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This issue of the monitor follows the approach adopted in recent issues. The aim is to give our
readers an understanding of developments in each sector of the economy, including the
following:

<+ An insight into the state of the economy over the past five years, and an examination of
the main influences on it.

<+ An overview of annual economic activities by sector, and identification of the factors that
played an important role in sustaining the situation in its previous condition, in addition to
new trends and directions in the economy.

< Detailed analysis of quarterly changes, which aims to give a comprehensive picture of
indicators in relation to previous quarters.

This approach aims to make each issue of the monitor a stand-alone reference, which helps
readers to understand the developments that take place on a quarterly basis within the context
of the major developments during the year, as well as in previous years. The goal is to help
the readers formulate a comprehensive picture of the main economic indicators without the
need to refer to previous issues of the monitor. At the same time, detailed descriptions of
short-term developments provided in the context of the significant medium-term trends will
help readers to fully comprehend the prevailing problems and future challenges.

This approach in compiling the monitor has been adopted in response to our readers' valuable
suggestions. We hope for more feedback to help us continuously improve the monitor in line
with the demands of our readership. On the occasion of its publication, we would like to
thank the research teams in the three institutions that collaborated in producing this edition.

Mohammad Nasr Luay Shabaneh George T. Abed
Director General President Governor
Palestine Economic Policy Palestinian Central Bureau  Palestine Monetary Authority

Research Institute (MAS) Of Statistics (PCBS) (PMA)
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National Accounts

The slump in economic activity continued in the Palestinian territories in the first quarter of
2007, where GDP declined by 4.2% compared to the previous quarter and GDP per capita fell
by 5%. Structural deformities have worsened, with the relative contribution of the important
productive sectors of industry and agriculture continuing to decrease, while that of services —
most notably public administration, security and trade — has risen.

Labor Market

The labor force participation rate decreased to 42.1% in Q1 2007 relative to Q4 2006, with
the rate for men falling to 66.7% and that for women to 15.2%. However, the total number of
jobs rose by 32,000 to 698,000, which saw the ILO-definition unemployment rate fall to
21.6% at the end of the first quarter. Average daily wages for paid workers remained
unchanged for both West Bank and the Gaza Strip at 79 NIS and 67 NIS respectively,
however they fell to 128.5 NIS for Palestinian workers in Israel and the settlements. The
number of vacancies advertised in local papers increased by 44 to reach 878 during the
second quarter, although the share of public-sector job adverts fell.

Banking sector

Three new bank branches in the West Bank and Gaza brought the total to 155 at the end of the
first quarter. The total assets/liabilities of the banks operating in the WBGS increased by
4.3% in Q1 2007 relative to Q4 2006, and the outstanding credit facilities rose in the same
period by 0.7% to US $1,915.7 million. In addition, there was a 4.6% increase in foreign
investment in Q1 2007 relative to Q4 2006. Total deposits also increased by 4.6%, to reach
US $4,876.6 million. The number of checks cleared decreased to 547,498 in Q1 2007 relative
to Q4 2006, but their value increased to $1.36 billion.

Exchange Rate

The value of the Israeli Shekel appreciated against the US Dollar, the Jordanian Dinar and the
Euro during the second quarter, partly due to the implementation of an Israeli law requiring
the use of the Israeli Shekel in domestic and foreign transactions in Israel. The difference
between buying and selling rates for currency exchanges (spread) was at least twice as high in
banks in Israel as in Palestine.

Stock Market

The PSE witnessed a decline in the performance of several indicators in the second quarter of
2007 compared to the first. Trading volume fell by 22.7%, the number of stocks traded
decreased by 7.1%, the market value declined to US$ 2.4 billion, and the Al-Quds
(Jerusalem) index decreased by 18.2% to reach 509.69 points at the end of the quarter.

Prices and Purchasing Power

The CPI in the Palestinian territories, calculated in Israeli Shekels, increased by 0.36% during
the first quarter of 2007. The purchasing power of the US Dollar and Jordanian Dinar
declined in the same period by 1.39% and 1.28% respectively, as a result of the fall in their
exchange rates.

Tourism

The number of hotels operating in the occupied Palestinian territories decreased in Q1 2007 to
a total of 78, and the number of hotel workers fell by 3%. However, the number of hotel
guests increased by 33.2% and the room occupancy rate increased to 15.6%.
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Meanwhﬂe the nurnber of newly—reglstered companies increased by 61.7% compared to the
fourth quarter of 2006.

Expectations of Owners and Managers of Industrial Establishments

At the end of the first quarter, 44.6% of large establishments' owners/managers were
optimistic about the general conditions of their businesses in the short run, while 57.1% of
them were optimistic about the overall condition in the medium term. Meanwhile, 50.3% of
establishment owners were optimistic about improving the productive capacity of their
establishments in the short term, and 67% were optimistic about doing the same in the
medium term.

Demographics

The demographic forecasts, based on expectations of a 3.3% natural population growth rate,
indicated that the population size in the occupied Palestinian territory would reach 4 million
individuals by mid 2007. However, the birth rate continued to decline, reaching 36 births per
1,000 people in 2007 compared to 42.7 births per 1000 in 1997.

Education

At the end of 2006 the illiteracy rate among 15 year-olds and up stood at 6.5% of the
population of the occupied Palestinian territory. At 10.2% compared to 2.9%, the illiteracy
rate for women was more than three times that for men, although for both sexes it is
significantly higher among the elderly. The number of schools in the occupied Palestinian
territory was 2,337 in the school year 2006/2007; 75% are located in the West Bank and 25%
in the Gaza Strip.

Rule of Law

Internal struggles increased during the beginning of 2007 due to the absence of the rule of
law, with security chaos particularly prevalent in the Gaza Strip. Meanwhile, Israeli
aggression continued: during the first half of 2007, 178 adults and children were killed
(including 18 cases of extra-judicial assassination), and 834 were wounded.
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