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Foreword

This special issue of the Economic and Social Monitor (which is a joint effort of the Palestinian
Central Bureau of Statistics (PCBS), the Palestine Monetary Authority (PMA) and the Palestine
Economic Policy Research Institute (MAS)) covers data of the fourth quarter of 2012 as well as
statistics of the entire year. The new layout is a response to readers who believe that the inclusion
of the performance of the economy throughout the entire year helps them draw comparisons with
the previous year.

The current issue of the Economic and Social Monitor consists of two parts. The first part reviews
the most significant economic developments the global economy saw during 2012. It also analyzes
the economic performance of the most developed economies, namely the United States, the
European Union, Japan and the BRICS Group. In addition, the first part reflects on the economic
developments in the Middle East and in Israel. Finally, it covers the political climate in the
Palestinian territory.

The second part examines and analyzes the key economic changes the OPT economy saw during
the fourth quarter of 2012 and right through 2012. It reviews GDP figures, the general budget, the
labor market, indicators of economic activity and prices and purchasing power during the fourth
quarter of the year. Further, it involves an analysis of the foreign trade figures (balance of trade
and balance of payments) and of course, it introduces the customary sections of the Monitor, such
as the banking sector and the Palestine Stock Exchange.

Additionally, the second part involves 11 text boxes that address a number of economic issues that
have directly or indirectly had an impact on the economic climate and policy in the Palestinian
territory. One of these text boxes examines the "import quota” (i.e. the duty-free imports entering
the Palestinian territory) and analyzes the beneficiary parties. Another text box considers the
impact of the minimum wage law on the wage bill (and how the increase accounted for in the wage
law is distributed to various sectors). A third text box reviews the Gaza government's budget for
2013. A fourth text box analyzes a World Bank report on the ease of doing business in a number of
countries, including the Palestinian territory. Still another text box examines the policies of the
Israeli water company "Mekorot" in pricing water supplied to the Palestinians. A sixth text box
examines the capacity of banks in living with the potential political and economic emergencies.
There is also a text box shedding light on the best channels of exporting the West Bank's products:
via the King Hussein Bridge or across the Green Line. Finally, there is a text box on the total US
aid provided to Israel since 1948.

We hope that this issue further strengthens the role of the Economic and Social Monitor as a
reliable source of the changes occurring in the Palestinian economy. Finally, we hope that this
issue opens the door for necessary debate on the current restrictions and future prospects of
economic growth in the Palestinian Territory.

Samir Abdullah Ola Awad Jehad Alwazir
Director General President of the Governor
Palestine Economic Policy Palestinian Central Bureau  Palestine Monetary Authority

Research Institute (MAS) Of Statistics (PCBS) (PMA)
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Executive Summary

This issue of the Economic and Social
Monitor consists of two parts. The first part
deals with the economic and political
developments that have been witnessed at the
international, regional and local level during
2012. Whereas the second part provides the
traditional review of the Monitor during the
fourth quarter of 2012, in addition to a review
of the main economic indicators in the
Occupied Palestinian Territory during 2012.

PartI:

The international political and economic
events of 2012: This part of the yearly
Monitor focuses on the overall economic and
political developments witnessed by the world
in 2012. The analysis is divided into seven
main parts; starting with the American
economy, moving on to the crisis facing Euro
Zone and then examining the economy of
Japan and the BRICS countries before
finishing with the political climate in the
Occupied Palestinian territories.

Part II:

Gross Domestic product: GDP reached
around 6,797.3 million dollars during 2012 in
constant 2004 prices; an increase of 5.9%,
compared with 2011. On the other hand, GDP
per capita registered a 2.7% increase during
2012, compared with 2011. As for GDP from
the perspective of expenditure, the value of
final consumption was around 8,724.1 million
dollars in 2012. This means that final
consumption in the Occupied Palestinian
territories exceeds GDP by 28.3% in 2012.

Labor Market: The number of workers in the
West Bank increased from 838,000 in 2011 to
858,000 in 2012. Geographically, the workers
were distributed as follows: 60.4% in the West
Bank, 29.9% in Gaza Strip and 9.7% in Israel
and settlements. On the other hand,
unemployment in the Occupied Palestinian
territories increased to 23% in 2012, compared
with 20.9% in 2011. The average wage in the
Gaza Strip increased by 4.4%, as the daily
average wage reached 64.3 shekel in 2012,
compared with 61.5 shekel in 2011.

Public Finance: Total net domestic revenues
increased by 3% during 2012, compared with

v

2011. Total public expenditure remained
constant during the same period (on cash
base). In sum, the deficit in the current budget,
before aid, increased by 3% (to 807 million
dollars) in 2012, but the total deficit (current
and developmental), after aid, increased to $86
million dollars in 2012compared with103
million dollars in 2011.

Banking Sector: By the end of 2012, direct
credit facilities reached around 4.1 billion
dollars. As credit facilities to Palestinian
authority increased to 301.2 million dollars.
The financing consumer commodities sector
had the largest share of credit facilities during
2012 (28%), Followed by real estate and
construction sector (21%). On the other hand
the net profits of banks during 2012 were
about 123.5 million dollars compared
with 127.3million dollars in 2011. The number
of checks presented for clearing increased by
6% during 2012, compared with 2011; while
their value decreased by 11% during the same
period.

Palestine Exchange: The number of shares

traded reached around 147 million shares; a

decrease by 20% compared with 2011. While
the value of shares traded reached around 273
million dollars in 2012; a decrease by 25%
compared with 2011. Finally, Al-Quds index
closed at 477.59 points at the end of the fourth
quarter of the previous year exhibiting an
increase of 0.66 points (0.1%) compared with
the fourth quarter of 2011.

Company Registration: The number of new
companies registered in the West Bank was
1,070 companies during 2012; a decrease of
316 companies compared with201 1. Total
capital of newly registered companies in 2012
amounted to around JD 636 million.

Building Licenses and Cement Imports: The
number of building licenses in the Occupied
Palestinian territories increased by 6.9%
during201 2 compared with 2011. Also, the
number of licensed dwellings (New and
existing ones (increased notably reaching
15,436 dwelling units in 2012, compared with
14183 dwelling units in201 1.0n the other
hand, the amount of imported cement to the



Gaza Strip decreased to 9.4 thousand tons
during the fourth quarter of 2012, compared
with 13.1 thousand tons during the fourth
quarter of 2011. The amount of imported
cement to the west bank increased to 328.3
thousand tons during the fourth quarter of
2012, compared with 292.4 thousand tons
during the fourth quarter of 2011.

Car Registration: The number of new and

used cars registered in the West Bank during

2012 was around 14,000 cars. The cars were

distributed as follow: 46% of used cars were

imported from abroad, 19% of used cars were
imported from Israel and 35% of new cars

were imported from abroad. In comparison

with 2011, the total number of new and used

cars registered in the West Bank decreased by
34%.

Hotel Activity: The number of hotels
operating in the Occupied Palestinian
territories reached 98 hotels in 2012 ,compared
with 91 hotels in 2011. The number of workers
in hotels increased by 17% during the same
period. Conversely, the number of guests
increased by 13.4% between the two years.
While the average staying period decreased to
2.3 nights per guest in 2012, compared with
2.5 nights per guest in 2011.

Prices and Purchasing Power: The
Consumer Price Index (CPI) increased by
0.46% during the fourth quarter of 2012
compared with the third quarter of the same
year. There was a decline in the price of dollar
exchange amounted 3.4 %( 3.85 shekel per
dollar). This means that purchasing power in
the Occupied Palestinian territories measured
in dollars decreased by 3.9% compared with
the previous quarter. The annual increase was
2.78%.

Foreign Trade: The total amount of
commodity imports during 2012 was around
4.2 billion dollars, where the amount of
commodity exports was around 759 million
dollars during the same year. Consequently,
the commodity trade balance deficit during
2012 reached 4.5 billion dollars.

Balance of Payments: The current account
deficit reached 2.8 billion dollars during
2012(based on quarter estimates). This can be
considered an increase by 28.4%when
compared with 2011. This deficit was funded

from capital and financial accounts, which
saved 2.8 billion dollars (increase by 31.4%
compared with 2011). The difference between
the deficit in the current account and capital
and financial accounts (17.2 billion dollars),
called “errors and omissions account”,
decreased by 53.4% between the two years .

Legal and Legislative Environment: The
number of laws issued by the president of the
PA and were available on the Palestinian
Legal and Judicial System “Al-mugqtafi”
website were 12 laws in 2012, compared with
15 laws issued by the president in 2011. This
section briefly outlines the laws that have
economic and trading dimensions.

Box Topics - For this volume of the Monitor,
11 boxes covering different topics are
included:

The World Bank: Long-term effects of
Israeli restrictions: The report discusses the
most important negative effects the Israeli
restrictions have on the Palestinian economy.
These restrictions reduces this economy’s
ability to develop and compete in global
markets. The negative effects of Israeli
restrictions are discussed in four main areas;
the negative effects on economic structure, on
exports competitiveness, on labor market, and
on infrastructure.

Minimum Wage Law: How much will it
cost and who will pay for it? Last October,
the Council of Ministers of the PNA issued a
minimum wage law for the Palestinian
Territories, based on the recommendation
made by the “National Wage Committee” and
as an application for one of the articles in the
Palestinian labor law. The Council specifies
the minimum monthly wage in the oPt by
1,450 NIS. This box aims to estimate the
increase in the wage bill when this law is
implemented. It arrives at the conclusion that
applying the minimum wage law would lead to
an 66 million NIS/month increase in the wage
bill. Moreover, the private sector would take
on his shoulders 88% of the increase in the
wage bill (around 58 million NIS/month).
Because the average monthly wage for labor
who works with a monthly wage less than
1,450 NIS is 963 NIS in services sector, and
879 NIS in commercial sector and Hotels, then
applying then minimum wage law would let



those two sectors suffer 56% of the total

increase in the wage bill.

The World Bank : “Microwork” can create
55 thousands job opportunities! : This box
discusses a study done by the World Bank
with the title : “Microwork in the Palestinian
Territories” . This study aims to evaluate the
ability and chances to implement Microwork,
its contribution to economic and social
development in the Palestinian Territories, and
its ability to create jobs for women and youth
specially in the IT sector. The box defines
“Microwork™ and discusses the advantages of
this kind of work in addition to the cofactors in
establishing It. It also discusses some of the
negative aspects that are associated with
“Microwork” in Palestinian Territories. One of
the important points that the study discusses is
the ability to establish “Microwork” without
the need for mobility. The box argues that
positive as it may be, one should not
underestimate the importance of out of home
work (social interaction). On the other hand, it
uses this to underestimate the effects of Israeli
restrictions by arguing that such work is
compatible with transportation and time, and
which creates many opportunities for women
to work from home.

Gaza’s government 2013 budget: The
government of Gaza’s budget, which was
issued in 31" of December 2012, showed that
the total expenditure of this year’s budget
exceeds last year’s budget expenditure by
3.2%. Moreover, the wages’ bill in this budget
exceed last year’s bill by 10%. However, local
tax revenues are expected to grow by 40% in
2013. Despite this high increase in revenues,
there will be a budget deficit equal to %73 of
total expenditure. The budget deficit is
expected to be covered by grants and foreign
aid.

The problems of vocational education and
the necessity to change the societal attitudes
to it: This box discusses a study done on the
obstacles facing the vocational education
sector in Palestine. The study analyzes the
opinions of four groups that are well
connected to the vocational education. These
groups are: vocational students and their
parents, vocational educators, vocational
schools graduates, and finally employers for
these vocational students. The box offers a
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number of recommendations that the study
arrives at after collecting data through
questionnaires taken by the four connected
groups.

Stress tests of the Palestinian banking
sector: are the banks at risk?: A stress test is
an analysis conducted under unfavorable
economic scenarios which is designed to
determine whether a bank has enough capital
to withstand the impact of adverse
developments. Stress tests were designed
initially by the Federal Reserve and were
tested after the financial crisis in 2007. Those
tests were applied accurately  with
transparency, which helped in boosting
investors’ confidence and thus helping the US
economy get out of the crisis. In the
Palestinian Territories, the Palestine Monetary
Authority started implementing stress tests
quarterly starting in March 2011. These
Palestinian tests were designed in a way that
indicates the banks’ ability to face a cluster of
events and political-economic realities that
might arise. These tests found that the
Palestinian banking system is capable of
resisting a diverse group of shocks because
there exists a good amount of core capital.
However, there exists big difference between
the performances of individual banks; as the
small banks outscored big banks in these tests
and have enough amount of capital to insure
its financial fitness.

“Mekerot” asks The Palestinian Water
Authority to pay half a billion Shekels:
According to the Oslo accords, both of the
Palestinian and the Israeli parties agreed that
buying any amount of water from each other
should happen on the price equal the “real
cost” of water plus cost of transportation. The
two parties signed the “Water Pricing
Protocol” in 1998 which puts the price paid by
the Palestinian side for water bought from
Israel as a base price (1.66 shekels/meter
cube), and specifies that this price should be
adjusted from time to time according to
developments in several variables. However,
the Israeli company started since 2008 to ask
for a change in the base price and for selling
extra amounts of water at 3.5 shekels/meter
cube to Bethlehem and Hebron, and at 3.44
shekels/meter cube to Gaza. This was not
sufficient for this company as it also asked for
applying those new prices on all of the water



quantity that was bought between 2004 and
2012, which can reach an estimated amount of
half billion shekel. Negotiations between
“Mekerot” and the Palestinian Water
Authority are still taking place until now.

Palestine is at the tail of ‘“Easiness of Doing
Business” ranks: The box discusses a World
Bank annual report “Doing Business” for the
year 2012. The report analyzes 10 indicators
for measuring the organized governmental
actions for business activities in 185 countries.
The report shows that the countries that used
the “smart rules” to regulate business activities
were on the top of the easiness of doing
business rank. The report also shows that the
West Bank and Gaza are placed the 135" (out
of 185 countries worldwide) on the rank , and
placed 13" (out of 19 countries) in the Arab
region. When taking every factor by itself, we
notice that the West Bank and Gaza rankings
differ from one indicator to another. It is clear
from the report that Palestine’s global rank is
very low in most of the indicators and this is
mainly due internal factors, plus external ones
like the occupation and its policies.

Who is benefiting from the ‘tariff-quota”
import : The Palestinian Authority signed a
big number of international trade agreements,
such as the partnership agreement with the
European Union, the “EFTA” countries, and
the Greater Arab Free-Trade Area agreement.
However, the actual benefits for Palestine
from these agreements is still restricted by
Israel trade relations with the same country
that signed the agreement with the PA, and
Israel’s international pledges in the WTO
context. Israel gives Palestinians 20% from the
“tariff quota” (i.e. imports without tariff) that
Israel undertakes in its international trade
agreements. “Tariff Quota” is the quantity of
goods that Israel should allow to enter its
markets without any customs. Giving 20% of
this quota to the PA, and the PA agreeing on
taking it clearly suggests that the oPt are not a
separate customs area but a part of the Israeli
custom envelop. This box discusses the way
this “tariff quota” is being used and tries to
draw a conclusion on who is the real
beneficiary from this quota. The box arrives at
the conclusion that the main beneficiary from
the quota is the importer who gets an extra
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profits from selling with a better margin than
the retail traders. On the other hand, the final
consumer does not feel any difference in price
between the quota-imported quantities and the
other quantities imported out of it. The only
exception is maybe only when a prohibitive
tariff exists, for example on the dryer milk
powder what is only being imported using the
quota.

Best exporting route: via the Green Line or
King Hussein Bridge? : This box discusses a
report that compares the different transit routes
open for Palestinians in the West Bank. The
report shows that the best route sometimes
depends on the type of exported good, and
some other times on the export destinations.
The Green-Line route is better in the case of
exporting 5 goods from a pool of 11 good that
god tested: olive oil, dates, hotdogs, shoes and
medicine, despite the destination. However,
the route through King Hussein bridge is
cheaper to use in the case of 4 goods:
vegetables, herbs, strawberry and fruits. For
building stones and tomatoes, the ideal route
to use depends on the destination, for example
if the destination was Italy then the Green Line
route is cheaper, but if it was intended to go to
China, then King Hussein bridge is a cheaper
route

US Bilateral Aid to Israel since its
foundation: 115 billion dollars and 61%
went to the Israeli military: The American
Congress Research Center published last
March a report titled “US Foreign Aid to
Israel”. This report give a general glimpse on
the US foreign aid to Israel and the changes
that took place in the last 60 years. The report
revealed that Israel is the largest bilateral aid
recipient from the US. This aid money,
accumulated since 1949, makes a total of 115
billion dollars. Most of this aid money went
for militarism purposes (61%). US foreign aid
makes an average of 4% of Israeli GDP
annually.



1. A review of Selected World Economies
and Israel and Palestine Economies



1. Global Economic Performance in 2012

Another year has come to an end and the
Global Economy is still trying to recover from
the financial crisis of 2007-2008. After a
global economic shock at the end of 2011 the
world economy slowly started to move
forward in early 2012. This happened mainly
because of the strengthening of the US
economy and the good policies established in
Europe to stabilize markets and get the Euro
zone out of its deep public debt crisis. The
improvements continued until the end of 2012
but at a slow pace. However, by the end of
2012 many questions remained about the
future of the euro and if it can survive the next
year.

Meanwhile, the emerging and developing
countries continued to have quite high growth
rates compared to post-industrial economies.

In general, global GDP increased by 3.2%
during 2012. According to projected data
obtained from 'The Conference Board Global
Economic Outlook', the US economy made up
18.2% of the global economic output and
contributed 19% to the global economic
growth in GDP. The European economy
represented 20.3% of global economic output
but contributed nothing to global growth
during 2012, but an improvement is projected
in 2013. Taken as a whole, growth in the
advanced economies accounted for 19% of
global growth while making up 51.3% of total
global output. On the other hand, the
developing and emerging economies made up
only 48.7% of total global output but
accounted for 81% of the growth in global
output. The BRICS countries, for example,
made up 25% of global output, but are
expected to contribute an average of 37% to
global economic growth between 2011-2016.

1.1 US Economy

The American economy is generally moving
in the right direction. After the recession that
started in 2007, which was the worst since the
Great Depression in the 1930's, the US
economy started to recover and improve its
economic performance. The year 2012
witnessed the re-election of Barack Obama
who promised more reforms and more
progressive governmental policies that take

into account improving healthcare and
investments in human capital.

By Q4 of 2012, real output had increased by
2.5% from its previous peak in Q4 of 2007.
Since 2010, when unemployment reached a
crisis peak, the economy has added 5.5 million
jobs (2.2 million jobs were added in 2012
alone).! However, unemployment stayed
somewhat high at 7.8% (0.7% lower than 2011
though).” Nevertheless, many analysts believe
that this decline in unemployment is deceiving
because many people stopped looking for jobs
and, thus, were excluded from the statistical
pool.?

The real reason for this good performance can
be traced back to 2009 when the US
government injected $831 billion in the
economy with the American Recovery and
Reinvestment Act. However, nowadays there
is a clear bipartisan agreement between
democrats and republicans that the
government has a prominent role in attaining
long-term fiscal sustainability by decreasing
future government spending. Yet, there is
disagreement on how this can be achieved in a
sustainable way. On the one hand, the
Republicans think that government spending
on healthcare, social security and education
needs to be cut to balance the budget. On the
other hand, the Democrats believe that the
government should reduce its military
expenditure while preserving spending on
things that promote growth (such as health and
education). Moreover they believe that
simultaneously revenue shortfalls should be
offset through tax increases. This political
division might be an obstacle for future
economic bipartisanship.

Due to the tax increases on wealthier
Americans, the Congressional Budgetary
Office expects that the annual American
national budgetary deficit will contract to $845

Council of Economic Advisers : 2013 Economic Report to
the President

> Ibid.

3 E.g. Paul Davidson, USA Today, “Drop in labor
participation rate is distress signal” available at
http://www.usatoday.com/story/money/business/2013/04/0
7/march-labor-force-participation/2057887/ accessed on
April 22, 2013.




billion in 2013 (down from $1.35 trillion
annual debt in 2012 and $1.6 trillion annual
debt peak in the 2009 crisis time).*

The continuation of the euro crisis during 2012
has slowed down the world economic growth
as well. It is clear that those adverse shocks
are external to the US but the globalized
nature of modern economy and financial
markets made the US not escape the impact.

Another event that had a negative impact on
the US economy was hurricane Sandy which
hit the East coast. The damage to fixed assets
resulting from the hurricane was estimated at
around $35.8 billion. Because of the damage
and the opportunity costs resulting from
business closures, it is estimated that the
hurricane lowered GDP growth in the fourth
quarter of 2012 by 0.2 to 0.5 percentage
points.” The drought in the Midwest and the
resulting shortfall in agricultural production
led to losing an additional 0.25 percent to
growth in the second and third quarters.®

1.2 Euro zone Crisis

Another year passed and the euro has
survived, maintaining its strength against the
dollar and British pound in financial markets.
Saving the euro was a critical issue to 2012
Euro zone economists as the crash of the euro
could have meant a global economic collapse.

Mario Draghi, the governor of the European
Central Bank (ECB), played a vital role in
saving the euro. The ECB promised to help
bail out any country in real danger of default
by giving them loans and printing more money
despite Germany's opposition to this kind of
monetary policy. The model Draghi sought to
implement in 2012 was the same model used
by the Fed and the Bank of England to help
the American and British economies survive
the 2008 crisis. Draghi's statement boosted
confidence in the European markets, helped

Congressional Budgetary Office, The Budget and
Economic Outlook: Fiscal Years 2013 to 2023 available at
http://www.cbo.gov/sites/default/files/cbofiles/attachments
/43907-BudgetOutlook.pdf (accessed April 23, 2013).
Economic Report of the President, March 2013, available
at
http://www.presidency.ucsb.edu/economic_reports/2013.p
df (accessed April 23, 2013).

®  Ibid.

the crippled euro survive and made the
European governments breathe.’

In 2012, the governments of Europe moved
ahead in their fiscal pact to promote austerity
deals. However, the real crisis in Europe is not
solely about debt. Rather, it stems from the
fact that the Euro zone countries have different
economic models while being located in one
currency area.

Another important event of 2012 was the
election of a new president of France (Francois
Hollande) and the emergence of a new
government. In his election campaign,
Hollande promised to try to change the French
economic policy from austerity economics into
a more stimulus-based approach. Despite his
campaign promises, he ended up signing the
deficit-squeezing fiscal pact suggested by
Germany in June. The French discourse
focused on requiring the richer northern
European countries to sacrifice for the good of
the whole Euro zone, while Germany
supported the idea of a single European
government which would probably have
German-style fiscal economic policies. The
German model is unrealistic and could even be
considered undemocratic as it would be very
difficult to democratically elect such a federal
government, and all European countries think
this idea is not feasible.

Year 2012 ended well for Greece, as the
ministers of finance in the EU countries
decided to create a rescue fund for Greece.
This fund made more than $60 billion dollars
available for aid as part of the Rescue package

General statistics from 2012: the Euro zone
economy contracted by 0.6% while the EU
economy shrank by 0.3%. Unemployment rate
in the Euro zone reached 11.4% compared to
10.5% in the whole European continent.®

7 The Economist, Saving the euro Tick tock, Sep 812012,
available at http://www.economist.com/node/21562206
(accessed April 23, 2013).

The European Central Bank: Statistics on Euro Area
Economic and Financial Data, available at
https://www.ecb.int/stats/keyind/html/sdds.en.html
(accessed April 23, 2013).




1.3 Japan's Economy

Japan's economy is the third largest economy
in the world behind the US and China in terms
of what?. According to statistics reported by
the Japanese Cabinet Office, the GDP growth
rate in the last quarter of 2012 was 0.5%,
making up an average annual GDP growth rate
of 2.1% in 2012.°

However, the Japanese economy seems to be
suffering from chronic deflation or a drop in
the consumer price index. This negatively
impacts the performance of the economy. For
example, the CPI index fell by 0.1% in
November 2012 in comparison with
November 2011." Japanese exports decreased
in 2012 due to the yen strengthening against
the dollar and euro as investors flocked to the
safe harbor currency, which led to less
industrial output." Domestic demand was
needed to fill in the gap created by the decline
in exports, but deflation was an obstacle in the
face of increasing domestic demand.

To solve the problem of deflation and improve
Japanese export competitiveness, the new
Prime Minister Shinzo Abe asked the Bank of
Japan to raise its inflation target to 2% in 2013
from a previous target of 1%. He also
suggested doubling the money supply by 2014
to increase inflation. So far, the measures have
had promising results with increased exports, a
50% reduction of the trade imbalance and
moderately climbing domestic prices.'

1.4 The BRICS economies

The year 2012 saw the 4" BRICS summit in
India. The BRICS are considered the strongest
developing and emerging block of countries in
the world. The group includes Russia, China,
Brazil, India and South Africa. The BRICS
group makes up 25% of World GDP, has $4.4

The Japanese Cabinet Office : www.cao.go.jp/index-e.html
BBC: Japan economy: Latest data underlines weakness
The Wall Street Journal, “Strong Yen Dings Japan Car
Exports” available at
http://online.wsj.com/article/SB100014240527023044586
04577488502770201384.html

See e.g. Japanese Exports Exceed Estimates as Yen’s Slide
Aids Sales available at
http://www.bloomberg.com/news/2013-04-18/japan-
march-exports-exceed-analyst-estimates-after-slide-in-
yen.html (accessed April 23, 2013).

trillion dollars in reserve and is home to 40%
of the world population."

At the summit India introduced a plan to
establish a development bank for the BRICS
countries, which would give them more power
on the international scene. This bank would be
quite similar to the World Bank, as it would
offer loans and funds for developing and
underdeveloped  countries to  finance
development and infrastructural projects. One
advantage of this bank would be the finance of
potential successful projects, which would
help in economic growth there.

Another issue the summit discussed was
strengthening South Africa's position within
the African continent through establishing
infrastructure projects and industrial initiatives
in Africa.

The table demonstrates that the biggest drivers
behind the BRICS’s economic growth as one
block are China and India, which have had
high growth rates in GDP for the last 3 years.
However, there was a slowdown in the growth
in India by about 50% and from 10.4% to
7.8% in China, while the rest of the countries'
growth rates had an average of about 2.5% in
2012."* This slowdown is mainly due to
internal imbalances within the BRICS
countries, which negatively impacted the trade
statistics. Throughout the last decade, the
BRICS were able to grow due to heavy foreign
investment from US and European investors.
Today, however, global trade and investment
is shrinking within the BRICS. While the
BRICS remain a strong force in international
economic development and remain promising
destinations for investment new economies
from Asia are emerging to the global scene
(such as Indonesia, Thailand and the
Philippines). These economies are growing
fast and attracting large amounts of investment
into their markets. In general, South Africa's
economy is the weakest in the BRICS and
there is a high likelihood that the Nigerian
economy will outpace its South African
counterpart, becoming the largest African
economy very soon.

13 The Economic Times: BRICS summits are so last decade:

All members are slowing down...
" CIA World Factbook



Economic Growth in BRICS Countries 2010-2012 (%)

State/growth rate 2010 2011 2012
India 10.1% 6.8% 5.4%
China 10.4% 9.2% 7.8%
Russia 4.3% 4.3% 3.6%
Brazil 7.5% 2.7% 1.3%
South Africa 2.9% 3.1% 2.6%

1.5 Economy of the MENA region

As a whole, the MENA economy grew by
3.8% during 2012."” However, when studying
the economy of the MENA region, it should be
divided into three major groups with common
characteristics: oil-rich Gulf Cooperation
Council countries (GCC); countries that have
had social upheavals and the rest of the
countries.

The oil-exporting GCC countries (the main
drivers of the MENA growth) outperformed
the rest of the MENA region countries. This is
a result of the high oil prices in recent years."
However, these oil prices are expected to fall
during 2013-2015, which will lead to a decline
in the export growth rate in the oil producing
countries, bringing down growth forecasts for
the region. The economy of the GCC grew by
5.4% in 2012 and it is expected to fall to 3.6%
in 2013 owing to a drop in the prices of oil."”
The average inflation rate was 2.4% (2.7%
midyear and 2.0% end of year). This decline
over the year is a result of a deceleration in

inflation in food prices in some GCC
countries.'®
Taking some of the GCC countries

individually, the growth rate in Bahrain
rebounded in the first three quarters of 2012 to
4.4% after a very poor performance in 2011
due to political instability' This rebound in
growth can be attributed to the recovery in the
non-oil sectors (which account for 80% of

GDP) and the establishment of new
infrastructure  projects.  Bahrain's  high
government stimulus spending led to a

corresponding increase in the budget deficit to
about 3.5% in 2012.** Meanwhile Kuwait had a

'3 HSBC Global Connection Report - MENA 2013

' Ibid.

7" National Bank of Kuwait: GCC Economic Outlook 2013
'8 HSBC Global Connection Report — MENA 2013

9 National Bank of Kuwait: GCC Economic Outlook 2013
* TIbid.

growth rate of 4%, mainly due to the Kuwaiti
4 year development plan that concentrated on
infrastructure projects. However, the Kuwaiti
government should make some structural
reforms to insure long-term development.”
Saudi Arabia benefited greatly from the
skyrocketing oil prices in 2012. However, it
also had a non-oil growth of around 6%. Saudi
government spending on infrastructure and
wages also boosted some growth.”

The Arab spring countries (Egypt, Syria,
Yemen, Libya and Tunisia) have something in
common. In 2012, some of these countries had
better economic performance compared to
2011, but social and political instability
insisted, thus impacting the economies. For
example, two years after the historical January
25" revolution that toppled Hosni Mubarak,
there remains a strong sense of economic
uncertainty in the Egyptian market. Even after
the fair and democratic presidential elections,
the economy is still struggling to recover
because of a series of events that took place
throughout the year. The Egyptian economy
grew by 2.2% in the fiscal year 2011/2012,
which is slightly higher than 2010/2011 but
much lower than the historical growth rates
prior to the Arab Spring (between 2004 and
2010) following the economic liberalization
policies of Hosni Mubarak.” In Tunisia the
economy started to recover after a very poor
performance in 2011. While there is still
political and economic instability which
restricts growth, growth rates rebounded to
3.6% in 2012 from a contraction rate of 1.9%
in 2011.* The unemployment rate fell to
16.7% in 2012 from 18.9% the year before.”
The crisis in the Euro zone (an important

2 Ibid.

2 Ibid.

»  The Egyptian Exchange : Annual Report 2012
*  The World Bank : Tunisia Country Overview
»  The World Bank : Tunisia Country Overview



trading partner) and instability in Libya
negatively affected growth in Tunisia.*

With government intervention and help from
partners, Yemen's economy showed signs of
improvement in 2012; yet, the economic
situation remains tenuous at the end of the
year.”’ After reaching 10% in 2011, the
contraction rate fell to 0.9% in 2012. While a
0.9% growth rate is far from desirable, it is a
9% improvement in the growth rate over the
prior year, which is a marked improvement.
Yemen has a forecasted growth rate of 4% in
2013.®  Other signs of recovery include
inflation rates reduced to single digits,
exchange rate appreciation and stabilization at
pre-crisis levels and increase in foreign
reserves from $1 billion in 2011 to $5 billion
in 2012. In 2013 the Yemeni government
should work on improving tax systems to
increase revenues, focusing especially on
increasing taxes on larger incomes. It should
also work on developing the country's
institutions and transparency.

1.6 The Israeli Economy

In 2012, Israel's economy grew by 3.1%,”
down from 4.6% in 2011. This slowdown in
growth is largely due to the slowdown in
global growth which had a negative impact on
the Israeli exports. A second reason for the
slack is the increase of the price of the fuel
imports.*® Despite this slowdown in growth,
unemployment rates stayed stable compared to
2011, posting the lowest unemployment rate
achieved in the last thirty years.” Meanwhile,
labor force participation rates increased
through 2012, suggesting higher efficiency in
the labor market and more flexibility in wages.

Inflation rate in 2012 was 1.6% (2% below the
target).”” Three factors led to the increase in
prices: increase in house pricing services by
3.3%, increase in energy prices due to natural

% Ibid.

7 Republic of Yemen- December 2012 Staff Visit Mission
Concluding Statement (IMF)

% Republic of Yemen- December 2012 Staff Visit Mission
Concluding Statement (IMF)

¥ Bank of Israel: 2012 Annual Report

0 Ibid.
0 Ibid.
2 Ibid

gas supply disturbances and rising fuel prices
globally and a climb in food prices™

The Bank of Israel's monetary policy has
succeeded in boosting economic activity and
growth through reducing interest rates.*
Through creating domestic demand this
monetary policy was meant to help the
economy gain momentum in the face of the
global slowdown. The reduction in interest
rates led to a depreciation in the shekel. This
was necessary because high interest rates
would have affected trade exports and thus
would have slowed growth and led to higher
unemployment.*

Regarding the fiscal situation in Israel, the
deficit remained high (around 4.2% of GDP)
despite government tax increases intended to
raise revenue.® This was a result of the
slowdown in the rate of tax increases that
started in 2011.” Expansionary fiscal policy
improved economic activity, but also led to
high budget deficits. Although taxes were
high, structural deficits also remained high.
These structural deficits can only be addressed
through decreasing public spending as
percentage of GDP.*

There are many challenges facing the Israeli
economy, but these can be met. First of all, the
high structural deficit can be solved through
reducing public spending under the fiscal
Golden rule® when it comes to public
expenditure. A second challenge is the
increased cost of living, which triggered social
protests. This issue can also be tackled by the
government. Increasing competition might
prove helpful in pushing prices down. The low
quality and productivity of Israeli Labor is
another challenge which negatively impacts
long-term growth. The government should
work on improving the educational system in
Israel. Besides that the government can
increase participation rates by taking positive
steps to increase the integration of Arabs and

jj Bank of Israel :Monetary Policy Report 2012 (first half)

: ibid.

3 Bank of Israel: 2012 Annual Report

% TIsraeli Ministry of Finance Website: Government Revenue
and Expenditure.

7 Ibid.

*® Ibid.

% The Golden Rule states that over the economic cycle, the
Government will borrow only to invest and not to fund

current spending.



Orthodox Jews into the Labor market. Another
challenge is the task of achieving a balance of
payments in foreign trade through exporting
Israeli natural gas, so that it can provide a
long-term supply to local markets.

2. Political context of the
Palestinian Economy

Economic growth in Palestine in 2012 slowed
by a significant margin. During 2012, the
growth rate decreased from an average of 12
percent in 2011 to 6 percent in 2012 (5.5% in
the West Bank and 6.6% in Gaza). The main
reasons behind this dramatic drop in growth
are the fiscal challenges induced by the decline
in international aid, the Israeli restrictions on
mobility which undermine free trade and the
dysfunctional  political ~ process.  These
challenges might lead to a severe decline in
Palestinian economic competitiveness on a
global scale. If these conditions persist there is
a real risk that all of the achievements in the
past five years (by the institutions helping to
build up the Palestinian Authority) could be
undermined.

2.1 Israeli occupation stifles Palestinian
growth and leads to increased
uncertainty for investors

The first factor that continues to hamper
economic growth is the Israeli occupation and
expansion of settlement activities in the West
Bank. This has crippled the Palestinian
economy and reduced economic freedom. In
addition, the conflict that erupted between
Hamas and Israel in November 2012 had a
negative impact on this year's growth rate, as it
increased uncertainty and damaged
infrastructure.

The Israeli government has continued to
expand its settlement activities in the West
Bank throughout 2012. This adversely affected
growth and development in Palestine.
Statistics from 2012 reveal that the settlement
situation is making it increasingly difficult for
Palestinians to establish an independent
economy and state. Over 60 percent of the
land in the West Bank is in area C and under
almost-exclusive Israeli control. Area C is

home for 150,000 Palestinians living in 542
communities (of which 281 have half or more
of their land in area C). Also, in the West
Bank there are around 518,000 settlers living
in 145 settlements, including 26 settlements in
East Jerusalem with 196,000 settlers.* Seventy
percent of Area C is within the boundaries of
these settlements, making it impossible for
Palestinians to use these lands for
development. Construction in 29% of Area C
is prohibited for Palestinians and only 1% of
Area C is planned for Palestinian
development. Still worse, around 70% of
Palestinian communities located (entirely or
mostly) in Area C have no connection to water
networks and use tanked water." These
statistics are a strong indication of the
difficulty the Palestinians in the West Bank
face in establishing a viable economy that can
function as the base for a viable state.

2.2 Decline in foreign aid has slowed
down economic growth

The second reason for the impaired growth is
the shortfall in foreign aid to finance the PA's
budget, occasioning deficits and an inability to
invest in development since 2011. As a result,
the PA had to borrow from the local banking
sector and delay payments to the private sector
suppliers and the Pension Fund. The sudden
decline in foreign aid has enormously
impacted the economy. The aid-led growth of
the past few years created a fragile economy
that cannot function properly if the aid is
abruptly withheld.

Foreign aid made up an average of 22.3% of
real GDP between 2008-2010 and 10% in
2011*. This influx of foreign aid was
necessary because it was the only way to get
the economy function again after the political
hardship Palestine faced following the Israeli
invasion of all Palestinian towns in the wake
of the second Intifada. The donor money
helped the Palestinian government to resume
its development effort, especially rebuilding
the infrastructure which was damaged during
the military conflict.

40 Numan Kanafani, The economic structure of the Israeli

settlements in the West Bank.

United Nations Office of the Coordination of
Humanitarian Affairs — Occupied Palestinian Territories :
Area C of the West Bank : Key Humanitarian Concerns.
For more information, see the second section of this issue.
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The year 2012 also saw the UN general
assembly's vote which gave Palestine a non-
member observer state status.” The General
Assembly Resolution was passed by an
overwhelming majority of votes. While this
was considered a political win by the PA, it
encouraged the United States to continue its
aid cut off. In short, the PA is now unable to
meet all of its financial obligations.

2.3 Political ambiguity is a cloud over
the Palestinian economy

Another year elapsed and the peace process
between the Palestinians and the Israelis is not
moving forward. This is largely a result of the
continued domination of the hawkish
conservative opponents of peace in the Israeli
landscape. These fundamentalists dominate the
legislative branch and the Israeli Government.
The Netanyahu-Lieberman government came
back armed with severe violations and hostile
measures against the Palestinian citizens,
especially the continuation of illegal
settlement building, home demolitions, the
continued construction of the separation wall
and other violations in the West Bank and in
East Jerusalem, which may render dreams of a
two-state solution unattainable.

Since the Oslo Accords, peace talks have
taken place but with no real progress in the
negotiations.  Israel has ignored the
international law and consensus on the two-
state solution, in addition to its unwillingness
to finalize the important issues such as:
borders, Jerusalem, refugees, security, water
and political prisoners.

After its success in becoming a member of
UNESCO in 2011, the PNA was given a non-
member observer status by the UN general
assembly's voting. However, as in the
UNESCO vote, the UN General Assembly
vote to recognize Palestine as a non-member
observer state resulted in the United States
putting political pressure on the PA because
the former disagreed with the latter's approach.
The US, the sponsor of the peace process and
the witness of the Oslo Accords (which failed
to convince Israel to stop its settlement
activities in order to resume the bilateral
negotiation), found in the Palestinian approach

4 UN General Assembly Resolution A/67/L.28

to the UN an excuse to divert the international
public’s opinion from its lack of making
progress on peace front. Furthermore, the US
continued the freezing of financial transfers to
the PA for the second year, which further
worsened the economic and social situation of
the Palestinians.

2.4 Unmet Promise of Reconciliation!

After the Cairo agreement in 2011 President
Mahmoud Abbas and Khaled Mashaal signed
the Doha agreement, a step forward in the
implementation of the Palestinian
reconciliation agreement signed in Cairo by
the two main parties Fateh and Hamas.
However, no real progress has taken place in
terms of holding legislative and presidential
elections in Gaza and the West Bank.



I1- Economic and Social Monitor Analysis of
quarterly and annual data, 2012



1. GDP and GDP per capita

Quarter 4

During this quarter GDP grew by 1.5% from
the third quarter of 2012. Given that GDP is
strongly influenced by quarter shifts,
economists appear in favor of comparing GDP
in terms of corresponding quarters rather than
successive quarters. As such, GDP grew by
5.3% in the fourth quarter 2012 compared with
the corresponding quarter of 2011 (see Issue
31 of the Monitor). On the other hand, the per
capita GDP (which is almost equivalent to the
growth rate of the total output minus the

growth rate of the population) rose by 0.7%
compared to the third quarter of 2012, while it
grew by 2.1% compared to the corresponding
quarter of 2011.

Annual Comparison

In 2012, GDP grew by 5.9% from 2011. This
growth was real (at constant prices), i.e. the
nominal increase minus the impact of price
inflation. The per capita GDP, on the other
hand, increased by 2.7% (3% in Gaza and
2.7% in the West Bank) compared to 2011.

Table 1-1: GDP in the Palestinian territory* (constant prices, base year 2004)

Economic Activity 2011 22
Q1 Q2 Q3 Q4 Total
GDP (million dollars) 6,421.4 1,601.7 1,754.5 1,707.9 1,733.2 6,797.3
- West Bank * 4,764.7 1,187.8 1,283.8 1,256.1 1,302.8 5,030.5
— Gaza Strip 1,656.7 413.9 4707 451.8 4304 1,766.8
GDP per capita (US dollar) 1,635.2 400.2 435.2 4204 4235 1,679.3
— West Bank * 2,037.6 4994 536.1  521.0 536.8  2,093.3
- Gaza Strip 1,042.8 255.0 287.5 273.6 258.4 1,074.5

Source: Palestinian Central Bureau of Statistics 2013, National Accounts Statistics, Ramallah -

Palestine.

Data of 2012 are preliminary and thus subject to further revision.

Data of Q4 2012 are preliminary and subject to further revision.

* Data do not include that part of Jerusalem governorate which was forcefully annexed by Israel
following its occupation of the West Bank in 1967.

1.1 GDP Structure

Quarter 4

Looking into the structure of GDP in the
fourth quarter 2012 (compared to the
corresponding quarter of 2011) we notice that
the share of manufacturing grew by 10%,

while that of the construction sector fell by
7.1%. By contrast, the contribution of the
services sector rose by 16.1%.

Table 1-2: Percentage Distribution of the Contributions of Sectors to GDP
in the Palestinian Territory* (constant prices, base year 2004)

Economic Activity

Agriculture, forestry and fishing

Mining, manufacturing, water and electricity

Mining and quarrying
Manufacturing
Electricity, gas, steam and air conditioning

Water supply, sanitation activities and waste
management & treatment

Construction

Wholesale & retail and repair of vehicles and

motorcycles
Transport and storage
Financial and insurance activities

10

2011 2l
QL Q2 Q3 Q4 2012
59 44 51 43 57 49
120 118 118 121 119 119
08 08 07 07 06 07
97 94 96 98 99 97
14 15 14 15 13 14
01 01 01 01 01 o0l
140 129 156 145 131 141
141 144 140 139 137 140
19 20 19 18 16 18
33 33 31 32 33 32



Economic Activity

Information and communication

Services

Accommodation and food services

Real Estate and Renting

Professional, scientific and technical activities
Administrative services and support services
Education

Health and social work

Arts, recreation and leisure

Other services

Public administration and defense

Home Services

Financial intermediation Services Indirectly
Measured

Customs duties
Net value added tax on imports
Total (%)

2012
Q1 Q2 Q3 Q4 2012
69 70 67 71 68 69
187 206 191 189 21.6 20.0
06 06 07 07 07 07
38 43 36 40 46 41
10 1.1 10 09 13 11
05 06 05 07 05 06
74 80 78 71 84 78
33 37 35 33 40 36
06 06 05 06 05 05
15 17 15 16 16 16
125 121 116 122 11.6 119
01 01 01 01 01 0.1

24 25 23 24 25 24

5.6 6.0 53 6.1 6.2 5.9
7.4 7.9 8.0 8.2 6.9 7.7
100.0 100.0 100.0 100.0 100.0 100.0

2011

Source: Palestinian Central Bureau of Statistics 2013, National Accounts Statistics, Ramallah -

Palestine.

Data of 2012 are preliminary and thus subject to further revision.
Data of Q4 2012 are preliminary and subject to further revision.
* Data do not include that part of Jerusalem governorate which was forcefully annexed by Israel

following its occupation of the West Bank in 1967.

Annual Comparison

In terms of the structure of GDP in 2012, the
share of the agricultural sector shrank by 17%,
while that of the services sector grew by 7%.
This corroborates the assumption that the
shares of the productive sectors are being
eroded, while those of the services sector are
being inflated.

1.2 Spending on GDP Items

Table 1-3 shows spending on major items of
GDP during 2011 and quarters of 2012. The
table features the basic equation in the national
accounts: private consumption + investment +
government consumption + exports - imports
=GDP (GDP=C+I1+G+X-M).

Figures for 2012 are shown below (in billion dollars):

Billion dollars

Private consumption 6.7
Investment (capital formation) 1.1
Government consumption 2.0
Exports 1.1
Imports (-) 4.1
GDP 6.8

We can conclude from Table 1-3 that:

¢ The final consumption expenditure in the
Palestinian territory was 28% more than
the gross domestic product (GDP in 2012
(7 percentage points over the previous
year). This difference was compensated

mainly through imports, which
represented 60% of GDP (compared with
54% in 2011).

¢ Distribution of final consumption

expenditure: household spending (73.8%),
government spending (23.2%) and non-

profit organizations (3%). During 2012,
the final consumption of households rose
by 12.7%. Likewise, government spending
grew by 14.4%, while spending of non-
profit institutions fell by about 1.6%
during the same period.

4+ Gross capital formation grew by a scant
0.7% from 2011.

¢+ Exports of goods and services grew
slightly by 1.4%. At the same time,
imports of goods and services saw a
significant rise (18%).



Table 1-3: GDP and its expenditure in the Palestinian territory *
(Constant prices, base year 2004)

(million dollars)

Item 2011 2012
Q1 Q2 Q3 Q4 Total
Final consumption expenditure 7,749.5 2,125.5 2,213.6 2,223.0 2,162.0 8,724.1

Household final consumption expenditure 5,713.0 1,602.5 1,602.6 1,679.7 1,552.0 6,436.8
Government final consumption expenditure 1,772.2  464.1 5419  486.1 535.0 2,027.1

Final consumption expenditure of non-

. L . 264.3 58.9 69.1 57.2 75.0 260.2
profit organizations serving households

Gross capital formation 1,066.8 232.0 2974 2649 279.7 1,074.0
Gross fixed capital formation 1,287.1 292.7 386.1 341.6 332.6 1,353.0
- buildings 1,050.8 237.6  325.1 282.0 276.1 1,120.8
- non-buildings 236.3 55.1 61.0 59.6 56.5 232.2
Changes in inventories 220.3- -60.7 -88.7 -76.7 -52.9 -279.0
Net precious property 0.0 0.0 0.0 0.0 0.0 0.0
Net exports of commodity and services 2,394.9- -755.8 -756.5 -780.0 -708.5 -3,000.8
Exports 1,075.3 2237 3029 2795 2842 1,090.3
- commodity 856.3 1454 2221 193.1 199.9 760.5
- services 219.0 78.3 80.8 86.4 84.3 329.8
Imports 3,470.2  979.5 1,0594 1,059.5 9927 4,091.1
- commodity 3,091.6 846.6 9168 919.1 8574 3,539.9
- services 378.6 1329 1426 1404 1353 551.2
GDP 6,4214 1,601.7 1,7545 1,707.9 1,733.2 6,797.3

Source: Palestinian Central Bureau of Statistics 2013, National Accounts Statistics, Ramallah - Palestine.

Data of 2012 are preliminary and thus subject to further revision.

Data of Q4 2012 are preliminary and subject to further revision.

* Data do not include that part of Jerusalem governorate which was forcefully annexed by Israel following its
occupation of the West Bank in 1967.

Text box 1: World Bank: The long-term implications of the Israeli restrictions

The World Bank publishes periodic reports on the performance of the Palestinian economy and submits
these reports to the International Ad Hoc Liaison Committee in the semi-annual meetings. This committee
(which seeks to streamline donors' efforts and advocate dialogue between donors on the one hand and the
Palestinian National Authority (PNA) and Israel on the other) is the main framework for the coordination of
international assistance to the Palestinian people.

In its recent reports the WB has repeatedly exhorted that aid to the PNA should continue to flow. The PNA,
should in turn continue reform efforts in order to overcome the financial crisis, the reports reiterated. The
reports have also recommended that the restrictions Israel places on the movement of people and goods
should be removed, since they preclude investment, curtail export and hamper prosperity of the economy.

In addition to reviewing the economic and financial developments in the Palestinian territory, the World
Bank's latest report raised an issue that has never been touched before*: the long-term negative effects on
the competitiveness of the Palestinian economy, namely the consequences of the restrictions regime placed
by Israel. While some of the costs the Palestinian economy incurs are temporary and likely to disappear with
the demise of the occupation, other costs have a long-term nature and their effects are far-reaching, such that
overcoming them needs a lot of time, planning and financial resources. The report itemizes four envisaged
consequences: effects on the structure of the economy, the competitiveness of imports, workforce skills, and
the quantity and quality of the infrastructure.

4 World Bank: Fiscal Challenges and Long Term Economic Costs. Economic Monitoring Report to the Ad Hoc Liaison Committee.

March 19, 2013. http://siteresources.worldbank.org/INTWESTBANKGAZA/Resources/ AHLCMarchfinal.pdf
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Impact on the structure of the economy

The report argues that economic growth in small economies often depends on its competitiveness in global
markets (increasing its exports of goods and services), which requires a strong manufacturing sector and a
highly-productive agricultural sector. The Palestinian economy, however, is gradually losing these
advantages, as since 1994 the manufacturing sector has seen some decline and its contribution to GDP
slipped from 19% in 1994 to 10% in 2011. In the meantime, employment doubled in the agriculture sector
while agricultural productivity fell by about 50 percent. This rendered the Palestinian economy largely
dependent on food imports, which come primarily from Israel, a country with climate and land quality
similar to those of the OPT, a country whose production can meet most of its food needs.

The report avers that the negative change in the economic structure is due to the Israeli restrictions targeting
the agricultural imports (such as fertilizers) and the limitations on access to water and irrigation
infrastructure, as well as the constraints on exports and imports of the manufacturing sector (technological
equipment and raw materials), slashing the development of some of the activities in the manufacturing
sector. Therefore, most industries are of low added value, such as stone, furniture and other low-technology
products.

Impact on the competitiveness of imports

The report indicates that the decline in agriculture and manufacturing sectors has impaired the Palestinian
economy's ability to export, whereby the exports of goods and services are barely 14% of GDP, which is
very low compared to other small economies. Likewise, the Palestinian foreign trade has few trading
partners. In 2011, for example, 86% of the total Palestinian exports had Israel as their destination and the rest
of the exports went to only four countries: Jordan, Saudi Arabia, the United Arab Emirates and the US. On
the other hand, 73% of the total imports came from Israel and 90% of total imports came from nine countries
only.

There is strong empirical evidence on the correlation between exports multiplicity (in terms of the number of
products and in terms of export destinations) and economic growth. Different trading partners allow taking
advantage of varying prices and demand in importing or exporting countries. Concentration of exports and
imports on the other hand curtails adequate export opportunities, even if trade restrictions are removed.

The impact of unemployment and low labor participation rate

The low labor participation rate and high rates of unemployment strip many Palestinians in the working-age
off opportunities to acquire and develop job skills. In 2011, the unemployment rate in the Palestinian
territory was 21% (19% for males and 28% for females) and the average duration of unemployment totaled
12 months, which is twice the duration of the year 2000.

Additionally, employment is concentrated in small enterprises in non-tradable sectors characterized by low
productivity, and thus workers do not acquire the skills that would boost the product competitiveness.
Likewise, employers believe that there is no use in providing their employees with training opportunities,
either because they are not pressured by competitors or because they do not have the necessary resources to
invest in training. The report remarks that this state is disturbing, particularly because the availability of
skilled labor is one of the most important factors considered by investors, local or foreign.

The impact of an inadequate infrastructure

At the macro level, effective infrastructure supports and maintains agricultural and manufacturing sectors.
Convenient water, sanitation, energy, housing and transportation services often upgrade people's lives and
help reduce poverty. At the micro level, infrastructure influences the various investment decisions, including
the location of enterprises.

The report noted that the financial crisis of the PNA has dented expenditure on infrastructure. Despite the
availability of international aid, the PNA's investment in infrastructure is scantly 2-3% of GDP. The WB
estimates that the current level of investment is barely enough for the maintenance of existing infrastructure.

The report demonstrated that the negative impact of the continued Israeli restrictions on the development of
infrastructure in the Gaza Strip is more obvious than in the West Bank. The constraints on the movement of
people and goods in the Gaza Strip led to a significant deterioration in the infrastructure. According to the
World Bank's estimates, upgrading the level of infrastructure in the Strip to the desired level requires
considerable resources: $870 million for the water and sanitation sector, $ 430 million for municipal services
(such as roads, street lighting, solid waste management, public utilities), $ 200 million for the electricity
sector and $ 1 billion for the construction and repair of roads.
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2.The labor market

2.1 The labor force and participation rate

Quarter 4

During the fourth quarter of 2012 the
participation rate (i.e. the ratio of the
employed workers and the unemployed to
those of working age) in the West Bank and
Gaza Strip was 43.9%, compared to 43.4% in
the third quarter (see Table 2-1). The quarterly
data also indicate a rise in the number of
employees in the West Bank and Gaza Strip -
from 845,000 in the third quarter of 2012 to
877,000 in the fourth quarter, an increase of
3.6% (see Table 2-2). Meanwhile, the number
of workers fell by 1000 from the
corresponding quarter of 2011.

With respect to the status of workers, the data
show a drop in participation rate of wage
earners in the West Bank by about one
percentage point compared to the third quarter
of 2012. During the same period, the
participation rate of employees without pay
rose by one percentage point. However, in the
Gaza Strip, the participation rate of wage
earners increased by almost 7 percentage
points, while participation rate of employees
without pay declined by one percentage point
compared to Q3 2012 (see Table 2-4).

Annual Comparison

The rate of participation in the West Bank and
Gaza stood at 43.6% in 2012, up from 43% in
2011. The improvement was particularly a
result of a growth in Gaza's labor participation
(from 38.4% to 40.1%). The participation rate
in the West Bank, however, remained
unchanged (45.5%). Table 2-1 demonstrates a
continuing disparity between the West Bank
and the Gaza Strip in terms of the participation
rate (45.5% in the West Bank and 40.1% in the
Gaza Strip). This disparity is induced by the
low female participation rate in the Strip
compared to the West Bank (14.7% and 18.9%
respectively). The improvement in
participation rate during 2012 was manifested
in a 2.4% increase over 2011 (from 837,000
workers in 2011 to 858,000 workers in 2012).
However, the increase was mainly among
unpaid family members (see Table 2-4). By
place of work, 60.4% of workers were
reported in the West Bank, 29.9% in Gaza and
9.7% in Israel and the settlements.

Table 2-1: Labor force participation rate for individuals 15 years
and over in the West Bank and the Gaza Strip by
Region and Sex 2011 - 2012 (%)

Region and Sex 2011 Q12012 Q22012 Q32012 Q42012 2012
Males and females
West Bank 45.5 45.4 454 452 46.1 45.5
Gaza Strip 38.4 39.9 40.3 40.4 40.0 40.1
West Bank & Gaza  43.0 43.4 43.6 43.4 43.9 43.6
Males
West Bank 71.4 70.8 71.5 71.4 72.0 71.4
Gaza Strip 63.9 65.5 65.1 65.0 64.4 65.0
West Bank & Gaza  68.7 68.9 69.2 69.1 69.2 69.1
Females
West Bank 19.0 19.3 18.6 18.2 19.5 18.9
Gaza Strip 12.4 13.7 14.9 15.2 15.1 14.7
West Bank & Gaza  16.6 17.3 17.3 17.1 17.9 17.4

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.
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Table 2-2: Individuals 15 years and above, working in the
Palestinian territory- By place of work 2011 — 2012

Place of work

Manpower (in thousands) 2,466 2,523
Workforce 591,0 1,095
No. of workers (in thousands) 837 834
West Bank (%) 60.9 60.9
Gaza Strip (%) 29.1 29.9
Israel & the settlements (%) 10.0 9.2

2011 Q12012 Q22012 Q32012 Q42012 2012
2,546 2,569 2,592 2,557
1,109 1,116 1,137 1,114
877 845 877 858
60.5 59.4 61.0 60.4
30.3 30.2 29.0 29.9
9.2 10.4 9.9 9.7

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

Table 2-3 demonstrates that the private sector
was the main employer of the Palestinian labor
in the West Bank during 2012, absorbing
68.5% of the total employees. The public
sector came second (employing 15.8% of total
labor). Similarly in Gaza, the private sector

was the main employer (absorbing more than
50% of total labor there). Annual data also
show that in Gaza, the share of the private
sector grew by 2.2%, while that of the public
sector fell by 1.5% during the compared
period.

Table 2-3: % distribution of workers 15 years and over in the
Palestinian territory- By Region and Sector, 2011 — 2012

Sector 2011 Q12012 Q22012 Q32012 Q42012 2012
OPT
Public sector 22.5 23.1 21.9 22.9 22.8 22.6
Private sector 64.0 64.2 65.6 63.6 64.5 64.5
Other sectors 3.5 3.5 33 3.1 2.8 3.2
Israel & the settlements 10.0 9.2 9.2 10.4 9.9 9.7
Total 100 100 100 100 100 100
West Bank
Public sector 15.4 16.3 14.9 16.3 15.7 15.8
Private sector 68.4 68.5 70.0 66.9 68.6 68.5
Other sectors 2.2 2.0 2.0 1.9 1.7 1.9
Israel & the settlements 14.0 13.2 13.1 14.9 14.0 13.8
Total 100 100 100 100 100 100
Gaza
Public sector 39.6 39.1 37.9 38.0 40.1 38.8
Private sector 53.6 54.0 55.7 56.0 54.3 55.0
Other sectors 6.8 6.9 6.4 6.0 5.6 6.2
Total 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

The table indicates that in 2012 the ratio of
wage earners in the West Bank saw a slight
decline, while that of the Gaza Strip saw a
growth of 2% over 2011 (see Table 2-4).
Obviously, the rate of self-employed workers
in the Gaza Strip declined from 17.7% in 2011
to 16% in 2012.

Quarterly data signal a remarkable change in
the distribution of employees by economic
activity between the third and fourth quarters
of 2012 (primarily associated with seasonal
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shifts), as well as a remarkable annual change
between 2011 and 2012 (see Table 2-5). For
example, despite the improvement in the
number of Gaza's workers in the sector of
agriculture, fishing and forestry during the
fourth quarter of 2012 compared to the
previous quarter, the overall annual rate
declined by 12% from 2011 to 2012. On the
other hand, 2012 saw a growth of 3.6% in the
percentage of workers in the construction
sector in the Palestinian territory.



Table 2-4: % Distribution of workers in the Palestinian Territory
by Employment Status and Region- 2011-2012

Employment Status 54,1 12012 Q22012 Q32012 Q42012 2012

and Region
Employer 7.4
Self-employed 18.9
Wage earner 64.1
Unpaid family member 9.6
Total 100
Employer 3.9
Self-employed 17.7
Wage earner 72.7
Unpaid family member 5.7
Total 100
Employer 6.4
Self-employed 18.6
Wage earner 66.6
Unpaid family member 8.4
Total 100

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

West Bank
7.6 7.2
19.7 19.0
63.2 63.1
9.5 10.7
100 100
Gaza
2.9 3.2
16.5 15.5
74.4 74.2
6.2 7.1
100 100
OPT
6.2 6.0
18.8 18.0
66.5 66.5
8.5 9.5
100 100

7.5
18.2
65.0

9.3
100

5.0
17.9
70.7

6.4
100

6.7
18.1
66.8

8.4
100

8.0
17.7
64.2
10.1
100

3.5
14.1
77.0

5.4
100

6.7
16.6
67.9

8.8
100

7.6
18.7
63.9

9.8
100

3.7
16.0
74.1

6.2
100

6.4
17.9
66.9

8.8
100

Table 2-5: % Distribution of workers in the Palestinian Territory
by Sector and Region 2011 — 2012

Sector and Region

Agriculture, fishing, and forestry
Mining, quarrying and manufacturing
Building and construction

Trade, restaurants and hotels
Transport, storage and communications
Services and others

Total

Agriculture, fishing, and forestry
Mining, quarrying and manufacturing
Building and construction

Trade, restaurants and hotels
Transport, storage and communications
Services and others

Total

Agriculture, fishing, and forestry
Mining, quarrying and manufacturing
Building and construction

Trade, restaurants and hotels
Transport, storage and communications
Services and others

Total

2011 Q12012 Q22012 Q32012 Q42012

OPT

11.9 10.5
11.8 12.2
13.9 13.5
20.3 20.1
6.1 6.6
36.0 37.1
100 100

West Bank
12.8 11.4
14.4 14.9
17.1 16.4
21.0 21.4
5.5 5.6
29.2 30.3
100 100

Gaza

9.6 8.4
5.5 5.9
6.0 6.7
18.4 16.9
7.6 8.9
52.9 53.2
100 100

12.7
11.7
14.7
19.7
6.3
349
100

14.4
14.4
17.4
20.4
59
27.5
100

8.9

54

8.7

18.1
7.3
51.6
100

10.3
11.3
15.3
19.9
6.8
36.4
100

11.4
14.1
18.0
20.9
5.7
29.9
100

7.8
4.6
9.0
17.6
9.3
51.7
100

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.
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12.3
12.5
13.9
18.8
6.2
36.3
100

13.9
15.4
17.0
19.4
5.3
29.0
100

8.3

5.5

6.3

17.2
8.4
543
100

2012

11.5
11.9
14.4
19.6
6.5
36.1
100

12.8
14.7
17.2
20.5
5.6
29.2
100

8.4
54
7.7
17.5
8.4
52.6
100



2.2 Unemployment

Quarter 4

Unemployment rate fell to 22.9% in Q4 2012,
down from 24.3% in Q3 of the same year.
The decline was primarily due to a drop of
unemployment in the West Bank by about 2.1
percentage points in the face of a slight rise in
unemployment rate in the Gaza Strip. In
comparison to the corresponding quarter of
2011 the unemployment rate spiked by 1.9
percentage points. In the West Bank, the
unemployment rate remained constant, while
in the Gaza Strip there was a 1.9% increase in
unemployment rate between the corresponding

quarters (see Table 2-6 and the Monitor, Issue
31).

Annual Comparison

In 2012 unemployment rate in the Palestinian
Territory stood at 23% (19% in the West Bank
and 31% in the Gaza Strip), i.e. a climb of 2.1
percentage points from 2011. This was
particularly a result of a rise in unemployment
in the Gaza Strip by 2.3 percentage points and
1.7 percentage points in the West Bank.

Table 2-6: Unemployment rate among individuals participating in the
labor force (15 years and above) in the Palestinian Territory-
by Region and Sex 2011-2012 (%)

Region & Sex 2011 Q12012 Q22012 Q32012 Q42012 2012
OPT

Males 19.2 22.0 18.8 20.7 20.7 20.5

Females 28.4 31.5 29.5 39.0 31.7 32.9

Total 20.9 23.9 20.9 24.3 22.9 23.0

West Bank

Males 15.9 18.6 16.1 17.9 16.7 17.3

Females 22.6 25.5 21.4 30.1 24.4 25.3

Total 17.3 20.1 17.1 20.4 18.3 19.0
Gaza

Males 25.8 28.4 24.1 26.0 28.5 26.8

Females 44.0 46.5 47.2 57.7 48.3 50.1

Total 28.7 31.5 28.4 31.9 32.2 31.0

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-

2012.
Key features of unemployment
Palestinian Territory in 2012:
4 High among young people: unemployment
rate among young people aged 15-24 is

in the

38.8% (62.2% for females and 34.5% for
males). This suggests that a large number
of the unemployed are new entrants to the
labor market (see Table 2-7).

Table 2-7: Unemployment rate among individuals participating in the
labor force (15 years and over) in the Palestinian Territory-
by Sex and Age Group 2011-2012 (%)

Age Group 2011 Q12012 Q22012 Q32012 Q42012 2012
Males & females

15-24 35.7 40.4 34.3 42.2 38.4 38.8
25-34 21.8 24.8 23.9 25.6 25.0 24.9
35-44 11.9 13.7 10.5 12.5 12.0 12.2
45-54 13.0 14.5 12.2 13.6 12.8 13.3
+55 9.0 10.9 7.7 8.1 10.2 9.2

Total 20.9 23.9 20.9 24.3 22.9 23.0

Males

15-24 32.1 36.9 30.5 36.3 34.5 34.5
25-34 17.5 20.2 18.9 18.6 19.2 19.2
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Age Group 2011 Q12012 Q22012 Q32012 Q42012 2012
35-44 12.2 13.9 10.5 11.4 12.3 12.0
45-54 14.9 16.0 13.7 15.2 14.6 14.9
+55 10.3 13.2 9.5 9.2 12.8 11.1
Total 19.2 22.0 18.8 20.7 20.7 20.5
Females

15-24 53.5 58.1 56.1 73.8 60.2 62.2
25-34 37.0 40.2 41.0 48.1 43.6 433
35-44 11.1 12.8 10.6 17.0 11.1 12.8
45-54 4.2 7.1 5.7 6.3 5.2 6.0

+55 2.3 0.7 1.3 2.7 0.7 1.3

Total 28.4 31.5 29.5 39.0 31.7 329

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

<+ Concentrated among males who received

few years of schooling (23.3% among
males with 1-6 years of education and
16.3% among males who received 13
years or more of schooling). In terms of
years of education, there is a substantial
difference between unemployed males and
females. It is obvious from Table 2-8 that

the lower the years of education, the
higher the unemployment rate among
males. The picture is completely reversed
for females: while the unemployment rate
for females who completed 13 years or
more of schooling is 44.6%, it is only
3.2% among uneducated females.

Table 2-8: Unemployment rate among individuals participating in the
labor force (15 years and above) in the Palestinian Territory-
by Sex and Years of Schooling 2011 - 2012 (%)

Years of

so it 2011 Q12012 Q22012 Q32012 Q42012 2012
Males & females
0 11.9 4.6 7.9 12.0 13.7 94
1-6 19.7 24.8 18.5 18.8 20.5 20.6
7-9 20.5 23.1 19.6 22.5 22.1 21.8
10-12 192 22.1 18.2 214 20.9 20.7
+13 23.7 26.2 25.5 29.8 26.3 27.0
Total 20.9 23.9 20.9 24.3 22.9 23.0
Males
0 20.6 6.9 17.6 22.4 274 182
1-6 222 27.6 21.5 21.3 22.5 23.3
7-9 21.5 24.6 20.8 23.6 23.7 23.2
10-12 19.7 22.5 18.9 21.5 21.5 21.1
+13 14.8 16.6 15.6 16.9 16.2 16.3
Total 19.2 22.0 18.8 20.7 20.7 20.5
Females
0 2.5 2.2 1.3 1.2 1.7 1.6
1-6 2.9 4.2 1.9 1.8 53 3.2
7-9 8.6 6.9 6.9 8.9 6.4 7.2
10-12 145 19.0 114 20.8 15.3 16.5
+13 38.8 42.0 42.6 50.9 42.7 44.6
Total 28.4 31.5 29.5 39.0 31.7 32.9

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey,

2011-2012.
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2.3 Unemployment among graduates of
universities and institutes

Table 2-9 displays the rates of employment
and unemployment among individuals with
intermediate diploma and higher — by major.
The rate of unemployment among degree
holders was 28.9% in 2012, a significant
increase from the previous year (25.1%). The
table shows that with 13.8%, the
unemployment rate among those who obtained

a degree in law was the lowest during 2012
(i.e. for every one hundred graduates of law,
there were about 14 without a job). On the
other hand, the unemployment rate among
those who obtained a degree in educational
sciences & preparation of teachers was the
highest (about 41.5% during 2012).
Unemployment rate among graduates of
journalism and media also remained high
(about 38%).

Table 2-9: Unemployed graduates (with an intermediate diploma and above)
by Major—2011 and 2012 (%)

2011
Major

Educational sciences &

Q42012 2012

Employed Unemployed Employed Unemployed Employed Unemployed
preparation of teachers 62.2 3738 60.3 397 285 415
Humanities 74.8 25.2 70.8 29.2 69.1 30.9
Soctal and behavioral 73.9 26.1 33 36.7 66.4 33.6
Journalism and media 65.3 34.7 59.9 40.1 61.9 38.1
Business and administration 76.1 23.9 71.6 28.4 71.8 28.2
Law 88.0 12.0 93.2 6.8 86.2 13.8
Natural sciences 78.3 21.7 752 24.8 76.8 23.2
Math and statistics 72.9 27.1 64.9 35.1 70.1 29.9
Computer 68.8 31.2 71.8 28.2 69.4 30.6
Engine&.aring and engineering 793 20.7 196 78 220
professions 80.4

Architecture and construction 81.3 18.7 843 15.7 84.6 15.4
Health 81.8 18.2 85.3 14.7 81.4 18.6
Personal services 83.5 16.5 58.2 41.8 69.2 30.8
Others 75.5 245 66.2 33.8 70.1 29.9
Total 74.9 251 71.5 28.5 71.1 28.9

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

2.4 Wages and working hours

Quarter 4

In Q4 2011 the average wage of workers in the
West Bank rose slightly, while it declined
sharply (4.8%) in the Gaza Strip compared to
the previous quarter. On the other hand, the
average wage of Palestinians working in Israel
and the settlements fell by 2.4% despite the
increase in average weekly working hours in
Israel by an hour and a half during the same
period. In comparison to the corresponding
quarter of 2011, the average wage of workers
in the West Bank increased by 2.6% and that
in the Gaza Strip climbed by 4% during the
same period (see Table 2-10 and Issue 31 of
the Monitor).
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Annual Comparison

In 2012 the average daily wage of the West
Bank workers grew by 2.4% compared to
2011, while that for Gaza's workers rose by
4.4%. Further, the average daily wage of
workers in Israel and the settlements saw a
slight  growth  (1.2%). Despite  this
improvement in Gaza, the gap between
average wages in the West Bank and Gaza
remained relatively large (the average wages
in Gaza represent only 74% of those in the
West Bank). Still, the median daily wage in
Gaza (the pay received by half of the workers)
reveals a greater disparity between wages in
Gaza and the West Bank (the median wage in



Gaza constituted only 65% of that in the West
Bank). This continued disparity mirrors the
status of demand for labor in light of the
Israeli blockade placed on the Strip. On the
other hand, the weekly working hours during

2012 remained unchanged compared to the
rates reported in previous years. The weekly
working hours in Israel and the settlements
rose from 39.4 in 2011 to 40.9 in 2012.

Table 2-10: Average weekly working hours, monthly working
days and daily wages in NIS of known-wage workers
in the Palestinian Territory- By Place of Work 2011-2012

Average

Place of work weekly hours

Average monthly Average
working days

Median
daily wage daily wage

2011
West Bank 43.1 22.4 85.0 76.9
Gaza Strip 37.9 23.4 61.5 50.5
Israel and Settlements 394 21.0 162.2 153.9
Total 41.2 22.4 91.7 76.9
Q1 2012
West Bank 43.0 22.4 85.4 76.9
Gaza Strip 36.9 23.5 63.9 50.0
Israel and Settlements 41.2 20.7 162.0 153.8
Total 41.1 22.4 90.9 76.9
Q22012
West Bank 43.8 22.3 87.4 76.9
Gaza Strip 37.8 23.6 64.3 50.0
Israel and Settlements 41.8 20.3 163.2 153.8
Total 41.9 22.3 92.1 76.9
Q32012
West Bank 43.1 22.2 87.5 76.9
Gaza Strip 37.8 24.3 66.1 53.8
Israel and Settlements 39.7 20.5 167.4 153.8
Total 41.1 22.5 96.0 80.0
Q32012
West Bank 43.1 22.0 88.0 76.9
Gaza Strip 359 23.1 63.1 50.0
Israel and Settlements 41.1 20.3 163.4 153.8
Total 40.9 22.1 92.8 76.9
Q42012
West Bank 433 22.2 87.1 76.9
Gaza Strip 37.1 23.6 64.3 50.0
Israel and Settlements 40.9 20.5 164.1 153.8
Total 41.2 22.3 92.9 76.9

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-2012.

2.5 Vacancy announcements®

Quarter 4

The number of vacancies posted in Q4 2012
was 777, a 24% drop from the third quarter of
the same year (see Table 2-11). However,
there were 57 announcements with no specific
number of vacant posts. Furthermore, the

4 MAS collects job advertisements from daily newspapers

(Al-Quds, Al-ayyam and Al-Hayah) as well as from the
website www.jobs.ps
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posted vacancies do not necessarily cover all

available job opportunities, though all
government jobs, as per law, must be
advertised®.

6 Article (19) of the Civil Service Law No. (4) of 1998
states that the government departments shall announce job
vacancies in which appointment is made by the competent
authority within two weeks of vacancy in at least two daily
newspapers. The announcement shall contain detailed
information about the job and conditions to be met.



Annual Comparison

The number of vacancies advertised last year
was about 3702 vacancies, down by 7% from
2011. During 2012, there were 263
announcements with no specific number of
vacant posts (see Table 2-11). The NGO sector
posted the largest number of job vacancies
advertised in 2012 (46% of total posts), while
the private sector came second (with 42%).
Meanwhile the share of the public sector was
only 12%. This meager share is occasioned by
the government's decision to stop recruitment
in government institutions because of the
financial crisis. That is why most of the public
jobs advertised during 2012 were by
municipalities. Compared with 2011, the
number of vacancies advertised by the private
sector and the public sector in 2012 declined
by respectively 10% and 42%. During the

same period the number of vacancies posted
by the NGO sector grew by 15% (see Table 2-
11).

With regard to the distribution of posted
vacancies by geographical area, data show that
the central West Bank accounted for the
majority of vacancies advertised (67%). The
shares of both Northern West Bank and
Southern West Bank were respectively 11%
and 12%. The Gaza Strip's contribution was
only 9%. As for the distribution of vacancies
by required degree, the BA was the most
sought degree (68%). The demands for
masters (and PhD), intermediate diploma and
below diploma degrees were respectively 9%,
9% and 14% (see Table 2-11).

Table 2-11: Number of vacancies advertised in daily newspapers
in the oPt (2011 and 2012)

2011 2012
Q1 Q2 Q3 Q4 Total
By Sector
Private sector 1,725 354 533 371 287 1,545
Public sector 774 87 128 167 67 449
NGOs 1,487 449 422 414 423 1,708
By region
By Area 569 88 160 89 70 407
Northern West Bank 2,641 640 703 607 540 2,490
Central West Bank 476 90 125 165 83 463
Southern West Bank 300 72 95 91 84 342
By Degree
MA and above 294 61 107 63 88 319
BA 2,834 632 698 652 529 2,511
gfgf:;gglate 358 71 88 110 66 335
Below Diploma 500 126 190 127 94 537
Total
3,986 890 1,083 952 777 3,702

Source: MAS collected job advertisements from daily newspapers (Al-Quds, Al-ayyam and Al-
Hayah) as well as from the website www.jobs.ps

With a percentage of 38% the demand for
administrative and economic sciences had the
largest share of advertised vacancies. At the
same time the demand for humanities & social
sciences and applied sciences posted 22% and
19%  respectively. Meanwhile  medical
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sciences and other specializations &
professions accounted for 9% and 13%
respectively. In the Gaza Strip, the NGO
sector posted 93% of all the wvacancies
advertised (see Table 2-12).



Table 2-12: Number of vacancies advertised in daily newspapers in
the Palestinian Territory- by Major, Sector and Region- 2012

West Bank Gaza
Major Public Private Civil Public Private Civil Total
sector sector sector sector sector sector

Medical & health 48 118 144 0 0 13 323
sciences
Ll il aud) 90 158 456 1 2 102 809
social sciences
Applied sciences 127 308 192 2 7 58 694
L e I 568 549 1 10 130 1,399
economic sciences
Other (craftsmen,
maintenance, 39 374 48 0 0 16 477
secretarial work,
etc.)
Total 445 1,526 1,389 4 19 319 3,702

Source: MAS collected job advertisements from daily newspapers (Al-Quds, Al-ayyam and Al-
Hayah) as well as from the website www.jobs.ps

Text box 2: The Minimum Wage Decree: Estimated increase in wage
bill and who will share the burden?

In October 2012, the Palestinian Cabinet ratified a recommendation brought forth by the "National Wage
Committee" on the minimum wage in the Palestinian territory; thus putting one of the articles of the labor
law (which was released in 2000) into effect.

The resolution set the minimum monthly wage at NIS 1,450, the daily minimum at NIS 65 and the hourly
minimum wage at NIS 8.5. The law was planned to take effect as of early 2013. Building on the 2011 labor
force survey data published by the PCBS, this text box reviews the characteristics of workers who earn less
than the minimum wage in the Palestinian Territory. The Textbox also seeks to put a rough estimate of the
amount of the increase in the wage bill when the law is applied, as well as the distribution of this increase
among sectors.

Table 1: Average and median monthly wage for workers who earn less than
NIS 1450 a month- Increase in the wage bill by sector and economic activity (2011)

No. of Average Median Increase in monthly
workers wage  wage wage bill (NIS millions)

By Sector

Public 14,017 1,088 1,200 5.0
Private 108,347 915 1,000 58.0
NGOs 6,127 965 1,000 3.0

By economic activity
Agriculture, hunting, 7.5
fo%estry and fishingg 12,863 865 910
Mining, quarrying and 23.984 962 1.000 11.7
manufacturing ’ ’
Construction & building 12,827 1,051 1,040 5.1
Trade, restaurants & hotels 33,750 879 900 19.3
Transport, storage and 3.885 911 850 4.8
telecommunications ’
Services and others 36,184 963 1,000 17.6
Total 128,492 936 1,000 66.0

Source: Palestinian Central Bureau of Statistics, Labor Force Survey, Raw Data for 2011.

In 2011 the number of workers in the Palestinian Territory who receive less than 1,450 shekels as a monthly
wage was about 128.5 thousand, distributed almost evenly between the West Bank and Gaza Strip. These
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workers constitute about 15% of the total employees in the Palestinian territory. Most of these workers are
employed by the private sector (about 48%). In terms of economic activity, the services sector hires about
28% of these, while the sector of trade, restaurants and hotels hires nearly 26% (see Table 1).

The average wage of workers who receive less than NIS 1,450 a month is about NIS 936, or 65% of the
minimum wage. This means that the application of the minimum wage law requires raising the monthly
salary of this category of workers by 514 shekels on average: (1,450 - 936 = 514). Given that this category
involves about 128.5 thousand workers, the application of the law will inflate the wage bill by about 66
million shekels a month. The West Bank bill would incur 40% of this amount (NIS 26.5 million), while
salaries of females will swell by 21% (NIS 13.8 million) (see Table 2).

The average monthly wage for workers in the private sector who receive less than NIS 1,450 a month is NIS
915. If the law is enforced, the private sector will bear about 88% of the overall increase in the wage bill (58
million shekels) (see Table 1). Since the average wage of the services sector workers who receive less than
NIS 1,450 a month is 963 shekels, and of those in the sector of trade, restaurants and hotels is 879 shekels,
the enforcement of the minimum wage law means that these sectors will bear about 56% of the overall
increase in the wage bill.

Table 2: Average and median monthly wage for workers who earn less than
NIS 1450 a month- Increase in the wage bill by sex and region (2011)

No.of Average Median Increase in monthly
workers wage wage wage bill (NIS millions)

By Sex
Males 105,157 953 1,000 52.2
Females 23,335 858 900 13.8
By Region
Northern West Bank 33,222 1,028 1,040 14.0
Central West Bank 10,460 1,105 1,200 3.6
Southern West Bank 20,033 1,006 1,040 8.9
Gaza 64,777 840 867 39.5
Total 128,492 936 1,000 66.0

Source: Palestinian Central Bureau of Statistics, Labor Force Survey, Raw Data for 2011.

Text box 3: World Bank: Micro-work could add up to 55 thousand job opportunities

In March 2013 the World Bank released a study which explores the feasibility of micro-work as a path to job
creation in the Palestinian territory*’. The study sought to evaluate the potentials and opportunities for the
application of micro-work and its contribution to economic and social development in the Palestinian
territory, as well as its ability to create job opportunities for women and young people, particularly in the
information technology sector.

The World Bank defines micro-work as "a series of small business tasks that have been broken out of a
larger project including activities such as market research, data input, data verification, translation, graphic
design and even software development." This work can be performed anywhere at any time across
geographical boundaries, using commonly available computers and internet connections.

According to the World Bank's feasibility study, this type of business in the Palestinian territory can prove
effective since the Palestinian Territory has a tech-savvy young population that is proficient in English.
Further, the high number of underemployed and unemployed skilled women in cities offers a valuable
source of labor. The regulatory framework in the oPt is also supportive. However, the high cost of labor in
the Palestinian territory, according to the study, is one of the main barriers to foreign investment. The micro-
work wage ($ 1-2 / hour i.e. NIS 3.68-7.37 / hour) is the most salient threat to the application or penetration
of micro-work, the study found.

In spite of the drawbacks and threats surrounding micro-work in the Palestinian territory, the study still
believes that micro-work can contribute to increasing employment opportunities and that workers would be
willing to accept a relatively low wage because the work is on a part-time basis. The study also believes that

47" The world Bank (2013): Feasibility Study, Microwork for the Palestinian Territories.

http://siteresources.worldbank.org/INTWESTB ANKGAZA/Resources/Finalstudy.pdf
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micro-work will allow opportunities of overcoming restrictions on movement, since the work can be done
from home with no specific hours. The study found that micro-work can create up to 55,000 jobs in the
Palestinian territory in the next 5 years.

To this end, the World Bank will design pilot programs for the Palestinian Territory to establish micro-work
examples and facilitate partnerships between international aggregators and local parties who can act as
micro-work intermediaries in this new area of opportunity.

One of the most important focal points of the study is the possibility of doing micro-work without having to
move outside home. This can save time, effort and money and it allows women to work from home.
However, micro-work still has some downsides: social isolation and keeping women away from the
activities and relationships that are available in the workplace. We should also be careful about the long-run
political dimensions: allowing such opportunities might play down the movement restrictions imposed by

the Israeli occupation on movement.

3. Public Finance

In this section we will divide the OPT's public
finance developments into two parts. Firstly,
the developments occurring during the current
quarter are compared to the previous quarter
and the corresponding quarters of 2011
(figures are in US dollars). Secondly the
developments occurring in the current year's
budget are compared to the previous year. In
the latter part, we will draw a comparison
between the actual budget and the target
budget (figures are in NIS).

several quarters of 2012. It is important to
point out that the figures reflect the budget on
cash basis rather than on accrual basis; i.e. the
cash basis figures do not take into account the
unpaid obligations accumulated by the PA (the
difference between figures on cash basis and
those on accrual basis will be explained later
in this Issue). The figures in this section are in
US dollars. The NIS monthly exchange rate
was taken from the source. The shekels were
converted to dollars and then the monthly

totals for each quarter were calculated

3.1 The Fourth Quarter 2012 accordingly.

Table 3-1 summarizes the financial
developments in the PA's budget during the

Table 3-1: Summary of the financial position of the PA during 2011
and the quarters of 2012*
(million dollars)

Item 2011 2012 2012
Q1 Q2 Q3 Q4

Public revenues and grants (net) 3,153.5 7754 7369 947.6 7120 3,172.0
Total domestic revenues (net) 2,176.0 564.2 499.2 714.5 462.0 2,239.9
Tax revenues 482.1 1543 100.3 106.8 121.7 483.1
Non-tax revenues 220.0 524 502 81.0 483 232.0
Clearing revenues 1,487.4 357.7 3532 554.6 309.0 1,574.4
Tax rebates (-) 13.5 0.2 4.5 279 16.9 49.6
External revenues (grants and aid) 977.5 211.2 237.7 2332 250.0 932.1
For budget support 808.7 197.0 204.5 181.1 1945 7771
To support developmental projects 168.8 142 332 521 555 155
Total public expenditure 3,256.8 738.2 836.2 799.2 884.5 3,258.1
Current expenditure, including: 2,960.7 693.6 7853 7423 8259 3,047.1
Wages and salaries 1,679.0 403.0 420.3 390.5 3439 1,557.7
Non-wage expenses 1,142.7 251.6 332.1 288.6 340.0 1,212.2
Net lending 139.0 39.1 329 632 142.0 2772

296.2 446 509 569 58.7 211
1274 303 177 4.8 3.2 56.0

Development expenses
Treasury-funded
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Item

Donor-funded
Current deficit / surplus

2011

168.8
(784.6) (129.4) (286.1) (27.8) (363.8) (807.2)

2012

Q. Q2 Q3 o
142 332 521 555

2012
155.0

Total deficit / surplus (before grants and aid) (1,080.8) (174.0) (337.0) (84.7) (422.5) (1,018.2)

Total deficit / surplus (after grants and aid)
Financing

Net financing from local banks

The remaining balance

The financial gap

(103.3) 372 (99.3) 1484 (172.5) (86.1)
1033 (37.2) 99.3 (1484) 1725  86.1
101.0  (56.7) 94.8 (145.8) 239.8 132.1
23 195 45 (2.6) (67.3) (46.0)
0 0 0 0 0 0

Source: The data available in the financial reports published by the Palestinian Ministry of Finance (cash

basis), Table (3).

* Clearance revenues include $ 191 million as cash payments in July and September.

3.1.1 Revenues and Grants

Compared to the previous quarter the fourth
quarter's total public revenues and grants (net)
declined by 25% (to 712 million dollars) as a
result of a drop in total net local revenues,
specifically items of clearing and non-tax
revenues.

Clearance revenues fell dramatically by 44.3%
compared to the previous quarter and by
11.7% from the corresponding quarter of 2011
(see Table 3-1 and Figure 3-1). This
significant decline came on account of the
PA's receiving of $191 million as payments in
advance from the clearing account in the third
quarter. The drop was also a result of the

depreciation of the shekel against the dollar
during 2012 which led to a decline in the value
of clearing revenue measured in dollars®.

The non-tax revenues fell significantly during
Q4 2012 to $48.3 million, down from $81
million in the previous quarter. This difference
is a result of the remarkable returns achieved
during the previous quarter by the
telecommunications companies. However,
compared to the corresponding quarter of
2011, the non-tax revenues rose by about $ 7
million (see Economic and Social Monitor,
Issue 31).

Figure 3-1: Structure of domestic revenues
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Source: Data published in the financial reports of the Palestinian Ministry of Finance.
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Clearance revenues (as valued in the Israeli shekel) fell in Q4 by only 8.4% as compared to the previous quarter, suggesting that

about 3.3% of the decline in clearing revenues during the fourth quarter (as measured by the US dollar) is due to the high
exchange rate.
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In Q4 tax revenue totaled $121.7 million, up
by 14% from the previous quarter. However, it
remained almost unchanged compared with
the corresponding quarter of 2011.

On the other hand, international grants and
assistance (allocated to support the budget and
development projects) during Q4 2012 totaled
$250 million, up by 7.2% from the previous
quarter and up by 100 million dollars from the

corresponding quarter of 2011. About 78% of
this aid was appropriated to the PNA budget.
The international assistance supporting the
budget was a contribution from the Palestinian
European mechanism PEGASE (28% or $
54.3 million), the World Bank (42% or $42.2
million) and Arab states: UAE and Egypt
(23%) (see Table 3-2).

Table 3-2: Grants and foreign aid to the PNA during 2011

and quarters of 2012
(Million dollars)
2012
Item 2011 2012
Q1 Q2 Q3 Q4
Budget support 808.7 197.0 2045 181.1 1945 7771
- Grants from Arab countries 2862  30.1 69.4 1247 455 269.7
- International aid 522.4  166.9 135.1 56.4 149.0 507.5
Developmental funding 168.7 14.2 33.2 52.1 55.5 155
Total international aid 9774 211.2  237.7 2332 250 9321

Source: Table (7) - Table of International Aid - Data published in annual reports of the

Palestinian Ministry of Finance.

3.1.2 Public Expenditure

During Q4 2012, with a total of $884.5 million
(or 33.7% of GDP), public expenditure
(current and developmental) witnessed a
remarkable growth of 10.7% over the

previous quarter. This increase was a
consequence of an improvement in non-
wage expenditure and net lending (see
figure 3-2).

Figure 3-2: Structure of current expenditure
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The rise in non-wage expenditure was
occasioned by an increase in operational
expenditure and transfers to social services run

by different ministries (save for the ministry of
Social Affairs). On the other hand, net lending
increased about threefold during Q4 compared



to the previous quarter, totaling $142
million®. Meanwhile, developmental
expenditure remained almost unchanged

compared to the previous quarter. However,
the upward trend of developmental
expenditure is bizarre given the frequent
government's statements on austerity measures
in the face of the financial crisis™.

Quarterly data indicate that in Q4 2012 the
wage bill totaled $343.9 million, down by
12% from the previous and the corresponding
quarters. Yet, these figures are on a cash basis
since the wage bill in the fourth quarter was
$94 million lower than the accrual level
(salaries that must be paid).

This mirrors the government's failure to pay
salaries (for more details, see part two of this
section)’'.

3.1.3. Financial Surplus / Deficit

In Q4 2012 the increase in current expenditure
and the decline in net gross domestic revenues
raised the current deficit (now standing at
$363.8 million compared with $27.8 million in
the previous quarter and $220.6 million in the
corresponding quarter of the previous year).
This deficit represented about 13.9% of GDP
(in current prices), compared with 1.1% in Q3
2012. (see figure 3-3).

Figure 3-3: Indicators of fiscal deficit as % to nominal GDP
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Source: Data available in the financial reports published by the Palestinian

Ministry of Finance

The total deficit before grants and aid totaled
$422.5 million - representing 16% of GDP
(compared with 3.4% in the previous quarter).
On the other hand, the budget balance (after
grants and aid) posted a deficit of $ 172.5
million compared with a surplus of $ 148.4
million. The total balance deficit occasioned a
rise in the public debt, especially the
domestic, as we will see later.
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3.1.4. Net accumulation of arrears

In Q4 2012, the PNA's net accumulation of
arrears totaled $209.2 million (see figure 3-4).
These arrears involved obligations owed to the
private sector ($99.5 million), arrears of wages
and salaries ($93 million) and liabilities of
development expenditure ($16.7 million). The
PNA claims, on the other hand, totaled $60
million, which brought the PNA's liabilities
down to $149.2 million.

The item 'net lending' refers to the amounts that are deducted from the clearing revenues and then transferred to utility companies

in Israel to pay dues owed by local government bodies and electricity companies in the oPt. The sharp increase in this item in the
fourth quarter is engendered by Israel's transferring of clearing revenue in November to Israeli Electricity Company which claims
that the PA and the Palestinian municipalities owe it millions of dollars.

50

The government had previously announced a set of austerity measures in the face of the financial crisis, notably the reduction in

the budget of various governmental institutions (excluding health, education and social affairs), including the freeze of any new
expenditures related to travel, rent and administrative expenses, especially those related to transportation and fuel.
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The average cash shortfall in the actual wage bill in 2012 totaled about $ 53 million per quarter, compared to $ 26 million in 2011.



This net accumulation of arrears represents the
difference between the budget figures on a
cash basis versus accrual basis, since adding
the net accumulation of arrears ($149.2

million) to the current deficit on a cash basis
($363.8 million) results in a current deficit of
$513 million on an accrual basis.

Figure 3-4: Quarterly developments in the net accumulation of arrears
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3.1.5 Clearance revenue

Table 3-3 shows the developments in the
clearance revenues on an accrual basis. The
table illustrates that in Q4 2012 revenues were
nearly $369 million dollars, up by 1.5% from
the previous quarter and by 5% from the
corresponding quarter®>,

When considering the components of
clearance revenues one notices that the three
major components (VAT, customs and fuel)

had relatively equal shares (with the customs
component claiming a slightly higher
proportion). It is interesting to note that the
income tax revenue from Palestinians working
in Israel and the settlements dropped to $2.3
million during 2012, compared to 8 million in
the previous year, although the number of
Palestinian workers in Israel and the
settlements remained unchanged over the two-
year period.

Table 3-3: Clearance revenues* (accrual basis)

Item 2011

($ millions)

2012 2012

QA Q2 Q3 4

Clearing revenue 1,425.3 357.2 369.7 363.7 368.9 1,459.4
Customs 504.7 123.8 124.0 131.1 133.6 512.5
Value added 4532  119.6 127.5 1145 122.6 4842
Fuel 4574 112.0 117.8 1169 109.9 456.7
Purchase tax 0.0 1.2 -0.5 1.2 2.0 3.9
Income tax 8.1 0.6 0.8 0 0.8 2.3
Other 2.0 0 0 0 0 0

Source: Tables of financial operations, details of revenue, expenditure and
funding sources (accrual basis), Ministry of Finance.
* Accrual basis was used since it is the only basis whose data tables contain
details of the different items of clearing.
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Clearing revenues, on an accrual basis, rose slightly between the third and fourth quarters. In the past, however, there was a sharp

downward trend on a cash basis. This occurred because Israel transferred clearing revenue in November to Israeli Electricity
Company which claims that the PA and the Palestinian municipalities owe it millions of dollars.



3.2. Annual Budget: ThePlan versus Implementation

3.2.1 Draft budget 2012

In April 2012 the President of the PNA signed
the 2012 budget bill. The budget target of total
net domestic revenues was projected at 8.5
billion shekels in 2012, a 16% increase over
actual revenue of the previous year (note that
the rate at which revenue increased between
2010 and 2011 was barely 2%). On the other
hand, the draft budget expected an increase of
only 2% in current spending (considering a
2% decline in non-wage spending and a 20%
drop in net lending). These rates, in addition
to the deficit of NIS 190 million in
developmental spending, led to a financial gap
between expenditure and revenue that totaled
4.9 billion shekels, a deficit that the draft
budget expected to finance through
international aid.

What are the fiscal policy features which

can be discerned from the 2012 draft

budget?

A number of observations can be concluded

from these figures (see table 3-4):

< The draft budget expected an increase of
17% in local collection in 2012 (though
the actual increase in the previous year
was scantly 5%).

<+ The draft budget has not allocated any
funds to pay arrears or part of the public

debt. However, it did not explicitly
anticipate any increase during the year.

¢ The draft budget expected 4.9 billion
shekels as international aid, a projection
that is extremely upbeat, since this forecast
was 40% higher than the real aid received
in 2011.

The draft budget does not look ambitious -
arguably offering no plan or intentions to find
a radical solution to the ever-insisting
budgetary problems. The draft was developed
on totally unsubstantiated assumptions, such as
assuming a GDP growth rate of 9% and an
increase of foreign aid by 40% over 2011. On
the other hand, the draft budget expected a
decrease in the current deficit/GDP ratio
(before financing) by 3 percentage points,
from 13% to 10%, hypothetically generated by
an assumed 16% increase of local revenues
over spending (only 2%). Manifestly though,
the cut in spending would not come from
reducing the bill of wages and salaries (which
was supposed to increase by 7%)>, but mainly
from the reduction of net lending. In short it
appears that the aim of the draft budget was to
keep the status quo, though all indicators
would show that NIS 49 billion of
international aid was only a wish.

Cash basis VS. Accrual basis

The PNA's budget has atypically two types of figures for both revenues and expenditure: figures on the
'accrual basis' and figures on the 'cash basis'.

Cash basis refers to the expenses actually paid (and received by debtor) during the year, no matter whether
they were actually owed during this year or in previous years. The accrual basis, on the other hand, refers
to the expenses and revenues that are due and must be paid (or received by the debtor) during a given fiscal
year, no matter whether they have been paid or not. For example, if the government does not pay salaries
owed during the year, the unpaid salaries are tallied in the budget figures on an accrual basis rather than a
cash basis. Conversely, if a company in the current year pays taxes it had failed to pay in the past few years,
these payments are recorded in the cash account rather than on an accrual basis.

It is true that other countries have such types of figures, but the disparity between them is not as significant
and chronic as in the PNA's budget. This is obviously a result of reliance on international aid and clearing
revenues (which both are influenced by the political circumstances) on the one hand, and the poor regime of
tax collection and bureaucracy on the other.

Recording performance on an accrual basis is necessary for knowing exactly the total amount to be collected
and paid during the year, no matter whether they are actually collected (and paid) or not. The ‘cash basis’
figures are also significant because the difference between them and the ‘accrual basis’ figures constitutes
the ‘arrears’ that the PA has to pay.

3 The draft budget established a ceiling for public employment (no more than 3 thousand) and for the salaries of staff working under

temporary contracts (no more than NIS 4 thousand). The net change in the number of employees was barely 1,165 during 2012, of
whom 590 were in the security sector, 530 in the education sector and 189 in the health sector. See World Bank (March, 2013):
Fiscal Challenges and Long Term Economic Costs.
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Table 3-4: PNA's General Budget, 2008-2013 (million shekels)

2012 draft 2012

2008 2009 2010 2011 budget  (accrual)

Net public revenue 5,613 6,294 7,188 7,321 8,492 7,958
— Local collections 2,012 2305 2,778 2,642 3,087 2,775
— Clearance 4,017 4347 4,695 5,095 5,859 5,617
— Tax rebates -415 -358 -285 -416 -454 -434
Current expenditure and net lending 10,332 12,568 11,473 11,897 12,114 13,403
— Salaries and wages 5,202 5,779 6,017 6,381 6,813 6,844
— Non-wage expenditure 3,526 5,315 4,576 5,015 4,901 5,466
- Net lending 1,600 1,474 880 501 400 1,093
Current deficit before financing (accrual) -4,719 -6,274 -4,285 -4,576 -3,621 -5,445
Current deficit before financing (cash) -5,345 -5,401 -4,009 -2,803 -3,621 -3,030
Developmental expenditure 770 849 1,113 1,325 1,330 1,004
Total deficit before financing (accrual) -5,489 -7,123 -5,398 -5,901 -4,951 -6,449
Total deficit before financing (cash) -6,115 -6,250 -5,122 -4,128 -4,951 -4,034
Financing 5489 7,123 5,398 5,901 4,951 6,449
— Current budget support 6,312 5,338 4,276 2,915 3,811 2,986
— Developmental expenditure support 770 184 487 605 1,140 601
— Bank financing -813 693 311 334 0 490
— Net change in arrears -1,335 990 364 2,043 0 2,573
— -Other (complement arithmetic) 551 -82 -40 4 0 -201
Financial gap 0 0 0 0 0 0
Inflation 9.9 2.75 3.7 2.88 3.00 2.78
Exchange rate 3.58 3.94 3.73 3.58 3.80 3.85
GDP 21,867 26,475 31,073 34,996 *40,485

Source: Monthly financial reports published by the Palestinian Ministry of Finance 2008-2012. GDP data obtained
from the Palestinian Central Bureau of Statistics, Department of National Accounts.
* The draft budget assumed a GDP growth of 9%.

3.2.2. Analysis of income and received grants, 2012

Table 3-5 presents the main indicators of 2012 the table show the actual revenues (on a cash
actual domestic and foreign revenues vs. the basis and on an accrual basis) as percentage of
draft budget targets. The last two columns of the 2012 budget targets.

Table 3-5: Indicators of grants and foreign aid to the PNA- 2012

(million shekels)
Actual Actual revenue Actual revenue

2012 Actual revenue . c

Budget revenue e e s (cash basis) as (accrual basis)

(cash basis) % to budget as % to budget
Net public revenue 8,492 8,541 7,958 101% 94%
— Local collections 3,087 2,639 2,775 85% 90%
- Clearance 5,859 6,096 5,617 104% 96%
— Tax rebates 454- 195- 434- 43% 96%
International aid 4,951 3,587 3,587 72% 72%
- Current budget support 3,811 2,986 2,986 78% 78%
— Developmental expenditure support 1,140 601 601 53% 53%

Source: Tables of financial operations, data of income, expenditure and sources of funding (cash basis and accrual basis),
Ministry of Finance.

As the table illustrates, the net domestic non-payment of tax rebates, since less than
revenues (on a cash basis) were 100% half of tax refunds were actually paid (only
identical with the draft budget expectations. NIS 195 million out of NIS 434
However, this was mainly at the expense of
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million)*. The budget also obtained in-
advance payments from the clearing account
(i.e. the cash basis is greater than the accrual
basis).

The alarming discrepancy, however, concerns
the international aid: only 72% of the target.
Unmistakably, as long as spending does not
decline in parallel with the drop in revenues,
the budget will continue sustaining a huge
deficit. Let's first look at expenditure figures
before reviewing the deficit.

3.2.3. Analysis of actual public expenditure
items during 2012

Table 3-6 presents the actual spending figures
(on an accrual basis as well as on a cash basis)
compared to the budget target figures. It is
true that the budget achieved its target

regarding the bill of wages and salaries on an
accrual basis, though it incurred a debt of 12%
of the total value of the salaries at the end of
the year. However, the actual non-wage
expenses were by far higher than the target (by
NIS 560 million), though about 10% of these
costs were not actually paid during the year. At
the same time, the "net lending" bill was
almost three times the target amount™.

When considering the total current and
developmental expenditure (NIS 13.4 billion)
as compared to the actual spending on a cash
basis as well as an accrual basis, we can
clearly notice that the government pledged 6%
more than the target, but it defaulted 9% of its
pledge. This means that the government did
not pay about 15% of the total amount it spent
in 2012.

Table 3-6: Indicators of the PNA's public expenditure
and net lending during 2012

(Million shekels)

Actual Actual

2012 Actu.al Actu.al expenditure expenditure(ac
expenditure  expenditure . .

Budget e [ (cash basis) as crual basis) as

% to budget % to budget
Current expenditure and net lending 12,114 11,631 13,403 96% 111%
— Salaries and wages 6,813 6,059 6,844 89% 100%
- Non-wage expenses 4,901 4,479 5,466 91% 112%
- Net lending 400 1,093 1,093 273% 273%
Developmental expenditure 1,330 786 1,004 59% 75%

Total current and developmental 13,444 12,417 14,407 92% 107%

expenditure

Source: Tables of financial operations, data of income, expenditure and sources of funding (cash basis and accrual basis),
Ministry of Finance.

3.2.4. Fiscal Deficit

The steadily relative growth in local taxes
collection (5%) between 2011 and 2012
(compared to a target increase of 17%) and the
13% increase in current expenditures
(compared to a target growth of 2%)
occasioned a deficit of 5.4 billion shekels in
the balance of the current budget (50%
increase over the target). During 2012 the
donors provided about 3 billion shekels in
support of the current budget, thus reducing
the current deficit to NIS 2.4 billion. When the

deficit in developmental spending is added to
the current deficit, the total deficit figure will
stand at NIS 2.8 billion in 2012. The
government would have to plug this deficit by
borrowing from banks (about NIS 490 million
as loans) and through increasing the net
accumulation of arrears by 2.4 billion shekels.
These amounts constitute the increase in
public debt that occurred during 2012.

5% The actual local taxes (cash) were barely 87% of the target, suggesting a weak collection. Strikingly, however, the local taxes in

the draft budget are 10% higher than the value on an accrual basis, suggesting erroneous estimations of local taxes.

The reason behind this sharp increase is likely the clearing amounts that Israel deducted at the end of the year and transferred to
Israel's electricity companies. However, the amount of clearing actually paid during the year was also higher than the figures of
the accrual basis (either due to taking payments in advance or due to paying previous dues).

55
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Table 3-7: Indicators of the PNA's deficit / surplus for 2012

Item 2012
Budget
Current deficit (before grants and aids) 3.622-
Current deficit (after grants and aids) 189
The total deficit (current + developmental)
before aid -4,952
The total deficit after aid 0

Banks finance

Net accumulation of arrears

(Million shekels)

Cash Accrual Cash basis as Accrual basis
basis basis % to budget as % to budget
3,090-  5,445- 85% 150%
-104 -2,459 -55% -133%
-3,876 -6,449 78% 130%
-289 -2,862 990%

490 490

2,573*

Source: Tables of financial operations, data of income, expenditure and sources of funding (cash basis and accrual

basis), and the Ministry of Finance.

* This item includes expenditure arrears (1,990.5), clearing arrears (-479.3), outstanding tax rebates (239.4), non-tax
refunds (-135.6), and other unspecified arrears (757.7 million shekels).

3.2.5 Public Debt

The public debt (excluding arrears) at the end
of 2012 totaled $2.5 million, up by $270
million from 2011. The structure of the debt in

2012 was also different from that of 2011.
While the external debt fell by 10%, the
domestic debt rose by 15%.

Table 3-8: Public debt during 2011 and the quarters of 2012

Item

a. Domestic debt
Bank loans
Bank facilities
Petroleum Authority loans
Other public institutions loans
b. External debt
Arab financial institutions
Al-Agsa Fund

Arab Fund for Economic and Social Development

Islamic Development Bank

International and regional institutions

World Bank

European Investment Bank

International Fund for Agricultural Development
OPEC

Bilateral loans

Total public debt

Public debt as % to GDP

($ Millions)
2011 2012
Q1 Q2 Q3 Q4
1,098.5 1,101.7 1,2134 1,106.7 1,384.7
506.1 4814  546.1 570.2  718.6
441.0 4480 482.6 364.0 4803
142.8 164.1 176.4 164.2 177.6
8.6 8.2 8.3 8.3 8.2
1,114.5 1,126.7 1,126.0 1,096.9 1,097.8
617.2  630.7 629.1 628.3  629.0
522.4 5224 5225 522.5 5225
43.3 56.3 56.4 56.2 56.8
51.5 52.0 50.2 49.6 49.7
341.9 338.1 3412 3414  338.5
297.0  295.0 2935 291.8 290.2
22.6 20.7 25.3 27.1 25.8
3.3 3.3 3.2 3.2 3.1
19.0 19.1 19.2 19.3 194
155.4 157.9 155.7 127.2 130.3

2213.0 22284 2,339.4 2203.6 2,482.5
226 225 222 219 242

Source: Data published in the financial reports of the Palestinian Ministry of Finance

The Finance Minister has recently disclosed
some figures that may unfold the indebtedness
of the PNA at the end of 2012 (see Table 3-9).
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Table 3-9: PNA's Public Debt, 2012

Item
Debt owed to local banks
External debt

Debt owed to Pension Fund

Arrears owed to suppliers
Total

($ millions)
$ millions
1,384
1,100
970
400
3,850

Source: Interview with the Minister of Finance, Al-Ayyam
Newspaper, February 8, 2013.

3.2.6 Crisis of paying salaries and collecting
local taxes

The financial crisis of the PNA tenaciously
resurfaced in 2012 mid-year as the budget
failed to pay employees' salaries (and
allowances of the retirees, as well as part of
the social assistance) in a timely manner (see
MAS website for detailed periods of
interruptions and late payments of public
servants' salaries since 2006). Although
growth in public employment has completely
stopped since mid-August 2012, the bill of
salaries and wages has continued to drain
about 50% of the total current expenditures
during the period (according to the
International Monetary Fund). This ratio is
very high compared to the average in the Arab
world (38%), though the Arab World’s
average is already twice the global average™.

The delay in paying salaries heavily impacts
the performance of the Palestinian economy. A
governmental job is one of the most important
sources of income in the Palestinian economy
given the huge number of employees in this
sector (156 thousand in 2012). This enormous
number results in an overstraining monthly bill
of about half a billion shekels. Thus, the PA's
failure to pay the wage bill undermines
domestic demand and deepens the economic
downturn which, in turn, weakens the
performance of the private sector because of
the lack of liquidity and declining demand.
This failure forced the government to borrow
excessively from the banking system, a step
which raises the interest rates and foils
aggregate demand as well, which impacts the

% The global average is taken from the International Labor

Organization (ILO). The draft budget established a ceiling
for public employment (no more than 3 thousand).
However, the net change in the number of employees was
barely 1,165 during 2012: 590 in the security sector, 530
in education and 189 in the health sector.
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private sector workers' wages and employment
opportunities.

The implications of delaying salaries go
further beyond the economic impact, probably
influencing the social and motivational aspects
as such delays can engender a state of
instability among the staff of the public sector.
This might reduce productivity, a long-term
negative dimension, especially in the fields of
health and education. The PA's default to pay
its employees' salaries strips off the PA's
esteem, hurts the prestige of its staff and
weakens the rule of law and citizens' trust in
the PA.

On the other hand, the local taxes have only
moderately increased (and even fell when
measured in the dollar, even on the accrual
basis) in 2012 compared to 2011. Markedly,
the impact of efforts to raise the collection of
income tax - as well as the raise in corporate
tax rates and VAT rates since 2012 midyear -
has yielded nothing substantial®’. According to
the IMF this relapse is engendered by the fact
that tax-payers often deduct income tax and
value added tax from the arrears that the
government owes them™,

3.3 PNA's Budget, 2013

On March 31* 2013, the Palestinian President
endorsed the PNA's 2013 draft budget. The
table below shows the key figures in that
budget:

7 In addition to the two-year suspension of income tax

exemptions for 13 companies (the number is 8 in the
World Bank's accounts).

IMF (September, 2012). Recent Experience and Prospects
of the Economy of the West Bank and Gaza. Staff Report
Prepared for the Meeting of the Ad Hoc Liaison
Committee.
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Table 3-10: Summary of the PNA's draft budget, 2013

(NIS millions)

Total revenues 9,662
Net public revenue 9,207
— Local collections 3,292
— Clearance 6,371
- Tax rebates 456
Current expenditure and net lending 13,092
— Salaries and wages 6,956
- Other current expenditures 5,836
Net lending 300
Total deficit before financing 3,885
Developmental expenditure 1,295
Total deficit before financing 5,180
Total financing 5,180
External financing 5,180
- Current budget support 4,070
— Developmental expenditure support 1,110
Domestic financing 0
Banks financing 272
Net accumulation of arrears (272)
Other sources of funding

Financial gap 0

The budget figures signal a net revenue that is
14% higher than the last year's figure, with an
increase in local taxes amounting to 7%.
Likewise, current expenditures and net lending
are 8% higher than in the previous year.
Similarly, the total deficit before financing in
2013 budget totaled 5.2 billion shekels, i.e. 5%

higher than the corresponding deficit in last
year's budget. The budget expects that such a
deficit will be financed by foreign aid.

Table 3-11 shows the distribution of current
expenditure (excluding net lending) on the
PA's ministries and institutions.

Table 3-11: Distribution of current expenditure on the ministries
and institutions (NIS millions)

Workers' Operating Transfer Capital Total
remunerations expenses expenses expenditure
Government sector 4,086.0 922.3 1,171.5 31.6 6,213.7
Infrastructure sector 186.2 68.4 173.5 3.5 431.7
Economic sector 179.2 49.1 0 5.2 233.5
Social sector 3,110.9 1,055.8 1,710.0 36.4 5,913.2
Total 7,564.7 2,095.7 3,055.0 76.6 12,792.1

In the next issue of the Monitor, we will
review this draft budget compared to last
year's budget: targets achieved and actual
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Text box 4: Budget of Gaza's Government

The Gaza-based Legislative Council's Parliament Newspaper published the 2013 general budget's figures of
Gaza's government. The budget, which was endorsed on December 31* 2012, shows that the total public
spending is projected at $897 million, a 3.2% increase over the previous year™.

Table 1: Gaza's government budget figures, 2012 and 2013

Item - -2012 . 2013
$ millions %  $ millions %

Total expenditure 869 100% 897 100%
Salaries and wages 405 47% 449 50%
Operational expenses 97 11% 103 12%
Transfer expenses 123 14% 110 12%
Capital and development expenditures 244 28% 235 26%
Local collections 174 243

Deficit 695 80%* 654 73%*

Source:  http://www.al-monitor.com/pulse/ar/contents/articles/opinion/2013/01/hamas-
budget-transparency.html#ixzz2NQCGHdJk
*Deficit as % to total expenditure

Table 1 shows that half of the spending will go to pay salaries and wages of about 42,000 employees in the
strip. The wage bill is 10% higher than in the previous year's budget.

The local taxes target is $243 million, an increase of 40% over the previous year's budget. In spite of this
optimistic figure, the budget will still sustain $655 million (or about 73% of total spending) as deficit. This
deficit will be plugged through foreign aid, the budget expects.

Text box 5: Limitations of vocational education in Palestine: Envisaged
change in the community's perception

Vocational education in Palestine endures a series of obstacles, particularly the social perception (inferiority)
of vocational education, and the poor qualifications of vocational schools graduates®.

There is a consensus among economists that intermediate vocational education is constitutive for the
Palestinian economy in general and for solving the chronic problem of unemployment (especially among
young males and females) in particular. According to the PCBS unemployment among vocational training
graduates is 16% compared to 25% among graduates of academic institutes®'.

To identify the status and the problems of vocational education in Palestine, the Ministry of Education and
Higher Education (with the support of the Belgian Development Agency) conducted a field survey on 3,000
respondents form four groups closely linked to vocational education: vocational education students and their
parents, teachers in vocational schools, graduates of vocational education institutes and employers who hire
graduates of vocational schools. The survey covered four governorates: Ramallah, Jerusalem, Nablus and
Hebron®.

Perceptions of Students and Parents

The results showed that 39% of students are interested in getting vocational education. It also showed that
49% of parents wanted their children to obtain technical education. The most important reason behind this
interest is the belief that vocational education allows graduates to work independently. Students said that
they know about the benefits of technical education through friends, acquaintances and the media. The
survey also found that the community's perception is the main factor prohibiting students from joining these

% http://www.plc.gov.ps/PDF/news-pdf/b2e950ee-ebdd-4cad-bdf8-739326a7c85¢.pdf

8 Palestine Economic Policy Research Institute (MAS). Policies to Improve Capacity of Technical Education and Vocational
Training to Meet SME’s Needs (2010).

Palestinian Central Bureau of Statistics. Conditions of the Graduates of High Education and Vocational Training Survey (2006).
Ministry of Education (2011): Study of the quantitative and qualitative requirements of trained manpower within the Belgian
project's key labor standards- improving technical education and vocational training in Palestine.
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programs. Poor education and dearth of job opportunities came second. A third reason is that some training
is exclusively oriented towards males.

Perceptions of Vocational Schools

According to the survey there are 67 governmental, UNRWA and NGO vocational training centers in the
four governorates. The results showed that there is 50-70% increase in the pursuit of vocational education
(depending on governorate and specialization). The survey found that the most sought specializations were
maintenance of office equipment, telecommunications and electrical fittings.

Graduates of vocational education institutes

The results showed that 8% of the graduates have built their own projects and that the factors that helped
these graduates establish their own projects are practical experience and training received during education.
Some 98% of the graduates believe that their choice of vocational education was correct. A majority of
respondents said that the most effective way to get business is personal relationships. Personal search and
training before graduation come in the second and third place respectively.

Employers

About 50% of the employers surveyed said that they do not employ technical graduates since "they lack
practical experience and readiness for assuming tasks." Employers stressed, however, that there is a
significant growth and a great need for trained workforce in the coming years. They also believe that the
labor required in the future is 125% higher than the number currently found in businesses and facilities.
Among the 1,106 respondents 86% believes that workers should know how to read and write. Employers
also named some of the personal, professional, managerial and entrepreneurial skills that workers should
have or acquire: professionalism, abiding by instructions, being good-looking, self-development and being
capable of using computers and modern technology.

Building on these results the survey concluded with a number of recommendations, most prominently
working to change community perception of vocational education: improving the curriculum and focusing
on providing intensive practical training for students before they graduate.

4. The Banking Sector”

In Q4 2012 assets / liabilities of banks At the end of Q4 2012 there were a total of 17
operating in the Palestinian territory grew by banks operating in the oPt, after two local
5.4% compared to the third quarter and 7.6% banks Alrafah Microfinance Bank and the
compared to the corresponding quarter of Arab Palestinian Investment Bank set merger
2011. The items in both sides of the under the name National Bank. This brought
consolidated balance sheet have undergone the number of local banks down to 7 banks
many changes during the last quarter of 2012, running 121 branches and offices, while the 10
as well as during the entire year, as outlined foreign banks run 111 branches and offices.
below: Table 4-1 presents the banking penetration in

the Palestinian territories as of end 2012.

Table 4.1: Banking Penetration in the Palestinian Territory

Q32012 Q4 2012
Number of banks 18 17
Number of bank branches and offices 233 232
Number of ATMs 420 435
Number of ATM cards 109,156 122,379
Number of credit cards 55,914 56,835

% Preliminary data and, thus, subject to change
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4.1 Key developments in the consolidated balance sheet for banks

Table 4-2: Consolidated balance sheet for banks operating in the OPT -2011 and 2012

Item 2011
Budget Statement Q4 Q1
Total assets 9,110.3 9,151.1
Direct credit facilities 3,482.8 3,594.5
Deposits of Palestine Monetar
Au?hority & Banks g 3,743.7  3,600.3
- Deposits held by PMA 940.9 9253
- Deposits held by Banks 3353 337.9
- Banks' offshore deposits 2,467.5 2,337.0
Portfolio 826.3 829.7
Cash and precious metals 496.7 518.5
Fixed assets 171.3 175.1
Investments 137.4 141.4
Banker’s acceptances 5.9 6.1
Other assets 246.2 285.6
Total liabilities 9,110.3 9,151.1
Total deposits of the public 6,972.5 17,0454
Proprietorship (equity) 1,182.0 11,2323
Deposits of PMA and Banks 646.5 530.5
Tax allocations 171.1 186.7
Other liabilities 122.0 141.8
E;eecl;lt;er?czgd existing banker’s 16.2 145

(Million dollars)
2012 Change rate %
Q2 Q3 Q4 Quarterly Annual
9,045.4 9,293.6 9,798.5 54 7.6
3,783.6 3,7756.4 4,121.6 9.7 18.3
3,264.8 3,390.9 3,675.2 8.4 -1.8
963.6 938.8 998.9 6.4 6.2
340.4 294.6 372.6 26.5 11.1
1,960.9 2,157.5 2,303.7 6.8 -6.6
820.2 748.3 740.2 -1.1 -10.4
602.8 778.7 731.1 -6.1 47.2
176.6 178.2 182.9 2.6 6.8
144.1 144.7 143.7 -0.7 4.6
6.4 4.7 53 12.8 -10.2
246.9 291.7 198.5 -32.0 -19.4
9,045.4 9,293.6 9,798.5 54 7.6
6,911.5 7,200.8 7,484.1 3.9 7.3
1,212.4  1,240.0 1,257.5 1.4 6.4
582.0 501.4 725.2 44.6 12.2
185.6 202.5 182.5 -9.9 6.7
142.3 139.8 139.2 -0.4 14.1
11.6 9.1 10.0 9.9 38.3

Source: Palestine Monetary Authority — The consolidated balance sheet for banks.
Note: Net assets and liabilities comprise the total minus allocations.

4.1.1. Assets

Quarter 4

As Figure 1-4 shows the net assets of banks
grew by 5.4% during the last quarter of 2012,
up by 504.9 million dollars from the third
quarter. Deposits held by the Monetary
Authority and banks climbed by 8.4%, up by

$284.3 million from the previous quarter.
Likewise, direct credit facilities grew by 9.7%,
while fixed assets rose by 2.6% during the
period of comparison.

Figure 4-1: Assets of banks operating in the Palestinian territories,
from Q4 2011 to Q4 2012

q4-2011  q1-2012

9,200 -

9,000 -

8,800 )
1 : ; ; : ,

42-2012

q3-2012  g4-2012

Source: Palestine Monetary Authority — The consolidated balance sheet for banks.
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On the other hand, cash item dropped by
6.1%, totaling $47.5 million and echoing a
10% decline in cash at the offices and
branches of banks in the West Bank.
Similarly, stock portfolio fell by 1%, while
other assets saw a decline of 32%.

Annual comparison

Year 2012 saw a 7.6% rise in the net assets of
banks over the previous year, an increase that
brought the figure to $9.8 billion. The net
credit facilities grew during the year by 18.3%
(or $638.8 million). In parallel the cash item,
banks deposits, banks deposits held by the
PMA and net investment grew by 47.2%,
11%, 6% and 4.6% respectively. Conversely,
overseas deposits of banks, portfolio of
trading and investment declined by 6.6% and
10.4% respectively.

Distribution of credit facilities granted to
the public and private sectors, by currency
In the last quarter of 2012, the total direct
credit facilities stood at $4.1 billion, a 9.7%
increase over the previous quarter. This

growth resulted particularly from an
improvement in credit facilities granted to the
government by $301.2 million®.

By type, loans constituted 70.4% of total direct
credit facilities, while overdraft and lease
financing represented 29.3% and 0.3%
respectively.

During this quarter, the shares of the public
sector and the private sector were 34% and
66% respectively. While the public sector's
share grew by 4.4% from the previous quarter,
that of the private sector fell by the same
percentage, suggesting that the public sector
wrestles with the private sector in obtaining
credit from the banks.

By area, the share of the Gaza Strip saw a
slight decline from the previous quarter,
representing 10.3% of the total facilities. The
West Bank, thus, retained its largest share of
the facilities (89.7%), including those granted
to the public sector and non-residents.

Table 4-3: Distribution of direct credit facilities portfolio, 2011- 2012

(million dollars)

2011 2012 Change rate %
Q4 Q1 Q2 Q3 Q4 Quarterly Annual
By Beneficiary
Public sector 1,1089 1,121.0 1,2034 11,1149 1,406.6 26.2 26.8
Resident private sector 2,3182 2,419.0 25262 2,589.2 2,671.7 32 15.2
Non-Resident private sector 55.7 54.5 54.0 523 433 17.2- 22.2-
By type of facility
Loans 2,496.0 2,526.1 2,665.1 2,785.0 2,901.9 4.2 16.2
Overdraft 978.8 1,060.2 1,110.0 9619 1,209.4 25.7 23.6
Lease financing 8.0 8.2 8.5 9.5 10.3 8.4 28.7
By currency

$US 2,206.7 2,209.2 2236.0 2,233.2 2,210.6 1.0- 0.2
D 404.9 427.8 538.0 539.5 539.7 0.03 333
NIS 851.2 935.0 985.5 949.1 11,3444 41.6 57.9
Others 20.0 22.5 24.1 34.6 26.9 22.2- 34.5

Source: Palestine Monetary Authority — The consolidated balance sheet for banks.

By currency, data indicate that the share of the
US dollar in credit facilities declined from
59.4% in the third quarter to 53.6% in the
fourth quarter of 2012. By contrast, the share
of the facilities granted in the Israeli shekel
rose to 32.6%, up from 25.3% in the previous
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quarter. This was a result of a growth in
overdraft facilities extended to the Palestinian
government, which were mostly in Israeli
shekel. Meanwhile, the share of the Jordanian
dinar remained constant at about 13% during
the period of comparison.

Including $247.5 million received as overdraft, and $ 53.7 million as loans.



Annual comparison

Direct credit facilities increased in 2012 by
18.3% (or $638.8 million) compared to 2011.
Likewise, facilities granted in shekel hiked by
$493.2 million, bringing the figure to $1,344.4
billion (a growth of 58%). When depreciation
of the shekel during 2012 (from 3.85 to 3.58
against the dollar) is taken into consideration,
we end up with a 70% percentage of the
facilities granted in shekel.

Distribution of credit facilities by economic
sectors

Quarter four

According to the consolidated balance sheet
for banks, with 28% the consumer finance
sector had the lion's share of credit facilities.
The real estate and construction sector, the
trade sector (external and internal) and the
services sector acquired 28%, 21%, 18% and

9.6% respectively (see Table 4-4)%.

Table 4-4: Shares of various economic sectors of facilities granted
to the private sector- 2011 and 2012 (%)

Sector

Real estate and construction

Land development

Mining and industry

Internal and external trade
Agriculture and livestock

Tourism, hotels and restaurants
Transport and communications
Services

Financing investment through equity
and financial instruments
Financing car purchase
Financing consumer commodities
Other

Total Facilities ($ millions)

Source: Palestine Monetary Authority

<+ Assets of banks held by banks and PMA
During Q4 2012 assets of banks held by
banks and the PMA saw a growth of
8.4%, bringing the figure to $3.7 billion.
The PMA held 27% of these deposits
(current mandatory reserves (12.5%) and
other accounts (19.2%)), while 62% was
kept as overseas holdings of banks and the
rest was reserved by banks within the
Palestinian Territory.

4.1.2 Liabilities

Quarter 4

Liabilities of banks operating in the
Palestinian Territory primarily involve the
total public deposits (76%) and net equity
(12.8%). Deposits of the public at the end of
Q4 2012 totaled $7.5 billion, up by 3.9% from
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2011 2012
Q4 Q1 Q2 Q3 Q4
166 214 213 214 211
1.0 1.0 1.0 12 1.5
123 105 104 89 6.2
200 212 210 208  18.0
1.4 1.8 1.2 1.2 1.3
2.0 2.1 2.1 2.0 2.1
1.0 0.8 0.9 0.8 0.8
120 113 105 96 9.6
2.7 26 2.1 2.4 2.2
4.8 40 41 43 4.1
170 165 188 202 280
9.2 67 6.6 7.1 5.1

2,4519 2,536.1 2,644.6 2,713.7 2,791.8

the previous quarter. With $1,25 billion, net
equity came second in terms of relative
importance, up by 1.4% from the previous
quarter.

Public deposits were distributed between the
public and private sectors by 8.3% and 91.7%
respectively. Within the private sector, on the
other hand, residents' deposits constituted
about 96.5% ($6,621.3 million) of the total
deposits, while non-residents’  deposits
represented 3.5% ($242.6 million).

Current (on-demand) deposits accounted for
39.9% of total public deposits. Time deposits
represented 29.8%, while saving deposits
made up 30.3% of the total public deposits
(see Figure 4-2). By currency, with 40.9% the
US dollar retained its dominance in public

Each sector's shares also include allocations ,thus the figures shown in Table 4-3 might not match the figures of Table 4-4.



deposits. The Israeli shekel and the Jordanian
dinar held 31% and 23.3% respectively. Other

Figure 4-2: Distribution of public deposits
by Type of deposit- as end of 2012

currencies accounted for the rest of deposits
(see Figure 4-3).

Figure 4-3: Distribution of public deposits by
Currency- as end of 2012
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Source: Palestine Monetary Authority —The consolidated balance sheet for banks

Annual comparison

In 2012 liabilities of banks grew by $688.2
million, up by 7.6% from the previous year. At
the same time public deposits and holdings of
banks and PMA rose by 7.3% and 12.2%

respectively. Similarly, property rights saw an
increase of 6.4%, echoing a $20 million
growth in paid-up capital during the compared
period (see Table 4-5).

Table 4-5: Distribution of public deposits, 2011 and 2012

($ millions)

2011 2012 Change rate (%)
Q4 Q1 Q2 Q3 Q4  Quarterly Annual
Be Depositor
Public sector 584.5 566.1 5159 566.4 620.2 9.5 6.1
Resident private sector 6,192.3 6,276.1 6,180.6 6,409.2 6,621.3 33 6.9
Non-resident private sector 195.7 203.2 215.0 225.2 242.6 7.7 24.0
By type of deposit
Current deposit 2,773.0 2,746.1 2,691.0 2,894.8 2,984.4 3.1 7.6
Time deposit 2,172.4 22009 2,1224 2,167.6 2,234.9 3.1 2.9
Saving deposit 2,027.1 2,0984 2,098.1 2,138.4 2,264.8 5.9 11.7
By deposit currency

US dollar 2,115.8 2,740.8 2,709.1 2,789.0 3,063.0 9.8 44.8
Jordanian dinar 1,801.4 1,849.8 1,795.1 1,781.4 1,740.4 2.3- 3.4-
NIS 2,718.5 2,0934 2,0889 23063 2,323.6 0.8 14.5-
Other currencies 336.8 361.4 318.4 324.1 357.1 10.2 6.0
Total 6,972.5 17,0454 6911.5 7,200.8 7,484.1 3.9 7.3

<+ Profits of banks operating in Palestinian
Territory

The net revenues (net profits minus expenses)

of banks operating in Palestine during Q4

2012 totaled about $32.4 million, up from

$29.7 million in the previous quarter. The net

40

cumulative profits of banks for 2012 totaled
$123.5 million, down from $127.3 million in
2011. Table 4-6 below shows the sources of
income and net profit of banks during 2012.



Table 4-6: Banks net income in 2011 and profits in 2012

Source of profit / loss 2011
Net profit 385.0
Interest 267.5
Commissions 69.7
Debt securities & investment 13.9
Operations of evaluating and 258
exchanging foreign currency ’
Hedging and trading (derivatives)  0.43
Other operating revenue 7.7
Expenses 257.7
Operating expenses 217.4
Allocations 7.7
Tax 32.6
Net income * 127.3

($ millions)

2012
T T T 2012
101.2 102.1 1072 1058 416.3
735 773 769 786 306.3
192 177 188 178 735
18 01 30 29 78
52 57 67 70 246
005 003 04 01 058
14 13 14  06- 35
632 787 715 734 292.8
547 575 567 587 227.6
31 76 87 03 197
54 136 121 144 455
380 234 297 324 1235

Source: Palestine Monetary Authority —The consolidated balance sheet for banks

* Net income = net profit — expenses

4.2 Performance indicators of the
banking system

The general indicators for the performance of
banks operating in the Palestinian Territory
reveal a substantial change in 2012 in general
and Q4 in particular. The percentage of credit
facilities to non-bank deposits (deposits of the
public) was 55%, up from 52% in the third
quarter and 50% in the corresponding quarter
of 2011. This growth is a consequence of a
growth in credit facilities at a pace higher than
the growth in customer deposits during the
compared period against a backdrop of an
increase in credit facilities granted to the

Palestinian government. The ratio of overseas
holdings to total deposits remained unchanged
(at about 28% during the last two quarters of
2012). However, this ratio saw a drop of 9%
from the corresponding quarter of the previous
year.

On the other hand the private sector's credit
facilities—deposits ratio was 39.6%, a growth
of 2.6% from the corresponding quarter of
2011, but a decline of about 1.3 percentage
points from the previous quarter. The decline
is attributable to a drop in the private sector's
share of credit facilities to the advantage of the
public sector (see Table 4-7).

Table 4-7: Performance indicators of the banking system, 2011-2012

Indicator o1
Credit facilities / Non-bank deposits 44.7
Cr.edit facilities of 'the private sector / 34.9
private sector deposits

Overseas holdings / total deposits

Customer deposits / total assets

33.9
79.4

(%)

2011 2012
Q2 Q@ @ Q1 Q@ Q3 o
494 47.1 500 51.0 547 526 551
362 37.5 373 383 405 409 39.6
3.0 348 324 332 262 28.0 281
787 710 765 71.0 764 715 764

Source: Palestine Monetary Authority —The consolidated balance sheet for banks

4.3 Clearing Houses Activity

Data from the Palestine Monetary Authority
(PMA) clearing houses in both Ramallah and
Gaza show that Q4 2012 saw a growth in the
number and value of checks presented for
clearing: about 1.2 million checks (with a
value of 2,357.5 million dollars) were
presented for clearing, up by 3.2% in the
number and 2.6% in the value of checks
compared to the previous quarter.
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Statistics also show that the number of checks
presented for clearing during 2012 was 4.3
million, with a value of $9,629.6 million.
During 2012 there was a significant increase in
the number of returned checks (519,000 with a
value of $677.2 million, representing 12% of
the number of checks presented for clearing
and 7% of the value of checks presented for
clearing) owing to the delay in paying public



servants salaries against the backdrop of the
PA's financial crisis. The Monetary Authority
tried to alleviate the public servants' financial

crisis and thus instructed the banks not to
consider civil servants checks bounced during
the period of delays.

Table 4-8: Number and value of checks presented for clearing &
number and value of checks returned- from Q1 2011 to Q4 2012

Checks pres.ented for Returned checks
Period clearing
No. Value ($ No. Value ($
(checks) millions) (checks) millions)
Ql 981,188 2,882.7 106,141 167.2
2011 Q2 1,001,249 3,059.2 115,883 175.6
Q3 1,010,402 3,055.7 134,574 213.2
Q4 1,055,827 2,870.8 131,518 202.1
Total 4,048,666 11,368.4 488,116 758.1
Q1 1,009,857 2,604.4 119,019 180.3
2012 Q2 1,038,177 2,370.1 111,283 161.6
Q3 1,102,004 2,297.6 127,175 157.8
Q4 1,137,567 2357.5 161,597 177.5
Total 4,287,605 9,629.6 519,074 677.2

Source: PMA, Monthly Statistical Bulletin

As far as currency the shekel continued to
acquire the largest share of the checks in

terms of number (93.4%) and value (76.2%)
(see Figure 4-4).

Figure 4-4: Distribution of the number and value of checks presented
for clearing by currency- as of end Q4 2012
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Quarterly data demonstrate that outgoing
transfers during the fourth quarter of the year
totaled 39,973 with a value of $ 1.3 billion,
bringing the entire year's figure to145,797
transfers worth $4.7 billion. About 21.5% of
the total number of executed outgoing money
transfers and 27.6% of the total value of
outgoing transfers went to Israel. On the other
hand, the number of incoming transfers was
34,019 with a value of $1.4 billion, bringing
the number of transfers received during the
year to 199,752, with a value of $6.1 billion.
Meanwhile, 23.1% of the number of incoming
transfers came from Israel, with a value of
44% of the total value of the incoming

transfers. To facilitate the processing of
internal and external bank transfers and reduce
the number of returned transfers, the PMA
launched the International Bank Account
Number®.

66 At the end of the fourth quarter 2012, the PMA launched
the International Bank Account Number (IBAN), so as to
comply with international standards with regard to
profiling account numbers in Palestine and facilitate the
processing of internal and external bank transfers. This is
usually accomplished when transfers pass through
electronic systems, thus reducing the number of returned
transfers (which occurs when account numbers are
different). The launch of this service is compatible with
the standards set by the International Organization for
Standards 'ISO', aiming at strengthening effectiveness and
protecting electronic payment systems when funds are
transferred domestically and internationally. The Monetary
Authority registered its IBAN with SWIFT registrar.
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4.4 Money Changers

At the end of Q4 2012 the number of licensed
money changers in the oPt was 277 (including
234 in the West Bank and 43 in the Gaza
Strip) up from 275 in the previous quarter. 181
of these money changers have a company legal
status, while 96 have an individual status.

In annual terms the number of changers in
2012 declined by 15 compared to 2011. At the
same time the number of money changers who

have the legal status of companies increased
by about 19, while the number of money
changers who have the legal status of an
individual dropped by 34 (see Table 4-9). This
reflects the tendency of money changers to
take the legal status of companies in
compliance with the PMA's system of
licensing and controlling currency exchange
agencies, which the PMA enacted last year.

Table 4-9: Number and distribution of licensed
money changers in the Palestinian territory

No. of changers
West Bank Gaza Individuals Companies

Q42011 248

Q32012 233

Q42012 234
Source: PMA

4.5 Palestine Stock Exchange
4.5.1 Financial Indicators

The Economic and Social Monitor studies
three groups of financial indicators of the
Palestine Stock Exchange (PSE) and its
developments:

4 Indicators of the financial market

- Market capitalization (market value of
listed shares divided by the GDP at
current prices)®’: the share of market
capitalization on the PSE in 2012 was
28% compared to 32% in 2011.

- Number of listed companies: the
number of companies listed on the
Palestine Stock Exchange at the end of
the fourth quarter 2012 was 48. In
2012, PALAQAR (a real estate
company) and PSE  Securities
company were added to the PSE list.
Nine companies work in banking and
financial services, eleven are
manufacturing  companies, seven
insurance companies, eight investment
companies, and thirteen firms are
active in the services sector.

Liquidity Indicators

- Ratio of traded shares to GDP: in 2012
this ratio was 3% compared to 4% in
the previous year.

7 This indicator is used to measure the importance and role

of the financial market in an economy. It is calculated for
the entire year rather than individual quarters.
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Legal form

130 162
178 97
96 181

- Turnover®: in 2012this indicator was
10%, down from 13% in 2011. As per
sector, the turnover of the banking and
financial services sector was 12%, of
the investment sector 11%, of the
services sector 9%, of the insurance
sector 8% and of the industry sector
6%.

4+ Degree of concentration (the share of the 5
largest companies in terms of the value of
the shares) ¢
- The five largest companies on the PSE

held 78% of the total value of shares
traded in 2012. These companies
were: Palestinian Telecommunications
Group (37%); Bank of Palestine
(19%); Palestine Development and
Investment (11%); Wataniya Palestine

Mobile Telecommunications
Company (6%); and Palestine Islamic
Bank (5%).

The number of shares traded in 2012 totaled
147 million, a decline of 20% compared to
2011. The value of shares traded in 2012
amounted to $273 million, a decrease of 25%
from 2011 (see Figure 4-5).

% This indicator calculates the volume or value of shares

traded on a stock exchange during a day, month or year.
This indicator is used to measure the influence of some
large companies on changes in stock market indices,
especially the stock prices.
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Figure 4-5: Value of shares traded on Palestine Stock
Exchange, 2011-2012
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4.5.2 Market value of traded shares

At the end of the fourth quarter of 2012 the
market value of shares of companies listed on
the Stock Exchange totaled $2,859 million, an
increase of 3% over 2011.

Regarding the value of shares traded by sector,
the services sector had the largest share (with
50% of the total value of shares traded), while
the banking and financial services sector came
second, with a share of 25% of the total value
of stocks traded on the PSE (see Figure 4-6).

Figure 4-6: Value of shares listed on Palestine Stock
Exchange, By Sector- 2012
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With respect to the market value of shares of
companies listed on the PSE by sector, the
services sector held the largest share of the
total market value (46%). The banking and
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financial services sector came second with
31%, while the investment sector ranked third,
with 15% of total value (see Figure 4-7).



Figure 4-7: Value of shares traded on Palestine Stock
Exchange, By Sector- 2012
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4.5.3 Al-Quds Index

At the end of Q4 2012 the Al Quds Index 31.88 points (7.1%) from the previous quarter
closed at 444.759 points, up by 0.66 points (see Figure 4-8).
from the corresponding quarter of 2011 and

Figure 4-8: Al-Quds Index- months of 2011 & 2012
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Text box 6: Stress tests for the Palestinian banking sector: Are banks at risk?

The liberalization of the banking sectors in the eighties of the last century triggered the global financial crisis
in late 2007. The term 'liberalization' usually refers to fewer government regulations and restrictions that
regulate the banking system. The main goal of liberalization is to remove control in order to boost
competitiveness of banks, thereby increasing productivity by reducing the obstacles and the cost of
borrowing for investors. Liberalization of the banking sector focuses on reducing the capital reserve
requirement in banks and allowing unreliable dealings and facilities, so as to encourage lending and
investment.

Yet, the global financial crisis prompted central banks in many countries to revisit those policies and to
tighten control and supervision over banks. Among the new measures applied is the 'stress test': an analysis
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conducted under unfavorable economic scenarios. It is designed to determine whether a bank has enough
capital to withstand the impact of adverse developments. Usually stress tests are used as a tool to support
precautions against risks and address the deficiencies in the methods and standards of protection and
emergency response.

It is the US Federal Reserve Bank that is credited with the design of stress tests though these tests were
previously accounted for in Basel II. The Fed conducted these tests after the financial crisis in 2007. These
tests were carried out accurately, strictly and with a high degree of transparency, which helped to increase
the confidence of investors and contributed to the recovery of the US economy in the wake of the financial
squeeze. The stress tests are considered one of the main economic achievements of the administration of
President Obama’.

Europe, in turn, has adopted the stress tests in the banking sectors, but the results were not as successful as in
the United States, as some of the banks that hardly succeeded in the test had shortly hovered on the verge of
bankruptcy. This forced the authorities to make huge bailouts, suggesting that the stress tests conducted by
the European Central Bank were not strict and transparent enough, which foiled the objective of restoring
confidence to the banking sector and hampered financial recovery in Europe’'.

In the Palestinian territory, as of March 2011, the PMA has started to undertake stress tests on a quarterly
basis’>. The Palestinian tests, as in the US and Europe, were constructed in accordance to the criteria of
Basel 2009, aiming to immunize banks against the risk of bankruptcy, with an eye on determining the
amount and proportion of liquidity needed by each bank to protect it from financial and operational risks
(risks that might arise from lending and investment). As such, liquidity requirements are determined for each
bank individually: the higher the risks the bank takes, the higher the liquidity needed to ensure financial
fitness.

Stress tests in the Palestinian territory were designed in a way that ensures the ability of banks to cope with
economic and political events that could arise. Nine scenarios of emergency were assumed, and each
involved a selected number of shocks that might adversely affect the banks’*:

20-40 percent of government loans suffer delayed payment.
25-50 percent of PA's employees loans become delinquent.
10-30 percent of private sector loans become delinquent.
5-25 percent of decline of fair value of investment.

5-20 percent of deposits withdrawn within one month.

1-5 largest borrowers become delinquent.

1-5 largest depositors withdraw deposits.

SRS

The PMA tests deal with the government debt and employees’ debt independently because PA's debt to
banks totaled $1.2 billion in mid-2012 (according to the Economic Monitoring Report of the World Bank).
This represents 13% of the total assets of the banking sector and 99% of banks’ equity. At the same time
banks loans to the government and public sector's employees represented 48% of total loans™.

The stress tests aimed at measuring the impact of each scenario on the core capital of the first category of
banks (Tier 1 capital). The Tier 1 ratio is the ratio of a bank's core equity capital to its total risk-weighted
assets. The minimum percentage of target banks' success was projected at 8%,

PMA analysis found that only one of the nine scenarios would trigger a slope in the T1 ratio to less than 8%.
This scenario assumes that the private sector would experience the combination of shocks in No. 3 (30%),
No. 4 (25%) and No. 5 (20%). Banks could barely pass the test, probably under the impact of another
scenario 'extreme political shock' which involves a blow of No. 1 (40%), No. 2 (50%), No. 3 ( 20%), No. 4
(15%) and No. 5 (20%). This strong scenario has brought the ratio down to 8.2%. In the other seven
scenarios, the ratio had a range of 11.6%-20.3, while the actual ratio during undertaking the test mid-2012
was 22.5% (see Figure 1).

" Economist article: End of term report — Barack Obama’s economic record (September 2012).

7' ibid

> World Bank (September, 2012). Fiscal Crisis, Economic Prospects. The Imperative for Economic Cohesion in the Palestinian
Territories. Economic Monitoring Report to the Ad Hoc Liaison Committee.

IMF (September, 2012). Recent Experience and Prospects of the Economy of the West Bank and Gaza. Staff Report Prepared for
the Meeting of the Ad Hoc Liaison Committee.

World Bank (September, 2012). Fiscal Crisis, Economic Prospects. The Imperative for Economic Cohesion in the Palestinian
Territories. Economic Monitoring Report to the Ad Hoc Liaison Committee.

T 1 capital is the basic measure of the banks' financial strength, and it involves core capital (common stock and disclosed
reserves).

73

74

75

46




Figure 1: Impact of Stress Tests on TA Ratio — at end-March 2012

Required

Scen1 Scen2 Scend Scend Scenh Scen6 Scend Scen8 Scend

Source: IMF (September, 2012). Recent Experience and Prospects of the Economy of the
West Bank and Gaza. Staff Report Prepared for the Meeting of the Ad Hoc
Liaison Committee.

The stress tests found that the Palestinian banking system is resilient to a broad range of shocks, since this
system is well capitalized in Tier 1. However, there are significant differences in the performance of
individual banks. According to a World Bank's report, small banks clearly outperformed their large
counterparts in these tests, since small banks have reserves sufficient to ensure financial integrity. The World
Bank report said that some banks were forced to increase their capital and diversify their portfolios to ensure
a timely response to potential emergencies’®.

In fact, raising banks' capital was prior to disclosing the results of the stress tests, since the Monetary
Authority introduced two measures in 2009 to strengthen and support the capital of the banking system:

1. An increase in the minimum capital requirement from $35 million to $50 million with a compliance
deadline of end-2010.
2. Required banks to add 15 percent of their net income as an additional bad-time buffer’’.

In any case, stress tests that are routinely undertaken in the Palestinian banking sector undoubtedly
contribute to strengthening confidence in the sector and consolidating its immunity against bad time shocks.

5. Investment Indicators

5.1 Company Registration

Quarter 4

The Ministry of National Economy registers Annual Comparison

companies in the Occupied Palestinian In 2012, 1070 new companies were registered
Territory under various company laws in in the West Bank, down by 316 from 2011
effect in the West Bank and the Gaza Strip”.In (see Table 5-1). The capital of these newly
this quarter, new 245 companies were registered companies totaled 636 million

registered, an increase of 50 companies from Jordanian dinars™, a growth of 189% from
the third quarter 2012, but a decline of 92 2011%.

from the corresponding quarter of 2011 (see
Table 5-1).

" World Bank (2012). Fiscal Crisis, Economic Prospects: The Imperative for Economic Cohesion in the Palestinian Territories.

Economic Monitoring Report to the Ad Hoc Liaison Committee. September 23, 2012.
IMF (September, 2012). Recent Experience and Prospects of the Economy of the West Bank and Gaza. Staff Report Prepared for
the Meeting of the Ad Hoc Liaison Committee.
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Table 5-1: Development of the number of new companies
registered in the West Bank during years 2008-2011

Quarter 2008 2009 2010 2011 2012

1 247 454 334 389 319
2 334 412 428 373 278
3 315 349 164 287 228
4 287 438 290 337 245
Total 1,183 1,653 1,216 1,386 1,070

Source: Ministry of National Economy - Ramallah, Department of the
registrar of companies, 2012.

With respect to the distribution of the capital
by sector®, available data show that with a
share of 49% (JD 103 million), the trade
sector was the largest contributor of the
capital of newly-registered companies in

2012. The services sector ranked second with a
share of 27%. The construction and industry
sectors came third and fourth, with 10% and
8%, respectively (see Figure 5-1).

Figure 5-1: % Distribution of the value of capital of the newly-
registered companies in the West Bank- by Sector, 2012
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Source: Ministry of National Economy - Ramallah, Department of the registrar of

companies, 2012.

Regarding the legal form of companies
registered in 2012, data indicate that 449
companies took the form of public ordinary
companies, 603 were private joint stock

companies, 17 were foreign joint stock private
companies, and 1 public joint stock company:
with 9%, 15%, 79% and 1%, respectively (see
Table 5-2).
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the Gaza Strip.
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Jordanian Companies Law No. (12) of 1964 is applied in the West Bank, while the Companies Law No. (18) of 1929 is applied in

In 2012, the companies were registered in three currencies: the Jordanian dinar, the US dollar and the euro. Exchange rates were

calculated according to the quarterly average exchange rates of the Jordanian dinar.
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the total registered capital during 2012).
81

This surge is due to registering three foreign companies in the third quarter of 2012 with a huge capital ($ 428 million, or 67% of

The foreign joint stock companies (Roche holding Ltd., F. Hoffmann-La Roche Ltd., and Dai Nippon Construction Co. Ltd.)-

which were registered in Q3- were excluded given the immensity of their capital.
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Table 5-2: Distribution of the value of capital of companies registered
in the West Bank- by Legal Form, 2011-2012

(JD millions)
Legal form
Year Public Private Public Foreign Private ~ Total
Ordinary Shareholding Shareholding Shareholding

2011 74.149 135.254 0 10.846 220.249
Q12012 15.514 35.488 5.000 30.110 86.112
Q22012 17.580 17.594 0 2.123 37.296
Q32012 11.281 15.050 0 428.127 454.458
Q42012 12.115 28.233 0 17.628 57.976
2012 56.490 96.365 5.000 477.988 635.842

Source: Ministry of National Economy - Ramallah, Department of the registrar of companies, 20

5.2 Building Licenses in the oPt

Quarter 4

The number of building licenses issued during
a given period may be taken as a significant
indicator of investment activity in general, and
investment in the housing sector, in particular.
The number of building licenses issued
depends, to a large extent, on weather
conditions during that period. Therefore, there
is a seasonal change in the number of licenses
during the different quarters of the year.
Usually, construction activity rebounds during
the second and third quarters (summer), while
it declines during the first and fourth quarters.
Besides, it should be made clear that the
number of licenses issued does not include all
building activities in the construction sector,
since part of the construction activities,
especially in rural areas, is not registered or
licensed.

Statistics of building licenses show an increase
of 18% in the number of building permits in
the oPt during the fourth quarter of 2012
compared to the third quarter of the year (from
1778 to 2099), and a rise of 11.4% compared
to the corresponding quarter of 2011 (see
Table 5-3 and The Monitor, Issue 28). On the
other hand, the total licensed areas grew by
13% compared to the corresponding quarter of
2011.

Annual Comparison

Annual data reveal that the number of building
permits increased by 6.9% compared to 2011.
The total area of buildings licensed in 2012
was approximately 37783 square meters, up by
6.3% from 2011. Furthermore, the number of
licensed dwelling units (new and existing
ones) rose significantly (from 14,183 in 2011
to 15,436 in 2012).

Table 5-3: Number of building licenses issued in the oPt
: 2011-2012 (Area: thousand sq. m)

Indicator 2011 2012

Total Q1 Q2 Q3 Q4 Total
Total licenses issued 7,708 2,172 2,190 1,778 2,099 8,239
Residential buildings 6,856 1,904 1,930 1,624 1,860 7,318

Non-residential buildings 852 268 260 154 239 921

Total licensed areas 3,553.5 976.8 870.1 8059 1,125.5 3,778.3
No. of new units 11,263 3,317 3,006 3,107 3,673 13,103
Area of new units 2,059.2 618.2 518.6 529.6 636.5 2,302.9
No. of existing units 2,920 526 643 541 623 2,333
Area of existing units 538.7 109.0 106.3 92.7 112.5 420.5

Source: Palestinian Central Bureau of Statistics (2013): Building Licenses Statistics,
Ramallah - Palestine.
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5.3 Cement Import

Quarter 4

Data show an increase of the amount of
cement imported into the oPt during the fourth
quarter of 2012, up by 11% from the third
quarter. This rise resulted from an increase in
the amount of cement imported into the West
Bank (12%) and a decrease in the quantity of
cement imported into the Gaza Strip (28%).
Quarter 4 2012 also saw a 4% increase in the
quantity of imported cement in comparison

with the corresponding quarter of 2011(see
Table 5-4 and The Monitor, Issue 28).

Annual Comparison

The amount of cement imported into the
Palestinian territory during 2012 fell by 5%
compared to 2011 (despite a 9% increase in
the amount imported into the Gaza Strip). The
decline was, of course, a result of a 5% drop in
amounts coming into the West Bank.

Table 5-4: West Bank and Gaza's Imports
of Cement: 2011-2012

2011
Indicator

Total Q1
West Bank  1,281.7 254.3
Gaza 44.6 12.6
OPT 1,326.3 266.9

(thousand tons)

2012
Q2 Q3 Q4 Total
3419 2924 3283 11,2169
13.5 13.1 94 48.6
3554 305.5 337.7 1,265.5

Source: Palestinian Central Bureau of Statistics: Administrative Records,
2013. Ramallah, Palestine.

5.4 Car Registration

Quarter 4

During Q4 2012, 3256 cars were registered in
the West Bank, down by 26% from the
corresponding quarter of 2011 (see Table 5-5
and The Monitor, Issue 28). There was also a
steady decline in the number of registered
vehicles over 2012 quarters (3742 cars in the
first quarter and 3256 cars in the fourth
quarter) (see Table 5-6).

Annual Comparison

During 2012, about 14,000 new and used cars
were registered in the West Bank. Forty-six
percent of cars registered in the West Bank

were used cars imported from abroad, nineteen
percent were used cars imported from Israel
and thirty-five percent were new cars imported
from abroad. At the annual level, 2012 saw a
34% decline in the number of registered
vehicles (new and used)- basically due to a
52% decline in the number of used cars
imported from abroad during the same period.
The decline is likely a result of the financial
crisis which hit the West Bank and led to
delays in the payment of salaries of
government employees in mid-year of 2012.

Table 5-5: No. of new and used cars newly-registered in the
West Bank- 2010 & 2011

Cars from international Cars from international

Car from the Israeli

market (new) market (used) market (used) Lol
2011 5,396 13,387 2,362 21,145
Q1 2012 1,050 2,080 612 3,742
Q22012 1,359 1,588 681 3,628
Q32012 1,182 1,440 661 3,283
Q4 2012 1,232 1,322 702 3,256
2012 4,823 6,430 2,656 13,909

Source: Department of Customs and Excise, unpublished data.

50



5.5 Hotel Activity

Quarter 4 Annual Comparison

During Q4 2012, the number of oPt hotels In 2012, the number of hotels in the
totaled 98, up from 94 in the previous quarter. Palestinian territory totaled 98, up from 91 in
The number of guests rose to about 152,159 2011. In the meantime, the number of
(an increase of 4% over the previous quarter employees working in hotels grew by 17%.
and a growth of 13% over the corresponding Likewise, the number of guests increased by
quarter of 2011), while the number of nights 13.4%. However, the average length of stay
stayed totaled 362,286. declined from 2.5 nights per guest in 2011 to

2.3 nights in 2012.

Table 5-6: Key Hotel Indicators in the oPt, 2011-2012

. 2011 2012
Indicator

Total Q1 Q2 Q3 Q4 Total
No. of operating hotels 91 90 87 94 98 98
Average no. of employees 2,091 2,449 2,379 2,493 2,447 2449
No. of guests 507,372 117,470 159,254 146,612 152,159 575,495
No. of nights stayed 1,245,509 292,684 371,563 310,327 362,286 1,336,860
Average room occupancy 1417.1 1,282.7 11,7629 1,489.7 1,519.7 1,513.7
Average bed occupancy 34124  3,216.3 4,083.1 3,373.1 3,9379 3,652.6
Room occupancy % 28.4 25.5 344 28.3 28.2 29.1
Bed occupancy % 31.9 28.4 34.8 27.9 31.9 30.7

Source: PCBS, 2013: Hotel Activity in the oPt

Textbox 7: Mekorot Claims Palestinian Water Authority Owes it Half a Billion Shekels

Article 40 of the Oslo Agreement set the amount of water that both Palestinians and Israelis can extract from
existing water sources within the borders of the West Bank and Gaza Strip during the five-year interim
period. Accordingly, Palestinians are entitled to 54 million cubic meters from the eastern basin, 22 million
cubic meters from the northern basin, and 42 million cubic meters from the north-eastern basin (a total of
118 million cubic meters). Both sides agreed that in the case of purchase of water by one side from the other,
the purchaser shall pay the full real cost incurred by the supplier, including the cost of production at the
source and the conveyance all the way to the point of delivery®.

These agreements were supposed to remain in force only until 1999, and then revisited in the permanent
status negotiations, such that the quantity of water supplied to the oPt would have to hinge on the number
and needs of the population, as well as the economy in the Palestinian territory. However, as a result of
stalled final status negotiations between the parties (water and other permanent status issues), the increase in
the population of the West Bank and Gaza Strip, as well as climate changes (which has impacted surface
water and groundwater resources alike), the amount of water that Palestinians have access to is barely
enough for the basic needs. This forced the Palestinians to rely on Israel to compensate for the significant
shortage the Palestinian territory suffers. In the late 1990s, the Palestinian Water Authority (PWA) started
purchasing large quantities of water from the Israeli Water Company (Mekorot). In 1998, for example, it
purchased about 30 million cubic meters to the West Bank only®.

In 1998, the Palestinian and Israeli sides signed the pricing protocol which proposed an equation for
calculating the price of water the Palestinian side purchases from Israel. The equation is based on 1996 price
(NIS 1.66 per cubic meter) provided that the price is adjusted from time to time depending on a number of
variables that affect the true cost of withdrawing and transporting water, such as the price of electricity, the
rate of inflation, and others®*.

8 Article 40 of Oslo Agreement http:/www.mfa.gov.il/MFA/Peace+Process/Guide+to+the+Peace+Process/THE+ISRAELI-
PALESTINIAN+INTERIM+AGREEMENT+-+Annex+III.htm#app-40

The Water Authority purchased 28 million cubic meters for the West Bank and 4 million cubic meters for agricultural purposes in
the village of Bardala, Water Information System, Department of Information Bank, Palestinian Water Authority.

All prices listed in the textbox exclude VAT.
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Since 2008, the Israeli company demanded a change in the base rate on the pretext that the price is not equal
to the actual cost incurred by the company. The parties entered into negotiations on this issue, but with no
agreements reached. The status remained unchanged until 2012, when the Palestinian Water Authority
purchased about 61 million cubic meters for the West Bank and 4 million cubic meters for the Gaza Strip® at
a price of NIS 2.74 per cubic meter for the West Bank, and NIS 2.4 per cubic meter for the Gaza Strip®.

However, because of the acute water shortage in some areas of the West Bank and the Gaza Strip in that
year, the Palestinian Water Authority asked for additional quantities of water, over the above mentioned
amount (additional 5 million cubic meters to the Gaza Strip and 2 million cubic meters to Bethlehem and
Hebron). Mekorot agreed to supply this additional quantity, but at 28% and 43% higher than the agreed-
upon price (3.5 shekels per cubic meter to Bethlehem and Hebron and 3.44 per cubic meter to the Gaza
Strip)®”.

Mekorot stepped up its demands on July 18, 2012, asking the PWA to pay the special price (3.5 shekels per
cubic meter to Bethlehem and Hebron and 3.44 per cubic meter to the Gaza Strip) for the whole quantity
purchased in 2012. Even worse, Mekorot asked the PWA to apply these prices retroactively (to all water
quantities purchased during the period between 2004 and 2012). This means that the PWA has to pay the
difference between the old price and the new price over the 8-year period, an amount of up to almost half a
billion shekels®. The Israeli company threatened that it would deduct the amount of the cost according to the
new rates from clearing revenues in the event of the failure of the Palestinian Water Authority to pay the
amounts due.

The PWA denied the claims of Mekorot that the price is based on the principle of "true cost" stated in Oslo
Agreement; the authority's rejection builds on a number of assumptions®, including:

< The new price demanded by Mekorot includes the amount of money imposed by the Israeli government
on every consumer of water (about NIS 1 per cubic meter) in order to support the agricultural sector of
Israel.

< Israel adds the burdensome cost of desalinating sea water to the price of water transferred to the oPt,
especially Gaza, while the current Palestinian needs can be fully met from natural resources without any
need to use desalinated water with a high cost. In addition, the water the Palestinians purchase is not
entirely desalinated; rather it is a mixture of desalinated water and natural water. This means that the
costs Mekorot incurs is less than the alleged price.

< Mekorot sets two prices for different Israeli water companies: a low price on the basic needs of
consumption (from NIS 1.6 and up to NIS 3.50 per cubic meter); and a high price on consumption that
exceeds the ratio of the basic consumption. Yet, the company imposes a single rate on the Palestinian
purchase of water.

The Palestinian Water Authority states that the disagreement with the Israeli side is not only about prices; it
is basically about principles: the Palestinian side's access to water resources is an unquestionable right. This
right entails building a number of projects: developing Al-Fashaka springs in the Dead Sea area (with a
production capacity of more than70 million m3 a year), the construction of pipelines connecting to
Bethlehem and Hebron, drilling wells in the aquifers of the West Bank, and removing restrictions on the
development of Palestinian water resources instead of purchasing water from expensive sources, such as
Israeli desalination plants on the Mediterranean.

In this context, MAS has prepared a study on the true cost of Mekorot water. The study found that this cost
is a little above 2 shekels per cubic meter, suggesting the arbitrary behavior and blackmailing by the
company. The negotiations between the Israeli company and the Palestinian Water Authority on prices are
still in place, but they are stalled for the time being.

% Figures include the amounts of water purchased at discount prices for agricultural purposes in Bardala and Kardala villages in the

Jordan Valley. Source: Water Information System, Department of Information Bank, Palestinian Water Authority, 2012,
unpublished data.
Interview with Ahmed Hindi, General Manager of Water Council and Chairman of the Prices Committee in the Palestinian Water
Authority, January 13, 2013.
8 Haaretz, October 11, 2012
" http://www.haaretz.com/news/features/palestinian-authority-israel-violating-oslo-deal-on-water-prices.premium-1.469290
ibid
& Interview with Ahmed Hindi, General Manager of Water Council and Chairman of the Prices Committee in the Palestinian Water
Authority, January 13, 2013.
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6. Prices and purchasing power
6.1 Consumer Prices

Quarter 4

Indices of consumer prices in the Palestinian
Territory posted an increase of 0.46% in the
fourth quarter 2012 compared to the third
quarter and a growth of 2.37% compared to
the corresponding quarter of 2011. Quarterly
data shows a rise in all major commodity

groups except for lodging and its related
supplies. The highest increase was in the
prices of alcoholic drinks and tobacco, up by
2.82% from the previous quarter and by
11.96% from the corresponding quarter of
2011 (see Table 6-1).

Table 6-1: Average CPI Change in the Palestinian Territory by
Commodity Group- 2011 & 2012

2011 Q12012 Q22012 Q32012 Q42012 2012
Group % Change in % Changein % Changein % Changein % Change in Q4 % Change
2011 over 2010 Q12012 0ver Q220120over Q32012over 2012 over Q3, in 2012
Q42011 Q12012 Q2,2012 2012 over 2011

Food Stuff and soft drinks 2.40 0.97 (1.94) 1.76 0.24 2.12
Alcohol beverages and Tobacco 6.22 3.29 0.91 4.47 2.82 7.82
Textiles, apparels, and footwear 4.60 0.42 (0.13) (0.50) 0.87 1.30
Lodging and related supplies 2.95 1.15 0.93 0.54 (0.45) 3.91
Furniture & home appliances (0.03) 0.82 0.14 1.39 1.37 1.29
Medical care 1.33 0.72 0.88 1.52 0.60 3.06
Transportation & travel 4.78 0.96 0.97 0.22 0.02 2.20
Telecommunications 0.39 0.14 (0.08) (0.30) 0.08 0.26
Recr.eational & cultural goods & 1.21 0.67 0.40 0.64 0.48 1.24
services
Educational Services 2.10 2.15 1.41 (0.03) 0.02 5.47
Restgurant, Cafe, and Hotel 5.89 1.93 0.12 0.24 0.53 3.90
Services
Misgellaneous goods and 3.99 1.23 0.65 1.11 1.05 5.06
services
General CPI 2.88 1.10 (0.45) 1.25 0.46 2.78

Source: PCPD.
* Figures in brackets indicate negative values (decline in prices).

Annual Comparison

In 2012, the index of consumer prices saw an
increase of 2.78% over 2011. The prices of
alcoholic drinks, tobacco, educational services,
lodging & related supplies, medical services,
transportation & travel, food supplies and soft
drinks were the main groups that largely
affected the index of consumer prices during
2012.

Table 6-2 tallies the changes in prices of
some commodity groups in the Palestinian
Territory during Q4 2012 compared to the
previous quarter. As observed, the price of
flour rose by 3.72% (for example, the price of
white flour (Haifa — Zero) was 172.96 shekels
/ 60 kg during December 2012). Likewise, the
price of poultry posted an increase of 3.52%
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(the price of local fresh skinned chicken was
18.31 shekels/ 1 kg during December 2012).
Similarly, egg prices rose by 5.67% (the price
of local fresh eggs was 17.04 shekels / 2 kg
carton during December 2012). In contrast,
prices of fresh vegetables declined by 9.16%.
For example, the price of tomatoes posted a
significant decrease of 12.52% (the price of
greenhouses tomato was 3.11 shekels / 1 kg
during December 2012). Additionally, prices
of fresh fruit fell by 7.51%. For example,
orange price dropped by 5.20% (the price of
local large-sized oranges was NIS 3.07 / 1 kg).
Similarly, prices of domestic fuel fell by
2.41% (the price of kerosene declined by
9.03%, standing at NIS 7.18 / 1 liter during
December).



Table 6-2: Price movement of main commodity groups- 2012

2011 Q1 2012 Q22012 Q32012 Q42012 2012
Basic consumer % Change in % Changein % Changein Q2 % Changein % Changein % Change in
goods 2011 over Q120120ver 2012over Q1 Q32012 over Q42012 over 2012 over

2010 Q42011 2012 Q2, 2012 Q3, 2012 2011
Automobiles fuel 14.32 2.95 3.34 (0.09) 0.44 5.81
Domestic fuel 3.26 1.11 1.21 0.92 (1.08) 3.67
Fresh Vegetables 2.72 0.99 (7.70) 18.34 (9.16) 15.03
Fresh Meat 3.93 (1.46) (1.19) 1.53 1.87 0.33
Sugar 25.66 (2.90) (4.76) (2.21) 0.11 (7.96)
Rice (5.00) (0.45) (2.52) (1.65) 0.41 (2.74)
Fresh Chicken (4.55) 8.52 1.42 (3.37) 3.52 8.91
Flour 0.13 (0.57) (1.81) 4.26 3.72 (0.65)
Dairy Products & eggs 2.41 1.84 (1.03) (2.28) 1.57 0.13
Fresh Fruit 15.66 3.94 (2.48) (0.48) (7.51) 2.17

Source: PCBS.

* Figures in brackets indicate negative values (decline in prices).

6.2 Producer Prices and Wholesale Prices

In Q4 2012, the Wholesale Price Index (the
sale price to retailers or to producers,
including VAT and freight/shipping costs)
posted a slight decline of 0.77% from the
previous quarter. This was result of a 1.42%
drop in the prices of agricultural commodities
(which constitute 29% of the wholesale price
index). In parallel, prices of manufactured
goods (which represent 70% of the wholesale
price index) declined by 0.51%. Additionally,
prices of mining and quarrying fell by 0.07%
during the comparison period. On the other
hand, the index of wholesale prices posted an
increase of 0.15% over the corresponding
quarter of the previous year. Meanwhile, the
price index of imported goods rose by 0.35%,
while the price index of locally produced
goods fell by 3.01%.

In this quarter, the Producer Price Index
(prices received by domestic producers for
their output after all taxes are deducted,
including VAT and freight/shipping costs)
posted a decrease of 0.45% from Q3 of the
same year. This decline was occasioned by a
2.24% drop in the prices of agricultural
commodities (which represent 36% of the
producer price basket). At the same time, the

mining and quarrying (which represent 2.13%
of the product price basket) remained
unchanged. Finally, the index of producer
prices for local goods decreased by 0.52%,
while the index of producer prices for exported
goods rose by 0.21%.

6.3 Construction and Road Costs Index

Quarter 4

The Construction Cost Index measures the
changes that occur in the prices of construction
materials and services. During the fourth
quarter 2012, the construction cost index of
residential and non-residential buildings in the
West Bank saw a slight decline of 0.14%
compared with the previous quarter. However,
there are no updated data on the Gaza Strip.

The Road Cost Index detects changes in the
prices of materials and services used in the
construction of roads in the West Bank. In the
fourth quarter 2012, this index saw an increase
of 0.85% over the previous quarter. Again,
there are no updated data on the Gaza Strip
(see Table 6-3).

Annual Comparison

prices of manufactured goods (which In 2012, the construction cost index of
constitute  61.66% of the producer price residential and non-residential buildings in the
basket) posted an increase of 0.56%. West Bank increased by 0.88% compared with

Meanwhile, the prices of fishing and shrimp
(which constitute 0.20% of the producer price
basket) climbed by 1.82%, whereas prices of
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2011, while the road cost index rose by 3.43%
during the same period.



Table 6-3: Percentage change in the Construction and Road Costs Index
(CRCI) in the West Bank, 2011-2012

2011 Q1 2012 Q22012 Q32012 Q42012 2012
Index % Change % Changein % Changein % Changein % Change in Q4 % Change
in 2011 Q12012 over Q220120ver Q32012o0ver 2012 over Q3, in 2012
over 2010 Q42011 Q12012 Q2,2012 2012 over 2011
Construction costs 2.79 0.26 0.06 (0.14) (0.14) 0.88
Road costs 3.13 1.01 0.91 1.05 0.85 3.43

Source: PCBS.
* Figures in brackets indicate negative values.

6.4 Prices and purchasing power®

Quarter 4

The index of consumer prices increased by
0.46% in the fourth quarter of 2012 compared
to the third quarter of the same year. At the
same time, the fourth quarter saw a lapse of
3.4% in the exchange rate of the dollar against
the shekel (standing at 3.85 shekels), leading
to a decline in the purchasing power by about
3.9% as measured in dollars’’. However, the
exchange rate of the dollar and the dinar

against the shekel saw an improvement of
3.2% in the fourth quarter 2012 compared to
the corresponding quarter of 2011. On the
other hand, the inflation rate during 2012
fourth quarter stood at 2.4%, leading to a 0.9%
increase in the purchasing power (assuming
fixed incomes) for those receiving their
salaries in the dollar and the dinar.

Table 6-4: % Change in Purchasing Power and Exchange Rates
of $ US and JD against NIS

$ US/NIS
Item o B ciactl EChanc e
rate® exchange  exchange
rate rate (%)
2011 Q1 1.20 3.65 2.76
Q1 1.10 3.717 3.42
2012 Q2  (0.45) 3.82 1.31
Q3 1.25 3.98 4.15
Q4 046 3.85 (3.36)

JD /NIS
Changein Average Changein Change in
purchasing exchange exchange purchasing
power (%) rate rate (%) power (%)
1.56 5.14 2.76 1.56
2.32 5.32 3.42 2.32
1.77 5.39 1.31 1.76
2.90 5.61 4.16 291
(3.82) 5.42 (3.36) (3.82)

Source: Calculations based on data obtained from the PMA and the PCBS.
* The inflation rate represents change in the purchasing power of NIS.

Figures in brackets indicate negative values.
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The purchasing power is defined as the value of a currency expressed in terms of the amount of goods or services that one unit of

money can buy. It is dependent on the income of the consumer, the change in prices and currency exchange rate. The change in
the purchasing power (assuming constant income) can be measured as: (rate of change in the exchange rate of the currency against

the shekel) plus (the inflation rate).
91

3.9% during the same period.
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Because the Jordanian Dinar is pegged to the US dollar at a fixed exchange rate, the purchasing power in JD posted a decline of



Textbox 8: Palestine at the Bottom of the World Bank’s Doing Business Ranking List

The World Bank's Doing Business Ranking ranks economies on their ease of doing business, as well as the
smoothness and speed of the processing of the various requirements to establish a business (starting a
company, a workshop, etc)’*. The report averages 185 countries percentile rankings on 10 topics, made up of
a variety of indicators, giving equal weight to each topic. These topics are: Starting a Business, Dealing with
Construction Permits, Getting Electricity, Registering Property, Getting Credit, Protecting Investors, Paying
Taxes, Trading Across Borders, Enforcing Contracts, and Resolving Insolvency.

The report shows that countries that have topped the list are those that have established work-regulating
procedures that are simple, profitable, flexible, realistic and transparent (smart business regulations). The
report found that high-income countries (members of the Organization for Economic Cooperation and
Development) topped the list of doing business ranking. Though some countries (such as those in East Asia,
the Middle East and North Africa) implement efficient procedures, but they still lack strong legal institutions
that regulate business activities.

As an exception, Saudi Arabia ranked twenty-second in the world and first in the Arab world. Business-
related governmental procedures are easy and inexpensive. At the same time, Saudi Arabia enjoys strong
legal institutions. In particular, Saudi Arabia ranked high in terms of facilitating the enforcement of
contracts®. Djibouti, on the other hand, ranked 171 in the world, and last in the Arab world.

In 2013, the West Bank and Gaza Strip ranked 135", the same position as the previous year, and ranked 13"
among 19 Arab countries studied in the report. Palestine suffers poor performance of the existing legal
institutions, and the government actions are very complicated and expensive (see Table 1).

A closer look reveals that the West Bank and the Gaza Strip ranking across indicators varies significantly.
Palestine ranked 179" on the starting business indicator, whereby starting a business requires eleven
procedures, starting from choosing the company's name through obtaining the necessary permits, and ending
with obtaining official and legal documents. This process takes 48 days in the Palestinian territory, compared
with 12 days in the OECD countries. The cost of starting a business in the Palestinian territory represents
91% of the average per capita income.

Palestine ranked 130" in terms of Dealing with Construction Permits. This process requires 17 procedures,
taking 119 days (compared with 143 days in the OECD countries). Palestine ranked 85™ on the Getting
Electricity indicator, as making a connection to the electricity grid requires 5 procedures and 63 days
(compared with 98 days in the OECD countries and 84 days in the Middle East and North Africa region).
Registering Property in Palestine requires fewer days (30 days) than in the MENA region (33 days) but more
than in the OECD countries (26 days). The cost is lower than both in MENA (5.9%) and OECD (4.5%), at
3.0% of property value.

The most prominent improvement was in Getting Credit (position 159), 6 points ahead of last year's ranking.
On the other hand, Palestine's performance in investor protection in 2012 was two points behind that of 2011
(receding from 47 to 49). Despite this decline, the rank is still relatively high compared with the rest of the
indicators.

On the Paying Taxes Indicator, Palestine came 55". The value of the profit tax in the Palestinian territory,
according to the report, is 16.2% compared to 11.9% in the MENA region and 15.2% in the OECD
countries. On the other hand, the Palestinian companies do not pay any taxes or allowances to workers
(compared to 16.5% in the MENA and 23.8% in the OECD countries).

In Trading Across Borders, Palestine ranked 114™. The export process requires 6 documents completed in
23 days (versus 19 days in the Middle East and North Africa, and 10 days in the countries of the
Organization for Economic Cooperation and Development). The exporter has to pay $1,310 per shipment.
Imports, on the other hand, need 6 documents processed over 38 days at a cost of $1,295 per shipment.
Enforcing Contracts and Settling Disputes require 44 procedures at a cost of 21.2% of the value of the claim,
and 540 days (almost a year and a half). Finally, the Palestinian territory came in the bottom of the list in
terms of Resolving Insolvency (185).

Obviously, Palestine is in the rock-bottom across most of the indicators. This low performance is a result of
internal factors (such as restrictions on getting credit and resolving insolvency) as well as external factors
(such as the Israeli occupation and its constraints on foreign trade). In general, there are still significant

> The World Bank (2013): Doing Business 2013.
http://www.doingbusiness.org/~/media/ GIAWB/Doing %20Business/Documents/Annual-Reports/English/DB 1 3-full-report.pdf
Enforcement of contracts: the efficiency of the judicial system in resolving commercial disputes.
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challenges (before the government and the private sector) related to providing an enabling environment that
facilitates doing business, particularly under the current chocking economical and political situations. The
World Bank's detailed report provides an opportunity for governments to identify weaknesses and respond
accordingly

Table 1: Palestine's 2012 Doing business ranking among 185 countries, a
comparison with 2011 ranking

Palestine's 2012 Doing  Palestine's 2011 Doing  Change in

Indicator business ranking business ranking among 2012 over
among 185 countries 185 countries 2011

Starting a Business 179 177 2-
Dealing with Construction Permits 130 128 2-
Getting Electricity 85 84 1-
Registering Property 78 80 2+
Getting Credit 159 165 6+
Protecting Investors 49 46 3-
Paying Taxes 55 55 No Change
Trading Across Borders 114 116 2+
Enforcing Contracts 93 94 1+
Resolving Insolvency 185 185 No Change

Source: World Bank (2013): Doing Business Report, 2013.

7. Foreign Trade

7.1 Balance of Trade

Quarter 4

The balance of trade is the difference between balance totaled $843 million, ie. a 3.6%
the monetary value of exports and imports of decline from the previous quarter, but an
output in the oPt's economy over a certain increase of 1.5% over the corresponding
period. On the one hand, the value of quarter of 2011 (then standing at $831
registered commodity exports during the million).

fourth quarter 2012 totaled about $1,036.5

million®, down by 1.6% from the third  Annual Comparison

quarter, but up by 1.4% over the In 2012, the value of registered merchandise
corresponding quarter of 2011 (see Monitor, imports totaled about $4,218 million, down by
Issue 31). The registered merchandise exports, $3 million from 2011. The registered
on the other hand, reached $193 million, up by merchandise exports, on the other hand,
1.4% over the corresponding quarter of 2011. reached $739 million, a growth of 2.7% over

Thus, the deficit of commodity trade 2011 (see Table 7-1).

Table 7-1: Imports and Exports of registered goods
and services, 2011-2012 **

(million dollars)

Indicator 2011 Q12012 Q22012 Q32012 Q42012 2012
Commodity imports  4,221.1  1,019.5 1,109.2 1,053.0 1,036.5 4,218.2
Service imports* 100.2 33.8 36.4 34.7 otoly kol
Commodity exports ~ 719.6 182.5 185.2 178.0 193.4 739.1
Service exports* 147.9 32.1 32.8 31.8 EAS ]

Source: Registered foreign trade, PCBS (2013).

* Exports and imports of goods and services from and into Israel only.

** Data of 2012 were obtained from official sources, and they are subject to change.
*#% No detailed data available on Q4 since Israel has yet to release them.

% Registered goods: those recorded in the clearing accounts and bills only.
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7.2 Balance of Payments

Quarter 4

According to the PCBS and the PMA, the Q4
2012 current account deficit (which occurs
when a country's total imports of goods,
services and transfers are greater than the
country's total export of goods, services and
transfers) stood at $658.1 million (or 24.2% of
GDP at current prices), i.e. a 2.1% decline
from the previous quarter. This deficit
primarily resulted from a deficit of $1,270.7
million in the balance of trade, as well as a
surplus of $273.6 million generated from
Palestinians working abroad. In parallel, the
balance of current transfers posted a growth of
$339 million (mostly aid from donor
countries).

This deficit was financed by capital and
financial account, which provided about
$633.9 million (see Table 7-2). This item (the
capital and financial account), however,
represents a debt on the national economy as
long as it has a positive value.

Theoretically, there should be a perfect
balance between the current account deficit, on
the one hand, and the surplus of capital and
financial account, on the other. This means
that the net value of these two items must be
zero. However, there is often a slight
difference between them. This difference is
tallied under ‘account errors and omissions’',

the value of which was $24.2 million.

Table 7-2: Palestinian Balance of Payments, 2011-2012

2011 Q12012 Q22012 Q32012 Q42012 2012%
1. Trade balance of goods and services* -4,729.5 -1,351.2 -1,3284 -1,316.2 -1,270.7 -5,266.5
Net goods 626.0,4- -1,255.2 -1,237.5 -1,232.0 -1,159.3 -4,884.0
Net services -103.6 -96.0 -90.9 -84.2 -111.4 -382.5
2. Balance of income 1,217.2 241.7 278.0 279.1 273.6 1,072.4
- Workers' remunerations received from abroad  1,258.9 250.6 272.8 269.4 258.4 1,051.2
- Investment income received from abroad 99.3 30.7 30.2 32.1 29.8 122.8
- Income paid abroad 140.9 39.6 25.0 22.4 14.7 101.7
3. Balance of current transfers 1,319.8 419.0 256.8 364.5 339.1 1,379.4
- Net transfers to the government 750.5 204.3 117.5 129.2 69.2 520.2
- Net transfers to other sectors 1,226.4 286.1 211.3 308.8 323.2 1,129.4
-Transfers paid abroad 657.1 71.4 72.0 73.5 53.3 270.2
4. Balance of current account (1 +2 +3) -2,192.6  -690.5 -793.6 -672.6 -658.1 -2,814.8
5. Net capital and financial account 2,155.7 708.8 875.2 614.1 6339  2,832.0
- Net capital transfers 536.2 80.3 71.1 81.4 65.1 297.9
- Net financial account 1,619.5 628.5 804.1 532.7 568.9 2,534.1
- Net direct foreign investment 605.2 86.0 48.1 69.3 42.7 246.1
- Net portfolio investment -69.5 27.5 -8.7 22.6 2.6 44.0
- Other net investment 1,050.2 625.8 784.4 478.0 521.8 2,410.0
- Change in reserve assets - = rising ) 33.7 110.8- -19.7 -37.2 1.7 -166.0
6. Net errors and omissions 36.9 18.3- 81.5- 58.4 24.2 17.2-

Source: Palestinian Central Bureau of Statistics and the PMA, 2013. Preliminary results of the Palestinian Balance of
Payments by quarter, 2011-2012.

Figures of exports and imports of commodities and services in the balance of payments differ from the figures

contained in the trade balance because the latter records only exports and imports that are registered (i.e. recorded in

the clearing accounts and billing), while the balance of payments records the total expectations of import and export.

In addition, import and export of services from Israel were recorded in the trade balance only, while the balance of

payments records trade of services from different sources.

*

Annual Comparison

By the end of 2012, the current account deficit
was estimated at $2.8 billion, a 28.4% increase
over 2011. The deficit represents about 27% of
GDP (at current prices) in 2012 (22% increase

over 2011).This hike in the current account
deficit was due to two factors: a 11.4%
increase in trade deficit (bringing it to $5.3



billion)”and a drop of 11.9% (or $144.8 billion (an increase of 30.4% over 2011). The

million) in the income balance. The decline in difference between the current account deficit
the income balance was, in turn, occasioned and capital and financial account (17.2 million
by a drop in workers' overseas remunerations. dollars) establishes the 'account errors and

) o ) omissions', which fell by 53.4% from 2011.
This deficit was plugged by capital and

financial account, which provided about $2.8

Textbox 9: The Winners from Duty-free Import Quotas!

Most trade agreements between nations involve tariff quotas: specific amounts of certain goods each party
undertakes to import from the other party without the imposition of customs (or with customs at a discounted
rate). For example, the free trade agreement between the PA and the European Union allows exporting 1,500
tons of cut flowers to Europe without customs. Similarly, the agreement impels the Palestinian party to
import a certain amount of frozen meat from the EU market without setting customs”.

Each year, the Palestinian Ministry of National Economy asks Palestinian dealers to apply for the import of
certain quantities of certain goods with discounted tariffs. However, these quantities are not part of the
multiple free trade agreements the PA signed; rather they are accounted for in the agreements Israel signed
with other countries of the world.

In these trade agreements, Israel pledged to import specific quantities of goods without imposing tariffs:
often agricultural commodities and food products that enjoy high commercial protection in Israel (e.g. the
tariff on milk powder is 212%)°’. Because Israel believes that the Paris agreement kept the West Bank and
the Gaza Strip part of Israel's "customs space", it gives the Palestinians 20 percent of its international trade
pledges. For example, if Israel (within an agreement with the USA) pledges to import 100 tons of milk
powder without customs, it gives the Palestinians a chance to import 20 tons of this quota without paying
customs. This is actually the quota the Ministry of National Economy announces in newspapers.

Why 20%?

Twenty percent is the rate that, according to Israel, reflects the proportion of the oPt's population to that of
Israel plus the difference in the purchasing power. This ratio was previously set in an agreement between
Israel and the PA after the Paris Agreement’.

Obviously, the quota Israel gives the Palestinians undermines the trade agreements signed by the PA with
other countries, and confirms that the Palestinian territory is still part of the Israel's customs area.

Quota of food manufactured goods and agricultural products

Israel's Ministry of Trade and Industry defines the manufactured food products that the Palestinians can
import at a discounted tariff and sends them to the Palestinian Ministry of National Economy. A meeting
then is held between representatives from the Ministry of National Economy and the Israeli Trade
Coordinator in "Beit Eil" to agree on the amounts that can be imported under the quota. The Palestinian
Ministry of National Economy, then, calls for applications from traders, and it specifies the requirements the
merchant must meet in order to get a permit to import within the assigned lists. The Ministry of Economy
assigns a special committee to verify applications and select the qualified traders. The quota is distributed
among traders according to the quantity required, while preference is given to those with experience in
importing the defined products, as well as those who always comply with the Ministry's regulations,
particularly documentation®.

% Figures of exports and imports of commodities and services in the balance of payments differ from the figures contained in the

trade balance because the latter records only exports and imports that are registered (i.e. recorded in the clearing accounts and
billing), while the balance of payments records the total expectations of import and export. In addition, import and export of
services from Israel were recorded in the trade balance only, while the balance of payments records trade of services from
different sources.

PA has signed several international trade agreements, including the Partnership Agreement with the European Union and the
EFTA countries, as well as GAFTA Agreement. However, the Palestinian actual benefit of these trade agreements was always
constrained by Israel's agreements with these groups or Israel's international obligations under the World Trade Organization.
Though Lists Al and A2 in the Paris Agreement allow the Palestinian Authority to enforce its own customs policies on these
goods, the Palestinian side did not take advantage of this; rather it still depends on an independent tariff notebook, and, thus, the
PNA continued to rely on the Israeli tariff system regarding these lists as well as other items.

The oPt's population represents 35% of the total population between "the Mediterranean and the Jordan River," but the per capita
income of the population of the West Bank and Gaza Strip is 7% that of Israel's population (2011).

For more information about the conditions to be met (as well as on the work of the committee), visit
http://www.mne.gov.ps/couta.aspx?Ing=2&tabindex=100 .

96

97

98

99

59




The quota of food products that Palestinians can import this year include powdered milk, flour, fish, frozen
vegetables, and others. The quantity of powdered milk quota for the current year is 1,868 tons, mostly from
European Union countries, while the flour quota is 4,000 tons distributed evenly between Canada and the
Mercosur countries. Table 1 shows the main products (as well as their quantity and origin) that can be
imported within the quota system for this year.

Table 1: Main products that can be imported within the
quota system, and their origin *

Commodity Q(li?)ﬁtsl)ty Origin
Powdered milk 1,868  USA, European Union, Mexico
Frozen Vegetables 834 USA, European Union, Turkey
Juice 963 USA, Turkey, MERCOSUR countries
Flour 4,000 MERCOSUR countries, Canada
Cheese 463 USA, European Union
Nuts and dried & frozen fruits 716 USA, European Union, Turkey
Frozen and canned fish 220 MERCOSUR countries, European Union
Sunflower oil 400 Paraguay

Source: Palestinian Ministry of National Economy.
* According to the Ministry of National Economy, quota lists for 2013 conform to 2012
quantities: http://www.mne.gov.ps/images/couta2012.pdf

As for the unprocessed agricultural commodities (such as sheep, live calves, pears and apples), Israel's
Agriculture Ministry sends lists of the quota goods and quantities that can be imported to the Palestinian
Ministry of Agriculture, which, in turn, calls for applications in the newspapers. According to the Ministry
of Agriculture, these types of goods were not within the quota lists in the previous year, though traders have
obtained import permits. One the most important reasons behind the reluctance of traders to import under the
quota system is the high transport cost and the daunting checks, which drives merchants to import from
Israel, instead. This applies, in particular, to importing livestock, since the costs of transportation; the 14-day
seizure; and other costs incurred, render the business useless. In addition, the livestock that are imported
within the quota lists are only partially exempted (40% out of 170%)'®.

Quota and Rents

Quota import is closely associated with "Rent", the extra profit that the quota importers can achieve. This is
called an earnings profit because it is achieved without additional effort, franchise or a real productive
advantage'”'. The government can deduct the rent (and re-spend it for the benefit of all consumers and
citizens) through selling quota goods via tenders. In this case, the maximum price the importers can pay to
buy import licenses would be equivalent to the value of the customs. At this point, it might be wise to ask
who reaps the rent of the quota imports: the government, importers or consumers?

The answer to this question is not that easy, arguably depending on the type of item and the degree of tariff
protection:

Powdered milk: The tariff on milk powder is extremely high (more than 200%). This extortionate tariff is
referred to as prohibitive tariff which discourages importers from bringing goods into the country in the first
place because they will be difficult to sell. Such a tariff will bring the price of milk powder in the market to
250 shekels (2.5 kilogram carton). This price reduces the demand for powdered milk, especially that milk
powder could be smuggled from Jordan at a lower price. In short, the Palestinian territory imports milk
powder only within the quota (i.e. without customs). That is why the price of a 2.5 kg carton is only 96
shekels'®. This also means that the rent of the imports is distributed among consumers (who get milk at a
relatively low price) and traders (who gain profits which are higher than in the case of taxable imports'®.

To help us write about the quota, we interviewed Mrs. Wafa Labadi and Mr. Jamal Abu Farha, of the Palestinian Ministry of
National Economy.

Interview with Mr. Tareq Abu Laban, Ministry of Agriculture.

This analysis assumes that the amount of the quota is less than the market needs, so the consumer gains nothing because the
merchants who imported within the quota do not need to reduce the selling price; rather, they sell the quota-imported goods at the
same price of taxable goods.

This is the price of "Nido", which is more expensive than other kinds of powdered milk available in the market.

The difference in the price of a "Nido" carton between the Palestinian territory and Jordan is about 50 shekels, and this gives a
rough idea of the extra profit margin. Note, however, that the shipping and transaction costs are significantly higher in Palestine
than in Jordan.
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Frozen vegetables, nuts and dried fruit: The tariff on certain types of frozen vegetables is 12%'*. Of
course the quota lowers the import price, but the merchant still incurs the costs of laboratory tests undertaken
in Israel. On the other hand, merchants and wholesalers are satisfied with importing nuts and dried food
within the quota regime, as it gives them greater flexibility in marketing their products and increases their
competitiveness before Israeli traders. The average customs duties on nuts range between 8% -16% for some
types of walnuts and up to 102% for some types of almonds. The rate of customs duties on dried figs is12% ,
20% on apricots, and 340% on raisins (prohibitive tariff ). Undoubtedly, the lucky quota importer of such
goods gains a lot of profits. In other words, most types of quota tariffs allow importers to obtain additional
profit, giving them a better margin when they sell to retailers.

In a nutshell, most of the quota rents go to traders. The final consumer can hardly feel the difference in price
between the quota imported products and the taxable products. The only exception is probably in cases of
prohibitive tariffs (such as powdered milk, almonds and raisins), where products can be available only
through the quota imports.

Textbox 10: Best Export Route: Across the Green Line or via the King Hussein Bridge?

Exports to the global markets is probably the sector that is adversely hardly hit by the Israeli restrictions.
This impediment has direct implications on the activity of production and the labor market, as well as the
balance of foreign trade in the Palestinian territory. Under the blockade placed by the occupying power and
the absence of airports and seaports, the Palestinian foreign trade has to rely on transit routes via the
neighboring countries.

Perhaps the future of the Palestinian economy and its standards of life in the future will depend on the
economy's ability to export and compete in international markets. Given the importance of foreign trade and
the significance of transport costs on the competitiveness of the goods, the Palestinian shippers' council has,
in cooperation with PalTrade (and with sponsorship from the European Union), prepared a report comparing
the different transit routes available to Palestinians in the West Bank. The report sought to span the traders'
information gaps, so as to help them improve their choices in the selection of trade routes. The report
collected information on the procedures, documents, costs and time required to import and export certain
goods from certain countries. The report, then, used this information to suggest the most efficient and
cheapest routes for each product by destination'®.

Export from the Gaza Strip

There are 7 crossings in the Gaza Strip; five of which were closed in 2007, while the sixth (Rafah Crossing)
is not used for commercial goods. The only crossing available for trade is Kerem Abu Salem, which also
does not work at full capacity due to the Israeli general ban on exports from Gaza. In 2007, before the
blockade, Gaza exported more than 5,700 shipments to the West Bank, Israel and the rest of the world,
compared to scant 269 shipments in 2011.

Export from the West Bank

There are two transit routes for the West Bank's products: across the Green Line to Israel's airports or
seaports and via the King Hussein Bridge to Jordan and from there to the global market. The report provides
a detailed overview of conditions and procedures for exporting through these corridors:

Via the Green Line

The goods from the warehouses of producers in the West Bank are transported to a commercial crossing
after making sure that the shipment complies by the Israeli standards. There are 4 commercial crossings:
Bitounia, Taibeh, Tarqoumia and Jalameh. Upon the arrival at the crossing, the goods are moved back-to
back to Israeli trucks. The good are then trucked to the export point. There, they are unloaded into large
containers and stored in preparation for later loading on a ship or a plane. The port/ airport agents conduct a
security check before the goods are loaded.

It is important to note that Israel imposes strict measures on Palestinian merchants when they use this route,
which increases the time it takes to export and raises the cost. For example, Israel does not allow the transfer

104 All customs figures have been obtained from the Department of Customs, Excise and VAT, as well as from the Palestinian

Ministry of Finance.
PSC and PALTRADE (2013). Comparisons study between exporting from Jordanian ports and Israeli ports. Palestinian Shipper’s
Council and Palestine Trade Center.
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of Palestinian goods on board ships or aircraft carrying passengers; rather, they are shipped only on cargo
planes/ships, and this increases the cost of transportation and storage at the same time. Although the two
parties have agreed on the working hours of commercial crossings, the Israeli crossings authorities
occasionally close the crossings without any coordination with the Palestinian side on security and training
pretexts. These factors increase the costs of transport and raise the likelihood of damaging the goods.

The King Hussein Bridge

This requires sending some documents to the Israeli Customs Department (a process which takes an entire
day) before the goods are trucked to the King Hussein Bridge. The Palestinian trucks and their Jordanian
counterparts must make sure they arrive at the bridge at the same time. The Palestinian goods are unloaded
individually and then loaded onto the Jordanian trucks. Subsequently, transit fees are paid to the Israeli
customs officer who makes sure all necessary documents are available. Finally, the Jordanian customs
officer conducts a complete security check, verifies validity of the documents and liaises the transport of
goods to the seaport/airport. This route allows shipping on passenger ships/aircraft, which reduces the
potential costs.

A comparison between the two routes: Time and Cost

The report compares the cost of exporting 11 items in order to determine the optimal route for each. It was
found that export via Israel is cheaper with relation to five selected products: olive oil, dates, sausages, shoes
and medicines, no matter the destination. The Jordan route, on the other hand, is cheaper for four other
commodities: vegetables, herbs, strawberries and fruit. For the remaining commodities (building stones and
tomatoes), the best route depends on the destination. For example, the export of tomatoes via Israel to the
United States was cheaper than the Jordan route, but the Jordan route was cheaper to all other destinations,
including Japan, Turkey, Norway, the Netherlands, and the United Kingdom. The report found that at the
present time Ashdod/Haifa route is more convenient for goods destined to Europe, while Aqaba route
provides a competitive advantage if the product is destined to the Far East.

Table 1: Cost and the time of exporting across the Green Line and via Jordan

Total cost (NIS / 20 ft container) Shipping time (days)

Commodity/
Destination Via King Hussein  Via Green Via King Via Green
Bridge Line Hussein Bridge Line
Olive oil
United States 20,365 8,780 60 28
Japan 8,665 6,680 36 38
Building stone

Italy 10,720 7,460 25 8
China 7,460 11,540 25 33

Source: PSC and PALTRADE (2013). Comparisons study between exporting from Jordanian
ports and Israeli ports. Palestinian Shipper’s Council and Palestine Trade Center.

The table demonstrates that it would be better, for example, to export olive oil to the United States via the
Green Line, as the cost of transportation (per 20 ft container) is NIS 8,780 (compared with NIS 20.365 via
Jordan). Besides, exporting via Israel is faster (28 days vs. 60 days via Jordan). However, other exports are
cheaper via Jordan (e.g. export of construction stones to China). Naturally, the greater the lead time, the
higher the costs (given the cost of fuel), let alone the storage problems and the likelihood of damage.

The report found that, in spite of the Palestinian private sector's attempts to avoid dealing with Israel,
businessmen usually find themselves confined by the Paris Protocol. Therefore, the report advises the PA to
make the Jordan route more attractive for traders, since Israel's control over crossings with Jordan is less
severe than its control of internal crossings. Some practical steps can be taken to make the Jordan route more
attractive (e.g. using scanners on the bridge, which would remove some of the obstacles and reduce the cost,
time and damages by about 20-30%). In addition, containerization of Palestine's products would reduce the
time it takes to load and unload trucks, as well as minimizes the damage caused by exposure to high
temperatures.
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8. Legal and legislative environment

In 2012, the number of presidential decrees
issued by the President of the Palestinian
National Authority (and available on the
website of Legal and Judicial System in
Palestine: Mugqtafi) was 12 (with the full force
of laws) compared with 15 in 2011. These
decrees were issued according to Article (43)
of the Palestinian Basic Law 2003 and its
amendments. The presidential decrees were
opted for because the Legislative Council has
been paralyzed since the political split.
However, the Basic Law states that these
decrees must be brought before the PLC once
it convenes.

Table 8-1 lists all presidential decrees of 2012.
Below is an overview of the commercially-
related presidential decrees.

Presidential decree No. (1) for 2012 was
issued on January 1" to set fees levied on
powers of attorney for the benefit of the public
treasury. On the very same day, the president
issued decree No. (2) for 2012 on land
registration fees, land transfer, and land sale,

as well as land endowments and legacy. At the
end of the first quarter of the year, the
President issued decree No. (5) for 2012 on the
ratification of the amendment to the loan
agreement with the European Investment Bank
to finance the rehabilitation of the energy
sector. One of the provisions of the decree
involved amending the scope of the project to
include the establishment of four high-voltage
power transfer stations instead of two in the
governorates of Jenin, Nablus, Ramallah and
Hebron.

The general budget law for 2012 fiscal year
released in early April though the basic law
stipulates that the draft budget should be
released within the first three months of the
year at the latest. In August 2012, the
President issued decree No. (16) for 2012 on
the amendment of decree No. (13) for 2009
(the Electricity Act). The decree details the
penalties of stealing and manipulating
electricity meters. At the end of 2012, the
president released an Extension Act for a
decree of the general budget ($ 250 million).

Table 8-1: Presidential Decrees Enacted in the Palestinian Territory — 2012

Decree

Decree No. (1) 2012 on fees payable for powers of attorney and judicial declarations

Decree No. (2) 2012 on fees of registering and transferring land ownership

Decree No (3) 2012 on Shariah courts
Decree No. (4) 2012 on lifting immunity of MPs

Decree No. (5) 2012 on the ratification of the amendment of the loan agreement concluded

Date of
issuance

January 1
January 1
January 2
January 3
March 21

with the European Investment Bank to finance the rehabilitation of the energy sector

Decree No. (6) 2012 on the general budget for the financial year 2012

Decree No. (7) 2012 on the Palestinian Dar al-Ifta

Decree No. (8) 2012 on the amendment of the Law on Election of Local Councils (Law No.

10 for 2005).

Decree No. (15) 2012 on ratifying the appointment of President of the State Audit and

Administrative Control Bureau

Decree No. (16) 2012 on the amendment of Decree No. (13) for 2009 (General Electricity

Law)

Decree No. (17) 2012 on the Law of Payments Settlement

April 7
April 7
May 14

June 21
August 16

November 23

Decree No. (18) 2012 on the extension of the Decree on the General Budget No. (6) for November 25

2012

Source: Legal and Judicial System in Palestine (Muqtafi) http://mugqtafi.birzeit.edu/
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Textbox 11: The official US aid to Israel since 1948: $ 115 billion (61% went to the military)

In March 2012, the Congressional Research Service released a report of the US assistance to Israel'®. The
report provides an overview of the foreign aid to Israel and the changes that occurred during the previous 60
years. Previously, the Congressional Research Service published a report (2011) on US aid to the
Palestinians, which the Monitor summarized in an earlier issue'®’.

The Congress report revealed that Israel is the largest recipient of bilateral aid from the United States of
America. The value of such assistance (since the founding of Israel to the current year) totaled of $115
billion, the majority of such aid went to the Israeli military. The recent period has seen a rise in this type of
assistance at the expense of other forms of aid.

The report also revealed that the Congress has mandated that Israel receive its aid in a lump sum during the
first month of the fiscal year, while other countries receive aid in several payments. Once disbursed, Israel's
aid is transferred to an interest bearing account with the US Federal Reserve Bank. Israel has used interest
collected on its aid to pay down its bilateral debt to US government agencies.

In an analysis of this report, the Haaretz Economic Supplement (The Marker)'® stated that the US bilateral
aid amounted to an average of 4% of GDP every year since Israel's establishment until 2012.

US government assistance to Israel began in 1949 to buy food and absorb Jewish immigrants to Israel, and
continued until 1958. In 1959, the USA started to support Israel's military; this aid continued and was
intensified in the 1970s, especially after the October 1973 war. In 1978 (in parallel with the signing of the
Camp David agreement with Egypt) Israel and the United States signed a support agreement worth $ 3
billion annually, of which 2.2 billion was allocated for military purposes, while $800 million aid was meant
to support the economy. In 2008, the former Israeli prime minister, Ehud Olmert, and George W. Bush
signed an agreement that extended this aid ($3 billion per year) for additional ten years. The agreement
stipulated that part of this aid will be in the form of cash transferred to the Israeli Ministry of Defense.

Table 1 below shows the US aid to Israel and its forms during 1949 - 2013. The figures in the table are only
for official and bilateral American aid. These figures do not include government loans or loan guarantees
(which stood at more than $ 19 billion), or unofficial aid, such as huge annual donations extended by Zionist
and Jewish organizations in the United States. In an earlier issue of the Monitor, we reviewed the donations
figures and found that they doubled between 1995 and 2007, when they totaled $2,100 million'®.

Table 1: US bilateral aid to Israel from 1949 to 2013 ($ millions)

Immigration and Other

Period Military Aid Economic Aid . A Total
Resettlement Assistance ~ Assistance
1949-1996 29,014.9 23,1224 868.9 15,024.7 68,030.9
1997-2006 22,288.5 7,654.6 609.3 107.3 30,659.7
2013*-2006 19,220 120 195 18.98 19,553.97
& sanall 70,523.4 30,897 1,673.2 **18,265.97 115,129.6

Source: Congress Research Service (2012). US Foreign Aid to Israel
* Including donations planned for 2013
** Differences in the collection include some totals as a result of unexplained errors in the report.
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Congress Research Service (2012). US Foreign Aid to Israel http://www.fas.org/sgp/crs/mideast/RL33222 .pdf

7 MAS (2012): The Economic and Social Monitor, Issue 27, page 35.

198 A translation of the article is available in the Mashhad Newspaper. Palestinian Center for Israeli Studies - MADAR (2013):
http://www.madarcenter.org/mash _had pdf/Al-Mashhad%2002-04-2013.pdf.

19 MAS (2012): The Economic and Social Monitor, Issue 28, page 67.

64




Key Economic Indicators in the West Bank* and the Gaza Strip for the years 2000-2012

Indicator | 2000 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 | 2000 | 2010 | 2011 | 2012
Population by mid year (thousands)
Occupied Palestinian Territory 30533 | 3,1385 | 32252 | 33145 | 34074 | 35081 | 3.,6120 | 3,7192 | 3.8255 | 3,93525 | 404840 [ 4,169 4,293
West Bank 1,9437 | 1,9926 | 20423 | 2,0934 | 21464 | 22037 | 22627 | 23235 | 23852 | 24484 | 25133 | 2,580 2,649
Gaza Strip 1,1097 | 1,459 | 1,1829 | 12211 | 12610 | 1,3044 | 13493 | 1,395.7 | 14403 | 14868 | 1.535.12 | 1,589 1,644
National Accounts (Million Dollars), constant 2004 prices
GDp** 4,146.7 | 3,810.8 | 3,301.4 | 3,800.5 | 4,1984 | 4,559.5 | 4,322.3 | 4,554.1 4,878.3 52393 | 57245 | 64214 | 6,797.3
GDP per capita (USD) 1,460.1 | 13035 | 1,097.2 | 12273 | 13170 | 13872 | 12754 | 13032 | 13563 | 14152 | 15021 | 1,635.2 | 1.679.3
Household Expenditure 39813 | 38845 | 35807 | 40889 | 44003 | 44675 | 41975 | 45912 | 48519 | 52294 | 52040 | 5713.0 | 6.436.8
Public Expenditure™* 1,080.3 | 1,003.7 930.3 886.4 1,0489 | 8333 870.4 892.7 995.9 1,159.5 | 13223 | 1,7722 | 2.027.1
Final consumption of NGOs 135.1 164.1 184.3 200.4 152.3 196.7 189.0 185.9 290.9 305.5 270.2 264.3 260.2
Gross Capital Formation 1,386.7 992.3 841.7 1,063.0 | 10223 | 12657 | 13472 | 1,1229 | 1,0605 | 1,137.3 | 1,005 | 1,066.8 | 1.074.0
Net Balance of Goods Trade (2,239.4) | (1,887.8) | (1,917.3) | (2,194.3) | (2,209.8) | (2,009) | (1.668.6) | (1,970.5) | (2.047.4) | (2,289.5) | (1,908.7) | (2.235.3) | (2.779.4)
Commodity Tmports 27483 | 22259 | 22355 | 25614 | 26221 | 24665 | 22038 | 25083 | 26424 | 28813 | 26040 | 3,091.6 | 3.539.9
Commodity Exports 508.9 338.1 3182 367.1 4123 4575 535.2 537.8 595.0 591.8 695.3 856.3 760.5
Net Balance of Services Trade (197.3) | 346.0) | (327.3) | 43.9) | 15.6) | 1947 | 613.2) | @68.1) | (273.5) | (302.9) | (253.8) | (159.6) | (221.4)
Services Imports 386.6 424.6 390.1 305.0 287.1 334.9 707.0 430.5 471.5 533.8 422.4 378.6 551.2
Services Exports 189.3 78.6 62.8 61.1 715 140.2 93.8 162.4 198.0 230.9 168.6 219.0 329.8
Prices and Inflation
ingftﬁgcsi‘gg; Rate of the USD 4.086 4.208 4.742 4.550 4477 | 4482 | 4454 4.110 3.587 3.929 3739 3.578 3.85
i;ﬁftei:cs?elg:l Rate of the JOD 5811 5.928 6.674 6.417 6.307 6.317 6.292 5.812 5.061 5.542 3:215 3:050 5.43
Inflation Rate (%)*** 28 12 57 4.4 30 4.1 3.8 1.9 9.9 2.75 3.75 2.88 2.78
Labor Market

Number of Employees (thousands) 600 505 477 564 578 603 636 690 667 718 745 837 858
Participation Rate (%) 415 38.7 38.1 40.3 40.4 40.4 41 41.7 41.2 41.6 411 43 43.6
Unemployment (%) 14.1 252 31.3 25.6 26.8 23.5 23.7 21.7 26.6 24.5 23.7 20.9 23

65




Indicator 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Social Conditions
Poverty Rate (%) *** - 27.9 - - 25.9 243 24 312 - 26.2 25.7
Deep Poverty Rate (%) *** - 19.5 - - 142 15.3 13.7 18.8 - 13.7 14.1
Public Finance (Million Dollars)
Net Domestic Revenues 939 273 290 747 1,050 1,370 722 1,616 1,780 1,5484 | 1,900.4 | 2,176 2,240
Current Expenditures and Net Lending 1,199 1,095 994 1,240 1,528 1,994 1,426 2,567 3,273 2,920 2,983 2,952 3,047
Development Expenses 469 340 252 395 0 287 281 310 - 46.8 275.1 296 211
Surplus (deficit) Budget before Support (260) (822) (704) (493) (478) (624) (704) (951) (1,493) | (1,342) | (1,083) [ (776) (807)
Total Grants & Assistance 510 849 697 620 353 636 1,019 1,322 1,763 1,402 1,277 978 932
Total Surplus (deficit) Budget (219) (313) (259) (268) (125) (275) 34 61 270.2 (144) (81) (94) (86)
Public Debt 795 1,191 1,090 1,236 1,422 1,602 1,494 1,439 1,406 1,732 1,883 2,213 2,483
Banking Sector (Million Dollars)
Assets/Liabilities 4,593 4,430 4278 4,728 5,101 5,604 5,772 7,004 5,645 7,893 8590 9,110 9,799
Equity 242 206 187 217 315 552 597 702 857 910 1,096 1,182 1,258
Clients' Deposits 3,508 3,398 3,432 3,625 3,946 4,190 4,216 5,118 5,847 6,111 6,802 6,973 7,484
Credit Facilities 1,280 1,186 942 1,061 1,417 1,788 1,843 1,705 1,829 2,109 2,825 3,483 4,122
Number of Banks 21 21 20 20 20 20 21 21 21 20 18 18 17

Source: Palestinian Central Bureau of Statistics, the Palestinian Monetary Authority. For a series data for the period before 2000, please refer to issue 23 of Monitor between hands. Base year is 2004 (2004=100).
* West Bank: means the West Bank except that part of Jerusalem governorate which was annexed forcefully by Israel following its occupation of the West Bank in 1967 (with the exception of the data on

unemployment and population).

Hk The inflation rate is based on the comparison of average indices of consumer prices for the comparison year with its average in the previous year.

ok The PCBS defines poverty in relation with the family budget. Deep Poverty: any standard family (5 members: two adults and 3 children) possessing a budget of 1,783 NIS (2010) to cover the expenses of
food, clothing and housing. Relative poverty: any standard family possessing a budget of 2,237NIS (2010) to cover the expenses of food, clothing, housing ,health, education, transportation and other

expenses.
- Figures in brackets are negative.

66




