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Preface

In line with the policy of PCBS with regard publishing Palestinian statistics, the Business ICT survey (BICT, 2007)  was carried out in 2008 to make statistical information available for decision and policy makers. This study will substantially contribute in enriching the database of information and communications technology (ICT), through providing detailed list of indicators necessary to meeting local needs, and consistent with the international practices. In line with these guidelines, PCBS accomplished this analytical report focusing on ICT data analysis aiming at maximizing the benefits foreseen from the BICT, 2007. 

The study is meant to understand the impact of ICT on the Palestinian private sector activities, business operations, and development.  It is also set to measure the role of ICT in contributing to the business productivity, efficiency and economic growth.  The project is motivated by the lack of clarity of the linkage between ICT and business performance.  One of the study goals is to assess the penetration level of ICT among Palestinian enterprises and to understand how business owners and executives perceive ICT in managing and operating their businesses. 

In ICT literature there exist a weakness in understanding the impact of ICT on business, and till now researchers have failed to create tight link between the ICT use and issues such as profitability and labor productivity. This study works to clarify this link between ICT and economic activities especially at micro and enterprise level, within the Palestinian context. 

    
PCBS hopes that this report will enable the business and the ICT communities, decision makers, and government officials to learn and utilize the lessons turned out of the study in promoting the ICT sector in the Palestinian Territory which will definitely reflect on the overall development processes in the whole society.   

	June, 2009
	Ola Awad

	
	Acting President
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Executive Summary

· The average fixed line and mobile penetration among enterprises is relatively low when compared with international figures. The typical fixed line usage is 42.9%, whereas mobile usage is on average 63.5%, and faxes penetration 13.7%, while 92.7% of all enterprises have either a mobile or a fixed phone line. 

· The majority of enterprise executives think that the main reason for not using ICTs is their belief that there is NO NEED for these technologies. This indicates attention should be paid about the level of awareness of the people running businesses with the significance and potential benefits of ICTs.

· Operating computers and accessing the Internet and transforming these technologies into effective tools for management, marketing, and knowledge acquisition to boost businesses profits need totally different skill sets. For computer solutions to be effective, employees need a special set of competences that are not acquired by ordinary people, or even ICT graduates.

· The computing technologies penetration of Palestinian enterprises shows that 21.3% of them are using PCs and half of those that use PCs (12.7%) of the total number are connected to the Internet. When compared to enterprises with 10 and more employees of countries from different regions of the world, the level of Internet penetration among Palestinian enterprises seems to be in line with the international level, especially in developing countries. 

· 43.3% of employees are computer literate, and this number rises at 50.0% of employees among the enterprises with 10 and above employment size. However, only 15.4% of employees are actually using computers in the course of doing their jobs. 

· Only 6.0% of enterprises owners or executives reported that cost is the cause for not using ICTs, 82.1% think that there is no need in their businesses for ICT, and 7.5% are not capable of using these technologies at all.  Apart from financial constraints, it is the lack of knowledge of the benefits of ICTs that prevents many enterprises operators from using ICTs.

· The Internet practice among Palestinian enterprises is still classical and seems to have minor impact on business operations. Between 50.0% and 60.0% of all enterprises use Internet mainly for sending and receiving messages. Information seeking comes next to electronic messaging:  between 25.0% to 50.0% of enterprises have it as their main application. One of the main reasons behind this conventional type of application for the Internet has to do with the low level of Internet diffusion among businesses.  For the electronic services to be widely spread and effective there should be a considerable penetration level of Internet access among enterprises and households alike, in order to create Internet and Internet-based applications viable for business purposes.

· Technology can progress at an incredibly fast pace, but the people’s adoption of these technologies in their daily practices takes time, and costs efforts and money before it becomes an everyday practice, especially if this technology has been invented and used by other societies, mainly the developed societies. This indicates that it is still early to expect wide deployment and advanced applications of ICTs among Palestinian enterprises.

· Enterprises with Internet connection are mostly using broadband to connect to the Internet, and most of them are using ADSL. 

· Considerable percentage of enterprises reported on different types of technical impediments facing them in using Internet effectively. 39.2% of enterprises are not satisfied with the speed, 21.0% are reporting frequent interruption, and 22.0% suffering from viruses, among other problems. 

· About one fourth of all enterprises who own computers are using LAN technologies either wired or wireless with 8.1% using wireless LANs. About 6.0% of enterprises who own PCs are using WAN. 

· The percentage of ICT or ICT-related specialists mounts to 3.5% of the total number of employees.  Among all enterprises 82.4% do not employ any IT specialists and 17.6% employ at least one ICT specialist. The number of IT specialists and the percentage of enterprises with IT specialist are increasing when larger numbers of computers are used by the enterprises.

· Service and financial sectors recorded the highest level of ICT penetration. That is basically related to the nature of these sectors services and operations, as they deal more with the soft services, or intangible goods, such as banking, insurance, education, consultation, hospitality, and news media, among others.

· The survey has shown that 13.5% of enterprises (that have access to the Internet) placed at least one purchase order through the Internet, while 9.8% of them have received at least one selling order via the Internet. The majority of transactions are completed through the email.

· The chief obstacle for not using Internet for business transactions has to do with culture and traditions of practices.  In fact this is the line of reasoning of the majority of respondents, which amounted to 76.8% of all responses. 1.3% of all enterprises offer a price list and catalogues on their website, and 0.5% of all enterprises have an online payment mechanism over their websites, which is extremely insignificant when scaled to the total number of enterprises.

· Open source applications are at a penetration level of 8.0% among Palestinian enterprises, which is still very low, but indicates certain familiarity and awareness of the open sources culture among Palestinian enterprises.

· It seems that Palestinian enterprises are well aware of security threats imposed by the Internet, as the majority of them have responded positively to these threats. Most enterprises have enforced some level of security measures in their information systems. About 50.0% of enterprises underwent at least one computer virus attack originating from the Internet.

· The survey has revealed that 9.2% of all enterprises have some R&D activities in regards to ICT applications, and the amount of activities increases with the enterprise size. In general about half of Palestinian enterprises have plans to increase their future expenditure and usage of ICTs. In relation to economic activities, services and financial intermediation enterprises plan to have extra ICT applications in their operations and services.

· Regarding expenditures, 62.4% of enterprise spending in ICT goes for telephone bills, both mobile and fixed including fax services. 32.1% of it is paid for fixed telephony and 30.3% for mobile. The next spending channel is that of electronic equipment other than ICT, such as TV and satellite sets, refrigerators, conditioning systems, and so forth, together with maintenance services; this accounts for 16.4% of the total expenditure.  Computing services, both software and hardware, account for 13.6% of all spending, with computer hardware accounting for 9.9%, three times higher than computer software which amounts to 3.8%. The lowest spending is recorded for capacity building and for Research and Development, with 0.7% and 0.4% respectively.

· Human resources are the major source of competitive intangibles for enterprises.  One of the key approaches for human resources to generate and strengthen competitive intangibles is through ICT.  ICT becomes a contemporary tool in creating intangible goods, and adds extra values to tangible or industrial products.

· The difficulty in adopting, managing and appreciating ICT solutions by enterprises has to do with the fact that ICT is more linked to intangible assets, and the difficulty to see immediate financial returns on investment upon implementing these solutions. There are three categories of intangible circles that ICT can inspire: relational, structural and human. Relational capital includes all relations and linkages with external stakeholders such as suppliers, customers, community, government, and others. Structural capital refers to the management structures and processes within the enterprise, to be productive, effective, competitive, and innovative.  Human capital refers to competencies, attitudes, abilities, and qualities of the enterprise employees. 

· Effective use of ICT demands a dramatic change in the way the business is operated and managed. When taking a decision for adopting ICTs, owners and executives have first to examine their resources and competencies against cost and effective utilization of these solutions.  If resources are accessible, the second issue that is assessed is the balance between expenses and gains of these technologies to their business operations.

· ICT entails a chain of tools and systems in software and hardware, with a broad level of sophistication starting with trivial tools like phones to complex interconnected information systems.  The level of ICTs in use by any enterprise goes in line with the level of complexity of its business operations. One reason behind the failure in utilizing ICT among enterprises is the ineffective business processes and operations performed by the enterprise. Business owners and executives hate to change since it is painful, and requires employment of extra resources.

· Advanced ICT solutions are linked to strategic management and planning in enterprises. These solutions need long term to have evident impact on business outcomes. In most cases advanced ICT solutions have no immediate impact on business development, and this explains why some businesses are reluctant to expand their ICT usage towards more sophisticated solutions. Besides, ICT investment contains a high level of uncertainties and the predictable benefits and estimates are not straightforward. ICT investment by nature is uncertain and considered by many analysts more like R&D projects. 

· A minimum penetration level of 40.0% of ICTs including Internet is required for the economic impact to be pronounced.  It is also to be noticed that there is a causality effect between the penetration level and the economic impact.  That means higher penetration of ICT causes economic prosperity, and economic prosperities and higher GDP work to boost ICT penetration. ICT also exhibit an interesting effect, the network externality effect, which denotes that the more users on the network the more value the network has, and this is very much applicable to ICT. In relation to the Palestinian case, the lower diffusion of ICTs work against more sensible impact by enterprises, as the ICT diffusion level, being telephony, mobile, and the Internet, is still below the critical mass, especially in Internet connection and broadband Internet, which is still below 20.0% and less than 10.0% in broadband.

· Another argument which plays a role in boosting ICT diffusion is the maturity and appreciation of enterprises and people alike to the intangible goods and services. Intangible assets are well appreciated in developed countries, and they are protected by laws of intellectual property, while they receive less attention and appreciation in developing including Palestinian societies. One of the main issues that works against full leverage adoption of ICTs by enterprises and by the people alike in developing countries, is the low appreciation they pay for information, and their abilities to transform them into knowledge and actions. The low appreciation of information and knowledge leads to low appreciation for the technologies that process them, i.e.  ICTs.

Recommendations

· Stakeholders, including government bodies, business associations, and academic institutions, should seek ways of encouraging innovation, cooperation, customization, and R&D to harness ICT solutions that best fit the local market needs. Businesses, especially software development firms, should work at full leverage to fill in this gap, since many enterprises are relying on customized ICT business solutions that are developed by foreign firms. 

· There needs to be consistent and regular data collection initiatives that allow better understanding of enterprises and household behavior in regards to ICT adoption and utilization. Changes in enterprises behavior should be traced through years to be able to monitor progress (or lack of it) in regards to ICTs.

· ICT is known as human intensive technologies. Investment in human capacity building is not receiving the attention it deserves from business owners and executives. Successful, effective, and sustainable implementation of ICT by firms requires intensive investment in building the human competencies in ICT, and that requires cooperation between enterprises, business associations, and training agencies. 

· It is to be remarked here that the evaluation of ICT solutions in most cases fails to count and recognize intangible commodities. These solutions create and nurture.  This might be one reason behind the unenthusiastic attitude some business owners and executives maintain in regards to ICTs. Intangible commodities should receive the attention they deserve from business owners and executives, and should be counted in a better way in the future. 

· There is a growing consensus among the development communities of the importance of using ICT for developing and sustaining vibrant businesses, but they lack visions, action plans, and competencies to accomplish that. To help enterprises achieve these goals it demands on the side of the governments to place more endeavors in increasing the base of ICT customers, through improving connectivity, reducing prices and improving service quality, especially in promoting broadband Internet access, and the development of high quality local contents. 

· One of the most important elements needed for the success of the ICT solutions is the quality of the locally developed ICT solutions, their suitability to the needs of the local markets, including the ease of use, especially the use of Arabic interface. Additionally, of major concern is the technical after-sale service of these products that the ICT producing companies should be able to provide.

· Low Internet penetration prevents enterprises from sensing the benefits of ICT, at the same time not sensing the benefits of ICTs, does not encourage enterprises from adopting Internet protocols (IP) based solutions in their operations. The best possible exit strategy of this loop is through government initiatives and policies to push prices down and boost penetration up, such that could help the country cross a threshold penetration after which people start to sense the benefits of ICT. 

· Adoption of ICTs alone will not promote growth and development if it is not combined with training, capacity building, organizational and operational changes within the enterprise.  Many studies have found that organizational changes are essential to reap the potential benefits of ICTs. This is a call for enterprises to start considering modernizing their management principles and skills and allow more room for ICTs to be more competitive and effective. 

This document is prepared in accordance with the standard procedures stated in the Code of Practice for Palestine Official Statistics 2006





The Ideas and opinions expressed in this report are not necessarily imply the expression of PCBS.
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