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eforming the Business Environment
for Small Enterprises in Syria:
Challenges and Recommendations
comes as a result of H.E Ms. Asma
Al Assad’s national initiative in Syria for the
creation of decent employment opportunities
targeting young Syrian women and men, with a
strong focus on private sector job creation,
particularly self-employment/entrepreneurship.
The barriers to a healthy entrepreneurship
culture in Syria prevail, among which are
widespread attitudes/preferences for public
sector employment among youth, and the
unfavorable legal and regulatory framework.

Consequently, the ILO supported
Government of Syria in running a number of
activities in that regard such as the “school-to-
work transition survey”, the introduction of
entrepreneurship curricula in vocational and
technical education as well as tertiary academic
institutions, and this research undertaken on the
business environment for small enterprises. It is
important to note that all above-mentioned
close
collaboration with the Ministry of Social Affairs

initiatives were undertaken

and Labour and SHABAB.

This review and assessment of the legal,
regulatory and administrative framework
affecting youth start-up initiatives
conducted in order to highlight and remedy the
constraints and obstacles faced by people and
youth who intend to start their businesses. It is
foreseen that the findings and the analysis of the
underlying factors mentioned in this report will
contribute to the development of new policies
and programmes affecting small enterprise
development and encouraging business start-

ups among Syrian youth.
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Executive Summary  m———

This report is based upon research on assessing the small enterprise environment conducted in
Syria from April to December 2007. The primary objective of the research was to understand the
existing legal, regulatory and administrative frameworks in Syria, and the way they affect start
up and growth of small enterprises. The goal was to assist the Government of Syria and the
Ministry of Social Affairs and Labour to identify and prioritize areas of reform for creating an
enabling enterprise environment for employment growth and poverty alleviation.

The report is organized into six chapters. The introduction is followed by the first chapter, which
provides a situational analysis of the Syrian economy with regard to the ongoing reform process,
enormous unemployment challenge and the state of small enterprises in Syria. The second chapter
is a comprehensive literature review on the topic of small enterprise development in Syria in
general and small business environment in particular. It provides a brief summary of relevant
research projects and reports as well as analysis of the problems that small enterprises face in
Syria.

Third chapter of this research report provides an overview of diverse support programmes of the
Government, donor agencies, private sector as well as the Non- Governmental Organizations in
the area of small enterprise development. It is noted that much of the past and ongoing efforts -
barring few - have focused only on direct provision of financing and Business Development
Services (BDS). The focus on enabling environment for small enterprise development is rather
new and the Government of Syria is slowly moving ahead for reform in this area.

The fourth chapter provides a mapping of the legal, regulatory and administrative frameworks in
which small entrepreneurs start and grow their businesses in Syria. A range of issues related to
business incorporation, excessive paper work and Government controls, difficulty in accessing
finance and monopoly of big businesses are discussed in detail. These issues highlight the
disabling features of the small business environment.

The fifth chapter provides an account of small business experiences, perceptions and expectations
about the business environment and entrepreneurship. It is based upon focus group meetings
with the existing and potential entrepreneurs (urban and rural as well as female and male). The
small business owners think that the market is monopolized by big players and Government
functionaries control every aspect of doing business through a strict licensing regime which is
exacerbated by issues related to access to finance and infrastructure. On the other hand many
young people dream to become entrepreneurs but think that business is suitable for those who
are “rich and connected”. They are afraid of starting business because of lack of skills,
information and excessive Government regulations.

The last and final chapter provides six concrete recommendations on creating an enabling
environment for small enterprise development in Syria. Five of the six recommendations fall in
different areas while the sixth recommendation relates to the organization of an overall scheme
of reform. Firstly, legal, regulatory and administrative reform is recommended in the priority
areas like business incorporation, licensing and taxation, which should be complemented by a
range of fiscal incentives (accelerated depreciation, adherence to fixed income tax and tax credits
for the labour intensive businesses).




Secondly, it is recommended that the Government focuses on creating a conducive financing
environment by focusing on revising the prudential regulations to allow cash flow based lending.
There is a set of options for other complimentary activities. This includes use of non-conventional
forms of collateral, training of banks in SME lending, setting up of Credit Information Bureaus
and establishment of a Partial Credit Guarantee Agency.

Thirdly, improving the bargaining power of small enterprises through their associations and
giving them voice and representation in policymaking is suggested as a means of improving on
the existing business environment. An institution of “Small Enterprise Ombudsman” could be
another option worth exploring to redress the grievances of small enterprises against big business
monopolies and excesses of Government functionaries.

Fourthly, an aggressive effort to create an enterprise and entrepreneurship culture is emphasized.
This includes use of media, making demonstration effect through role models and introduction
of entrepreneurship education in the secondary and technical education system.

Fifthly, it is recommended that the Government initiate focused research and development
(training, finance and mentoring) efforts for disadvantaged groups like youth and women together
with their representative organizations.

The last and final recommendation is related to the scheme of the reform process. It is
recommended that the Government adopt a policy route to carry out reform instead of doing
piecemeal bits. An effective reform has to be a concerted effort of the diverse stakeholders, which
is planned and strategized through a consultative process and orchestrated in a coordinated
manner. It needs to be centrally coordinated and should have a plausible Monitoring and
Evaluation (M&E) as well as feedback mechanism to keep it on the desired track.
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Introduction e — — ——

Micro, Small and Medium Enterprises (MSMEs!) are important for Syria for several social and
economic reasons. They generate productive employment and income opportunities to a large
number of people. They constitute a major chunk of diverse economic activity in the country and
a key source of rural and urban livelihoods. They are an integral part of the private sector, which
is the new engine of growth for the Syrian economy. Last but not the least they can be a potential
solution for a large number of unemployed young women and men in the labour market.

This crucial sector of the economy has remained rather neglected in the past at the expense of
large State Owned Enterprises (SOEs). It has grown on its own and continues to exist with
multiple problems and constraints. Most small enterprises as a result remain informal, micro
sized and subsistence businesses. This prevents them from operating efficiently by putting limits
on their ability to integrate in the formal economy and benefit from the free market opportunities.
The informality also exposes them to the vagaries of Government officials’ behaviour and
harassment.

The employers and workers in small enterprises often work under poor conditions, with low
health and safety standards and long working hours. The incomes for both employers and
workers are low as compared to the medium and large enterprises. The extra burden of business
licensing, arbitrary taxation, hassles of dealing with multiple Government departments and
inspections is an unproductive addition to the responsibilities of small entrepreneurs.

The performance of the small business sector is very much dependent upon the Business
Environment in which they develop and grow. BE includes policy, legal, institutional and
regulatory frameworks in which small enterprises start and operate their business. In other words
it means all those “rules of the game” that influence SME activity positively or negatively. This
includes performance of markets, incentives to invest, and the cost of business operations for
small players. An overgrown and negatively biased policy, legal and regulatory environment is
likely to affect SMEs adversely.

A disabling environment can make enterprises uncompetitive in the international market in the
short run. In the longer run it can be even worse and potentially stifle their investments and growth
and may push them out of the market. A conducive business environment not only spurs the
development and growth of small business domestically but also enables them to compete in the
international markets. An assessment is the first step to understand the constraints on small
enterprise development and growth in a bid to reform it.

The International Labour Organization (ILO) propagates creation of an Enabling Environment
(EE) for small enterprise development as it helps small enterprise formalization and growth which
contributes to the Global Employment Agenda (GEA) and Decent Work (DW). The ILO has
decades of experience in the promotion of small enterprise development and appreciates the
potential of small enterprises in generating employment, creating jobs, alleviating poverty and
above all providing social and economic justice.

1) Generally referred to as small entreprises in this report




Chapter 1

REFORM PROCESS, UNEMPLOYMENT CHALLENGE AND
SMALL ENTERPRISE DEVELOPMENT

A. Syrian Economy on a Road to Reform

Syria is a low middle-income country. Its GDP was estimated US $29 billion in 2004/2005 with a
growth rate of 3.5% and an average per capita income of US $1,580°. The services sector happens to
be the main contributor in the GDP with a lion share of 46%. Both agriculture and industrial sector
contribute 24% each. A large chunk of the industrial contribution comes from oil production, which
has been gradually declining. The public sector is a major player in the economy accounting for more
than one third of the GDP.

Syria adopted a socialist pattern of economic growth since 1960s. The planned economy approach
resulted in an acute economic crisis that took place during the second half of the 1980s. The economic
crisis triggered a reform process and first steps in 1986 resulted in opening the door for the private
sector investments in agriculture and tourism. The reform was however slow and sporadic until the
second crisis struck in the second half of the 1990s. The process has sped up since 2000 but a lot
more is needed to unleash the full potential of the Syrian entrepreneurial spirit and the economy.

In June 2005, the tenth regional congress of the Baath Party adopted the "social market economy"
approach. It was indeed a signal that Syria is heading towards market economy while remaining
committed to the social aspects of national development. The main thrust of the recent past reform is
to downsize the overgrown public sector and facilitate domestic and Syrian foreign private investments.
The role of the Government of Syria in direct management and production of services has gradually
receded. The policy measures include freezing the competing Government investments as well as
liberating foreign trade and the banking sector after four decades of nationalization. The investment
reforms have been complemented with fiscal and monetary reforms. The process has gradually spread
to the education, media and advertising sectors that have been liberalized from the Government
controls. The Syrian economy is on a road to reform. The process is however slow and many daunting
challenges remain in the way of creating an enabling environment for small enterprise investment and
growth.

2) Central Bureau of Statistics
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B. The Employment Challenge and its Young and Women Face

Syria faces a big employment challenge as the unemployment keeps on mounting every year and the
capacity of the economy to create more jobs is stretched to its limits. There are different unemployment
estimates, which range between 10% and 20%?3. However, the official unemployment rate estimated
by the Central Bureau of Statistics (CBS) in 2006 was 8.5%. The increasing trend of the unemployment
rate is noticeable. The annual report of the Agency for Combating Unemployment (ACU) in 2003
stated that the unemployment rates increased from 4.8% in 1981, to 7.4% in 1994 to 11.7% in 2003.

A high population growth rate has resulted in a predominantly young Syrian society. The demographic
figures portray a skewed picture. A very small segment of the Syrian population (only 3.4%) is older
than 65 years. The bulk of population (39.4% of total) is still under the age of 15 years. Approximately
70% of the population in Syria is under 30 years old. This means a large influx of new labour market
entrants in the near future for whom decent and productive work opportunities will have to be created.

A noticeable dimension of the Syrian unemployment situation is the “youth bulge”. The youth
unemployment has been persistently high in Syria and is expected to grow due to a large influx of
young people joining the labour force in the next two decades. The following chart depicts the youth
bulge of the Syrian labour force.

Figure 1
Unemployment rates by age group in Syria

50%
40% - ’7
30% r O All
W Male
20% 1 |_ O Female
10% -
0% T T =]

All 15-19 20-24 25-39 40-64

Source: 2002 Labour Force Survey

3) There are several estimates of unemployment in Syria. It is generally perceived that the actual rate is higher than
the official estimates



There is another important indication in the graph above related to the gender differences within the
unemployment rates. While the unemployment rates for young men are higher as compared to other
categories, they are alarmingly high for young women (close to 40%).

The unemployment in young people has especially been exacerbated by the shrinking job creation
capacity of the Syrian economy. A large number of young graduates were absorbed by the public
sector in the past. The public sector is already overgrown and stretched to its limits. The statistics from
the previous years tell a tale of declining job creation trend. The average annual job creation from
1990 to 1995 was 200,000. However, this number decreased to only 160,000 from 1999-2003. The 10th
Five-Year Plan (FYP) points out recession in investments and deterioration of investment environment
as major reasons factors affecting the rate of job creation.

A study done by the Institutional and Sector Modernization Facility (ISMF) project has recently
estimated the extent of excess labour supply in the Syrian economy. It also sheds light on the
employment and job creation challenge in the country. The report states that the expected excess supply
of labour, to which the Government will be confronted over the next ten years, is 3.5 million people.
It is estimated that 2.1 million people could be absorbed by the labour market through the same period.
This means an excess supply of 1.4 million eligible people without jobs. The report also estimates
that the economy needs to grow at the rate of 9.63% per year to absorb the excess supply of labour,
which is indeed a daunting challenge* .

The recent School to Work Transition Survey (SWTS) carried out by the ILO in Syria also tries to
capture the scale of the youth unemployment problem. The evidence from the survey clearly indicates
that Syria needs a vision for the future of its labour market and a strategy to improve its labour market
outcomes. It recommends prioritizing employment in the national policymaking and making it central
to economic and social policies. It also recommends promotion of entrepreneurship as a new engine
for job creation®.

C. Small Enterprises in Syria

Small enterprises play an important role in the Syrian economy. According to CBS census of 2004,
there are 600,000 operating enterprises in Syria. These enterprises are very local in their character;
sourcing of raw materials, use of indigenous technology as well as catering to the needs of local
markets. Almost half (49%) of these enterprises are located in three major governorates: Damascus and
Rural Damascus have a total of 27% while Aleppo has 21.7% of these enterprises. The governorates
of Homs and Hama have another 17% (making it 66% of the total). The remaining one third is
distributed across the other nine governorates across Syria.

Approximately 92% of small enterprises operating in Syria are owned by the private sector. Most of
these (95.5%) are individual businesses. Micro and family enterprises account for 99.5% of the total
private enterprises (96% micro and family businesses and 3.5% small enterprises). Around 61% of
private enterprises operate in trade and 18% in manufacturing industries. Other activities include real
estate and renting (4%), health (3.7%), restaurants (2.7%), agriculture (2%) and transportation,
warehousing and communications (1.6%).

4) Constantin Z (2006), “A Macroeconomic Estimation of the excess Supply of Labour in the Syrian Economy”,
Unpublished Study of ISMF

5) Alissa, S (2007), “The School to Work Transition of Young People in Syria”, ILO regional office for Arab Sates in
Beirut
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The following chart provides an idea of the spread of micro enterprises (less than 5) across different
Syrian governorates.

Figure 2
Enterprises with less than S workers by governorate
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Source: Census of Establishments 2004

As mentioned earlier, a large number of enterprises (505,014) fall under the micro category (1-5
workers). The number of small enterprises (employing from 5 to 14 workers) is 18, 586. Aleppo has
the largest number of small enterprises (42%) while Urban Damascus and Rural Damascus have 29%
Homs has 6% while Hama has a 5% share of the total. These five governorates host 82% of the

operating small enterprises in Syria, while only 18% of them are located in the remaining 9
governorates.

Figure 3
Enterprises with 5-14 workers by governorate
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Source: Census of Establishments 2004

Trade 1s the main type of business activity for both micro and small enterprises. It constitutes 63% of
the entire MSE sector. The manufacturing activity stands second with 16% of enterprises engaged in
this type of business. The following bar chart provides an overview of the broad sector distribution of
the micro enterprises in Syria.



Figure 4
Enterprises with less than five workers by type of activity
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It is interesting to note that trading is not the main area of activity for the small enterprises. In contrast
to the micro sector the small enterprises are more concentrated in the manufacturing industries while
24% are in trade, 5.5% in restaurants, 2.9% in transportation and warehousing, 2.7% in education,
2.3% 1n agriculture and 2% in social services.

Figure 5
Enterprises with 5-14 workers by type of activity
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The total employment provided by the micro and small enterprises in Syria is approximately 0.9
million. This figure represents 17.6% of total workforce, 19% of employed Syrians and 26.7% of those
employed by the private sector.



Chapter 2

SMALL ENTERPRISE DEVELOPMENT AND
ENVIRONMENT: A LITERATURE REVIEW

18

mall enterprises have been a topic of policy discussion and debate since the last wave of reform

that started in Syria in 2000/01. The Government of Syria, donor agencies and the civil society

organizations have initiated a number of programmes and projects since then. Most of these
programs - with few exceptions - have tried to provide financial and non-financial development services
to small enterprises with a lesser focus on improving the business environment. A number of useful
studies on different aspects of small enterprise environment were also done during this period. The
following paragraphs provide a brief description of relevant programmes/projects as well as research
studies on small enterprise development and environment in Syria.

A. Studies of Agency for Combating Unemployment (ACU)® presently known as Public
Commission for Employment and Enterprise Development (PCEED)

There were three different studies conducted by the ACU on different aspects of small enterprise
promotion and environment in Syria.

The first study was done by an independent consulting firm and commissioned by the ACU of the
Government of Syria in 2004. The study aimed at mapping the small enterprise sector, specifying
service gaps and identifying opportunities for them. It was to complement the survey conducted by
ACU in 2003 to guide unemployed people towards promising enterprises. The study used the SME
survey of ACU as baseline data, which covered 1609 enterprises in 14 governorates. It looked at both
quantitative as well as qualitative aspects to understand the status of SMEs in Syria and the
barriers/limitations preventing their growth and sustainability.

The study defined micro/family enterprise as those employing 1-3 workers; the small enterprise having
4-20 workers and the medium enterprise with 21-50 workers. It indicated a need to develop industrial
clusters in Syria, improving technology and establishment of efficient institutional mechanisms for
small enterprise financing. Other recommendations of the study included developing awareness raising

6) ILO supported the reform of the ACU to become the Public Commission for Employment and Enterprise Development
through a new law adopted in 2005. The reform focused on adopting a two-pronged approach: (I) work at the policy
level aimed at raising the rate of economic growth and ensuring stability, and (ii) interventions on both demand and
supply sides to support entrepreneurship and enterprise development, to strengthen skill development, and to facilitate
the task of job matching.



programs to enhance entrepreneurship among the youth, promoting marketing and management skills,
reducing collateral limits for small enterprises, promoting youth entrepreneurship, activating inactive
employment offices and increasing women’s participation in service sectors. The study also noted that
tax holidays in Syria were granted to big enterprises only and recommended that they be also granted
to SMEs.

ACU commissioned another study in 2005 on the performance of small enterprises receiving loans
from the organization. The results of the study indicated that ACU approach of providing directed
credit had not succeeded in achieving the objective of promotion of small enterprises. This was
primarily because “loans only” were not enough to create sustainable enterprises that would create
decent work opportunities. The working of ACU as a public sector institution also led to favoritism.

The study also recommended changing the 5-year ACU program into a permanent and autonomous
institution under the name: “Public Commission for Employment and Enterprise Development
(PCEED), introducing a one-stop shop for business registration and licensing as well as easing access
to finance by accepting different types of collaterals by the clients.

The State Planning Commission (SPC) commissioned another study on behalf of UNDP. It was to
assess the UNDP program implemented by ACU from the 1st of July 2002 to end of August 2004, and
to asses the ACU organizational structure, work mechanism and impact. The study recommended that
ACU should only focus on growth oriented SMEs and withdraw from the family and micro enterprises,
consider to withdraw from the rural public works, operate in the micro enterprise sector through civil
society organizations, focus more on training and avoid duplication work of other organizations. The
study also recommended a feasibility of establishing an “Investment Risk Insurance Company”.

B. Report on the SME Development Policy

This study was conduced by the Syrian European Business Center (SEBC) in June 2002. It reviewed
the contribution and role of SMEs in the Syrian economy and suggested a structure for national strategy
to promote SMEs with a special focus on the following four areas:

* Investment

* Export Promotion

* Technological Development

* Job Creation

The study indicated policy, legal and regulatory areas that were disabling to the development and
growth of small enterprises in Syria. The issues included lack of financial and taxation policies, high
export taxes and duties, absence of tax exemption for job creation, absence of appropriate financial and
banking system as well as absence of small enterprise participation in decision making at the sector
and macro levels.

The study came up with the following recommendations:
* setting a national plan for taxation reform
» providing soft low-cost funding
* developing a national program to modernize vocational and technical education and
training and linking it with actual needs

The study also indicated the need for a permanent policy institution for small enterprises called
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“National SME Council”. It also highlighted the importance of “partnerships” to provide financing and
technical assistance, especially creating cooperative and twinning relations with regional and
international SME unions as well as starting relations with donor groups including the EU, Japan and
UN in particular.

C. Investor Road Map in Syria

SEBC produced another report in 2003. It focused on small enterprise-related administrative
procedures. The study aimed at analyzing the interface between the Government and the private sector
with special focus on decentralizing the public sector to be a service provider while increasing the
civil services effectiveness.

The study was a pioneering work in indicating the bureaucratic hurdles in the development and growth
of the small enterprise sector in Syria. The study found out that the Government bureaucracy was
indeed a hurdle in making new investments and they were more harmful in this respect than the actual
laws and regulations. The report also indicated delay in issuing licensing and approvals as a major
hurdle along with poor infrastructure and lack of information about regulations and procedures.

The study tracked the cumbersome business registration process and found out that starting a business
entailed three stages of licensing, implementation and launching an operation. The Government
bureaucracy controlled all aspects of these stages making it difficult for businesses to focus on the
productive part of their business. The study found out that average time needed to launch business
operations was approximately 7 months. The small business owners told that they had to spare almost
two months annually to renew approvals and licenses, which was a heavy drain on their productive time
and resources.

The study also recommended establishing a committee on reforming the banking legislation as well
as creating a one-stop shop to facilitate the licensing procedures. The report recommended that the
aforementioned committee should also act as an information center providing investors with necessary
statistics as well as with information about investment opportunities and newly issued laws and
regulations.

D. A Profile of the Labour Market in Syria

SEBC carried out this study in 2003 to provide an account of the Syrian labour market. The report
indicated a number of issues in the labour market that required immediate attention. The study found
out that the existing growth rates were too low to create enough jobs for the labour market entrants.
The education levels of young people were low and their education and skills did not match the market
needs. Almost one third of the workforce was unorganized and not covered by the labour law. The
low wages were resulting in migration of skilled labour from the country. The complicated business
regulations were a disincentive for promoting entrepreneurship as a career option.

E. Report on Syrian SMEs Support Program

This study was conducted in 2004 under the European Union/Mediterranean (EU/MED) program to
formulate an SME support initiative in Syria.

The report specified the following five areas responsible for weak economic growth and poor



competitiveness of the Syrian economy in general and small enterprises in particular:

1. Disabling enterprise environment that included bureaucratic restrictions and its unseen costs, lack
of Government policy to support SMEs and sluggish reform process

2. Lack of information of export markets and poor exports promotion services

3. Poor administrative skill and expertise that are related to business development services, absence of
labour unions, low level of services provided by chambers of commerce and industry and the
shortage of training programs

4. Difficulty in obtaining funding and the absence of financial services

. Low enterprise efficiency, lack of foreign investment and poor utilization of modern technology

9

F. Report on Industrial SMEs

The study was carried out in 2004 and focused exclusively on growth oriented industrial enterprises
with more than 10 workers. The study lamented that the Government did not have a clear strategy to
support or foster certain industries with high potential. It was noted with concern that there were
multiple regulatory authorities issuing licenses, permits and supervising an industrial enterprise. Some
of these Government departments included (but not limited to)

* industrial licensing by the industry directorates

e preliminary and final premises approval by the municipalities, technical services

departments and the governorates

* taxes by finance directorate

* imports by the economy directorates

* machines and tools permits by the customs department

* pollution by the environment directorate

» pricing by the executive and supply offices

* trademark registration by the intellectual properties directorates

e commercial registration by the commercial registrar

The study showed that small-scale industries faced the following problems:

a. Bureaucracy: taxation, import-export procedures, licensing and expansion approvals

b. Infrastructure: power, land, premises construction license and water

c. Access to technology: Information, supporting organizations, universities and research centers

d. Lack of business representation in the Chambers of Industry and Artisan Associations

e. Lack of enterprise networking: outsourcing, international relations, networks, and linkages

f. Access to export markets: Export supporting centers, exporting aggregates and markets information.

g. Access to finance : loans, credit opening, sharing capital, long or short term loans and information
on credit policies

h. Labour availability: Technicians and skillful workers

G. Report on SME Loans in Syria

The European Investment Bank (EIB) has established €40-million credit facility at the Commercial
Bank of Syria. EIB has also produced a report on SME loans in Syria. The report describes the issues
faced by the bankers in small enterprise lending. It states that the credit disbursement in Syria is not
easy due to the immaturity of the local banking system and the refusal of the private sector to the new
methods of crediting. This was especially true when it came to cash flow based lending. The
commercial banks were stuck in conventional banking of fully securitized loans.
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H. Investment Climate Assessment (ICA) of Syria

The ICA report of Syria was done in 2005 which surveyed 554 enterprises (448 SMEs with less than
50 employees) to capture their perceptions about the investment climate in Syria.

The report acknowledged the entrepreneurial potential of the Syrian economy. However, it indicates
a number of problems hampering this potential and full capacity of the Syrian economy. This included
issues like taxes and tax administration, electricity, corruption, business licensing and permits, and
unfair competition in the marketplace. Many entrepreneurs complained about the unpredictable costs
to business due to the issues with tax administration.

The study highlighted that Syria’s minimum capital requirement, when taken as a percentage of per
capital GDP, were around six times the regional average of the Middle East and North African (MENA)
countries. It was also noted that a typical Syrian business experienced around 25 inspections a year,
consuming a substantial amount of the time and energy of enterprise managers, typically over half of
these encounters involve some expectation of informal payment most frequently involving municipal
police, labour and social security inspectors and tax inspectors. These problems are compounded by
a sluggish court system, which is overloaded with work and unable to resolve the business disputes
efficiently.



Chapter 3

SMALL ENTERPRISE SUPPORT PROGRAMMES

his chapter is dedicated to analyzing the range of ongoing support programmes for small
enterprise development in Syria. The analysis helps to understand how different players
in this sector (Government, donor agencies and non-profit organizations) are approaching
the issue and contributing to a common agenda of promoting employment through
entrepreneurship in Syria.

A. Government Programmes/ Institutions

A.1) Agency for Combating Unemployment

The ACU programme was established in 2001 as an autonomous (both administratively and financially)
legal entity. The first term of the programme was fixed as five years. However, it was envisaged that
the programme might extend beyond the first term. The Programme objectives were as follows:

"Study, finance and implement a number of production/service activities that would contribute to
income generation, job creation, find new business areas, diversify the economy structure and absorb
newcomers to the labour market”.

The scope of the ACU programme activities was to "service SME:s in different governorates especially
in rural areas in addition to environment-friendly projects, tourist services, training and capacity
building and projects focusing on women and children and contributing to unemployment reduction
especially in rural and desert areas”. The programme also allocated 20% of its funds as grants to
collective businesses.

The ACU programme was financed from the following three sources:
1. Government aid allocated through the public budget
2. Arab and foreign grants from regional and international organizations
3. Soft loans from Syrian banks for ACU beneficiaries

ACU had a daunting task of tackling the unemployment problem through enterprise development and
creating jobs. It operated by granting soft loans, training potential borrowers, giving business advice
and establishing business incubators. It managed to cover all the Syrian governorates in a short span
of time. The Commission also launched a new initiative of forming an advisory council comprising
Syrian as well as Arab experts from Lebanon, Iraq, Egypt and Tunisia.
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In 2003, the ACU conducted the first unemployment survey with the participation of Arab experts
from the MENA region. The survey included sending 30,000 questionnaires to the potential
respondents. ACU also conducted another important study, mapping the SMEs in Syria (status,
environment and distribution). Together, the unemployment map and survey were used to draw a
national plan to create jobs and contribute to development through enterprise development. The ACU
provided two types of loans for enterprise development:

Family loan: The maximum amount of the loan was 100,000 SYP (US$2000) given as one payment
with 4% annual interest to a profitable, sustainable family-run economic activity. The Government
employees were not eligible to apply for these loans.

Small loan: The size of loan was from SYP 100,000s (US $ 2,000) to SYP 3 millions SYP (US$
60,000) with an interest rate of 5%. These loans were provided to small businesses intending to increase
their productivity, create jobs and raise business income and profitability. The loan conditions were as
follows:
* the borrower is not a civil servant or covered by social insurance
* the borrower participates with a minimum of 10% of capital to a ceiling of 750,000 SYP (US$
15,000), and with a minimum participation of capital of 15% for the amounts from 750,000
SYP to 3 million SYP.
* borrower submits a feasibility study and attends a training course on business start up

The ACU granted 81,456 loans between 2002 and 2006, of which 54,195 (66.5%) were family loans,
and 27,261 (33.5%) were small loans. The total number of beneficiaries during this period was 175,614
of which 66,570 benefited from family loans (38%) and 109,044 benefited from small loans (62%).
ACU estimated that these loans created 185,459 jobs of which 167,662 (90%) through micro and
family enterprises, 9,546 through public work programmes, and 8,251 through training and capacity
building programmes.

ACU worked on direct provision of loans but also did some rudimentary efforts on creating a better
small enterprise-financing environment. This included easing the lending conditions for unemployed
people applying for loans.

A.2) Public Commission for Employment and Enterprises Development (PCEED)

PCEED replaced ACU in 2006. It was established as an independent entity of the Ministry of Social
Affairs and Labour (MoSA&L). The objectives of the PCEED were specified as following:
* submitting proposals to the Ministry about linkages between labour/ employment issues and
Government economic policies
* activating the employment climate to help create new jobs
* contributing to training of job seekers to match their skills to labour market requirements
* monitoring labour market variations
* dealing with emergencies in unemployment rates
* providing support to the self employed willing to establish new enterprises in poorer areas with
NGOs support
* increasing the labour productivity and quality
* promoting entrepreneurship and private sector work culture



The commission has also been mandated to undertake studies and statistics that provide the basis for
linking labour/employment issues to Government economic policies; provide proposals to the Ministry
when developing public employment strategies and policies as well as promoting existing and potential
small entrepreneurs through:

* planning and promoting small enterprises

* funding these enterprises

* assisting them to fulfill their requirements and promoting partnership among them

* training and retraining their employees

* other incentives in cooperation with other ministries, commissions, public employment offices

and non-Governmental bodies

PCEED resources consist of the funds allocated by the state budget, the grants and subsidies given by
the Government, the surplus from previous years and any other revenues that the institution can collect
from its activities.

PCEED in a recent decree has established guidelines to define enterprises based on number of
employees and investment capital. The definition classified enterprises into micro and family
enterprises, small and medium sized enterprises as follows:

Table No. 1
Definition of Small and Medium Enterprises in Syria
Enterprise Maximum Maximum Number of
size capital capital Employees

Micro and family 1.5 million SYP 100,000 SYP Not Specified
enterprises
Small enterprise 5 million SYP 1.5 million SYP Not less than 6
Medium enterprise 15 million SYP 5 million SYP Not less than 16

Lately (April 2008), the MOSAL signed three additional agreements with Syrian banks, through the
PCEED, to facilitate the provision of loans to SMEs. This brings the total of such agreements to eight’.

A.3) Agricultural Cooperative Bank (ACB)

Agricultural Cooperative Bank is one of the oldest financial institutions in Syria specializing in
agricultural financing. The beneficiaries of ACB include all types of farmers; owners, leaseholders,
tenants, beneficiaries of the agrarian reform law, state holdings law or any other agricultural investment.
The Bank provides short-term loans for one year, medium term loans for one to five years and long-
term loans between five to ten years. The loan is provided on concessionary interest rates and small
enterprises can benefit.

A.4) Peoples Credit Bank (PCB)

The Peoples Credit Bank exists since 1966 as a public institution. It provides credit facilities to small

7) Al Akhbar Al Iktissadia, Syria-news.com, 16 April 2008.
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merchants, manufacturers, persons engaged in handicrafts and low-income individuals. Other
beneficiaries include physicians, engineers, lawyers, inventors, arts workers, higher degree holders,
graduates of vocational institutes, tourism project owners, lab owners, publishing houses, vocational
institutes and cultural houses. PCB is a specialized small enterprise financing institution. However, it
has also been financing large projects after an amendment in its constitution in 2005.

B. Non-Governmental Programmes/ Institutions

The non-Governmental programmes include programmes/projects run by non-Governmental
organizations like civil society organizations, private sector institutions, international donor agencies
etc.

B.1) Fund for the Integrated Rural Development of Syria (FIRDOS)

FIRDOS has been operational for more than 6 years as a small enterprise, economic development,
education and cultural project. It started functioning after receiving a grant from the European Union
(EU). The private sector in Syria also assists FIRDOS 1n its developmental operations.

FIRDOS provides financing to micro and small enterprises and it has disbursed US$ 3.5 million so far.
The interest rate at 4.5% is lower than the market rate with a grace period of six months and repayment
period of two years. The beneficiaries include low-income people. It has reached 3000 people living
in 60 villages. The loan repayment rate has been 99.5%. Approximately 66% of the loans have been
disbursed in the agricultural sector while 40% to the commercial and handicrafts sectors. FIRDOS
has also done small projects in the area of education and culture.

B.2) Village Businesses Incubator (VBI), Ein Altina- Lattakia

VBI is supported by donations from the EU and International Fund for Agriculture Development
(IFAD). It also receives technical assistance from an Italian organization and Nour Al-Hussein Fund
of Jordan. VBI works as a Business Development Service (BDS) center to assist women entrepreneurs
in the rural regions. It facilitates micro financing, provides access to markets, business management
training, as well as planning and production assistance.

B.3) Modernizing and Activating Women’s Role in Economic Development (MAWRED)

MAWRED started as non-profit organization in 2003. It is dedicated to enhancing and activating the
contribution of women in the economic and social development process in Syria. MAWRED seeks to
assist women in carrying out the following activities:

* determining the feasibility of possible business projects

* training women in business project development (including planning, financing, set-up, action
plans, strategy formulation, administrative and legal issues, and product launch)

* assistance in developing and upgrading the existing projects through the introduction of modern

technology and management practices

MAWRED receives assistance from many donors multilateral and bilateral agencies as well as private
sector companies. It has 210 women entrepreneurs as its members and focuses on providing training
programmes on business management and communication skills.



B.4) Syrian Young Entrepreneurs Association (SYEA)

SYEA is a non-profit organization, which provides training in entrepreneurship. It also works to inspire
young people to adopt entrepreneurship as a career option. SYEA organizes different events for young
people to promote its mission. Some of these events in the recent past were as follows:

* JOB FAIR 2006 - Aimed at raising awareness among Syrian youth on basic skills required in
the job market and helping them find appropriate jobs through a matchmaking service to
connect young people and prospective employers.

* Arab Technology Business Plan Competition - SYEA signed an agreement with the Arab
Science and Technology Foundation (ASTF) in the UAE to become an official partner to
organize business plan competitions. Several small projects have been undertaken to introduce
this concept to the Syrian business community and potential entrepreneurs. SYEA is also
preparing a feasibility study for establishing a business incubator to help small enterprises.

* Pioneering and Career Management Center - SYEA has entered into a partnership with the
UNDP in establishing a Pioneering and Career Management Center for university students. It
is a university-industry linkage programme with the objective of orienting university students
in the requisite specializations in the job market. It also helps them prepare and plan for a
professional career and apply for a job.

B.5) SHABAB

SHABAB (literally meaning “young age” in Arabic) is an acronym for “Strategy Highlighting and
Building Abilities for Business”. SHABAB is a youth employment strategy that has been initiated
with the strong support of H.E President Bashar Al-Assad and under the guidance of H.E Mrs. Asma
Al-Assad.

SHABAB is striving to build an entrepreneurial and business oriented young workforce and especially
assist young entrepreneurs. To address this challenge an Initiation Group chaired by H.E Mrs. Al-
Assad, is building a strategic framework for a comprehensive range of school-to-work transition
policies and programmes to meet the needs of Syrians between the ages of 14 and 30. The group is
supported by a small technical team that runs a number of pilot projects across the country.

The Framework covers the four areas of policy outlined below. These are Cultural Change, Education
and Training, Business Support and Regulatory Reform. A youth employability Steering Council made
up of representatives of Business, Civil Society and the Government oversees the strategy
implementation and ensures its delivery. The following matrix provides a sketch of the framework.
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Area of change

SHABAB Activities

Culture

* Communications campaign to stress the need for a healthy
private sector and promote business as a viable option for
young people. Activities will include the use of case studies,
business champions, role models, speeches, articles,
exhibitions and competitions.

* Promotion of work in business and commerce through
comprehensive careers education and guidance.

* Raise the awareness among teachers and parents that
business and entrepreneurship are viable and important
employment options for young people.

* Conduct Attitude Surveys and map existing activities in
youth and enterprise development

Education and Training

* Development of business modules for Vocational Training.
Recently pilot tested and implemented the ILO/Know About
Business Programme.

* Development of effective careers education and guidance
for school-to-work transition.

* Business courses to be made available in schools and
universities

* Curriculum development

o Inclusion of life skills such as IT, decision making,
financial literacy, team-work, ethics

o Learning business awareness programmes and
through project work in music, theatre and TV.

* Work experience programmes and internship for young
people.

* Job fairs and events

Business Support

* Development of a network of market-responsive
employment exchanges.

* Mentoring for entrepreneurship

* Easy access to seed funding for youth business start-ups.

* Liaison with schools and universities

* Inclusion of youth businesses in supply chains.

* Apprenticeship for new employees

e Internship and work experience for workplace
familiarisation

* Incubation units

Regulatory Reform

* Reform of the regulatory environment to ensure young
people have easy access to employment in business and to
starting their own business.




B.6) Aga Khan Development Network (AKDN)

AKDN started its operations in Syria in 2002. The network provides micro credit for small enterprises
in agriculture, industry and tourism for micro and family enterprises. The program aims at income-
generating activities in the low-income regions. Credit range from 3000 SYP (US$60) to 200000 SYP
(US$4000) with a pay back period of 3 to 24 months. The amount of credit disbursed to 15,000
beneficiaries reached 900 million SYP ($ 18 million) in 2007. Most of the programme beneficiaries
are young men and women. AKDN has also been pioneer in establishing the Microfinance Bank in
Syria with a capital of US$10 million.

B.7) Rural Community Development in Jabal Al-Hoss Project by UNDP

The project aims at alleviating poverty, reducing unemployment and improving the quality of life in
Jabal Al-Hoss region. The Jabal Al-Hoss region is barren and dry and considered as one of the poorest
regions in Syria. There are 250,000 inhabitants living in 165 villages with an illiteracy rate of 60%.
The programme is jointly financed by the UNDP, Japanese Government and the Government of Syria.
The project has created a microfinance network in the area called Sanduq (literally meaning Savings
Box). This is a microfinance facility for enterprise development and operates on the Islamic principle
of Murabaha (profit and loss sharing). Each Sanduq is established by around 100 villagers in their
area. They become shareholders of the fund with a share value of 1000 SYP. Almost half (46%) of
shareholders in the existing Sandugs are women. The total amount of Islamic loans provided to the
members in the last seven years is 300 million SYP.

B.8) Damascus Chamber of Commerce

The Damascus Chamber of Commerce is a representative of large and medium businesses. However,
it provides some training services to small enterprises as well. The training programmes are conducted
in areas like access to financing, collaterals and securities and access to information. The purpose of
the training programmes is to assist small enterprises grow their businesses.

B.9) Syrian-European Business Center (SEBC)

SEBC initiated its operations in 1996. The programme was financed by the EU and implemented in
close partnership with the Ministry of Economy and Trade and the Federation of Syrian Chambers of
Commerce. SEBC offers direct and indirect support services to the private sector including small
enterprises. These services include business information, business upgrading, export development and
promotion, management training, institutional development and policy formulation.

The programme was continued with the same acronym but renamed as Syrian Enterprise and Business
Centre (SEBC) in 2007 after the expiry of EU funding. The new SEBC has been created as a private
foundation under the Syrian Associations and Private Institutions Law and Presidential Decree 1330
of 2006. It is envisaged to support the Syrian economy by serving as an implementation agency for
projects aimed at developing the private sector in general, and SME support and development services
in particular.

B.10) United Nations Development Programme — UNDP

UNDP Office in Syria is supporting the business environment through a portfolio of initiatives that aim
at strengthening the role of the private sector at the macro and micro levels. At the Policy level, UNDP
is supporting the enhancement of the investment environment through supporting the issuance of the
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Investment law no. 8 as well as building the institutional capacity of the Syrian Investment Commission
through the establishment of the Investment Promotion Unit and the simplification of procedures
through a one-stop-shop mechanism. UNDP is also supporting the access of private sector to global
markets by assisting the Ministry of Economy in the revision of the trade law and the competition law
and also building its institutional capacity through the establishment of both the WTO Department
and the Competitiveness Department. The capacity building of national staff at the Ministry is also
included in the assistance provided.

UNDP has also established SME training Centers in Der Ez Zor and Raqqa in addition to a Vocational
Training Center in Der Ez Zor. Access to information for young entrepreneurs in rural areas was
enhanced through the establishment of 23 Telecenters covering most parts of Syria. Recently, a Career
Management Center was launched in cooperation with Damascus University and intends to provide
guidance and linkages between university graduates and the private sector.

In the area of micro-finance, UNDP though a project entitled “Rural Community Development in
Jabal Al-Hoss” created a microfinance network in that area called Sanduq Savings Box). The latter is
a microfinance facility for enterprise development and operates on the Islamic principle of Murabaha
(profit and loss sharing). Each Sandugq is established by around 100 villagers in their area. They become
shareholders of the fund with a share value of 1000 SYP. Almost half (46%) of shareholders in the
existing Sandugs are women. The total amount of Islamic loans provided to the members in the last
seven years is 300 million SYP.



Chapter 4

LEGAL, REGULATORY AND POLICY FRAMEWORK FOR
SMALL ENTERPRISE DEVELOPMENT

his chapter provides an overview of the legal, regulatory and policy environment in which
the private sector including small enterprises operate in Syria. The existing environment
dominated by bureaucratic and administrative controls has taken shape in many decades.
It is slowly changing and providing new opportunities for the private sector to invest and
Srow.

The reform of the business environment in Syria however, has a strong positive bias for the large
enterprise®. The small enterprises are being either neglected in the process or provided some cosmetic
benefits. The existing business environment in general is negatively biased towards small enterprises.
They face the brunt of it when faced with bureaucratic hurdles and cumbersome administrative
procedures, as they lack time, right connections and resources to invest in these non- productive
transactions.

A. Legal Environment

The legal environment for incorporation of business is rather antiquated in Syria. It is undergoing
reform and changes to accommodate the new realities of the market.

A.1) Business Registration and Foreign Trade

i) Law of Commerce
The Syrian Law of Commerce 149 was promulgated in 1949 and is applicable to enterprises of all
sizes: big, medium and small. The procedure to register for different types of establishments is
different. The easiest is to be a sole trader or a partnership establishment. However, it is difficult to get
formal financing from the banks for this type of establishments. Small enterprises will generally not
register as a company since registering a limited liability company can take up to 2 months (as a
minimum) and 13 registration requirements as follows:

1. Collection of forms of articles of incorporation from the Ministry of Economy and Trade

2. Deposit the initial capital in a bank and obtain a statement

3. Apply for commercial registration at the Ministry of Economy and Trade

4. Submit the company’s constitution to the Court of First Instance and get the company’s books

stamped

8) Lately Law No. 3 issued in March 2008 to regulate the work of companies in Syria and brought into effect on April 1,
comprises 227 articles clarifying the legal framework for various economic and commercial activities carried out by
all kinds of companies but not encompassing small enterprises.
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5. Pay the stamp tax at the tax authority

6. Open a financial record for the company at the Tax & Financial Department

7. Make the required payment to the Syrian Bar Association

8. Publish the Memorandum of Association in the Official Gazette

9. Return to the Court to complete incorporation

10. Visit the Commercial registry with the signed copy of the articles of incorporation
11. Register for taxes

12. Register with the Social Security Organization

13. Make a company seal

The Article 10 of the Law of Commerce 1949 exempts individuals handling small trades or simple low-
cost handicrafts from a number of qualification terms to practice trade. These individuals are not
obliged to run commercial books and are not subject to bankruptcy and dispute regulations. This
practice saves them from many administrative and bookkeeping hassles. However, it also restricts their
access to finance from the formal sources as well as investment and tax benefits available to companies.
The review of this law has been in process for some time.

ii) Foreign Trade

Article 3 of the basic foreign trade regime issued by virtue of Decree 60 of 1952, authorizes the
Ministry of Economy and Trade (MOET) to constrain or prohibit the import of certain materials. The
prohibitions include establishment of new agriculture or industry branches or reconstructing/
developing existing ones.

The foreign trade provisions specify a unified duty (stamp duty, import/export permit duty, license
duty, verification duty etc.) on foreign trade. The trade taxes/duty rates are progressive and appraised
based on price or value of the products. The bureaucratic control and discretion in appraisals is however
detrimental to the interests of small enterprises as they do not have right connections to get their goods
released from the port. Enterprises and exporters with small volumes of trade or low-cost handicrafts
are exempted from trade registration and company seal according to Article 10 of the Law of
Commerce.

A.2) Labour and Social Protection

i) Labour Law

Syrian labour law (No. 91 of 1959) does not distinguish enterprises based on their size. It however
differentiates between the enterprises that employ less than 50 workers and those with more than 50
workers in cases of work reconciliation and arbitration. Some reforms in the recent past like in Article
191 have simplified the reconciliation and arbitration procedures. This provision is however available
only to large enterprises employing more than 50 workers. Another welcomed change was in the
minimum age limit of employment. The latter was originally fixed at 12. However, it was amended in
2000 by Article 124 of Law 24 and raised to 15 years.

ii) Social Security

Social security (according to law 92 of 1959) contributions are mandatory and universal covering all
sizes of enterprises in Syria. The Social Security Law was promulgated in 1959 and gradually applied
to all enterprise sizes starting from large ones. Both the employer and the employees share the
contributions made in this regard. The employee pays a mandatory contribution of 7% of the salary
while the employer pays 14% (double the amount paid by the employee). The law is not applicable to
temporary employees, employer’s family members and private and mixed agriculture sector workers.



A.3) Taxation

The taxation law (Decree 85 of 1949) was repealed in 2003 with the promulgation of the new Income
Tax Law 24. Several amendments to this law followed like Law 60 of 2004 and Law 51 of 2006 that
formed the basis of the taxation structure for enterprises in Syria. Presently the tax paying enterprises
are divided into two main categories:

1. Fixed income tax payers
2. Appraised income tax payers

The small enterprises belong to the first category. They are expected to pay a fixed amount of tax
ranging between 5000-25000 SYP. The tax is determined in accordance with the criteria specified in
the finance departments’ instructions. All small enterprises in the handicraft sector, industrial or
commercial professions fall under this category. However, the practice is different from the rules where
tax officials themselves often appraise small enterprises.

The industrial and commercial establishments fall in the second category and pay their taxes based on
their income and earned profits. They are taxed according to the verification of profits in their
accounting books and records.

It is worth noting that the taxation laws offer tax exemptions and cuts to medium and large enterprises
and not to small enterprises. These include lowering the tax ceiling (for manufacturing and joint stock
companies), or granting the big tourist companies a 7-year income tax holiday, in addition to permanent
exoneration from income tax for 50% of their revenues.

B. Administrative and Regulatory Frameworks

Despite the ongoing reform process, the Syrian economy is still over regulated and characterized by
an omnipresence of the Government in all productive spheres of life. The present system is indeed a
legacy of the centrally planned economy. The ongoing process of economic reform is slowly changing
the legal and regulatory frameworks to open up more space for the private sector. However, the
Government control of the market is deeply embedded in the culture and taking a long time to change.
The Government officials ensure that all private sector activities are closely scrutinized and monitored
which constitutes a drag on time and resources of small enterprises.

B.1) Starting a Business

Starting a business in Syria takes a lot more time than its comparators in the Middle East region. The
multiplicity of regulatory bodies is one big problem for entrepreneurs and especially for the new
entrants wishing to adopt entrepreneurship as a career option. The second major problem is a complex,
costly and slow moving Government system of business procedures that makes registration and doing
business difficult. Syria ranked lower than its Middle Eastern neighbours in terms of business start up
and facilitation®.

The licensing regime in Syria is also a problem for small enterprises. All enterprises need more than
one license/registration to operate their businesses. Here is a brief description of some of the
licenses/permissions required from different Government authorities.

9) Syria ranked 130 in facilitating business activities. On the other hand Lebanon, Jordan and Turkey rank 86, 78, and 91
respectively according to the Doing Business Report of the World Bank 2005.
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i) Commercial Licensing

A commercial license is granted by the Department of Domestic Trade of the Directorate of Economy
at the governorate level. The license is a pre-requisite for establishing a registered business especially
if the entrepreneur intends to export or get credit from a formal institution, claim ownership of physical
assets or sign a contract in the name of a company or a legal entity. The procedures to obtain a license
would normally take at least two weeks with several visits to the Government office.

The registration with a Commercial Register also requires the entrepreneur to secure commercial
premises for business. Due to the acute shortage of commercial buildings, a large number of business
owners have to use housing apartments to operate their business. This is not an easy option either
because it entails changing the category of the apartment from housing into commercial. The change
of category results in payment of very high taxes against the commercial property, cumbersome
procedures and speed money. This situation has forced many entrepreneurs to seek licensed premises
in remote villages while trading in the cities.

ii) Industrial Licensing

It is not an easy process to get an industrial license. It starts by submitting an application to the
Department of Industries at the governorate level. Filing the application form requires information
about the company, production and industrial operations, machinery, raw materials as well as project
requirements of power, labour and capital in addition to the feasibility study of the project. According
to the Ministry of Industries, the licensing process should take only two weeks. However, in practice,
this process takes much longer. All industrial licenses are issued after the approval of the Minister for
Industries in Damascus.

iii) Crafts Licensing

The artisans/small traders require licenses from the relevant artisan/professional association. The
licenses issued by their professional association require further endorsement from the general artisan
union before becoming effective.

iv) Administrative Licensing

The administrative licenses are required to operate a commercial activity. This is indeed a big entry
barrier for new businesses due to the difficulty of securing a working site (especially for industrial
workshops wishing to operate outside industrial zones).

v) Health Licensing

The health license is required for those wishing to engage in providing health services or related
manufacturing activities (hospitals, pharmacies, and pharmaceutical plants, etc). The restaurants and
grocery shops also require a health license/certificate from the local municipality.

vi) Tourist Licensing
The tourist projects need licenses from both the Ministry of Tourism as well as municipalities where
they wish to operate their business.

vii) Licensing from Professional Associations

A category of professionals is required to obtain a license from their professional association in case
they intend to start their own business. This includes general practitioners, dentists, engineers, lawyers,
and pharmacists.



viii) Licensing for Specific Areas
The establishment of small businesses such as internet cafes, games/video shops and wedding halls
often requires more than one license from the relevant Government authorities to start and operate.

The requirement of getting a license to operate business is just one part of starting a small business in
Syria. The exorbitant licensing costs represent another significant barrier to small enterprises. These
costs amount to 25000 SYP for an individual trader, 70,000 SYP for an ordinary partnerships and
around 150,000 SYP for limited-liability associations of capital (including Government duties and
lawyers’ fees).

The licensing and registration procedures also take much longer time than envisaged. The reason is that
small entrepreneurs, lacking connections and influence, have to visit different Government agencies,
more than once, before the license is issued. The micro businesses and petty trade like small stores and
workshops however do not require any licensing.

C. Operating a Business

Starting a small business is just one difficult part of the business environment in Syria. Operating and
growing business is also fraught with many obstacles and difficulties that include dealing with
Government inspections, levies and conforming to Government procedures.

C.1) Labour and Social Affairs

The General Institution of Social Insurance (GISI) was founded in 1959. It covers 88% of Government
sector employees but only 36% of the private sector employees!®. The GISI does not take any social
security contribution from enterprises employing less than five workers, which is in fact an advantage
for small enterprises. However, the latter do not respond to these positive incentives and hardly
reciprocate by creating decent working conditions for their employees. Most MSEs do not sign
employment contracts with their workers; neither declare their employment to the labour authorities
nor register their workers with the social security establishment. It is important to emphasize that an
enabling business environment does not only mean creating better business conditions for the
entrepreneurs. The small enterprises while engaging in wealth creating activities should also create
better working conditions for their employees. Several studies have shown that better working
conditions contribute to better productivity of workers and sustainable profits for enterprises.

C.2) Tax Authorities and Cumbersome Procedures

The Ministry of Finance (MOF) and its affiliated bodies are responsible for tax assessment, collection
and dispute resolution. The small entrepreneurs and handicraft professionals (shopkeepers, barbers,
grocers etc.) are required to submit an “information statement” upon starting their business. This
category of enterprises is not required to keep accounting books or submit annual financial statements.
The tax estimation committees of the Ministry of Finance determine the annual net profits and taxes
for these professions.

10) According to SPC data in 10th FYP
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The MOF also has the authority to dictate to some of these professions the need to keep accounting
books and submit financial statements in order to monitor their activities. The capacity of small
enterprises to understand and abide by a rather opaque and complicated taxation regime is limited. This
often results in situations where tax authorities use their discretion to decide taxation matters against
the interests of small enterprises.

All those enterprises with assets of SYP 2 million and above fall in a different category of taxation.
The rate of taxation for this category of enterprises is determined based on their annual taxable income
and profits. There are a number of exemptions for some activities under this category. The exemptions
include, among others, cooperatives, consumers and investors’ societies, private holdings of farmers
who sell their crops, musicians, painters, composers, sculptors, nurseries, institutions for handicapped
people as well as slaughterhouses and poultry farms.

C.3) Lack of Business Protection/Risk Management Institutions

Syria lacks any legislations or institutions that provide protection to businesses or insure investment
from risks, especially commercial risks. This makes the investors and especially small enterprises
vulnerable to different kinds of natural disasters as well as business, economic and political risks. The
Government institutions in certain cases act to assist the small enterprises/farmers in case of unforeseen
calamities. The Agricultural Bank for example, rescheduled its debts when a natural disaster struck.
However, there is no institutional or market mechanism of risk protection in place.

C.4) Lack of Access to Finance

The access to finance is a real problem for those small entrepreneurs who wish to grow their businesses.
This is primarily due to lack of prudential regulations that allow cash flow based lending. The banks
and financial institutions also continue with the conventional lending practices that rely on fully
securitized loans.

D. Policies for Small Enterprises

D.1) Small Enterprises in the Syrian Economic Policy and Development Framework

Syria never had an explicit small enterprise policy and followed a socialist pattern of development
that promoted public production of goods and services since 1960s. The consequent economic structure
was characterized by a small number of large public enterprises (producing goods and services) and
a large number of small enterprises (self-employment, family owned enterprises and cooperatives). The
nationalization process resulted in bringing the few large and medium enterprises into the Government
fold. A relatively large public sector kept on growing in 1970s until the country was hit with the first
€Cconomic crisis.

A slow and sporadic reform process since then has helped in liberalizing the economy and providing
incentives to the private sector. However, most of these policies and programmes largely focused on
large and medium enterprises. The Government provided incentives as well as preferential treatment
for investment in large companies like big tourist ventures. Law Number 10 of 1991 fixed the minimum
capital limit for companies to US$ 240,000 to benefit from the new incentives. The small enterprises
remained out of the Government’s radar screen until the dawn of the ninth Five Year Plan (FYP) (2001-
2005) and the new trend of small enterprise focus continues in the 10th FYP.



D.2) The Ninth Five-Year Plan

The growing problem of unemployment (especially of young and women) was a worrying thing for
the Government, which brought the small enterprise development in Syria into focus. The objectives
of the ninth FYP are:
* Promoting labour-intensive and income generating SMEs
* Activating women’s role in family and society
* Linking education outputs to labour market requirements to fulfill social and economic
development needs

The establishment of a Government Agency for Combating Unemployment by Law Number 71 of
2001 was a pioneering step in this direction. The allocation of SYP 50 billion (US$ 1 billion) in
providing training and loans to small and family enterprises showed the commitment of the
Government to promote this sector. The experience of providing loans through ACU has however
shown that provision of finance is just one aspect of doing business. The daunting challenge of creating
an enabling policy, regulatory, administrative and legal environment is indeed an area that needs
immediate attention and Government action.

D.3) The Tenth Five-Year Plan

The 10th FYP has moved on from direct support of small enterprises to active labour market policies
and other measures like upgrading the regulatory framework, reduction of unemployment, focusing on
education, skills training, and increasing competitiveness of the enterprises in the informal sector of
the economy.

To achieve the above policies, the following objectives were set forth:

a. Activate and organize the labour market to reduce unemployment and harmonize labour supply
with labour market requirements in accordance with the 10th FYP which is based on the
strategy of transition towards a social market economy

b. Develop labour legislations in accordance with the 10th FYP (Labour Law, Social Security
Law).

c. Develop the vocational training policies and institutions and reform the education system.

d. Raise the labour productivity through improving qualifications, knowledge and skills.

e. Support MSEs through providing a conductive environment.

f. Rehabilitate the informal sector to enable its contribution to the development process

The Government of Syria issued the PCEED Law in 2006 to pave the way for creating an enabling
environment for small enterprise development. The role of the Ministry of Social Affairs and Labour
has been strengthened to better develop and implement policies and regulate the labour market
effectively. Some other legislation includes allowing the establishment of social and micro finance
institutions to improve the financing opportunities for small enterprises.
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n integral component of the assessment exercise was meeting with the entrepreneurs to

know their opinions and perceptions about the existing business environment and get

their ideas for improving on it. The perceptions of small enterprise owners - the real

stakeholders - on the existing business environment were helpful to triangulate

information already collected through literature review, mapping of the small business
environment and meetings with the Government officials. Two focus group meetings were conducted
in this regard; one each with the existing and potential entrepreneurs

A. Focus Group with Small Enterprise Owners

A group of twelve entrepreneurs (both males and females) from Damascus attended the first focus
group meeting. The participants came from diverse business areas like cleaning, tailoring, electrical
workshop facility, food processing, textile and garments, stove manufacturing as well as ostrich
farming. The following paragraphs provide a snapshot of the salient issues raised by the entrepreneurs
during the focus group.

A.1) Small Players have Small Bargaining Power

The little bargaining power of the small enterprises came up as the most important issue in the focus
group. Almost all agreed that large enterprises and international corporations investing in Syria enjoyed
good relations with Government officials, which facilitated their business. They could make rules
jointly with the Government and interpret rules and regulations as best suits them. However, it is not
possible for small owners to influence the Government. Hence, they remain either at its mercy or at
the mercy of big players in the market.

Some enterprise owners were more explicit and vocal than others elaborating how the domestic market
was distorted by the big players in connivance with Government officials which was harmful for small
business. The latter often suffers because of the lack of “Wasta™ (connections) with Government
officials and because of the dearth of information about Government policies and regulations.

A.2) Disabling Business Environment

A general complaint by the group was related to the strict licensing regime of the Government that is
instigated with getting a permission to start an industry. There was consensus that the most difficult
part in licensing was dealing with the municipalities for various permissions. They usually provided
temporary licenses and kept on asking for speed money at every renewal.



The Government control of business through licensing is just one reflection of a disabling business
environment. The small entrepreneurs face many challenges while doing business. They have to deal
with the ambiguous and opaque Government regulations and discretions of officials in implementing
those regulations. In food and health business, for example, the Government has an indirect way of
controlling those engaged in business. Government laboratories are used for testing of products where
decisions are made arbitrarily and at the discretion of officials, not based on solid scientific evidence.
The cost of registering a company is high for a small enterprise. It is approximately SYP 24,000 (US$
480) which is the beyond the reach of a small enterprise. It is imperative for small enterprises to register
as a company and possess a trademark and company logo. It is also mandatory to have a trademark if
one wishes to participate in the formal tendering process. The cost of securing a trademark is also
high and beyond the reach of small enterprises.

The issues related to taxation of small business are also thorny. Small enterprise owners see that the
Government acts in contradiction of the principles and claims of fixed taxes. Small enterprises are
supposed to pay taxes based on their self-assessment. However, the practice is actually different: tax
is assessed by a Government official and not by the entrepreneur.

A.3) Access to Finance

Access to finance was a major issue especially for those lacking collateral and in need of relatively
small amounts of working capital. Borrowing from the formal sources like commercial banks took a
long time, one has to go through cumbersome procedures, and a long waiting period before the loan
is granted. The local NGOs that provide financing to small enterprises charge exorbitant interest rates
and high service charges. Financing is especially a problem for women entrepreneurs wishing to start
or expand their business.

The financing from ACU could be tricky at times. The ACU supposes that all feasibility study figures
are exaggerated hence providing loans for amounts less than what is required. This puts the
entrepreneur in trouble of finding more funds from other sources, which are not generally available.
The loans are also subject to a high duty stamp rate of 15%.

A.4) Infrastructure

The issue of electricity, a basic need for every business, also came under discussion in the focus group
meeting. One of the entrepreneurs elaborated about the cumbersome and difficult process of having
one’s own generator for sustained supply of electricity. According to the existing regulations, the
business owner wishing to install a generator has to import it first, which is indeed a hassle. The
imported generator is then handed over to the Electricity Board for installation, at its own convenience,
which can be speeded up by paying money.

B. Focus Group with the Potential Entrepreneurs

The second focus group was organized with the assistance of the Higher Institute of Business
Administration (HIBA), a premier business school in Damascus. A group of twenty potential
entrepreneurs took part in the discussion. The group comprised two types of potential entrepreneurs:
students and employees of HIBA. The discussion started with questions on professional careers in
Syria and business culture and then moved on to exploring the perceptions of participants on
entrepreneurship as a career option and the business environment in Syria. The following paragraphs
summarize the main points of discussion.
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B.1) Business is Suitable for the Rich and Connected

The majority of students and employees of HIBA maintained that doing business was difficult without
being rich or well connected in the Government. It was imperative to be rich because getting financing
was an uphill task. Secondly, doing business is not only about producing and about selling goods on
the market; it also entails understanding the Government (policies, regulations, rules, legal and
institutional frameworks).

Some students said that they are tempted to start their own business after completing their studies.
This is because the public sector is already overstretched and not attractive financially. However, there
are many fears from entering the market as an entrepreneur: They do not have requisite training, do
not know how to convert ideas into viable business plans and are afraid of dealing with multiple
Government agencies.

The group was of the opinion that it is crucial to be in the public service for some time before starting
a business. This is because one faces many problems in terms of licensing, controls and inspections
while running a business and good contacts in the Government can ward off these hassles. The
monopolies of large enterprises were also stated as a challenge to face, which could be surmounted if
one had good “sources” within the Government.

The group emphasized a dire need for change in the culture and mentality of the public sector, which
overall is not conducive for small business development. The group felt that the act of entrepreneurship is
something productive and exciting but dealing with Government remains very unproductive and boring.
They suggested that the Government focuses on reducing the paperwork in the ongoing reform process.

B.2) Problems of Development Financing

The general understanding of the group was that financing was not a sufficient pre-requisite for starting
a business. Secondly, the financing schemes like ACU should be better designed. The ACU for
example, gives loans in three installments and before each installment, the agency officials inspect the
business performance. The satisfactory progress of business is a necessary condition to become eligible
for the next installment. This is bizarre because small businesses are generally short of working capital:
While small entrepreneurs would need more money when the business is struggling to survive, the
ACU officials will not sanction the next installment in such situations.

The participants also expressed their concern over the trust deficit between the ACU and potential
entrepreneurs. The ACU officials think that the new entrepreneur is getting a loan and will definitely
misuse the funds. They recognized that this has been the case in the past. However, young people and
new entrepreneurs should not be penalized for past experiences.

B.3) Lack of Enterprise Culture and Awareness

Entrepreneurship is not a preferred career option for young people in Syria. The existing culture, family
and society encourage them to become doctors, lawyers, business professionals or public servants.
The majority of potential entrants have a fear of failure in business that could be a stigma for life. It
was recommended that the Government promote a culture of entrepreneurship through schools,
colleges, universities and institutes of higher education.



Chapter 6

RECOMMENDATIONS FOR CREATING AN ENABLING
ENVIRONMENT FOR SMALL ENTERPRISES IN SYRIA

he Syrian economy has been on a road of reform for some years now. The Government of Syria

made a commitment for the promotion of small enterprises in the ninth FYP. It continues with

the tenth FYP where commitments made by the Government are slowly taking shape. The
reform of the ACU to PCEED in 2006 is indeed a landmark step in the right direction.

PCEED has established guidelines to define enterprises based on the number of employees and
investment capital. The Commission has also worked to raise the upper lending limits for small
enterprises. Another significant achievement is the introduction of intermediary institutions like
cooperative societies and community organizations as guarantors for loans (replacing collateral for
securing loans).

PCEED is in the process of introducing one-stop-shop services for entrepreneurs to ease the process
of business licensing. These shops receive the investors’ applications and follow them up with all
concerned Government departments to facilitate licensing and registration procedures. The new
enterprises will pay 1% of the enterprise capital with a maximum of 50,000 SYP for medium
enterprises, 25,000 SYP for small enterprises and 3000 SYP for micro and family enterprises to access
this facility.

The steps taken by PCEED augur well for creating an enabling environment for small enterprise
development in Syria. However, the assessment of business environment indicates that a large number
of daunting challenges remain in this area. The swift moving business world necessitates fundamental
changes in the legal, regulatory and administrative structures. The small enterprises compete in a global
market and these institutional mechanisms have to facilitate businesses rather than put constrains on
their development and growth. The following paragraphs point to the areas of reform and some
suggestions on how to go about it.

A. Legal, Regulatory and Administrative Reform

This study has identified several issues in the present legal, regulatory and administrative framework
that can be a starting point for discussions with the stakeholders.

The business registration and licensing is an area that requires immediate attention. It is imperative to
simplify the business registration procedures. The reform should aim at providing small entrepreneurs
an opportunity to incorporate their business as a private company with a logo and trademark at a
reasonable cost. This will have many positive effects. It will help in reducing the size of the informal
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sector, resolving the issues of access to finance and let them participate freely in the bidding processes
both domestically and internationally. In the longer run, this will also expand the tax revenues and
become beneficial to the Government.

The establishment of one-stop-shops by the PCEED is a step in reducing the administrative burden on
the SMEs. However, it is not a long-term solution to a long-standing problem. The international
experience and empirical evidence shows that one-stop-shops might not be the right way of resolving
the regulatory and administrative issues faced by small enterprises.

The real solution lies in getting to the source of the problem that is multiplicity of licenses, permits and
procedures. The spirit of reform should be decreasing their number, reducing the time and monetary
cost of these approvals, and minimizing the interaction of small entrepreneurs with the Government
to an optimal level. The optimal level of Government will entice more people to opt for an
entrepreneurial career and help existing enterprises use their time and resources more productively to
become competitive in the market.

The simplification of legal, regulatory and administrative frameworks needs to be complemented by
some incentives for small enterprises. This may include fiscal incentives like accelerated depreciation
for their fixed assets, adherence to fixed income tax and tax credits for the labour intensive businesses
that create more and decent jobs. The Government may also consider fixing a certain quota for small
enterprises in the public procurement of goods and services.

B. Conducive Financing Environment

There are a number of Development Finance Institutions (DFIs) in Syria. The experience with ACU
and other DFIs shows that they have limited outreach and impact. The directed credit approach to non-
viable business ventures perpetuates inefficiencies and requires regular injections of public money to
the DFIs. An enabling financing environment is a sustainable solution for opening up financing
opportunities to a large number of small enterprises all across Syria.

This would require changing the prudential regulations to allow for cash flow based lending. The
commercial banks and other financing institutions need to be trained in catering to the special needs
of small enterprises. The Government may like to establish institutions like Credit Information Bureaus
(CIB) and Partial Credit Guarantee Agencies (PCGA) to facilitate flow of finance from the commercial
banks to small enterprises. The Government may also consider allowing non-traditional collaterals as
compared to fully securitized lending by the banks.

C. Creating a Level Playing Field

The business is generally considered a “domain of rich and connected” in Syria. The small enterprises
feel that they are discriminated by both the big business monopolies in the market as well as by the
Government officials using their discretions arbitrarily. The Government may take measures to
empower small enterprise associations by giving them voice and representation in the policymaking
process. It is suggested that the Government considers establishing a new institution of “SME
Ombudsman”. The Office of SME Ombudsman will be the custodian of small enterprise rights. It
will work independently from the Government and report to the office of the President who may
appoint a retired or serving judge (specializing in commercial law) as the head of the institution. The
Office of SME Ombudsman will have a jurisdiction in matters related to the grievances of small
enterprise owners against the excesses of Government officials and market monopolies.



D. Promoting an Entrepreneurial Culture

The public sector in Syria has long been providing jobs to many young graduates leaving colleges and
universities and has almost reached its full capacity. The private sector is growing but doing business
is not a preferred career for Syrians and this is especially true for the younger population. It is rather
the last option for many who cannot find a job. This sounds strange, as Syria has historically been a
commerce, trade and business center. There is an urgent need to reinvigorate the entrepreneurial spirit
and potential of Syria.

The School to Work Transition Survey (SWTS) had rightly alluded to the promotion of
entrepreneurship in Syria as the new engine for job creation. It is recommended that PCEED engages
in an aggressive campaign to promote entrepreneurial culture in Syrian society. This may comprise
inclusion of entrepreneurship education in the secondary and vocational education, use of media for
sensitization, and promoting successful entrepreneurs as role models. The civil society organizations
and associations like SYEA and SHABAB have to be fully engaged in this process.

E. Focusing on Women and Youth

The statistics indicate that young people and women in Syria are the worst affected groups within the
unemployment scenario. They are also less visible as entrepreneurs and enterprise owners. This calls
for a special focus on these two disadvantaged groups. The Government of Syria may consider working
on two parallel tracks to tackle this issue.

Firstly, it is imperative to know “why” and “how” these two groups have become marginalized and
adversely affected in terms of employment and business opportunities. This would entail research to
look into the cultural, social, legal and institutional dimensions and the associated norms and
mechanisms that create this adverse impact on the two groups. The starting point in this regard, for
example could be a gender audit of the business promotion agencies of the Government to see the
gender balance in the organizational hierarchies and services rendered etc.

Secondly, the Government may consider starting some targeted programmes for youth and women.
This may include strengthening the existing initiatives like MAWRED, SYEA and SHABAB, giving
them voice and representation in the policy making and assisting them to connect with the international
networks. Other programmes may include quality training in entrepreneurship and business plan
development as well as financing and mentorship arrangements for these targeted groups.

F. Institutionalizing the Reform Process

PCEED is on its way of carrying out reforms. However, these reforms are being carried out in a
piecemeal fashion, which may not create a visible impact desired by the small enterprise community.
It is recommended that PCEED work together with related Government departments, private sector,
donor agencies and other representative organizations to carry out a comprehensive reform in this
area.

A better way of creating a desired impact is to take a policy route for this purpose. The development
of a small enterprise policy will indicate a firm commitment of the Government and would highlight
the selected areas and priorities of reform. The policy has to have a strategy that provides a road map
and an action plan to translate policy into a reality. Last but not the least an effective Monitoring and
Evaluation (M&E) system that will ensure that the reform process remains on the desired track.
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The ILO has started work on some of these recommendations as stipulated in the Decent Work Country
Programme/Outcome 4 entitled: Conducive business environment targeting Syria youth and women
fostered. The Programme strategy entails working on the creation of an enabling environment for
small enterprise development in Syria, fostering an entrepreneurship culture and ensuring the
development and delivery of needs-based and affordable business development services (BDS). The
provision of the necessary support for the PCEED is also envisaged to cater for the needs of SME:s.
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