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Overview

As part of the economic policy, in the year 2000, the government promoted the Law No.33.  The purpose of the law is to enhance the creation, development and strengthening of micro, small and medium size enterprise.  Through this policy the government will be able to orient and consolidate, productivity and sustainability of the sector by increasing job opportunities and fostering development.  It will also help achieve a more equitable distribution of the equity of economic growth and therefore alleviate some of the social problem related to uneven income distribution. 

In recent years, the country economic policy has promoted a greater private sector and reduces the role of the government in the economy by privatizing several state own enterprises.  The most evident consequence of privatization was unemployment as the result of mass retrenchment of workers.  Other macroeconomics policies that went into effect were: the price control system that was dismantled and the labor code were reformed.  Since 1994, the economic program prioritizes the conditions for a market economy, reforming tax and customs regulation, affecting multinational manufacture company such as Colgate, leading to adverse social effect. 

During the period 1994 – 1998, the employment structure in the countries economy changed, affecting a high percentage of the workers, heads of household, mostly in the urban area, whom became self-employed offering services in the informal sector.   The increase of this sector is the result of insufficient demand of labor in other productive area such as manufactured and construction.

The reasons that lead professionals and unemployed to invest in SMME differs, an entrepreneur will take the risk to invest when he or she sees a need or a gap in the market, has a start up capital and is willing to invest in a product or service or it could be a professional that lost a stable job, and has family responsibilities.  Others could not find the dream job, so decided to go into business, as self-employed.  Some succeed wonderfully in building a profitable capital while benefiting customers and employees and the wider community.  Nevertheless, the majority fail because of lack of knowledge and business skills.

To mitigate the adverse social effects of the policies mention above and the assessment of other economic situation of the country which fosters conyunctural and structural determinants, led the government to a national program for the promotion of micro, small and medium enterprises.  This national policy is to stimulate and strengthen the sector, contributing to the generation of productive employment, economic growth and improve income distribution.  This role will be played by the Authority of the Micro, Small and Medium Enterprises that was created under Law No.8 of March 29, 2000. 

The other government iniciative for the development of micro, small and medium enterprises are stated in Law No.33 of July 25, 2000.  The objectives of this Law are as follow:

· To enhance the creation, development and strenghtening of micro, small and medium enterprises, through policies oriented to the consolidation, productivity and sustainability of the sector, generating employment, improving income distribution and reducing the level of poverty. 

· The Authority of the Micro, Small and Medium Enterprises (AMPYME) will coordinate and direct this activity.

The objectives of AMPYME, with respect to the micro, small and medium enterprises are the following:

· To enhace the creation and consolidate existen enterprises, in order to contribute and increase capacity for the generation of employment and added value to products. 

· To promote stategic vinculation for the creation of business opportunities and organize technological network in the sector.

· To provide business information, in order to support strategic areas of business iniciatives.

· To enhance the development and consolidation of industrials parks, to take advantages of the comparatives advantages of the provinces and indigenous reservation.

· To stimulate the colaboration of all the states institucion, to facilitate the iniciative and the development of micro, small and medium enterprises, by eliminating, as much as possible, the burocratics obstacles.

· To incorporate the economics units in the informal sector, to the formal sector of the economy.

To implement entrepreneural change of behavior, AMPYME promotes a schollarship program, which in the last two years as undergone evaluation, yet it is too early to draw pertinent and final conclusions on the impact of the program.

Panama’s Micro, Small and Medium Enterprise Environment

In 1992, Panama had a total of 25,683 businesses with an average of 157,060 employees.  Likewise, in the year 2001, the number of businesses increases to 34,479 with a total of 237,478 employees.  On the other hand, 94.7 % of the total businesses are SMME, which employs 51.6% of the total employed mention above.  Yet the unemployment rate in the country is 16.1%.  Micro and small business in Panama accounts for 30% of the national income tax for the year 2001, yet most of the activities are concentrated in the service sector, retail or wholesale trade economic. As observed, SMME in Panama contributes substantially to the stability of the economic environment of the country.  But this sector requires attention, training, technical assistance and financial support for development, especially since the country is in the phase of transition to free trade and the new integration framework.  Issues that demands productivity, efficiency, quality and product diversification from small, micro and medium enterprises (SMME).

The government is aware of the potential the SMME sector has for development.   The very attempt to define micro, small and medium enterprises suggests awareness on the part of the policy makers.  In order to help those enterprises in need of assistance; policies are designed to apply to specific categories of enterprises.

Proir to the design of the micro, small and medium enterprises policy, the government assesses the strenghts and weaknesses of the SMME.  Under the integration process there is a need for SMME to develop the ability to negotiate and implement trade agreements.  Some of the positive traits outlines for the entrepreneurs in these categories are as follow:

· SMME is a way of life for entrepreneurs in the formal and informal sector.

· SMME is flexible and can be adapted to market change.

· SMME is about personal risk

· SMME is about managing independence

· SMME means that the dollar stops with the owner

· SMME means learning by doing.

On the other hand, through the assessment of SMME the consultants consider that in spite of the weakness of micro, small and medium entreprises in Panama, they can be effective generators of employment, innovation, income and growth.  However they do not realise their full potential due to: 

· Lack of information necessary for establishing a business o managing a business.

· Lack of business plan & business skill.

· Lack of knowledge on market potential, uncertainty of the future of the product.

· Lack of planning for the acquisition of raw material.

· Low technology in production, which is translated in low productivity.

· High cost and lack of competition with respect to imported products.

· Little or no training in the use of technology, due to the education system.

· Lack of discipline in the management of cash flow, due to the existing trade practice, creating dependency on the distribution channel.

The eagerness to stenghten micro, small and medium enterprise, is part of a general reinforcement of the role of the private sector in the process of globilization and the liberalization of the market, which have compounded the traditional problems of access to market, capital, knowledge and information.  In today’s economy, production is now knowledge based and competition occurs on the basis of both continuos innovation and price.  Entrepreneurs need to be trained to expand their knowledge of business skills, market trends and technology.

Micro, Small and Medium Enterprises Definition

Article 2 of Law No. 33 of July 25, 2000 define micro, small and medium enterprise as follow:

· Micro enterprise:  formal or informal economic unit, which generates gross income or total annual sale of up to one hundred and fifty thousand ($150,000.00) dollars.

· Small enterprise:  economic unit, that generates between one hundred and fifty thousand ($150,000.00) to one million ($1,000,000.00) dollars in gross income or total annual sale.

· Medium enterprise:  economic unit, that generates between one million ($1,000,000) to two million five hundred ($2,500.000.00) dollars in gross income or total annual sale.

The policies and programs for SMME development fall under the portfolio of the Authority of the Micro, Small and Medium Enterprise (AMPYME), institution that was created under Law No.8 of March 29, 2000.  Article 2 of this law state “AMPYME has the purpose to promote the development of micro, small and medium enterprise, through the implementation of national policies, that will stimulate and strengthen the sector, contributing with productive employment generation, country economic growth and improvement of national income generation”.  And Article 3, state “AMPYME will be represented before the Executive Organ through the Ministry of Trade and Industry”.

Legal and Regulatory Environment

The legal and regulatory registration and license requirement was simplified through Law No.25 of August 26, 1994 to reduce cost and requirement.    To reinforce the low cost for registering SMME, Article 9: Administrative Procedure, of Law No.33 state “The administrative procedures required for micro, small and medium enterprise to operate, will be abbreviated and expedite, by which, through the Authority the state will simplify and reduce the existing cost.  And Article 10, One Stop Window of the same Law state “the public entities involve in the procedures for initial operation and functioning of micro, small and medium enterprises will coordinate with the Authority, a one stop window, as stated in this Law.  The procedures done through this mechanism should not entail cost for the entrepreneur.  

The registration fee for enterprises whose initial investment is ten thousand dollars or less only pays $10.00.  Nevertheless, the majority of the micro & small enterprise do not feel particularly constrained by the regulatory environment, because they operate in the informal sector.  

For those micro enterprises that are part of the informal sector, Law No.33 give them the opportunity to register free of charge and exempt them from paying income tax, during the first two fiscal years, which is taken into account from the registration date.

Labor, employment, environment or health related regulations are applied to all enterprises, this represent a major constrain on the competiveness and expansion on the micro & small enterprises.  However, many SMMEs do not comply with these regulations, but in opting out, their operations remain in the informal sector.

The Law No 8, establish that this autonomous institution will coordinate with the government and private sector, to use resources efficiently to enhance concrete actions and respond positively to the needs of the SMME sector.

In addition, the Law No. 33, through the Article 22, the government created a fund of five million dollars which will be manage by the Authority of the Small, Micro and Medium Enterprise with the sole purpose for SMME to have access to training, technical assistance and loan guarantee.

Capacity Building for Business Development

To facilitate the process of entrepreneural development for SMMEs, Article 20 of Law No.33 state that “The Authority in coordination with the private sector, will facilitate and enhance the entrepreneural development of micro, small and medium enterprise, through training and technical assistance, strenthening the entrepreneural culture, advisory for the constitution of new business and consolidation or expansion of existing businesses, investigation and technology development, quality control and competitivenes.

In order to comply with this article the government favoured interventions through the provision of specialized support services and coordinate with NGOs and institutions specialized in the provision of services to SMMEs.  Also, the government guarantees the disemination of the concept of entrepreneural culture, from and through all levels of the education system, so that it will be incorporated in the education curriculum during the following five years, increasing the entrepeuneural attitute within the younger population.

To overcome the managerial difficulties of SMME, the Authority of the Small, Micro and Medium Enterprise, promoted a joint venture with independent consultant and NGOs to perform as capacity builders.   This process entails that NGOs through the training programme adapt the plans and curricula to meet the need of the human resources in the sector, by doing so NGOs will be passing skills and building confidence, through a scholarship program, that covers managerial aspects of running a succesful business, where managers, owners and employees of SMME received training in the following areas:

· Entrepreneurial Capacity:  at this level the beneficiary will received general knowledge to start a business, develop entrepreneurial capacity and be capable to identify potential business ideas.

· Business Plan:  The beneficiary learns how to elaborate a business plan to determine if the business ideas are feasible.
· Business Improvement:  To increase the viability and ratability of the SMME.
· Mobile Plant:  This is an apprenticeship program; the beneficiary learns how to dry and process fruits and vegetable.  This program is to add value to agriculture products and it is offer in the rural area.
· Information Technology:  The beneficiary learns to manage the business using spreadsheet for estimating cost, controling inventory and cash flow.  Also they learn to create the finantial statement and web page design.  The Technology University is directly involved in the program.  
As observed, this program addressed different stages of an enterprise´s trajectory of growth, but there is no built in follow up service.  It all depends on the beneficiary to apply the lessons learned for the improvement of the business.  

Information System

Through this policy, the Government as assigned the private sector with a greater role and status as a partner in the development of micro, small and medium enterprises.  The Law No.8 that creates the Authority of the Micro, Small and Medium Enterprises, includes representative from the private sector on the board of directors. Also, it states the working relationship with NGOs, private consultant, universities and so on. 

Law No.33, article 21 state “The Authority, in coordination with the private sector, will establish a modern, technical, efficient information system, to create a centralized data base, oriented to productivity and competitivity, which will facilitate information on products, markets, prices, volumes, geographic zones and business opportunities, business directories of supply, also a bank of available projects”.

Conclusions and recommendations

The Authority is a fairly new; the institution capacity needs to be strengthened.  This institution was created in year 2000, and has undergone in two years, a high turnover of staff. 

Policies concerning micro, small and medium enterprises after privitazation, market integration, desmantling of price controsl, tax and customs reformed and so on, are fairly recent.

The redifinition of the government role in economic development and the creation of an environment to facilitate the expansion of micro, small and medium enterprises is an ongoing process in the country and several problems still need to address.

Access to technology and skills development remains a key constraint for micro small and medium enterprises. 
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