of people live onlyof percent of world
income. Half of the world population lives on twolldrs a day. Over one
billion people live on less than a dollar a dayisTik no formula for peace

(p. 1).

The comparative figures in 1996/7 for Sri Lankawgtibat the gap is widening.
In 1996/7 the poorest 40 percent of the populdtiaa 12.83 percent (11.83% in
2004) of the national income while the richest g@cpnt enjoyed 37.28 percent
as against 40.73 percent of the national incong00#. Table 2.2 below shows
the pace of this widening gap between per capitanre of the poor and the
rich countries. The per capita national income @althy countries was 23
times that of the per capita national income offiher countries in 1950. After
undergoing development dilemmas for more than 58rsyethis gap had

increased to 62 times by 2001.
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Table 2-2: Gap is widening: average per capita nathal income (US$)

comparison between low-income countries and high-a@me countries

Year High-Income  Low-Income Absolute Gap  (A)/(B)
Countries(A)$ Countries (B)$ (A)-(B)$ Times

1950 3,841 164 3,677 23

1980 9,648 245 9,403 39

2001 26,710 430 26,280 62

A: The rich countries B: The poor countries

Source (The World Bank, 1998, 2004)

Some studies conclude that there has been littleoathange in inter-country
inequality in recent decades (Berry, Francois, &ri€ttan, 1983; Peacock,
Greg, & Charles, 1988) whereas other studies cdecthat national incomes
have continued to diverge (Jackman, 1982; Maddit983, 2002).

Table 2.3 shows that 82.7 percent of the world imeas shared by 20 percent
of the world population while the poorest 20 petaamjoyed only 1.4 percent of

world income in 1989. The disparity has been aggpeV during the last 15

years, decreasing the share of world income top&rzent to the poorest 20
percent of world population and the richest 20 petdad increased their share
to 83.1 percent by 2004.
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Table 2-3: Distribution of World GDP, 1989 and 2004(percentage of total

with quintiles of population ranked by income) com@red with Sri Lanka

World Sri Lanka
1989 2004 1989 2004

Population quintiles

The Richest 20% 82.7% 83.1% 56.7% 55.1%
The Second Richest 20% 11.7% 11.9% 19.5% 19.9%
The Third 20% 2.3% 2.2% 12.5% 13.1%
The Fourth 20% 1.9% 1.6% 7.8% 8.3%
The Poorest 20% 1.4% 1.2% 3.54% 3.6%

Source (The Central Bank of Sri Lanka, 2008; United Nasidbevelopment
Program (UNDP), 1999, 2008)

The reduction or stagnation of the GDP share toptharest quintile does not
necessarily mean that poor people are getting powmreabsolute terms.
However, it is evident that the disparity in distriion of income among the
population of the world, as well as in Sri Lankapeing sustained. A banking
system is an essential facility for the survivakioé world economic and social
system. Social structures are erflected througtesys and mechanisms such as
the banking system and credit mechanisms. Moredsanking facilities in
developing countries were originally establishedfudill the financial and
credit needs of planters, mine owners and businessim those countries
(Wickrama & Mulford, 1996). Even today, in develogi countries banking
systems basically serve the upper class of soarty provide a significant
support to the sustained inequality in the soceésya whole. This preferential
and potentially discriminatory nature of bankingrveees in developing
countries, especially in providing debt capital BMEs, is discussed in the next

section, citing relevant literature.
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2.4 Accessibility, affordability and availability of credit to SMEs

The section 1.1.1 of Chapter one outlined problefaccessing finance for
disadvantaged group in the poor segment of theegodilany researchers (for
example; Bank of England, 1999; Dunn & Cheathan®319vy, 1997) are of
the view that the lack of financial capital is thein reason for most SME
failures. More importantly, these researchers artha# access to credit is
limited to certain groups of society. Cavalluzzoadt quote Bates (1973 &

1991) and explain this theory as follows:

In order to facilitate that growth, those busingssgften turn to
institutional sources for credit. It is a concettmerefore, that a growing
body of evidence suggests that owners of smallnlesses from some
demographic groups may have less access to imstialt financing
(Bates, 1973; 1991; Cavalluzzo & Cavalluzzo, 192802, p. 641).

This theory suggests that some demographic growpdiscriminated against in
the provision of credit because they lack certaialigjes or/and factors which
are the prerequisites for obtaining credit. Mangesrchers who attended the
“Workshop on the Challenges in SME Financing” h@l®bydney in 1999 have
discussed pertinent international experiences patly from Australia, the
UK, the USA and New Zealand. They argued that tiveeee not adequate
finance providers for SMEs. Most of the researcipepa presented in this
workshop were critical of the inability of small budding enterprises to obtain
finance. They criticized banks’ dominating rolegroviding finance to SMEs

because there are very few lenders who facilitegent(Whincop, 2001).

Further, instead of microenterprise developmentydfo(2008), after studying
encouraging success stories from nations in Asihing; India), Europe
(Ireland) and even Africa (Botswana), concludest thacouraging small-
business entrepreneurs is the best way to achiexe naaintain general

affluence.

In 1976 Professor Muhammad Yunus instituted theafen Movement”

which was considered a revolutionary step to addttes low per-capita-income
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issue in Bangladesh. Yunus, who won the Nobel P&aize in 2006 for this

concept and its implementation in Bangladesh, says,

One can reasonably state that people are poor toetzause of the failure
of the financial institutions to support them iretpast. Like the right to
food, clothing, shelter, education and health, itresthould also be
recognized as a fundamental human right (Yunus7 2002)

The Economist criticized this programme by questigriwhether this form of

lending has led to peace, the presumptive reasdehgnd the award [Nobel
Peace], is just as big an unanswered question” @dwomist, 2006, p. 71).
After implementing this micro-finance scheme foang 40 years Bangladesh

is still one of the poorest countries in the world.

Further, Shaw (2004) reveals from her study inL&nka on two such micro-
financing programmes in the rural Hambantota anaapost-credit incomes are
unlikely to increase because of financial, infrastural and socio-cultural

barriers. She concludes her case study researcbroetby stating that:

Microenterprise development programs need to beptamented by
investment in social and physical infrastructuheyt are no substitute for
it. In arid rural areas, where microenterprisesefaevere market and
infrastructure constraints, microenterprise dewvalept is unlikely to
facilitate poverty exit (Shaw, 2004, p. 1262)

When the project is larger the owners could hawess to MOP if they are

adequately financed. Microfinance is too little awks not constitute capital.

Researchers in this field have also challenged #w@mhe bankers lack
fundamental knowledge about credit evaluation amgb@d questions/statements
such as:

* Do bankers always know best? (Dunn, Cheatham, &atblaen,
1991, p. 1);

* Are the banks doing enough for small business? q®luk,
1982, p. 1); and
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» 30 percent of bank loan officers do not understapgropriate
financing (Dunn & Cheatham, 1993, p. 3).

Credit systems which are under the control of ailpdged class provide
evidence in support of Goulet’'s claim that “an ewmoy that distributes its

benefits in ways which exclude many is unjust arefjuitable” (Goulet, 2002,
p. 3).

2.5 Marxian critical theory and its application in crit ical accounting

Neimark (1990) refers to Marx’s notation that tlederof philosophy is not to
describe the world but to change it and suggests“the aspirations of critical
accountants should be no less” (p. 111). Accortbrnbherborn (1996) Marxism
became the theoretical perspective for a generafioadicals who found it the
best way to understand social and economic ingistiberefore, the privileged
position of Marxism as a mode of analysis and premation of the capitalist
system and its consequences became dominant aitichégg (Cooper, 1997,
Jameson, 1984 cited in Cooper, 1997) but Coopéhduradvises to abandon
“the traditional Marxian version of revolution arsbcialism” (1997, p. 27).
Referring to the criticisms on development agenishsas the World Bank;
Annisette (2004) suggests that brave attemptseressary “to draw accounting
scholarship into an arena where critical accountioiges need desperately to
be heard” (p. 321).

Literature relating to critical accounting and Miatxcritical research, which are
more focused on money, exploitation, class conflitd consciousness, the role
of credit, social relations and their dynamic liniksincome/wealth equality,
reviewed in detail from a critical accounting pessiive to develop the

theoretical framework to interpret the findingstioit research.

2.5.1 Marxism: a brief introduction

Marxism is an economic and political philosophy eleped by Karl Marx
(1818-83), along with Friedrich Engels (1820-95)ccArding to Marxism,

throughout the course of human history, a profostrdggle has developed
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between the “haves” and the “have-not#farx (1891) suggests that the
capitalists allow the masses access to the meapodiiction and the workers
are paid a wage which is just enough for the wotkesurvive and to have
family and children for replacements. According Ngarx (1891), neither
capitalist nor labourer is conscious of this expliion and, therefore, workers
think they are paid fairly and “the capitalistsnthithat they are rewarded, not
because of their exploitation of the workers buttheir cleverness, their capital
investment, their manipulation of the market, aods” (George, 2003, p. 25).
Therefore for Marxists there has been exploitatibthe masses by a dominant
group of people, throughout history, creating aflectncalled “class struggle”
between two classes; the bourgeoisie (the capitddiss that owns the means of
production) and the proletariat (the working clagkjch is at the mercy of the
capitalists) and this class struggle has been #ia agency of historical change

of world systems.

The capitalist class, which owns the means of $pca@luction controls society
and constructs values and social relationshipséir town interests (Marx &
Engels, 1848). In this process tbeedit systemincluding bank loans plays a
decisive role in the battle of competition, andfirglly transformed into a
powerful social mechanism for the centralizatiorcapital (Marx, 1867 cited in
De Brunhoff, 2003).

2.5.2 Application of Marxian theories in critical accounting research

This section aims to describe how and why certaamxdigt concepts have been
utilized in critical accounting research. With redjdo the Marxist concept of
exploitation, Hooper and Kearins (2008) refer te thealth confiscation from
Maori in New Zealand through ledger accounts amui@rthat administrations
wanted to be seen as demonstrating sympathy foriMabile maintaining in
fact “a figurative distance” to enable the mechanef exploitation. According
to Marx, the main purpose of the capitalist is xtract the greatest possible
surplus value and consequently to exploit labowrgrato the greatest possible
extent (Marx, 1847 cited in Caute, 1967). This ap®f extreme extraction of
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value from a group of people in a society, termgdegploitation in Marxism,
provides a powerful tool for scholars to explaihestunfair extractions as well.
Hooper and Kearins (2008) suggest that “accoursatg as a key technology in
achieving a redistribution of assets” (2008, p. 2)2@hich means it could
facilitate exploitation “particularly where accoantan be shown to reveal a
poor return on assets” (p. 1262). They further poiat that accounting can
function as a macro-pricing mechanism and also deeply-embedded” in
serving the masters means the owners of asseita(fapaccumulating wealth.
Hence, the accounting function plays a significasié in the exploitation of

wealth in a capitalist society in sustaining inconealth inequality.

Harney (2005) argues that “the crisis of measurénieought on by the
growing dominance of what Marx named ‘general let#l is a profound
challenge not only to management but specificadlyits recording-machine,
accounting” (p. 579). According to Marx, the ‘gealeintellect’ (knowledge as
the main productive force) fully coincides with @ap (Marx, 1974 cited in
Virno, 2001). General intellect is a crucial factomproduction. Marx describes
it as a combination of technological expertise @hhincludes accounting) and
social intellect or general social knowledge. Té¢uscept insists the increasing
importance of intellectual systems in social orgation. Virno (2001) explains
that the general intellect includes formal and iinfal knowledge, imagination,
ethical tendencies, mentalities and “language gamsgsvell. “Thoughts and
discourses function in themselves as productivechimes’ in contemporary
labour and do not need to take on a mechanical loodgn electronic soul”
(Virno, 2001, p. 1). This Marxist theory influencegitical accounting
researchers to examine accounting as part andlpafrggeneral intellect and
provides an important lens to investigate accogndind social phenomena in a

radical point of view.

James (2008) uses the Marxist concept of alienatostudy the accounting
academics’ labour market in Australia. AccordimgMarx, capitalism is an
alienating force that separates workers from prtsjube process of production,

the true nature of the worker and also from otheopte and, under late
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capitalism, their own integrity (Marx, 1975; Bluntge 1989 cited in James,
2008). Further, according to James (2008), in tbatemporary context,
capitalism promotes separation of the worker frammwhole environment. This
alienation is apparent in the newly commodifiedd$eas well such as care
services, education, the leisure industry and ekadigion, etc, and now
popularly termed as “commodification of every-daye’l (Dominelli &

Hoogvelt, 1996; Tinker, 1999). This reasoning pescédased on Marxist
concept of alienation provides a good lens to itigate into techniques and
means of protecting and/or strengthening one gmfupeople at the cost of

another group in a society.

Catchpowle, Cooper and Wright (2004) attempt tawibe state, capital and
accounting from a holistic perspective seeing th&as relations and argue that
accounting has been a central part of capitalisotoAding to them, “what is
crucial to remember is that, in the process of amdation...capitalism [is]
characteristically uneven” (p. 1047). Also Chiapel2007) suggests that
“capitalism and a certain kind of double-entry bleéping practice that was
able to highlight the circuit of capital were inegably linked” (p. 263) and
therefore, show that the notion of capitalism ftssl rooted in accounting
notions. However, according to Bryer, the true imement of accounting to
capitalism is not double-entry bookkeeping (DEB)t the capacity to calculate
rate of return on capital (2000a, b cited in Chilmpe2007). Meanwhile
Carruthers and Espeland assert that the relatipriséiiween accounting and
capitalism is not merely technical but a rhetorlwahd and a justification (1991
cited in Chiapello, 2007). Chiapello further insishat “even when badly kept
and useless as a decision aid, accounting corgsbtd the legitimacy of
practices originally considered illegitimate” (20@7 264). She also argues that
not only the capitalist system but also the conadptapitalism itself is an
outcome of influence of accounting ideas on ecowrowrnd sociological
thinking and therefore, “the concept of capitaligs indissociable from
representation of economic life shaped by an adowgiroutiook” (2007, p.
264).
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Armstrong (2008) refers to “the capitalist socialations of production” and
“social structure” and asserts that the economieegpds wielded through the
medium of accounting. The idea of capi@tcumulationalso developed
through DEB especially with the introduction of g¢apaccount, profit and loss
account and the balance sheet in th& tBntury (Sombart, 1992 cited in
Chiapello, 2007). However, according to Webbere‘timportant fact is always
that a calculation of capital in terms of moneymade, whether by modern
book-keeping methods or in any other way, howevwemipve and crude”

(Webber, 1992, p. 18 cited in Chiapello, 2007). &celevant to this research
Yamey suggests that the DEB system “was able tordeaffairs of the most

unscrupulous money-lender or crooked businessmé@rhgéy, 2005, p. 81).

Bishop and Boden (2008) utilize a broadly Marxigp@ach to explore regimes
relating to disability in the transition from feuda capitalist societies and to
show how such a transformation placed new emplwsihe maximization of
the surplus value of labour utilizing accountingheologies. According to
Tinker “labor and value are synonyms for each othfer Marx, the phrase,
‘the value of labor’ is meaningless” (1999, p. G5B)erefore, this Marxist lens
provides valuable insight in studying utilizing aooting technologies to

maximize wealth by way of unpaid labour; surplubiegCaute, 1967).

With reference to Sri Lanka, Wickramasinghe and p#wp(2003) use the
Marxist concept of modes of production (MOP) to lgp@ and interpret the
cultural political economy of management accountingtrols of a textile Mill
in a traditional Sinhalese village in Sri Lanka.dkfiamasinghe and Hopper
(2003) disagree with many Marxist writers who adjtieat production relations
constitute the base for legal and political supecstires. They argue that those
approaches are too economically deterministic andglect[s] free will,
individual autonomy, and the effect of factors, Isws religion, culture and
ethnicity” (2003, p. 3). They point out how conti@thns between capitalist
MOP and traditional culture in Sri Lanka “were anfied by a coalition of
workers and local managers against foreign ownens fled when financial

irregularities are discovered” (Wickramasinghe &gger, 2003, p. 1).
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Alawattage and Wickramasinghe (2008) rely on arszal framework drawn
from Marxist discourses on hegemony to explain “temergence and
sustenance of political hegemony as the dominardenaf control in Third

World enterprises” and argue that “the role of artimg has assumed within
political hegemonies of the Third World” (p. 293)he above study is on
plantation industry in Sri Lanka and Alawattage aN@kramasinghe (2008)

interpret some findings (as follows) using Marx@itical lenses:

* Managers can exercise a relative autonomy in detisiaking and
control.

e This situation is an essential condition for acdmg to perform
towards capital accumulation.

» Like many other industries in the Third World, piation labour control

mobilizes extra-economic social relations.

According to Lincoln and Guba (2003), the applioatof critical theories (for
example, Marxism, neo-Marxism, feminism, constnistn, critical sociology,
and Freudian or Foucaudian theory) in researcheadrlife problems is more
appropriate when the research is about an anticipat social transformation,
particularly towards more equity and justice. Mapecifically to critical
accounting research, prominent scholars argue Mueaixist critical theory
provides strong lenses for critical accounting $atso For example, Tinker
(1999) promotes using Volume | of Marx@apital to underpin and guide
critical accounting; Dominelli and Hoogvelt (199énphasise identifying the
problem is a major intellectual responsibility aedposing the roots of
exploitation is a precondition for liberation; @itd and Tinker (1996) insist that
bringing structural contradictions into conscioussand to develop them to the

highest level of instability is one purpose oficat accounting research.

2.6 Marxian critical theory on global inequality and credit

Many Marxian critical theorists (for example, Abrawitz, 1986; Korzeniewicz
& Moran, 2003; M. Moore, 1997) argue that thouglvelepment theories
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(classical, modern, post-modern and neo-liberaloriee in explaining
inequality) provide extensive analyses on inequalitey do not provide a
comprehensive framework to unfold the total pictafeinequality and its
causes. According to Moore, “these explanations agenerally
unconvincing...[and] have a poor track record iediction” (1997, p. 3). Moore

further suggests that:

In the Marxian framework, capitalism is the defmirdimension of

contemporary societal organization, subsuming somier-scale concepts
such as modernization, markets, or globalizatiwhen look at published
research this ceases to be Marxist versus non-stassiue (1997, p. 4).

According to modernization theory, the Third Wodduntries were advised to
adopt, mimic, imitate and import development patesf the West (M. Moore,
1997). Also for their financial crisis and develogmh initiatives, borrowing

from Western financial institutions such as the Wdank, the International

Monetary Fund (IMF) was prescribed as the overgduay out (Hite, 1996).

Meanwhile, development that was basically conceivederms of economic

growth, industrialization and liberal democracy dit bring marked change to
the problems of the Third World countries (Schuummal993). The

establishment of infrastructures, the importation neachinery as well as
adaptation of Western technology did not bring sigant change (Sklair,

1991). Eurocentric development praxis that didtaké the internal situation of
developing countries into account became a souroceutiiple problems, rather
than the solution to them (Hite, 1996).

Credit--money that the Third World countries borealafor development
projects made them sink into a debt crisis (HasBagen, & Haj, 2005). Also,
the imported technology made them dependent ongforexpertise, therefore,
the situation inversely served the purpose of theetbped nations (Foster,
2002). Development particularly served the econoamd political motives of
the United States (Michael, 1995). Politically, thénited States used

development discourse and practices to halt tharesipn of communism from
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the east. Economically, it generated a double irctmthe developed countries;
first, from the sale of its manufactured goods he Third World countries;

second, from the interest of the money they lenthiem to purchase those
goods (Hassan et al., 2005). The penetration ahfiral and industrial capital,

when they are possessed and disbursed in an aybitemner, not being helpful

to improve the condition of the developing courgrienstead aggravated the
situation (Foster, 2002). These arguments are pitynbased on cultural-

Marxist discourses on hegemony which concerns tmesteuction of consent

and the exercise of leadership and social relatignthe dominant group over
the subordinate group (Gramci, 1971 cited in Aldageg & Wickramasinghe,

2008; Gramsci, 1971).

In 1976 Professor Muhammad Yunus introduced theafiégen Movement”
which was considered as a revolutionary step taems$dthe low per capita
income issue in Bangladesh. Grameen Bank (rurak)bas a financial

institution that exists for one purpose, that isttwn into deed Yunus'’s
philosophy that the poorest of the poor are thetrdeserving in the land; that,
given a decent break, they can lift themselvesabuhe mire of poverty and
fend for themselves (Yunus, 2007). The break than@en Bank offers is a
collateral-free loan. Yunus, who won the Nobel ReR&tize in 2006 for this

concept and its implementation in Bangladesh, says,

One can reasonably state that people are poor toetzause of the failure
of the financial institutions to support them iretpast. Like the right to
food, clothing, shelter, education and health, itresthould also be
recognized as a fundamental human right (Yunus7 2002)

By 2003, the Grameen Bank had 1042 branches, 1E0(@oyees, disbursed
US$20 billion to 1.6 million borrowers (Grameen Quomications, 2003),
however, a deeper question is how helpful such tbans really are? The
average size of the loan is less than US$200. d¢hy &fter restructuring the
Grameen programme in 2001, savings (deposits) npeeeel loans. The
Economist criticized this programme by posing thestion “whether this form

of lending has led to peace, the presumptive reéagdrehind the award [Nobel
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Peace], is just as big an unanswered question” @dmomist, 2006, p. 71).
Further, Shaw (2004) reveals from her study inLarika on two such micro-
financing programmes in rural Hambantota area pust-credit incomes are
unlikely to increase because of financial, infrastaral and socio-cultural
barriers. This outcome partially agrees with Maiixterpretation of credit with

regard to lenders towards centralizing capital Wwatks against the borrower
because terms and conditions are exploitive. Sheclades her case study

research outcome saying that:

Microenterprise development programs need to beptmmented by
investment in social and physical infrastructuhesyt are no substitute for
it. In arid rural areas, where microenterprisesefaevere market and
infrastructure constraints, microenterprise dewvelept is unlikely to
facilitate poverty exit (Shaw, 2004, p. 1262).

According to Marxist writers (for example; M. Modt997; Saad-Filho, 2003,
Isbister, 2003; Korzeniewicsz & Moran, 2003) Stamerventions play a
significant role in allocating resources and praowd such infrastructure

facilities for enterprises to start and grow.

Further, instead of microenterprise developmerterastudying encouraging
success stories from nations in Asia (China, Ind&rope (Ireland) and even
Africa (Botswana), Powell (2008) concludes that amaging small-business
entrepreneurs is the best way to achieve and nraigeneral affluence. When
the project is larger the owners could have acteBOP if they are adequately
financed. In other words, according to Marx, ente@eurs must own adequate
capital for them to have comfortable access to M@& perform. Microfinance

is too little and does not constitute capital ia Marxian sense.

De Soto (2005) suggests that developing counttresdy have the assets they
need to eliminate poverty in their hands. If tlsighe case, a news paper article
asks a compelling question: “Why are these asdetsd” and not being used to
help stimulate economic growth and generate empboy@di (The Sunday
Island, 2006, p. 3). De Soto argues that the Ipgaderty system is the “hidden

35



Chapter 2: kdture Review

architecture” of a successful economy. If this leidldeconomic architecture is
not in place, the economic activity takes placesiolat of the legal system or in
what economists call the “informal sector”. It hbsen estimated that the
informal sector in Sri Lanka comprises about onedtbf all economic activity
(The Island, 1999).

2.7 Marxian interpretation of the roles of states, caplist forces

and nationalism in sustaining inequality

However, the Marxian perspective is that statervetetion is part and parcel of
capitalist development, though the promotion ofitzdipm did not mention that
explicitly. Isbister (2003) says; “it is a seriomssunderstanding of capitalism to
think that it consists of a private sector alonethat stands in opposition to
government” (p. 38). In fact, capitalists, whilepoging certain government
policies, widely depend on the governments. Acawdito Moore, the
Smithian/neo-liberal arguments about governmeni@nagbstacle to capitalism
in the contemporary Third World are analogues amdthessed that “states and

capital prefer to co-operate with one another” {1,989 28).

According to Marx, the government is an extensibthe ruling capitalist class:
“The executive of the modern State is a committ@enianaging the common
affairs of the whole bourgeoisie” (1977, p. 35).ciab scientists and liberal
economists now argue that, the State should leviethe increasing inequality
in capitalist society and should compensate for ldy@ses and injustices

generated by private actions and provide publidgdtsbister, 2001).

Agencies including the International Monetary FyiidF), The World Bank,
European Central Bank, World Trade Organization )/ TGeneral Agreement
on Tariffs and Trade (GATT) and the United Natigh¥N) promote structural
programmes such as privatization, deregulationhttifiscal and monetary
policies, and liberalization of capital flows, impdéaws and others primarily to
dilute state power so that the capitalist classbhssmome the super power. These

international institutions were founded for the gmse of re-establishing the
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international market capitalist system and perngtiit to grow to new heights
(Isbister, 2003). Also, there seems to be a coiatiad between the advices of

these agencies and practices in the developed teadeSaad-Filho points out:

...developed markets arise only through state intdéiwe. The state
establishes the institutional and regulatory frawdw for market
transactions, including property rights and lawoeoément. It regulates
the provision of infrastructure, ensures that althgatrained and pliant
workforce is available, and controls social conflithe state establishes
and regulates professional qualifications and thecoanting
conventions... (2003, p. 9).

2.7.1 Neo-liberal capitalism

Neo-liberal capitalism has not been helpful redgdihe wealth gap between
nations, however the promoters of neo-liberal eatnopolicies admit that
there has been some decline in within-country vagakquality. They point out
that there is a general theoretical and empirioasensus that until the 1950s,
the development of capitalism was characterizedoyving disparities in the
distribution of income between the poor and richiams (Korzeniewicz &
Moran, 2003).

There is a similarity between today’s neo-liberaliqy promoters and early
years’ colonial rulers of powerful nations in jugitng their exploitation under
the facade of civilization, human rights, enviromta protection, sustainable
growth and poverty elimination, etc. It is worthrtote that, Saad-Filho asserts
that “Today’s evangelists pay lip-service to humights and the elimination of
poverty, but their faith lies elsewhere, in thersddablets of copyright law and
in the charter of the International Monetary FugaQ3, p. 1). Lenin observed
this situation as the final stage of capitalism keheankers and industrialists set
the ground rules in distributing the benefits betweapital and labour (Lenin,
1939).

The external pressures, including privatization angport liberalization,

eventually create more opportunities for accumartatf wealth to the group of
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influential capitalists, making them more socigliywerful. Hence, the issue of
income/wealth inequality in a country cannot beasafed from that of the
widening gap between rich and poor countries thinoglgbalization of business
and through propaganda for privatization to wealéate power especially in

developing countries.

2.7.2 The influence from international capitalist forceson the economic-

political environment through controlling access tdfiinancial capital

Korzeniewicz and Moran (2003) refer to Lenin ancémnburg and say that, “A
long-standing Marxist interpretation portrays inality as a structural
component of capitalist accumulation in a worldfemoy (Lenin, 1939;
Luxemburg, 1951)” (p. 185). These structural foressst at different levels
with a vertical relationship that can be observedoss these levels. For

example:

Dependency studies argued that the very existerfcea @apitalist

international economy, as embodied in global trageailed a continual
transfer of surplus from poor (or satellite) to Wew (or core) areas (e.g.,
Cardoso 1974, 1977; Cardoso & Faletto 1969; DosdSah970; Frank
1966, 1967, and 1978) (Korzeniewicz & Moran, 200.3185).

The ultimate result of these influences from in&tional capitalist forces is a
continuous widening of the gap between rich andrpoations further

increasing inter-country inequality. The major togled for this purpose is the
heavily conditional hold of financial capital coolting the access to it by the
poor countries. Despite the huge differences amdagelopment studies
scholars, they all agree on one fact: that econodggelopment in the
developing countries can continue to be hindereddmginuous structural road-

blocks including access to credit.

2.7.3 Influence of national capitalist forces in sustaimg inequality within

the country; internal roadblocks.

“Wealth and poverty are generated by the same psd¢&inker, 1999, p.
661)
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Most debate on the internal gap between rich arat people in developing

countries started with a seminal presidential esllef Simon Kuznets titled

“Economic Growth and Income Inequality” in 1954. ldegues using limited

data from Germany, the United Kingdom and the Whiates that there has
been a trend toward equalization in the distributsd income. Therefore, there
could be increasing inequality in the early phasedustrialization but that is

followed by declines in the later phases of develept (Kuznets, 2003). Then
he opened the debate over the relevance of thedmds for the developing

countries by examining data from India, Sri Lankae( Ceylon) and Puerto
Rico (Seligson & Passe-Smith, 2003a).

The data showed that income distribution in thesgewdeveloped countries is
more unequal than in developed countries. The dfates lower three quintiles
were 28 percent in India, 34 percent in Sri Lankd 24 percent in Puerto Rico
compared to 34 percent in the United States ange6ent in the United

Kingdom. The shares of the top quintile were 5&e@et in India, 50 percent in
Sri Lanka and 56 percent in Puerto Rico compardi 4 percent in the United
States and 45 percent in the United Kingdom (Kugzr#203).

However, Kuznets’'s assumptions, inferences and #aets” such as “share of
the lowest decile could not fall far short of 6 bpercent” (2003, p. 69) and
“the fact remains that the lower limit of the propanal share in the income
structure is higher when the country-wide per @apitome is low than when it
is high” (p. 69) have been proven false by histéiy: example, the share of the
national income enjoyed by the lower three quistile Sri Lanka has been
continuously reducing since then and in 2003 it wegsorted as 24.9 percent
(30.9 percent in 1973) and the lowest decile wasyd below the limit of two
percent and reduced further to 1.1 percent in 200® Central Bank of Sri
Lanka, 2008).

Goulet (2002) criticizes the 1971 Nobel Prize wimgnieconomist Kuznets’s

hypothesis, which suggests that, in the early stafieconomic growth, income
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distribution will worsen and in the later stagesvill improve, by pointing out

that “the reversing point” is yet to come. Alsocading to Torado (1997),

Theorists who argue for the inevitability of the #fets process —
especially political leaders in countries with lkargand growing
inequalities — more often than not are simply d@ag: for a convenient
conceptual smokescreen behind which to mask thetsgof economic
aggrandizement or to cover policy failures (pp.-261

It is very common that the political leaders of heelected governments in Sri
Lanka demand that the public “tighten the belts"the short run; until they

recover from the disasters caused by the previousrgment, and promise to
deliver election-promises in the long run. Butstapparent nothing happens
other than defeating incumbent at the next electiod the current opposition
coming to power on the same old grounds and pran@ed same scenario

repeats endlessly.

Evidence suggests that there may be country-specifiaracteristics that
influence within-country income inequality indepent of external

international factors. According to Goulet (200#)ere could be numerous
other obstacles to a just economy which also edrstaddition to those

operating in the international arenas, others se&weanternal roadblocks to
development. Among the internal roadblocks, onentothe vested interests
and disproportionate political power of privileggmbups. The findings of this
research provide evidence to show how this vestieddst and disproportionate
power (political or social) of privileged groups ntobute to social power

which, in turn, influences decision-making in thenking sector.

Some postmodernists believe that the “vision” of foor is impaired and
should be improved by the vision of rich capitaligtor example, Udayakumar
(1995) suggests mutual co-operation between thearc poor for a “mediated,
sustainable and co-operative path; and a bleakefatwaits both of them if they
take unmediated selfish and confrontational path”348). He oversimplifies

the process by suggesting “The rich and the pomiike a blind person and a
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paralyzed person undertaking a journey togethewutiir life. The former needs
the latter’'s vision, and the latter requires therfer's sustenance” (p.348).
However, this is in line with his preaching as “igir@ing and dreaming are far
important and difficult than predicting” (Udayakumd995, p. 340). What is

apparently happening is that the persons with ponadte use of the powerless
poor to achieve the mission of the former. He ubesapproach to show that
powerless poor people do not possess the necesdssyand capital to prosper
by themselves, therefore they must rely on the plulvech class if they want

to come out of poverty. He also asserts that tbke class, though they are
visionary and capable, needs workers’ support tumaclate wealth. This is

what Marx pointed out in his surplus-value conctt the capitalist system
makes use of labour without adequate compensatidrtterefore the workers

will never get out of poverty trap.

Goulet (2002) says that equity is a straightforwaadion: just and impartial
treatment for all. An economy that distributes ltenefits in ways which
exclude many, is unjust and inequitable. Goulethfr justifies his claim by

quoting from Harvard University’s Bryan Hehir adldovs:

...first that we accept the common destination ofgbeds of creation and
recognize that the resources of the earth are tesée for the good of all,
second, that we adopt an option for the poor, amtib the ‘difference
principle’ of John Rawls which favours those pragssfor change that
best serve the least well-off in the world; andrdhithat we establish
institutions that seek to build a just internatiowoader...(Hehir, 1998,
p.11).

The question remains whether these institutiong;hwvaire established to build a
just international order, are genuine in their miien or are just paying lip-
service by promoting globalization with neo-libeedonomic policies, which

most of the scholars from the Third World reje@tyiag that globalization is

nowadays’ colonialism or imperialism (Goulet, 2002)
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2.7.4 The theory of the petty bourgeois and the mask ofationalism

According to Marx’s class analysis there is a dejean class in between the
capitalist class (bourgeois) and the working clgz®letariat) called petty-
bourgeois (Tucker, 1978). According to the classrabnationalism (Allahar,
2004) the “petty-bourgeois nationalism” may be Hest fit theory for the Sri
Lankan traditional capitalists, because the petiyrpeois is more traditionally
in favour of protectionism. They are unable to cetepnternationally and their
scale of operations is limited to the domestic raarkherefore, they use masks
such as nationalism and patriotism to promote aotept their specific spheres
of operation: local industry, local manufacturiramyd the exchange of locally
produced goods and services (Allahar, 2004)th regard nationalism,tiis
noteworthy to mention that, according to Munck omadilism matters because
people die for it but the motive is not clear (1986ed in Allahar, 2004).
Further, this social class might place their egoisiterests and symbolic gains
before economic interests at large (Williams JO94) in the guise of
nationalism. Therefore, analyzing and interpretimg behaviour of such petty-
bourgeois through a Marxist lens is useful and irtgpa in explaining the

findings of this research.

2.7.5 Productivity is secondary to political motives

States make political compromises to preserve pawelst maintaining their
central planning role. Therefore, productivity mve8 become secondary to
political ones, and accounting reports are rareigcubsed or used for
accountability. Accounting systems are maintainady oas a regulatory
requirement to legitimize events to external bodisd the populace
(Wickramasinghe & Hopper, 2003). As a result, putdnterprises became a
drain upon state coffers; their policy failures tdiute to fiscal crises of the
state and political unrest (Gray, Owen & Adams, @)9%rom 1977, over the
last three decades, heavy pressure from donotutigtis/countries forced Sri
Lanka to privatize state-owned corporations leawinty the health, education,
defence, state finance and a few authorities sadfaiéways, forest and water

under the control of the state. This situation t@daa very conducive
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environment to the capitalist class to penetrat® imany national-level
industries such as telecommunication, energy andtaaction and to strengthen

their social power base further.

Although import protection is seen as an evil ie fhrocess of reaping the
advantages of comparative advantage, Petras arth&fedr (2001) argue that
the growth of protectionism and national industtynslated the growth of
domestic industries and the relative decline obgldlows as against capital

accumulation.

The debate between “openness” and “infant indugtrgtection” is still
attractive with concepts such as “comparative athgai, “globalization” and
“learning curve” and others, especially in courdtrigzvith low levels of
industrialization. Deraniyagala and Fine say “ompa@ountries are shown to
specialize in low technology products if free trade allowed, but trade
restrictions allow them to develop complex indestri(see Reddy, 1999)”
(2001p. 815). This research elaborates and placegmphasis on these
techniques of maintaining disproportionate powestesps (political, social or
economic) for certain groups of people and also @beess of the financial

capital to entrepreneurs for feasible projects.

2.8 Financial capital mobility system

“The stronger the power of my money, the strongerlaThe properties
of money are my, the possessor's, properties arsgngal powers.
Therefore what | am and what | can do is by no reefgtermined by my
individuality. 1 am ugly, but I can buy the mdstautiful woman. Which

means to say that | am not ugly, for the effecuglfiness its repelling

power, is destroyed by money. As an individualm lame, but money

procures me twenty four legs. Consequently, | arh lame. | am a
wicked, dishonest, unscrupulous and stupid indifdlout money is
respected, and so also its owners. Money is théebiggood, and
consequently its owner is also good” (Marx, 1975377 cited in James,
2008, emphasis original).
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The wealth of a country could be distinguished leet financial wealth and
real wealth. Financial wealth is ‘the value of gismf paper such as shares,
bonds and cash while real wealth is the value ofitde assets such as plant,
machinery, infrastructure and stocks or inventoasswell as knowledge and
technology. Financial wealth is an asset to soneplpeand a liability to another
(Isbister, 2001). Further, De Brunhoff argues tH@he visible domination of
financial markets does not imply that industrigpital has lost its fundamental
importance. Rather, we could say that a new cagiitedalition has emerged, in

order to restore profitability after the crisistbé 1970s” (2003, p. 143).

This finance capital is playing a vital role in ¢anlling the political power in

developing countries, compared to the other camtaiments such as land,
buildings and managerial know-how. Isbister (20quptes from Gurley and
Shaw and argues that, in capitalist economies @wee, financial assets
typically grow faster than real assets or natigmalduct, for example, they
estimated that financial assets were about onethalflevel of real national
wealth in the early 1880s in the United Statesngiso about twice the level of

real wealth in the early 1960s.

2.8.1 Coalition between financial and industrial capitalsts

Therefore, the finance providers have become vewyepful and have gone to
the extent that “the state is captured by capital aperates on its behalf to
protect, reinforce and support capital's expansi@md to maintain the
suppression of labour” (Grast al, 1996, p. 34). The new Sri Lankan economy
was driven by an international capitalists’ coalitiof financial and industrial
capitalists with the help of neo-liberal policie$he case studies under
discussion provide evidence to argue, these owmaditbetween financial and
industrial capitalists could be formed within a ooy under masks of
nationalism/patriotism or theories such as socegponsibility/sustainable

growth or posing as against neo-liberal policies.

The accumulation process of capital requires baoitustrial and financial

capital. Therefore, the banking system has becomm@al instrument which
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creates a powerful social mechanism for the camftiidn of capital (see De
Brunhoff, 2003). Critical analysis shows that ptessfrom the owners of
finance is very common on the management of preaalucthe most common
example of this is appointment of bank officersda®ctors to the board of

directors of heavily indebted customers. Accordm@e Brunhoff:

These directors not only have high salaries, bsd abtain important
share portfolios by means of stock options or ineotways. And they
agree to change the organization of industrial pctddn in order to
maximize both profits and financial rewards. Thesttie objective basis
for a coalition of financiers and top industriakeatitors (De Brunhoff,
2003, p. 147).

In Sri Lanka, though bank officers serve as dinecton the boards of their
highly indebted clients, to look after the bankderest, there is no compelling
evidence that those clients rewarded them withrerasalary. However, they
enjoy various other benefits such as free holidayd large hampers in the

festival seasons.

According to Keynes (1936) the least useful ecowogioup comprises rich
owners of money capital, the parasitic “rentieffiey want high returns from
their financial investments; otherwise they willeketheir money idle and
provoke a scarcity of finance for economic needss Ts quite evident in Sri
Lanka because banks can safely park their exceseynwith government
securities and still make a contribution marghktcording to De Brunhoff
(2003) such irrational behaviour by owners of ficiah capital has no

justification and he further suggests that:

...financial activity should be taken out of thentia of the rich owners of
money capital and regulated by the state. The earonomic agents,
entrepreneurs and workers should not be depengemt the interest of
idle rentiers. This kind of analysis is often useday by people who ask
for the cancellation of the debts of less developmahtries, and by those
proposing a new regulation of finance (p. 145).
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But De Brunhoff (2003) warns that this new reguatshould involve major
changes in the whole structure of capitalist acdatian of wealth. Therefore,

he suggests that:

It is necessary to understand more fully the compdéationship between
financial and industrial capital, and the respextiwles of financiers and
entrepreneurs in capital accumulation. Then we wdline back to the
general notion of capital, whether ‘real’ or finaai¢p.146).

2.8.2 Lack of state support for SMEs providing facilitiesincluding credit

According to Marx, the exploitation of labour isetlbasis of capitalist profit.
However, a capitalist credit system is required fioancing new industrial
investments, and it also centralizes the moneylldazial classes. Owners of
small savings are passively involved in the procedsle the ownership of
financial assets is highly concentrated in the Baoda few wealthy people,

including some industrial managers.

According to De Brunhoff, “Keynesian policy involsyea social compromise
between capitalist entrepreneurs and workers. Eiaemarkets and ‘rentiers’
who own money capital should be disciplined by puhlles” (2003, p. 150). It
is worth noting that a survey of small businesseSri Lanka and Tanzania has
revealed that problems of access to finance andhible cost of finance,
materials, equipments and also regulatory probleamcerned businesspeople
in both countries (Levy, 1993 cited in M. Moore,9X9. Therefore, lack of
support from the government in developing busirmegsrprises appears to have
a detrimental impact on the formal banking systgmshing decision makers
towards arbitrary decisions with regards to finagcenterprises. That is, in the
absence of regulatory policies and conducive ecarvpaiitical environment,

the contribution of individual characteristics mag/ fostered and amplified.

2.9 Marxian interpretation of social structure and credit system

According to Marxian analysis (for example, De Braff, 2003; Lapavistas,

2000; M. Moore, 1997), the distribution of profltetween venture capitalists
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and finance providers is problematic but the acdatian of capital needs both
of them. The credit system is such that it tramafordle money into loanable
money capital that is earning interest, and directback to accumulation

(Lapavistas, 2003). This “loanable capital”, i.eomay capital, Marx says, “no
longer passive but active, usurious, [and] prddiferg capital” (1978, p. 569
cited in Lapavistas, 2003, p. 70). And, in societiéhere commodity exchange
is widespread, the economic power afforded by morayrally leads to social
power. “Money is the monopolist of the ability touyh or in Marxist

terminology the ‘universal equivalent”(Lapavist@§03, p. 70-71).

Therefore, the researcher's argument is based ynainl broad theoretical
framework of Marxist class analysis and neo-Marxaitical theory, because:
first, it is appropriate to apply these theorieghe case studies under review
where the financier and the industrialist are nahe same business; second, as
Moore (1997) explains, Marxian interpretations ins@mpirical and historical
research. Also, Marxism has been identified as rtt@n single source of
inspiration, political as well as intellectual, feesearch into Third World
capitalism (see Barrow, 2007; Kiely, 1998, 2005;t%da, 2004).

Marxism has been used extensively to explain inéguaor uneven
development and therefore has evolved throughréifiteperspectives especially
addressing its weak points such as bi-class soeciety inevitable victory of

proletariats. According to Sherman the:

Marxian perspective has led to a new Marxism, whighunofficial,

independent, profoundly democratic, and criticalabfsocieties and all
rigid ideas. The new Marxism has often been cattetdcal Marxism

(1995, p. 3).

Therefore, it is not only the need for individuadwer that drives arbitrary
decision-making but also the systemic stimulandsiaed by the institution and

the social network as a whole, because the Mardiéique suggests that:

» power is held by capital and exercised on its dghal
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» there is a conflict between capital and labour;
» the state is captured by capital and used to sappabour; and

» the emergence of the middle class is privilegedhleysituation (Gragt
al., 1996).

2.10 Summary and conclusions

This section summarises this chapter and provideglasions on why the
Marxist lens of credit mechanism is used in thiseegch to study the role of
bank lending from a critical accounting perspectiany scholars argue that
the relationship between accounting and capitaissnot merely technical but a
deep-rooted bond and a justification. They indmit tnot only the capitalist
system but also the concept of capitalism itsedinoutcome of the influence of

accounting ideas on economic and sociological think

According to Marx, money is highly respected ahdréfore, money owners
are powerful irrespective of their methods of eagniand accumulation of
money. Some researchers argue that powerless popiepdo not possess the
necessary skills and capital to prosper by themaseltherefore, they must rely
on the powerful rich classes if they want to cornéaf poverty. They also say
that the rich classes, though they are visionany eapable, need workers’
support to accumulate wealth. These theories stidigat powerful-rich make
use of the powerless-poor to achieve these godlks.pbor, though they may
have ideas and skills but no access to money (ticisat credit) will arguably

never get out of poverty trap.

According to Marx, the government is an extensibthe ruling capitalist class
and Marxian critical theorists argue that developetkets arise only through
state intervention. The state establishes the tuisthal and regulatory
framework for market transactions. It regulates gih@vision of infrastructure,
ensures that a healthy, trained and pliant workfaescavailable, and it controls
social conflict. The state establishes and regslgt®fessional qualifications

and the accounting conventions.
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With reference to Sri Lanka, researchers argueptatuction relations are not
only constituents of legal and political superstinnes but also comprise free
will, individual autonomy, and factors such asgeln, culture and ethnicity.
Research on micro-financing programmes in Sri Largkeeals that post-credit
incomes of borrowers are unlikely to increase bseawf financial,

infrastructural and socio-cultural barriers. Midmance is too small and does

not constitute capital in the Marxian sense.

Despite the huge differences among developmentiestustholars, they all
agree on one fact: that the economic developmetheofleveloping countries
will be hindered by continuous structural roadbbakcluding access to credit

for potential projects of ordinary people.

2.10.1 Conclusions

Marxism was considered as the theoretical guidéhis research for several
reasons. Marxian theory can be applied to diffelerel analyses and is capable
of explaining not only within-level relationshipsutb also between level
relationships. Marxism has earned widespread aaneptas one of the grand
theories which narrate social histories (Georg€32@ompared to other critical
theories especially with regard to power relatigpstand credit mechanisms.
Marxian critical theories are useful tools to asalypower relations associated
with wealth and financial resources. Classical NMamneconomic theories have

proved not to be practical.

State intervention discussed here is not aboué sianership but conscious
interventions by the state as performed in devalamaintries for the interest of

the general public.

The Marxist concept of credit mechanism is the naemalytical tool used in this
research. According to Marx, the credit system sei@ous weapon in the battle
of competition and forms a significant social matka for the centralization
of capital. Equally, lack of money translates iptawerlessness, deprivation and

exclusion from several social activities for thejond&y of the poor under
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capitalism. In capitalist society, successful p#pttion in social affairs
depends less on a person’s abilities and skillsnamé on possession of money.
There seems to be a barrier between ordinary peopletential (through
abilities, ideas and skills) and access to mongytalain capitalist society. In
the meantime, people (with or without abilitiesead and skills) who possess
money gain the potential and reap the benefits.eMpavely, when access to
money capital is coupled with ideas, abilities akills, there will be could have
an undue advantage over moneyless people and thislwicrease exponential

effect in accumulating wealth.

The petty-bourgeoisie is traditionally in favour pfotectionism. They are
unable to compete internationally, use masks sscetationalism and patriotism
to promote and protect their specific locally proeld goods and services. This
social class places their egoistic interests anchbsjic gains before the

economic interests of a country at large.

Marxian critical theorists argue that, in capitalibankers and industrialists set
the ground rules in distributing the benefits andtmol the ultimate balance of
power between capital and labour. Their studiesestigate how capitalist
forces influence decision-making/lending procedsgsveakening state power
(economic-political environment) and ignoring tloderof individual’s abilities,
and the skills of bank professionals--and at thmeséime enhancing the social
power of a few “real” decision-makers in the sectoris evident that most
individual, social-cultural and economic-politicdactors are collectively
directed towards protecting the social power ofaalvantaged class of the
capitalist society. Social power, privilege andluson in various activities are
intertwined with possession of money in capitafistiety, meaning that the
economic power afforded by money eventualsads to social power.
Therefore, social power becomes the fundamentalndriforce for decision-
making based on preferred social norms in the satk private institutions,

particularly in the finance sector.
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The Marxian critique suggests that it is not otilg heed for individual power
that enhances social inequality but also the syiststimulants induced by the
institution and the social network as a whole. Agding systems were
maintained as a regulatory requirement to legitenthe capital-concentration
process. Accounting provides the intellectual sernfior smooth and effective
functioning of the credit mechanism. This reseansiestigates and shows how
and why individual, social and economic-politicatfors collectively contribute
to social power which in turn influences credit idean-making in a private
bank in Sri Lanka. It also seeks to find what impaould such decision-
making have on the economic-political environmesipecially with regard to
the possibility of sustaining income/wealth inediyaln Sri Lanka? That is,
examining the nature of the link between the inétyuan society and certain

decision-making processes of a Sri Lankan privat&kb
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CHAPTER THREE

3 RESEARCH METHODOLOGY

3.1 Introduction

This chapter discusses in detail the methodologpleyad in the realm of
academic research in social sciences and speotfievance of certain
methodological perspectives to this research. Rgoalications (for example:
Creswell, 2007; Denzin & Lincoln, 2005) on quaikatresearch methodology
show that research methodology can no longer bdinemh to a set of
universally applicable rules, conventions and trads (Guba & Lincoln,
2005). According to Guba and Lincoln (2005), vasodisciplines and
perspectives (such as Marxism, feminist theoriet queer theory) have been
integrated with certain methodologies in an unaabid manner and they
suggest that, “...indeed, the various paradigmsbe&ginning to ‘interbreed’
such that two theories previously thought to beconcilable conflict may now
appear, under a different theoretical rubric, to ib®rming one another’s

argument” (p. 191-2).

This chapter describes how and why the qualitatesearch methodology is
employed in conducting this research. A case staggarch approach is used to
explore and investigate how financial capital isyided to SMEs in Sri Lanka
by a private commercial bank. Gillham (2000) sdyat, t“case study research is
very much like detective work. Nothing is disregaddeverything is weighted
and sifted; and checked or corroborated” (p. 32hW the main method of
case study research several sub-methods are erddimydata collection, data

analysis and interpretation (Gillham, 2000).

According to O’Leary, when research is focused eal-world problems the
research questions are often connected to a neednfmvledge that can

facilitate problem solving (2005). However, O’Lea2005) says that such
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situations do not mean that research outcomes weaslolve social problems

but she insists that:

Research can be a key tool in informed decisionimgakt can be central
to determining what we should do, what we can dey tve will do it, and
how well we have done it. Research may not be tm@ver to our
problems, but it can supply some of the data necgd$er us to begin to
tackle the real-world problems that challenge us al

This chapter consists of 10 sections. The firstahsections outline the type of
research perceptions and explain what researcle@ros are shared by the
researcher. The fourth section illustrates thegiisy of research methodology
employed in this research. The fifth, sixth andeselr sections describe the case
study research design and portrays how the “expmananultiple case study
method” (Yin, 2003) is used in this research, drahtit reviews the methods of
data collection and analysis. Eighth, it explainswhthe trustworthiness,
dependability and credibility of this research weresured. The ninth section

discusses the application of theories and fintligrovides the conclusion.

3.2 Paradigms, perspectives, assumptions and theories

True knowledge is limited to the objects and thiatienships between
them that exist in the realm of time and space. &urnonsciousness,
which is subjective, is not accessible to scienod #us not truly

knowable (Polkinghorne, 1989, p. 23 cited in Gubd.i&coln, 2005, p

203).

A research perspective is the standpoint researelser to study the world, and
a paradigm is a set of propositions that explaiow the world is perceived
(Sarantakos, 1998). Guba suggests that “the netctmains the researcher’s
epistemological, ontological, and methodologicatrpises may be termed a
paradigm or an interpretive framework; a basicadieliefs that guide action”
(Guba, 1990, p. 17 cited in Denzin & Lincoln, 2003)

In this thesis, the terrperspectiveis used when the discussion is about the

standpoints of researchers such as Mwexian perspectivewhile the term
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paradigmis used in a broader and a deeper sense whernsthession is about
the worldview of the members of a particular comityusuch aspositivist,
interpretive and critical paradigm. For example, many religious perspectives
belong to the positivistic paradigm while femirastd neo-Marxian perspectives
belong to the critical paradigm and social congivist and participatory
perspectives belong to the interpretive paradigrher&fore, studying and
understanding paradigms and clarifying the reseat€h standpoint
(perspective) and the worldview (paradigm) are irtgpt because this sets the
basic guidelines for how research should be dedigmel conducted (Creswell,
2003; Laughlin, 1995).

3.2.1 Obijectives of paradigms

Objectives of paradigms vary from discovering “thd@ruth” to
constructing/building theories in proposing solafioPositivists aim to explore,
explain, evaluate, predict and to develop/testriegoThe aim of interpretivists
is to understand human behaviour which means “symegia understanding”.
Critical theorists aim to criticize social realitgmancipate, empower and
liberate people, and propose solutions to sociablpms (Sarantakos, 1998).
Contrarily, constructivists aim to build theoriésdugh consensus (Jones, 1991)
and the participatory/cooperative paradigm (HerorR&ason, 1997) aims to

know practically, by participation.

Criticisms are now common on purists’ view thatithparadigms are the ideal
for research, and they advocate the incompatikdiityong paradigms (Johnson
& Onwuegbuzie, 2004), for example, Guba insistst tteccommodation
between paradigms is impossible...” (Guba, 199031). while Johnson and
Onwuegbuzie insist that “obviously, the conductfdfy objective and value-
free research is a myth” (2004, p. 16).

3.2.2 Assumptions underlying paradigms

Assumptions of the researcher play a vital rolechobosing a particular

methodology for his/her research of social inqui@yeswell summarizes the
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assumptions on which the research paradigms aeal lmasinto five categories:
the axiological, ontological, epistemological, ratal and methodological
assumptions (Creswell, 1994, 1998). Many sociotegace paradigms in
simple bipolar continuum of each assumption (faaregle: Burrel & Morgan,
1979; Creswell, 2007). However, Laughlin argues the “...a simple bipolar
dualism... is too simplistic...” (Laughlin, 1995, §6) and, Guba and Lincoln
(2005) provides five stances of beliefs for ontglogepistemology and
methodology in the continuum from positivist, pesisitivist, critical,

constructivism to participatory paradigms.

Axiology (ethics) refers to the role of values inporated into the research.
Ontology refers to the nature of reality—what attyjuaxists? Epistemology
addresses the questions, “Do you really know wbattitink you know?” and if
so, “How do you know what you know?” Rhetorical @sptions mean that,
instead of terms such as internal validity, exaéwxalidity, generalizability, and
objectivity, the qualitative researcher writing tbase study may employ terms
such as credibility, transferability, dependabijléynd conformability (Lincoln &
Guba, 2003) as well as naturalistic generalizati@take, 2000). Methodology
refers to a model entailing the theoretical pritespand frameworks that

provide the guidelines that show how research etdone (Sarantakos, 1998).

Laughlin places some of these assumptions togathe&meaningful statement
as: “...a position on being (ontology), on the ragé the investigator...on
perceptions on understanding (epistemology) andswaynvestigate the world
(methodology) are implicit in the various approactie empirical research”
(1995, p. 66).

3.2.3 The positivist paradigm

Positivism, which is sometimes referred to as arddic ideology, is a social
research philosophy developed and introduced byusieg Comte in 1848.
Positivists argue that the only authentic knowledg®uld be scientific
knowledge. Their ontological belief is that an aljee reality exists and can be

known through research in contrast to post-posisvivho concede that “we
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might never know reality perfectly but ...accumathtefforts will move us
toward discovering what is real” (Bailey, 2007, »2). Contrarily,
constructivists argue that the truth is construetétin the minds of individuals
and between people in a culture. Constructivisiswvis that the truth is
constructed from a continuous process of researdtbg developing consensus
among individuals. The epistemological positiompositivists is that knowledge
which can be gained does not depend on the resrarthere are numerous
research traditions, schools of thought or perspestvhich are non-positivist,
followed by qualitative researchers who represéhee interpretive or critical

paradigm.

3.2.4 The interpretive paradigm

The unsuitability and inappropriateness of the tpast paradigm have been
observed by many researchers in understandingial ssgue (Laughlin, 1995).
These researchers seek understanding of the worldultiple realities and
often these subjective meanings are negotiatedalsocand historically
(Creswell, 2007). The ontological belief of intexpvists is that there is no
objective social reality instead there are multipgalities. The epistemological
position of the interpretive paradigm is that wisalearned in research does not
exist independently of the researcher. The metlugicdl approach of
interpretivists is qualitative. An inductive prosas followed and often includes
interactions with, and observations of, particigar{Bailey, 2007). Their
axiological belief is that value neutrality is redsential or even not possible in

the research process.

3.2.5 The critical paradigm

The common understanding is that researchers wlomdpavithin the critical
paradigm often want to document, understand and ethange the way that
powerful groups oppress powerless groups (Baile@072 Similar to
interpretive paradigm, critical paradigm too bdar ontological belief that there
is no single reality and they stress that “socgllity is shaped by historical,

social, political, cultural, and economic factoas, well as ethnic, racial, and
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gendered structures among others” (Bailey, 20035p. The axiological belief
within the critical perspective is that values em@ortant and should be clearly
articulated in the research work. The methodolofigrofollowed within the
critical paradigm takes a macro approach rathem thlae study of a
phenomenon. According to Bailey (2007), analyis& springs from a critical
paradigm often includes emphasis on the negatieetsfof racism or unequal
power relations. This paradigm often focuses oiohial, social, and cultural
events and “documenting the negative implicatiohsapitalism, imperialism,
and unequal power relationships lies at the hefmuch work undertaken

within the critical paradigm” (Bailey, 2007, p. 56)

3.2.6 Paradigm of this research

This research belongs to the critical paradigm bseat aims for critique and
transformation and, the issues addressed in tliesareh are social power
relations and inequality (Bailey, 2007; Guba & Llaht, 2005). Further, the
researcher wants to document, understand and ewggest change to the
negative implications of capitalism and unequal eowelationships (Bailey,
2007).

The ontological belief of the Marxian perspectigethat reality is shaped by
social, political and economic values, crystallizrar time (Guba & Lincoln,
2005). The epistemological stance is that the kadgé discovered by this
research depends on the researcher and is therefobgective. The main
guestion asked in this research ¥ credit mechanisms and income/wealth
inequality create a mutually reinforcing cycle in Bankan society?therefore,
the answers are inferred from the views of resepaticipants and empirically
backed by their experience. The methodology follotvalogic (Guba &
Lincoln, 2005) strategies within the case studyaesh methodology from the
point of story-building through data analysis anteipretation to theorization

chapters.
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3.2.7 Basic beliefs

Some scholars such as O’Leary (2004) use the pestipositivisto refer non-
positivist paradigms but for others, for exampleb&and Lincoln (2005), post-
positivism is a paradigm with slight variances fropositivism in basic
assumptions such as ontology, epistemology andadeltbgy. Therefore, for
some scholars, the paradigms such as interpretivisnstructivism and critical
are classified under post-positivism whereas othe@estify post-positivism,
interpretivism, constructivism and critical worléws as four separate
paradigms. The qualitative school rejects the divigg because it implies
distance and neutrality from the researched; #nwltty is objectively given; and

it emerges out of subjectivity (Sarantakos, 1998).

3.2.8 Business/accounting research

In accounting research, Chua (1986) identifies thasic paradigms; the
positivistic or scientific paradigm and the interfive paradigm. However,
according to her, in the broader sense, this iméige paradigm consists of
more “pragmatic” kind of paradigms, like “post-pgst” (for example,

Bruner, 1990) as well as very “radical’” nature piggens such as critical
theories (Tinker, 1980).

The positivistic paradigm views accounting as aertechnical process (Smith
& Taffler, 1992). However, the interpretive schoof thought claims that
accounting is a social process with human intesastiJonsson & Macintosh,
1997). They argue that the aim of research shoeltbbuncover the meaning
and interpretation of the accounting process. Euarttlevelopment of this
interpretive school of thought paved the way foitical accounting theory
(Power, 2003; Sikka, 2001; Tinker, 1980). They artjat the aim of research
should not be limited to uncovering meanings b afocused on finding
reasons for change (Laughlin, 1995) and even stiggesolutions for social

issues (Jones, 1991).
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3.3 Qualitative research strategies/approaches/traditios

There are several qualitative approaches for saaciqliry. According to

Creswell these “approaches to research” (Creswé€l§8), have also been
identified as “strategies of inquiry” (Denzin & ldnln, 2003) and “varieties”
(Tesch, 1990), etc. Creswell explains the compjegit these approaches in

different research paradigms as follows:

Tesch (1990), organizes 28 approaches into fourchiees of a flowchart,
sorting out these approaches based on the cenitatest of the
investigator. Wolcott (1992), classified approaclmesa “tree” diagram
with branches of the tree designating strategieslda collection. Miller
and Crabtree (1992), organized 18 “types” accordinthe “domain” of
human life of primary concern to the researchechsas focus on the
individual, the social world, or the culture...(Gneell, 1998, p. 245).

Creswell (1998) classified all these “types” of umy into five “traditions”
namely: biography, phenomenology, grounded theetlgnography and case
study. However Creswell (2007) updated his analgsid the major change is

that he has renamed the research approach “biograpltinarrative research”.

3.3.1 Creative and strategic researcher

Many researchers feel a need to position themsedgea particular type of
researcher, and identify themselves with a defimey of knowing. The

question is to consider is whether there can beevah accepting various
assumptions. O’Leary (2004) places the researcher ¢reative and strategic

position and suggests that:

Can divergent, disparate, and distinct understgysdai the world, and in
particular research, simultaneously exist? For tesearcher who
approaches research as “thinking game”, the ansness. Each research
situation and research question is unique, andngssons can be as
varied as the situations. The trick is to undextahat assumptions you
are working under and how they might affect youdst(p. 8).

As explained in the next section this researchertas taken a sort of strategic

position in designing the research methodologyhisf tesearch.
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3.4 Designing the research methodology

A methodology is the selection, justification andqgential arranging of
activities, procedures and tasks in a researchegqirojThese activities,
procedures and tasks include the selection of:scsstudy, methods of data
gathering, analytical techniques of data (Silvern2006), a theory, a range of
solutions (Gobo, forthcoming cited in Silvermanp8pPand approaches. On the
other hand, according to Yin (2003) the “role oédhy development, prior to
the conduct of data collection, is one point défeze between case studies and
other related methods such as ethnography and dedutheory” (p. 28).
However, according to O’Leary (2004), in designthg research methodology
“one approach is not necessarily better than theroWhat is important...is that
all researchers work towards reflexive awareneskiaformed choice. There
are no easy answers. Methodological design is ahfarimed decision-making
that involves weighing up pros and cons, and degigvhat is best given your

specific context” (p. 87)

O’Leary (2004) explains that research generatesvladge and the purpose of
the knowledge varies from just “building understiagd to “action change
within a system” to “emancipate through action” farther to “expose the
systems”. Therefore, the research methodologie$d ceary from “basic” to
“applied/evaluative” to “participatory” or furtherto “critical/radical

ethnography” accordingly.

3.4.1 Choosing a research methodology

In one sense all research is case study: thetev&ys some unit, or set of
units, in relation to which data are collected andhalyzed (Hammersley
& Gomm, 2000. p. 2)

In supporting to this claim, O’Leary (2004) argubkat case study is not really a
“methodology” but rather, an approach to reseastte explains, “since ‘cases’
in a case study can involve individuals, culturaloups, communities,
phenomena, events and, in fact, any unit of sdifgabrganization, virtually all

methodologies and/or data collection tools candlked upon dependent on the
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case at hand” (O’Leary, p. 117-118). The reseamgbstipn under study is
analysed using the “exploring methodologies” mg@Leary, 2004, p. 90) as
illustrated in Figure 3-1 to provide a holistic wief the researcher’s position

and the approach followed.
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Do credit mechanisms and income/wealth inequalitreate

a mutuallv reinforcina cvcle in Sri Lankan socie

L4

What methods are used to accommodat
or to reiect credit applications?

+ A\ 4
I want to find out more.... | want to figure out what can be done

I I I ; ]

What is What is How dces the | want to | want to look | want to work How does this
income/ the power | | lending process | find out the at the with others for situation in Sri
wealth of lenders compare extent of the programmes better Lanka relate to
inequality all about? | | &menglending problem aimed at understanding income/wealth
s institutions? reducing and change the| inequality?
' inequality system '
\ 4
l v
Y Is a particular Has an I Wim'tz | want to
WOork wit
Ethnography Grounded thg programme implemented d _Expose
- and empower inequities
likely to programme the victims to in th
work? worked? change the In the
A4 v v v A4 | 7
Phenomenology Ethnomethodology Applied Evaluation || Action Partic
research research researc art'ct'.patory Case Study
action Research approach
researc

Figure 3-1: Exploring methodologies (adopted from Q.eary (2004, p. 90) to illustrate this research mgodology)
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3.5 Case study research design and method

According to Yin (2003), “...case study is an emg@timquiry that investigates
a contemporary phenomenon within its real-life eant especially, when the
boundaries between phenomenon and context areleatycdefined” (p. 13).
Therefore, Woodside and Wilson suggest that, ciasly sesearch should have
a broader definition as “inquiry focusing on dektrg, understanding,
predicting, and/or controlling the individual (i.@rocess, animal, person,
household, organization, group, industry, cultuse,nationality)” (2003, p.
493).

In the case study method used in social researdaytothe soundness of
researchers’ arguments are refined and ensuredvgstigating the cases in
considerable depth (Hammersley & Gomm, 2000) rathan the number of
cases studied and/or amount of data collected oh ease. Gluckman insists
that, “clearly one good case study can illuminagworking of a social system
in a way that a series of morphological statemeatsot achieve” (Gluckman,
1961, p. 9 cited in Mitchell, 2000, p. 1). Thisintais further strengthened by
Skinner (1966) who asserts that “...instead ofyshgla thousand rats for one
hour each, or a hundred rats for ten hours eaehntiestigator is likely to study
one rat for a thousand hours” (p. 21, cited in Waidel & Wilson, 2003, p.

493). As Woodside and Wilson (2003) point out,sthiiew can be

misunderstood as that, case study research is sllivajed to the sample size

ofn=1.

3.5.1 Why case-study methodology is preferred over othemethodologies

O’Leary (2005) points out that the nature of theemach question is the key
determining factor in choosing the appropriate aese methodology. The
empirical research questions in this study invatweestigating whether credit
decisions are made in favour of influential appiisawhile certain groups are at
a disadvantage in accessing credit and, if soxfoee how and why these

decisions are made.
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The vision of the researcher is set towards bettestems by challenging
existing systems and the objectives of the reseanelo expose and understand
a current situation: in this case, the credit mam in Sri Lanka. However,
this research does not intend to suggest remediesolutions such as
programmes and policies through which the stateuldhnterfere with the
banking system. Future research should focus oanpat state-intervention

policies and programmes.

After evaluating the various research methodologigéined in Figure 3.1 the
researcher was convinced that the case study obseagthodology was the

most appropriate for this study. This is furthepleined below.

Due to the controversial nature of the subject,ctfeelit mechanism and its link
to income/wealth inequality, acceptance of theasdeer by interviewees plays
a vital role in capturing genuine and honest respenand ensuring the
reliability of the data gathered (Krathwohl, 200@n the other hand, to study
the decision-making process for a considerably lpegod of time it was

necessary to maintain prolonged involvement with ititerviewees to collect
data over time (Krathwohl, 2009). Therefore, it wietermined that survey-

based methodologies would not accommodate thes@eatents.

Methodologies such as participatory action researction research and applied
research are far from being practical in this situaas the researcher access is
restricted in the banking sector (Fontana & Fre§0% Lee, 2000). Also the
acceptance of, and free interaction with, the meses by participants are

arguably less likely to provide the data needettiénbanking sector.

Phenomenology focuses on understanding the essémogerience of a topic
or a concept (Miller & Brewer, 2003). The focusthis research is to analyse
certain causal relationships in the process ofsitmwimaking. Therefore the
scope of this research is beyond the frameworkhehpmenology. On the other
hand, ethnomethodology covers the study of the odgstithat people use to

make sense of the social world (Miller & BrewerQ3). Ethnomethdodology is
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about methods of understanding everyday life ir@ater sense whereas this
research focuses on a specific complex social nmesfma the credit decision-

making process.

Grounded theory is a set of integrated steps ggidle research process to
completion and finally to generate a theoreticateshent (Miller & Brewer,
2003). Because Marxian critical theories were aergid as the theoretical

guide for this research, the Grounded theory metlogy was not considered.

Ethnographic studies are generally done in a sirth®to-one-year time frame
(Creswell, 1998, p. 245). Studying processes litlgit mechanisms needs a
longer period in order to understand and analysehar@sms and relationships.
On the other hand, financial institutions are dypsegulated by a central
authority and they maintain the highest levels raégrity and confidentiality
about their practices (The Central Bank of Sri Laynk988-2008). Therefore, a
major barrier to employing an ethnographic methodwplin this type of study is
access to data. Information about clients, deassind the amount of money
involved are kept highly confidential by financialstitutions mainly 