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! United Nations Country Team in the Occupied Palestinian Territories, (2012): Gaza in 2020, A livable place?

http://www.unrwa.org/userfiles/file/publications/gaza/Gaza%?20in%202020.pdf
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FOREWORD

We are pleased to introduce this issue of the Economic and Social Monitor, which covers the
main developments that occurred to the Palestinian economy during the first quarter (Q1) of
2013 (January - March). This issue of the Economic and Social Monitor presents a general
statistical review and analysis of the main economic trends in Palestine. Among the topics
discussed in this issue are: National accounts data, public finance, labor markets, the indicators of
economic activity, prices and purchasing power and banking sector data during the first quarter of
2013. Also included in this addition, is an analysis of Balance of Payments data (the Current and
Capital Account’s Balances).

The present issue of the Monitor includes ten independent text boxes, each of which addresses a
topical issue either directly or indirectly related to the policies and economic situation in Palestine.
One box summarizes the findings of a report released by the United Nations Working Group in the
Palestinian territories entitled “Gaza in 2020 A Livable place?” The report aims to cover the long-
term impact of social and development trends and challenges facing the Gaza Strip nowadays.
Another box addresses the subject of remuneration from wages of West Bank and Gaza workers
working in Israel and the settlements and seeks to determine where these deductions go and
whether they had any positive returns for these workers after signing of the Paris Protocol in 1994.
Other box reviews a report released by the UNCTAD on the economy of East Jerusalem. The
report addresses the key economic sectors in the city and their contribution to GDP and
employment; also it addresses the challenges faced by these sectors and the obstacles that face
investment in the city. Other box quotes the recommendations to the PA in an article by two
officials of the IMF: Reconsider your priorities and cut the budget deficit. Also a box addresses the
problems facing land-registration and land survey in the West Bank. Finally there is a box that
analyzes the merits and implementability of the PA’s decision to impose up to 35% anti-dumping
charges on imports.

The statistics and analysis provided by the quarterly Economic and Social Monitor is of high
value for decision makers, analysts and business people. The Monitor provides an overview of the
evolution of the economy on a quarterly basis as well as picture of the major problems facing
business and markets. It must be indispensable document for making well-informed, well intended
policy decision and for the students of the economy of the West Bank and Gaza.

We hope that this issue further strengthens the role of the Economic and Social Monitor as a
reliable reference to the regular changes occurring in the Palestinian economy. We also hope that
this issue opens the door for necessary debate on the current constraints restrictions and future
potentials of economic and social growth in Palestine.

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

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

1i



CONTENTS

1. GDP

Textbox 1: Gaza in 2020: A livable place?

2. The labor market

2.1 The labor force and participation rate

2.2 Unemployment

2.3 Unemployment among graduates of universities and institutes

2.4 Wages and working hours

2.5 Vacancy announcements

Textbox 2: Who benefits from the deductions on wages of Palestinians
workers in Israel?

3. Public Finance

3.1. Revenues and grants

3.2 Public Expenditure

3.3 Financial Surplus / Deficit

3.4 Arrears

3.5 Clearing revenue

3.6 Public Debt

Textbox 3: The cost of Israeli checkpoints in the West Bank: 7 thousands
unemployed and a sharp drop in wages!

Textbox 4: International Monetary Fund urges the PA to reduce
the wage bill and tax exemptions

4. The Banking Sector

4.1 Key developments in the consolidated balance sheet for banks

4.2 Performance indicators of the banking system

4.3 Clearing Houses Activity

4.4 Banking Penetration

4.5 Money Changers and Lending institutions

4.6 Palestine Stock Exchange

Textbox 5: Anti-Dumping Tariff: Possible Benefits and Applicability

5. Investment Indicators

5.1 Company Registration

5.2 Building License

5.3 Cement Import

5.4 Car Registration

5.5 Hotel activity

Textbox 6: Problems and Obstacles to Land Surveying and Land Property
Registration in the West Bank

Textbox 7: For the third time, MAS publishes the GEM country report- Palestine

6. Prices and Purchasing Power

6.1 Consumer prices

6.2 Producer Prices and Wholesale Prices
6.3 Construction and Road Costs Index
6.4 Exchange rates and purchasing power

Textbox 8: The economy of East Jerusalem: between a rock and a hard place

Textbox 9: Youth's Political Participation: Only a quarter of young people
in the West Bank and Gaza Strip are politically affiliated

il

(SN Y

—_
—_ O OV Nk~ B

—_—

12

16
17
18
19
20
20
21
21
21
22
22

23
23
27
28
28
29
29
32

35
35
36
37
37
37
38
38

43
43
44
44
45
46
48
48



7. Foreign Trade 48

7.1 Balance of Trade 48
7.2 Balance of Payments 49
Textbox 10: Labor productivity in Israel: 24 percent lower than 50

that of all the OECD countries 50

Key Economic Indicators in the West Bank* and the Gaza Strip for the years 2000-2012 51

v



Executive Summary

Gross Domestic Product: The Palestinian
GDP scored a value of about $ 1,644.8 million
in the Q1 2013. This represents a decrease of
5.1% compared with the previous quarter and
an increase by 2.7% compared with its
corresponding quarter in 2012. Conversely,
GDP per capita decreased by 5.8% in the first
quarter of 2013 compared with the previous
quarter and by .03% compared with its
corresponding quarter in 2012. On the other
hand, expenditure on final consumption
amounted to $2,060.4 million in the first
quarter (125% of GDP).

The Labor Market: The number of workers
in West Bank and Gaza Strip decreased from
877,000 in the fourth quarter of 2012 to
862,000 in the first quarter of 2013. Respect to
place of work, workers were distributed in the
first quarter as follows: 58.5% in West Bank,
30.7% in Gaza Strip and 10.8% in Israel and
settlements. The unemployment rate increased
to 23.9% in the first quarter of 2013 compared
with 22.9% in the fourth quarter of 2012. On
the other hand, average daily wage of workers
in Gaza increased to 65.2 shekel in the QI
2013 compared to 63.1 shekel in Q4 2012.

Public Finance: In the first quarter of 2013
the domestic revenuers in the PA’s budget
increased by 29% compared with the previous
quarter. Conversely, the aggregate public
expenditure decreased by 12% and current
expenditure by 8% (to Nis 2.9 billion) during
the same period. Thus the pre-aid current
budget deficit decreased by 57% (to Nis 606
million). After aid however, the budget scored
surplus by Nis 1.2 billion. On the base of
commitment, the total deficit decreased by
10% in the First quarter of 2013.

The Banking Sector: Total direct credit
facilities were $3,997.4 million in the first
quarter of 2013. This is a decrease of about
3% from the previous quarter (76.6% of these
facilities were loans). On the other hand,
public deposits were $7.4 billion in the first
quarter of 2013. This is an increase of 3.1%
from the previous quarter. Conversely, the
number of checks offered for clearance
decreased by 10.2% in number and 1.3% in
value compared with the previous quarter.

Palestine Exchange: the number of shares
traded in the Palestinian Stock Exchange
decreased by 30 in the first quarter of 2013
compared with the previous quarter. The value
of shares during Q1 2013 was around $ 50.7
million, a decrease of 30% from the previous
quarter. On the other hand, Al-Quds index
decreased by 4.59 points at the end of Q1 2013
compared with the previous quarter.

Investment Indicators: The following four
variables serve as proxies to indicate the
current investment climate in Palestine:

Company registration: The number of newly
registered companies reached 272 in the West
Bank in the first quarter of 2013. An increase
by 11% compared with the previous quarter
and a decrease by 15% compared with the
corresponding quarter of 2012. The total
capital of these companies in the first quarter
of 2013 was about 44 million JD.

Building Licenses and Cement Imports: The
number of building licenses in West Bank and
Gaza Strip increased by 8.7% during the first
quarter of 2013 compared with the previous
quarter of 2012. On the other hand, the total
space of registered buildings (new and
existing) decreased during the first quarter of
2013 to 4,208 compared with 4,296 with the
previous quarter. On the other hand, the
quantity of cement imported into the Gaza
Strip was 13.1 thousand tons during the first
quarter of 2013 compared with 12.6 thousand
tons in the corresponding quarter of 2012. In
the West Bank, the quantity of imported
cement decreased by 3% during the same
period.

Car Registration: 3,434 new and used cars
were registered in the West Bank during the
first quarter of 2013. An increase by 5.5%
compared with the previous quarter, and a
decrease by 8% compared with the
corresponding quarter of 2012. The majority
of registered cars were used and imported cars
from abroad (39%).

Hotel Activity: The number of hotels in the
West Bank increased from 98 hotels in the
fourth quarter of 2012 to 101 hotels at the end
of the first quarter of 2013. The total number



of guests staying in these hotels was 120,441
in the first quarter of 2013. This is a decrease
of 20.9% compared with the previous quarter
and an increase of 2.5 compared with the
corresponding quarter of 2012.

Prices and Purchasing Power: The
Consumer Price Index (CPI) increased by
0.45% during the first quarter of 2013
compared with the previous quarter. The
Wholesale Price Index slightly decreased by
0.01% during the same period. On the other
hand, the purchasing power (measured in
dollar) decreased by 4.12% in the first quarter
of 2013 compared with the previous quarter
and the purchasing power (measured in JD)
decreased in the same proportion during the
same period due to the link between the two
currencies.

Trade Balance: The total value of commodity
imports recorded during the first quarter of
2013 was about 1,067 million dollar. where
the value of commodity exports recorded
during the same period was about 196 million
dollar. Consequently, the commodity trade
balance deficit during this period was recorded
at 871 million dollar.

Balance of Payment: The current account
deficit during the first quarter of 2013 was
240.2 million dollar, a decrease by 63.5%
compared with the previous quarter. This
deficit was funded from the financial and
capital accounts, by 191.9 million dollar (a
decrease by 69.8% of previous quarter). The
difference between the current account and
financial and capital account (48.3 million

dollar) is called “Errors and Omissions
account”.
Box topics — The current issue of the

Economic and Social Monitor includes ten
boxes addressing various sociopolitical and
economic topics of special relevance to
Palestine. A summary of the content of these
boxes are provided below:

Gaza in 2020 A Livable place?: This box
summarizes the most important findings of a
report that was released by the United Nations
Working Group in the Palestinian territories
entitled "Gaza in 2020, would it be a viable
place to live?" The report aims to cover the
long-term impact of social and development
trends and challenges facing the Gaza Strip
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nowadays. The report is based on two
scenarios that predict the economic growth of
Gaza Strip between the period 2012 - 2015,
the first optimistic scenario supposes that the
Israeli siege on Gaza Strip would be reduced,
and a growth of (9% - 10%) would be
achieved in gross domestic product (GDP).
The other pessimistic scenario supposes that
the conditions would remain the same,
resulting in a low growth that doesn’t exceed
4% - 5%. Also, the box presents the water
problem in Gaza Strip.

Where do wage deductions go for workers
in Israel? Remuneration for workers from the
West Bank and Gaza Strip working in Israel
and its settlements is through indirect
channels. They go through the Payments
Department of the Israeli Ministry of Interior.
The department withholds the various
deductions and income taxes as they make the
net payment for workers. The deductions
include the “Equalization Tax” health stamps,
participation fees in the Histadrut, retirement
and other deductions. This box identifies the
various types of deductions being withheld
from Palestinian workers in Israel and its
settlements. It also seeks to determine where
these deductions go and whether it had any
positive returns for these workers after signing
of the Paris Protocol in 1994.

The cost of Israeli checkpoints in the West:
7 thousands of unemployed and a sharp
reduction in wages!: This box reviews a
World Bank’s study entitled "The impact of
the restrictions on the movement of labor: the
West Bank as a model." This study discusses
the effects of the checkpoints in the West
Bank on workers and on the Palestinian labor
market. Furthermore, it develops estimated
figures of the losses caused by the checkpoints

and their large negative effects on
employment, wages and the number of
working days in 2007.

The International Monetary Fund: the
authorities must reduce wages bills and tax
exemptions: This box presents the most
important issue in an article that was published
by the Head of Mission of the International
Monetary Fund (IMF) in the West Bank and
Gaza Strip, and by the resident representative
of the Fund on June 10, 2013. This article aims
to advise the Palestinian Authority to



rearrange its priorities as it has to reduce
wages bills, pensions and tax exemptions.
Also it advises the Palestinian Authority to

allow investments in education and in
infrastructure.
Against '""Dumping'' decision: between

feasibility and application opportunities:
this box quotes the most important issue that
was discussed in a background paper for the
round table held by the Institute on the
Palestinian Cabinet's decision to impose
additional tariffs up to 35% of the face of what
is known as "dumping." The paper discusses
how that decision took place and the bases that
have been built on them. It also discusses the
potential benefits and caveats that the decision
might come up with the practical possibilities
for its application and the government's
preparations to it. Furthermore, the paper
discusses the decision from three different
aspects which are: the fight against dumping in
the World Trade Organization, the Paris
Protocol, and the potential for profit and loss.

Problems and Obstacles to Land Surveying
and Land Property Registration in the West
Bank: This box presents the background paper
of the roundtable that was held by MAS
institute entitled ‘“Problems and obstacles
settlement and registration of ownership of
land in the West Bank”. This box provides a
summary of the most important issues that was
contained in that paper, which dealt with the
following topics: legal and institutional
framework for land registration in different
historical eras (Ottoman rule, the British
Mandate, Jordanian rule of the West Bank, the
direct Israeli occupation, the Palestinian
Authority). This box discusses some of the
most important obstacles and problems that
have prevented the extensive process of land
registration, and also it addresses some
statistics related to this process during these
periods. The paper also provides a summary of
the under experience projects, in progress land
settlement programs and achievements in these
projects till now.

MAS issues the Third Global
Entrepreneurship Monitor (GEM) for
Palestine: This box presents main results of
the Palestine Entrepreneurship Monitor 2012,
recently published by MAS. This is the third
round in which the Palestine Global
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Entrepreneur Monitor (GEM) is produced. The
GEM is a periodic report produced in many
countries allowing for country level
comparisons, as well as tracking changes in
entrepreneurship indicators over time within
the same country.

East Jerusalem's economy between the
hammer of the occupation and its anvil!:
The United Nations Conference on Trade and
Development (UNCTAD) issued a report
entitled "The Palestinian economy in East
Jerusalem: Enduring annexation, isolation and
disintegration." The report tries to re-
understand of what is happening in East
Jerusalem, in the light of the available
statistics beyond the year 1994 and in the light
of economic trends in the rest of the
Palestinian territory in that period. The second
part of the report discusses the East Jerusalem
economy, its structure and its evolution over
time. Furthermore, it addresses the key
economic sectors in the city and their
contribution to GDP and employment, also it
addresses the challenges faced by these sectors
and the obstacles that faces investment in the
city.

Youth and Political Participation: Only a
quarter of youth in the West Bank and
Gaza strip are politically affiliated: This box
summarizes the most important findings of the
Sharek Youth Forum’s report entitled ‘“The
Reality of the Palestinian Youth 2013: the
future knocks on the door”. This report tracks
problems, attitudes and opinions of Palestinian
youth, including information on youth
participation in political life. The report found
that only 25% of Palestinian youth are
politically affiliated. The reasons behind this
minor percentage goes to several reasons
including: lack of confidence in the factions,
the lack of representation of political parties
for their point of views, and the split between
the West Bank and Gaza. The report also
discussed the point of views of the youth of
who represents the Palestinians and the
optimal type of resistance that will lead to end
the occupation.

Labor productivity in Israel: lower than the
average in developed countries by 24%: The
Bank of Israel presented in its annual report of
the current issue the matter of workers’
productivity in Israel, and concluded that the



workers’ productivity in Israel is significantly
lower than the average of the Organization for
Economic Co-operation and Development
(OECD).The report attributed this decline to
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four factors: the non-optimal use of labor, the
physical capital and its sectoral structure, the
business environment, and the human capital.



1. GDP

During quarter 1 2013, GDP declined by 5.1%
from the fourth quarter 2012. Given that GDP
is strongly influenced by quarter shifts,
economists tend to compare GDP in terms of
corresponding quarters rather than successive
quarters. As such, GDP grew by 2.7% in the
first quarter 2013 compared with the
corresponding quarter of 2012. 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) dropped by 5.8% compared to the
fourth quarter of 2012, while it declined by
0.3% compared with the corresponding quarter
of 2012 (See Table 1-1).

Table 1-1: GDP in Palestine* (constant prices, base year 2004)

Indicator
Q1

GDP (million dollars)

— West Bank * 1,187.8
- Gaza Strip 413.9
GDP per capita (US dollar)  400.2
- West Bank * 499.4
- Gaza Strip 255.0

2012 2013
Q2 Q3 Q4 Q1

1,601.7 1,754.5 1,707.9 1,733.2 1,644.8

1,283.8 1,256.1 1,302.8 1,180.4
470.7 451.8 4304  464.4
4352 4204 4235 3989
536.1 521.0 536.8  483.1
287.5 273.6 2584 2764

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 Q1 2013 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.

Looking into the structure of GDP in Q1 2013
(compared to the corresponding quarter of
2012), we notice that the share of
manufacturing grew by 5.3%, while that of the

construction sector fell by 22.5%. Similarly,
the share of the financial intermediation to
GDP rose by 6.1%, while that of the services
sector declined by 4.4% (See Table 1-2).

Table 1-2: Percentage Distribution of the Contributions of
Sectors to GDP in Palestine* (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
Information and communication
Services

Accommodation and food services
Real Estate and Renting

2012 2013
Q1 Q2 Q3 Q4 Qi
44 51 43 57 39
1.8 11.8 12.1 119 123
08 07 07 06 06
94 96 98 99 99
15 14 15 13 16

01 01 01 01 02

129 15.6 145 13.1 15.8

144 14.0 139 13.7 13.1

20 19 18 16 19
33 31 32 33 35
70 67 71 68 6.5
20.6 191 189 21.6 19.7
06 07 07 07 06
43 36 40 46 3.6



2012 2013
Q1 Q2 Q3 Q4 Q1

Professional, scientific and technical activities 1.1 1.0 09 13 1.1

Economic activity

Administrative and support services 06 05 07 05 06
Education 80 7.8 71 84 8.0
Health and social work 37 35 33 40 39
Arts, recreation and leisure 06 05 06 05 03
Other services 1.7 15 16 16 1.6
Public administration and defense 12.1 11.6 122 11.6 124
Home Services 01 01 01 01 0.1
i‘/}zzrsll(l:;zhmtermedlatlon Services Indirectly 25 23 24 25 27
Customs duties 6.0 53 6.1 62 62
Net value added tax on imports 79 80 82 69 73
Total (%) 100 100 100 100 100

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 Q1 2013 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.

Table 1-3 shows spending on major items of
GDP during 2012 and quarter] of 2013. The
table features the basic equation in the national

accounts: Private consumption + investment +
government consumption + exports - imports
=GDP (GDP=C+I+G+X-M).

Figures for Q1 2013 are shown below (in billion dollars):
Billion dollars

Private consumption

Investment (capital
formation)

Government consumption

Exports
Imports (-)
GDP

We can conclude from Table 1-3 that:
¢ The final consumption expenditure in

Palestine in Q1 2013 was 25.3% more
than the gross domestic product. The final
consumption expenditure was distributed
this way: household spending (74.5%);
government spending (23.5%); and non-
profit organizations that serve households
2%).

During Q1 2013, the final consumption of
households fell by 4.2% from the
corresponding quarter of 2012. By
contrast, government spending grew by
4.7%, while spending of non-profit

1.6
0.2

0.5
0.3
(1.0)
1.6

organizations fell by about 31.6% during
the same period.

Gross capital formation dropped by a scant
0.3% from the corresponding quarter of
2012.

Exports of goods and services saw a
growth of 41.4% over the corresponding
quarter.

The rise in exports and the decline of
imports by 2% between the corresponding
quarters led to a decline in the trade deficit
by 14%, posting $ 647 million in the first
quarter of the year.



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

(million dollars)

2012 2013
Item
Q1 Q2 Q3 Q4 Q1
Final consumption expenditure 2,125.5 2,213.6 2,223.0 2,162.0 2,060.4

Household final consumption expenditure 1,602.5 1,602.6 1,679.7 1,552.0 1,534.4
Government final consumption expenditure  464.1 5419  486.1 535.0 485.7
Final consumption expenditure of non-

profit organizations serving households 58.9 69.1 57.2 75.0 40.3
Gross capital formation 232.0 2974 2649 279.7 231.2
Gross fixed capital formation 2927 386.1 341.6 332.6 2994
- buildings 237.6  325.1 2820 276.1 243.1
- non-buildings 55.1 61.0 59.6 56.5 56.3
Changes in inventories -60.7 887 767 529  -682
Net precious property 0.0 0.0 0.0 0.0 0.0
Net exports of commodity and services -755.8 -756.5 -780.0 -708.5 -646.8
Exports 2237 3029 2795 2842 3162
- commodity 1454 2221 193.1 199.9 2442
- services 78.3 80.8 86.4 84.3 72.0
Imports 979.5 11,0594 1,059.5 992.7 963.0
- commodity 846.6 916.8 919.1 857.4  838.3
- services 132.9 142.6 1404 135.3 124.7
GDP 1,601.7 1,754.5 1,707.9 1,733.2 1,644.8
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 Q1 2013 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.

Textbox 1: Gaza in 2020: A livable place?

In August 2012, the United Nations Country Team in Palestine released a report entitled " Gaza in 2020: A
livable place?"' The report is intended to highlight the longer-term effects and implications of current
developmental and social trends and challenges affecting the Gaza Strip; raise awareness of these both
locally and internationally; and inform the strategic programming of the United Nations in support of the
Palestinian people of the oPt. To achieve this, the report reviewed the evolution of the economic situation in
the Gaza Strip, along with the population growth and the development of basic infrastructure and social
services in an extrapolation eight years forward to 2020.

Gaza's economy is expected to grow only modestly in the coming years, such that the GDP per capita will
reach only $1,273 in 2015, which is lower than the level reported in the nineties of the last century. The
report adopted high and low-growth scenarios from the International Monetary Fund for 2012-2015. The
high-growth scenario, which is based on a significant easing of trade and other restrictions, expects a growth
of 9% to 10%. Given the high annual population growth rate of 3.33%, real GDP per capita would grow at
between 5.7% to 6.6% in the high-growth scenario. The low-growth scenario assumes an annual growth rate
of real GDP of 4% to 5%, while the real GDP per capita would only grow at between 0.6% and 1.5%
annually. The report suggests that the expansion of the productive sectors, increased productive investment,
and enabling exports to third countries, including Israel, and transfers to the West Bank will therefore be
essential to secure longer-term economic growth.

! United Nations Country Team in the Occupied Palestinian Territories, (2012): Gaza in 2020, A livable place?

http://www.unrwa.org/userfiles/file/publications/gaza/Gaza%?20in%202020.pdf




When studying the basic infrastructure in Gaza, the report addresses the scarcity of water and the pollution it
suffers. Due to the lack of any other sources of water, the population relies almost completely on the
underlying coastal aquifer, which is partly replenished by rainfall and runoff from the Hebron hills to the
east, with the recharge estimated at 50 to 60 million cubic meters annually. However, current abstraction of
water from the aquifer, 160 million cubic meters per year to meet current overall demand, is well beyond
that. As groundwater levels subsequently decline, sea water infiltrates from the nearby Mediterranean Sea.
Salinity levels have thus risen well beyond guidelines by the World Health Organization (WHO) for safe
drinking water. This pollution is compounded by contamination of the aquifer by nitrates from uncontrolled
sewage, and fertilizers from irrigation of farmlands. Today 90% of water from the aquifer is not safe for
drinking without treatment. The aquifer could become unusable as early as 2016, with the damage
irreversible by 2020. The United Nations Environment Program recommends ceasing abstraction
immediately as it would otherwise take centuries for the aquifer to recover.

Economic deterioration, environmental degradation, population growth and Israeli restrictions are the main
factors behind the doubt the report casts on the likelihood of a dignified, healthy life in the Gaza Strip over
the coming years to 2020.

2. The labor market

2.1 The labor force and participation rate

During the first quarter of 2013, participation
rate (i.e. the ratio of workers and the
unemployed to those of working age) in the
West Bank and Gaza Strip was 43.4%,
compared to 43.9% in the previous quarter
(see Table 2-1). The quarterly data also

in the West Bank and Gaza Strip- from 877
thousand in the Q 4, 2012 to 862 thousand in
Q 1, 2013, a drop of 1.7%. However,
compared to the corresponding quarter of the
previous year, the number of workers grew by
3% (See Table 2-2).

indicate a decline in the number of employees

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 - 2013 (%)

20m QL Q200 Q30 Qd
2012 2012 2012 2012

Males & females

2012 Q1

Region and Sex 2013

West Bank 455 454 454 452 46.1 455 450
Gaza Strip 384 399 403 404 400 40.1 405
West Bank & Gaza 43.0 43.4 43.6 43.4 439 43.6 434
Males
West Bank 714 708 71.5 714 72.0 714 713
Gaza Strip 63.9 655 651 650 644 650 650
West Bank & Gaza 68.7 689 69.2 69.1 69.2 69.1 69.0
Females
West Bank 19.0 193 18.6 182 19.5 189 18.0
Gaza Strip 124 137 149 152 151 147 154

West Bank & Gaza 16.6 173 17.3 17.1 179 174 17.1

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey,
2011- Q1 2013. Ramallah, Palestine.



Table 2-2: Individuals 15 years and above, working in Palestine-

By place of work, 2011 - 2013

Place of work

W 0 2 2 2 22 g
Manpower (in thousands) 2,465 2,523 2,546 2,569 2,592 2,557 2,615
Workforce ,5910 1,095 1,109 1,116 1,137 1,114 1,134
No. of workers (in thousands) 838 834 877 845 877 858 862
West Bank (%) 614 609 60.5 3594 61.0 604 585
Gaza Strip (%) 288 299 303 302 29.0 299 307
Israel & the settlements (%) 9.8 9.2 9.2 10.4 9.9 9.7 10.8

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013.

Ramallah, Palestine.

Table 2-3 demonstrates that the private sector
was the main employer of the Palestinian labor
in the West Bank during Q1 2013, absorbing
66.1% of the total employees. The public

sector came second (employing 16.6% of total
labor). In Gaza, the public sector employs
about 39.3% of total labor there, a decline of
2% from the previous quarter.

Table 2-3: % distribution of workers 15 years and over in
Palestine- By Region and Sector, 2011 — 2013

Sector 2011 5012 2(3122 2(332 2(3;‘2 2012 2(3113
Palestine
Public sector 222 231 219 229 228 226 23.6
Private sector 645 642 656 636 645 645 624
Other sectors 3.5 33 3.1 28 32 32
Israel & the settlements 9.8 9.2 104 99 9.7 108
Total 100 100 100 100 100 100
West Bank

Public sector 152 163 149 163 157 158 16.6
Private sector 689 685 700 669 68.6 685 66.1
Other sectors 2.1 2.0 1.9 1.7 1.9 1.7
Israel & the settlements 13.8 132 13.1 149 140 138 156

Total 100 100 100 100 100 100
Gaza

Public sector 394 39.1 379 380 40.1 38.8 393

Private sector 53.8  54.0 557 56.0 543 550 542

Other sectors 6.8 64 60 56 62 65

Total 100 100 100 100 100 100

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

Q1 2013. Ramallah, Palestine.

With respect to status of workers, the Q1 2013
data show a growth in the participation rate of
wage earners compared to the corresponding
quarter of 2012. Meanwhile, the rate of unpaid
workers who work in family projects declined
significantly between the corresponding and
the consecutive quarters (see Table 2-4).
Regionally, the data show a growth in the

participation rate of wage earners in the West
Bank (by three percentage points compared to
the previous quarter). However, in the Gaza
Strip, the participation rate of wage earners
dropped by 2.5%, while participation rate of
employees without pay saw some increase
there.



Table 2-4: % Distribution of workers in Palestine- By
Employment Status and Region, 2011-2013

Region & Employment , ., Q1 Q2 Q3 Q4 ,,., QI

Status 2012 2012 2012 2012 2013
West Bank
Employer 74 76 72 75 80 76 15
Self-employed 189 197 19.0 182 17.7 18.7 175
Wage earner 64.1 632 63.1 650 642 639 67.6
Unpaid family member 96 95 107 93 101 98 74
Total 100 100 100 100 100 100 100
Gaza
Employer 39 29 32 50 35 37 33
Self-employed 17.7 165 155 179 141 16.0 158
Wage earner 727 744 742 707 77.0 741 75.1
Unpaid family member 57 62 7.1 64 54 62 58
Total 100 100 100 100 100 100 100
Palestine

Employer 64 62 60 67 67 64 62
Self-employed 186 18.8 18.0 181 16.6 179 17.0
Wage earner 66.6 66.5 665 668 679 669 69.9
Unpaid family member 84 85 9.5 84 88 88 6.9
Total 100 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011-
Q1 2013. Ramallah, Palestine.

Table 2-5: % Distribution of workers in Palestine- By
Sector and Region, 2011 — 2013

2011 QL Q2 Q3 Q4 ,,,

MBI % L 2012 2012 2012 2012

Palestine
Agriculture, fishing, and forestry 119 105 12,7 103 123 115
quarrying and manufacturing 11.8 122 117 113 125 119
Building and construction 139 135 147 153 139 144
Trade, restaurants and hotels 20.3 20.1 197 199 188 19.6
Transport, storage and communications 6.1 6.6 63 68 62 65
Services and others 36.0 37.1 349 364 363 36.1
Total 100 100 100 100 100 100
West Bank
Agriculture, fishing, and forestry 128 114 144 114 139 12.8
quarrying and manufacturing 144 149 144 141 154 147
Building and construction 17.1 164 174 18.0 17.0 172
Trade, restaurants and hotels 21.0 214 204 209 194 205
Transport, storage and communications 5.5 5.6 59 5.7 53 5.6
Services and others 292 303 27.5 299 29.0 29.2
Total 100 100 100 100 100 100
Gaza
Agriculture, fishing, and forestry 9.6 8.4 8.9 7.8 8.3 8.4

Q1
2013

9.6

13.5
15.0
18.5
6.7
36.7
100

10.3
16.8
18.6
19.0
5.7
29.6
100

8.2



Sector & Region 2011

quarrying and manufacturing

Building and construction

Trade, restaurants and hotels 18.4

Transport, storage and communications

Services and others

QL Q2 Q3 Q4 ... Q1
2012 2012 2012 2012 2013

59 54 46 55 54 62
67 87 90 63 77 69
169 181 176 172 175 173
89 73 93 84 84 89

529 532 51.6 517 543 526 525
Total 100

100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013. Ramallah,

Palestine.

Quarterly data demonstrate a remarkable
change in the distribution of employees by
economic activity between the fourth quarters
of 2012 and the first quarter 2013. However,
this is basically associated with seasonal shifts,
as the rates remained relatively unchanged
between 2011 and 2012. For example, despite
the decline in the number of workers in the
sector of agriculture, fishing and forestry
during the first quarter 2013 compared with
the previous quarter, the overall rate declined
only slightly compared with the corresponding
quarter of 2012 (See Table 2-5).

2.2 Unemployment

Unemployment rate hiked to 23.9% in QI
2013, up from 22.9% in Q4 of the previous
year. The rise was primarily a result of an
increase of unemployment rate in the West
Bank by about 2 percentage points in the face
of a slight decline in unemployment rate in the
Gaza Strip. In comparison with the
corresponding  quarter of 2012, the
unemployment rate spiked from 20.1% to
20.3% in the West Bank, while it fell by a half
percentage point in Gaza (see Table 2-6).

Table 2-6: Unemployment rate among individuals
participating in the labor force (15 years and above) in
Palestine- by Region and Sex 2011-2013 (%)

2011 Q1 Q Q3 Q4 2012 o1

AN R 2012 2012 2012 2012 2013
Palestine
Males 192 220 188 207 207 205 212
Females 28.4 31.5 295 390 31.7 329 353
Total 209 239 209 243 229 23.0 239
West Bank
Males 159 186 161 179 167 173 186
Females 226 255 214 301 244 253 274
Total 173 201 171 204 183 19.0 203
Gaza
Males 258 284 241 260 285 268 263
Females 440 465 472 577 483 50.1  51.6
Total 287 315 284 319 322 31.0 31.0

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey,
2011- Q1 2013. Ramallah, Palestine.

Key features of unemployment in the
Palestinian Territory in Q1 2013:

< High among young people:
Unemployment rate among young people
aged 15-24 was 40.9% (64.4% for females

and 36.9% for males). This suggests that a
large number of the unemployed are new
participants in the labor market (see Table
2-7).



Table 2-7: Unemployment rate among individuals participating
in the labor force (15 years and over) in Palestine-
by Sex and Age Group 2011-Q1 2013 (%)

Agegrowp 2011 0L 3% & Oh 202 HL
Males & females
24-15 35.7 40.4 34.3 42.2 38.4 38.8 40.9
34-25 21.7 24.8 23.9 25.6 25.0 24.9 25.2
44-35 12.0 13.7 10.5 12.5 12.0 12.2 13.1
54-45 13.0 14.5 12.2 13.6 12.8 13.3 14.5
+55 8.9 10.9 7.7 8.1 10.2 9.2 9.9
Total 20.9 23.9 20.9 24.3 229 23.0 23.9
Males
24-15 323 36.9 30.5 36.3 345 345 36.9
34-25 17.5 20.2 18.9 18.6 19.2 19.2 18.1
44-35 12.2 13.9 10.5 114 12.3 12.0 12.8
54-45 14.9 16.0 13.7 15.2 14.6 14.9 16.8
+55 104 13.2 9.5 9.2 12.8 11.1 11.5
Total 19.2 22.0 18.8 20.7 20.7 20.5 21.2
Females

24-15 53.5 58.1 56.1 73.8 60.2 62.2 64.4
34-25 37.0 40.2 41.0 48.1 43.6 43.3 48.1
44-35 11.0 12.8 10.6 17.0 11.1 12.8 14.3
54-45 4.2 7.1 5.7 6.3 52 6.0 4.1
+55 2.3 0.7 1.3 2.7 0.7 1.3 2.2
Total 28.4 31.5 29.5 39.0 31.7 32.9 353

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013.

Ramallah, Palestine.

<+ Concentrated among males who received

few years of schooling (26.2% among
males who received no education versus
17.1% 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 46.7%, it is only
2.6% among females who received 1-6
years of schooling.

Table 2-8: Unemployment rate among individuals participating in the labor force
(15 years and above) Palestine- by Sex and Years of Schooling 2011 - 2013 (%)

Years of schooling 2011 Q12012 Q22012 Q32012 Q42012

0 11.8
6-1 19.8
9-7 20.4
12-10 19.2
+13 23.7
Total 20.9
0 20.6
6-1 22.2
9-7 21.5
12-10 19.7

4.6
24.8
23.1
22.1
26.2
239

6.9
27.6
24.6
22.5

2012 Q12013

Males & females

7.9
18.5
19.6
18.2
25.5
20.9

Males

17.6
21.5
20.8
18.9

12.0
18.8
22.5
21.4
29.8
24.3

22.4
21.3
23.6
21.5

13.7
20.5
22.1
20.9
26.3
229

27.4
22.5
23.7
21.5

9.4
20.6
21.8
20.7
27.0
23.0

18.2
233
23.2
21.1

18.5
21.3
21.8
21.6
283
23.9

26.2
243
23.2
22.0



Years of schooling 2011 Q12012 Q22012 Q32012 Q42012 2012 Q12013
+13 14.9 16.6 15.6 16.9 16.2 16.3 17.1
Total 19.2 22.0 18.8 20.7 20.7 20.5 21.2

Females

0 2.4 2.2 1.3 1.2 1.7 1.6 10.9
6-1 2.9 4.2 1.9 1.8 5.3 32 2.6
9-7 8.6 6.9 6.9 8.9 6.4 7.2 5.1
12-10 14.5 19.0 11.4 20.8 15.3 16.5 16.9
+13 38.8 42.0 42.6 50.9 42.7 44.6 46.7
Total 28.4 31.5 29.5 39.0 31.7 32.9 35.3

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013. Ramallah,

Palestine.

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. The rate of
unemployment among degree holders was
30% in Q1 2013, a significant increase from
the previous quarter. The table also shows that
with 8.5%, the unemployment rate among
those who have obtained a degree in law was
the lowest during Q1 2013 (i.e. for every one

hundred graduates of law, there were about 8
without a job). On the other hand, the
unemployment rate among those who have
obtained a degree in educational sciences &
preparation of teachers was the highest (about
41.2%). Unemployment rate among graduates
of journalism and media also remained high
(about 37%).

Table 2-9: Unemployed graduates (with an intermediate diploma and above)

by Major— between 2011 and Q1 2013 (%)

2011 Q4 2012 2012
Major n- n- n-
Employed sl Employed el Employed el

Educational sciences & =, , 37.8 60.3 39.7 58.5 415
preparation of teachers
Humanities 74.8 25.2 70.8 29.2 69.1 30.9
Sggfcleind behavioral 73.9 26.1 633 36.7 66.4 33.6
Journalism and media 65.3 34.7 59.9 40.1 61.9 38.1
Business and 76.1 23.9 71.6 28.4 71.8 28.2
administration
Law 88.0 12.0 93.2 6.8 86.2 13.8
Natural sciences 78.3 21.7 75.2 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
Engincering and 79.3 20.7 80.4 19.6 78 22.0
engineering professions
gﬁ?ﬁgﬁ;ﬁ and 813 18.7 84.3 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 24.5 66.2 33.8 70.1 29.9
Total 74.9 25.1 71.5 28.5 71.1 28.9

(-): Number of observations are not adequate for publication.
Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013. Ramallah, Palestine.

Q12013
Un-
Employed employed

58.8 41.2
67.7 323
63.0 37.0
67.3 32.7
73.1 26.9
91.5 8.5
67.6 32.4
78.6 21.4
67.9 32.1
78.1 21.9
76.0 24.0
78.2 21.8
69.9 30.1
70.0 30.0



2.4 Wages and working hours

In Q1 2013, the average daily wage of workers
in the West Bank rose slightly (0.9%), while it
increased sharply (3%) in the Gaza Strip
compared with the previous quarter. Likewise,
the average wage of Palestinians working in
Israel and the settlements climbed by 3%.
Meanwhile, the average weekly working hours

in Israel and the settlements increased by
around 2.5 hours during the same period. In
comparison with the corresponding quarter of
2012, the average wage of workers in the West
Bank increased by 3.9% and that in the Gaza
Strip climbed by 2% during the same period
(see Table 2-10).

Table 2-10: Average weekly working hours, monthly working days and
daily wages in NIS of known-wage workers in Palestine-
By Place of Work, 2011- Q1 2013

Placeotwork  AMerageweekly Aversgemunitly . verage . Median di
2011
West Bank 43.1 22.4 85.0 76.9
Gaza Strip 37.9 234 61.5 50.5
Israel and Settlements 394 21.0 162.2 153.9
Total 41.2 224 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
Q42012
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
2012
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
Q12013
West Bank 43.5 22.2 88.8 76.9
Gaza Strip 36.6 23.3 65.2 50.0
Israel and Settlements 435 20.0 167.6 153.8
Total 41.6 22.1 95.7 80.0

Source: Palestinian Central Bureau of Statistics 2013, Labor Force Survey, 2011- Q1 2013. Ramallah,

Palestine.
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2.5 Vacancy announcements’

The number of vacancies posted in Q1 2013
was 773, a figure that is relatively identical
with that posted in the previous quarter.
However, when compared to the
corresponding quarter of 2012, we notice a
13% drop (see Table 2-11). Yet, there were 55
announcements with no specific number of
vacant posts. The posted vacancies, however,
do not necessarily cover all available job
opportunities, though all government jobs, as
per law, must be advertised’.

The NGO sector posted the largest number of job
vacancies advertised in Q1 2013 (49% (or 376)
vacancies of total posts), while the private sector
came second (with 41% (or 318) vacancies).
Meanwhile the share of the public sector was only
10% (79 jobs). Compared to the corresponding

quarter of 2012, the number of vacancies
advertised by the private sector and the public
sector declined by 4 and 2 percentage points,
respectively.  Similarly, the number of
vacancies posted by the NGO sector fell by 6
percentage points during the same period (see
Table 2-11).

With regard to the distribution of posted
vacancies by region, data show that the central
West Bank accounted for the majority of
vacancies advertised (62%). The share of
Northern West Bank, Southern West Bank and
Gaza was 13% each. As for the distribution of
vacancies by the required degree, with 67%,
the BA received the highest demand (see Table
2-11).

Table 2-11: Number of vacancies advertised in daily newspapers
in Palestine (Q1 203 and Qs 1 and 4 2012)

Q1 Q4 Q12013
2012 2012 japuary February March Total
By sector
Private sector 354 287 93 112 113 318
Public sector 87 67 27 21 31 79
NGOs 449 423 115 124 137 376
By region
Northern West Bank 88 70 30 40 28 98
Central West Bank 640 540 131 159 187 477
Southern West Bank 90 83 30 29 40 99
Gaza 72 84 44 29 26 99
By degree
MA and above 61 88 21 22 20 63
BA 632 529 156 176 184 516
glitglrg;gglate 71 66 15 30 33 78
Below Diploma 126 94 43 29 44 116
Total
890 777 235 257 281 773

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 39 percent, the demand
for administrative and economic sciences had
the largest share of advertised vacancies. At
the same time, the demand for humanities &
social sciences, applied sciences and medical

2

WWW.jobs.ps

3

sciences posted 19%, 18% and 10%,
respectively. Meanwhile, other specializations
& professions accounted for only 14%. In the
Gaza Strip, the NGO sector posted 86% of all
the vacancies advertised (see Table 2-12).

MAS collected job advertisements from daily newspapers (Al-Quds, Al-ayyam and Al-Hayah) as well as from the website

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.



Table 2-12: Number of vacancies advertised in daily newspapers
in Palestine- by Major, Sector and Region- Q1 2013

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

Medical & health sciences 1 26 48 0 0 6 81
Humanities and social sciences 10 10 93 1 0 32 146
Applied sciences 34 71 15 0 2 15 137
Ac'imlnlstratlve and economic 25 114 123 4 5 30 301
sciences

Other (craftsmen, maintenance, 4 88 12 0 2 2 108

secretarial work, etc.)
Total 74 309 291 5 9 85 773

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

Textbox 2: Who benefits from the deductions on wages of
Palestinians workers in Israel?

Following Israel's occupation of the West Bank and the Gaza Strip in 1967 and the resulting flow of
Palestinian workers to the Israeli attractive labor market, the General Federation of Workers (Histadrut) in
Israel had the concern that this flow might negatively impact wages and benefits of Israeli workers. Thus, the
Histadrut strongly pressured the government to pass legislations that strip the Israeli employers of some
advantages when they hire Palestinians from the West Bank and the Gaza Strip in place of Israeli workers®.

The government responded positively to these pressures and in 1970 it issued a resolution to the effect that
the WBG workers will be treated like their Israeli counterparts in terms of social security, health and
retirement payments’. Ironically, this resolution, though outwardly equitable, put the basis of discriminatory
treatment of WBG workers, since it predicated parity in the workforce costs on WBG employers and their
Israeli counterparts, but it did not account for such parity in the benefits. As a matter of fact, the Histadrut
was only interested in achieving employers' equivalent costs rather than the actual wages and benefits for
WBG workers®.

How was it possible to achieve cost parity without benefits? Well, this was possible through imposing the
"Equalization Tax" on the wages of WBG workers.

Equalization Tax

Palestinians working in Israel enjoy only three types of social security benefits: compensation for injuries in
the workplace, compensation against the bankruptcy of the employer and maternity leave. However, the
WBG workers are not entitled to other numerous types of social security (such as unemployment benefits,
additional pension payments, children allowances and health insurance) since WBG workers are not eligible
to receive these benefits which are only enjoyed by those “residence” in Israel. This is the reason why hiring
WBG workers was cheaper than hiring Israelis (who are entitled to all these forms of social benefits).

The “Equalization Tax” came to fill this gap, as its value is equal to the difference between the deductions
from the Israeli workers and employers in return for the full social security, and the deductions from WBG
workers in return for the limited benefits they receive.

The minimum wage in Israel was 4,300 shekels (about 1,160 dollars) a month in late 2012. However, a high percentage of

workers from the Bank and the Gaza Strip in Israel still receive less than the official minimum (48% of workers without permits

and 36% of those who have work permits). The median daily wage for WBG workers in Israel was about twice the median daily

wage for those working in the West Bank and about three times the wages of those working in the Gaza Strip in 2012. (Labor

Force Survey, the Palestinian Central Bureau of Statistics).

2 Mundlak, G. (1999): Israeli Labour Law as Economic Warfare. Industrial Law Journal.
http://www?2.tau.ac.il/InternetFiles/news/UserFiles//5%20labor%20law%20as %20economic % 20warfare.pdf

6 Dani Ben Simhon (2004): Who looted the Palestinian workers savings? Alhewar Almotamaden, No. 821. Ahewar: Labor and

trade union movement and the role of the left in the current stage - File No. 1, May 2004.

http://www.ahewar.org/debat/show.art.asp?aid=17620
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Mundlak (1999) argues that if WBG workers pay only for the social security they receive, the deductions
from their wages must not exceed 1%. However, actual deductions from the WBG workers wage bill
amounts to 12%, meaning that the Equalization Tax in this case dents 11% of salary.

Table (1) displays deductions from Palestinians working in Israel. Pursuant to the decision of the Israeli
Supreme Court, these deductions should also apply to the wages of Palestinians working in the Israeli
settlements (see The Economic and Social Monitor, Issue 25 - July 2011).

Table (1): Employers' contributions and deductions from the wages of
Palestinians working in Israel (2013)

Components of Insurance Fund clf)l:tﬂgﬁif(;i tg:(vivl':)c:ll;l;,ssf;(;?e Total
Pensions 12% 5.5% 17.5%
Sick leave 2.5% 2.5%
Vacations 4% 4%
Insurance against workplace accidents 0.25% 0.25%
Development of the construction sector * 0.8% 0.8%
Total fund 18.75% 5.5% 24.25%
National Insurance 0.72% 0.61% 1.33%
Equalization Tax 4.71% 6.39% 11%
Histadrut subscription 0.8% 0.8%
Income Tax According to income

and deductions
Health stamp NIS 93 NIS 93
Total 24.18%

* Deduction from the wages of construction workers only.
http://www.piba.gov.il/Subject/Palestinian Workers/Pages/sachar.aspx

The deductions from workers and employers totaled 37.5% of wages (24.1% from employers and 13.3%
from workers). Add to this income taxes deductions as well as the 'health stamp' which is worth 93 shekels a
month.

WBG workers' wages are paid indirectly through the "Payment Department” in Israel's Ministry of Interior.
The Department receives the gross wages from the employers, then it subtracts deductions and income tax
before paying the net wages to the WBGs’ workers.

Now two questions are of concern: What is the total value of these deductions and where are they
transferred? Do the workers, their families or their communities benefit from these deductions? We should
first point out that obtaining reliable answers for these questions (whether from the Israeli or the Palestinian
official sources) proved to be very hard, or even impossible. During the past few months, we did strenuous
efforts to obtain information, but without substantial success. The dearth of information in Palestinian
institutions is primarily a result of either dereliction in documentation or absence of information. On the
other hand, it seemed to us that failure to obtain information from the Israeli side was intentional— an attempt
by the Israelis to conceal the truth.

In any case, the answer to the previous questions hinges on the historical period in question since there has
been a radical change of the channels of these deductions following the Paris Protocol concluded in 1994
between Israel and the PLO.

1970-1993

The scant information available indicates that most of the deductions from the WBG wages in Israel during
this period were transferred, unlawfully, to the Israeli treasury, particularly income and equalization taxes.
Equalization Tax, in specific, was transferred to a special account of Israel's Ministry of Finance. Although
the stated purpose of this account was to “fund infrastructure projects and social development in the
territories’, no one knows about projects funded through this account (Mundlak,1999).

Assuming that the equalization tax is 11% and the number of WBG workers before 1994 was 70 thousand
(the actual figure was far higher) with an average monthly pay of 3,000 shekels (36 thousand per year), the
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amount due through this account only would be something around NIS 6.5 billion during 1970-1994. This
amount, together with other funds, is yet to be claimed from Israel for the benefit of the West Bank and
Gaza's workers7.

Meanwhile, the pension deductions from WBG workers' wages totaled NIS 10 billion during the same
period. Most of these billions were kept in pension insurance companies that belong to the Histadrut.
Although many WBG workers have already received pensions (those who worked at least 10 years upon
their retirement) or their savings as lump sums at the end of their service, the majority of reports that
addressed this issue found that the largest number of workers did not benefit from the pension deductions.
They also found that those who tried to find answers (whether politicians or researchers) were unable to
reach conclusive results about the huge amounts of money and who benefited from thems.

Post 1994

Paris Protocol gave a formal framework of the destination where some of these deductions should be
channeled, thus reducing the fiscal attrition that prevailed during the earlier period 1970-1993. The Protocol,
however, did not account for the likelihood of recalling some of the workers' claims swindled in the
previous period, i.e. the price the Palestinians paid in return for putting an end to some of the attrition after
1994 was their abandoning / or at least postponing the claim of recovering the rights extorted in the period
before 1994.

Article VII of the Paris Protocol defined the terminals of the deductions’:

< Income taxes: The text of the Protocol provides that Israel will (through the Clearing Mechanism)
transfer to the Palestinian Authority a sum equal to 75% of the income taxes collected from Palestinians
employed in Israel and the full amount of income taxes collected from Palestinians employed in the
settlements. Income taxes in Israel have progressive marginal rates of 10% on the first NIS 5,200
monthly income, 14% on the additional income of up to 3,680 shekels, and 21% on the additional
income of up to 10,750 shekels, and so on until it reaches 48% on average monthly income that exceeds
41,830 shekels (tax rates in 2012). The value of income taxes transferred to the PA was $400 thousand
in 2010, $8 million in 2011 and $ 2.3 million in 2012'. This sharp fluctuation in the transferred
amounts is puzzling. Actually, if we assume that the number of workers is barely 30 thousand, and that
each one only receives the minimum wage (1,160 dollars a month), then we can safely conclude that the
amount of income taxes deducted from workers' wages must be more than $30 million a year. This is
quite a large figure compared with the actually transferred amounts.

< Health Insurance: Paragraph 9 of Article VII in the Paris Protocol states that "the Palestinian Authority
may integrate the existing health insurance scheme for Palestinians employed in Israel and their families
in its health insurance services. As long as this scheme continues, whether integrated or separately,
Israel will deduct from their wages the health insurance fees ("health stamp") and will transfer them to
the Palestinian Authority for this purpose. There is an indication that Israel transfers the amounts of
"health stamp" which it deducts form workers' wages to the Palestinian Ministry of Health in
accordance with the provisions of this article. As such, the workers employed in Israel and the
settlements benefit from the Palestinian health insurance. We could not make sure whether the entire
amounts of "health stamp" are transferred to the Palestinian side or whether such transfers are
implemented through the Clearing Mechanism or transferred directly to the Palestinian Ministry of
Health.

< Equalization Tax: Paragraph 3 of Article VII in Paris Protocol states that "Israel will transfer to the
Palestinian Authority, on a monthly basis, the equalization deductions as defined by Israeli legislation, if
imposed and to the extent levied by Israel. The sums so transferred will be used for social benefits and
health services, decided upon by the Palestinian Authority, for Palestinians employed in Israel and for

The number of Palestinians workers in Israel and the settlements before the outbreak of the Second Intifada in 2000 was 100
thousand. This figure dropped sharply in the subsequent years and then witnessed some rise in recent years. The figure is
currently estimated at about 75 thousand , one- third of whom work without official permits. See http://972mag.com/thousands-of-
new-work-permits-for-palestinians-only-serve-of-the-status-quo/56407/

See:

Ben Simhon (1999).

Cook, J(2010): “Israel Stole $2 Billion From Palestinian Workers”
http://www.counterpunch.org/2010/02/05/israel-stole-2-billion-from-palestinian-workers

B’Tselem: ‘Social Rights and Terms of Employment of Workers from the Occupied Territories.’
http://www.btselem.org/workers/social_rights

See the text of Paris Protocol at: http://www.mfa.gov.il/MFA/Peace+Process/Guide+to+the+Peace+Process/Gaza-
Jericho+Agreement+Annex+IV+-+Economic+Protoco.htm

The Palestinian Ministry of Finance website. See also the annual issues of the Economic and Social Monitor (MAS).
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their families. The equalization deductions to be so transferred will be those collected after the date of
the signing of the Agreement from wages of Palestinians employed in Israel and from their employers'.

< Again, we couldn't obtain certain information about the amount of these deductions and whether they
are actually transferred to the Palestinian Authority. We have received an official response from Israel's
Interior Ministry to the effect that "the equalization tax is transferred to Israel's Ministry of Finance,"
without saying whether these amounts are transferred to the PA or not. It should be noted that there is no
item called 'equalization tax' in the periodic transfers from Israel to the PA and this suggests that the
question about the fate of these deductions is still unanswered.

< Histadrut membership deductions: In July 2008, the General Union of Palestine Workers and the
Histadrut signed an agreement that provided for the settlement and recovering of the amounts deducted
from the WBG workers' wages since 1993. The agreement also stipulated that the Histadrut will transfer
at least 50% of the amounts deducted from wages in the future. This agreement was originally signed in
March 1995, but the transfer of funds stopped after the outbreak of the intifada, and the agreement was
revitalized in 20087,

< Pension deductions: Paragraph 4 of Article VII in the Paris Protocol states that “Israel will transfer, on
a monthly basis, to a relevant pension insurance institution to be established by the Palestinian
Authority, pension insurance deductions collected after the establishment of the above institution and
the completion of the documents." The paragraph also confirmed "Israel will continue to be liable for
pension rights of the Palestinian employees in Israel, to the extent accumulated by Israel before the
entry into force of this paragraph 4".

The PNA has not yet established such a pension insurance institution for workers employed in Israel.
Thus, these deductions are still held in a special account at Israel's Ministry of Finance'®. Palestinian
workers are still suffering from serious financial losses, and even a squandering of their pension in some
cases, as a result of workers' need for liquidity during periods of unemployment, forcing them to recover
pension deductions and lose end of service pension'®. The loss is further compounded when workers
need legal consultation upon claiming their pension deductions, let alone that the ignorance of
procedures, the incompetence in Hebrew and the impossibility of access to Israeli institutions, all
contribute to losing pension rights.

Where do these deductions go then and who ultimately benefits from them?

We have concluded that only a small amount of these deductions is recovered by the Palestinian Authority
(some income taxes and a portion of the health insurance). An additional scant amount is directly collected
by the workers themselves (a portion of pensions). The bulk of the deductions, particularly the equalization
tax, remain unaccounted for, and there are inadequate information about their total amounts. However, we
have a good reason to believe that the Palestinian workers, their families and their communities do not
benefit from these deductions. This situation necessitates the PA to work on 3 levels:

First: The PNA must demand negotiations with the Israeli side to recover the deductions due from the
period before signing the Paris Protocol for the benefits of the workers and their families.

Second: Building detailed profiles on Palestinian workers employed in Israel and the settlements, along with
the amounts deducted from their wages. The aim of this is to monitor figures presented by the Israeli
side and verify their accuracy, all of which to ensure sound recovery of the deductions

Third: The PNA must establish a pension fund in order to reclaim the pension deductions which are
accumulating in the Israeli pension funds. This will make it easier and more secure for Palestinian
workers to claim their pension rights and allows investing the accumulated funds for the benefits of
the Palestinian economy.

These sums will not include payments for health services in the workplace, and 2/3 of the actual administrative costs in handling
the matters related to the Palestinians employed in Israel by the Payments Section of the Israeli Employment Service.

International Labor Conference, Report of the Director-General, Appendix - The Situation of Arab Workers of the Arab
Occupied Territories, 98th Session, 2009, p.25 http://www.phrmg.org/Palestinian%20worker%?20rights.pdf

The Palestinian Authority's failure to establish such a pension Insurance institution led to forfeiting opportunities for investing the
pension funds in the national economy.

Workers who have not reached the age of retirement, or who have worked for less than 10 years, may recover the amounts
deducted for the purposes of retirement, but they lose their right to deductions if 7 years elapse without official claim by the
workers. Those who have worked 10 years and more are entitled to the pension. See: Farsakh, Leili (1999): Work-related items in
the Protocol on Economic Relations between the Government of Israel and the Palestine Liberation Organization. MAS
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3. Public Finance

Quarterly data indicate a relative improvement
in the financial position of the PA during 2013
Q1 2013 relative to Q4 2013, but not
necessarily relative to Q1 2012.

Below are the most prominent developments
in this quarter compared with the previous
quarter and the corresponding quarter of 2012:

¢+ Compared to the previous quarter, the total
public revenues and grants (net) grew by
more than 50% (NIS 4.2 billion) as a
result of a growth in domestic revenues
because of seasonal reasons. When
compared to the corresponding quarter of
2012, these revenues also grew by 44%,
resulting from a 140% increase in
international aid.

The total public expenditure declined by
11.9% (to NIS 3 billion) due to a
significant drop in non-wage payments
and net lending. Compared to the previous
quarter, however, total expenditure rose by
12%.

The current deficit dropped by 6.3% of
GDP (NIS 606.9 million) compared to
13.9% in the previous quarter. Yet, it
remained relatively unchanged compared
to the corresponding quarter (see Table 3-
1).

As a result of these developments, the
surplus after grants and aid totaled NIS 1.2
billion (on a cash basis), leading to a
marked decline in the public debt
outstanding (by 10.6%), to settle at 8.2
billion shekels (21.2% of GDP) despite the

68% growth in debt service.

Table 3-1: Summary of the financial position of the PNA: Q1 2103 (cash basis)

(million shekels)

2012 2013

Q1 Q2 Q3 Q4 Q1
Public revenues and grants (net) 2911.2 2,802.9 3,778.1 2,743.2 4,197.8

Item

Total domestic revenues (net) 2,1184 1,904.6 28458 1,780.0 2,311.8
E‘V’gﬁf;‘: 5784  383.1 4257 4647  676.0
Tax revenues 196.7 191.5 322.2 184.8 321.5
Non-tax revenues 1,343.9 1,347.6 2,208.8 1,195.9 1,314.6
Clearing revenues* 0.6 17.6 110.9 65.4 0.3
Tax returns 792.8 898.3 932.3 963.2 1,886.0
External grants and aid 739.3 771.4 723.5 751.4 1,814.1
For budget support 53.5 126.9 208.8 211.8 71.9
To support developmental projects  2,776.3 3,187.1 3,185.4 3,3943  2,990.6
Total public expenditure 2,608.6 2,993.3 2958.6 3,169.6 2,919.1
Current expenditure, including: 1,514.8 1,602.1 1,556.6 1,322.1 1,823.2
Wages and salaries 946.8 1,265.8 1,150.0 1,300.0 995.8
Non-wage expenses 147.0 125.4 252.0 547.5 100.1
Net lending 167.7 193.8 226.8 224.7 71.5
Development expenses 114.2 66.9 18.0 12.9 0.4)
Treasury-funded 53.5 126.9 208.8 211.8 71.9
Donor-funded (6044) (1,155.6) (130.8) (1,402.5) (606.9)
Current deficit / surplus (657.9) (1,282.5) (339.6) (1,614.3) (678.8)

Total deficit / surplus (before
grants and aid)

Total deficit / surplus (after grants

1349 (384.2) 592.7 (651.1) 1,207.2

(1349) 384.2 (592.7) 6511 (1,207.2)

and aid)
Financing (205.5) 364.2 (582.0) 913.1 (1,183.8)
Net financing from local banks 70.6 20.0 10.7) (262.0) (23.4)

Source: The data available in the financial reports published by the Palestinian Ministry of Finance
(cash basis), Table (3).

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

Figures between parentheses indicate negative values.
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3.1. Revenues and grants

During the first quarter 2013, the total public
revenues and grants (net) grew by 53% (NIS
4.2 billion) as a result of a growth in domestic
revenues because of seasonal reasons
(including incentive discounts offered by the
government to the taxpayers if they pay
during the first three months of the year, and
property taxes due in January each year). The
growth was also due to an increase in
international aid (see figure 3-1).

In this quarter, clearance revenues grew by 10%
over the previou quarter- totaling NIS 1.3 billion

(thus accounting for 57% of total domestic
revenues). This improvement was spurred by a
package of administrative measures the
government took to improve methods of
collecting clearing revenues®. As compared to
the corresponding quarter of 2012, clearing
revenues, however, declined by 2.2%.

The non-tax revenues fell significantly to NIS
321.5 million (14% of total domestic
revenues), up from NIS 184.8 million in the
previous quarter, and up by 63.4% from the
corresponding quarter of 2012.

Figure 3-1: Structure of domestic revenues
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Source: Palestinian ministry of Finance

In Q1 2013, tax revenue grew to NIS 676
million (to 29% of total domestic revenues),
up by 45.5% from the previous quarter and by
16.9% from the corresponding quarter. Often,
the first quarter of each year sees maturity of
income and property taxes; hence the growth
between the successive quarters. The increase
between the corresponding quarters, on the
other hand, indicates an improvement of tax
collection, since the PA tallied the tax dues on
the private sector and collected the late ones.
In addition, the PA has also broadened the tax
base.

On the other hand, international grants and
assistance (allocated to support the budget and
development projects) during Q1 2013 totaled
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NIS 1.9 billion (double its value in the
previous quarter). These were mainly
appropriated to general budget support, and
they were also more than doubled the size of
grants the PA received in the corresponding
quarter of 2012. It is worth noting that
international grants and assistance to the PA
have always been inconsistent (See Table 3-2).

This aid was a contribution from the
Palestinian European mechanism PEGASE
(16.3% or NIS 269 million), the World Bank
(12.5% or NIS 227 million), the United States
(40.4% or NIS 732.6 million), and Arab states:
Saudi Arabia, Algeria and Oman (30.8%). The
developmental support totaled about NIS 72
million, representing only 3.8% of total aid
and grants (see Table 3-3).

These measures included the estimation of clearing according to the Israeli database on the trade between Israel and Palestine, and

that bills owed to the Israeli Electricity Company are settled with the Palestinian Ministry of Finance directly rather than
automatically deducting them from clearing revenues without coordinating with the Palestinian Ministry of Finance.



Table 3-3: Indicators of grants and foreign aid to the
Palestinian Authority— Q1 2013

Item

Total domestic revenues (NIS millions)
As % to total revenues and grants

As % to current expenditure

As % to GDP

Foreign revenues (grants and donations)
(NIS millions)

As % to total revenues and grants
As % to current expenditure

As % to GDP

Source: Table (3-1)

2012 2013

Q1 Q2 Q3 Q4 Q1
21184 1,904.6 28458 1,780.0 2,311.8

72.8 68.0 75.3 64.9 55.1
81.2 63.6 96.2 56.2 79.2
22.8 18.9 28.3 17.7 23.8
792.8 8983 9323 963.2 1,886.0
27.2 32.0 24.7 35.1 44.9
30.4 30.0 31.5 30.4 64.6
8.5 8.9 9.3 9.6 19.4

Table 3-3: Grants and foreign aid to the Palestinian
Authority- Q1 2013

Item
Q1
Budget support 739.4
Arab grants 113.7
International grants 625.7
Developmental funding 53.5
Total foreign aid 793.0

Source: Table (7) - External support.

3.2 Public Expenditure

During Q1 2013, public expenditure (current
and development) stood at NIS 3 billion
(30.8% of nominal GDP)- declining by 11.9%
from the previous quarter due to a drop in non-
wage expenditure and net lending. Total public

(NIS millions)

2012 2013

Q2 Q3 Q4 Q1

7714 7235 7514 1814.1

259.6 4997 177.0  558.6
S11.8 2238 5744 12555

1269 2088 211.8 719
8983 9323 963.1 1,886.1

expenditure witnessed a remarkable growth of
8% over the corresponding quarter (see Table
3-4). Quarter 1 also saw a 23.4% decline in
non-wage expenditure (bringing it down to
NIS 995.8 million).

Table 3-4: Indicators of public expenditure- Q1, 2013

Item

Current expenditure (million shekels)
As % to total public expenditure

As % to GDP

Development expenses (million shekels)
As % to total public expenditure

As % to GDP

Source: Table (3-1)

The decline in non-wage expenditure was
occasioned by a scaling down of operational
expenditure and transfers to social services run
by different ministries (save for the Ministry
of Prisoners' Affairs)'.

' 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

2012 2013
Q1 Q2 Q3 Q4 Q1
2,608.6 2,993.3 2,958.6 3,169.6 2,919.1
94.0 93.9 92.9 93.4 97.6
28.0 29.8 29.4 31.5 30.1
167.7 193.8 226.8 224.7 71.5
6.0 6.1 7.1 6.6 2.4
1.8 1.9 2.3 2.2 0.7
On the other hand, net lending"” fell

significantly compared to the previous quarter,

social affairs), including the freeze of any new
expenditures related to travel, rent and administrative
expenses, especially those related to transportation and
fuel.

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 Palestine.
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from NIS 500 million to NIS 100 million (for
more information about the reasons behind the
rise in net lending in the previous quarter, see
Issue 32 of the Economic and Social Monitor).
Meanwhile, developmental expenditure fell
dramatically by about 68% compared to the
previous quarter (from NIS 224.7 million to
NIS 72 million). It also fell by about 50%
compared to the corresponding quarter of
2012.

It is in evidence that the largest component in
the current spending is 'salaries and wages'
item (see Figure 3-2). Quarterly data indicate
that in Q1 2013, the wage bill totaled NIS 1.8
billion, which is NIS 115.2 million higher than
the actual value of the ordinary bill, suggesting
that part of the late payments of previous bills
was added to this quarter's bill'®.

Figure 3-2: Structure of current expenditure
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3.3 Financial Surplus / Deficit

During Q1 2013, the decline in current
expenditure and the improvement in net gross
domestic revenues reduced the current deficit
before aid and grant (now standing at NIS
606.9 million compared with NIS 1402.5

million during the previous quarter and NIS
604.4 million in the corresponding quarter of
the previous year). This deficit represented
about 6.3% of GDP.

Figure 3-3: Indicators of the fiscal deficit as % to nominal GDP
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NIS 93.6 million in 2011.
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The PA's default of paying the actual wage bill totaled about NIS 204.1 million on average in each quarter of 2012, compared to



The total deficit before grants and aid totaled
NIS 678.8 million- representing 7% of GDP
(compared with 12.6% in the previous
quarter). On the other hand, the budget
balance (after grants and aid) posted a surplus
of about NIS 1.2 billion (on a cash basis). This
surplus augured well for the decline in the
public debt (as we will see later).

3.4 Arrears”

The PNA's net accumulation of arrears in Q1
2013 totaled NIS 671.9 million. These arrears

involved obligations owed to the private sector
(NIS 435.6 million); outstanding tax rebates
(NIS 180.6 million); and liabilities of
development expenditure (NIS 56.2 million) —
See Figure 3-4. Adding the net accumulation
of arrears (NIS 671.9 million) to the current
deficit on a cash basis (NIS 678.8 million)
results in a current deficit of NIS 1350 million
on an accrual basis, thus changing the surplus
of NIS 1.2 billion (on a cash basis) to a surplus
of NIS 536 million (on an accrual basis).

Figure 3-4: Quarterly developments in the net accumulation of arrears
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Source: The Palestinian Ministry of Finance

3.5 Clearing revenue

Table 3-5 displays the developments in the
clearance revenues on an accrual basis. The
table illustrates that in Q1 2013, revenues
were nearly NIS 1,388.6 million, down by
1.8% from the previous quarter. When

considering the components of clearance, one
notices that the three major components in the
clearance revenues (VAT, customs and fuel)
had relatively equal shares (with the VAT
claiming a slightly higher proportion).

Table 3-5: Clearance revenues (accrual basis) *

Item

(NIS millions)

2012 2013

Q1 Q2 Q3 Q4 Q1
Clearing revenue 1343.0 1,410.3 1,449.8 1,413.6 1,388.7
Customs 465.8 4737 522.6 5119 4593
Value added 4495 4855 4565 4694  488.6
Fuel 420.8 449.8 466.1 421.3 4315
Purchase tax (sales) 4.5 -1.8 4.6 7.7 5.5
Income tax 2.4 3.1 0.0 3.3 3.7

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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Net accumulation of arrears = liabilities due for the PNA minus arrears owed by the PNA. This item represents the difference

between the deficit on a commitment basis and the deficit on a cash basis (see Issue 32 of the Monitor, p. 36 to understand the
difference between the figures on a cash basis and an accrual basis).



3.6 Public Debt

Palestine's public debt in Q1 2013 fell by
10.6% from the previous quarter to stand at
NIS 8.2 billion (21.2% of GDP compared to
22.9% in the previous quarter and 22.3% in
the corresponding quarter) (see Table 3-6).
The external debt and the domestic debt
constituted 48.4% and 51.6% of total debt,
respectively.  Arab financial institutions
claimed 57.2% of external debt, international
and regional institutions accounted for 31.2%,

while the bilateral loans represented 11.6%.
On the other hand, the largest part of domestic
debt was owed to the banking system (about
14% of the total domestic debt owed to the
banking system was in the form of loans to the
Petroleum  Authority) (see Table 3-6).
Meanwhile, the public debt service totaled NIS
52.8 million compared to NIS 31.2 million in
the previous quarter (an increase of 68%
despite a 10% decline in the debt).

Table 3-6: Public Debt- Q1 2013

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

Source: The Palestinian Ministry of Finance

(NIS millions)

2012 2013
Q1 Q2 Q3 Q4 Q1
4,092.7 47602 4,329.8 5,142.8 4,257.3
1,788.2 2,142.5 22308 2,669.1 2,376.8
1,664.3 1,8932 14239 1,783.8 1.255.1
609.7 6919 6425 6594 5949
305 326 326 305 305
4,185.6 4,417.1 42907 4,077.1 3,989.9
23429 24679 24578 23359 2283.0
1,940.8 2,049.6 2,043.9 1,940.5 1,906.0
209.1 2213 2199 2110 2046
193.0 1970 194.0 1844 1724
12560 1,338.4 13356 12575 1,244.1
1,095.8 1,151.5 1,141.5 1,077.8 1,051.9
770 992 1060 959  109.8
122 124 125 117 112
710 753 756 721 712
586.7 610.8 4973 4837 4628
8,278.3 9,177.3 8,620.5 9,219.9 8247.2
223% 228% 21.5% 229% 21.2%

Textbox 3: The cost of Israeli checkpoints in the West Bank: 7 thousands
unemployed and a sharp drop in wages!

In a World Bank study (May 2013) entitled "The Labor Market Impact of Mobility Restrictions: Evidence
from the West Bank," Massimiliano Cali and Sami Miaari provide new figures for the losses caused by
restrictions imposed by Israel on the movement of labor within the West Bank®.

Using data from the PSBS, ARIJ and the United Nations Office for the Coordination of Humanitarian
Affairs, the study measures the impact of the "security barriers" regime which has a major effect on the key
components of the labor market (employment, wages, and number of days and hours of work), leaving the
impact of other types of barriers (such as roadblocks, earth mounds and iron gates) for further investigation.

The study tries to distinguish between the two main channels through which the barriers affect the labor
market outcomes. First, direct outcomes: the role of barriers in restricting the movement of labor mainly
(but not only) within the West Bank, which directly affects the ability of the workforce to supply labor, thus
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The World Bank (2013): The Labor Market Impact of Mobility Restrictions: Evidence from the West Bank™. May:

http://wwwwds.worldbank.org/external/default/ WDSContentServer/WDSP/IB/2013/05/22/000158349 _20130522112115/Rendere

d/PDF/WPS6457.pdf
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compounding the time and cost of movement for workers, as workers are forced to take longer bypass roads
to reach their workplace. In some cases, these barriers prevent workers from reaching their workplace (in
cases of curfews and closures).

Second, indirect outcomes: The negative effect on the profitability of businesses (as a result of restricting the
movement of goods and workers), which swells the cost of internal and external trade, increases the prices of
raw material, eventually affecting profits and production. The study identified substantial reduction from
58% to 41% in the West Bank firms' share of sales outside of their own area between 2000 and 2005, a
period of increasing Israeli imposed mobility restrictions.

According to the study, the direct and indirect outcomes impact the basic components of the labor market in
different ways:

Employment: The checkpoints were responsible for approximately 6,900 more unemployed workers in the
West Bank in 2007. "Considering the average daily wage and the average days worked per month, this effect
translates into a monetary loss of NIS 150 million, or approximately USD 38 million."

Working days and hours: The checkpoints directly affect only workers who encounter barriers in their way
to work, thus reducing the number of working days during the month and increasing the number of working
hours per day.

Wages: The high cost of access to the workplace increases the difference between gross wage and net pay.
Likewise, the decline in profitability forces companies to cut wages, or deprive employees of bonuses.
Placing one check-point one minute away from a locality reduces its residents' hourly wage by 5.2%. In
2007, the checkpoints resulted in reducing wages by NIS 902 million ($ 229 million), or approximately 6%
of GDP.

Textbox 4: International Monetary Fund urges the PA to reduce
the wage bill and tax exemptions

Christoph Duenwald, the IMF Mission Chief for West Bank and Gaza, and Udo Kock, Resident
Representative for the West Bank and Gaza, published an article in a number of newspapers on June 10,
2013 urging the Palestinian Authority to reassess its priorities. In particular, the article urged the PA to lower
wages, and to cut back on tax exemptions granted for the private sector. Below are some excerpts from the
article:

"Two years ago, the staff of the International Monetary Fund concluded that the Palestinian Authority is able
to conduct the sound economic policies expected of a well functioning state. The assessment was based on
impressive progress in building institutions for public finances, the financial sector, and economic policy.
This assessment still stands. However, the Palestinian Authority and its donors now need to reassess
priorities.

These priorities include lowering the wage bill to make room for investment in education and public
infrastructure and to ensure future financial and economic viability. Such a major shift in the allocation of
public resources is not easy and will require cooperation and backing from the international community.

Public spending is heavily tilted towards wages, pensions, and transfers, rather than much needed public
investment. Donor aid targeted for building productive capacity is instead used to finance a budget deficit
that last year reached $1.7 billion (17 percent of GDP) while bills remained unpaid- again hurting the private
sector. Bank debt has grown to $1.3 billion. Such a financing model is harmful for the economy,
unsatisfactory for donors, and not a viable way to manage public resources

The Palestinian Authority spends 17 percent of GDP on wages for its employees, compared to 8 percent of
GDP that is spent in Egypt, and 5 percent of GDP in Jordan. An inflated wage and pension bill comes at the
expense of other, more productive spending and with the price of high deficits. Revenue collection is
improving, but low tax compliance and generous tax exemptions are adding to lost revenue. The private
sector is suffering, for sure, but it is doubtful that the tax incentives are generating new investment and jobs
because they often come in the form of poorly targeted, long tax holidays. It should be feasible to reduce
wage spending and limit tax incentives, and use some of the savings and extra revenues to lower the deficit
and invest in education and infrastructure.
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4. The Banking Sector”

In the first quarter 2013, assets / liabilities of
banks operating in Palestine totaled $ 10.1
billion, a growth of 3.2% over the previous
quarter and 10.5% over the corresponding
quarter of 2012. The most significant
developments in both assets and liabilities of
the consolidated balance sheet for banks are
summarized below:

Assets

¢ A drop of 3% in net direct credit facilities.

¢+ A growth of 5.6% in deposits held by banks
and the Palestine Monetary Authority.

¢ An increase of 13.5% in 'cash and
precious metals' item.

<+ A growth of 7.3% in stock portfolio.

4+ An increase of 40.3% in 'other assets'.

<+ An improvement of 5.7% in bankers'
acceptances.

¢+ A decline of 1.5% in fixed assets.

Liabilities

4+ A growth of 3.1% in the public
(customers) deposits.
+ A 3.2% growth in equity.

¢ An increase of 1.3% in the holdings of bank
and the Palestine Monetary Authority.

¢ A growth of 7.3% in the item of 'taxes and
other'.

$ A 42% increase in executed and existing

bankers' acceptances.

4.1 Key developments in the consolidated
balance sheet for banks

Table 4-1 summarizes the key items in the
consolidated balance sheet for banks operating
in Palestine:

1. Assets

The net assets of banks grew by $313.4 million
(an increase of 3.2% over the previous quarter
and 10.5% over the corresponding quarter of
2012). The increase was occasioned by a
growth in all constituents of assets (with the
exception of credit facilities and fixed assets
which fell slightly). Figure 4-1 displays the
distribution of assets of banks during the first
quarter of 2013 compared with the previous
quarter and the corresponding quarter of 2012.

Table 4-1: Consolidated balance sheet for banks operating in the OPT —-Q1 2013

(Million dollars)
Ttem * 2012 2013
Q1 Q2 Q3 Q4 Q1

Total assets 9,151.1 9,0454 9,293.6 9,798.5 10,111.9
Direct credit facilities 3,594.5 3,783.6 3,756.4 4,121.6 3,997.4
goposits of Palestine Monetary Authority 3 6003 32648 33909 36752 38821
- Deposits held by PMA 925.3 963.6 938.8 998.9  1,031.3
- Deposits held by Banks 337.9 340.4 294.6 372.6 368.3
- Banks' offshore deposits 2,337.0 1,960.9 2,157.5 2,303.7 2,482.5
Securities Portfolio 829.7 820.2 748.3 740.2 794.1
Cash and precious metals 518.5 602.8 778.7 731.1 830.3
Fixed assets 175.1 176.6 178.2 182.9 180.2
Investments 141.4 144.1 144.7 143.7 143.7
Bankers' acceptances 6.1 6.4 4.7 53 5.6
Other assets 285.6 2469 291.7 198.5 278.5
Total liabilities 9,151.1 9,0454 9,293.6 9,798.5 10,111.9
Total deposits of the public 7,0454 6911.5 7,200.8 7,484.1 7,713.2
Proprietorship (equity) 1,232.3 1,212.4 1,240.0 11,2575 11,2974
Deposits of PMA and Banks 530.5 582.0 501.4 725.2 734.7
Tax allocations 186.7 185.6 202.5 182.5 195.9
Other liabilities 141.8 142.3 139.8 139.2 156.5
Executed and existing bankers' acceptances ~ 14.5 11.6 9.1 10.0 14.2

Source: PMA — the Consolidated balance sheet for banks.
* The items listed in the table above are net rather than aggregate.
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The data in this section are preliminary and subject to change.

23



Figure 4-1: Relative weight of net assets of the banks- Q1 2013
as compared to the previous and corresponding quarters
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<+ Credit facilities

During Q1 2013, direct credit facilities totaled
$4 billion, making up 39.5% of the total assets,
down by 3% from the previous quarter, all for
overseas deposits of banks. The decline
echoed a drop of $160.7 million in facilities
granted to the Palestinian Authority (11.5%).
However, these facilities saw an 11.2% growth
compared to the corresponding quarter of 2012
(up by $402.9 million).

The loans, overdrafts and lease financing
represented  71.6%, 28.1% and 0.3%,

respectively. By beneficiary, the share of the
private sector grew significantly to 68.9% of
total facilities (the majority went to residents).

In terms of credit facilities currencies, data
show that the credit facilities granted in the US
dollar held the highest share (54.4%). The
Israeli shekel and the Jordanian dinar
accounted for 32.3% and 12.7%, respectively
(see Table 4-2).

Table 4-2: Distribution of direct credit facilities portfolio by
Beneficiary, Type and Currency- from Q1 2012 to Q1 2013

(million dollars)

2012 2013
Q1 Q2 Q3 Q4 Q1
By Beneficiary
Public sector 1,121.0 1,203.4 1,1149 1,406.6 1,242.6
Resident private sector 2,419.0 2,526.2 2,589.2 2,671.7 2,715.4
Non-Resident private sector 54.5 54.0 523 433 39.4
By Type
Loans 2,526.1 2,665.1 2,785.0 2,901.9 2,864.2
Overdraft 1,060.2 1,110.0 961.9 1,2094 1,122.3
Lease financing 8.2 8.5 9.5 10.3 10.9
By Currency

$US 2,209.2 2,236.0 2,233.2 2,210.6 2,176.3
JD 427.8  538.0 5395 5397  506.0
NIS 035.0 9855 949.1 11,3444 1,291.2
Others 22.5 24.1 34.6 26.9 239
Total 3,594.5 3,783.6 3,756.4 4,121.6 3,997.4

Source: PMA - The consolidated balance sheet for banks
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Table 4-3 demonstrates that with 28.1%
($795.6), the consumer finance sector had the
biggest share of credit facilities. The share of
the real estate and construction sector was

21.1% (largely housing loans), while the trade
sector (external and internal) received 18.3%
of total facilities®.

Table 4-3: Shares of various economic sectors of the facilities granted
to the private sector- from Q1 2012 to Q1 2013 (%)

Economic sector

Real estate and construction

Land development

Mining and industry

Internal and external trade

Agriculture and Food processing

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: PMA

< PMA and Banks' Deposits

During Q1 2013, assets held by banks and the
PMA saw a growth of 5.6% over the previous
quarter, thus bringing the figure to $3.9
billion. This growth was due to an increase of
the overseas assets of banks and a rise in the
deposits held by the Palestine Monetary
Authority. With $2.5 billion, overseas
holdings of banks represented 24.5% of total

Q1
21.4
1.0
10.5
212
1.8
2.1
0.8
11.3

2.6

4.0
16.5
6.7

2012 2013
Q2 Q3 Q4 Q1
21.3 214 21.1 21.1
1.0 1.2 1.5 1.4
10.4 8.9 6.2 6.1
21.0 20.8 18.0 18.3
1.2 1.2 1.3 1.0
2.1 2.0 2.1 2.0
0.9 0.8 0.8 0.8
10.5 9.6 9.6 9.9
2.1 24 22 22
4.1 43 4.1 4.2
18.8 20.2 28.0 28.1
6.6 7.1 5.1 4.9

2,536.1 2,644.6 2,713.7 2,791.8 2,833.6

assets of banks operating in Palestine, up by
7.7% from the previous quarter. This growth
coincided with a decline of credit facilities
granted in Palestine, as well as the banks'
search for other investment opportunities.
Figure 4-2 shows the correlation between the
credit facilities granted and overseas holdings.

Figure 4-2: Credit facilities and overseas assets of banks as % to
net assets of the banks, Q1 2012- Q1 2013

45 4
40 - /\/\
j 35 T
3
! 30 A
25 \/ ——
20 T T T T )
Q12012 Q22012 Q32012 Q42012 Q12013
| == Credit facilities === (verseas holdings |

Source: PMA- The consolidated balance sheet for banks
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Distribution of facilities to various economic sectors is in aggregate (rather than net) terms (where the total facilities = net

facilities + informal debt allocations); hence the differences in totals between the figures in Table 4-3 and Table 4-4.
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During Q1 2013, with a total of $1031.3
million, the assets of banks held by the PMA
grew by 3.2% from the previous quarter,
representing 10.7% of total assets of banks
operating in Palestine. These holdings were in
the form of mandatory reserves (67.1%),
current accounts (8.7%) and other accounts
(24.2%).

Holdings of banks operating in Palestine
constituted about 3.6% (or $ 368.3 million) of
the total net assets during 2013 first quarter,
down by 1.2% from the previous quarter.

Figure 4-3: Distribution of public deposits by
Type of deposit- as end of Q1 2013

Time
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29.3% Current
Va deposit,
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Source: PMA- The consolidated balance sheet for banks

2. Liabilities

Liabilities of banks operating in the
Palestinian Territory primarily involve the
total public deposits (76.3%) and net equity
(12.8%). Deposits of the public at the end of
Q1 2013 totaled $ 7.7 billion, up by 3.1% from
the previous quarter and 9.5% from the
corresponding quarter of 2012. Meanwhile,
with $1,3 billion, net equity came second in
terms of relative importance, up by 3.2% from
the previous quarter and 5.3% from 2012
corresponding quarter.

Figure 4-4: Distribution of public deposits
by Currency- as end of Q1 2013
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Table 4-4: Distribution of public deposits by Depositor,
Type and Currency, Q1 2012- Q1 2013

($ millions)

2012 2013
Q1 Q2 Q3 Q4 Q1
By depositor
Public sector 566.1 5159 566.4 620.2 691.4
Resident private sector 6,276.1 6,180.6 6,409.2 6,621.3 6,786.0
Non-resident private sector ~ 203.2  215.0 2252 2426 2358
By type of deposit
Current deposit 2,746.1 2,691.0 2,894.8 29844 3,121.0
Time deposit 2,200.9 2,122.4 2,167.6 2,2349 2,258.9
Saving deposit 2,098.4 2,098.1 2,1384 2,264.8 2,333.3
By deposit currency
US dollar 2,740.8 2,709.1 2,789.0 3,063.0 3,120.3
Jordanian dinar 1,849.8 1,795.1 1,781.4 1,7404 1,838.9
NIS 2,093.4 2,088.9 2,306.3 2,323.6 2,353.4
Other currencies 361.4 318.4 324.1 357.1 400.6
Total 7,0454 6,911.5 7,200.8 7,484.1 7,713.2
Source: PMA

Public deposits were distributed between the
public and private sectors by 9% and 91%,
respectively. Within the private sector, on the
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other hand, residents 'deposits constituted
about 96.6% of the total deposits, while non-
residents' deposits represented 3.4%.



By type, current (on-demand) deposits
accounted for 40.5% of total public deposits.
Time deposits represented 29.3%, while
saving deposits made up 30.2% of the total
public deposits (see Figure 4-3). By currency,
with 40.5%, the U.S. dollar retained its
dominance of public deposits. The Israeli
shekel and the Jordanian dinar held 30.5% and
23.8%, respectively.  Other currencies
(primarily the UK pound and the Euro) had
only a share of 5.2% (see Figure 4-4).

At the end of the first quarter of the year, bank
deposits (PMA and banks assets) rose by 1.3%
(to $734.7 million) compared with the
previous quarter, thus constituting 7.3% of the
liabilities of banks operating in Palestine. This
increase was a result of a growth in PMA
deposits by about 11.1% (to $ 192.2 million).

4.2 Performance indicators of the
banking system

The general indicators for the performance of
banks operating in Palestine reveal some
changes in Q1 2013. The capital adequacy fell
by about 0.6 percentage points compared with
the corresponding quarter and the previous
quarter (posting 19.8%). However, it still
enjoys a good performance: higher than the
minimum set by the Monetary Authority

(12%) and the minimum required by the Basel
Committee (8%), suggesting adequacy of
banks operating in Palestine and their ability to
face the risks that might emerge in the future.

The equity—assets ratio maintained its
constancy during the first quarter of 2013
compared to the previous quarter (12.8%),
while it decreased by about 0.7 percentage
points compared with the corresponding
quarter of 2012, due to the steady increase in
net assets. In general, this ratio evidently
reveals the ability of banks to contain the risks
associated with the assets. The interest
income— net revenue ratio (74.8%) improved
relatively compared to the previous quarter
and the corresponding quarter of 2012.

Yet, credit facilities—public deposits ratio
declined by 3.3 percentage points compared to
the previous quarter. This decline is probably a
result of a 3% drop in credit facilities and a
3% rise in public deposits, thus decreasing the
overseas assets as a percentage to total assets
(see Table 4-5). Nevertheless, compared with
the corresponding quarter of 2012, the credit
facilities —public deposits ratio saw a growth
of 0.8 percentage points, as the growth of the
facilities (11.2%) was faster than the growth in
public deposits (9.5%).

Table 4-5: Performance indicators of the banking
system, Q1 2012- Q1 2013 (%)

Indicator

Capital adequacy

Equity / assets

Return on assets

Return on equity

Interest income / total revenue
credit facilities - public deposits

Credit facilities of the private sector

/ private sector deposits

Overseas deposits / total deposits *

Customer deposits / net assets

2012 2013
Q1 Q2 Q3 Q4 Q1
204 20.6 205 204 19.8
135 134 133 128 1238
05 09 13 1.7 05
35 66 98 134 39
726 757 717 743 748
51.0 547 526 55.1 518
383 405 409 39.6 392
332 262 28.0 28.1 29.4
770 764 715 764 763

Source: PMA - The consolidated balance sheet for banks
* Total deposits = public deposits + bank deposits (PMA deposits s+ bank

deposits).

%+ Profits of banks operating in Palestine

The net revenues of banks operating in
Palestine totaled about $39.9 million in the
first quarter of 2013, compared to $32.4
million in the previous quarter and $38 million
in the corresponding quarter of 2012. The
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increase resulted from a growth in profits and
a decline of expenses during the current
quarter. Table 4-6 shows the sources of
revenue, expenses and net profit of banks
during the first quarter of 2013.



Table 4-6: Sources of income, expenditure and net income of banks

Q1
Net profit 101.2
Interest 73.5
Commissions 19.2
Debt securities & investment 1.8
Operations of evaluating and 52

exchanging foreign currency
Hedging and trading (derivatives) 0.05

Other operating revenue 1.4
Expenses 63.2
Operating expenses 54.7
Allocations 3.1
Tax 5.4
Net income * 38.0

($ millions)
2012 2013
Q2 Q3 Q4 Q1
102.1 107.2 105.8 109.2
773 769 78.6 81.7
17.7 188 17.8 18.2
0.1 3.0 2.9 0.73
5.7 6.7 7.0 7.3

0.03 04 0.1 0.13
1.3 14  0.6- 1.2
787 775 734 69.3
57.5 56.7 58.7 57.2
7.6 8.7 0.3 1.4
13.6 121 144 10.7
234 29.7 324 39.9

Source: PMA - The consolidated balance sheet for banks

* Net income = net profit — expenses

4.3 Clearing Houses Activity

Data from the Palestine Monetary Authority
clearing houses in both Ramallah and Gaza
show that in the first quarter 2013, about
1,021,161 checks (with a value of 2,326.7
million dollars) were presented for clearing,
down by 10.2% in the number of checks and
by 1.3% in the value of checks compared with
the previous quarter. Compared to the
corresponding quarter of 2012, however, their
number rose by 1.1%, while their value

dropped by 10.7%. During the same period,
the returned checks declined by 13.9% in
terms of number and by 7.4% in terms of
value compared to the previous quarter.
Compared to the corresponding quarter, their
number rose by 16.9%, while their value fell
by 8.8% (see Table 4-7). Obviously, NIS
checks (as the NIS is the main currency of
trade) still dominate both in terms of number
and value.

Table 4-7: Number and value of checks presented for clearing &
number and value of checks returned, Q1 2012 - Q1 2013

Checks presented for clearing Returned checks

Quarter - —
No. (checks) Value ($ millions) No. (checks) Value ($ millions)
Ql 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
2013 Ql 1,021,161 2,326.7 139,098 164.4

Source: PMA, Monthly Statistical Bulletin

4.4 Banking Penetration

At the end of Q1 2013, there were a total of 17
banks operating in Palestine (7 local and 10
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foreign banks). Table 4-8 presents the banking
penetration in Palestine as of end 2013.



Table 4.8: Banking Penetration in the Palestinian Territory-

as of end Q1 2013
Item Local banks Foreign banks  Total
Number of banks 7 10 17
Number of bank branches and offices 121 111 232
Number of ATMs 243 208 451
Number of ATM cards 117,139 29,332 146,471
Number of credit cards 23,143 30,769 53,912
Number of debt cards 141,169 223,815 364,984

Source: PMA

4.5 Money Changers and Lending
institutions

At the end of Q1 2013, the number of licensed
money changers was 260 (222 in the West
Bank and 38 in the Gaza Strip). One hundred

and seventy-two of these money changers have
a company legal status, while 88 have an
individual status® (see Table 4-9).

Table 4-9: Number and distribution of licensed
money changers Palestine (Q3 2012- Q1 2013)

2012 2013
Item
Q3 Q4 Q1
No. of changers 275 276 260
By Region
West Bank 233 234 222
Gaza 42 42 38
By Legal status
Individuals 178 103 88
Companies 97 173 172
Source: PMA

Meanwhile, there were 7 lending institutions
with a credit portfolio of $ 86 million, an
increase of 2.1% over the previous quarter.
The number of active customers in these
institutions totaled 50,036 (67.8% in the West
Bank and 32.2% in Gaza), a growth of 3.5%
over the previous quarter. The ratio of women
was 41.4% of the total number of borrowers.
The West Bank received about 69% of the
total loans compared to 31% in the Gaza
Strip**

4.6 Palestine Stock Exchange

The Economic and Social Monitor studies
three groups of financial indicators of the
Palestine ~ Stock  Exchange and its
developments:
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shortly develop into a company status.
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% Indicators of the financial market

- Market capitalization®: The share of
market capitalization on the Palestine
Stock Exchange in 2012 was 28%,
roughly the same share reported in
2011.

- Number of listed companies: The
number of companies listed on the
Palestine Stock Exchange at the end of
the first quarter 2013 was 48 (9
companies working in banking and
financial services; 11 manufacturing
companies; 7 insurance companies; 8
investment companies; and 13 firms
working in the services sector).

As per the PMA's system of licensing and controlling currency exchange agencies (No. 13 of 2008), the individual status must

Figures and data reported in this section are taken from "Palestinian Network for small and micro-finance (Sharakeh).
This indicator is used to measure the importance and role of the financial market in an economy. It is calculated by dividing the

market value of shares listed on the market to the GDP at current prices. This indicator is calculated for the entire year rather than

quarters.



¢ Liquidity Indicators

- Ratio of traded shares to GDP: In the
first quarter 2013, this ratio was 2%
compared to 3% in the previous
quarter.

- Turnover (This indicator calculates the
volume or value of shares traded on a
stock exchange during a day, month or
year). In Q1 2013, this indicator was
1.8%, down from 2.5% in the previous
quarter. As per sector, the turnover of
investment sector was 2.6%; the
insurance sector 2.3%; banking and
financial services sector 1.9%; the
services sector 1.6%; and the industry
sector 1.3%.

- Degree of Concentration This
indicator is used to measure the
influence of some large companies on
changes in stock market indices,
especially the stock prices. The
influence is measured by calculating

the contribution of the top five or ten
companies to the value of shares
traded on the stock market. The largest
five companies on the Palestine Stock
Exchange held 81% of the total value
of shares traded in Q1 2013. These
companies are: Palestinian
Telecommunications Group (41%);
Bank of Palestine (16%); Palestine
Development and Investment (14%);
Arab Islamic Bank (6%); and
Palestine's Altakaful Insurance (3%).

The market value of shares of companies listed
on the Palestine Stock Exchange at the end of
Q1 2013 was $2.8 billion, a drop of 1%
compared to the previous quarter. By sector,
the services sector retained its largest share of
the total market value (50%). The banking and
financial services sector came second with
26% of total value (see Figure 4-5).

Figure 4-5: Value of shares listed on Palestine Stock
Exchange, By Sector- Q1 2013
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The number of shares traded on the Palestine
Stock Exchange in Q1 2013 totaled 29.3
million, down by 30% from the previous
quarter. At the same time, the value of shares
traded stood at $50.7 million, down by 30%
from the previous quarter (see Figure 4-6).

Regarding the value of shares traded by sector,
the services sector had the largest share with
44% of the total value of shares traded, while
the banking and financial services sector and
the investment sector came second and third,
with 28% and 18%, respectively (see Figure
4-7).
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Figure 4-6: Value of shares traded on Palestine Stock Exchange,
Q42012- Q12013
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Figure 4-7: Value of shares traded on PSE, By Sector- Q1 2013
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Figure 4-8: Al-Quds Index, Q4 2012 - Q1 2013
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Al-Quds Index

At the end of Q1 2013, Al Quds Index closed 13.71 points from the corresponding quarter of
at 437 points, down by 4.59 points from the 2012.

previous quarter (see Figure 4-8), and down by

Textbox 5: Anti-Dumping Tariff: Possible Benefits and Applicability

Palestine Economic Policy Research Institute (MAS) regularly holds roundtable sessions tackling topical
issues so as to provide policy recommendations for decision-makers. One of sessions addressed the
Palestinian Cabinet's resolution on levying additional anti-dumping tariffs of up to 35%. As a groundwork,
the Institute prepared a background paper for that roundtable. Below are some excerpts from the discussion:

1. Rationale

In mid-March 2013, the Palestinian government decided to levy additional anti-dumping duties (no more
than 35% of the actual value of goods completely-manufactured abroad).

The government's resolution has evoked much debate between proponents and opponents. The decision has
also brought along great fanfare among media outlets and political circles, especially that the resolution was
at first considered by many as a safeguard against Chinese products which compete with national industries,
particularly leather industries.

This round table session gathers both proponents and opponents to answer a couple of questions: How was
the decision taken? On what basis? What are the potential advantages? What are the possible negative
implications? How much applicable is the decision? How much groundwork has been done prior to
adopting such a decision (knowing that the decision took effect as of early May 2013)?

State of Palestine
Council of Ministers
Council of Ministers Resolution No. (13/46/14) for 2013
On custom duties on goods completely-manufactured abroad
The Council of Ministers, in its meeting held in Ramallah on December March 12, 2013
Decided

Article I
To levy additional anti-dumping duties (no more than 35% of the actual value of goods completely-
manufactured abroad), including directly and indirectly imported goods.

Article IT

Customs and Excise staff shall undertake subsequent verification (of the declared value in the customs and
clearing bills) and do all legal necessary measures to ensure compliance with the provisions of the resolution
and, if needed, reassess the value of imported goods and levy duties on the difference in both values,
including directly and indirectly imported goods.

Article III
The Ministers of Finance and National Economy shall calculate the extent of dumping and circulate lists of
goods subject to this resolution.

Article IV
The competent authorities shall undertake to implement the provisions of this resolution, each in its own
capacity. The resolution shall take effect on May 1* 2013 and is to be published in the Official Gazette.

Salam Fayyad
Prime Minister
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2. Anti-dumping Agreement- World Trade Organization®

It is probably wise to start this paper with a definition of 'dumping' and anti-dumping rules enunciated by the
World Trade Organization, first because the WTO's rules are internationally recognized, and second because
Palestine is striving to join this organization. Considering international rules, thus, might create a favorable
ground for realizing the Palestinian goal.

The World Trade Organization (and its antecedent GATT) operate to discipline and guarantee the smooth
flow of trade between nations. Its pursuit is based on two main principles:

1. Binding tariffs: Commitment not to increase a rate of duty beyond an agreed level. Countries apply
tariffs based on the quantity of an item, regardless of price (ad valorem), and set a maximum that these
countries cannot go beyond in the short run.

2. Countries should apply these tariffs equally to all trading partners without any discrimination (countries
must avoid giving trade advantages as the 'most favored nation' to any trading partner).

The WTO agreements uphold these principles, but they also allow exceptions — in some circumstances.
Three of these issues are:

1. Countries can set up a free trade agreement that applies only to goods traded within the group-
discriminating against goods from outside. Special conditions must be met in this case: in particular the
liberalization of trade between the countries concerned should be comprehensive and mutual.

2. In emergency measures, countries can limit imports, basically to safeguard domestic industries.
However, this procedure is governed by a number of strict conditions, particularly temporality.

3. A country can levy tariffs on certain goods from a certain state if the exporting country is found
involved in supporting its partners or exports, or if exporters are implicated in dumping.

Dumping occurs when manufacturers export a product to another country at a price below the price charged
in its home market. Dumping is controversial in that there is no clear-cut agreement among economist on
whether this action is legal or not. Although the WTO does not take a stand concerning this controversy,
practically it seeks to regulate anti-dumping actions.

Typically, the WTO allows countries to act against dumping where there is genuine injury to the competing
domestic industry. In order to do that, countries have to be able to 1. show that dumping is taking place; 2.
calculate the extent of dumping (how much lower the export price is compared to the exporter's home
market price); and 3. show how dumping is causing injury to national products.

GATT (Article 6) and the Anti-Dumping Agreement clarify that the charge of extra import duty on a
particular product from a particular exporting country should seek to bring the price of this product closer to
the normal value. There are three methods to calculate such a value: the price in the exporter's domestic
market; the price charged by the exporter in another country; or the combination of the exporter's production
costs, other expenses and normal profit margins.

As noted earlier, the estimation and calculation of the amount of dumping are not enough. Affected
economies must also prove that dumping actually causes material injury to domestic industries. There will
be no investigation of violation if dumping is less than 2 percent of the export price or if import volumes are
negligible (less than 3 percent of total import volumes). When there is evidence of dumping (and material
injury), the exporter is given the opportunity to raise prices before the imposition of additional tariffs. Anti-
dumping duties automatically expire at the end of five years.

3. Paris Protocol

The aim of this section is to see whether the PNA's imposition of an additional tariff is consistent with the
Palestinian commitments in the Paris Agreement. The Paris Protocol regulates economic and trade relations
between Israel and the Palestinian territory. The Protocol states that:

<~ The Palestinian Authority will have all powers and responsibilities in the sphere of import and customs
policy and procedures with regard to goods on List Al and A2 (Paragraph 2 of Article III).
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< With respect to all goods not specified in Lists Al and A2, the Israeli rates of customs, purchase tax,
levies, excises and other charges, prevailing at the date of signing of the Agreement, as changed from
time to time, shall serve as the minimum basis for the Palestinian Authority. The Palestinian Authority
may decide on any upward changes in the rates on these goods and exceeding quantities when imported
by the Palestinians to the Areas (Paragraph 5 of Article III).

Apparently, the Paris Protocol allows the Palestinian Authority to levy tariffs higher than tariffs imposed by
Israel. This, however, is pointless under the "customs union" between Israel and the Palestinian territory,
since the customs union requires the free flow of goods between the two markets. Therefore, levying
additional customs duties on goods imported to the Palestinian territory will allow imports to freely flow
from the Israeli market to the Palestinian market. Of course, the situation will be different if there was a ban,
control or accurate estimation of the value of goods flowing from Israel to the Palestinian territory.

Nevertheless, as long as Israel considers the Palestinian territory part of its 'customs space', it will eventually
be responsible, before the World Trade Organization, for justifying the imposition of anti-dumping tariffs
within the "single customs zone." In other words, if Israel allows the Palestinian Authority to levy its own
tariffs, it implicitly agrees that the Palestinian territory is an "independent customs zone." By contrast, if it
insists that the Palestinian territory is just a "customs space" (which it repeatedly proclaimed), then the
PNA's imposition of anti-dumping tariffs may mismatch with Israel's commitments within the World Trade
Organization.

4. Potential gain and injury

The government's anti-dumping resolution might bring either loss or gain to 4 main parties:
1. The gain for local producers manufacturing products that might compete with imported goods (subject
to anti-dumping tariffs) depends on two factors:

< Whether these producers will be able to manufacture high-quality products and sell them at a price
lower than the imported products. For example, if the price of an imported product is 50 shekels
and the antidumping tariff is 20% (which brings the price to 60 shekels), then local producers can
only compete with this product if they sell the locally-produced product for less than 60 shekels.

<~ The unlikelihood of exporting the same product from a different exporter (other than the exporter
involved in dumping) for less than 60 shekels.

2. Importers charged with dumping: The injury of this party depends on how competitive the domestic
product is. As in the producer's case, the loss depends on the ability of importers to sell for less than 60
shekels and the nonexistence of other importing sources that sell the same product for less than 60
shekels.

3. Consumers: This is the party that will typically bear the brunt of levying additional tariffs and high
prices. The first result (that economics students learn in welfare analysis) is that the losses the
consumers sustain outweigh the gains the producers and the government receive. In other words, the
gains of producers and the government will never compensate for the welfare losses of the consumers?’.

4. The government and the national economy: The potential gains for the national economy (such as
increasing employment, domestic demand and tax revenues, as well as improving the balance of trade)
depend on the ability of local production to compete under the new price structure. Besides, the
improvement in government customs revenues is uncertain, since the customs increase over that of
Israel could induce an increase in the indirect import, which will negatively impact the customs revenue,
and the income tax revenue as well. On the other hand, it is unlikely that the Israeli customs authorities
will apply the Palestinian customs regime on goods imported into the Palestinian territory, suggesting
that the Palestinian Authority itself will be responsible for the collection of anti-dumping taxes- a task
that is logistically, technically and administratively daunting®,

At this point, it is probably helpful to ask about the nature of economy the government aims to build in the
Palestinian territory. Obviously, the government's resolution seeks to protect low-technology consumer
products which mainly depend on the competitiveness of the cheap labor. Do we have a prospect of building
an economy on this constituent? Is resorting to low-technology industries (rather than developing high-
value-added products) an effective, out-of-the-box solution?

21t is noteworthy that the 'economic theory' considers providing direct support to producers less harmful than levying tariffs to

protect domestic industries. Further, the WTO rules are more permissive with direct support compared to protectionism, especially
for developing countries.

Raising the customs duties on imported final products, and reducing them on intermediate products (as stipulated in the
government's resolution), leads to a significant increase in the Effective Protection Rate versus the Nominal Protection Rate
(which measures the average tariffs).
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5. Investment Indicators

5.1 Company Registration

The Ministry of National Economy registers
companies in the Occupied Palestinian
Territory under two different laws in effect in
the West Bank and the Gaza Strip®. This issue
of the Monitor reviews the new companies
registered in the first quarter of 2013 in the
West Bank only because the Ministry of

Economy in Ramallah does not have any data
on the registration of companies in the Gaza
Strip. The number of registered companies in
the West Bank in this quarter was 272, up by
11% from the previous quarter, but down by
15% from the corresponding quarter of the
previous year (see Table 5-1).

Table 5-1: Development of the number of new companies
registered in the West Bank (2008-2013)

Quarter 2008 2009 2010 2011 2012 2013
Ql 247 454 334 389 319 272
Q2 334 412 428 373 278
Q3 315 349 164 287 228
Q4 287 438 290 337 245
Total 1,183 1,653 1216 1,38 1,070

Source: Ministry of National Economy - Ramallah, Department of the Registrar of

Companies, 2013.

The capital of new companies registered in the
West Bank in Q1 2013 totaled about 44
million Jordanian dinars*, down by 24% from
the previous quarter. With respect to the
distribution of the capital by sector, data
available show that with a share of 37% (JD
16.6 million), the services sector was the

Figure 5-1: % Distribution of

largest contributor of the capital of newly-
registered companies in Q1 2013. The trade
sector ranked second with a share of 26% (JD
11.6 million). The construction sector and the
industry sector came third and fourth, with
21% and 7%, respectively (see Figure 5-1).

the value of capital of the newly-

registered companies in the West Bank- by Sector, Q1 2013

Agriculture
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Construction ——2
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Source: Ministry of National Economy
Companies, 2013.
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the Gaza Strip.
30

- Ramallah, Department of the Registrar of

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 the first quarter 2013, the companies were registered in five currencies: the Jordanian dinar, the U.S. dollar, the Israeli shekel,

the euro and the Turkish lira. The exchange rate was calculated according to the quarterly rate of the Jordanian dinar against these
currencies: (0.7063), (0.1904), (0.9328) and (0.3956), respectively.

35



Concerning the legal form of companies
registered in the West Bank in the first quarter
2013, data indicate that 115 companies took
the form of public ordinary companies, 154
were private joint stock companies, and 3 were
foreign joint stock private companies. The

joint stock private companies acquired 36% of
the total capital of the newly-registered
companies. On the other hand, the capital of
the newly-registered foreign joint stock private
companies and the public ordinary companies
represented 32% and 31%, respectively.

Table 5-2: Distribution of the value of capital of companies
registered in the West Bank- by Legal Form: 2012 - Q1 2013

(JD millions)
Legal Form
Year  Public Private Public e Total
Ordinary Shareholding  Shareholding S it

Q1/2012 15.514 35.488 5.000 30.110 86.112
Q272012 17.580 17.594 0 2.123 37.296
Q372012 11.281 15.050 0 428.127 454.458
Q4/2012 12.115 28.233 0 17.628 57.976
2012 56.490 96.365 5.000 477.988 635.842
Q1/2013 13.936 16.346 0 14.346 44.347
Source: Ministry of National Economy - Ramallah, Department of the Registrar of Companies,

2013.
5.2 Building License

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 changes
seasonally- increasing in the second and third
quarters (during summer), while declining in
the first and fourth quarters. Besides, the
number of licenses issued in Palestine 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.

Data indicate that the number of building
licenses in the West Bank during the first
quarter 2013 increased by 5% compared to the
corresponding quarter of 2012. On the other
hand, the total area licensed during this quarter
saw a growth of 2.5% over the corresponding
quarter (see Table 5-3).

Table 5-3: Number of building licenses issued in the West Bank:
2012-2013 (area in 1000 sq m)

Indicator

Q1 Q2
Total licenses issued 2,172 2,190
Residential buildings 1904 1930

Non-residential buildings 268 260
Total licensed areas 976.8 870.1
No. of new units 3,317 3,006
Area of new units 618.2 518.6

No. of existing units 526 643
Area of existing units 109.0 106.3

2012 213
Q3 Q4 Total Q1
1,778 2,099 8239 2281
1624 1860 7318 2053
154 239 921 228
8059 11255 37783 1001.0
3,107 3,673 13,103 3173
529.6 6365 23029 5414
S41 623 2333 1035
927 1125 4205  171.8

Source: Palestinian Central Bureau of Statistics (2013): Building Licenses Statistics,

Ramallah - Palestine.
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5.3 Cement Import

The 2013 Quarter 1 saw a 2.8% decline in the
quantity of cement imported into Palestine
compared to the corresponding quarter. In the
West Bank, the quantity of cement imported

dropped by slightly during the comparison
period, while the Gaza strip retained roughly
the same portion it posted in the corresponding
quarter of 2012 (see Table 5-4).

Table 5-4: West Bank and Gaza's Imports of Cement: 2012-2013

Indicator
Q1 Q2
WB 254.3 341.9
GS 12.6 13.5
Palestine 266.9 355.4

(thousand tons)

2012 2013
Q3 Q4 Q1

292.4 3283 246.3

13.1 9.4 13.1

305.5 337.7 259.4

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

Ramallah, Palestine.

5.4 Car Registration

This section tallies the number of cars (new or
used) registered for the first time in the West
Bank and imported from abroad. This
indicator can mirror the economic situation of
the population, on the one hand, and the
degree of reliability and optimism about the
future economic conditions, on the other.
Because cars are expensive, they are often
purchased through borrowing from banks.
This indicator thus reflects the confidence of
both people and banks in the sustainability of
employment and the ability to pay obligations.

During Q1 2013, 3,434 new and used cars
were registered in the West Bank, up by 5.5%
from the previous quarter, but down by 8%
from the corresponding quarter of 2012.
Thirty-nine percent of cars registered in the
West Bank during this quarter were used cars
imported from abroad, while 37% were new
cars imported from abroad, and the rest (24%)
were used cars purchased from the Israeli
market (see Table 5-5).

Table 5-5: No. of new and used cars newly-registered

in the West Bank
Cars from Cars from Car from the
international international Israeli market Total
market (new) market (used) (used)
Q12012 1,050 2,080 612 3,742
Q4 2012 1,232 1,322 702 3,256
January 481 737 263 1,481
February 447 228 289 964
March 346 380 263 989
Q1 2013 1,274 1,345 815 3,434
Source: Department of Customs and Excise, unpublished data.
5.5 Hotel activity
The total number of hotels rose to 101 end of nights). This is 2.5% up from the

Q1 2013, up from 98 during the previous
quarter. During the same period, the number of
guests totaled 120,441 (spending 279,591
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corresponding quarter of 2012, but down by
20.8% from the previous quarter (see Table 5-
6).



Table 5-6: Key Hotel Indicators in the West Bank, 2011-2013

. 2011 2012 2013
Indicator
Total Q1 Q2 Q3 Q4 Total Q1
No. of operating hotels/ 91 90 86 92 98 98 101
Average no. of employees 2,091 2334 2,471 2,446 2,476 2449 2,635
No. of guests 507,372 117,470 159,254 146,612 152,159 575,495 120,441
No. of nights stayed 1,245,509 292,684 371,563 310,327 362,286 1,336,860 279,591

Average room occupancy 14171 1,167.8 1,655.0 14876 1,519.7 15137 1,212.0

Average bed occupancy 3412.4 3,152.1 4,087.3 3,369.2 39379 3,652.6 3,106.6

Room occupancy % 28.4 23.1 34.2 28.3 28.2 29.1 22.0

Bed occupancy % 31.9 27.7 36.7 27.8 31.9 30.7 24.6
Source: PCBS, 2013: Hotel Activity in the oPt- Ramallah, Palestine.

Textbox 6: Problems and Obstacles to Land Surveying and Land Property
Registration in the West Bank

Palestine Economic Policy Research Institute (MAS) regularly holds roundtable sessions tackling topical
issues so as to provide policy recommendations for decision-makers. One of sessions addressed the
"Problems and Obstacles to Land Surveying and Land Property Registration in the West Bank". As a
groundwork, the Institute prepared a background paper for that roundtable. Below are some excerpts from
the discussion:

1. Background and Rationale

Land is the main element underpinning the Israeli-Palestinian conflict. Land is also a key factor in
production; and, thus, it is the backbone of development project. That is why landaus planning is the key to
the effective development of natural resources.

To achieve the optimum utilization of land resources, we first need to survey and provide accurate
settlements, as well as a comprehensive record, of properties. According to preliminary statistics, the
unregistered land comprises approximately 66 percent of the total territory of the West Bank. Interestingly,
this percentage is very close to the ratio of unregistered land in areas "A" and "B (see Table 1). According to
the World Bank, the percentage of land informal contracts and arrangements in the West Bank is 85%°".

The lack of settlement and registration of land thwarts the use of land as collateral for bank loans, which
erodes the chances of achieving productive investments. By contrast, the availability of secured property
rights encourages investment in the land itself, which raises land prices (According to the World Bank, the
price of land doubles from 15 to 30 dollars per square meter on average after it is registered). In addition,
surveying and registration of land can provide important financial resources that can mitigate the PA's
chronic financial crisis and further the budgets of local authorities that derive most of their resources from
property taxes.

On the other hand, the failure to settle land issues and define ownerships triggers disputes and social tension.
In some accounts, more than 25% of cases brought before the courts in the Palestinian territory are issues
related to land disputes®.

Finally, the settlement of land and defining ownership can play an important role in curbing the Zionist
persisting efforts to confiscate land, whether directly or through fraudulent sales.

However, it is still legitimate to ask why the PA couldn't, over nearly two decades, avail the rights the Oslo
Accords granted it to settle and register land in areas A and B.*

3 World Bank: The Economic Effects of Restricted Access to Land in the West Bank.
http://siteresources.worldbank.org/INTWESTB ANKGAZA/Resources/EconomicEffectsofRestricted AccesstoLandintheWest
BankOct.21.08.pdf

» The World Bank study says that these percentages are speculative due to the lack of documented data.

Ibid
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This is the main theme of the roundtable dialogue. The present paper aims to provide background
information on this topic, in order to enrich and institutionalize the discussion.

2. The legal and institutional framework

Twenty-six land laws are effective in the Palestinian territory. These laws are legacy inherited from the
Ottomans, the Britons and the Jordanians who ruled Palestine in the past few centuries. There are also
property records, as well as sale/purchase transactions from the three periods. Below, we provide a summary
of the applicable legal frameworks in the Palestinian territory during different historical periods, with a
special focus on land registration.

The Ottomans

In1856, the Ottoman Empire issued a group of laws mainly designed to increase taxes on land and farmers.
However, ignorance and endeavors to evade high taxes led smallholders and farmers to register their
properties and lands in the names of rich proprietors and traders. Some did not register the real area of their
land to evade taxes. One study found that only 48% of land figures reflected the true area of the land at the
time. This ultimately made a few families and proprietors acquire large areas of Palestine®*.

The British Mandate

The British authorities issued the settlement of property rights and land law No. 9 of 1928 in order to
demarcate the borders of the former Ottoman Empire. The British authorities also wanted to define land
ownership and terminate communality in order to facilitate the land trading operations and transferring
ownership among individuals. However, the public doubts about the malicious political goals of the Mandate
authorities rendered the project insignificant.

The Jordanian rule of the West Bank

The Jordanian authorities urged individuals to register their land in official departments in order to maintain
its private ownership. To this end, the Jordanian authorities issued a number of laws, notably the Settlement
of Land and Water Law No. 40 of 1952, which regulates the registration of land within the areas of
settlement; and the Law of Registration of Fixed Property (which had not previously been registered) No. 6
of 1964 to regulate the registration of land located outside the settlement areas (i.e. renewed registration).
However, the pace of implementation of these laws was slow and did not lead to significant results. The
project could register only about 30% of the land, particularly in the north governorates of the West Bank
and in main towns>. This figure, however, does not include the land which only underwent the initial
settlement procedures (such as the preparation of settlement tables), while the other procedures were not
completed due to the outbreak of the 1967 war. This part of the land represents about 11.5% of the total area
of the West Bank™.

The Israeli Occupation

One of the first decisions taken by the Israeli occupation in 1968 was the freeze of all land registration
processes. The occupation took advantage of this decision, as well as the security allegations and the claims
of protecting of natural resources, to confiscate large areas from the West Bank (approximately 2,910 km 2,
or about 51% of the area of the West Bank) and classified them as state-owned?’.

The irrevocable power of attorney replaced land contracts because of the ban placed on the registration of
land. However, the power of attorney is not a substitute for the registration of the land, since it is only a
temporary contract that must be reinforced by the Land Authority within a specific time. If it is not
reinforced in due time, it is considered void. The Jordanian law allowed only five year for reinforcing the
power of attorney, while the Israeli occupation issued a military order No. 847 of 1980, which extended the
period to 15 years.

& See Article 22 of Annex 3 on the transfer of powers of Civil Affairs in Oslo II, 1995:

http://www.mideastweb.org/intanx3.htm#app-22

Hussini, H (2008): Legal Report - Land Administration Report. Palestinian National Authority:

http://www.husseinil.com/resources/file/publications/1273744294012/1 egal%20Report,%20Palestinian%20National %020 Aut

. hority.%20Palestinian%20Land %20Administration, %20Ministry %200f%20Planning, %202008.pdf
ibid (p. 14).

% Center for Development of the Private Sector (2005): "The registration of land and apartments _ the current status and the
requirements of development." A series of research reports (23).

7 ARIJ : The Dilemma of Land Registration in the West Bank:
http://www.arij.org/publications(2)/papers/2009The %20dilemma%200f%20land %20registration %20in%20the %20 West % 20Bank
.pdf
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The PNA

The Palestinian Authority inherited the brunt of a chaotic group of laws and Multiple land registration
documents that do not reflect the real status of the property. The Palestinian civil jurisdiction was restricted
to area "A" (18% of the area of the West Bank) and "B" (22% of the area of the West Bank). The
administration of land (authorities arbitrating in land issues, land surveying and registration, as well as
management of public lands) were divided between various governmental bodies.

The National Authority re-worked the Jordanian procedures that were effective prior to 1967. This helped to
attenuate the land registration problems the citizens would suffer during the direct Israeli occupation.

Things remained hazy until 2002, when the then-Palestinian president issued Decree No. 10, under which
the Land Authority was established. The Decree integrated the departments of land registration at the
ministry of justice, with the departments of surveying and state-owned property at the Ministry of Housing,
both now working under one agency: The Land Authority.

In 2004, the Council of Ministers developed a strategy involving specific targets for the Land Authority,
such as improving collaterals of land ownership, developing effective markets for the sale and purchase of
land, and managing land in a fair and transparent manner.

Registration of land in area "'C"

The land in Area (C) constitutes about 60% of the area of the West Bank. The total area of land which has
not been surveyed in this area totaled 2,345 square kilometers, or about 68% of that area. Among the
measures Israel takes to dampen the registration of land is the high land registration fees compared with
those in the area under the Palestinian control (5% of the value of the land). In addition, the assessment of
the value of the lands (which is done by Israeli assessors) is very high. Another obstacle Israel places is
setting 10 dunums as the minimum area that can be plotted, which is an incapacitating condition since small
farmers and landowners usually do not have such large areas of land*®.

The PA has sought to encourage the process of land registration. Thus, it reduced the registration fees for
land in the West Bank and the Gaza Strip from 5% to 1%*. A later presidential decree reduced the
registration fee of legacy land from 1% -2% to 1 per thousand.

Table 1: Approximate figures for the areas and distribution of registered
and unregistered land in the West Bank

West Bank Area A Area B Area C
Km 2 % Km 2 % Km 2 % Km 2 %
Total area 5,700 100 1,000 100 1,250 100 3,450 100
Registered land 1,900 %33 500 %50 300 %24 1,100 %31

Unregistered land 3,800 %67 500 %50 950 %76 2,350 %69

Although there are no official statistics on the progress in the land market, the Land Authority says there is
some promising development in the registration of land and the transfer of ownership and inheritance, as
well as the tendency of some citizens to follow legal registration methods in official departments as an
alternative to the power of attorney in land-related transactions. However, the progress is still insignificant in
the face of the current challenges®.

Table 1 shows that the area of land which has not been surveyed and settled in areas "A" and "B" is around
1,450 square kilometers, representing 64% of the total area of the two areas together. The percentage of land
located outside the settlement areas in area "A" is about 50% of the total land in that area, while the
corresponding percentage in area "B" is about 76%*'.

% Center for Development of the Private Sector (2005): "The registration of land and apartments _ the current status and the

requirements of development." A series of research reports (25).

Recently, the PA has raised the registration fee to 3% (the seller pays 2% and the buyer pays 1%).

A World Bank report says that up until recently, only 10% of the sale and purchase transactions were done in the Land Authority,
while the rest of transactions were performed via powers of attorney in order to avoid registration costs and intricate processing.
Center for Development of the Private Sector (2005).
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State-owned land in the West Bank

Based on statistics the Israeli Civil Administration presented before the Supreme Court of Justice, Haaretz
Newspaper published on March 28" a report which found that the area of the state land in the West Bank
totaled 1.3 million dunums*>. Most of this area has been registered as state-owned in the wake of the Israeli
occupation of the West Bank, especially after 1979 following the Supreme Court decision which constricted
the exploitation of land for military purposes. A senior civil administration official has recently admitted, in
the Ofer Military Court, that the decisions of registering lands as state-owned were political in the first place.

Official figures in the report indicate that 30% of the total area of the state land in the West Bank was
awarded to the World Zionist Organization to establish colonial settlements, and that about half of the state-
owned land in the West Bank was actually disposed of. On the other hand, the Palestinians have access to a
scant 1% of this land (see Table 1).

Table 2: Distribution of the total area of state-owned land in the West Bank

Dunum %

Total area of state-owned land in the West Bank 1,346,600 100
- Land granted to the World Zionist Organization 400,000 30
- Land granted to Israeli mobile operators and local authorities 103,000 8
- Land granted to Israeli utility companies 160,000 12
- Land still held by the Israeli Civil Administration 671,000 50
- Land granted to the Palestinians 8,600 0.7

In Jenin 6,910

In Bethlehem 630

In Jericho 1,000

In Tulkarm 10

Haaretz report refutes two main Israeli allegations: the Zionist settlements are built solely on state land; and
the state-owned land does not include land that is privately owned by Palestinians.

3. Pilot projects and underway land settlement programs*

In early 2008, the Land Authority carried out a pilot project to survey and settle land in Betunia, Bir Nabala
and Qarawat Bani Zeid. The total targeted area was about 15,000 dunums: 8,000 in Beitunia, 2,000 in Bir
Nabala and 5,000 in Qarawat Bani Zaid. The Land Authority completed this project (which was funded by
the Finnish government via the World Bank) in early 2011.

There are three land settlement projects in three areas of the West Bank. The work on these projects is still
underway, since none of them has been completed, though the registration of land is one of the top priorities
of the National Development Plan (2011-1013):

< Bethlehem: The project started in late 2008 to settle all the lands of Bethlehem Governorate. The first
phase focused on the settlement of lands in the towns of Bethlehem, Beit Sahour, Beit Jala and Doha. So
far, about 20,000 dunums in these towns have been settled. The work was funded by the PA and
implemented by the staff and equipment of the Land Authority.

< Salfit: This project (which is funded by the Palestinian government) started in mid 2010 to survey all
the lands of Salfit Governorate. The first phase focused on the town of Salfit. So far, around 9,000
dunums in this town have been settled.

< Dura (Hebron): The project started in March 2013 to survey around 180 thousand dunums in Dura over

the next three years at a total cost of $8.7 million. Unlike the previous projects, the Dura project is
funded by the Finnish government via the World Bank*.

http://www.haaretz.com/news/diplomacy-defense/just-0-7-of-state-land-in-the-west-bank-has-been-allocated-to-palestinians-

israel-admits.premium-1.512126
Data obtained from an interview with Mr. Mugbil Hamdan, Director General of the Settlement Department in the Land Authority
(March 26", 2013).

http://web.worldbank.org/ WBSITE/EXTERNAL/EXTARABICHOME/NEWS ARABIC/0,.contentMDK:23183412~pagePK:6425704
3~piPK:437376~theSitePK:1052299.00.html
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4. Some suggestions and procedures necessary for the development of the land market

< Speeding up the in-depth study of the Land Law so that it can be shortly approved after being negotiated
extensively with the concerned parties®.

< Terminating powers of attorney, or at least setting their validity to a maximum of only one year.

< Available information indicates that the Ministry of Finance collects property taxes for 26
municipalities in the West Bank, while 36 municipalities are not subject to property taxes collection.
The PA should reassess the value of properties (since taxes are levied according to this value) and it
should levy property taxes in all governorates of the Palestinian territory. Research shows that the
property taxes help in the optimal exploitation of lands and stimulate the processes of buying and
selling. They also induce sellers to register land. The PA should also consider tasking municipalities
(instead of the Ministry of Finance) with collecting property taxes.

< There are particular problems with the heirs of the land: problems of dividing the land into smaller lots
and problems of expatriate heirs. The PA should develop methods and innovative ways to solve these
problems (e.g. setting a different minimum limit of land that can be registered).

< The PA places restrictions on the right of access to land registration files (only heirs are entitled to this
right). If a third party needs to know about these files, s/he needs a decision from the court. Allowing all
parties (including third parties) to access these files, as suggested by the World Bank, may increase
transparency and reduce the problems associated with land disputes.

< Speeding up the establishment of the Land Court (as proposed by the land law) for the purposes of
dispute resolution in order to ensure professionalism, speed of rulings and arbitration.

< The PA should supply the Land Authority with professional personnel and give it greater financial
facilities so that it can perform its role and provide significant financial surpluses for the general budget.
The current number of staff working in the Land Authority and Land Registry Departments in the
Palestinian governorates totals about 480 employees. Although this number is double the figure 5 years
ago, it is still less than the number actually required in light of the large amount of tasks assigned to this
agency.

Textbox 7: For the third time, MAS publishes the GEM country report- Palestine

In mid-July 2013, MAS published the Global Entrepreneurship Monitor, Palestine Country Report 2012.
The GEM is a global bulletin that measures and evaluates entrepreneurial activity in a large number of
countries in the world in a unified, consistent way that enables researchers and stakeholders to draw easy
comparisons. This is the third round in which Palestine participates in the GEM, allowing reliable
comparisons of the development of entrepreneurial activities in 2010, 2011 and 2012.

Key conclusions of the report
The Total Early-Stage Entrepreneurial Activity (TEA) rate in the oPt (9.8%) is relatively low for a factor-
driven economy. However, this rate is at the median level for all GEM countries.

The West Bank/Gaza TEA rates are more at parity in 2012 than they were in 2010. In the WB in 2010, the
rate was above 14% and decreased to just below 10%; while in Gaza the rate went up from roughly 2.5% to
almost 10%. This is probably due to the recovery of Gaza's entrepreneurship, particularly among males.
Meanwhile, activity rates in the WB deteriorated due to a decline in female activity rates.

Compared to 2010, there has been a shift in the age distribution in favour of younger entrepreneurs, Over the
three years of GEM-Adult Population Survey, the youngest adult age category, those aged 18 — 24, has had
the lowest TEA rate.

With respect to income, data indicate that the higher income groups have been associated with higher TEA
rates. The ratio of necessity to opportunity shows that for each 100 opportunity-driven entrepreneurs, there
are nearly 72 necessity-driven entrepreneurs. The survey found that two thirds of the entrepreneurs are
necessity-driven in the WB, while in Gaza, they are in parity.

According to the National Expert Survey (which is mainly concerned with Entrepreneurial Framework
Conditions), entrepreneur social image area is the most positive condition influencing entrepreneurial
activity in Palestine. Physical infrastructure and interest in innovation were other conditions spurring

4 American Foundation 'Land Equity International' conducted 9 studies on the Land Law for the benefit of the Palestinian Ministry

of Planning in 2007. See:http://www.landequity.com.au/projects/land-administration-project-/
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entrepreneurial activity. The three areas that considerably impede entrepreneurial activity in Palestine were
level of education and training; intellectual property rights; and government programs. Internationally,
financial support is the number one constraining factor; more than half the experts cited this as a
constraining factor, although in Palestine only 40% thought it was a constraining factor. Political,
institutional and social context was considered the largest constraining factor in Palestine.

Though national experts did not cite 'education and training' as one of the most significant constraining
factors, the recommendations for the improvement of entrepreneurship in Palestine focus firmly on
'education and training.'

The rate of informal investors in the APS who provided funds to someone to start a business in the last three
years was around 2.6%. Using the adult (18-64) population size of 2.1 million in 2012 in WBG and the mean
informal investment of $ 5,814, the total amount of informal investments was estimated to be around
$317.68 million, representing 3.18% of GDP in 2012. This ratio is very close to that found in 2010, when
total estimated informal investments constituted 3.19% of GDP, while it was scantly 1.52% in 2009.

Youth entrepreneurship gained momentum in 2012, and there were also a group of questions added by
Palestine team. With regard to entrepreneurship hindrances, 75% of the experts said that the conflict
situation is the main obstacle to young adults' entrepreneurship. National experts believe that these obstacles
force young adults to seek opportunities outside the country. Because of their age, young adults tend to face
additional constraints when compared to the adult population (most of these constraints are related to deal
lack of resources). That is why young adults depend on family support to start their businesses. National
experts point out that there is a need to have credit facilities and business support services to facilitate this
kind of entrepreneurship.

The Adult Population Survey demonstrated that age group membership (youth and non-youth) was not
correlated with the amount of start-up capital. The proportion of each age group falling in any of the required
start-up capital categories was nearly equal for both youth and non-youth categories.

6. Prices and Purchasing Power
6.1 Consumer prices

Indices of consumer prices in Palestine during influence on indices was 'lodging and related
Q1 2013 saw an increase of 0.45% over the supplies', rising by 2.6% from the previous
previous quarter and 1.7% over the quarter and by 3.65% compared to the
corresponding quarter of the previous year. corresponding quarter of 2012 (see Table 6-1).
The commodity group which had the strongest

Table 6-1: Average CPI Change in Palestine- by Commodity Group
% Change in Q1 2013 % Change in Q1

By over Q 4 2012 2013 over Q 12012
Food Stuff and soft drinks 0.51 0.53
Alcohol beverages and Tobacco 0.82 9.28
Textiles, apparels, and footwear (0.80) (0.57)
Lodging and related supplies 2.60 3.65
Furniture & home appliances (0.16) 2.76
Medical care (0.71) 2.29
Transportation & travel (0.27) 0.93
Telecommunications (0.16) (0.46)
Recreational & cultural goods & services (0.74) 0.78
Educational Services 1.52 2.95
Restaurant, Cafe, and Hotel Services 1.77 2.66
Miscellaneous goods and services (0.61) 2.21
General CPI 0.45 1.70

Source: PCBS.
* Figures in brackets indicate negative values (decline in prices).
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Prices of basic consumer commodities had
undergone various changes during Q1 2013
compared to the previous quarter (see Table 6-
2). The prices of fresh vegetables climbed by
4.43%. For example, the price of cucumbers
posted a significant increase of 29.36% (the
price of greenhouses cucumbers was 4.60
shekels/ 1 kg during February 2013). The
prices of dairy and eggs rose by 2.04%.
Likewise, the price of domestic fuel hiked by

2.35%, while the price of domestic gas rose by
8.71% (86.19 shekels/ 12 kg gas bottle during
February 2013). Similarly, prices of fresh fruit
fell by 1.12%. Also, prices of car fuel dropped
by 0.68% (the price of Israeli unleaded
gasoline 95 octane stood at 7.34 shekels/ 1
liter during January 2013, while the price of
Israeli diesel was 6.88 shekels / 1 liter during
January 2013).

Table 6-2: Price movement of main
commodity groups- Q1 2013

Consumer group

Automobiles fuel
Domestic fuel
Fresh Vegetables
Fresh Meat
Sugar

Rice

Fresh Chicken
Flour

Dairy Products & eggs
Fresh Fruit
Source: PCBS.

% Change in Q1 2013 over
Q4, 2012
(0.68)
2.35
443
(2.21)
(5.81)
(3.61)
0.67
(0.51)
2.04
(1.12)

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

6.2 Producer Prices and Wholesale
Prices

In Q1 2013, the Wholesale Price Index (the
sale price to retailers or to producers,
including VAT and freight/shipping costs)
posted a slight decline of 0.01% from the
previous quarter. This resulted from a drop of
0.05% in the prices of manufactured goods
(which represent 70% of the wholesale price
index). In parallel, fishing prices increased by
3.36%. By contrast, prices of agricultural
commodities and the prices of mining and
quarrying rose by 0.04% and 2.05%,
respectively. On the other hand, the Wholesale
Price Index posted a drop of 0.57% over the
corresponding quarter of the previous year.
This decline was a consequence of a drop of
0.69% in the wholesale prices of imported
goods and an increase of 0.62% in the
wholesale prices of locally-produced goods.

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 decline of 0.18% from Q4 of the
previous year. This decline resulted from a
drop of 0.93% in the prices of agricultural
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commodities (which represent 36% of the
producer price basket). At the same time, the
prices of manufactured goods posted an
increase of 0.15%. Meanwhile, the prices of
mining and quarrying climbed by 1.19%. At
the same time, prices of fishing and shrimp
posted a significant rise of 20.26%. The
change in producer prices was due to a decline
of 0.21% in the index of producer prices for
local goods and a rise of 0.05% in the index of
producer prices for exported goods.

6.3 Construction and Road Costs Index

The construction cost index measures the
changes that occur in the prices of construction
materials and services. During Q1 2013, the
construction cost index (for residential and
none-residential units) in the West Bank saw a
slight increase of 0.06% over the previous
quarter. 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. This
index rose by 0.55% in QI 2013 over the
previous quarter. Again, there are no updated
data on the Gaza Strip (see Table 6-3).



Table 6-3: Average monthly and quarterly percentage changes in the
Construction and Road Costs Index (CRCI) in the West Bank

CRCI Monthly Percentage Quarterly
Change Percentage Change
Period Construction cost Road cost
Base month: Base month: Construction Road Construction Road
December 2007 = December 2008 cost cost cost cost
100 =100
October 2012 113.12 116.08 (0.42) (0.26)
November 2012 113.23 116.12 0.10 0.03
December 2012 113.31 116.21 0.07 0.08
Q4 2012 average 113.22 116.14 (0.14) 0.85
January 2013 112.91 116.15 (0.35) (0.05)
February 2013 113.26 116.88 0.31 0.64
March 2013 113.69 117.30 0.38 0.35
Q1 2013 average 113.28 116.78 0.06 0.55

Source: PCBS
*Figures in brackets indicate negative values.

6.4 Exchange rates and purchasing power*

As we noted earlier, the index of consumer
prices increased by 0.45% in the first quarter
2013 compared to the previous quarter.
However, since this quarter saw a decline of
3.67% in the exchange rate of the dollar
against the shekel ($1= 3.7 shekels), the
purchasing power of the dollar deteriorated by
4.12%. Because the Jordanian Dinar is
pegged to the U.S. dollar at a fixed exchange
rate, the purchasing power in JD posted a
decline relatively identical to that of the dollar
(3.9%) during the same period, i.e. the change

in purchasing power for those receiving their
salaries in the dollar was similar to the
purchasing power for those receiving their
salaries in dinar. Meanwhile, the exchange rate
of the dollar against the shekel saw a drop of
1.9% in the first quarter 2013 compared to the
corresponding quarter of 2012. On the other
hand, the inflation rate stood at 1.7%, leading
to a 3.5% decline in the purchasing power
(assuming fixed incomes) for those receiving
their salaries in the dollar and the dinar (see
Table 6-4).

Table 6-4: % Change in Purchasing Power and Exchange Rates of
$ U.S. and JD against NIS (2013)

$ US /NIS JD /NIS
Period Inflation Average Change in Change.in Average Change in Change.in
rate* exchange exchange purchasing exchange exchange purchasing
rate rate (%) power (%) rate rate (%) power (%)
Ql 1.10 3.77 342 2.32 5.32 342 2.32
2012 Q2 (0.45) 3.82 1.31 1.77 5.39 1.31 1.76
Q3 1.25 3.98 4.15 2.90 5.61 4.16 291
Q4 0.46 3.85 (3.36) (3.82) 5.42 (3.36) (3.82)
2013 Q1 0.45 3.70 3.67) 4.12) 5.22 (3.68) 4.12)
January 1.13 3.70 (5.0) (5.5 53 4.2) 4.7)
February  0.47 3.73 0.8 0.2 5.2 (1.1 (1.7)
March (0.5) 3.69 (1.1) (0.6) 52 0.2) 0.3

Source: Calculations are 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) minus (the rate of change in the index of consumer prices).
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Textbox 8: The economy of East Jerusalem: between a rock and a hard place

In May 2013, the United Nations Conference on Trade and Development (UNCTAD) released a report on
"The Palestinian economy in East Jerusalem: Enduring annexation, isolation and disintegration."* The
report shows that the lack of available statistics from East Jerusalem in general, and its economy in
particular, weakens accurate understanding of the nature of this economy. The report does not provide new
statistics for the city, but tries to figure out what is going on there using the available statistics after 1994 in
the light of economic trends prevailed in the rest of the occupied Palestinian territories at the time.

The report involves three sections:

The first section reflects on the historical and political context of East Jerusalem, including the present
difficulties faced by Palestinian Jerusalemites, as well as the status of the city under international law. The
second section examines the structure and evolution of the economy of East Jerusalem over time: the main
economic sectors and their contribution to output and employment, some of the challenges these sectors face
and their relative weight over time. It also underscores obstacles to access to capital and constraints on
investment. The third section documents the key acute social problems Jerusalemites face. This textbox
focuses on the second section of the report.

It was estimated that the East Jerusalem economy contributed around 15 percent of the GDP of the OPT (or
some $250 million in 1990). "In particular, East Jerusalem constituted an integral element of the West Bank
regional economy with which it was still well connected: 16 per cent of its population, 14 per cent of its
labor force, 18 per cent of domestic employment and over 16 per cent of its gross national product. Its
centrality as a tourism and related services centre was then still reflected in its contribution of over one third
of the value added by the West Bank (private and public) services sector" (UNCTAD, 2013, p. 11).

The physical and economic separation of East Jerusalem from the rest of the West Bank was accelerated
after the outbreak of the second intifada in 2000, and what should have been a 'golden era' for the East
Jerusalem economy in the post-Oslo period characterized by open borders, increased regional tourism and
economic revival in OPT, in fact produced reversal results for East Jerusalem (see Table 1).

Table 1: Major national accounts variables for
East Jerusalem ($ Millions)

Indicator 1994 1996 1998 2000
GDP 227.6 291.1 337.9 358.1
Net direct income of non-residents 80.5 136.7 1843 146.2
Net workers' remuneration 91.5 137.6 181.4 148.0
Net property-generated income -11.0 -0.9 2.9 -1.8
GNI 358.1 427.8 5522 504.4
Direct transfers to non-residents 42.6 37.2 55.9 4.9
Gross disposable income 400.8 465.0 578.1 509.3
Final consumption 4122 4655 5429 561.9
Savings -114 -0.1 353  -52.7

Source: UNCTAD (2013):The Palestinian Economy in East Jerusalem:
Enduring annexation, isolation and disintegration.

The significant decline in the economy of East Jerusalem after 2000 is evidenced by the fact that Jerusalem's
contribution to the GDP of the West Bank was approximately 15% in 2000, but dropped to less than 8%
thereafter. However, there has been an improvement in GDP per capita in East Jerusalem (in 2002, it totaled
$1,365 compared to $ 1,200 in the West Bank). The monthly household expenditure in East Jerusalem is
also higher than in the West Bank. This is due to a decline in levels of production and standards of living in
the West Bank following the Al-Agsa Intifada, rather than a result of an improvement in the standards of
living for Jerusalemites.

47 UNCTAD (2013): The Palestinian Economy in East Jerusalem: Enduring annexation, isolation and disintegration.

http://unctad.org/en/pages/PublicationWebflyer.aspx ?publicationid=537
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Economic enterprises

The report found 6,680 economic enterprises in East Jerusalem in 2009 (2,659 in J1 and 4201 in J 2)%. Out of
the 6,860 enterprises in the Jerusalem Governorate in 2009, 58 per cent were in internal trade and related
activities. In 2009 these enterprises employed 3,256 workers, or one-third of the total number of employed
persons in East Jerusalem. The number of enterprises in the services sector was 1,385 in 2008. During the
same year, 620 of these registered enterprises operating in services activities were in J1, employing 3,977
workers.

Labor force data on the Jerusalem Governorate shows that in 2010, the services sector accounted for 41% of
Jerusalem's employed labor force.

As for tourism, data show that in 2009 there were 369 enterprises classified as hotels and restaurants in the
Jerusalem Governorate. Even within the restrictive environment the city experiences, it continues to
dominate the Palestinian tourism sector. In 2009, for example 34% of the hotels in the OPT were located in
East Jerusalem and 48% of the guests in OPT stayed there. With regard to the industrial sector, data indicate
that out of the total number of enterprises in the Jerusalem Governorate, 576 were in manufacturing in 2008
(mainly furniture), 384 in food and beverages and 53 in wearing apparel (most of them are J2-based).

Banks and credit

The report concludes that the restrictions placed by the occupying power plays a major role in shaping the
entire Palestinian economy, particularly that of East Jerusalem. Palestinians in East Jerusalem face several
impediments related to access to finance and credit, whether for consumption, investment or housing
purposes. This is attributed to the absence of working branches of Palestinian banks in J1; the operating
Israeli banks' branches are limited and do not cover the basic needs of East Jerusalem Palestinians. The
problem, however, is not merely the lack of Palestinian bank branches in East Jerusalem. Palestinians are
hesitant to open accounts in Israeli banks or to rely on them for financing, whether for housing mortgages or
business purposes. One of the reasons for this is the language barrier. However, the critical barrier is the fear
of losing collateral property to Israeli entities in case of default. This drives Palestinians of East Jerusalem to
resort to Palestinian banks operating in J2 areas or in nearby cities such as Ramallah, Jericho and Bethlehem.
However Palestinians banks have restrictions of their own — they do not accept real estate guarantees from
Jerusalemites. Approved loan applicants are usually charged relatively high interest rates (around 8.5%).

The economy of East Jerusalem is in a world quite apart from the two economies, Palestinian and Israeli, to
which it is linked. On the one hand, it cannot be integrated into any of them. On the other hand, it is
structurally dependent on the West Bank economy to sustain its production and trade of goods and services
and for employment; and it is forcibly dependent on Israel's markets (with their binding regulations) that
serve as a source of employment and trade and as the main channel for tourism in the ruined city. These
relations have left the economy of East Jerusalem in limbo- cut off from the Palestinian Authority
jurisdiction and subordinated to the Jewish population imperatives and the Israeli priorities.

4 J1 includes those parts of Jerusalem which were unilaterally annexed by Israel in 1967: Beit Hanina, Shu’fat Refugees Camp,

Shu’fat, Al'Isawiya, Sheikh Jarrah, Wadi Al-Joz, Bab Al-Sahira, As Suwwana, At-Tur, Jerusalem “Al-Quds”, Ash-Shayyah, Ras
Al-Amud, Silwan, Ath-Thuri, Jabal Al-Mukabbir, As-Sawahira-Gharbiya, BeitSafafa, Sharafat, Sur Bahir, Um Tuba and
KufrA’qab.

J2  includes the remaining localities of the Jerusalem Governorate: Rafat, Mikhmas, Qalandya Refugees Camp, Qalandya, Beit
Duqqu, Jaba’, Al-Judeira, Beit Anan, Al-Ram, Dahiat Al-Bareed, Al-Jib, Bir Nabala, Beit Ijza, Al-Qubeiba, Khirbet Um Al-
Lahem, Biddu, An-Nabi Samu’eil, Hezma, Beit Hanina Al Tehta, Qatanna, Beit Surik, Beitlksa, A’nata, the Bedouin Community,
Al-Khan Al-Ahmar, AzZa’eem, Al-Eizariya, Al-Sawahreh, Al-Sharqiyeh, Ash- Sheikh Sa’d, Al-Eizariya, and Abu Dis.
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Textbox 9: Youth's Political Participation: Only a quarter of young people
in the West Bank and Gaza Strip are politically affiliated

Recently, Sharek Youth Forum has conducted a study on "The status of Youth in Palestine 2013: Promise
for the Future" to highlight the problems, trends and opinions of Palestinian young people in the West Bank
and Gaza Strip, as well as in the Diaspora®. The study surveyed 1,851 young men and women (18-30 years
old) from the West Bank and Gaza Strip. Below is a synopsis of the study's findings on the youth's

participation in political life:

<>

Seventy-three percent of the surveyed participants said that they are not affiliated with any political

faction. The ratio is higher for party affiliation in the West Bank than in the Gaza Strip, and higher
among males than females. Furthermore, 39% of respondents indicated that this low rate is due to a lack
of confidence in existing political factions, and 20% asserted that these political parties do not represent
their interests and perspectives. Ten percent quit their party after the political split.

Over 68% of young people surveyed have clearly expressed that the political split has weakened

Palestinians in their struggle to express and defend their rights, and has also had an impact on the
legitimacy of existing political parties. In addition, 42% of young people feel that none of the existing
Palestinian parties represents the people. One third of the surveyed youth (33%) believe that the PLO is
the legitimate representative of the Palestinians, while 20% attribute this to Fatah and 5% to Hamas.

Sixty percent of young people believe that the establishment of a Palestinian state on the land occupied

in 1967 will not become a reality as a result of the complexity of the internal and foreign political
situations. Strikingly, in the Gaza Strip some 54% believe this will come true, compared to only 35% in
the West Bank. Also, females are more optimistic than males (46% compared to 32%). More ironic is
the fact that 44% of refugees believe a future state is inevitable, compared to 36% among the non-
refugees. In terms of the optimal strategy to resist the occupation, 36% of young people believe that
Palestinians should have a conjoint strategy of popular resistance and armed resistance, while 27%
prefer a collective strategy of negotiations and popular resistance. Still, 21% believe the best way is a
combination of popular resistance and boycott. Only 13% believe that armed resistance is the way to
combat occupation, compared to a scant 3% who think the negotiations represent the optimal strategy.

7. Foreign Trade
7.1 Balance of Trade

The balance of trade records Palestine's
exports and imports of goods and services.
The value of registered imports during QI
2013 totaled about 1,067.1 billion dollars.
Table 7-1 shows that the value of registered
commodity imports during this quarter
climbed by 2.9% from the previous quarter
and by 4.7% from the corresponding quarter
of 2012. On the other hand, the value of
registered exports totaled about $196 million,

7.3% over the corresponding quarter of 2012.
This led to a commodity trade deficit of $ 871
million, an increase of 3.2% over the fourth
quarter of 2012 and a rise of 4.1% over the
corresponding quarter of 2012. On the other
hand, the services trade balance with Israel
posted a deficit of $2 million, which is very
much close to the figure reported in the
corresponding quarter of the previous year.

Table 7-1: Imports and Exports of registered® goods and services, 2011-2013

(million dollars)

Indicator 2011  Q1/2012 Q2/2012 Q3/2012 Q4/2012 2012** Q1/2013
Commodity imports  4,221.1  1,019.5 1,109.2 1,053.0 1,036.5 42182 1,067.1
Service imports* 100.2 33.8 36.4 34.7 RS oty 36.9
Commodity exports ~ 719.6 182.5 185.2 178.0 193.4 739.1 195.8
Service exports* 147.9 32.1 32.8 31.8 kol oty 34.8

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.
*#% We couldn't provide details on the fourth quarter as we couldn't receive updated data from the Israeli side.
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7.2 Balance of Payments

The current account of the balance of
payments involves three major sub-balances:
balance of trade, balance of returns of factors
of production and balance of current transfers.
According to the PCBS and the PMA, the
current account deficit in Q1 2013 totaled $
240.2 million (about 8.8% of GDP at current
prices), down by 63.5% from the previous
quarter (see Table 7-2). The deficit echoed a $

1.1 billion decline in the balance of trade
against a surplus in balance of returns mostly
generated by Palestinians working abroad
($292.9 million). On the other hand, the net
current transfers had a surplus of $ 670.1
million, coming largely from international aid.
This current account deficit was financed by
capital and financial account, which provided
$ 191.9 million.

Table 7-2: Palestinian Balance of Payments- 2011, 2012 and Q1 2013

2011

1. Trade balance of goods and services* -4,729.5
Net goods 626.0,4-
Net services -103.6
2. Balance of income 1,217.2
- Workers' remunerations received from 1,258.9
abroad
- Investment income received from abroad 99.3
- Income paid abroad 140.9
3. Balance of current transfers 1,319.8
- Net transfers to the government 750.5
- Net transfers to other sectors 1,226.4
-Transfers paid abroad 657.1
4. Balance of current account (1 +2 +3) -2,192.6
5. Net capital and financial account 2,155.7

- Net capital transfers 536.2

- Net financial account 1,619.5

- Net direct foreign investment 605.2

- Net portfolio investment -69.5

- Other net investment 1,050.2

- Change in reserve assets - = rising ) 33.7
6. Net errors and omissions 36.9

($ millions)

Q172012 Q2/2012 Q3/2012 Q4/2012 2012*  Q1/2013
-1,351.2 -1,3284 -1,316.2 -1,270.7 -5,266.5 -1203.2
-1,255.2 -1,237.5 -1,232.0 -1,159.3 -4,884.0 -1106.1
-96.0 -90.9 -84.2 -111.4  -3825  -97.1
241.7 278.0 279.1 273.6 1,0724 2929
250.6 272.8 269.4 2584  1,051.2 2925
30.7 30.2 32.1 29.8 122.8 28.6
39.6 25.0 224 14.7 101.7 28.6
419.0 256.8 364.5 3391 1,3794 670.1
204.3 117.5 129.2 69.2 5202 314.1
286.1 211.3 308.8 3232  1,1294 393.1
71.4 72.0 73.5 533 270.2 371
-690.5  -793.6 -672.6 -658.1 -2,814.8 -240.2
708.8 875.2 614.1 6339 2,832.0 1919
80.3 71.1 81.4 65.1 297.9 144.2
628.5 804.1 532.7 568.9 2,534.1 47.7
86.0 48.1 69.3 42.7 246.1 71.3
27.5 -8.7 22.6 2.6 44.0 -72.1
625.8 784.4 478.0 521.8 2,410.0 69.3
110.8- -19.7 -37.2 1.7 -166.0  -20.8
18.3- 81.5- 58.4 24.2 17.2- 48.3

Source: Palestinian Central Bureau of Statistics and the PMA, 2013. Preliminary results of the annual and quarterly
Palestinian Balance of Payments, 2011, 2012 and 2013.

* 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.

This item (capital and financial account)
represents a debt on the national economy as
long as it has a positive value. Technically,
there should be a perfect balance between the
current account deficit, on the one hand, and
the surplus of capital and financial account, on
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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 48.3
million dollars.



Textbox 10: Labor productivity in Israel: 24 percent lower than
that of all the OECD countries

In its 2013 report, the Bank of Israel sounded alarming figures on the labor productivity in Israel. The report
pointed out that the productivity of workers in Israel is 24% lower than that of all the Organization for
Economic Cooperation and Development countries and 37% lower than that of the G7 countries. The report
also found that the productivity growth rate between 1995 and 2011 was lower than the OECD average.
According to the report, this decline is a result of several factors®":

Non-optimal labor utilization: The average weekly working hours in Israel (37.1) is far higher than the
average reported in the OECD countries (33.6 hours). An examination of the connection between hours per
employee and productivity per labor hour in the OECD countries yields a clear negative correlation. This
finding is consistent with the assumption that efficiency decreases when the amount of work per employee
increases

The stock of physical capital and its sectoral structure: The report points out that "a larger stock of
physical capital means that more can be produced with the help of each worker." In 2000-2011, the
investment to GDP ratio in Israel was 17 percent, lower than the OECD average of 22 percent. This low rate
of investment in Israel can partly explain the gap in productivity between Israel and the OECD (see Table 1).
The report attributes the decline in investment to security risks resulting from the Israeli-Palestinian conflict,
which reduces incentives to invest in Israel.

Table 1: Labor productivity, productivity growth and ratio of investment
to GDP in Israel and the OECD countries

Productivity per ~ Average Annual Increase Ratio of Investment
Work Hour in 2011 in Labor Productivity in  to GDP (2000-2011

(US $) 1995-2011 average)
Israel 33.9 1.2 17
OECD (average) 44.6 1.5 22
ORCD countries with the highest 331 33 24

productivity growth (average)

Although the rate of investment in Israel is low, it is high in the industrial sector (30.1% in Israel, compared
with 19.8% in the OECD countries in 2007). According to the report, this high rate is a result of the fact that
industry in Israel is an export-based sector, and this entails making use of high technology in order for the
products to be competitive. Therefore, the productivity of workers in the industrial sector is also high
(Industry accounts for 18% of GDP in Israel).

Business environment: According to the report, competitive economies generate higher, long-term
productivity levels. Likewise, the low level of competition negatively influences worker productivity. The
report found that a low level of competition was prevalent in Israel (except in the industry sector). This low
productivity rate is due to the multiplicity of business groups controlling a very broad range of markets. It is
also a result of the disapproving business activity environment with its bureaucracy, regulation, and
legislation, particularly in handling bankruptcies and contract enforcement.

Human Capital: Experience plays an important role in improving worker productivity. This experience
increases the more the years of work. As such, the new participants in the labor market have little
employment experience, which negatively impacts productivity. "A clear and unique process has taken place
in Israel in recent decades—a rise in the employment rate caused by growth in the labor force participation
rate, from 59 percent in the second half of the 1990s to 64 percent in 2012," the report remarks. The report,
however, warns that a higher rate of participation should not be taken as always negative.

The report argues that these four factors partly explain the low productivity in Israel. The report, however,
acknowledges that there are other factors behind the decline in the level and rate of productivity (the main
driver of economic growth).

1 Bank of Israel (2013): Labor Productivity in Israel from an International Perspective.

http://www.boi.org.il/en/Pages/Search.aspx?s=English&k=Labor%?20productivity
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Key Economic Indicators in the West Bank* and the Gaza Strip for the years 2000-2012

Indicator | 2000 | 2001 [ 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Population by mid year (thousands)
Occupied Palestinian Territory 3,053.3 | 3,138.5 | 3,225.2 | 3,314.5 | 3,407.4 | 3,508.1 | 3,612.0 | 3,719.2 | 3,825.5 | 3,935.25|4,048.40 | 4,169 [ 4,293
West Bank 1,943.7 | 1,992.6 | 2,042.3 | 2,093.4 | 2,146.4 |2,203.7 | 2,262.7 | 2,323.5 | 2,385.2 | 2,4484 | 2,5133 | 2,580 | 2,649
Gaza Strip 1,109.7 | 1,145.9 | 1,182.9 | 1,221.1 | 1,261.0 | 1,304.4 | 1,349.3 | 1,395.7 | 1,440.3 | 1,486.8 | 1,535.12 | 1,589 | 1,644
National Accounts (Million Dollars), constant 2004 prices
GDPp#* 4,146.7 | 3,810.8 | 3,301.4 | 3,800.5 | 4,198.4 |4,559.5 | 43223 | 4,554.1 | 48783 | 52393 | 57245 | 64214 | 6,797.3
GDP per capita (USD) 1,460.1 | 1,303.5 | 1,097.2 | 1,227.3 | 1,317.0 | 1,387.2 | 1,2754 | 1,303.2 | 1,356.3 | 1,4152 | 1,502.1 | 1,635.2 | 1.679.3
Household Expenditure 3,981.3 | 3,884.5 | 3,589.7 | 4,088.9 | 4,400.3 | 4,467.5| 4,197.5 | 4,591.2 | 4.851.9 | 52294 | 52040 | 5713.0 | 6.436.8
Public Expenditure** 1,080.3 | 1,003.7 | 930.3 886.4 | 1,0489 | 8333 | 8704 892.7 9959 | 1,159.5 | 13223 | 17722 | 2.027.1
Final consumption of NGOs 135.1 164.1 184.3 200.4 1523 | 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 | 1,022.3 | 1,265.7 | 1,347.2 | 1,1229 | 1,060.5 | 1,137.3 | 1,090.5 | 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 Imports 27483 | 22259 | 22355 | 2,561.4 | 2,622.1 | 2,466.5| 2,203.8 | 2,508.3 | 2,642.4 | 2.881.3 | 2,604.0 | 3,091.6 | 3.539.9
Commodity Exports 508.9 338.1 318.2 367.1 4123 | 4575 | 5352 537.8 595.0 591.8 695.3 856.3 760.5
Net Balance of Services Trade (197.3) | (346.0) | (327.3) | (243.9) | (215.6) | (194.7) | (613.2) | (268.1) | (273.5) | (302.9) | (253.8) | (159.6) | (221.4)
Services Imports 386.6 424.6 390.1 305.0 287.1 | 3349 | 707.0 430.5 471.5 533.8 4224 378.6 551.2
Services Exports 189.3 78.6 62.8 61.1 71.5 140.2 93.8 162.4 198.0 230.9 168.6 219.0 329.8
Prices and Inflation
Average Exchange Rate of the USD |y noc | 4208 | 4742 | 4550 | 4477 | 4482 | 4454 | 4110 | 3587 | 3920 | 3730 | 3578 | 38
Against the Shekel
Average Exchange Rate of the JOD s8il | 5928 | 6674 | 6417 | 6307 | 6317 | 6202 | 5812 | 5061 | ssa2 | 225 | 200 | 43
Against the Shekel
Inflation Rate (%)*** 2.8 1.2 5.7 4.4 3.0 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 (%) 41.5 38.7 38.1 40.3 40.4 40.4 41 41.7 412 41.6 41.1 43 43.6
Unemployment (%) 14.1 25.2 31.3 25.6 26.8 23.5 23.7 21.7 26.6 24.5 23.7 20.9 23
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Indicator 2000 | 2001 | 2002 | 2003 [ 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Social Conditions
Poverty Rate (%) *** ] 27.9 - - 25.9 243 24 31.2 - 26.2 25.7
Deep Poverty Rate (%) *** - 19.5 - - 14.2 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 | 1,548.4 | 1,900.4 | 2,176 | 2,240
Current Expenditures and Net Lending | 1,199 1,095 994 1,240 1,528 | 1,994 | 1426 | 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
23;1;1(‘:; (deficit) Budget before 260 | 822 | oay | @o3) | @®) | 624) | 04y | os1) | .493) | 1342y | 108D | (776 | (0D
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( 3125 | )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 | 2213 | 2.483
Banking Sector (Million Dollars)
Assets/Liabilities 4593 | 4430 | 4278 | 4728 | 5101 | 5604 | 5772 | 7,004 5,645 7,893 8590 | 9,110 [ 9,799
Equity 242 206 187 217 315 552 597 702 857 910 1,006 | 1,182 | 1,258
Clients' Deposits 3,508 3398 | 3432 | 3,625 3946 | 4,190 | 4216 | 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 | 3483 [ 4122
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.

wkE 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.
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