PAGE  

Small and Medium Enterprises in Myanma Economy
by
By: U Thien Tun

Background

1. During colonial regime all large enterprises were monopolized by the empire, but most of SMES were owned by Myanmar. After gaining independence in 1948, the government established the Cottage Industries Department to encourage the private industries and many new industries were established. Directorate of Industries was set up to develop private industries  in 1949. In 1952, Industrial Development  Corporation was formed for the development of State owned industries . During the socialist regime private industries were nationalized  and only cottage and small industries were permitted without much assistance from the government. With the shift to a market oriented economy, SMEs were allowed to emerge and develop into working growing enterprises.

Role of SMEs in Myanma Economy
2. In 1997 out of the 53,338 manufacturing entities, 51101(96%)were from the private sector, out of which  50876 (99.5%)were SMEs.Since 1988,SMEs in private sector have been crucial in developing the country it is estimated that SMEs contribute to over 75% of the country's yearly GDP.Nearly 90% of the working population is employed by SME. SMEs were the driving  force in helping to promote Myanma economy. Even during the socialist regime, 61%of GDP was from the private sector which are predominately SMEs.

Definition of SMEs
3.
After gaining independence in 1948, the government started the industrialization process, setting up state owned industries and the some time encouraging the co-operative and private sector. Since those days cottage industries were treated separately and the remaining industries were not classified into small, medium and large categories. Under the old  Factories Act of 1934"premises in which power is used in aid of the manufacturing process and where 200 more workers are employed were called factories". Later the number of workers was reduced  to 10.
4.
At present under the Private Industrial Enterprises Law and Procedures of 1990, the industrial enterprises were classified  as  follows:-

Criteria


Small 
Medium
      
Large

(1) Capital out lay
up to 1
more than
      
more than

      (Million Kyat)


1 not more


5

than 5

(2) Annual Production     up to 2.5
more than 2.5
   more than

      value (Million Kyat)


and not more
        10







than 10




(3) Electrical Power
3 to 25
more than
  
 more than

 
(HP used)



25 and not


50







more than 50

(4) Labour


10 to 50
51 to  100
    
above100

      (number)
5.
According to the Cottage Industries Promotion  law of 1991, a cottage industry is defined as one employing 9 workers or less and using under 3 HP of machine power. It was generally understood that the term SMEs means "all small and medium business enterprise in production trading and services. Therefore it includes not only the processing and manufacturing industries, but  also mining, agro-processing agricultural production, service activities such as transportation, hotels and tourism, repair workshops, banking, wholesale and retail  trade. SMEs cover almost 95 to 98 percent of  all business in most countries, SMEs promotion is generally  focused on the development of industries.

Present Situation of SMEs
6.
SMEs in Myanmar can be found not only in the private sector but also in the state sector. The largest number of SMEs depends upon the agricultural production which accounts for 38 present of GDP. Rice milling, wheat flour mills, oil mills, small scale sugar mills, production of palm sugar,  cleaning and size separation of beans and pulses are all agro-bared industries scattered all over  the country. A large propotion of wholesales and retial trade is in the hards of the private merchants. The most significant SMEs are the retail shops which are selling various  consumer goods in the markets belonging to the city on township development authorities. In Yangon alone there are over 50000 shops in various townships. In addition to these private businesses there are private small and medium enterprises in other sectors of the economy such as tourism, transportation, mining and services. Although no definite figures are at present available, a rough estimation indicates  the number of SMEs in the country as about 2 million.

SMEs Policies and Strategies
7.
There is no separate SME policy nor SME law in Myanmar.  The government's  policies and objectives for the economic sectors do not differentiate between large enterprises and SMEs. The formation of Myanma Industrial Development Committee and the accompanying objectives, may be referred to as the policies for development of SMEs, since these SMEs constitute about 96 to 98 percent of all industries. Similarly actions are now being taken to improve infrastructures such as the implementation of   hydro-power projects, building of roods and bridges and extension of telecommunication facilities. In  fact, among the SMEs, the development of production services and trade sectors  are interrelated as evident from the linkage among the development of agro-industry, import, export, internal  trade and other services.

8.
At present SMEs are dominent in other sectors of the economy such on trade and services but the SMEs in the industrial sector plays a important role in economic development as they provide employment to a wide range of skilled workers, contribute  towards import substitution and export promotion, utilization of natural resources, increase the level of technology  and assist in the growth of more SMEs in the trade and service sectors.

Efforts for the promotion of SMEs
9.
For industrial promotion the government had enacted the following laws and notifications.

(a) Union of Myanmar Foreign Investment Law-November 1988

(b) State Enterprises Law-Mach 1989

(c) Notification No. 189-May 1989

(The notification stated the types of economic activities allowed for foreign investment)

(d) Private Industrial Enterprises Law-1990

(e) Promotion of Cottage Industries Law-1991

(f) Myanmar Citizen Investment  Law-1992
10.
The Foreign  Investment Law was expected to induce investment in large enterprise but foreign investment can come in for the SMEs too. If local SMEs could be promoted to produce quality goods  in a variety of manufactoring activities, it would assist in inducing investment in large industries, mining and construction by the foreign firm as they could link up with the SMEs in Myanmar.
11.
The Private Industrial Enterprises law was not really meant to control the private industries  but to assist in channelling new investments into more value added production and to find ways and means to assist in better production and management techniques research and development, standard quality control, Similarly the Cottage Industries Promotion Law aims to assists the micro and cottage scale industries in technology transfer and consultaling for access and management improvements.
12.
The State  Peace and Development Council(SPDC) has formed the Myanma Industrial Development Committee (MIDC) in the 1995 with 15 Ministers as members and 2 Deputy Ministers as Secretary and Joint Secretary. The Committee organized a working Committee.
13.
The objectives of the MIDC are given below:

(a) to develop industries with agriculture as the base

(b) to enhance quantity and quality of industrial products

(c) to increase production of new types of machinery and   

   equipment

        (d) to produce machinery and equipment for industrial use.

        (e) to create suitable conditions for changing over to an 

             industrial state.
14.
The MIDC had designated(18) industrial zones in those areas where there exist substantial numbers of private industries. The establishment of these industrial zones or parks is a great step towards  the development of private small and medium industries. The industrialists ,who were allotted land in these zones were allowed to pay only a very  small rental fee for each plot of about 20 or 30 meter square. The rental period is usually almost 60 years or more.The government provides all facilities  such as roads electricity  and telecommication.

Difficulties of SMEs
15.
Although there are laws to promote private enterprises in Myanmar, emergence of SMEs Law is urgently needed. The definition of SMEs in which employee, capital and horse power is outdated, and needs to be reclassified. The followings are the difficulties faced by SMEs  in  Myanmar:

(a) Lack of sufficient finance

(b) Lack of managerial capability

(c) Lack of skilled man power

(d) Low level of technology

(e) Lack of modern machinery and equipment

(f) Insufficient market research and marketing skill

(g) Difficulty in procurement of raw materials and spare pants of standard quality.

(h) Administrative procedures, rules and regulations

(i) Shortage of energy and infrastructure utilities.

16.
In the case of trade, services, tourism, mining etc, some of the above problems have to be solved by SMEs themselves. But an active government assistance is needed in promoting SMEs.

Measures should be taken for promotion of SMEs
17.
The followings are the measures should be taken for promotion of SMEs in Myanmar.

(a) To enact a basic law on SMEs which would provide comprehensive and clear guidelines for the promotion and development of SMEs.

(b) To formulate Master Plan for SMEs Development, it should 

      prescribe  clear objectives and specified period

(c) To form SMEs Development Corporation with strong private sector participation, it should act as the legal agency of government for SMEs promotion and development

(d) To form autonomous support bodies with strong private participation for establishing productivity institute to provide consultancy services in the areas of productivity and quality management.

(e) To establish  SME credit facilities  for different  purposes  (soft loan), such as new investment, technical assistance, technology acquisition 

(f) To set up SMEs credit gurante facilities

(g) To organize SMEs support programmes such as training, consultancy fund, quality, productivity improvement, technology acquisition.

SMEs Financing
18.
Reforms have been carried out in the financial sector in order to develop the financial system which would encourage the private sector participation in the economy of Myanmar. The new banking laws were enacted in 1992, granting banks privately owned by Myanmar citizens to operate. A total of twenty domestic private banks have come into operation.

19.
The developments in the financial sector pave the way for private sector participation to grow rapidly. Loans to private sector have been on an increase during 1996-2000. Bank loans  to private sector rose from Kyat 46.8 billion in 1996 to kyat 188.7 billion in 2000. Loans to d  private  sector increased tremendously in 1996 through 1998. Throughout the period private sector took a share of 94% in total loan, out of  which the share of private banks loans ranged around 50% to 60% in recent years. As the commercial and industrial enterprises in the private sector are over 95% . SMEs, the bank loans may be taken as supporting SMEs. The loans were provided to the medium size businesses mostly in the commercial sector. The major areas that  Myanma Economic Bank provides loans to the private sector are trading, production construction, transportation and services.

20.
Myanmar Industrial Development Bank (MIDB) was established in 1997 under the sponsorship of the Myanmar Industrial Development Committee. It has been giving out loans to private industries mostly  on the recommendation  of the Industrial Zone Supervision Committee. The MIDB provided loans to the special industrial projects such loans of the MIDB amounted  to Kyat 4.8 billion as of 30 November 2000. The MIDB grants term loans for the period not more than 5 years. 

Conclusion 
21. SMEs are still playing a vital role in Myanmar economy. To develop Myanmar economy by implementing a market oriented economic system, the private sector must be encouraged. Most of SMEs are in the hand of private sector, efforts for promotion of SMEs are needed to contribute the national economic development. Although problems are still being faced by SMEs the government has been making efforts systematically to overcome the problems. However measures must be taken to solve the problems of SMEs both government and private sector.


