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PALESTINE(COUNTRY REPORT)
 SMALL & MEDIUM-SIZED ENTERPRISES
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 Role of (SMEs) in Economic Development of Palestine
 Presented by:
 SAMIR ZY Elsous
 Policies, Analysis & Statistics Department
 Ministry of National EconomyQalqilya - Palestine
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 Small & Medium-sized Enterprises
 “Small Is Beautiful”
 “Schumacher”
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 Small & Medium EnterprisesITINERARY:
 1. Introduction2. Definition of SMEs3. Criteria for Classification4. Importance of SMEs for Different Economies5. Palestine Economy - Historical Overview6. Small & Medium-sized Enterprises in PALESTIN7. Distribution of SMEs by Economic Activity8. Characteristics of Palestinian SMEs9. Small & Medium Industrial Enterprises (SMEs)10. Advantages of SMEs to Palestinian Economy11. Disadvantages of SMEs12. Problems encountering Palestinian SMEs13. Recommendation 14. Impacts
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 Introduction:
 • At the beginning of the 20th century - negligence of the role of SMEs in economic development
 (diseconomies of scale)
 • At the end of the 20th century - admission of the crucial role SMEs can play in economic development
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 Reasons:
 – Drop in employment opportunities in large firms
 – The power of self-initiative of SMEs– Rapid technological changes
 lead to continuously changing needs in the markets
 large mass production plants can be a horrible barrier to progress
 – Flexibility of SMEs – change is a rule in SMEs– Driving force behind a large number of
 innovations
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 SMEs have competitiveness in production of goods:
 • With limited volume of product
 • With selective demand
 • Of high accuracy and narrow tolerance
 • Made on light equipment
 • Abundance of labor, and use of simple production techniques
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 Definition of SMEs:
 • Which criterion to use for definition depends on one or more of the following factors:
 • Purpose, scope and intention of classification
 • The degree of economic development and the industrial superiority of the concerned country
 • The degree to which SMEs already play a role in economic development
 • Size of domestic market • Government policies that encourage
 establishment of SMEs
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 Criteria for Classification:
 • Number of employees• Capital invested in fixed assets• Net sales turnover• Market share• Horse Power machine (e.g. Myanmar)• The volume of Value Added • Sphere of Activity (different)
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 Notice -
 Different definitions for different countries, but most of them are agreed at least on one specific criterion, namely, number of employees.
 To be considered as a SME a firm should qualifies any of the criteria of classification (# of employees. Capital invested, sales turnover, VA, ..etc)
 SME Should not be owned or a subsidiary of a large company.
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 SMEs Definitions:
 • USA, Canada– less than 500 employees• Japan – less than 300 employees (Industry)
 • S. Korea – less than 300employees (Industry)
 • France – less than 250 employees • Malaysia – less than 150 employees• Australia – less than 100 employees• European Union–
 - micro enterprises: 0-9 employees;- small enterprises: 10-99 employees;- medium enterprises: 100-499 employees
 • UNIDO – less than 500 (Developed Countries) – less than 100 (Developing Countries)
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 Continued - 1
 • Arabian Organization for Industrial Development and Mining defines SMEs by number of employees and value of capital invested ((excluding land, building and working capital) as follows:
 • Micro – Enterprises employing less than 5 employees with invested capital less than US$5.000
 • Small – Enterprises employing 6-15 employees, with invested capital less than US$15.000
 • Medium – Enterprises employing 15-25 employees with invested capital between US$15.000 – US$25.000
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 Importance of SMEs for Different Economies:
 • (SMEs) represent over 94% of enterprises in most countries worldwide
 • Reduce unemployment • Alleviate poverty and preserve social stability• Contribute to the growth of GDP• Create job opportunities with relatively small
 amounts of capital• Creation of new businesses in the market by
 translating ideas into real projects
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 Continued - 1
 • Increase competitiveness in the market and restrain monopolistic positions
 • Respond flexibly to market Changes.• More equitable distribution of income than larger
 companies.. • Reduce economic gap between urban and rural
 areas.• Contribute to a more efficient allocation of
 resources in developing • Economic dynamism (easy to move, easy to adapt
 capacity..etc)
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 Continued - 2
 • Enhance large companies international competitiveness
 • Optimal use of scarce economic resources
 • Efficient allocation of resources in developing countries
 • Help to absorb productive resources at all levels of the economy
 • Contribute to more equitable distribution of income than larger companies.
 • Contribute to the establishment of dynamic and flexible economic system, in which small and large firms are interlinked.
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 Continued - 3
 • Creation of backward and forward linkages between existing industries, and between industrial sector and different economic sectors
 • Contribute to varied supply of goods and services
 • Better meet specific customer needs and demands for those products that not produced by large companies.
 • SMEs considered to be an interim stage in the process of Economic Development
 • Labor force can have their initial training in SMEs
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 Palestine Economy- Historical Overview:
 The reality of the Palestinian economy is part of the history of the region. It is an outcome of a series of historical development taken place in the region during the last ten decades:
 • The British captured Palestine from the Ottomans after World War I, and Balfour Declaration of 1917, promised the Jews, a Jewish “National Home” in Palestine;
 • The establishment of Israel in 1948; • The immense influx of refugees to West Bank, Gaza
 Strip, Jordan, Syria and Lebanon from territories that became part of Israel in 1948.
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 Continued - 1
 • Jordanian administration of West Bank, and Egyptian administration of Gaza Strip;
 • The 1967 War between Arabs and Israel and the Israeli occupation of the West Bank and Gaza Strip1967-1994; The first uprising in 1987-1993,
 • Annexation of East Jerusalem in 1980 and Israeli Knesset passed a law declaring it to be as Israel’s eternal capital.
 • The first Palestinian uprising against Israeli occupation in 1987-1993
 • Oslo Peace Agreement between Israel and Palestinian National Authority (PNA) in1993
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 Continued - 2
 • Withdrawal of Israel from the principal cities of the West Bank and Gaza Strip, while sustain other territories under Israeli occupation
 • The inception of Palestinian National Authority (1994);
 • The second uprising in Sept./2000 • Reoccupation of the principal cites by Israeli
 forces in March/2002
 • The withdrawal of Israel from Gaza Strip in Oct./2005.
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 Israeli polices in Palestine during (1967-1994)
 • Opening Israeli labor market for Palestinian workers
 • Strict Israeli control and administration of Palestinian outlets
 • Preventing Palestinian industrial and agricultural goods from entering the Israeli market
 • Opening Palestinian market for Israeli industrial and agricultural products.
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 Continued -
 • Imposing high rates of taxes on Palestinian industries to affect negatively their competitiveness capability
 • Complicating requirements and procedures in getting licenses for industrial enterprises
 • Arab countries imposed ban on Palestinian industrial goods
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 Consequences:
 • Dependence of Palestine on Israeli economy has deepened in all aspects
 • Critical changes in Palestinian production structure and consumption pattern
 • Industrial production concentrated on certain types of products, which meet the needs of Israeli market
 • Chronic increase in Palestinian trade balance deficit with Israel
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 Continued - 1
 • Restriction of opportunities and options available to adopt exporting policies that would suit Palestinian development needs
 • Palestinian labor market became a resource for cheap labor for Israeli economy.
 • Turning Palestinian market into a consumer market for Israeli products
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 Continued - 2
 • Israeli obstacles (closures, trade restrictions, etc.)
 • Restrictive (WB & GS)/Israeli borders
 • High unemployment
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 (SMEs) in PALESTINE : Definition
 • No clear definition or classification of SMEs,
 • No accurate or reliable statistics about the number of SMEs operating in Palestinian economy
 • Negligence of SMEs and no care is given to them either from governmental institutions or private organizations
 • lack of criteria determining the size of SMEs
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 Continued - Definition
 • Palestinian Center Bureau of Statistics gives classifications for the purpose of research & studies:
 • Micro Enterprises – Employ less than 5 employees
 • Small Enterprises – Employ from 5-19 employees
 • Medium – Employ from 20 – 49 employees• Large – Employ more than 50 employees
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 SMEs Operating in Palestinian Private Sector:
 Economic Activity
 Employment Size Group
 TotalMicro Small Medium Large V. L
 1-4 5-19 20-49 50-99 100+
 Agriculture 5980 119 2 0 0 6101
 Industry 12441 3354 314 53 24 16186
 Construction 268 171 34 6 4 483
 Services 54376 3121 333 65 34 57929
 Total 73065 6765 683 124 62 80699
 Percentage % 90.54 8.38 0.846 0.154 0.08 100%
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 Distribution of SMEs by Economic Activity (%):
 • Agriculture
 7.6% in Agriculture
 • Industry + Construction)
 20.4% in Industry (Construction) )
 • Services
 72% in Services(72%)
 (20.4%)
 (7.6%)
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 Characteristics of Palestinian SMEs:
 • The Majority of SMEs are Micro enterprises
 - (90.54%) of these enterprises employ less than 5 employees,
 - 98.92% employ of all enterprises employ less than 20 employees, and 99.77% employ less than 50 employees,
 • SMEs employing less than 20 employees provide work for more 89% of the total labor force
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 Continued -1
 • The contribution of SMEs to (GDP) was estimated 36% in 1999.
 • SMEs offer employment opportunities for 89.2% of the total labor force
 • The majority of SMEs are involved in trade and service activities, and constitute 50% of grand total of SMEs.
 • The remarkably small size of these enterprises reflects the political instability in the country.
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 Continued -2
 • High percentage of micro and small enterprises are traditionally family-owned. This lead to passive results:
 Owner-managers lack of the motivation to grow their businesses once they are able to sustain a livelihood for their family members.
 Many of these firms also are unwilling to transform themselves into larger enterprises because that would require entrusting non-family members with the firm's valuable information and resources.
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 Continued -3
 Family owned businesses have limited experience with financiers
 Growth is limited by size and skills of family
 • low capital-labor ratio of SMEs, which amounted in average to US$ 6.730 (2004)
 • SMEs in Palestine are often single-product firms
 • Widely dispersed geographically than larger enterprises.
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 Small & Medium Industrial Enterprises (SMEs)
 Industrial Activities Share (%)Mining & Quarrying 2.2
 Electricity & Water Supply 2.4
 Manufacturing 95.3
 - Food & Beverage 14
 - Wearing Apparel & Textile 25
 - Wood & Furniture 21
 - Remaining Manufacturing Activities (leather products, footwear, metals, paper, plastic …etc.)
 35.2
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 Small & Medium Industrial Enterprises (SMEs) account for:
 • 97% of total manufacturing enterprises.
 • 20% of the grand total of officially registered enterprises
 • 93% of total enterprises working in industrial sector.
 • 82% of total employment in industrial sector
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 Continued -
 • 62.3% of industrial enterprises concentrated in the manufacturing of:
 - food and beverage,- wearing apparel and textile, - leather tanning and footwear, - Wood and furniture.
 • contribute with 64% of the share of the industrial sector in (GDP).
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 Advantages of SMEs to Palestinian Economy:
 o Creation of new businesses in the market by translating ideas into real projects
 o Creating job opportunity with a relatively small amount of capital
 o Developing a pool of skilled and semi-skilled workers to meet the requirements of future industrial expansion
 o Alleviating poverty and preserving of social stability
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 Continued - 1
 o Contribute to the growth of GDP
 o Contribute to lessening of the deficit in the trade balance, through the production of goods that substitute imported ones, and thus help to reduce the volume of imported goods.
 o Increase competitiveness in the market
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 Continued - 2
 o Reducing the economic gap between urban and rural areas.
 o Strengthening of both forward and backward industrial linkages and reinforcing the links between different economic sectors.
 o Contribute to a more efficient allocation of resources in Palestine where capital is scarce and labor is plentiful
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 Disadvantages of SMEs:
 • Environment Pollution• Diseconomies of Scale
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 Problems encountering Palestinian SMEs:
 • External Factors:- The absence of political stability is the most
 important obstacle for economic development of the country.
 - lacking of appropriate laws and legislation necessary to secure the suitable environment
 essential for the proper growth of these businesses
 - Lack of Government Policies and Incentives - weak infrastructure facilities, and increasing
 cost of utilities- Small domestic market
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 Continued - 1
 - The absence of specialized institutions capable of providing technical and consulting services and information throughout the project life cycle.
 - Insufficient specialized training Institutes- weakness in the supporting services
 provided to SMEs- Severe economic dependency on Israeli
 economy, and the adaptation of the Palestinian economy to meet the needs of Israeli economy.
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 Continued - 2
 - All export and import channels and outlets of Palestinian goods are in the hands of Israel
 - Lack of legal framework, credit policies and incentive programs for the development of SMEs.
 - Lack of an entrepreneurial spirit and skills in the population as one of the weaknesses hindering the country’s growth.
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 Problems encountering Palestinian SMEs:
 •Internal Factors: a) Market• Small domestic market• Lack of marketing capabilities and skills need
 to enter new market• Lack of marketing & distribution skills• Most of Enterprises depend on local market
 for limited knowledge in international marketing
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 Continued - 1
 • SMEs are also not familiar either with foreign trade and customs regulations.
 b) Financial
 • SMEs have poor access to capital market. Credit guarantee is a major barrier for their further development and growth
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 Continued - 2
 c) Human Resources
 • Shortage of skilled workers
 • High staff turnover
 • Insufficient specialized training
 • Low skill & not knowledge - based• lack of management skills of SMEs’
 managers
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 Continued - 3
 d) Technology• Low technology level• Insufficient equipment• Limited and low automation• Lack of information
 • Lack of R&D• Lack of synergy with research
 institution
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 Continued - 4
 e) Productivity & Quality (P&Q) • P&Q program are not very much emphasized• Low level of productivity• Entrepreneurial culture adopts imitation rather
 than innovation (except for SMEs in information technology sector)
 • Low quality products as a result of not being aware of industrial standards and specifications, or with product liability, quality and consumer protection requirements.
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 Continued - 5
 • Quality control systems for food industries are not wildly implemented
 • Lack of awareness related to productivity & quality issues
 • Low health, and safety standards and regulations
 • Lack of capability product design & innovation
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 Recommendations:
 a) Policy Environment:
 • introduction of a special Framework Act for SMEs that acknowledges and enhances the effective role they play in the Palestinian economy
 • developing a definition for SMEs based on professional standards and criteria
 • encouraging growth and development of SMEs, for their role in reducing of unemployment and alleviating poverty.
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 Continued - 1
 • improve productivity in SMEs through enhancing the enterprises capacity to adapt imported technologies to local needs and assimilating more complex techniques through product development.
 b) Simplifying the tax system and improving the availability of sources of financing:
 • encourage and facilitate the establishment of SMEs by providing favorable tax treatment, reducing government regulations barriers, limitations and constraints. …etc.
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 Continued - 2
 c) Financial Assistance Program for SMEs:
 • facilitate the credit needs of SMEs by providing credit under most favorable conditions.
 • granting subsidies in the form of credit guarantees by establishing a Credit Guarantee System to complement the shortage of collateral provided by SMEs.
 d) Simplifying Requirements and procedures:
 (Removing the administrative barriers and shortening the time required to register a new firm and simplifying the registration procedures).
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 Continued - 3
 e) Improve Education and training: • supporting training programs for the
 development of entrepreneurial skills and the promotion of entrepreneurial culture.
 • developing training programs and training facilities to meet the emerging needs of labor market
 • relationship should be existed between the needs of labor market and educational curriculum in universities and institutions.
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 Continued - 4
 f) Supporting Services to SMEs:
 • supporting consultancy services for SMEs• supporting cooperation between SMEs • supporting research devoted to SMEs • supporting the SMEs participation in international
 fairs and exhibitions
 g) Enhancing Development of SMEs :
 • promotion of demand on the products of SMEs • facilitate the attempts of SMEs to acquire
 technologies needed to improve and enhance their competitive capacity and advantages.
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 Continued - 5
 • improve quality and encourage SMEs to stick to quality standards and specifications.
 • granting incentives for SMEs that use local raw and recycling materials
 • granting incentives for SMEs to promote export in the international markets
 • transformation from enterprises founded on labor intensive operation to enterprises that are globally competitive with an ability to innovate and develop new product & processes
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 Continued - 6
 • establishing of a special information center for provision and dissemination of information needed by SMEs, which might include the following aspects:
 - business information about the local and foreign markets and possibilities of export to foreign countries
 - the current and future demand in theses markets on particular products.
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 Continued - 7
 - information about the investment opportunities in the local economy.
 - information about sources of raw material, machines etc. and their prices
 - information about export and import procedures and requirements (such as tariff and customs imposed on imported goods, services of custom clearing agencies, services of transport agencies...etc)..
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 Impact and Results:
 • Increased productivity & quality
 • Cost reduction
 • Delivery on time
 • Competitive price
 • Increased profits
 • Safety and hygiene
 • Environmental friendly
 • High morale
 • More Efficient
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 Continued…..
 Impact and Results:
 • Increased market share• Tangibly contribute to the development of a
 new nation by growing its business sector• Stabilization of their productive units; • Increase in their sales or decrease in costs; • Greater profit; • Increase in the income of the owner, family
 group and workers; • Entrepreneurial development
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 - END -- END -
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 Thank You
 For Your Listening So
 Attentively
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