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FOREWORD

We are pleased to introduce this issue of the Economic and Social Monitor, which covers the
main developments in the Palestinian economy during the second quarter (April-June) of 2013,
addressing the change in GDP, public finance and labour market. This issue of the Economic and
Social Monitor records the change of prices (inflation rate, or changes in the NIS purchasing
power), the fluctuations in the purchasing power of the US Dollar and Jordanian Dinar during the
second quarter and records the volume of deposits, loans, banks’ profits as well as the transaction
of shares in the stock exchange. Also included in this issue of the Monitor is a report on the trade
balance, the balance of payments and the movement of capital, whether for investment or deposits
abroad.

The Economic and Social Monitor is a quarterly report during the second quarter, tracing the
economic developments during the four quarters of the year, and thus allows for the comparison of
economic activities in the successive quarters. On the other hand, because of the seasonal nature of
economic activity, comparing economic activity between successive quarters does not always
reflect real trends. Therefore, comparison between corresponding quarters of different years is
preferable. Thus, the Economic and Social Monitor provides a time series of quarterly numbers
which allow comparison between corresponding quarters.

This issue of the Monitor includes thirteen analytical boxes each of which deals with an economic
issue that impacts the Palestinian economy and economic policies directly or indirectly. One box
presents the results of a report issued by the World Bank “West Bank and Gaza Area C and the
future of the Palestinian Economy”. This report discusses how restrictions imposed by Israel on
economic activity in what so called “Area C” of the West Bank have been detrimental to the
Palestinian economy. Another box analyzes a proposal by which the Palestine Central Bureau of
Statistics (PCBS) is considering to update the methodology for measuring the change in the
consumer price index in the Palestinian territories.

A recent report from the IMF that assesses the performance of the budget of the PA in the first
nine months of 2013 is received in another box. The actual performance during the first nine
months of the year demonstrates that the budget is not going according to plan, and the
government will probably not achieve most of its objectives that were formulated during the
beginning of the year. Further, a box provides a brief description of “Palestine Deposit Insurance
Corporation” which was established by a Presidential Decree last May in order to protect and
compensate small depositors in case of failure of decree of any of the banks licensed by the
Palestine Monetary Authority. The upper limit of coverage was set at US $10,000; the PMA
pointed out that this will cover about 93% of all bank depositors.

Other analytical boxes address the developments of Israel’s ‘natural’ rate of unemployment,
Israel’s military exports, the economic and social conditions of Palestinian refugees in Lebanon,
the reasons behind the USA’s GDP sudden increase by 3.6 %, the gains and losses on the Egyptian
and Jordanian economies from the Qualified Industrial Zones (QIZ) agreements, Palestine
Investment Fund results for the year 2012 and the efficiency of educational systems in the MENA
countries.

We hope that this issue further strengthens the role of the Economic and Social Monitor as a
reliable reference to the quarterly changes occurring in the Palestinian economy and that it
contributes to the informed debate on the current constraints, restriction and growth opportunities
in Palestine.

Nabeel Kassis 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)
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Executive Summary

Gross Domestic Product: The Gross
Domestic Product reached $1,775 m in the
West Bank and Gaza (WBG) during the
second quarter of 2013, registering an increase
of 8% compared with the previous quarter,
rising by 1.2% compared with the
corresponding quarter of 2012. On the other
hand, the per capita GDP in the second quarter
of 2013 increased by 7% compared with the
first quarter, a decrease by 2% compared with
the corresponding quarter of 2012. This
implies that population growth was faster than
the GDP growth during the year. In terms of
expenditure on the GDP, expenditure on final
consumption the second quarter was
equivalent to 125% of the GDP.

The Labor Market: The number of workers
in the West Bank and Gaza Strip (WBG)
increased from 862 thousand in the first
quarter of 2013 to 900 thousand in the second
quarter of 2013. Distribution of workers by
place of work is 58% in the West Bank and
31% in Gaza Strip, and 11% in Israel and the
settlements. The unemployment rate fell in
WBG to 20.6% in the second quarter of 2013,
compared with 23.9% in the first quarter. On
the other hand, average daily wage of workers
in the Gaza dropped by 3.2% to 63.2 NIS in
the second quarter 2013, compared with NIS
65.2 in the first quarter.

Public Finance: Total revenue and net grants
declined by 35.4% in the second quarter of
2013 compared with the previous quarter,
mainly due to the decline of foreign aid. Total
expenditure of the budget declined, on cash
basis, by 2.9% during the same period, mainly
due to drop in the wage bill to public
employees (by about 16%). The deficit (before
foreign aid) in recurrent expenditure declined
by 5.6% in the second quarter compared with
the first, reaching NIS 614 (5.8% of the GDP).
With about NIS 525 million of international
aid (a quarter of the amount earned in the
previous quarter) the overall (recurrent &
development) budget deficit declined to NIS
285 million on cash basis. The deficit on
commitment basis reached NIS 1,126 million
in the second quarter, or about 11% of GDP in
the quarter.
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The Banking Sector: The total direct credit
facilities in the second quarter of 2013 reached
$4,258 million, recording an increase by 4.4%
compared to the previous quarter. Loan
facilities formed the largest proportion of total
direct facilities (70%). Banks deposits reached
$ 7,831 million towards the end of the second
quarter of 2013, registering a growth of about
1.5% compared to previous quarter, and 13.3%
compared to the corresponding quarter of
2012. The banks operating in WBG made a
profit of $32 million in the second quarter.

Palestine Exchange: The number of shares
traded during the second quarter of 2013
increased by 49% compared with the previous
quarter. The value of shares traded reached
$80.5 million in the second quarter of 2013, an
increase of 59% from the previous quarter. Al-
Quds Index has declined by 20 points
compared with the previous quarter, increasing
by 8 points compared with the corresponding
quarter of 2012.

Investment Indicators:

¢ Company Registration: The number of
new companies registered in the West
Bank during the second quarter reached
317 companies, recording an increase of
17% compared with the previous quarter,
and of 14% compared with the
corresponding quarter in 2012. The total
capital of the newly registered companies
amounted to JD 67.5 million.

< Building Licenses and Import of Cement:
The number of building permits in the
Palestinian Territory increased by 9.6%
during the second quarter of 2013
compared with the first quarter. The
number of residential units (new and
renovated existing units) during the
second quarter increased to 4,369 units
compared with 4,208 units in the first
quarter. Cement import into Gaza
increased to 13,800 tons during the second
quarter of 2013 compared with 13,500
tons in the corresponding quarter of 2012.
In the West Bank, cement import
increased to 393,500 tons in the second
quarter compared with 341,900 tons
during the corresponding quarter of 2012.



¢ Car Registration: The number of new and
used cars registered in the West Bank
during the second quarter of reached 3,883
cars. This represents an increase of 13%
compared with the first quarter, and an
increase by 7% compared with the
corresponding quarter of last year. One-
half of wvehicles registered during the
second quarter year are second-hand, and
the other half is new imported directly
from abroad.

< Hotel activity: The number of hotels
operating in the West Bank reached 107
hotels at the end of the second quarter
compared with 101 hotels at the end of the
first quarter. The total number of hotel
guests in the West Bank reached 153,085
guests, spending 376,848  nights.
Compared with the second quarter of the
year 2012, the number of guests decreased
by about 4%, but it increased by 27%
compared with the previous quarter.

Prices and Purchasing Power: the consumer
price index declined by 0.40% during the
second quarter of 2013 compared to the first
quarter. In comparison, the index of wholesale
prices decreased by 0.22% over the same
period. The purchasing power of the US dollar
declined by 1.59% compared with the previous
quarter, and this is about the same decline in
the purchasing power of the Jordanian dinar
since the dinar is linked at a fixed rate with the
dollar.

The Trade Balance and Balance of
Payments: Total deficit in Trade Balance was
$971 million in the second quarter. Deficit in
the Current Account balance (Balance of
Payments) reached $595 million, which is
higher by $355.5 m than the deficit in the
previous quarter. The Current Account balance
deficit was financed by the surplus in the
Capital and Financial Account, which
provided $647 m.

Net Capital Outflow and External Debt,
2012: Preliminary reporting from the PCBS
and PMA indicates that net foreign investment
and capital flow in the WBG amounted to
about $ 667 m in 2012. This is the net position
of the WBG’s with regard to foreign assets
and liabilities, and it means that the Palestinian
economy has invested/deposited more outside
Palestine than what has been deposited and
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invested inside Palestine by $667 million.
Total assets invested and deposited abroad was
$5,262 m. However, only 4.4% of this was in
form of investment, and 70% in form of
deposits of banks operating in the WBG. Total
foreign liabilities amounted to $4,595 m
during 2012, of which about 51% was in form
of foreign direct investment (FDI) in Palestine.
The external debt stock of WBG reached
$1,601m at the end of the year. 68.5% of this
debt was public debt and 27.7% was for the
banking sector.

Box topics- The current issue of the Economic
and Social Monitor includes thirteen boxes
addressing  various  sociopolitical  and
economic topics of special relevance to
Palestine. A summary of the content of these
boxes are provided below:

The World Bank: Access to Area ‘C’ Can
Lead to 35% Growth: This box reviews the
findings of a World Bank report which
assesses the losses to the Palestinian economy
from the restrictions imposed by Israel on area
‘C’ in the West Bank. The report concludes
that removing the restrictions could increase
the GDP of the Palestinian territory by $3.4
billion annually. The report divides the
potential benefits the Palestinian economy
could achieve from having access to area ‘C’
into direct and indirect gains. The report
presents the direct gains in six sectors:

agriculture, Dead Sea minerals, quarries,
construction, tourism, and
telecommunications. The box focuses on

reviewing the methods applied by the report to
estimate the potential gains in various sectors.

How did the USA’s GDP Increased by 3.6 %
in One Hour? In the first week of August
2013, the United States’ GDP suddenly
increased by $560 Billion, which is equivalent
to a 3.6% growth. But the increase was a result
of redefining the GDP rather than due to real
growth. The United Nations has recommended
since 2008 the inclusion of ‘creative activities’
and spending on R & D in the investment
accounts of the GDP. Therefore, the US’s
Bureau of Economic Analysis added in 2013 a
new item under the GDP called ‘Products of
Intellectual Property’ whereby future incomes
generated R&D and art works are registered.
As a result, the US GDP grew by 3.6% in one
stroke.



Sharp Decline in Israel’s ‘Natural’ Rate of
Unemployment: This box reviews a study
published by the research center of the Bank
of Israel aiming to measure the changes in
Israel’s ‘natural’ rate of unemployment in
recent decades. The NRU is the
unemployment rate that is associated with a
stable inflation rate. According to the study,
the NRU has declined from 13% to 7% (i.e.
decline by 46%) during 1992-2011. The study
concludes that a decline of actual
unemployment rate by 1 % below the NRU
leads to an increase in the inflation rate by a
quarter percent. This implies that changes in
the NRU are important to explain the rise and
fall in the inflation rate.

Surveying the Economic and Social
Conditions of Palestinian Refugees in
Lebanon: The United Nations Relief and
Works Agency (UNRWA) in collaboration
with the American University in Beirut
conducted a social and economic survey on the
Palestinian refugees in Lebanon in 2010. This
box presents the main results of the survey
with regards to the demographic dimension,
poverty spread, housing  conditions,
employment, education, food security and
health.

The PA’s Revenues and Expenditures are
off course with the Plan: The IMF issued in
September its biannual report to the Ad Hoc
Liaison Committee, the international body that
supervise and coordinate international aid to
the Palestinian National Authority. The current
box discusses a section of the IMF report
which assesses the actual performance of the
PA’s budget. The report concludes that the
actual budget performance during the first nine
months of the year does not comply with the
plan, and that the budget will fail in achieving
most of the targets that were formulated at the
beginning of the year, 2013.

The Efficiency of Educational Systems in
MENA Countries: The box reviews the
findings of a World Bank’s study regarding
the educational systems in the MENA
countries. The Bank’s experts formulated an
index that measured the achievements of
educational systems with regard to ‘access’,
‘equality’, ‘quality’ and ‘efficiency’ in the
MENA countries and at the three stages of
elementary school, secondary school and high

school. The report’s findings exhibited
considerable differences in the outcomes of
the educational systems in various countries
whereby Jordan and Kuwait came on top of
the list, Yemen and Djibouti at the bottom,
while the West Bank and Gaza Strip mediated
those extremes.

93% of Banks Depositors are Secured: At
May, 2013, the Palestinian President, signed a
resolution act whereby The Palestinian
Deposit Insurance corporation would be
established. This institution aims to protect
and compensate depositors' money in case of
bankruptcy with the banks licensed by the
Palestine Monetary Authority, where the
coverage ceiling was determined to be ten
thousand dollars for each account. The
Palestine Monetary  Authority  statistics
indicated that the institution will cover about
93% of depositors in the Palestinian banking
system during the launching phase.

The Business Cycle Index in the Palestinian
Territory: This box presents the new
Business Cycle Index that the Palestine
Monetary Authority, in cooperation with the
Palestinian Federation of Industries, has
recently formulated. This is a monthly index
that measures the overall trend of economic
activity, based on actual as well as expected
changes in output, employment, prices and
other variables. The index provides a quick
indication of the changes in the economic
conditions and trends long before the more
accurate statistical data releases by statistical
authority. The index is based on answers and
expectations of a representative sample of
business people and companies in ten
industrial sub-sectors in the West Bank and the
Gaza Strip.

$43 Million PIF Profit in 2012: The box
reviews the key points in the 2012 annual
report of the Palestine Investment Fund, the
sovereign fund of the Palestinian Authority.
The report tracks the performance of the Fund
on the financial, economic and institutional
building fronts. The box cites that the Fund’s
assets amounted to ca. $783 million in 2012.
The Fund’s investment within Palestine has
increased to about 84% of its total investments
in 2012 compared with 80% in 2011. The
Fund transferred $30 million to the PA as a
down payment of its 2012 profits.



1,200 tons of Olive Oil are Lost in Every
‘good’ year: This box reviews a study
released by the Palestinian National Center
for Agricultural Research which addresses the
quantity and value of olive oil wasted in olive
presses in the West Bank. The study shows
that 75% of olive presses in the West Bank
suffer from oil loss that exceeds 10%. The
study estimates the lost oil to be about 1,200
tons in the ‘good’ olive year (al-Masyya year)
with a value of NIS 20 Million. The study
shows that the reasons behind this relatively
high loss is due to poor maintenance of the
machines, lack of skills, as well as the
payment methods that does not provide
enough incentives for press owners to improve
the pressing efficiency.

The PCBS Considers a New methodology
for the CPI in Palestine: The Palestinian
Central Bureau of Statistics issues periodically
the consumer prices index. The CPI is one of
the most important economic indices because
it measures the rate of change of prices
(inflation rate). The PCBS is considering
currently updating the methodology of
calculating the CPI index in the Palestinian
territories in general and in the three sub-
regions (the West Bank, Gaza Strip and East
Jerusalem) in particular. This modification
will replace the base year from 2004 to 2010
and will focus on three areas: reconsidering
the types of goods included in the consumer’s
basket, changing the weights given to various
goods and services groups (to be in line with
the results of latest household surveys) and
finally adjusting the ways for calculating the
averages of the separate figures in the three
different regions. This box reviews the
modification proposal and their implications
on the resulting overall inflation rates.

vi

The QIZ Agreements: Gains and Losses:
The box discusses the new developments of
the Qualified Industrial Zones agreements
signed between the US on one hand and Egypt
and Jordan on the other. The QIZ agreement
allows Egyptian and Jordanian goods to enter
the US market without customs or quotas
provided that they contain an Israeli
component of at least 11.7% (the component
was later reduced to 10.5%). Egypt has signed
this agreement with the US following a similar
agreement between the US and Jordan after
the Israeli-Jordanian peace treaty. Currently,
Egypt is attempting to renegotiate its QIZ
agreement in order to reduce the Israeli
component to 8% and to increase the number
of qualified industrial zones which benefit
from the agreement from four into seven. The
box also reviews the findings of a
comprehensive study which assesses the
positive and negative implications of the QIZ
agreements on Egyptian and Jordanian
industries and economies.

Israel’s Military Exports: $7.5 billion in
2012: This box focuses on the Israeli war
materiel exports, which amounted to $7.5
billion in 2012 which is 30% higher than in
2011. Most of these exports went to countries
in Asia, especially to the former Soviet Union
countries. Much of the exported military
equipment in 2012 consisted of air defense
systems and missiles accounting for 25% of
the overall value.



1. GDP

During the second quarter of 2013, GDP
increased by 7.9%. However, GDP growth
compared to the same period in 2012, which is
a more accurate measure of growth given the
seasonal variations in economic activities
throughout the year, was only 1.2%. On the

other hand, GDP per capita (growth rate of
total GDP minus the rate of growth of
population) rose by 7.1% compared to the
previous quarter and declined by 1.8%
compared to the corresponding quarter of the
previous year.

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

. 2012 2013
Indicator
Q1 Q2 Q3 Q4 Q1 Q2

GDP ($ millions) 1,601.7 1,754.5 1,707.9 1,733.2 1,644.8 1,775.4
West Bank 1,187.8 1,283.8 1,256.1 1,302.8 1,180.4 1,288.1
Gaza 4139 470.7 451.8 4304 4644 4873
GDP per capita (US $)  400.2 4352 4204 4235 398.9 4274
West Bank 4994  536.1 521.0 536.8  483.1 523.6
Gaza 255.0 2875 273.6 2584 2764  287.6

Source: Palestinian Central Bureau of Statistics (PCBS)2013, National Accounts Statistics,
Ramallah-Palestine.
* Data do not include the part of the Jerusalem governorate forcefully annexed by Israel
following its occupation of the West Bank in 1967.

The contributions of sectors to GDP in Q2
2013 (compared to the corresponding quarter
of 2012) reveals that the manufacturing
sector's share grew by 11.5% while growth in
the construction sector rose only by 5.1%.

Agriculture and wholesale both declined
whereas the services and public administration
sector retained a dominant share, both
claiming a combined share of more than 30%
of GDP (See Table 1-2).

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

. . . 2012 2013
Economic activity

Q1 Q2 Q3 Q4 Q1 Q2
Agriculture, forestry and fishing 44 51 43 57 39 44
Mining, manufacturing, water and electricity 11.8 11.8 12.1 11.9 123 13.0
Mining and quarrying 08 07 07 06 06 038
Manufacturing 94 96 98 99 99 107
Electricity, gas, steam and air conditioning 1.5 14 15 13 16 14
X;;ng Ztggég&sgzgfrgggtact1v1t1es and waste 01 01 01 01 02 o1
Construction 129 156 145 13.1 158 164
ZY;":;’;?(‘; fy‘é:;a“ LTSRS I B BRG] REE) EEA BERE NEN
Transport and storage 20 19 1.8 1.6 19 21
Financial and insurance activities 33 31 32 33 35 33
Information and communication 70 67 71 68 65 63
Services 20.6 19.1 189 21.6 19.7 19.9
Accommodation and food services 06 07 07 07 06 08
Real Estate and Renting 43 36 40 46 36 39
Professional, scientific and technical activities 1.1 10 09 13 1.1 1.0
Administrative and support services 06 05 07 05 06 0.6



Economic activity

Education

Health and social work

Arts, recreation and leisure

Other services

Public administration and defense
Home services

Financial intermediation services indirectly
measured

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

2012 2013
QL Q2 Q3 Q4 Q1 Q2
80 78 71 84 80 79
37 35 33 40 39 37
06 05 06 05 03 03
17 15 16 16 16 1.7

12.1 11.6 122 11.6 124 114

01 01 01 01 01 0.1

25 23 24 -25 -27 -26

60 53 61 62 62 59
79 80 82 69 73 6.7
100 100 100 100 100 100

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

Palestine.

All data are preliminary and thus subject to further revision.
* Data do not include the part of Jerusalem governorate forcefully annexed by Israel following its

occupation of the West Bank in 1967.

Table 1-3 shows expenditure on major items
of GDP during 2012 and the 1% and 2™
quarters of 2013. The table features the basic
national accounts formula: Private

consumption+  investment+  government
consumption+ exports -imports =GDP
(GDP=C+I1+G+X-M).

Figures for Q2 2013 are shown below
(in billions of US dollars):

Billions ($)
Private consumption 1.7
Investment (capital formation) 0.3
Government consumption 0.5
Exports 0.3
Imports (-) (1.0)
GDP 1.8

Several points can be concluded from Table
1-3:

< Final consumption expenditure in Palestine
during Q2 2013 outweighed gross
domestic  product by 25.3%. The
distribution  of  final = consumption
expenditure was as follows: 74.5% for
household  consumption, 23.6%  for
government final consumption
expenditures and 1.9% for final
consumption expenditure of non-profit
organizations that serve households.

< The final consumption of households rose
by 3.5% compared to the previous quarter.

<&

This coincided with a drop of about 3.1%
in final  government consumption
expenditures and a decline of 39.1% in
final consumption expenditures of non-
profit organizations during the same
period.

Gross capital formation fell by 11.8%
compared to the corresponding quarter of
2012.

Exports of goods and services rose by 12%
compared to the corresponding quarter of
the previous year.

Imports of goods and services fell by 0.8%
during the same period.



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

(millions of dollars)

2012 2013

Q1 Q2 Q3 Q4 Q1 Q2

Final consumption expenditure 2,125.5 2213.6 22230 2,162.0 2,0604 2,225.0
Household final consumption expenditure 1,602.5 1,602.6 1,679.7 1,552.0 1,534.4 1,657.9

Government final consumption expenditure  464.1 5419  486.1 535.0 485.7 525.0

Final consumption expenditure of non-profit
organizations serving households Non-profit ~ 58.9 69.1 57.2 75.0 40.3 42.1
organizations serving households

Item

Gross capital formation 232.0 2974 2649 2797 2312 2622
Gross fixed capital formation 2927 386.1 341.6 3326 2994  360.6
Buildings 237.6 3251 2820 2761 2431 298.6
Non-buildings 55.1 61.0 59.6 56.5 56.3 62.0
Changes in inventories -60.7 -887 767 -529  -682 984
Net precious property 0.0 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 -711.8
Exports 2237 3029 2795 2842 3162 3392
Commodity 1454 2221 1931 1999 2442 2643
Services 78.3 80.8 86.4 84.3 72.0 74.9
Imports 979.5 11,0594 1,059.5 9927 963.0 1,051.0
Commodity 846.6 9168 919.1 857.4 8383 918.1
Services 1329 1426 1404 1353 1247 1329
GDP 1,601.7 1,7545 1,707.9 1,7332 1,644.8 1,775.4

Source: Palestinian Central Bureau of Statistics2013, National Accounts Statistics, Ramallah - Palestine.

All data are preliminary and thus subject to further revision.

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

Textbox 1: World Bank: The total potential value added from alleviating today's
restrictions on Area C is likely to amount to 35 percent of Palestinian GDP

In a report released in early October 2013, the World Bank measured the loss incurred to the Palestinian
economy as a result of restrictions placed by the Israeli occupation on 'Area C' in the West Bank'. The report
found that alleviating these restrictions could increase value-added by 3.4 billion dollars a year (a sum
equivalent to 35% of GDP in 2011).

The report specifically described both direct and indirect benefits from access and presented the sum of
direct benefits in six key sectors:

Agriculture: Given the average value of production per irrigated (2,708 dollars) and rain-fed dunum (187
dollars), and that arable land in Area C (excluding the land that falls under the control of Israeli settlements,
which can be farmed more than once a year) consists of a total 1148 thousand dunums (of which 394
thousand dunums can be irrigated), the report found that the potential value of agricultural output in Area C
could amount to US $1,209 billion. When deducting the value of current output in that area (316 million
dollars) and converting the value of production to value-added (78% of the value of production), the
alleviation of restrictions on Area C could deliver an additional US $704 million in value added to the
Palestinian economy - equivalent to 7 percent of GDP (see Table 1).

Dead Sea Resources: The report confirms that if Dead Sea resources could be exploited (principally large
deposits of potash and bromine), the Palestinian economy could expect an annual income of roughly US
$918 million. The World Bank based its estimation on the average value added that Jordan and Israel derive
from exploiting these minerals(US $350 million and US $943 million, respectively), which amounts to US

! http://www.worldbank.org/en/news/press-release/2013/10/07/palestinians-access-area-c-economic-recovery-sustainable-growth




$646 million. In total, value added could add up to 276 million dollars. The report, however, did not take
into account the potential benefits from manufacturing cosmetics from Dead Sea resources.

Quarries: Area C is also rich in stone, with estimated deposits of some 20,000 dunums of quarry land. If
Israeli restrictions are lifted, this industry could double in size, increasing value added by some US $241
million - adding 2 percent to Palestinian GDP.

Construction: The report found that housing prices in the West Bank have grown much faster than in Gaza
(by 24%). The report attributes this increase to the restrictions on construction in Area C. Assuming that the
elasticity of demand for homes is 21.7%, the report concluded that lifting the tight restrictions on
construction in Area C could increase West Bank construction sector value added by some US $239 million
per annum - or 2 percent of 2011 Palestinian GDP.

Tourism: The report calculated only the potential benefits of tourism activities around the Dead Sea. Given
that the Palestinian Dead Sea coast is about 40 kilometers long, if at least 6 kilometers could be developed
into resorts similar to those in Israel and Jordan, the Palestinian economy would be able to create a value
added of some US $ 126 million per annum.

Telecommunications: Israeli restrictions also put a heavy weight on Palestinian telecommunications
companies. The wireless loss is estimated at 18 million dollars (= population in Areas C is 180 thousand X
the rate of mobile subscribers is 81% X the average annual bill per subscriber is $12.4). Losses resulting
from increased costs and lack of efficiency totaled 21.4 million dollars. In total, removing today's restrictions
on telecommunications would add some US $48 million in value to the sector.

Table 1: Potential benefits generated from lifting today's restrictions on Area C

Increase in value added Increase in GDP- 2011

($ millions) (%)
Direct benefits 2,276 23
Agriculture 704 7
Dead Sea resources 918 9
Quarries 241 2
Construction 239 2
Tourism 126 1
Telecommunications 48 0.5
Indirect benefits (multiplier 50%) 1,138 12
Total 3,414 35
-Impact on PA's fiscal position: taxes to 800 56% reduction in deficit
GDP ratio = 20% 35% increase in
-Impact on employment: Employment employment

flexibility with relation to GDP= 100%

Total direct benefits: The World Bank estimated that the potential additional output from these six sectors
would amount to at least US $ 2.3 billion per annum in value added terms.

Total indirect benefits: Although the report recognized the significance of indirect benefits, it could not
clearly calculate the costs / benefits of removing restrictions (the Israeli detrimental effects on the quality
and cost of infrastructure). However, taking into account the spillover multiplier, or the impact the growth in
a certain sector leaves on other sectors in the economy, the report estimated the value of the spillover
multiplier at about 1.5. This suggests that an increase in direct benefits (2.3 billion dollars) would spur an
actual increase in GDP by about 3.4 billion dollars (= 2.3 *1.5).

Impact on the fiscal position: At the current rate of tax/GDP of 20 percent, the additional tax revenues
associated with such an increase in GDP (3.4 billion dollars) would amount to some US $ 800 million.
Assuming that expenditures remain at the same level when the PA takes control over Area C, the rise in tax
revenues would reduce the current budget deficit by 56%.

Impact on employment and livelihood: Assuming a one-to-one relationship between growth and
employment (an increase in GDP generates an equivalent increase in employment), the report found that a
35 percent increase in GDP would lead to an equivalent increase in employment.




Textbox 2: How did the US GDP increased by 3.6 % in one go?

In the first week of August 2013, the United States GDP saw a sudden increase by 560 billion dollars or
sudden growth by 3.6%. What is the secret behind this sudden growth? The answer is simple: The United
States has changed the way it measures its GDP.

The history of GDP started with the 1929-1932 global economic depression. In combating the recession
American policy-makers required then a measurement to tell them the success or failure of their policies. A
crude index was invented then to reveal the health of the economy. The index included only the value of
industrial production and the stock prices.

Few years later, American economist Simon Kuznets proposed a theoretical framework and methodology for
deriving several metric indicators for the size and performance of the US economy, including the GDP.
After few other years, Richard Stone developed a similar system for Britain, and this system was adopted by
the UN in 1947 as the first “System of National Accounts” (SNA). The SNA became the basis of the
international standards for measuring economic development, productivity and growth worldwide.

GDP measures a country's total value of production within the economic boundaries of that country and
during a certain period. This measurement requires precise definition of two things: what to measure and
how to measure it; i.e. which economic activities should be taken into account in the calculation of gross
domestic product and what are the activities that should be overlooked? Then, even when agreement on the
activities in reached, the question that remains is whether it is possible to estimate the value of these
activities with reasonable accuracy? The difficulties of measuring the values of some activities forced the
SNA, in many cases, to make compromises in order to arrive at practical solutions, even at the expense of
theoretical principles.

For example, economists have long thought of spending on research and development or on making artwork
(production of novels, movies, paintings, etc.) as types of investment (a component of GDP). These
activities create things that are like assets. Assets are all what give rise to a future stream of income.
Spending on research and development or artwork is an investment because they generate future revenues
(copyrights, royalties, patents and trademarks). However, the previous SNA system, set up in 1993, put such
spending outside assets creation, simply because they are too difficult to measure. Thus they were not
included into the GDP calculation, though they were theoretically dubbed as significant and important
component of investment.

However, in 2008 the UN's committee in charge of reviewing and developing the SNA system
recommended that countries include spending on creative activities in investment accounts (i.e. in GDP). A
new investment class called “intellectual-property products” has been added by the US’s Bureau of
Economic Analysis (BEA). Under this new item the value of R&D and artwork investment are estimated on
bases of the future income that they would generate in the future. This simply raised the United States GDP
at one fell swoop.

Canada was the first country to include spending on R&D in its national accounts- starting this in 2012.
Australia and the United States followed Canada's steps. Israel adoption of this system in September 2012
raised its GDP by 7%. It is expected that a large number of countries, including the European Union, will
modify their accounts this way in 2014.

However, the GDP is still far from perfect. One significant problem is how to treat goods and services that
are produced and consumed at home without going through the marketplace. The SNA recognizes that all
goods produced and consumed at home should be included in GDP. The reason is straightforward: home-
grown vegetables can in principle be sold in the market and obtain measurable price/value. But what about
home services, such as cleaning, cooking and caring for relatives? The SNA system excludes these from
GDP, despite the fact that these services can, in principle, be traded and have measurable market values.

2 The information in this Textbox is retreved from http://www.economist.com/news/finance-and-economics/21582498-america-has-

changed-way-it-measures-gdp-boundary-problems
http://www.haaretz.com/business/cost-of-living-in-israel/.premium-1.546248

3




2. The labor market

2.1 Labor force and participation rates

During the second quarter of 2013, the
participation rate (i.e. the ratio of the
employed and the unemployed to those of
working age) in the West Bank and Gaza Strip
stood at 43% compared with 43.4% in the
previous quarter and 43.6% in the
corresponding quarter of 2012. Table 2-1

demonstrates a continuing disparity between
the West Bank and Gaza Strip in regards to the
participation rate (44.4% in the West Bank and
40.4% in the Gaza Strip). This disparity is
heavily influenced by the low rate of female
participation in Gaza compared to the West
Bank (15.4% compared to17.3%).

Table 2-1: Percent of labor force participation for individuals 15 years and above
in the West Bank and the Gaza Strip by Region and Sex between 2011 and Q2 2013

(%)

Region & Sex Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013
Males and Females

West Bank 454 454 452 46.1 45.5 45.0 44 .4
Gaza 39.9 40.3 40.4 40.0 40.1 40.5 40.4
West Bank & Gaza 43.4 43.6 43.4 43.9 43.6 43.4 43.0
Males
West Bank 70.8 71.5 71.4 72.0 71.4 71.3 70.9
Gaza 65.5 65.1 65.0 64.4 65.0 65.0 64.8
West Bank & Gaza 68.9 69.2 69.1 69.2 69.1 69.0 68.7
Females
West Bank 19.3 18.6 18.2 19.5 18.9 18.0 17.3
Gaza 13.7 14.9 15.2 15.1 14.7 15.4 15.4
West Bank & Gaza 17.3 17.3 17.1 17.9 17.4 17.1 16.6

Source :Palestinian Central Bureau of Statistics2013, Labor Force Survey, 2011-2013- Ramallah,

Palestine.

Quarterly data display a 4.4% growth in the
number of workers in the West Bank and the
Gaza Strip from 862 thousand in the first
quarter of 2013 to 900 thousand in the second
quarter 2013. Although the employment rate
rose by 2.6%compared to the corresponding

quarter of the previous year the difference was
mainly due to a rise in the number of unpaid
family members (see Table 2-4). By place of
work, 58.3% of the employment was reported
in the West Bank, 31% in Gaza and 10.7% in
Israel and the settlements (see Table 2-2).

Table 2-2: Individuals 15 years and above, working in Palestine-
By Place of Work 2011- Q2 2013

Place of work Q1 Q2
2012 2012
Man power (in thousands) 2,523 2,546
Work force 1,095 1,109
No. of workers (in thousands) 834 877
West Bank (%) 60.9 60.5
Gaza Strip (%) 29.9 30.3
Israel & the Settlements (%) 9.2 9.2

Q- Q4 5, Q- Q2
2012 2012 2013 2013

2,569 2,592 2,557 2,615 2,638
1,116 1,137 1,114 1,134 1,133
845 877 858 862 900
594 61.0 604 585 583
30.2 29.0 299 307 31.0
10.4 9.9 9.7 10.8 10.7

Source: Palestinian Central Bureau of Statistics2013, Labor Force Survey, 2011-2013- Ramallah,

Palestine.

Table 2-3 reveals that the private sector was
the main employer of Palestinian labor in the

West Bank during Q2 2013, 66.4% of the total
employees. In the same period, the public



sector's share was barely 16.4%. In Gaza, the
main employer was the public sector, hiring
more than one third of workers. However, the

number of workers in the public sector in Gaza
fell from 39.3% during the first quarter 2013
to 36.2% in the second quarter 2013.

Table 2-3: Individuals 15 years and above, working in Palestine-
By Region and Sector 2011 - Q2 2013 (%)

Sector sl e | e 72 el
Palestine
Public sector 23.1 219 229 228 226 23.6 22.5
Private sector 642 656 63.6 645 645 624 63.6
Other sectors 3.5 33 3.1 2.8 3.2 3.2 32
Israel & the Settlements 9.2 9.2 104 99 97 108 10.7
Total 100 100 100 100 100 100 100
West Bank
Public sector 163 149 163 157 158 16.6 16.4
Private sector 68.5 70.0 669 68.6 685 66.1 66.4
Other sectors 20 20 19 17 19 1.7 1.7
Israel & the Settlements 13.2 13.1 149 14.0 13.8 15.6 15.5
Total 100 100 100 100 100 100 100
Gaza
Public sector 39.1 379 38.0 40.1 38.8 393 36.2
Private sector 540 557 56.0 543 550 542 57.3
Other sectors 69 64 60 56 62 65 6.5
Total 100 100 100 100 100 100 100

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

Ramallah, Palestine.

With regard to the employment status of
workers, the data show an increase in the share
of unpaid family members in Q2 2013
compared to Q1 but a decline by 2 percentage
points from the corresponding quarter of 2012
(see Table 2-4). On the one hand, the share of
wage earners took a reversed trend, decreasing

between successive quarters and increasing
between corresponding quarters. On the other
hand, the share of self-employed in both the
Gaza Strip and the West Bank in Q2 2013 saw
some growth compared to the previous
quarter.

Table2-4: Percentage distribution of workers in Palestine-
by Employment Status and Region 2011 — Q2 2013 (%)

Employment

StainsondlRegion Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013

West Bank

Employer 7.6 7.2 7.5 8.0 7.6 7.5 7.1

Self-employed 19.7 19.0 18.2 17.7 18.7 17.5 18.4

Wage earner 63.2 63.1 65.0 64.2 63.9 67.6 65.8

Unpaid family member 9.5 10.7 9.3 10.1 9.8 7.4 8.7

Total 100 100 100 100 100 100 100
Gaza Strip

Employer 2.9 3.2 5.0 3.5 3.7 33 4.2

Self-employed 16.5 15.5 17.9 14.1 16.0 15.8 16.3

Wage earner 74.4 74.2 70.7 77.0 74.1 75.1 72.9



Employment
Statusand Region

Q12012 Q22012 Q32012 Q42012 2012

Q12013 Q22013

Unpaid family member 6.2 7.1 6.4 5.4 6.2 5.8 6.6
Total 100 100 100 100 100 100 100
Palestine
Employer 6.2 6.0 6.7 6.7 6.4 6.2 6.2
Self-employed 18.8 18.0 18.1 16.6 17.9 17.0 17.8
Wage earner 66.5 66.5 66.8 67.9 66.9 69.9 68.0
Unpaid family member 8.5 9.5 8.4 8.8 8.8 6.9 8.0
Total 100 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics2013, Labor Force Survey, 2011-2013- Ramallah, Palestine.

According to quarterly data, Q2 2013 saw a
significant change in the distribution of
workers by economic activity compared to Q1.
However, the rates remained almost
unchanged compared to Q2 2012 (see Table 2-
5). In the services sector, for example, there
was a decline of more than one percentage
point compared to the previous quarter; yet
this sector maintained the same share it held in

the  corresponding quarter of  2012.
Agriculture, fishing and forestry sector, on the
other hand, held 11.2%, up from 9.6% in the
previous quarter. And the share of quarrying
and manufacturing in labor declined from
13.5% in Q1 to 12.3% in Q2 of 2013. The
services sector remained the main employer in
Gaza, with a share of 50% compared to only
28% in the West Bank.

Table 2-5: Percentage distribution of workers in Palestine—
by Economic Activity and Region, 2011 — Q2 2013 (%)

Region & Economic Activity 2‘311 ) 2‘312 ) 2‘33 ) 2‘3: ) 2012 2(3113 2(312 3
Palestine
Agriculture, fishing and forestry 10.5 127 103 123 115 9.6 11.2
Quarries and manufacturing 122 117 113 125 119 135 123
Building and construction 13,5 147 153 139 144 15.0 15.7
Trade, restaurants and hotels 20.1 19.7 199 188 196 185 19.0
Transport, storage and communications 6.6 63 68 62 65 67 6.6
Services and others 37.1 349 364 363 36.1 36.7 352
Total 100 100 100 100 100 100 100
West Bank
Agriculture, fishing and forestry 114 144 114 139 128 103 122
Quarries and manufacturing 149 144 141 154 147 168 15.2
Building and construction 164 174 18.0 17.0 172 18.6 18.9
Trade, restaurants and hotels 214 204 209 194 205 19.0 19.3
Transport, storage and communications 5.6 5.9 5.7 53 5.6 5.7 6.0
Services and others 303 275 299 29.0 292 29.6 284
Total 100 100 100 100 100 100 100
Gaza Strip

Agriculture, fishing and forestry 84 &89 78 83 84 82 92
Quarries and manufacturing 59 54 46 55 54 62 57
Building and construction 6.7 &7 90 63 77 69 8.7
Trade, restaurants and hotels 169 18.1 176 172 175 173 183
Transport, storage and communications 89 73 93 84 84 89 7.9
Services and others 532 51.6 51.7 543 526 525 50.2
Total 100 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics2013, Labor Force Survey, 2011-2013- Ramallah,

Palestine.



2.2 Unemployment

The unemployment rate in Q2 2013 stood at from Q1, but a slight rise over Q2 2012 (see
20.6% (16.8% in the West Bank and 27.9% in Table 2-6).
the Gaza Strip), a 3-percentage point decline

Table 2-6: Unemployment rate among individuals participating in the labor
force(15 years and above) in Palestine- by Region and Sex: 2011 — Q2 2013

(%)
Region & Sex Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013
Palestine
Males 22.0 18.8 20.7 20.7 20.5 21.2 17.6
Females 31.5 29.5 39.0 31.7 32.9 353 33.6
Total 23.9 20.9 24.3 22.9 23.0 23.9 20.6
West Bank
Males 18.6 16.1 17.9 16.7 17.3 18.6 14.9
Females 25.5 21.4 30.1 24 .4 25.3 27.4 25.1
Total 20.1 17.1 20.4 18.3 19.0 20.3 16.8
Gaza Strip
Males 28.4 24.1 26.0 28.5 26.8 26.3 22.7
Females 46.5 47.2 57.7 48.3 50.1 51.6 50.4
Total 31.5 28.4 31.9 32.2 31.0 31.0 27.9

Source: Palestinian Central Bureau of Statistics2013, Labor Force Survey, 2011-2013- Ramallah,
Palestine.

Palestinian unemployment has the following <+ Concentrated among the most educated
characteristics during Q2 2013: females: the unemployment rate among
females with 13 years of schooling and

<+ Unemployment is high among youth: 37% over reached 45.2% during Q2 2013 (up
of those aged 15-24 years are unemployed from 42.6% in Q2 2012) compared to a

(65.2% among young females and 32.4%
among young males), which suggests that
a large proportion of the unemployed are
new entrant to the labor market. In Q2
2012 the unemployment rate among young
people was 34.3% (see Table 2-7).

quite low unemployment rate among the
uneducated female population who has
recently entered the labor market. The
picture is the opposite for males: the more
years of education, the less the
unemployment rate (see Table 2-8).

Table 2-7: Unemployment rate among individuals participating
in the labor force (15 years and over) in Palestine-
by Sex and Age Group: 2011 — Q2 2013
(%)
Age Group Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013
Males & Females

15-24 40.4 34.3 42.2 38.4 38.8 40.9 37.0
25-34 24.8 23.9 25.6 25.0 24.9 25.2 22.0
35-44 13.7 10.5 12.5 12.0 12.2 13.1 114
45-54 14.5 12.2 13.6 12.8 13.3 14.5 10.0
55+ 10.9 7.7 8.1 10.2 9.2 9.9 6.8
Total 23.9 20.9 24.3 22.9 23.0 239 20.6
Males
15-24 36.9 30.5 36.3 34.5 34.5 36.9 324
25-34 20.2 18.9 18.6 19.2 19.2 18.1 14.9



Age Group Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013
35-44 13.9 10.5 11.4 12.3 12.0 12.8 11.0
45-54 16.0 13.7 15.2 14.6 14.9 16.8 10.9

55+ 13.2 9.5 9.2 12.8 11.1 11.5 8.1
Total 22.0 18.8 20.7 20.7 20.5 21.2 17.6
Females
15-24 58.1 56.1 73.8 60.2 62.2 64.4 65.2
25-34 40.2 41.0 48.1 43.6 43.3 48.1 45.8
35-44 12.8 10.6 17.0 11.1 12.8 14.3 12.9
45-54 7.1 5.7 6.3 52 6.0 4.1 6.1
55+ 0.7 1.3 2.7 0.7 1.3 2.2 -
Total 31.5 29.5 39.0 31.7 32.9 353 33.6

Source: PCBS 2013: Data base of Labor Force Survey: 2011-2013. Ramallah, Palestine.

Table 2-8: Unemployment rate among individuals participating in the
labor force (15 years and over) in Palestine-
by Sex and Years of Schooling 2011 — Q2 2013

(%)

Years of
cx o Q12012 Q22012 Q32012 Q42012 2012 Q12013 Q22013
Males & Females
0 4.6 7.9 12.0 13.7 9.4 18.5 6.2
1-6 24.8 18.5 18.8 20.5 20.6 213 15.7
7-9 23.1 19.6 22.5 22.1 21.8 21.8 19.5
10-12 22.1 18.2 21.4 20.9 20.7  21.6 18.6
13+ 26.2 25.5 29.8 26.3 27.0 283 25.0
Total 23.9 20.9 24.3 22.9 23.0 239 20.6
Males
0 6.9 17.6 22.4 27.4 182 262 14.1
1-6 27.6 21.5 21.3 22.5 23.3 24.3 17.5
7-9 24.6 20.8 23.6 23.7 232 232 20.4
10-12 22.5 18.9 21.5 21.5 21.1 22.0 18.9
13+ 16.6 15.6 16.9 16.2 16.3 17.1 13.3
Total 22.0 18.8 20.7 20.7 205  21.2 17.6
Females

0 2.2 1.3 1.2 1.7 1.6 10.9 -
1-6 4.2 1.9 1.8 5.3 3.2 2.6 3.6
7-9 6.9 6.9 8.9 6.4 7.2 5.1 9.7
10-12 19.0 11.4 20.8 15.3 16.5 16.9 15.2
13+ 42.0 42.6 50.9 42.7 446  46.7 452
Total 31.5 29.5 39.0 31.7 329 353 33.6

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

Ramallah, Palestine.

2.3 Unemployment among graduates of universities and high institutes

Table 2-9 presents unemployment rates among
individuals with intermediate or higher
diplomas (by major). The second quarter of
2013 saw an increase in unemployment rates
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among degree holders compared to the
corresponding quarter of 2012. Unemployment
among those who obtained a degree in law
was the lowest, with a 7.6% unemployment



rate (i.e. for every one hundred graduates,
there were 8 without a job) while those with a
degree in educational sciences and teacher

preparation was highest (about 44.5% during
the second quarter of 2013).

Table 2-9: Unemployed graduates (with an intermediate
diploma and above) by Major: Q2 2012 & Qs 1 and 2 2013

Major Q2 2012

Educational sciences &

(%)
Q12013 Q22013

Employed Unemployed Employed Unemployed Employed Unemployed
preparation of teachers 60.7 39.3 58.8 41.2 55.5 44.5
Humanities 70.5 29.5 67.7 32.3 71.8 28.2
Soctal and behavioral 70.8 292 63.0 37.0 702 29.8
Journalism and media 58.8 41.2 67.3 32.7 63 37.0
Business and administration 74.1 25.9 73.1 26.9 76.2 23.8
Law 77.1 22.9 91.5 8.5 92.4 7.6
Natural sciences 82.5 17.5 67.6 324 73.5 26.5
Math and statistics 74.5 25.5 78.6 21.4 75.3 24.7
Computer 71 29.0 67.9 32.1 65.3 34.7
Engineering and engineering ;¢ 233 78.1 219 82.9 17.1
professions
Architecture and construction 88.1 11.9 76.0 24.0 87.6 12.4
Health 80.3 19.7 78.2 21.8 79.7 20.3
Personal services 82.7 17.3 - - 71.9 28.1
Others 75.1 24.9 69.9 30.1 76.1 23.9
Total 72.8 27.2 70.0 30.0 72.9 27.1

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

2.4 Wages and working hours

The average daily wage for West Bank
workers experienced a 0.2% drop in Q2
compared to Q1 2013. Likewise, average wage
of workers in Gaza dropped by 3.1%. On the
contrary, those working in Israel and the
settlements witnessed a 2.7% rise in their daily
wage. In comparison with Q2 2012, the
average daily wage in the West Bank and
Israel & the settlements grew by 1.4%, while
that of Gaza's workers fell by 1.7%.

The gap between average wages in the West
Bank and Gaza is still relatively wide (the
average wage of Gaza's workers is only 71.3%
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of that in the West Bank). The median daily
wage in Gaza (the wage which 50% of
workers receive higher than it) reflects a
greater disparity between wages in the Gaza
Strip and the West Bank, where the median
daily wage in Gaza is only 65% of the average
daily wage in the West Bank. This continued
disparity reflects the shortage of demand for
labor caused by the Israeli blockade placed on
Gaza. On the other hand, weekly working
hours during Q2 2013 hovered around the
rates reported in previous quarters and years
(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: 2012 - Q2 2013

Pl Average Average monthly  Average Median
ace of work . . .
weekly hours  working days daily wage daily wage
Q12012
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 438 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
Q4 2012
West Bank 431 22.0 88.0 76.9
Gaza Strip 35.9 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
Q12013
West Bank 43.5 22.2 88.8 76.9
Gaza Strip 36.6 233 65.2 50.0
Israel and Settlements 43.5 20.0 167.6 153.8
Total 41.6 22.1 95.7 80.0
Q22013
West Bank 442 22.7 88.6 76.9
Gaza Strip 39.1 23.5 63.2 50.0
Israel and Settlements 43.0 19.9 172.1 153.8
Total 42.6 22.5 95.4 76.9

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

Ramallah, Palestine.
2.5 Vacancy announcements’

The number of vacancies posted in Q2 2013 was
roughly 828, a 7% growth over Q1 but a 24% drop
from Q2 2012 (see Table 2-11). It is worth noting
that in the second quarter of 2013, there were 56
announcements with no specific number of vacant
posts. In addition, the posted vacancies do not
necessarily cover all available job opportunities
though, according to law, all government jobs must
be advertised’.

With 386 vacancy announcements, the NGO
sector accounted for the largest share of job
vacancies advertised in this quarter (47%).
Public and private sector shares of vacancy
announcements reached 44% (361 jobs) and
10% (128 jobs), respectively. Compared to Q1
2013, the share of the private sector in the total
vacancies advertised grew by 3 percentage
points, while that of NGOs declined by 2

MAScollectedjob advertisementsfrom dailynewspapers(Al-Quds,Al-ayyam and Al-Hayah) as well as from thewww.jobs.pswebsite
Articlel9 ofthe Civil Service LawNo. (4)of 1998states thatgovernment departmentsshall announcejob vacanciesinwhich

appointmentsare made by the competent authoritywithin two weeks of vacancy inat least two daily newspapers. The
announcement shall contain detailed information about the joband conditions to be met.



percentage points. The share of the public
sector remained relatively unchanged during
the same period (see table 2-11).

With respect to the distribution of posted
vacancies by region, data show that the central
West Bank accounted for the majority of
vacancies advertised (60%). The share of

Southern West Bank governorates was 14%,
while both the Gaza Strip and Northern West
Bank area claimed 13% of the total posted
vacancies. As for the distribution of vacancies
by the required degree, the bachelor (BA)
degrees were in highest demand (76%) (See
Table 2-11).

Table 2-11: Number of vacancies advertised in daily newspapers
in Palestine during Q1 & Q2 2013, and Q2 2012

Q22012 Q12013

Q22013
April May June Total

By sector
Private sector 533 318 146 110 105 361
Public sector 128 79 17 40 24 81
NGOs 422 376 137 131 118 386

By region
Northern West Bank 160 98 36 41 33 110
Central West Bank 703 477 174 164 160 498
Southern West Bank 125 99 46 44 26 116
Gaze Strip 95 99 44 32 28 104

By degree
MA and above 107 63 16 19 12 47
BA 698 516 243 216 173 632
Intermediate 88 78 14 23 25 62
Diploma
Below Diploma 190 116 27 23 37 87

Total
1,083 773 300 281 247 828

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

In terms of study area, the demand for
administrative and economic sciences was
higher, with a share of advertised vacancies of
37%. Meanwhile, the demand for humanities,
social sciences and applied sciences was 21%

each. = Medical sciences and  other
specializations and professions posted shares
of11% and 10%, respectively. Notably, the
NGOs posted most of the vacancies in the
Gaza Strip (76%)(see Table 2-12).

Table 2-12: Number of vacancies advertised in daily newspapers in Palestine-
by Major, Sector and Region— Q2 2013

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

Medical sciences 9 30 36 1 1 12 89
Humanities and social sciences 9 48 95 1 0 22 175
Applied sciences 23 78 55 1 8 9 174
icil:llcr:stratlve and economic 3] 108 119 4 9 33 304
Other (c_raftsmen, maintenance, > 79 5 0 0 3 36
secretarial work, etc.)

Total 74 343 307 7 18 79 828

Source: MAS collected job advertisements from daily newspapers(Al-Quds, Al-ayyam and Al-Hayah) as

well as from the websitewww.jobs.ps
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Textbox 3: Israel's natural rate of unemployment witnesses sharp decline

The Research Department of the Bank of Israel released in November 2013 a study designed to measure the
change in Israel's natural rate of unemployment rate over the past few decades®’.

The 'natural rate of unemployment' — termed Non-accelerating inflation rate of unemployment (NAIRU) by
the Keynesian School — is that rate of unemployment which is associated with a stable inflation rate’. This
theoretical background of this concept is based on the existence of a negative correlation between the rate of
unemployment in a given country and the accelerated inflation rate in that country: the lower the
unemployment rate, the higher the acceleration in the inflation rate. Proponents of this theory believe that
there is only one unique unemployment rate in every economy whereby the rate of inflation is stable (i.e. one
unemployment rate associating with a stable inflation rate, no matter how high or low this rate is.). In other
words, if the actual rate of unemployment in an economy is less than the natural rate (or less than the
NAIRU), inflation in this economy will accelerate (for example, jumping from 2 to 4 to 8 percent from one
period to another). If, however, the unemployment rate is equal to the natural rate, the inflation rate will be
constant at any given rate in various periods of time. As such, the rate of inflation can be stable only when
the unemployment rate is equal to NAIRU. Thus the question about the actual value of the natural rate of
unemployment is very important

Economists have for long been preoccupied by the task of determining the actual value of the NAIRU. This
rate varies by country and time, depending on the conditions of the labor market (trade unions , the degree of
openness to immigrant labor, the value of social and unemployment subsidies, etc), as well as technological
changes.

The Bank of Israel's study found that the unemployment rate in Israel dropped from 13.5% to 7% between
2004 and 2011 without any noticeable effect on the rate of inflation. This could be due to a decline in the
relative prices of imports (i.e. low or negative imported inflation). The other possibility is a decline in
Israel’s natural rate of unemployment. The study found that these two factors can adequately explain the low
rate of actual inflation in the Israeli economy. The study could assess these two factors quantitatively: An
increase of one percent in the relative price of imported goods raises inflation by a quarter of percent.
Likewise, a negative unemployment gap of one percent (decline of actual unemployment rate by 1% below
the natural rate) increases inflation by a quarter of percent. This suggests that the natural rate of
unemployment, or the structure and dynamics in Israel’s labor market, is important factor in explaining the
stability and decline in inflation rate.

For example, the study arrived at that in 1992 the natural rate of unemployment stood at 13% whiles the
actual unemployment rate of 14.5%. Thus the economy was suffering from deflationary pressures. In 1996
the trend was reversed, the natural rate of unemployment was 9.5%, while the actual employment rate was
only 8%-— suggesting inflationary pressures. In 2004, the opposite trend took place (the natural rate of
unemployment stood at 12.5%, while the actual employment rate climbed to 16.5%). In 2011, the two rates
were at a breakeven point (7%)®.

The study concluded that most of the 6.5% reduction in the actual rate of inflation in Israel between 2004
and 2011 was due to a decline in the natural rate of unemployment (5.5 percentage point out of the 6.5%).
The study pointed out that this decline of the natural rate came partially at least as result of the government
decisions in 2002 and 2003 which resulted in substantial reductions in social and unemployment subsidies.

®  D. Elkayam & A. Ilek (2013): “Estimating the NAIRU for Israel, 1992-2011”. Research Department, Bank of Israel.
Discussion Paper No. 2013.04. http:/www.bankisrael.gov.il/en/Research/DiscussionPapers1/dp1304e.pdf

Keynesians reject calling this rate 'natural because such a designation makes it sound as a ‘fatal’ rate. They argue that this rate can
be influenced by economic policies and is highly changeable.

All figures of unemployment rates are approximate and not a hundred percent accurate.

14




Textbox 4: Socio-economic survey of Palestine refugees in Lebanon

In 2010, the United Nations Relief and Works Agency, in collaboration with the American University of
Beirut, conducted a socio-economic survey on a representative sample of 2,600 Palestinian refugee
households. This European Union-funded initiative describes the living conditions and welfare status of
Palestinian refugees in Lebanon. The main results of the survey are outlined below’:

Demographics

Palestinian refugees residing in Lebanon are roughly 260,000 to 280,000.

Half of the population is under 25 years of age.

The average household size is 4.5.

Average age of Palestinian refugees living in Lebanonis30 years.

Two-thirds of Palestinian refugees live in camps. One-third live in gatherings (mainly in camps’
vicinity).

<~ Around half of refugees live in the south (Tyre and Sidon areas)

e e

Poverty and housing conditions for refugees

< 6.6 per cent are in 'extreme poverty', meaning they cannot meet essential daily food needs (compared to
1.7 per cent among the Lebanese).

< 66.4 percent are in 'poverty', meaning they cannot meet basic food and non-food needs (compared to 35
per cent among the Lebanese).

< More than 81 per cent of all in extreme poverty are in Sidon and Tyre areas. One-third of all those in
poverty live in Tyre area.

< 66 percent of refugee housing suffer from dampness and leakage, producing chronic illnesses among the
population.

< 8 per cent of households live in shelters where roofs and/or walls are made of corrugated iron, wood or
asbestos.

< 8 percent live in overcrowded conditions (more than three people per room).

Employment

< 56 per cent of Palestinians are unemployed.

< Only 38 per cent of the working age population is employed.

< Two-thirds of Palestinians employed in elementary occupations (i.e. street vendors, construction or
agriculture workers) are poor.

< Employment has a small impact on reducing poverty but a large impact on reducing extreme poverty.

Education

< 8 per cent of the Palestinian refugee population of school age (7-15 years old) was not enrolled school in
2010.

< Only 50 per cent of young people of secondary school age (16-18 years old) are enrolled in schools or
vocational training centers.

< 6 per cent of Palestinians hold university degrees (20 per cent for the Lebanese).

< High dropout rates and insufficient skills combined with significant labor market restrictions hamper
refugee ability to find adequate jobs.

< Educational attainment is a good predictor for household socio-economic status and food security.

< Poverty incidence drops to 60.5 per cent when the household head has an above primary educational
attainment while extreme poverty is nearly cut in half.

Food security and health

< 15 per cent of Palestinians are severely food insecure and are in acute need of food assistance.

< 63 per cent describe suffering from food insecurity.

< Unhealthy dietary habits are common: 57 per cent eat sweets frequently and 68 per cent consume
sweetened drinks that increase the burden of chronic diseases.

Chronic illnesses affects close to a third of Palestinian refugees.

All households with a disabled head of household live in extreme poverty.

21 per cent stated that they experience depression, anxiety, or distress.

95 percent of the population lives without medical insurance (UNRWA provides free-of-charge primary
and secondary health care to Palestine refugees in Lebanon).

RIS

9

http://www.unrwa.org/atemplate.php?id=675
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3. Public finance

Financial data indicate a decline in the
revenue side of the Palestinian Authority's
budget during Q2 2013over the previous
quarter, with some improvement compared to
Q2 2012.The most prominent developments in
Q2 2013 are:

<+ Total public revenues and grants (net)
declined by about 33% (to NIS 2.7
billion), primarily due to a 25% decline in
budget-support grants and a drop in tax
and non-tax revenues.

Total public expenditures fell by 2.9% (to
NIS 3 billion) due to a 16% fall in the
wage bill.

The current deficit dropped to NIS 614.2
million (5.8% of GDP, compared to 6.7%
in the previous quarter).

< The outstanding public debt balance
witnessed a significant 6.7% increase
(standing at 8.7 billion shekels, or 20.7%
of GDP)".

Although total domestic revenues grew by
15% compared to Q2 2012, total domestic
revenues declined by 3%. And the 6% drop in
public spending slashed the deficit after grants
(from NIS384 million in the second quarter of
2012 to NIS 284.4 million in the second
quarter of 2013). Table 3-1 summarizes
financial developments in the PNA budget on
a cash basis during Q2 2013.

Table 3-1: Summary of PNA financial position: Q2 2103

Item

Q1
Public revenues and grants (net) 2,911.2
Total domestic revenues (net) 2,118.4
Tax revenues 578.4
Non-tax revenues 196.7
Clearing revenues* 1,343.9
Tax rebates 0.6
External revenues (grants and aid) 792.8
For budget support 739.3
To support developmental projects 53.5
Total public expenditure 2,776.3
Current expenditure, including: 2,608.6
Wages and salaries 1,514.8
Non-wage expenses 946.8
Net lending 147.0
Development expenses 167.7
Treasury-funded 114.2
Donor-funded 53.5
Current deficit /surplus (490.3)
Total deficit/ surplus(before
grants and aid) b (657.9)
Total deficit/ surplus (after grants
and aid) 134.9
Net financing from local banks (205.5)

(millions of shekels)

2012 2013
Q2 Q3 Q4 Q1 Q2
2,8029 3,778.1 27432 4,197.8 27133
1,904.6 28458 1,780.0 2311.8 2,188.9
383.1 4257 4647 6760  470.7
191.5 3222 1848 3215  185.8
1,347.6 22088 1,1959 13146 15334
17.6 110.9 65.4 0.3 1.0
8983 9323 9632  1,886.0 524.4
7714 7235 7514 18141 4538
1269 2088 2118 71.9 70.6
3,187.1 3,1854 33943 3,087.8 2.997.7
29933 29586 3,169.6 2,962.9 2,803.1
1,602.1 15566 1,322.1 1,8232 15319
12658 1,150.0 1,300.0 1,039.6 1,050.8
1254 2520 5475 100.1 2204
193.8 2268 2247 1249  194.6
66.9 18.0 12.9 53.0 1240
1269 2088 2118 71.9 70.6
(1,088.7) (112.8) (1,389.6) (651.1) (614.2)
(1,282.5) (339.6) (1,614.3) (776.0) (808.8)
(3842) 5927  (651.1) 1,110  (284.4)
3642  (582.0) 9131 (1,183.8) 582.1

Source: Data available in the financial reports published by the Palestinian Ministry of Finance (cash basis),

Table (3).

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

Figures in brackets indicate negative values.
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3.1 Revenues and grants

During Q2 2013 public revenues and grants
fell by 35.4% from the previous quarter (to
NIS 2.7 billion) due to a 72% decrease in
external aid and a 5.3% decline in net
domestic revenues (See Figure 3-1).

Tax revenues declined to NIS 470.7 million,
down by 30.4% from the previous quarter,
while it increased by 22.9% compared to the
corresponding quarter in 2012. The big decline
in tax revenues between the consecutive
quarters is due to income and property taxes
maturity only in the first quarter, lower
numbers are normal during other quarters of
the year. However, looking at change from

corresponding quarters, tax revenues are
primarily up due to government policies that
have improved tax collection efficiency,
gradually expanded the net of taxable income
and broadened the tax base.

During Q2 2013, non-tax revenues totaled NIS
185.8 million compared with NIS 321.5
million in the previous quarter (42% down).
Compared to the corresponding quarter,
however, these revenues fell by only 3%. It is
interesting to note that the majority of these
revenues are derived from fees that do not
change with fluctuations in economic activity.

Figure 3-1: Domestic revenue structure
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Source: Palestinian Ministry of Finance

In this quarter, clearance revenues grew by
16.6% over the previous quarter, totaling NIS
1.5 billion, which accounts for 70% of total
domestic revenues. This improvement was
spurred by a package of administrative

measures implemented by the government to
improve  clearance  revenue  collection
methods". The revenues increased by13.8%
relative to the corresponding quarter 2012.

Table 3-2:Public revenue and grant indicators— Q2, 2013

Item

Total domestic revenues(net) in millions of shekels
As a % of total revenues and grants

As a % to current expenditure
As a % to GDP

External revenues (grants and aid) in millions shekels

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

As a % to GDP
Source: Table (3-1)
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2012 2013
Q1 Q2 Q3 Q4 Q1 Q2
21184 1904.6 28458 1780.0 2311.8 2188.9
728 680 753 649 551  80.7
812 636 962 562 780  78.1
228 189 283 177 238 208
7928 8983 9323 9632 18860 524.4
272 320 247 351 449 193
304 300 315 304 637 187
8.5 8.9 9.3 96 194 5.0

These measures included clearance estimations based the Israeli data base on the trade between Israel and Palestine. Bills owed to
the Israeli Electricity Company were settled with the Palestinian Ministry of Finance directly rather than from an automatic
deduction of clearance revenues without coordination with the Palestinian Ministry of Finance.
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International grants and assistance allocated to
support the budget and development projects
totaled NIS 524.4 million (only 25% of that in
Ql). These were mainly appropriated for
general budget support (86.5%) and were only
half of what was received in Q2 2012.

Budget support aid originated mainly from the
Palestinian European cooperation PEGASE
(72.2% or NIS 327.6 million) and the World
Bank (26.5%)). Development support totaled
about NIS 70 million, representing only 13.5%
of total aid and grants (see Table 3-3).

Table 3-3: Grantsand foreign aid to the Palestinian Authority— Q2 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 Table.
3.2 Public Expenditure

During Q2 2013, public expenditures stood at
NIS 3 billion (28.4% of nominal GDP), a
decline of 2.9% from Q1. This decline was a
result of a decrease in the public wages bill by
16% in comparison with the previous quarter.
Also it is worth mentioning that the PA is still
unable to pay all public wages, since the
wages bill reached NIS 1.5 billion (on cash
basis) and this is lower than the commitment
level (wages that has to be paid) by NIS 196.2
million"?. Overall, public expenditure fell by
about 5.9% compared to Q2 2012.

Net lending, however, increased from NIS 100
million in Q1 2012 to NIS 220.4 million in

(million shekels)

2012 2013
Q2 Q3 Q4 Q1 Q2
771.4 7235 7514 1814.1 453.8
259.6 4997 1770 5586 0.0
S11.8 2238 5744 12555 453.8
1269 2088 211.8 719  70.6
898.3 9323 963.1 1886.1 524.4

Q2, and grew by 75% compared to Q2 2012.
The growth in net lending countered the
government efforts to eliminate its presence in
the general budget". Meanwhile, development
expenditures grew dramatically over the
previous quarter (from NIS 124.9 million to
194.6 million).

An increase in government's social and
unemployment subsidies caused a slight rise
non-wage expenses compared to the previous
quarter (up to 1,051 million shekels).
However, compared to Q2 2012, this item fell
by about 17%.

Table 3-4: Public expenditure indicators- Q2, 2013

2012 2013
Item
Q1 Q2 Q3 Q4 Q1 Q2
Current expenditures (millions 000 ¢ 59933 2958.6 3169.6 29629 2803.1
of shekels)
As a % of total public expenditure ~ 94.0 93.9 92.9 93.4 96.0 93.5
As a % of GDP 280 298 294 315 305 266
Development expenses (millions 0, 1938 2368 2247 1249 1946
of shekels)
As a % of total public expenditures 6.0 6.1 7.1 6.6 4.0 6.5
As a % of GDP 18 19 23 22 13 18

Source: Table (3-1)

12
13

The shortage in wage bill equaled roughly NIS204.1 million on average for each quarter during 2012.
The item 'net lending' refers to the amount deducted from the clearance revenues and transferred to utility companies in Israel in

order to pay dues owed by local government bodies and electricity companies in Palestine.
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Figure 3-2: Current expenditure structure
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3.3 Financial Surplus / Deficit

During Q1 2013, the decline in net gross
domestic revenues caused a deficit of NIS
614.2 million (NIS 651.1 million in Q1). This
was half the deficit reported inQ2 2012. This
deficit represented 5.8% of GDP in Q2
compared t06.7% in Q1 2013.

Adding the development expenditures deficit
to the current expenditures deficit results in a
total deficit (before grants and aid) of NIS 809
million (7.7% of GDP compared with 8% in
QI1). On the other hand, the budget balance
after grants and aid marked a deficit of about
NIS 284.4 million compared with a surplus of
NIS 1,110 million in Q1.

Figure 3-3: Fiscal deficit as a % of nominal GDP
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3.4 Arrears

The PNA's net accumulation of arrears in Q2
2013 totaled NIS 842.4 million. These arrears
involved obligations owed to the private sector
(NIS 351 million); outstanding tax rebates
(NIS 213 million); and arrears of development
spending (NIS 83 million); and wage bill

19

arrears (NIS 196 million). Adding the net
accumulation of arrears (NIS 842.4 million) to
the total deficit on cash basis (NIS 284.4
million) results in a total deficit on accrual
basis of NIS 1,126.8 million, or 11% of GDP
(See Figure 3-4).



Figure 3-4: Net accumulation of arrears in past quarters
(NIS millions)
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3.5 Clearance revenues
Table 3-5 displays the developments in added and fuel, the three main components of

clearance revenues on an accrual basis. In Q2 clearance revenues, had relatively equal
2013, revenues were nearly NIS 1,421.4 shares.
million, up by 2.4% from Q1. Customs, value

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

2012 2013
Q1 Q2 Q3 Q4 Q1 Q2
Clearing revenue 1,343.0 1,410.3 1,449.8 1,413.6 1,388.7 1,421.4

Items

Customs 465.8 4737 522.6 5119 4593 4925
Value added 4495 4855 4565 4694  488.6 4579
Fuel 420.8  449.8  466.1 421.3  431.5 470.2
Purchase tax (sales) 4.5 -1.8 4.6 7.7 5.5 3.6)
Income tax 2.4 3.1 0.0 3.3 3.7 4.4

Source: Tables of financial operations, details of revenue, expenditure and funding
sources (accrual basis), Ministry of Finance.
*A disaggregation of clearance revenues was only available on an accrual basis.

3.6 Public Debts

The public debt rose a hefty 5.9% in Q2 institutions (31.2%), and bilateral loans
2013over the previous quarter to NIS 8,730.6 (11.6%). Domestic debt constituted about
million (or 20.7% of GDP compared to 21.5% 54.6% of total public debt and encompassed
in the previous quarter and 22.2% in the bank loans and facilities as well as Petroleum
corresponding quarter of 2012). Of total public Authority loans (seeTable3-6). Meanwhile, the
debt, external debt represented roughly 45.3% public debt service totaled NIS 34.5 million in
and included obligations to Arab financial Q2 compared to NIS 52.8 million in Q1.
institutions (57.2%), international and regional
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Table 3-6: Public Debt- Q3 2013
(NIS millions)

Item 2012 2013
Q1 Q2 Q3 Q4 Q1 Q2
a. Domestic debt 4,092.7 4,760.2 4,329.8 5,142.8 4,257.3 4,774.5
Bank loans 1,788.2 2,142.5 2,230.8 2,669.1 2,376.8 2,345.7
Bank facilities 1,664.3 1,893.2 14239 1,783.8 1,255.1 1,666.9
Petroleum Authority loans 609.7 6919 6425 6594 5949 7314
Other public institution loans 30.5 32.6 32.6 30.5 30.5 30.5
b. External debt 4,185.6 4,417.1 4,290.7 4,077.1 3,989.9 3,956.1
Arab financial institutions 2,3429 24679 2,457.8 23359 2,283.0 2,266.7
Al-Aqgsa Fund 1,940.8 2,049.6 2,043.9 1,940.5 1,906.0 1,890.5
Arab Fund for Economic and Social Development ~ 209.1  221.3 2199 211.0 204.6  204.7
Islamic Development Bank 193.0 197.0 1940 1844 1724 1715
International and regional institutions 1,256.0 1,338.4 1,335.6 1,257.5 1,244.1 1,223.8
World Bank 1,095.8 1,151.5 1,141.5 1,077.8 1,051.9 1,038.0
European Investment Bank 77.0 99.2 106.0 95.9 109.8 104.0
International Fund for Agricultural Development 12.2 12.4 12.5 11.7 11.2 10.9
OPEC 71.0 75.3 75.6 72.1 71.2 70.9
Bilateral loans 586.7 610.8 497.3 4837 462.8 465.6
Total public debt 8,278.3 9,177.3 8,620.5 9,219.9 8,247.2 8,730.6
Public debt as a % of GDP %22.5 %222 %219 %23.7 %215 %20.7

Source: The Palestinian Ministry of Finance

Textbox 5: PA Revenues and Expenditures diverge From Budget Targets

In September 2013, the IMF released its semi-annual report on the Palestinian territory to the Ad Hoc
Liaison Committee, which is responsible for the coordination of international aid to the Palestinian National
Authority. One chapter evaluated the performance of the Palestinian government's budget for 2013 and
concluded that the budget differed significantly from the target. As a result, the report said, the PA would not
achieve most of the goals identified at the beginning of the year'.

Table 1: Comparison between budget figures and IMF's
projections of actual performance in 2013

IMF's projections of

e et actual performance
— Domestic revenues 890 811
< Taxes 598 567
— Clearance Revenues 1,722 1,563
— Current expenditure 3,538 3,576
< Wage 1,880 1,852
< Net lending 81 146
— Development expenditures 350 269
— Total deficit 1,400 1,692
— Payment of arrears 74 33
— International aid 1,400 1,330
< For recurrent budget 1,100 1,150
— Net borrowing from banks 74 72
—Financing gap 0 323

According to initial budget projections, both tax and clearance revenues were to increase by 19% and 13%,
respectively, compared to 2012. However, the IMF report forecasts that clearance revenues will not increase
by more than 4.5% during the year (up to 1.563 billion dollars).

4" IMF: Staff report prepared for the September 2013 meeting of the Ad Hoc Liaison Committee.

http://www.imf.org/external/country/ WBG/RR/2013/091113.pdf
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The initial budget target also foresaw a reduction in current spending by 12% from a government-induced
contraction in (roughly 4 percentage points of GDP) net lending. The IMF staff deemed this extremely
unlikely since net lending is predicted to be nearly twice the foreseen amount (146 million dollars) by the
end of the year.

In total, the report projects an overall deficit of $1.7 billion instead of the government predicted $1.4 billion
(12% of GDP). Even if the PNA were to receive $1.4 billion as aid, there would still be a financing gap of
$323 million (3 percent of GDP). The resulting accumulation of debt to domestic banks, the report says, will
produce a rise in public debt clearly beyond the targets of the 2013 draft budget- $2.41 billion by the end of
June 2013, not including $1.85 billion in arrears.

Textbox 6: Educational system efficiency in the Middle East and North Africa

Another study recently release by the World Bank examined the educational systems in the MENA Region".
Bank experts developed a unified index to measure the achievements enrollment, equity, efficiency and
quality in primary, secondary and tertiary MENA educational systems.

Enrollment measured net registration rates in primary education and gross enrollment rates in secondary
education and higher education. Lebanon, Jordan, Egypt and Tunisia scored highly compared to Yemen, Iraq
and Morocco. Disparities between countries were mainly due to enrollment rate variances in tertiary
education.

Equity examined the gender parity in enrollment rates in all education stages as well as in average years of
schooling. Today, all countries but Djibouti, Iraq, Morocco, and Yemen have a gender parity index above
0.95. Strikingly, the index is more than 1 in most countries of the region (i.e. females outnumber males),
particularly in Iran, Palestine, Lebanon, Jordan and Saudi Arabia. Syria and Jordan have the most equal
gender education distribution in the region.

Efficiency (as an index) measured the rates of students who have completed primary school. This rate
ranged between 36% in Djibouti and 106 % in the West Bank and the Gaza Strip.

Quality of education was measured using two different approaches: by literacy rates or by analyzing
differences in international standard test scores (e.g. TIMSS).

Literacy rate ranged between 29% in Djibouti and 93% in Kuwait, where literacy rates have doubled since
the 1970's. Students from Iran and Jordan achieved the highest marks in science while those of Lebanon and
Morocco ranked lowest. Students from Jordan and Lebanon ranked among the firsts in mathematics,
whereas students of Morocco and Saudi Arabia ranked last.

Figure 1: MENA education outcomes - Integrated Index
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Overall, these indexes reveal stark differences in the outcomes of the educational systems in MENA
countries (see Figure 1).Educational systems in the West Bank and Gaza received an average ranking.
Despite remarkable achievements in equity and enrollment in Egypt, the most important challenge remains
illiteracy. Educational systems in Syria and Algeria now suffer from high dropout rates.

While rankings demonstrate a general descriptive picture, it is interesting to note that political conflicts and
wealth are not determining factors in educational system outcomes. Although four of the countries sampled
have experienced large-scale political conflicts, they have been able to retain their positions as top or middle
education performers: Palestine, Iran, Kuwait and Lebanon. And while it is true that countries with relatively
high per capita incomes, such as Kuwait, perform relatively better than poor countries like Djibouti or
Yemen, countries like Algeria and Saudi Arabia, with relatively high per capita incomes, perform less well
than countries with lower per capita income like Jordan or Tunisia.

4. The Banking Sector*

While banks operating in Palestine witnessed 4.1 Banks: consolidated balance sheet-

a 4.4% rise in direct credit facilities, there has Key developments

been a decline in the foreign stocks for banks ) ) )

by 3.2%. The liabilities (public deposits)  1aple ~4-lsummarizes key items in the

increased by 1.5% and equity dropped by consolidated balance sheet of banks operating
1.6%. in Palestine throughout the 2™ quarter of 2012

up until the end of 2™ quarter of 2013.

Table 4-1: Consolidated balance sheet for the Palestinian
banking system — as end of Q2 2013

(Millions of dollars)
Ttem* 2012 2013

Q2 Q3 Q4 Q1 Q2
Total assets 9,200.9 9,541.7 10,050.2 10,372.0 10,479.8
Direct credit facilities 3,849.1 3,829.5 4,199.2 4,077.1 4,258.2
Deposits of Palestine Monetary Authority 31861 33909 3.6752 3.882.1 37235
& Banks
- Deposits held by PMA 883.6  938.8 9989 1,031.3 970.3
- Deposits held by Banks 3404  294.6 372.6 368.3 350.7
- Banks' offshore deposits 1,962.1 2,157.5 2,303.7 24825 2,402.5
Securities Portfolio 824.7 7529 745.3 799.0 827.7
Cash and precious metals 602.8  778.7 731.1 830.3 868.2
Investments 152.8 153.4 148.6 150.1 146.8
Bankers' acceptances 6.4 4.8 53 5.6 5.7
Other assets 579.0 6315 545.5 627.8 649.7
Total liabilities 9,200.9 9,541.7 10,050.2 10,372.0 10,479.8
Total deposits of the public 6,912.9 7,200.8 7,484.1 7,713.2 7,830.9
Proprietorship (equity) 1,210.5 1,240.0 1,257.5 11,2974 11,2764
Deposits of PMA and Banks 5022 5014 725.2 734.7 731.0
Other liabilities 139.8  139.8 139.2 156.5 169.9
Executed and existing bankers' acceptances  11.6 9.1 10.0 14.2 13.1
Allocations and depreciation 4239  450.6 434.2 456.0 458.5

Source: PMA —the consolidated balance sheet for banks.
* The items listed in the table above are aggregate (including allocations) rather than net, as in the
previous issues of the Monitor.

' The data in this section are preliminaryand subject to change.

23




1. Assets

Net bank assets totaled $10.479.8 million (an
increase of 1% over Q1 and 13.9% over 2
2012). The increase was a result of a growth in
all asset classes (with the exception of deposits
of banks and PMA, which declined by 4.1%).
The increase signaled a rising trend in
Palestinian bank owned assets. Figure 4-1
displays the distribution of bank assets during
Q2 2013-compared to Q1 and Q3 2012.

During Q2 2013, credit facilities totaled $4.3
billion- 40.6% of total assets, which rose by

4.4% over Q1. The growth was a result of an
increase of $93.6 million in facilities granted
to the Palestinian Authority (an increase of
7.5% over the previous quarter), and $90.3
million in facilities granted to the resident
private sector (up by 3.2% compared to the
previous quarter). The share of credit facilities
going to the public sector grew to 31.4%,, a
rise of 30.5% in Q1, while the private sector's
share declined to 68.6% (down from 69.5%in

Ql).

Figure 4-1: Relative weight of net bank assets-
Q2& Q1 2013, and Q2 2012
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< Direct credit facilities

In Q2 2013, direct credit facilities composed
of loans (69.9%), overdrafts (29.9%)" and
lease financing (0.35%).Direct credit facilities
in the West Bank accounted for 89.3% of total
facilities while Gaza's share stood at 10.7%.
With the highest overall economic activity, the
Ramallah (66.6%) and Nablus (8.8%) held the
largest share of credit facilities in the West
Bank. Within the Gaza Strip, the Gaza

7 According to the Monetary Authority Regulation No.

(5/2008), overdraft facilities shall not exceed30% of a
bank's total direct credit facilities portfolio.

governorate accounted for 68.2% of total
credit facilities while the Khan Younis
governorate held 8.5%.

By currency, data show that the credit
facilities granted in US dollars held the highest
share (53.7%) while the Israeli shekel (33.8%)
and the Jordanian dinar (11.8%) (see Table 4-
2).



Table 4-2: Distribution of direct credit facilities portfolio
by beneficiary, type and currency- Q2 2012 to Q2 2013

(millions of dollars)

2012 2013
Q2 Q3 Q4 Q1 Q2
By Beneficiary
Public sector 1,204.5 1,115.8 1,407.4 1,243.6 1,337.2
Resident private sector 2,589.9 2,659.9 2,746.7 2,792.3 2,882.6
Non-Resident private sector 54.7 53.8 45.1 41.2 38.3
By Type
Loans 2,705.6  2,829.2 29503 2914.1 2,975.0
Overdraft 1,134.4 990.2  1,238.1 1,151.5 1,270.8
Lease financing 9.1 10.1 10.8 11.5 12.4
By Currency
US$ 2,276.5  2,280.4 2,255.1 22215 2,288.0
D 546.3 548.6 549.7 516.1 503.8
NIS 1,002.0 965.7 1,367.6 1,3154 1,436.3
Other currencies 24.3 34.8 26.8 241 30.0
Total 3,849.1 3,829.5 4,199.2 4,077.1  4,258.2

Source: PMA —Consolidated balance sheet for banks

Table 4-3 shows that the consumer finance
held 28.5% ($832.5 million) of credit facilities
(up by 4.6% in Q1) while the real estate and
construction sector stood roughly at 21.8%

(59.5% in the form of housing loans,
accommodations and house refurbishing) and
the trade sector (external and internal) at
18.3%.

Table 4-3: Credit facilities granted by economic sector —

Q22012 to Q2 2013(%)
Economic sector 2012 2013

Q2 Q3 Q4 Q1 Q2
Real estate and construction 21.3 21.4 21.1 21.1 21.8
Land development 1.0 1.2 1.5 1.4 1.8
Mining and industry 10.4 8.9 6.2 6.1 6.2
Internal and external trade 21.0 20.8 18.0 18.3 18.3
Agriculture and live stock 1.2 1.2 1.3 1.0 1.2
Tourism, hotels and restaurants 2.1 2.0 2.1 2.0 2.1
Transport and communications 0.9 0.8 0.8 0.8 0.9
Services 10.5 9.6 9.6 9.9 8.4
Flnaqmng investment through equity 21 24 29 29 18
and financial instruments
Car purchase financing 4.1 43 4.1 4.2 4.2
Consumer commodities financing 18.8 20.2 28.0 28.1 28.5
Other 6.6 7.1 5.1 4.9 4.8
Total Facilities ($ millions) 2,644.6 2,713.7 2,791.8 2,833.6 2,920.9

Source: PMA

< Banks Deposits at the PMA

During Q2 2013, assets held by banks and the
PMA totaled $3.7 billion, a 4.1% from
decrease from QI. Overseas banks assets
(which represent 64.5% of total assets of
banks and the PMA) declined by 3.2%. This
drop reflected a rise in domestically granted
facilities.
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2. Liabilities

Customer Deposits and Equity made up the
majority (86.9%) of the total liabilities in the
public banks in Palestine. During Q2 2013,
bank liabilities included total public deposits
(74.7%) and net equity (12.2%). Compared to
Q1 2013, public deposits rose by 1.5% at the
end of Q2 and stood at 13.3% compared to Q2



2012. In contrast, net equity in Q2 decreased
1.6% over Q1 ($ 1,276.4 billion) as a result of
a 5.5% drop in capital surplus while it grew by
5.4% compared to Q2.

Total public and private sector shares of
deposits stood at 83% and 91.7%,
respectively. By region, the West Bank held
roughly 89.4% of total deposits, while Gaza'
share barely reached 11%.

Figure 4-2: Growth in public deposits and equity, Q2 2012-Q2 2013
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Current (on-demand) deposits accounted for
40.4% of total public deposits while time and
savings deposits represented 29.1% and
30.5%, respectively. In terms of currency, the
US dollar remained in dominance (40.8%)

while the Israeli shekel (30.4%) and the
Jordanian dinar (24.2%) trailed behind. Other
currencies like the euro and the UK pound

accounted for the remaining deposits (see
Table 4-4).

Table 4-4: Distribution of public deposits by Depositor,
Type and Currency, Q2 2012-Q2 2013

(millions of dollars)

2012 2013

Q2 Q3 Q4 Q1 Q2

By depositor
Public sector 515.8 566.4 620.2 6914 651.6
Resident private sector 6,182.1 6,409.2 6,621.3 6,786.0 6,924.7
Non-resident private sector 215.0 225.2 242.6 2358 254.6

By type of deposit
Current deposits 2,689.9 2,894.8 29844 3,121.0 3,163.1
Time deposits 2,124.1 2,167.6  2,2349 272589 2276.2
Saving deposits 2,098.9 2,138.4  2,264.8 23333 2,391.6
By deposit currency

US dollars 2,709.7 2,789.0 3,063.0 3,120.3 3,196.9
Jordanian dinars 1,795.9 1,7814 1,7404 1,838.9 1,898.6
NIS 2,088.9 2,306.3 2,323.6 2,3534 2,384.4
Other currencies 318.4 324.1 357.1 400.6  351.0
Total 6,912.9 7,200.8 7,484.1 7,713.2 7,830.9
Source: PMA

4.2 Banking system performance indicators

Bank performance indicators reveal various
changes throughoutQ2 2013. The capital
adequacy index closed at 19.5%, a fall of
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roughly 0.3 percentage points compared to Q1
and 1.1 percentage points to Q2. Although
performance dipped, it still remained higher



than the minimum set by the Monetary
Authority (12%) and required by the Basel
Committee (8%).

As a result of a steady increase in total assets,
the equity-to-assets ratio witnessed a decline
compared to the previous and corresponding
quarters and reached 12.2%. The share of
income from interest to total income (76.7%)
improved relative to both previous and
corresponding quarters.

Compared to Q2, the credit to deposits ratio
increased in Q3 by 1.5 percentage points to
54.4%. This implies faster growth in credit
facilities than deposits (see Table 4-5). Despite
this hike in growth, the credit facility public
deposit ratio declined byl.3 percentage points
compared to the corresponding quarter in
2012.

Table 4-5: Banking system performance indicators, Q2 2012- Q2 2013

(%)
Indicator 2012 2013
Q2 Q3 Q4 Q1 Q2
Capital adequacy 20.6 20.5 20.4 19.8 19.5
Equity /assets 13.2 13.0 12.5 12.5 12.2
Interest income / total revenues 75.7 71.7 74.3 74.8 76.7
Credit facilities/ public deposits 55.7 53.2 56.1 52.9 54.4
Credit facilit.ies of the private sector/private 40.4 40.9 40.7 40.4 40.7
sector deposits
Overseas deposits/total deposits * 26.2 28.0 28.1 294 28.1
Customer deposits /net assets 76.4 77.5 76.4 76.3 76.6

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

% Profits of banks operating in Palestine

Net revenues of banks operating in Palestine
during Q2 2013 totaled roughly $32.4 million,
down from $39.9million in the previous
quarter and up from $23.4 million in the
corresponding quarter of 2012. Cumulative
bank profits in the first half of 2013 totaled

$72.3million, compared with $61.4 million in
the corresponding half of 2012. Table 4-6
shows sources of revenue, expenses and net
profit of banks during the second quarter of
2013.

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

2012
Q2 Q3
Net revenues 102.1  107.2
Interest 77.3 76.9
Commissions 17.7 18.8
Debt securities& investment 0.1 3.0
Operations of evaluating and
foreign currency exchanges 37 6.7
Hedging and trading(derivatives) 0.03 0.4
Other operating revenue 1.3 1.4
Expenses 78.7 77.5
Operating expenses 57.5 56.7
Allocations 7.6 8.7
Tax 13.6 12.1
Net income * 23.4 29.7

Source: PMA -The consolidated balance sheet for banks
* Net income= net revenues—expenses
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4.3 Clearing House Activity

Data from the Palestine Monetary Authority
clearing houses in both Ramallah and Gaza
indicate that the second quarter 2013 saw an
increase in the number and value of checks
presented for clearance. About 1.075 million
checks (2.705.5 billion dollars) were presented

for clearance, a rise of 5.3% in quantity and
16.3% in value over QIl. During the
comparison period, the number and value of
returned checks declined by 19.5% and 3.1%,
respectively (see Table 4-7).

Table 4-7: Number and value of checks presented for clearance
& number and value of checks returned, Q1 2012- Q2 2013

Checks presented for Returned checks
Quarter clearance
No. (checks) Val}l ? (BUS No. (checks) Val}l ? (10
millions) 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 2,357.5 161,597 177.5
Total 4,287,605 9,629.6 519,074 677.2
2013 Ql 1,021,161 2,326.7 139,098 164.4
Q2 1,075,125 2,705.5 111,954 159.3
Total 2,096,286 5,032.2 251,052 323.7

Source: PMA, Monthly Statistical Bulletin

4.4 Banking Penetration

At the end of Q2 2013, there were 17 banks
operating in Palestine (seven local and 10
foreign). Local banks opened two addition

branches, bringing the number branches/office
to 123. Meanwhile, the quantity ATM

machines increased by 4.2% compared to the
previous quarter. Table 4-8 displays the
banking penetration in Palestine as of Q2
2013.

Table 4-8: Banking Penetration in Palestine- as of June 30, 2013

Item
Number of banks
Number of bank branches & offices
Number of ATMs
Number of ATM cards
Number of credit cards

Number of debt cards
Source: PMA

Local banks Foreign banks  Total
7 10 17
123 111 234
260 210 470
105,671 31,213 136,884
23,472 32,617 56,089
142,497 228,568 371,065

4.5 Money Changers and specialized lending institutions

Towards the end of Q2 2013, the number of
licensed money exchangers reached 263 (225
in the West Bank and38inthe Gaza Strip).
While one hundred and seventy-five money
changers have a company legal status, 88 have
an individual status (see Table 4-9).
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Meanwhile, seven lending institutions are
affiliated with The Palestinian Network for
Small and Microfinance (Sharakeh). These
institutions operate across 60 branches and
offices in the West Bank and the Gaza Strip.
Credit portfolios within lending institutions
reached $92.8 million, an increase of 7.9%
over the previous quarter.



The number of active customers in these
institutions totaled 52,486 (67.4% in the West
Bank and 32.6% in Gaza), up by 4.9% over
the previous quarter. Of total borrowers,
57.2% were.

women Regionally, the West Bank held the
highest share of loans (roughly 64.5%)
compared to the Gaza Strip (33.5%)".

Table 4-9: Number and distribution of licensed money-
changers in Palestine (Q3 2012- Q2 2013)

2012 2013
Item

Q4 Q1 Q2

No. of licensed changers 276 260 263
By region
West Bank 234 222 225
Gaza 42 38 38
By legal status

Individuals 103 88 88
Companies 173 172 175
Source: PMA

4.6 The Palestine Stock Exchange

The Economic and Social Monitor analyzes
three groups of financial indicators in relation
to the Palestine Stock Exchange:

% Financial market indicators

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

- Number of listed companies: listed
companies totaled 49 at the end of Q2
2013(9 companies in banking and
financial services; 12 manufacturing
companies; 7 insurance companies; 8
investment companies; and 13
services sector firms). In June 2013,
Pharmacies PLC (pharmaceutical,
chemical and cosmetic
manufacturing ), opened on the PSE.

% Liquidity Indicators
- The ratio of traded shares to GDP:
rose 3% in Q2 2013, a rise of 2%from
the previous quarter.

- Turnover”: reached 2.9% in Q2, up
from 1.8% in the previous quarter.
Sectorally, turnover was as follows:
insurance sector 5.1%; banking and

financial services 4%; investment
2.9%; services 2.3%; and industry
1.3%.

% Degree of Concentration*': The largest

five companies on the Palestine Stock
Exchange held 77% of the total value of
shares traded in Q2 2013. These
companies included: the Palestinian
Telecommunications Group (34%); the
Bank of Palestine (25%); the Palestine
Development and Investment (9%); the
Palestine Islamic Bank (6%); and the
Birzeit Pharmaceutical Company (2%).

The share market value of companies listed on
the Palestine Stock Exchange at the end of Q2
2013 reached $2.8 billion, roughly the same
value reported in the previous quarter. Services
continued to dominate sectorally (47%) with
the banking and financial services retaining a
fair share of the market (27%) (see Figure
3-4).

Figures in this paragraph are obtained from The Palestinian Net work for Small and MicroFinance (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 by GDP at current prices. This indicator is calculated for the entire year rather than

quarters.



Figure 4-3: Value of shares listed on the Palestine Stock Exchange,
by Sector- Q2 2013
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Total traded shares on the PSE stood at 43.7
million in Q2 of, an increase of 49% from the
previous quarter. The value of shares traded
totaled $80.5million, up by 59% from Q1 (see
Figure 4-4).

Of the total value of stocks traded during Q?2,
the banking and services sectors retained the
largest shares (with 37% each) while the
investment sector trailed at 13% (see Figure
4-5).

Figure 4-4: Value of shares traded on the Palestine
Stock Exchange- Qs 1 & 2, 2013
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21

This indicator calculates the volume or value of shares traded on a stock exchange during a day, month or year.
This indicator is used to measure the influence of some large companies on stock prices fluctuations. This is measured by

calculating the contribution of the top five or ten companies to the value of shares traded on the stock market.
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Figure 4-5: Value of shares traded on PSE, by sector- Q2 2013
(US$ millions)
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Al-Quds Index

At the end of Q2 2013, Al Quds Index closed 8.52 points from the corresponding quarter of
at 452.52 points, down by 20.48 points from 2012.

the previous quarter (see Figure 4-6) and up by

Figure 4-6: Al-Quds Index— Qs 1 & 2, 2013
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Textbox 7: Palestinian Deposit Insurance Corporation insures 93% of depositors

In May 2013, President Mahmoud Abbas signed into law the establishment of the Palestinian Deposit
Insurance Corporation (PDIC)in order to safeguard depositors in case a licensed bank becomes insolvent®.

During the first PDIC meeting in September, the Board of Directors seta coverage maximum of ten thousand
dollars for each account. In addition to making membership mandatory for all licensed banks, the Board
requires banks registered in the West Bank and Gaza to annually transfer 0.3% of gross deposits to the PDIC
as well as a separate set annual contribution. The government, in turn, will allocate20 million dollars as a
contribution to the fund, which will be allocated to and invested through two separate funds: one for
traditional banking and one for Islamic banking, with the latter managed in accordance with Islamic law
provisions.

Overall, the goal of the PDIC will be to safeguard depositors and develop a financial security network, that
promotes public confidence in the banking system and encourages increased savings and deposits. Although
the initial insured deposit amount($ 10,000 or their equivalent) is not all encompassing, PMA data shows
that 93% of the depositors in the Palestinian banking system will be covered during the first PDIC phase.

2 http://www.wafa.ps/arabic/index.php?action=detail&id=154602
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Textbox 8: Business Cycle Index in Palestine

Despite the large quality and accuracy improvements in economic data collection, economic researchers and
institutions economists claim that there are still numerous issues concerning the delayed release of the data
on economic activity - particularly national accounts data used extensively to analyze economic conditions.
In addition to time lags, data adjustment issues that sometimes take months or even entire years to resolve,
also plague collection systems.

For the aforementioned reasons, the Business Cycle Index was created in order to overcome shortcomings in
the collection of real-time data and future forecasts. This indicator signals the overall trend of economic
activity and gauges potential fluctuations in various areas, including production levels, employment, prices.
Additionally, the index provides prompt basic information on the economic trends without having to wait for
the release of precise statistical data. In collaboration with the Palestinian Federation of Industries, the PMA
recently introduced the Business Cycle Index in the Palestinian Territory. .

Methodology

The PMA constructs the Business Cycle Index using answers and projections provided by a representative
sample of companies that operate in 10 industrial sub-sectors in both the West Bank and the Gaza Strip.
Based on a stratified random sampling, the survey process asks respondents about production, sales,
inventory, and employment estimates of their firms during the past three months and the next three months.
Considering only a change in indicator trend, respondents report future expectations. The resulting data is
then processed so as to construct a quantitative indicator that provides an overview, on the one hand, of past
and present developments in the economy and, on the other, of manufacturer forecasts for the following
quarter-period.

Index values fall between +100 and -100. The higher the positive value of the index, the stronger the
likelihood of economic improvements(+100 means that all respondents say that production, sales and
employment have increased and will continue to increase in the near future). In contrast, a higher negative a
value represents negative results and a more pessimistic forecast. A near zero value signifies transitory and
stable economic conditions.

Results

Targeting 221 companies, the Palestinian Federation of Industries conducted the first survey in November
2012. (10 % of all companies registered in the Federation of Industries). The index value in the first month
stood at-14.06 (-22.54 in the West Bank and 9.14 in Gaza).

Figure 1 shows the value of the Index in the Palestinian Territory between November 2012 and August
2013. The figures show high volatility in the value of the index, particularly in the West Bank. They also
reveal that the Index departed with a relatively high value in the Gaza Strip, probably due to a positive
outlook associated with reconstruction projects during 2011 and 2012, which brought economic growth and
higher employment. However, the value of the index significantly declined in August, probably due to
political unrest in Egypt and the expected negative impact on the economy of the Gaza Strip. In the West
Bank, the Index commenced (August 2012) with a negative value, but in recent months turned positive.
Overall, the index signaled negative expectations throughout the target months with the exception of May

Figure 1: The Business Cycle Index in the WB, Gaza and OPT
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Source: PMA(2013). PMA's Business Cycle Index, August2013.

Once sufficient statistical time-series are available, the PMA will assess the accuracy of the values through a
comparison between the forecasted index values (i.e., for future three months) and actual developments in
GDP and employment.
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5. Investment Indicators

5.1 Company Registration

The Ministry of National Economy registers
companies in Palestine under two different
laws in effect in the West Bank and the Gaza
Strip®.This volume of the Monitor reviews the
new companies registered only in the West
Bank during Q2 2013 because data on the

Gaza Strip is unavailable to the Ministry of
Economy in Ramallah.

The number of registered companies in the
West Bank increased by 17% from Q1 to, 317,
a 14%rise from Q2 2012 (see Table 5-1).

Table 5-1: New companies registered in the West Bank
between 2008-2013

Quarter 2008 2009 2010 2011 2012 2013
1 247 454 33 380 319 272
2 334 412 428 373 278 317
3 315 349 164 287 228
4 287 438 290 337 245
Total 1,183 1,653 1216 1,386 1,070

Source: Ministry of National Economy- Ramallah, Department of Company

Registration, 2013.

Newly registered company capital in the West
Bank during Q2 2013 grew by 53% from Q1
(totaled 67.5 million Jordanian dinars)*. With
respect to the distribution of the capital by
sector, data available show that, with a share

The trade sector ranked second with a share of
27% (JD 18.5 million) while the services and
construction sector followed with 15% and
8.0% (10.2 and 5.1 million dinars),
respectively (see Figure 5-1).

of 43% (JD 29.1 million), the industry sector
contributed the most among newly registered
companies.

Figure 5-1: Percentage distribution of the capital of new companies
registered in the West Bank-by Economic Activity, Q2 2013

TourismAgriculture Health
(_

Commerce

Industry ervices

Source: Ministry of National Economy- Ramallah, Department of Company
Registration, 2013.
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Jordanian Companies Law No. (12) of 1964is applied in the West Bank, while the Companies Law No.(18)of1929 is applied in the
Gaza Strip.

In Q2 2013, companies were registered in three currencies: the Jordanian dinar, the U.S. dollar and the euro. The exchange rate
was calculated according to the quarterly Jordanian dinar exchange rate against both the U.S. dollar and the euro (0.7059 and
0.9216, respectively).
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In terms of legal classification of companies in of newly-registered company capital), and
Q2 2013, 132 were public ordinary companies 12were foreign joint stock private companies
(23%o0f the newly-registered company capital), (28% of newly-registered company capital).
173 were private joint stock companies (49% See Table 5-2.

Table 5-2: Distribution of the value of capital of companies registered
in the West Bank- by Legal Form Q1 2012 to Q2 2013

(JD millions)
Legal form
Year  Public Private Public i Total
Ordinary Shareholding  Shareholding S e
Q12012 15.514 35.488 5.000 30.110 86.112
Q22012 17.580 17.594 0 2.123 37.296
Q32012 11.281 15.050 0 428.127 454.458
Q4 2012 12.115 28.233 0 17.628 57.976
2012 56.490 96.365 5.000 477.988 635.842
Q12013 13.936 16.346 0 14.346 44.347
Q2 2013 15.370 33.357 0 18.730 67.457
Source: Ministry of National Economy- Ramallah, Department of Company Registration, 2013.
5.2 Building Licenses
The number of building licenses issued during good part of construction activity (especially

a given period may be taken as an indicator of in rural areas) is not registered or licensed.
investment activity in general and investment o . .

in the housing sector in particular. Building ~ Building license data show an increase of
licenses granted change seasonally since 9.6% in the number permits issued during Q2

demand increases usually in the second and 2013 compared to the previous quarter and a
third quarters (during summer) while demand ~ growth of 14.2% over Q2 2012. The total

declines in the first and fourth quarters. In ~ building area licensed during the second
general, the number of licenses issued in quarter of 2013 also increased by24.3% from

Palestine does not include all building Q2 2012 (see Table 5-3).
activities in the construction sector because a

Table 5-3: Building licenses issued in Palestine: 2012-2013

(area in 1000 sq. m)
. 2012 2013
Indicator
Q1 Q2 Q3 Q4 Total Q1 Q2
Total licenses issued 2,172 2,190 1,778 2,099 8,239 2,281 2,501
Residential buildings 1,904 1930 1,624 1,860 7,318 2,053 2,282
Non-residential buildings 268 260 154 239 921 228 219
Total licensed areas 976.8 870.1 805.9 1,1255 3,778.3 1,001.0 1,081.6
No. of new units 3,317 3,006 3,107 3,673 13,103 3,173 3,540
Area of new units 618.2 518.6 529.6 636.5 23029 5414 593.5

No. of existing units 526 643 541 623 2,333 1,035 829
Area of existing units 109.0 1063 927 1125 4205 171.8 1449

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

5.3 Cement Import

Q2 2013 witnessed a 57% rise in the quantity imported grew by 15.1% over the
of cement imported into Palestine over the corresponding quarter of 2012, while that of
previous quarter and 14.6% over Q2 2012. In the Gaza Strip rose only by 2.2% (see Table
the West Bank, the quantity of cement 5-4).
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Table 5-4: West Bank and Gaza Imports of Cement: 2012-2013

Indicator 21l
Q1 Q2
West Bank 2543 341.9
Gaza 12.6 13.5
Palestine 266.9 355.4

(thousands of tons)

12 2013
Q3 Q4 Q1 Q2
2924 3283 2463 3934
13.1 9.4 131 13.8
3055 3377 2594 4072

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

Ramallah, Palestine.

5.4 Vehicle Registrations

Monitoring the number of vehicles (new or
used) registered for the first time in the West
Bank and imported from abroad gives some
indication of economic conditions and the
degree optimism regarding future economic
conditions. Given that the purchase, outright
or through credit, of a vehicle represents a
significant sum of money for the average
consumer, this indicator reflects the
confidence of both people and banks regarding
future employment and payment possibilities.

During Q2 2013, 3883 new and used vehicles
were registered in the West Bank, up by
13.7% from the previous quarter, a 7% rise
fromQ2 2012. About fifty percent of cars
registered in the West Bank during this quarter
were imported used while roughly 33% were
imported new. The rest (17%) were used
vehicles purchased from the Israeli market
(see Table 5-5).

Table 5-5: New and used vehicles newly-registered in the West Bank

Vehicles from

Vehicles from Vehicles from the

international international Israeli market Total

market (new) market (used) (used)
Q22012 1,359 1,588 681 3,628
Q12013 1,274 1,345 815 3,434
April 457 412 206 1,075
May 482 780 258 1,520
June 372 736 180 1,288
Q22013 1,311 1,928 644 3,883

Source: Department of Customs and Excise, unpublished data.

5.5 Hotel activity

The total number of hotels operating in the
Wet Bank rose to 107 by the end of Q2 2013,
up from 101 during the previous quarter. In Q2
2013, guests totaled 153,085 (a 3.9% decline

from the previous quarter, but a 27.1%
increase over the corresponding quarter of
2012). In total, these guest lodged 376,848
nights in Wet Bank hotels (see Table 5-6).

Table 5-6: Key Hotel Indicators in the West Bank, 2012-2013

Indicator 2011 2012 2013

Total Q1 Q2 Q3 Q4 Total Q1 Q2
No. of operating hotels 91 90 87 94 98 98 101 107
Average no. of employees 2,091 2,379 2,493 2,447 2,476 2,449 2,635 2,793
No. of guests 507,372 117,470 159,254 146,612 152,159 575,495 120,441 153,085
No. of nights stayed 1,245,509 292,684 371,563 310,327 362,286 1,336,860 279,591 376,848
Average room occupancy 1417.1 3,216.3 1,7629 1,487.6 1,519.7 1,513.7 1,212.0 1,539.2
Average bed occupancy 34124  3,152.1 4,087.3 3,369.2 3,937.9 3,652.6 3,106.6 4,141.2
Room occupancy % 28.4 253 34.4 28.3 28.2 29.1 22.0 26.2
Bed occupancy % 31.9 28.4 34.8 27.8 31.9 30.7 24.6 30.7

Source: PCBS, 2013: Hotel Activity in the oPt— Ramallah, Palestine.
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Textbox 9: Palestine Investment Fund achieves US$43 million in profits in 2012

In its annual 2012 report, The Palestine Investment Fund, a sovereign wealth fund responsible for managing
the funds of the Palestinian people, reviews financial, economic and institutional building performance.
Fund assets in 2012 totaled US$783 million while the pretax return on investmentsreachedUS$43 million. In
2012, the Fund transferredUS$30 million to the Ministry of Finance, a cumulative total of transmitted funds
ofUS$683.6 million since the creation of the fund in 2003.

Given the funds mandate to invest primarily in the local economy, domestic investments rose to 84% of total
fund assets compared to 80% in 2011 and 30% in 2007%.

In partnership with private sector companies, PIF projects have created new jobs and mobilized vital
economic sectors, particularly with investments in SMEs and real estate. In total, PIF programs and projects
created nearly 1,300 direct job opportunities and contributed $70 million in value-added to the economy in
2012

Palestine Investment Fund manages six portfolios and investment programs:

1. Investment in micro, small and medium enterprises: In 2012, the PIF initiated a partnership that
serves as a platform for investment and financing. The program funds a number of vital economic
sectors crucial to the development of the Palestinian economy, including agriculture, industry, tourism,
IT, and microfinance. Approximately US$ 80 million in loans were granted through the various
financing programs throughout 2012.

2. Real estate and tourism portfolio is managed by Amaar Real Estate Group, which has built a number
of projects, Al-Reehan Residential Neighborhood in Ramallah and Al-Jinan Residential Neighborhood
in Jenin in addition to the Ersal Center in Ramallah. It has also participated in a number of hotel projects
such as the Grand Park in Ramallah, Jacir Palace in Bethlehem, and Bazaar and Golden Gate in
Jerusalem.

3. Infrastructure involves a number of projects, particularly the Gaza Gas Project, which is expected to
provide the Palestinian economy with more than US$560 million annually (money that would otherwise
go importing energy). Direct revenues to the Palestinian Authority from this project are estimated at 45-
50% of total project revenues, US$ 2.5 billion over the project's lifetime.

4. Strategic capital investment portfolio: This includes strategic investments in heavily capitalized
companies, namely the Arab Palestinian Investment Company, the Palestinian Commercial Services
Company, the Palestine Islamic Bank and the Arab Islamic Bank.

5. Financial market portfolio: By the end of 2012, PIF’s capital market investments totaled $250 million,
with around 77% invested in the Palestine Exchange.

6. Jordan Valley and Dead Sea Development Initiatives. During 2012, the PIF launched the Jericho
Agro-industrial Park, in addition to long-term initiatives in the Dead Sea area and the Jordan Valley,
including the Moon Light Tourism City (which aims to develop the Palestinian side of the Dead Sea),
the Madinat Alqamar (a residential city project in the Jordan Valley)and the Natural Thimar Company
(an agricultural investment company that cultivates high-quality medicinal herbs for Gulf States,
European Union and United States markets. Although the PIF has considered numerous other domestic
and regional initiatives, Israeli actions have impeded their realization.

»  Palestinian Investment Fund: 2010 Report.
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Textbox 10: 1,200 tons olive oil lost in olive-press machines

The Palestinian National Centre for Agricultural Research, conducted in 2012 a study which sought to
measure the ratios and values of olive oil lost in press machines throughout the West Bank. The study
included a sample of 299pressesexaminedbetween October15™ andDecember5™, 2012.Press machines were
categorized into four groups based on the percentage of oil lost in the peat:

Tablel: Distribution of press machines- By oil loss

Group Loss (%) No. of press machines
in the West Bank
1 Less than 5 8
2 5-8 46
3 8-10 29
4 More than 10 216

As the table reveals, 15% of presses have a loss ratio of 5-8%, while 75% of them have a loss ratio of about
10%. Presses with a loss ratio below 5% represent only 3% of total presses. As an average, the study found
that the West Bank loss rate was roughly 12%,4-7% higher than the global average(5-8 %).

Assuming that the loss in the West Bank is 3% higher than the global average, the study concluded that the
West Bank forfeits 1,200 tons of olive oil in a diamond year® (with peat production totaling 40 thousand
tons), equivalent to NIS 20 million (assuming NIS 17 per kilogram of oil). In a sterile year (13 thousand tons
of peat),losses are estimated to reach294 thousand tons (or NIS 5 million).

The study found lack of maintenance, labor experience and efficiency to be among the most significant
factors contributing to high loss in the West Bank. It also revealed that the mechanism through which
farmers pay pressing companies affects costs. While northern West Bank press operators are driven to
reduce oil because they receive payment in oil from farmers, southern operators (especially in Hebron, Yatta
and Dura) are paid in cash and thus do not have the same efficiency incentives.

6. Prices and Purchasing Power
6.1 Consumer prices

The consumer price index dropped by 0.40% The Prices of fresh vegetables group dropped
over Q2 2013 compared to the previous by 13.99%, as prices of cucumbers fell by
quarter, but rose by 1.76% from Q2 2012. 27.06%, (the price of greenhouse cucumbers
Among the commodity groups, food and soft reached NIS 2.87 per 1 kg during the month of

drinks' made up for most of the decline, June 2013). Also prices of tomatoes dropped
falling by 1.65% over Q1, but rising by 0.83% by 23.65% (the price of local greenhouse
compared Q2 2012 (see Table 6-1). tomatoes reached NIS 2.25 per 1 kg during the

month of June). In addition, there has been a
Table 6-2 reviews the movement of prices of decline in the prices of fuel used for cars by
some commodity groups in Palestine during 4.88% (the price of Israeli gasoline 95 without
the second quarter of 2013 compared to the lead reached NIS 6.76 per 1 liter during the
previous quarter. month of May 2013).

% QOlive harvest in Palestine is cyclical in nature: involving a good year called a "diamond year", followed by a poor one called a

"sterile year".
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Table 6-1: Average Change in CPI in Palestine-
by Commodity Group (Q2 2013)

Group

Food stuff and soft drinks

Alcohol beverages and Tobacco
Textiles, apparels, and footwear
Lodging and related supplies
Furniture & home appliances
Medical care

Transportation & travel
Telecommunications

Recreational& cultural goods & services
Educational Services

Restaurant, Cafe, and Hotel Services
Miscellaneous goods and services
General CPI

Source: PCBS.

Change in Q2 2013 Change in Q2
over Q1, 2013 2013 over Q2 2012

(1.65) 0.83

5.54 14.29
(0.38) (0.81)

0.07 2.76

0.57 3.20

0.66 2.07
(1.30) (1.34)
(0.04) (0.42)
0.67) (0.29)

431 5.88

1.21 3.78
(2.20) (0.68)
(0.40) 1.76

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

In contrast, prices of fresh fruits group
increased by 5.72%, as the price of limes
increase by 40.68% (the price of Israeli yellow
lemon reached NIS 4.01 per 1 kg during the
month of June). The prices of fresh poultry
increased by 4.51%, as the prices of fresh
chicken without feathers increased by 6.13%,

(the price of local fresh chicken without
feathers reached NIS 18.69 per 1 kg during the
month of May 2013). Also the prices of fresh
meat increased by 1.04% as prices of fresh
lamb meat rose by 1.28%, (the price of local
fresh lamb with bone reached NIS 68.70 per 1
kg during the month of April 2013).

Table 6-2: Price movement of main commodity groups
in Palestine— Q2 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 Q2 2013 over
Q1 2013
(4.88)
(0.45)
(13.99)
1.04
(3.31)
(0.65)
4.51
(2.51)
(1.61)
5.72

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

6.2 Producer Prices and Wholesale Prices

The Wholesale Price Index (the sale price to
industry and commerce retailers or producers,
including VAT and freight/shipping costs)
dropped by 0.22% during Q2 2013 compared
to the previous quarter. This resulted from a
0.67% decline in agricultural commodities
(which represent 29% of the wholesale price
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index value) prices as well as a 0.06% drop in
the prices of manufactured goods (which
represent 70% of the wholesale price index
value). In contrast, mining and quarrying
prices increased by 1.96% while fishing rose
0.70%.In addition, whereas the price index of
imported goods fell by 0.93%, the price index



of locally produced goods rose by 0.03%.
Concurrently, the index of wholesale prices
increased by 1.40% relative to the
corresponding quarter of 2012.

Meanwhile, the Producer Price Index (prices
received by domestic producers for their
output after all taxes are deducted, including
VAT and freight/shipping costs) declined by
1.02% during Q2 2013 compared to Q1. This
drop occurred as a result of a 9.69% fall in
prices of fish and shrimp (which constitute
0.20% of the producer price basket) as well as
a 3.27% drop in the prices of agricultural
products (which represent 36% of the producer
price basket). The prices of manufactured
goods (which constitute 61.66% of the
producer price basket) rose by 0.30% as
mining and quarrying (which constitute 2.13%
of the product price basket) prices remained
unchanged. The drop in producer prices was a

result of a decline in both locally produced
goods and exported goods by 1.08% and
0.40%, respectively.

6.3 Construction and Road Costs Index

The Construction Cost Index measures
changes in the prices of construction materials
and services. During Q2 2013, the
construction cost index (for residential and
none-residential units) in the West Bank
declined slightly by 0.06% from 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 0.04% in Q2 2013 over QI.
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
Period Construction cost  Road cost
Base month: Basement:
December2007 = December2008

100 =100
January 2013 112.91 116.15
February 2013 113.26 116.88
March 2013 113.69 117.30
Q1 average 113.28 116.78
April 2013 113.40 116.99
May 2013 113.26 116.53
June 2013 112.99 116.95
Q2 average 113.22 116.82

Source: PCBS.

Monthly Percentage Quarterly Percentage

Change Change
Construction Road Construction Road
cost cost cost cost
(0.35) (0.05)
0.31 0.64
0.38 0.35
0.06 0.55
(0.25) (0.26)
(0.13) (0.40)
(0.24) 0.36
(0.06) 0.04

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

6.4 Prices and purchasing power”

- Q2vs.QI2013

Since the index of consumer prices fell by
0.40% in Q2 2013 compared to the previous
quarter as the dollar declined 1.99% against
the shekel (3.62 NIS for each dollar), the
purchasing power of the dollar decreased by
1.59%.
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- Q22013 vs. Q22012

Comparing  corresponding  quarters, the
exchange rate of the dollar (or the dinar)
against the Israel shekel declined by 5.07%.
This, together with the fact that the inflation
rate stood at 1.76% means that, assuming
constant income, the purchasing power of the
dollar and the dinar declined by roughly 6.8%
and 6.7%, respectively.

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 directly dependent on the income of the consumer and the change in the rate of prices and currency exchange
rate. The change in the purchasing power (assuming constant income) can be measured as: (rate of change in the exchange rate of

the currency against the shekel) plus (the rate of inflation).



The same inflation rate is used to measure the decline in the purchasing power of the Israeli shekel.

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

$ US/NIS JD /NIS
Average Changein Changein Average Change in Change in

Period i
Inflation exchange exchange purchasing exchange exchange purchasing

rate rate rate (%) power (%) rate rate (%) power (%)
Q1 1.10 3.77 3.42 2.32 5.32 3.42 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)
Q1 0.45 3.69 (3.67) 4.12) 5.22 (3.68) 4.12)
Q2 (0.40) 3.62 (1.99) (1.59) 5.12 (2.00) 1.6)
2013 April  (0.1) 3.6 (1.7) (1.6) 5.1 (1.7) (1.6)
May 0.1 3.6 0.3 0.2 5.1 0.3 0.2
June 0.4 3.6 (0.4) (0.8) 5.1 (0.1) (0.4)

Source: Calculations based on data obtained from the PMA and the PCBS.

Textbox 11: PCBS is considering a new methodology for price index in the oPt

The PCBS releases regularly data on consumer price index, an important economic index which gauges the
rate of change in general prices (i.e. the inflation rate). The inflation rate is one of the most important
indicators in an economy since it determines the real growth rate, against the nominal one, as well as the rate
at which wages and subsidies should increase in order to maintain their real values.

The PCBS’s consumer price index is based on registering the prices of 1054 commodities, divided into 12
major groups, in the West Bank, Gaza Strip and Jerusalem (J1). The prices are registered in a large number
of urban, rural and city centers within these three regions. The selection of these commodities as well as and
the weights assigned to each of them in the consumption basket are based on the results of the household
consumption surveys conducted periodically in various Palestinian areas.

The changes in the price index in the Palestinian territory are measured by taking the weighted average of
the change in the price in the three different regions. For example, the consumer price index in the West
Bank was 134.78 in February 2012 (compared to 100 in the base year 2004). In February 2013, it rose to
138.49, suggesting that the overall level of consumer prices (inflation) increased by 2.75% in the 12 months.
Through calculating the mean of the change in the index in the three regions, the PCBS found that inflation
in the oPt was 1.76% during the period in question.

The PCBS is currently considering a new methodology for calculating and measuring the rise in the
consumer price index in the Palestinian territory, focusing on three levels:

First, reconsidering the types and weights of goods in the consumers’ basket.

Second, modifying the method of calculating the average of the rise in prices in the three regions: the West
Bank, the Gaza Strip and East Jerusalem.

Third, using 2010 as a base year (instead of 2004), i.e. assuming that the price level was 100 in 2010.

The change in the types of goods and their weights is encouraged by international bodies which recommend
that such revision should be made every 3-5 years given the changes in patterns of consumption (emergence
of new items and disappearance of others) and frequent shifts in weights of spending on various goods and
services (for example, the increase in relative weight of spending on transportation when fuel prices hike).

#  Because the Jordanian Dinar is pegged to the U.S. dollar at a fixed exchange rate, the purchasing power in JD posted a decline

almost identical to that of the dollar (1.6%).
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The new methodology proposal involves four steps:

1.

Reducing the number of targeted commodities from 1054 to 660, i.e. reducing the number of
commodities by 394 (or more than one third). However, the number of commodity groups remained
intact (12 groups). The new methodology excluded those commodities that have disappeared from the
market; those that are not available on a permanent basis; and those whose relative weight is meager.
Some commodities were aggregated (for example, types of oranges were assembled into 4 commodities
instead of 6). Table 1 below shows that the number of commodities in the "food and beverages" group
dropped by 72; "furniture and household appliances" items fell by 68; "transport and travel” items
declined by 42; and "entertainment" items were reduced by 65.

Changing the relative weights given to different commodities and commodity groups in accordance with
the actual changes in spending (i.e. in the light of the results of the household expenditure survey
conducted by the PCBS on a regular basis). Table 1 demonstrates that the weights of major groups
remained almost intact as in the current methodology (base year= 2004) and the proposed new
methodology (base year= 2010). The only exceptions were in the 'transport and travel' group, whose
weight was increased by 3.4 percentage points; and the 'recreation and culture' group, whose weight was
reduced by 3.3 percentage points.

Table 1: Numbers and weights of commaodities in the
methodologies for calculating price index

Base year 2004 Base year 2010

Key commodity groups
y y ot No. Weight No. Weight

Food Stuff and soft drinks 330 37.6% 258  38.5%
Alcohol beverages and Tobacco 19 4.7% 15 4.8%
Textiles, apparels, and footwear 75 7.0% 54 7.0%
Lodging and related supplies 33 10.4% 23 9.8%
Furniture & home appliances 164 6.3% 96 5.6%
Medical care 42 4.5% 30 4.3%
Transportation & travel 88 9.9% 46 13.3%
Telecommunications 69 3.8% 16 3.9%
Recreational & cultural goods & services 115 4.8% 50 1.5%
Educational Services 16 3.6% 12 3.7%
Restaurant, Cafe, and Hotel Services 22 2.2% 12 2.1%
Miscellaneous goods and services 81 5.4% 48 5.6%
General CPI 1054 100% 660 100%

Strikingly, the increase in the weight of "Transport and Travel" in Palestine was a result of opposing changes
in the consumption patterns in the three regions. Table (2) shows that the weight of household expenditure
on transport and travel fell in Gaza by two percentage points, while it rose by 5.2 percentage points in the
West Bank, eventually leading to an increase of 3.4 percentage points in spending on transportation and
communication in Palestine. Still, a decline in the ratio of leisure and cultural services occurred
simultaneously in the three regions (the West Bank, Gaza and Jerusalem), though the decline in the Gaza
Strip was higher.

Table 2: Change in the weights of Transportation & Travel
and Recreational & Cultural Commodities (percentage points)

Gaza West Bank Jerusalem Palestine
Transport & Travel -2.0 +5.2 +6.3 +3.4
Recreational & Cultural -4.3 +2.5 +2.8 -33

Changing the methodology for calculating the average increase in prices in Palestine: Rather than using
the average direct price (based on the number of observations in each of the three regions: the West
Bank, Gaza and Jerusalem), the new methodology proposes weighting the price of each commodity
group separately depending on the proportion of spending on these groups in the three regions. This
method is more accurate in measuring actual inflation than using simple averages or weighted
population averages in each region.
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4. Finally, taking 2010 as the base year instead of 2004.
It is important to look at the implications of these adjustments on the actual inflation index. In other
words, will these modifications) yield an inflation rate that is higher/lower than the inflation rate
measured using the old methodology?

Table 3: Consumer Price Index in Palestine, January—July 2013

Palestine Palestine
Main consumption items Base year= 2004 Base year= 2010
Jan.2013 Jul. 2013 Cl(‘f‘,/:‘)ge Jan. 2013 Jul. 2013 Cl;;;‘)ge
Food Stuff and soft drinks 155,37 151,13 -2,73 105,66 105,80 0,13
Alcohol beverages and Tobacco 182,55 200,45 9,80 117,98 131,70 11,63
Textiles, apparels, and footwear 115,79 114,67 -0,97 106,14 102,93 -3,02
Lodging and related supplies 138,02 139,50 1,07 107,13 111,03 3,63
Furniture & home appliances 118,26 119,44 0,99 101,39 101,25 -0,14
Medical care 120,81 122,31 1,24 110,95 113,27 2,09
Transportation & travel 128,78 127,62 -0,90 102,67 104,06 1,35
Telecommunications 107,36 107,35 -0,01 98,83 98,77 -0,06
iﬁiﬁiﬁ;‘onal & cultural goods & 10585 10485  -094 10250 10498 242
Educational Services 119,39 129,59 8,55 108,39 112,28 3,59
Restaurant, Cafe, and Hotel Services 154,42 155,46 0,67 114,99 117,02 1,77
Miscellaneous goods and services 132,83 129,64 -2,40 111,81 111,77 -0,04
General CPI 138,85 138,35 -0,35 106,35 107,71 1,28

Table 3 provides an answer to this important question, as it shows the inflation rates between January and
July 2013 measured by both methodologies

Table 3shows that the consumer price index (inflation rate) from January to July 2013 was -0.35 according
to the present methodology while it posted an increase of 1.28% according to the newly proposed
methodology. Evidently, the inflation rate in the proposed methodology is four times larger than the rate
calculated by the current methodology. Table 4 shows that the strongest impact of the proposed new
methodology is found in East Jerusalem (where the inflation rate rose by almost 20 times), while the impact
on the inflation rate in the Gaza Strip was relatively minimal, rising only by 30%). It is important to be
cautious about generalizing this result, and not be tempted to think that the new methodology always renders
values higher than the current methodology's.

Table 4: The increase in the consumer price index, January-July 2013 (%)

Change: January-July 2013 % Change: January-July 2013 %

Main consumption groups Base year = 2004 Base year = 2004
West Bank Gaza Jerusalem West Bank Gaza Jerusalem
Food Stuff and soft drinks 0.11 -4.35 -2.98 1.00 -1.18 -1.54
Alcohol beverages and Tobacco 16.29 4.42 8.80 16.50 1.69 12.20
Textiles, apparels, and footwear -1.58 -2.47 0.52 -2.57 -5.83 3.97
Lodging and related supplies -0.61 -5.55 3.34 4.85 -4.81 8.76
Furniture & home appliances 0.27 -1.55 1.72 2.25 -4.02 2.51
Medical care 2.06 -0.17 0.88 2.35 0.69 5.11
Transportation & travel -1.36 -1.03 -0.09 1.68 -5.68 2.70
Telecommunications -0.01 0.02 0.00 0.03 -0.44 0.20
Recreational & cultural goods & services -0.41 -1.39 -0.29 0.76 5.60 -0.33
Educational Services 5.13 3.47 10.42 5.02 0.33 6.63
Restaurant, Cafe, and Hotel Services 0.09 -1.02 -3.11 4.22 -2.78 -3.02
Miscellaneous goods and services -4.61 -5.01 -0.52 -0.25 0.12 1.56
General CPI 0.95 -2.79 0.13 2.53 -1.96 2.55
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Now, what are the main factors behind the relatively large gap between the results of the two methodologies
regarding the inflation rate? Though we did not conduct detailed analysis to measure the separate effect of
each change in the methodology, we suggest that the most important factor behind the rise in the inflation
values is changing the method of calculating the average price increase from the rates of increase in the three
regions. In contrast, the effect of reducing the number of goods is relatively small, and the effect of changing
the weights of goods is in between the other two effects.

This is particularly evident when considering, for example, the prices of the "lodging and related items"
which rose by 1.07% in the current methodology, compared with 3.63% in the proposed methodology. The
rise was largely due to giving a greater weight to the prices growth in the West Bank in the CPI (for
example, housing prices in the West Bank fell by 0.16% in the current methodology, while it saw a rise of
4.85% in the proposed methodology during the comparison period— see Table 5). This also applies to the
"transport and travel" group. Though the price of this group in the Gaza Strip declined significantly in the
proposed methodology compared to current methodology (5.68% and 1.03%, respectively), it saw some
growth at the national level, probably because the proposed methodology gives a greater weight to the West
Bank in determining the overall increase in prices (for example, the price of the "transport and travel" group
in the West Bank increased by 1.68% in the proposed methodology). In addition, the use of consumption
ratios in weighting was likely the main reason behind the large gap between the two methodologies values of
the increase of food prices at the national level. This rendered the 2.73% decline in the current methodology
an increase of 0.13% in the proposed methodology (though the number of goods in this group fell
dramatically in the proposed methodology).

Table 5: CPI percentage change: current methodology vs.
newly-proposed methodology, January - July 2013

Proposed
methodology Increase (%)
(base year= 2010)

Current methodology
(base year= 2004)

West Bank 0.95 2.53 166
Gaza Strip -2.79 - 1.96 30
Jerusalem 0.13 2.55 1,860
Palestine -0.35 1.28 466

Modifying the current methodology for calculating the increase in the consumer price index in Palestine is
unquestionably needed. The proposed adjustments basically involve four aspects: reducing the number of the
targeted goods; changing the weights of goods (based on up-to-date household consumption surveys);
changing the base year; and most importantly using a new approach to calculate the averages among the
three regions, an approach based on the weights of spending on various commodities in the West Bank, the
Gaza Strip and East Jerusalem. These amendments are essential, not only because they are consistent with
international recommendations, but also because they provide more accurate values of actual inflation.

It is now up to the national experts, outside and inside the Palestinian Central Bureau of Statistics to decide
on the proposed methodology. It is also incumbent upon these experts, together with politicians, to strike a
balance between securing reliable data that meet international standards on the one hand, and avoidance the
political and economic implications of a dramatic sudden jump in calculated inflation rate.

7. Foreign Trade

7.1 Balance of Trade

The value of goods import reached US$ 1,188 value of commodity exports totaled about $
million during Q2 2013. Table 7-1 shows that 217 million— an increase of 17.2% over the Q2
recorded goods imports increased by 11.3% 2012. Overall, the commodity trade deficit
compared to previous quarter and by 7.1% reached $ 971 million, up by 11.4% from the
relative to Q2 2012. On the other hand, the Q1 and by 5.1% from Q2 2012.
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Table 7-1: Imports and Exports of registered goods and services, 2011-2013

(millions of dollars)

Indicator 2011 Q1/2012 Q2/2012 Q3/2012 Q4/2012 2012 ** Q1/2013 Q2/2013
Commodity imports  4,221.1 1,019.5 1,109.2 1,053.0 1,036.5 42182 1,067.1 1,188.0
Service imports* 100.2 33.8 36.4 34.7 I IS 36.9 38.6
Commodity exports ~ 719.6 182.5 185.2 178.0 193.4 739.1 195.8 217.1
Service exports* 147.9 32.1 32.8 31.8 e e 34.8 39.1

Source: Registered foreign trade, PCBS (2013).

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

** Preliminary data subject to modification.

***Data on the import and export of services in Q2 2013 are not available to date.

7.2 Balance of Payments

According to the PCBS and the PMA, the
current account deficit totaled $595.7 million
during Q2 2013, up by US$ 355.5million the
previous quarter. This deficit represents about
19.8% of GDP at current prices in the same
period. This deficit increase was a result of a
$1,326.7 million deficit in the trade balance,
which offset both the surplus of the balance of
revenues (income generated mainly from
Palestinian workers abroad, $310.5 million) as

well as the current transfer surplus balance
($420.5 million, mainly from donor countries).

The current account deficit was financed by
the capital and financial account, which
provided US$ 646.8 million (see Table 7-2). It
is necessary to note that the item (capital and
financial account) represent a debt on the
National Economy, as long as the value is
positive.

Table 7-2: Palestinian Quarterly Balance of Payments, 2011-2013

Q1/
2011 2012
1. Trade balance of goods and services* -4,729.5 -1,351.2
Net goods -4,626.0 -1,255.2
Net services -103.6 -96.0
2. Balance of income 1,217.2 241.7
-Workers' remunerations received from 1,258.9 250.6
abroad
-Investment income received from abroad  99.3 30.7
-Income paid abroad 140.9 39.6
3. Balance of current transfers 1,319.8 419.0
-Net transfers to the government 750.5 204.3
- Net transfers to other sectors 1,226.4 286.1
-Transfers paid abroad 657.1 71.4
4. Balance of current account (1 +2+3) -2,192.6 -690.5
5. Net capital and financial account 2,155.7 708.8
- Net capital transfers 536.2 80.3
- Net financial account 1,619.5 628.5
- Net direct foreign investment 605.2 86.0
- Net portfolio investment -69.5 27.5
- Other net investment 1,050.2 625.8
- Change in reserve assets- = rising) 33.7 110.8-
6. Net errors and omissions 36.9 -18.3

(millions of dollars)

Q2/ Q3/ Q4/ 2012 Q1/
2012 2012 2012 2013
-1,3284 -1,316.2 -1,270.7 -5,266.5 -1,203.2
-1,237.5 -1,232.0 -1,159.3 -4,884.0 -1,106.1
-90.9 -84.2 -111.4 -382.5 971
278.0 279.1 273.6 1,0724 2929
272.8 269.4 2584  1,051.2 2925
30.2 32.1 29.8 122.8 28.6
250 224 14.7 101.7 28.6
256.8 364.5 339.1 1,3794  670.1
117.5 129.2 69.2 520.2 314.1
211.3 308.8 3232 1,1294  393.1
72.0 73.5 533 270.2 37.1
-793.6  -672.6 -658.1 -2,814.8 -240.2
875.2 614.1 6339  2,832.0 1919
71.1 81.4 65.1 297.9 144.2
804.1 532.7 568.9  2,534.1 47.7
48.1 69.3 42.7 246.1 71.3
-8.7 22.6 2.6 44.0 -72.1
784.4 478.0 521.8  2,410.0 69.3
-19.7 -37.2 1.7 -166.0 -20.8
-81.5 58.4 24.2 -17.2 48.3

Q2/
2013

-1,326.7
-1,226.9
-99.8
310.5

306.7

30.2
26.4
420.5
134.1
326.1
39.7
-595.7
646.8
59.1
587.7
13.2
-38.0
595.1
17.4
-51.1

Source: Palestinian Central Bureau of Statistics and the PMA, 2013. Preliminary results of the quarterly and annual 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 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 imports and exports. In addition, imports and exports of
services from Israel are recorded only in the trade balance, while the balance of payments records services from different

sources.
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Theoretically speaking, there should be a
perfect balance between the current account
deficit and the surplus of capital and financial
account. In other words, the net value of these
two items must be zero. However, there is
often an apparent gap between them, which is
recorded under "errors and omissions." The
total value of this item is about US$51 million
in the second quarter of 2013.

7.3 External Assets, liabilities and debt

The External Assets and Liabilities balance is
the capital flows from  Palestinian
individuals/companies/government (or other
individuals/companies operating in Palestine)
to foreign markets net of domestic investments
and assets held by foreign individuals,

companies and governments in Palestine. The
PCBS preliminary data reveal that the oPt's net
international investment position (or foreign
assets minus external liabilities) in 2012
totaled US$ 667 million — oPt net foreign
assets outweighed external liabilities by
US$667 million, down by 7.4% from 2011
(see Table 7-3).

Foreign assets (overseas investments by
Palestinians) totaled $5,262 million. Nearly
60% of these assets were currency and other
deposits (by foreign banks operating in
Palestine) while 13% were reserve assets.
Overseas deposits of foreign banks operating
in Palestine represented 71% of total foreign
assets in 2012whereas direct investment barely
reached 5% of the total assets.

Table 7-3: Net international investment position (NIIP), 2010-2012

Side / Item

Net external deposits and investments (net foreign assets)

Total assets
Direct foreign investment abroad
Foreign portfolio investment abroad

Other foreign investments abroad, including

Currency & other deposits
Reserve assets
Total liabilities
Direct foreign investment in Palestine

Foreign portfolio investment in Palestine

Other foreign investments in Palestine

(millions of dollars)
Yeas
2010 2011 2012
1,286 721 667
5,424 5,233 5,262
241 192 232
806 1,147 1,030
3,846 3,397 3,336
3671 3,326 3,234
531 497 664
138 4,512 4,595
2,177 2,328 2,336
611 611 676
1,350 1,573 1,583

Source: PCBS, 2012: Press release on international investment position and external debt

in 2012.
External Debt

External debt - the total debt in a country that
is owed to creditors outside the country —
equaled US$1,601 million in Q2 2013. The
government (68.5%) and the banking sector
(27.7%) accounted for the largest share of the

debt while non-financial corporations,
insurance companies, civil institutions and
households were liable for a combined 2.7%
of the total foreign debt (See Table 7-4).

Table7.4:Palestine's total external debt, by sector (2011-2012)

Sector
Government
Short-term debt
Long-term debt
PMA
Short-term debt
Long-term debt
Banks
Short-term debt

As of end 2011 As of end 2012

1,114 1,097
64 85
1,050 1,012
0 0
0 0
0 0
359 443
359 443



Sector As of end 2011 As of end 2012

Long-term debt 0 0
Other sectors 100 43
Short-term debt 6 7
Long-term debt 94 36
Direct investment (Intercompany lending) 24 18
Debt liabilities to affiliated enterprises 0 0
Debt liabilities to direct investors 24 18
Gross external debt 1,597 1,601
Source: PCBS, 2012: Press release on international investment position and external
debt in 2012.

Textbox 12: Qualifying Industrial Zones Agreement: Pros and Cons

Under the QIZ agreement (concluded in 2004) Egyptian goods produced in QIZ-notified areas can directly
access US markets without being subject to tariff or quota restrictions. To qualify, however, goods produced
in these zones must contain 11.7% Israeli product input (reduced to 10.5% presently)”. In June 2012,
Egyptian, Israeli and U.S. officials held several meetings in Washington to discuss amending the QIZ
Agreement. The Egyptian delegation proposed increasing Egyptian zones (in Cairo, Alexandria, the Suez
Canal Zone and the Central Delta) from 4 to 7 zones. It also requested that US and Israeli delegations
consider reducing the Israeli input to 8%.

In 1998, the United States and Jordan signed a QIZ convention following the Wadi Araba agreement with
Israel. Washington's goal behind the deals was to normalize relations between Jordan and Israel through
economic cooperation and employment. Currently, there are 15 zones of this type in Jordan, which in 1999,
gained a requirement Israeli input reduction from 11.7% to 8%.

As a result of this agreement, Jordanian exports to the United States jumped from US$16.4 million in 1998
to US$ 1.4 billion in 2006. As a result of Jordanian success, Egyptian officials hoped to sign a similar
agreement and projected a reduced requirement would open up more economic activity and create roughly
150 thousand new jobs®'. Subsequent developments and studies have proved that these expectations were
overstated and that the economic benefits would not meet prior projections.

In 2009, researchers Abla Abdel-Latif and Jeffrey Nugent conducted a detailed study to evaluate the benefits
and disadvantages of QIZ agreements with Jordan and Egypt. The study concluded with the following
results®®:

Egyptian QIZ agreement results:

< Although the QIZ agreement raised Egypt's exports to the United States, particularly exports of woven
cotton clothing, figures were well below expectations. Input requirements for exports also limited any
actual gains since Egyptian exports to the US did not differ significantly from the value of imports from
Israel®.

< Only a few large companies benefited from the agreement since roughly70 % of total QIZ registered
companies could not meet the agreement's requirements. Moreover, all but six companies accounted for
80% of exports.

< Textiles and garments constituted the majority of Egyptian exports to the United States (89%), while
plastic products and chemical products accounted for 4% each.

Jordan QIZ agreement results

< Jordanian exports to the United States rose dramatically during the initial agreement years. However,
exports began to stagnate after while Jordanian imports of Israeli product rapidly increased to hundreds
of millions of dollars a year.

*  http://www.gizegypt.gov.eg/About_Textprotocol.aspx

30 Shorouk News. (2013). QIZ, IMF and Washington Interests.
http://shorouknews.com/columns/view.aspx?cdate=11012013&id=b20f1960-4ebc-4a5d-a3de-d5ce78555dfd

' Ibid

32 Abla M. Abdel-Latif and Jeffrey B. Nugent (2009). A quiz on the net benefits of trade creation and trade diversion in the
QIZ s of Jordan and Egypt. Economic Research Forum.

3 Jadaliyya. Ibid
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< The agreement lured much needed foreign direct investment and allowed Jordanian companies to
identify foreign marketing channels.

< Although QIZs attracted a large number of foreign workers (skilled and unskilled); they were not able to
entice local labor. A study by Abdel-Latif and Nugent attributes this to the exclusion of QIZ factories
from adherence to the minimum wage law. This caused local labor to refrain from seeking jobs in these
zones and created a situation in which low-cost immigrant labor replaced Jordanian labor**

< Only few industries recorded concrete gains from the QIZ agreement. Benefits achieved by product
manufacturers outside QIZs were minimal. Textiles and garments remained the largest group of exports
to the United States (85-91%) while higher value added industry exports continued to be minimal®*

Table 1: Jordan and Egypt Trade with the United States, 1999-2011
(millions of dollars)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2011

Egyptian exports to USA 618 888 882 1,356 1,143 1,284 2,091 2396 2377 2370 2,059
Egyptian imports from USA 3,001 3,341 3,564 2,868 2,607 3,078 3,159 4,029 5259 6,002 6,221
Jordanian exports to USA 309 733 229 370 674 1,093 1,267 1,422 1,329 1,138 1,061

Jordanian imports from USA 276 317 339 404 492 552 644 650 856 940 1,447
Source: US Census Bureau http://www.census.gov#/

Textbox 13: Israeli military exports: $7.5 billion in 2012

With roughly 75% of total Israeli military production going to other countries, Israeli exports of military
equipment and technology totaled $7.5 billion in 2012.%

Pacific and Asian countries (especially former republics of the former Soviet Union) were the main
destinations of these exports. Israeli defense industry sales to European countries totaled US$ 1.6 billion
(mainly training aircraft to Italy). Both the United States and Canada accounted for US$1.2 billion. Latin
America's share grew to US$604 million while exports to Africa barely reached US$ 200 million.

Defense data reveal that although exports to the United States and Europe saw a steady decline in volume
and value during the last 3 years, Israel has offset this by expanding markets in Asia, the Pacific and Latin
America.

Military exports include air defense systems and missiles (representing about 25% of the value of deals) as
well as radars, naval equipment and drones (14%, 10% and 3%, respectively). Although Israel was once the
world's number one exporter of drones, the United States (with large expenditures) has recently surpassed
Israeli production and export.

¥ International Labour Organization (2012): Macroeconomic Policies and Employment in Jordan: Tackling the Paradox of

Job-Poor Growth.
3 Abla M. Abdel-Latif and Jeffrey B. Nugent. Ibid.
% Haaretz (2013): Israel’s military exports totaled some $7.5 billion in 2012. July.
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Key Economic Indicators in the West Bank* and the Gaza Strip for the years 2000-2012

Indicator | 2000 | 20010 | 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 | 3,2252 | 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 |2203.7 | 2,262.7 | 2,323.5 | 2,3852 | 2,4484 | 2,513.3 | 2,580 | 2,649
Gaza Strip 1,109.7 | 1,145.9 | 1,1829 | 1221.1 | 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
GDP 4,146.7 | 3,810.8 | 3,301.4 | 3,800.5 | 4,198.4 |4,559.5 | 4,322.3 | 4,554.1 | 48783 | 5.2393 | 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 | 1502.1 | 1,6352 | 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 | 4591.2 | 48519 | 52294 | 52040 | 5713.0 | 6.436.8
Public Expenditure** 1,080.3 | 1,003.7 | 930.3 886.4 | 1,0489 | 8333 | 8704 892.7 995.9 | 1,159.5 | 13223 | 17722 | 2.027.1
Final consumption of NGOs 135.1 164.1 184.3 200.4 152.3 196.7 | 189.0 185.9 290.9 305.5 270.2 264.3 260.2
Gross Capital Formation 1,386.7 | 992.3 841.7 | 1,063.0 | 1,022.3 | 1,265.7 | 1,347.2 | 1,122.9 | 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 8563 | 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) | (221.9)
Services Imports 386.6 424.6 390.1 305.0 287.1 | 3349 | 707.0 | 4305 4715 533.8 422.4 3786 | 5512
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
fverage Bxebange Rae of the USD 14 086 | 4208 | 4742 | 4550 | 4477 | 4482 | 4454 | 4110 | 3587 | 3920 | 7 | 3378 3
gainst the Shekel
fverage Bxebange Rate of the JOD- 1 5811 | 5008 | 6674 | 6417 | 6307 | 6317 | 6202 | 5812 | s061 | ssez | | 300 3
gainst 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 41.2 41.6 41.1 43 43.6
Unemployment (%) 14.1 25.2 31.3 25.6 26.8 23.5 23.7 21.7 26.6 245 23.7 20.9 23
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
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Indicator 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 | 2009 | 2010 | 2011 | 2012
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 1240 | 1,528 | 1,994 | 1,426 | 2567 | 3273 | 2,920 | 2983 [ 2,952 | 3.047
Development Expenses 469 340 252 395 0 287 281 310 - 46.8 275.1 296 211
gﬁ;‘;}(‘)‘; (deficit) Budget before 260) | ®22) | 04y | @93) | @78) | 629) | (704) | 951) | (1,493) | (1,342) | (1,083) | (776) | (807
Total Grants & Assistance 510 849 697 620 353 636 1,019 1,322 1,763 1,402 1,277 978 932
Total Surplus (deficit) Budget 219 | 313) | @59 | @68 | 125 [ @75 34 61 2702 | (144 (81) (94) (86)
Public Debt 795 1,191 1,090 1,236 1,422 1,602 1,494 1,439 1,406 1,732 1,883 2,213 2,483
Banking Sector (Million Dollars)
Assets/Liabilities 4593 | 4430 | 4278 | 4,728 | 5,101 | 5604 | 5,772 | 7,004 | 5,645 | 7,893 | 8590 [ 9.110 | 9.799
Equity 242 206 187 217 315 552 597 702 857 910 1,096 1,182 1,258
Clients' Deposits 3,508 3,398 3,432 3,625 3,946 4,190 4,216 5,118 5,847 6,111 6,802 6,973 7,484
Credit Facilities 1,280 1,186 942 1,061 1,417 1,788 1,843 1,705 1,829 2,109 2,825 3,483 4,122
Number of Banks 21 21 20 20 20 20 21 21 21 20 18 18 17
Source: Palestinian Central Bureau of Statistics, the Palestinian Monetary Authority. For a series data for the period before 2000, please refer to issue 23 of Monitor between hands. Base year is 2004
* g}&%; 183 )p.an of Jerusalem which was annexed forcefully by Israel following the 1967 war.
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.

HokE 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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