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Chapter One

Terms, Indicators and Classifications

1.1 Terms and Indicators
The following terms and indicators are defined in accordance with the glossary and guide statistical indicators issued by PCBS and certified on the latest international recommendations in statistics and consistent with international systems specially SNA' 2008.

Institutional Sector: 
Institutional units are grouped together to form institutional sectors on the basis of their principal functions, behavior and objectives. There are five institutional sectors in the National Accounts system: government; non-profit institutions serving households; financial corporations, households, and non-financial corporations, in addition to the rest of world sector that has a separate account.

Financial Corporations Sector: 
This consists of all resident corporations that are principally engaged in providing financial services, including insurance and pension funding services, to other institutional units.

Non-Financial Corporations Sector:
This consists of corporations whose principal activity is the production of market goods or non-financial services. 

Government Sector: 
The general government sector consists mainly of central, state and local government units, together with social security funds imposed and controlled by those units. In addition, it includes NPIs engaged in non-market production that are controlled and mainly financed by government units or social security funds.[footnoteRef:1] [1:  Many countries produce education, health, social, and public services data under this title according to the system of National Accounts. ] 


Non-Profit Institutions Serving Households (NPISHs):
This consists of non-market NPIs that are not controlled by government.

Household Sector:
A household is defined as a group of persons who share the same living accommodation, who pool some, or all, of their income and wealth, and who consume certain types of goods and services collectively, mainly housing and food. Households are mainly consumers, but they may also be producers. All economic activities taking place within the production boundary and not performed by an entity maintaining a complete set of accounts is considered to be undertaken in the household sector. 

Residence:
This is defined in economic and not legal terms. The main criterion to determine residence of an entity is the center of economic interest. Persons are considered residents of the country where they live for at least one year. Exceptions to this rule are embassy staff (apart from locally employed people who are residents of the country where they live), patients who are treated abroad, and students who live abroad even when their stay exceeds one year.
 


Production (Output): 
Defined as the goods and services produced by an establishment, excluding the value of any goods and services used in an activity for which the establishment does not assume the risk of using the products in production, and excluding the value of goods and services consumed by the same establishment except for goods and services used for capital formation (fixed capital or changes in inventories) or own final consumption.
 
Market Output: 
It includes goods and services sold at market prices or otherwise disposed of in the market, or in tender for sale or disposal in the market, such as most of the goods and services sold at warehouses and retail sale stores.

Output for own final use: 
Consists of products retained by the producer for his own use in final consumption or capital formation.

Other Non-Market Output: 
Consists of goods and individual or collective services produced by non-profit institutions serving households (NPISHs) or the government that are supplied free, or at prices that are not economically significant, to other institutional units or the community as a whole.

Financial Services:
This is the output of financial services that can be measured by the total cost of actual and calculated services. This is necessary because financial institutions accrue earnings from the difference between interests on loans and deposits.  As the calculation of the cost of the actual service is carried out directly, the calculation of the service (services of financial intermediation measured indirectly FISIM) is more complicated and includes monitoring services, convenience services, liquidity provision, risk assumption, underwriting and trading services.

Financial Intermediation Services Indirectly Measured (FISIM): 
It is the difference between the rate paid to banks by borrowers and the reference rate plus the difference between the reference rate and the rate actually paid to depositors.

Intermediate Consumption:
Consists of the value of the goods and services consumed as inputs by a process of production, excluding fixed assets whose consumption is recorded as consumption of fixed capital.

Value Added:
Value added is a central concept of production and refers to the value generated by any unit that carries out any productive activity. Gross value added is defined as the value of gross output less the value of intermediate consumption. The net value added is defined as the gross value less the value of fixed capital consumption.

Gross Domestic Product or GDP (Indicator):
This measures the total value added of all economic activities, which consists of the output of goods and services for final use produced by both residents and non-residents (local factors of production), and regardless of the distribution of this production, locally or externally, during a specific period of time. It does not include deductions for depreciation of fixed capital or deterioration of natural resources.

Final Consumption:
This is the amount of expenditure on consumption of goods and services by households, government and non-profit institutions serving households (NPISHs).

Household Final Consumption: 
This consists of the expenditure, including expenditure whose value must be estimated indirectly, incurred by resident households on the individual consumption of goods and services, including those sold at prices that are not economically significant and including consumption goods and services acquired abroad.

Government Final Consumption: 
This consists of expenditure, including expenditure whose value must be estimated indirectly, incurred by general government for both individual consumption of goods and services and collective consumption of services. 

Final Consumption Expenditure of Non-profit Institutions Serving Households:
This consists of the expenditure, including expenditure whose value must be estimated indirectly, incurred by resident NPISHs on individual consumption of goods and services, and possibly on collective consumption services.

Gross Capital Formation:
This is the acquisition minus the disposal of produced assets for the purpose of fixed capital formation, inventories or valuables.

Gross Fixed Capital Formation: 
Gross fixed capital formation consists of the value of producers’ acquisitions of new and existing products of produced assets minus the value of the disposal of fixed assets of the same type.

Change in Inventory:
This is measured by the value of entries into inventories minus the value of withdrawals and less the value of any recurrent losses of goods held in inventories during the accounting period. 

Exports:
It refers to whole commodities (goods and services) that are exported or re-exported outside the country, conditioned with ownership transcription to another   economy or to free customs regions as a discount from the notional economy which results from transaction with a non   resident economy  

Imports:
 It refers to whole commodities (goods and services) entering the country by air, land and sea that are used in consumption, for conversion in the manufacturing sector and for re-exportation

Gross National Income:[footnoteRef:2] [2:  Formerly known as Gross National Product (GNP) in SNA 1968, but the term became obsolete in SNA 2008. ] 

It is the aggregate value of the gross balances of primary incomes for all sectors. It is defined as GDP plus compensation of employees receivable from abroad, plus property income receivable from abroad, plus taxes, minus subsidies on production receivable from abroad, minus compensation of employees payable abroad, minus property income payable abroad, and minus taxes plus subsidies on production payable abroad.
Gross National Disposable Income:
Gross or net national disposable income may be derived from gross or net national income by adding all current transfers in cash or in kind receivable by resident institutional units from non-resident units and subtracting all current transfers in cash or in kind payable by resident institutional units to non-resident units.

1.2 Classifications
Classifications used in the process of collection and processing of statistical data adopted by PCBS, According to international standards and with the Palestinian privacy. The following classifications were used in the preparation process of this report:
· International Standard Industrial Classification of All Economic Activities  (ISIC-4) issued by the United Nations. 
· System of National Accounts 2008 (SNA-2008) issued by the United Nations.
· Balance of Payments Manual (BPM5)











Chapter Two

Main Findings

This chapter presents the main results for national accounts for the year 2004-2018, that revised according to different factors as mentioned in the Methodology.

2.1 Basic National Accounts
The final findings of the National Accounts for 2018 shows that GDP in Palestine at constant prices was USD 15,616 million during 2018, reflecting an increase of 1.2%  compared to 2017. While GNI at constant prices in Palestine for 2018 was USD 18,122 million, marking an increase of 4.6% compared to 2017; GNDI was USD 19,609 million during 2018, marking an increase of 3.1% compared with 2017. 

2.1.1. Percentage Contribution to GDP at current prices for year 2018
Wholesale and retail trade, repair of motor vehicles and motorcycles contributed 22.2% to the GDP. The Palestinian economy is service-oriented with services contributing 20% of GDP at current prices in 2018. (which includes the following activities: real estate; professional, scientific and technical activities; accommodation and food service activities; education; human health and social work activities; arts; entertainment and recreation; and other service activities)., Industrial activities which include mining, manufacturing, electricity, gas, steam and air conditioning supply, water supply, sewerage, waste management and remediation activities contributed 13.2%. Public administration and defense activities contributed 8.5%, while agriculture, forestry and fishing contributed 7.4% to GDP. Transportation and storage activities formed the lowest contribution of 1.8%.

Percentage contribution of economic activity to GDP in Palestine* for 2018 
at current prices
	


*The data excludes those parts of Jerusalem governorate which were annexed by Israel occupation  in 1967.
**Includes households with employed persons, customs duties and VAT on net imports.

2.1.2. Gross Domestic Product
GDP aims to measure the value created by the productive activity of resident institutional units over a specific period of time.




GDP in Palestine* for the years 2004-2018 at current and constant prices (USD million)
	


  *The data excludes those parts of Jerusalem governorate which were annexed by Israel occupation  in 1967.

2.1.3. Gross National Income
This is the gross value of the initial earned income of residents. It is the income incurred by performing productive activities or by owning financial, land or subsoil assets.

GNI in Palestine* for the years 2004-2018 at current and constant prices  (USD million)
	


*The data excludes those parts of Jerusalem governorate which were annexed by Israel occupation  in 1967.

2.1.4. Gross National Disposable Income
As most developing countries, gross national disposable income exceeds both gross domestic product and gross national income. This is due to aids and current transfers provided by international community, in addition to transfers from Palestinians abroad to their families in Palestine.


GNDI in Palestine* for the years 2004-2018 at current and constant prices
 (USD million)
	


 *The data excludes those parts of Jerusalem governorate which were annexed by Israel occupation  in 1967.

2.1.5. Total Supply and Demand for Palestinian Economy
Supply and demand are fundamental concepts of the national accounts. Supply refers to the gross output and imports of goods and services, while demand refers to intermediate consumption, final consumption, gross capital formation, and exports of goods and services. Gross supply or demand at current prices in Palestine reached USD 35,283 million for the year 2018.

Components of supply and demand in the Palestinian economy for 2018
	[bookmark: OLE_LINK4]
	
	



2.1.6 Per Capita Indicators at constant prices
GDP per capita, GNI per capita and GNDI per capita are important indicators to measure different per capita indicators. They are calculated by dividing the indicator by the number of population over a specific period of time. GDP per capita was USD 3,418 during 2018 showing a decrease of 1.3% compared to the previous year. While GNI per capita was USD 3,966 reflecting an increase of 1.9% compared to 2017. GNDI per capita was USD 4,292 reflecting an increase of  0.5% compared to 2017. 



GDP, GNI and GNDI per capita in Palestine* for the years 2004-2018 at constant prices (USD): 2015 is the base year
	


*The data excludes those parts of Jerusalem governorate which were annexed by Israel occupation in 1967.

2.1.7. GDP by Expenditure at constant prices
The main findings for 2018 indicate that final consumption in Palestine at constant prices was USD 16,889 million, showing an increase of 2.3% compared with the previous year. Household final consumption was USD 13,088 million, which contributed 77.5% of gross final consumption during 2018 and reflected an increase of 1.3% compared to 2017.

Gross capital formation increased by 2.2% in 2018 compared to 2017 and reached USD  4,260 million. The trade balance recorded a deficit of USD 5,678 million during this period, marking an increase of 5.4% compared to 2017.
	
2.2 Institutional National Accounts 
The findings of 2018 at current prices show that the non-financial enterprises sector provided the highest contribution to GDP, followed by the household sector. The NPISH sector’s contribution at current prices was the lowest in 2018, as illustrated in the graph below: 

Percentage contribution of institutional sectors to Gross value added for 2018 in Palestine*  at current prices
	







Chapter Three

Methodology 

This chapter presents the methodologies adopted for compiling National Accounts at current and constant prices for 2004-2018, based on the available price deflators.  It also explains the methodology used for compiling institutional national accounts at current and constant prices, and data coverage of various resources.

3.1 Basic National Accounts Methodology

3.1.1 National Accounts at Current Prices

First: The main basis for the compilation process 
This report was prepared in several stages to ensure thorough coverage of National Accounts for the years 2004-2018 based on the following considerations:
· The most recent administrative records available, primarily from the government and UNRWA.
· Unifying methodologies of the various data sources based on the most recent ones, such as the methodology for estimating gross capital formation (building and non-buildings) and adapting the ISIC-4 for all national accounts data since 1994. The use of the most          up-to-date methodology contributes to improving data quality and comparability over the years.
· Improving the consistency of data by checking the data framework, such as the      inputs-outputs ratio, value added per employee, the logic of growth rates for both outputs and value added, and the regional distribution of data.
· Balancing GDP from both production and expenditure at current prices. This determines errors and omissions to verify distortion between production and expenditure due to the use of different sources for both.
· Unifying data coverage for various economic activities to minimize over-coverage due to the improvement of statistical coverage over time.

Second: Adoption of SNA 2008 Recommendations
In line with its commitment to adopt the latest international recommendations for statistical systems, PCBS started to adopt the first steps of SNA-2008. For this purpose, it developed and updated its data collection tools such as surveys and administrative records, and improved its questionnaires to address the concepts and definitions of SNA-2008 as follows:

1. Financial and insurance activities
Financial activity is considerably affected by the changes in SNA-2008, which altered the classification of economic transactions due to changes in output and intermediate consumption as follows: 
· According to the recommendations of SNA-2008, the following items were classified as intermediate consumption. This led to an increase in the intermediate consumption, and therefore a reduction in the value added:
a. Institutional insurance premiums (excluding employees).
b. Government fees such as the issuance of official transactions classified as government purchases.
c. Current maintenance of machinery and equipment was added as a separate item within the intermediate consumption.
· Calculation of FISIM by excluding dividends and investment income as property income.
· Stock dividends classified as property income rather than revenues and transfers.
· FISIM is distributed between economic activities according to international recommendations related of SNA 2008.

2. Economic Surveys
The questionnaire of economic surveys was adjusted to meet SNA-2008 recommendations for national and international reporting:
· Classifying government fees such as court fees, and issuing of official transactions within government purchases under intermediate consumption rather than transfers. 
· Rearrangement of some items of intermediate consumption and current transfers.
· Adding property income items (land rent, interest on deposits and loans, stock dividends) as a requirement to compile the distribution and redistribution of income accounts.
· Adding a table related to other transfers, including taxes on income and wealth, pension entitlements and social funds, and grants in kind, cash and other transfers.

Third: Revision of National Accounts for 2004-2016  Methodology
National accounts are revised for the years 2004-2018 according to different factors that lead to revision in order to achieve higher level of coverage for sources of national accounts.
The main factors of revision are the following:

(1). Compiling Supply and Use Tables for year 2017
Supply and Use tables are considered as one of the important tools used in most statistical offices to track the general consistency of the data obtained from different sources, since those tables could check the weakness of data sources within the different transactions and products in the supply and use table.
Supply and use tables were compiled at the national account program at PCBS for different rounds depending on the availability of the data sources, and were recently compiled for the year 2017. In the meanwhile, those were compiled in the past for the years 1997 and 2004.
Supply and Use tables were compiled for the year 2017 for the following reasons:

· Performing the Population, Housing and Establishments Census 2017 which provides a better coverage for the establishments' framework of the economic surveys. 
· Performing the Palestinian expenditure and consumption survey for year 2017 which led to a better estimation for data of the previous years.

(2). Revising Economic Surveys  for years 2013- 2016 based on the Establishments Census 2017
Economic surveys are one of the main sources for national account statistics which provide data about establishments in different activities to the users to have an overview about the performance of private sector and nonprofit institutions sector.

Economic survey sample depends on the Population, Housing and Establishments Census 2017 as a framework taking in the consideration the economic activities and geographical distribution.

According to international recommendations, economic survey data should be revised when the establishment census is conducted since the census provides better coverage for establishments data. 

The Establishments Census 2012 was conducted and then followed by the Establishments Census 2017. According to the recommendations, a revision of data should be applied between the two censuses to create consistent time series data and provide users with more accurate picture about the main economic indicators (Number of establishments, number of employees, compensation of employees, output, intermediate consumption, value added and gross fixed capital formation) for the following activities:
1- Industry
2- Construction
3- Internal trade
4- Transport and storage
5- Information and communication
6- Services.

(3). Development achieved through the adopted methodologies in economic surveys to increase the use of administrative records
Within the continuous efforts of PCBS to develop the methodologies for the economic surveys and towards more use of the administrative records, the financial records for the companies registered at the Ministry of Finance were used to capture the private sector.  This work led to improvements in the data coverage for the registered establishments and facilitated comparing them with the same data from the surveys which depended on sample.

(4). Financial Intermediation Services Indirectly Measured (FISIM)
Depending on the  System of National Accounts 1993, Financial Intermediation Services Indirectly Measured were considered intermediate consumption, as they were included in intermediate consumption without distributing them to economic activities, where the National Accounts System 2008 recommended to distribute financial intermediation services indirectly measured to economic activities.

3.1.2 National Accounts at Constant Prices 
The methodology for compiling National Accounts at constant prices was based on a set of price indices and deflators. PCBS compiled three types of price indices (consumer price index, producer and wholesale price index) based on 2010 as the base year for the CPI and 2015 as the base year for the National Accounts which was the year 2004.

PCBS adopted a double–deflation method in deflating the main transactions. An updated methodology was used for the compilation of the National Accounts 2004-2018 in line with international recommendations to rebase the National Accounts data to be the year 2015. The new methodology also takes into consideration discrepancies in prices between the West Bank and Gaza Strip. It recommends compiling separate indices for each region and; therefore, separate deflators. 

3.2 Institutional National Accounts Methodology
The methodology for compiling institutional National Accounts is primarily based on the annual National Accounts, where the gross value added is distributed on the five institutional sectors, where the classification of data sources according to the nature of the institutional sector is based on the SNA 2008 recommendations.

3.2.1 Methodology of compilation
Institutional National Accounts are compiled in two stages:

· First stage: Most National Accounts data are directly classified to the appropriate institutional sector because the nature of the activity and the source of the data provide clear and accurate information about the institutional sector to which the data belong.
· Second stage: The annual economic surveys data, which are the most important source in the National Accounts data, is processed. A variable representing the weight of each activity is derived from the establishments census, in addition to the sample of annual economic surveys.

Activities which are directly classified to its institutional sector:
· Agriculture and Fishing is classified to household sector.
· Financial intermediation is classified to the financial enterprises sector.
· Public administration and defence is classified to general government sector.
· Household services belong to the household sector.

Economic surveys data:
Economic surveys data are distributed among three sectors: Household sector, Non-financial sector, and NPISH. Data are classified to the appropriate institutional sector according to the international and consultants' recommendations in this regard.

The methodology of classifying establishments to the institutional sector is based on the establishments census and the annual economic surveys. Several variables for the institutional unit were taken into account, mainly legal entities, economic organization ,annual budgets, and number of employee, as illustrated below:

· All enterprises and establishments in census and in the sample of annual economic surveys are classified, so that each enterprise follows only one sector of: (Non-financial sector, household sector, non-profit sector and household service). As a result, new variable that represents the institutional sector is created in the establishments census frame.
· The establishments census database provides information about the number of employees and the number of enterprises by sector and activity, but it lacks any information about  production or value added. 
· From the annual economic surveys, labour productivity and the intermediate consumption by employee are estimated by sector, economic activity and region, then a variable representing the weight of each activity in each sector is derived in order to   redistribute the results of annual national accounts data among the institutional sectors. 






Chapter Four

Quality

This chapter addresses the quality of National Accounts in addition to coverage and inclusiveness of the various data sources used in preparation.

4.1 Accuracy
National accounts prepared in Palestine are based on a set of statistical sources (surveys and administrative records) and scientific methodologies that are reasonably (and sometimes distinctly) reliable. Data processing is automated through computerized programs, which minimized the probabilities of  human errors. The computerized system of National Accounts files contains a set of tests through equations to ensure that there are no errors in processing, conversion or otherwise. These procedures ensure the minimization of errors that may result from omission or inaccuracy when preparing data.

4.2 Comparability
The tables of this report represent GDP at current and constant prices and comparisons between 2004-2018 data, as well as indicators of gross national income, gross national disposable income and per capita. In contrast, the national institutional accounts data was presented at current prices for the years 2004-2018 based on the 2017 establishment census classification. The weights will be updated when the Population, Housing and Establishments Census 2017 is issued.

4.3 Data Quality 
Since the beginning of the preparation of the National Accounts data in 1994, PCBS has been working intensively to expand coverage and inclusiveness through the following steps:
- Compilation of annual economic surveys covering all activities except agriculture.
- Start the first steps towards  compiling the business register which will provide a database contributing to the updates of the establishments data.
- Compilation of economic survey covering the out-of-establishment activity in transportation.
- Compilation of the price deflators necessary to calculate constant prices data, and updating the base year when better coverage is available.
- Improving data coverage of government data, especially relating to customs duties and VAT on an accrual basis.
- Use the estimates which are based on the Population, Housing and Establishments Census 2017 to calculate per capita indicators.
- Ensuring the consistency of data after updating from different sources and comparing the data structure (percentage of inputs to outputs, percentage of employee compensation to the value added, the logic for the growth rates in production and value added).
- Use of adjustments of supply and use tables for 2017 to compare data consistency.

4.4 Technical Comments
However, there are still some challenges in the development of coverage and inclusiveness of data, which are presented in the following main points:

First: Updating the establishments register
The establishments’ register is based on the census of Population, Housing and Establishments Census implemented during 2017. However, the reality and nature of the Palestinian establishments complicate the updating process. Most establishments are small-sized, and numerous new establishments are opened while many others quickly close doors. Insufficient details in government administrative records make this updating process difficult and complex, and requires a lot of money and effort.

Second: The informal sector
Within the efforts to cover informal activity in both construction and transport activities by carrying out special surveys, many informal sector activities remain difficult to capture, such as internal trade, services and some manufacturing activities. The compilation of supply and use tables may help to bridge some gaps in this area, but they remain based on estimates and desktop modification rather than on field realities.

The Palestinian Expenditure and Consumption Survey (PECS) provides data on household production for own final use of goods, but does not provide data on market production. It is believed that informal sector coverage of activities other than construction and transport can be developed to better cover local production and value added.

Third: Foreign Trade
The problem of under coverage in foreign trade statistics is related to the political and geographic reality of Palestine, which does not allow monitoring all commodity flows between Palestine and the rest of the world (especially Israel). The adjustment of foreign trade data is used to estimate the degree of under-coverage, but it is always discretionary and based on assumptions.

Fourth: Agricultural Statistics
The collected data covers only the quantities of agricultural production, and do not provide any data on capital formation, stocks or compensation of employees.

Fifth: Net omissions and error
In addition, within the framework of international recommendations, the net omissions and errors should not exceed 5% of the gross domestic product (GDP) after reconciliation and reexamining  data sources to ensure accuracy and comprehension
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