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A N A e A e A "
2011 2011 2011 2011 2011
Y RN
7.4 6.5 7.4 7.6 8.0 7.1
18.9 18.8 18.8 19.0 18.9 20.3
64.1 61.3 64.0 64.7 66.7 63.6
9.6 134 9.8 8.7 6.4 9.0
100 100 100 100 100 100
356 gl
3.9 3.7 5.7 3.0 3.0 4.2
17.7 16.3 15.8 20.3 18.7 14.3
72.7 75.1 71.8 70.3 73.9 78.9
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2011 2011 2011 2011 2011 2010 Gland Allag Aiiad
5.7 49 6.7 6.4 44 26 Wl g shse e sl guac
100 100 100 100 100 100 £ sanal

Lol Ll )
6.4 5.7 6.9 6.3 6.6 6.4 Jee caalia

18.6 18.1 17.9 19.4 18.8 18.8 abial oy
66.6 65.2 66.4 66.4 68.8 67.6 el patin
8.4 11.0 8.8 7.9 5.8 72 W) g e e bl guac
100 100 100 100 100 100 g sanal
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2011 2011 2011 2011 2011 dihaia
Lihaudil) ) )
11.9 14.4 10.9 11.5 10.6 11.8 Aol jall g awall g del 50
11.8 11.3 12.1 12.3 11.5 11.4 Almideliag jalae
13.9 13.3 13.9 14.5 13.8 13.2 Al 5 L)
20.3 19.6 21.0 20.4 20.0 19.3 il 5 aeladll 55 sl
6.1 6.0 6.0 6.1 6.4 6.0 VL) o sal  Jal
36.0 35.4 36.1 35.2 37.7 38.3 L e g ciledd
100 100 100 100 100 100 & saaall
A a daa
12.8 16.4 11.5 12.3 10.6 133 Aol jall g awall g del 50
14.4 13.6 14.7 15.0 14.1 13.7 Ll sas deliay jalas
17.1 15.8 17.3 18.0 17.4 16.8 Al 5 L)
21.0 20.1 21.9 20.9 21.3 19.9 il 5 aeUadll 55 sl
55 5.2 5.4 5.6 5.9 5.7 VL) y oy sal  Jal
29.2 28.9 29.2 28.2 30.7 30.6 L e g ciledd
100 100 100 100 100 100 & saaall
336 kb

9.6 9.1 9.3 9.5 10.5 7.7 dal jall g auall g del 30
55 55 5.8 5.7 5.0 48 Ll i deliay jalae
6.0 6.8 6.0 6.2 4.9 3.0 Al g L)
18.4 18.5 18.8 19.4 16.8 17.3 il 5 aeladll 55 sl
7.6 8.1 7.3 7.2 7.6 6.6 L 5 oy yaal 5 Jai
52.9 52.0 52.8 52.0 55.2 60.6 L e g ciledd
100 100 100 100 100 100 & saaall
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glsi 3 %28.7 5 Ayl izl b %17.3) %20.9
e Alie Ay ghe Adats 2.8 laiay Jarall 138 Jays (5
Adadl Jare (mliad) 2l e @lld ¢la 12010 Hlad
s Ll 9 My 2011 Hlad PUA 502 pllad
Jame ol Ay ad dacall 3 W 2010 alad) a4l
2 Jsa L) el G Ly Alla e b Alllay)
(6

b b Lt Cigaa el B i) o a2
Ol on Ala@®y) Al s Gildall s
e gailly V) da il Jadiyll) 2011 &l 5 Gl
Osaal) G L Ll e clls ) (€05 «(gans sl
e o) e (572 dsad ki) 20115 2010
pelladly sl gl 3 cplalall dps 3 (mliad)
Al 2011 al ) ot PIA Jlal Jaws e @aladll
Cails S8 s Al o V) i Y o)) pe
Ladl oAl den e WIS Omlall o )R e
el Y b et plad 6 Guldall A s
dall & %36 N 2010 ale & %38.3 (e ddandil
sl 8 caldall s i) Qi 8 . ol

2011 Aall 3 %14 s ) auill

Q) 2-2

&0
%21 ) dpdaddll ol ) 3 Al Jaes (midl
) DA %22.4 ae &35 2011 a1 ) DA

(S8 Licu 15) Adalall (g 8 A S jliad) 38 (e Aadl Jana :6-2 J s>
(%) 2011- 2010 il 5 dabial) s Abidandl) gﬁb\j\]\ ‘“,3

alad) PR S R ek S [ Lk S R P { PTG

2010 pladl  uiad g Lilaial

2011 2011 2011 2011 2011
Lhanddl) ozl )
19.2 19.3 20.5 16.4 20.5 23.1 583
28.4 27.2 30.5 28.6 27.3 26.8 &l
20.9 21.0 224 18.7 21.7 23.7 & saaall
Ay 4l Al
15.9 15.5 18.3 13.4 16.3 16.6 583
22.6 20.3 25.3 23.3 21.8 19.7 &l
17.3 16.6 19.7 15.4 17.4 17.2 & saaall
336 kb
25.8 27.0 24.9 22.4 28.9 36.2 583
44.0 46.4 434 43.6 42.1 47.8 &l
28.7 30.3 28.0 25.6 30.8 37.8 £ el

20112010 cAldal (s 5ill zmase 2012, gighandill elaad (6 38 all Sleadl 1 jaemal
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B o a3 (LS %325 S %53)
Ll ol V) 8 deadl e allalall a5 08
Jsan i) Jeadl Gead 23l ol (e aa
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G Ahuldl ozl V8 A il se aal (e
tsl L2011 alad

On Al Jae &l ol Blagl b dasipe W <
%357 4w 24-15 :Q)A:d\ 444)) Y g_z\_uﬂ\

(sl Lo 15) Alalad) (g 681 & S el 8 s D) Jama :7-2 Jgan
(%) 2011-2010 43 pand) il 5 Guiad) cuon Ldanddl) 2 3 B

PAES R RN B SR (4 7 S Rt e PR
2011 2011 2011 2011
Oia)
35.7 36.4 37.9 30.3
21.7 21.5 22.5 20.6
12.0 11.2 14.2 10.2
13.0 13.3 12.8 12.1
8.9 8.2 8.1 9.8
20.9 21.0 224 18.7
2983
323 32.8 34.0 26.4
17.5 17.0 17.7 16.0
12.2 11.9 14.8 9.6
14.9 16.1 14.6 13.3
10.4 9.7 9.6 11.3
19.2 19.3 20.5 16.4
ay)
53.5 51.5 58.1 51.0
37.0 36.7 40.0 37.3
11.0 8.6 114 12.9
4.2 2.0 5.1 6.9
2.3 1.4 0.9 3.0
28.4 27.2 30.5 28.6

-

e oo e and) il
2011

pLS
382 38.8 24-15
225 242 34-25
12.2 15.1 44-35
13.6 16.4 54-45
10.0 14.1 +55
21.7 23.7 £ saxa)
35.3 36.8 24-15
19.6 21.7 34-25
12.3 15.5 44-35
15.6 19.0 54-45
10.9 16.3 +55
20.5 23.1 £ saxal
53.8 49.6 24-15
33.8 34.0 34-25
11.9 13.2 44-35
3.1 3.5 54-45
45 2.1 +55
27.3 26.8 £ saxal
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oaiaiy Loy %38.8 sl 4 13 adas <l 5 &byl

- i 61 anlad g3 o %3 Y

S0 Al Ladas JR) Bl 3538 e L <
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oSy . i< da 13 alad 550 die %14.9 Lay
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Jsaad e ey ) el &l s Aanally Janl
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(%) 2011 —20104m) Al < giad) 33 5 Guda) quen Adandil) ) ) 3

e
2011 2011 2011 2011 2011 A Al
a3
11.8 10.4 10.4 11.9 15.5 13.8 0
19.8 19.1 20.3 16.5 23.1 25.7 6-1
20.4 20.0 21.5 17.8 22.6 24.8 9-7
19.2 19.8 20.4 16.1 20.5 23.2 12-10
23.7 23.7 26.0 22.8 22.1 23.1 +13
20.9 21.0 22.4 18.7 21.7 23.7 £ saxall
2983
20.6 20.4 19.9 18.5 23.4 24.3 0
22.2 22.2 22.7 18.4 25.6 28.6 6-1
21.5 21.6 22.2 18.6 23.4 26.2 9-7
19.7 20.6 21.0 16.4 20.6 24.0 12-10
14.9 14.0 17.2 13.1 15.1 15.7 +13
19.2 19.3 20.5 16.4 20.5 23.1 £ saxall
&l

2.4 - 1.8 5.1 4.1 1.5 0
2.9 1.5 3.6 4.3 2.2 5.1 6-1
8.6 6.1 12.2 7.4 9.9 7.8 9-7
14.5 12.9 14.0 12.6 19.5 13.6 12-10
38.8 39.5 41.0 39.2 34.9 36.3 +13
28.4 27.2 30.5 28.6 27.3 26.8 £ saxal)

.2011-2010 Al (5 g8l T 52012@“\ ¢lasdU 5)5)41\ Ol

dga n (el e gslhle 12 Vs @llia oS A
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S p e el e calhaladl e S Al
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Sle¥l s dilaa b a3 e Calllall A culS LS

L %35 i ye
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(%) 201152010 pamdsll ua (ol oo sia agh) Lale o sa

2011 alad 2011 &0 )

O sblad) Oslalad O slblad) Oslalad)
37.8 62.2 35.5 64.5
252 74.8 24.4 75.6
26.1 73.9 28.5 74.5
34.7 65.3 25.6 74.4
23.9 76.1 28.7 71.3
12.0 88.0 2.9 97.1
21.7 78.3 24.7 75.3
27.1 72.9 21.7 78.3
31.2 68.8 26.8 73.2
20.7 79.3 23.1 76.9
18.7 81.3 14.6 75.4
18.2 81.8 19.8 80.2
16.5 83.5 18.1 81.9
24.5 75.5 27.4 72.6
25.1 74.9 25.6 74.4

2010 alall el
O slblad) Oslalad
37.7 62.3 Oalea dae) g 45 i asle
26.5 73.5 L) agle
27.5 72.5 LSl s e laa) ol
31.2 68.8 Sle) 5 dilaal
24 .4 75.6 L)Y s dslaal Jlee)
12.7 78.3 O3l
25.1 74.9 Laplall ol
21.1 78.9 slasy s cibuzaly )
31.2 68.8 o sulal
17.9 82.1 Lpdigh el 5 durigh
21.9 78.1 el 5 4y lanall o slal)
14.5 85.5 danall
13.0 87.0 daaddl) cileadl)
214 78.6 Claaddl i
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e ae ) ey %2.6 Jtia el el gl 5
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(el & V) i (e ki %70 Jie g il b
#3) B b daasl (a5l A s Lay) s
O S Bl ey (Cplaladl o olaliy (5301 e
538 b hugll eV AL Y sl g5 b sl
G el gl 13a Aaal) 8 ol gass (pe Laih %65
Gllall wdl g oSy 556 pladg Aol () saY) Y are
Ll s il L) jlaall Jl 8 Al e
2 2011 Hall DA de ol Jaall cileld dually
gL Vs i 1 d Lilas ) CVanal) Jsa i€
Jaall el 2y e gl ) i Jaadlyy Al
4 )l (Aol 43) dpad daall 3 cplaall A gu)
lida gisall 5 Jlpud s (Aol 38) 536 & colalally

(el 40)

Jaad cleluy oY 4-2

&0

i d) daal 8 cldadl el e e gl )k
Ol on (Ml e %25 %1.6 e 3 3 gl
ol e it Al 8.2011 a5 iy
ae ) e %3 Jaiey il il g Jil a3 allal
df A ) daadl Clels Jangie i)l (ge
By el peo8n P Caatg delu gaiy lik gl
L3 2010 pladl (e lalial g pe & il
Dy A pal sl 8 ol al dau e el
st gl b oleledl el hasgie gl Jilie %1.3
aall 5 102 Jsandl Hhail) 5 5l (s IS %2 iy
() e 27
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o AV A edd) Jeal) (-Lijj e gl Jaad) clelu baigia :10-2 Jgan
Ladd) 2l ) A Y asiie Gueddinall JGaL
2011-2010 Jead) (lSa i

Laugl 2%
s

76.9
46.2
150.0
76.9

76.9
50.0
153.8
76.9

76.9
48.1
153.8
76.9

76.9
46.2
153.8
76.9

76.9
50.0
153.8
76.9

76.9
50.5
153.9
76.9

SAY bt
s

85.8
58.1
158.0
91.7

85.0
64.6
164.0
92.4

84.8
61.8
160.5
90.8

84.3
59.3
164.5
92.6

85.7
60.6
159.6
91.1

85.0
61.5
162.2
91.7

Rl dlelalbagls
Lol dad Lo el
2010 Al
222 433 Ay il Adual
23.4 38.3 56 gl
20.5 39.4 i ginsall 5 I e
225 41.5 ¢ sandl
2011 Jg¥) @b
22.0 426 il Adal
233 39.2 56 gl
20.9 39.8 ik ginsal) 5 3 5
222 4.3 & sanal
2011 80 g
225 4238 Ay il Adual
23.7 37.5 56 gl
20.6 38.9 ik ginsall 5 3 5
225 40.9 ¢ sonal
2011 &28Y a0
22.6 434 Ay il Adal
234 38.2 56 gl
21.2 38.8 ik ginsal) 5 S 5
225 41.2 & sanal
2011 & A 2
25 43.7 Ay il Adual
233 36.9 56 gl
213 40.1 ik ginsall 5 3 5
225 41.4 ¢ sonal
2011 ala
22.4 43.1 A i Adal
23.4 37.9 56 gl
21.0 39.4 ik ginsal) 5 S 5
22.4 41.2 & sanal

2010-2010 Aalall (6 58 ose 2012 ¢ gihandill slasd (¢3S 5l Slgadl 1 jradl

i) Joad) Ly oy il 5 aubeil 5 L o) i€ 5 (5 AY)
Ol e s Jead) (8 sen dalal) clay il oyl @l
@ Ailad dadl e delall pal laiey dalu)
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2 dde JSI Y 50 7,239 &85 2007 ble (s g
dale IS0 )Y 50 8,925 ) cliagy Ay Gl elly
%3.9 A 2011 Ll 8 cumidd) 52010 A

(1172 Jsaal ki) 2010 ale pa 4 lae
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Lo o Lelad Jaall daliil Guld Load oKy - sla@yl
G el Aaly cudd o) slid) g s
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(Sale/ N 59) Jalad) Lalii) Jana L
8,293 2004
8,332 2005
7,437 2006
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8,560 2008
8,519 2009
8,925 2010
8,578 2011

sy ol ihadil slasd 38 5a) leall 1 juad)
20171 plall idacdal) sLay)

s W 2011 Sl 3 Wle) 328 clllia o oS3 sl
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(1272 s Lkail) %20 4ivas
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W sl e %125 %14 izl csiag i
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%71 Aty gy IS n 5 g Ll €Y1 _alad
(%7) Aeli iuale Gy e bl S g

(%13) asball e il 5 ((%9) ashall 5

25 LA cailli gl cldls) 6-2

&N 2

W5 910 e Pey) 2011 Alall (o wd ) w2
Gl gl we die %24 o e (mliadly eld
o Wlel 63 o 5,83 pall ey (122 Jss ki)
e 3 lil Gaillagl aae aaay W1 2011 & m
Y Lo oleall 5elal calla gl of e okt e a Y
et A e G Ag deall ga b en 55l Jidd
s Lie oY) can iy e sSal) cailla gl A4S o (e
Aol pal

4 i) 45 i)
el alall (PIA Lgie laall 5 elal Cailla ) sae &l
%34 oty Lalisd) dlase ¢ 2ld diky 3,986 sas
O bl aElisd) S 2010 Al ae 4l
o5 (%40) AV s G sSall pe AdaY) il

WWW.JObS.PS (55 SSIY) & sall (305 ¢(3ldl 5 Al ¢l ) Gy sl Comall (p0 5 e La) Catlda ) ilidle) wrenly (o dgma pli P
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2011 aladl gLis 2010 aladl DA Lidauddl ol ) b

2011 aladl
. . . 2010al
goaaall Al a ) G A AEN 2l Jg¥
gLl a

1,725 359 514 445 407 2,558 alal) ¢ Ll
774 130 123 140 381 1,014 aladl & Uadl)
1,487 421 556 266 244 2,475 e KAl e cilalaial)

A8 pal) dahalal) cawa
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2,641 560 753 645 683 3,872 dacal Jang
476 98 161 88 129 792 izl G
300 110 103 16 71 476 53¢ ¢ lhd

Laalad) Aa ) s
294 102 68 77 47 558 el ol
2,834 667 887 544 736 3,989 U A
358 50 98 105 105 747 ash
500 91 140 125 144 753 S e Ji
g sanad
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Lo laall el sl Al of o S5 yiaall a5 %135 2011 alad 3 olead e il e S0 Aaaal) e
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(1372 Jsan k) e laa¥) y Agluy) aglell Cliaadsy ddulall ol

Soalhl A cal lay legie JSI %20 Ay
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55 gud L dia g
&9.4_;43\ N B N N N N uaaddl)
Riglad Lol plad ale plld af plhd  aldplld  ale gl
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782 65 0 1 392 196 128 e Ll Al o e
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3,986 282 13 5 1205 1,712 769 £ sanal
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alad) b Anhaldil 453 sl 8 Sasll e Y50 Osile 75 au I (5055 Coges Laih %5 laiay Aaliall il salyy of Jsa) sl
& G el ol aladl b Al 5 ALE ) Al el Gn 4 Jea gl 508 B of ) & L5 .2012
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FOREWORD

This special issue of the Economic and Social Monitor is the output of cooperation between three
institutions; the Palestinian Central Bureau of Statistics (PCBS), the Palestinian Monetary
Authority (PMA), and the Palestine Economic Policy Research Institute (MAS). This annual issue
of the Economic and Social Monitor covers the economic development in the Occupied
Palestinian territories during the fourth quarters of the last year and additionally provides an
analysis for the whole year of 2011. Releasing an Issue in this shape is a new tradition to meet the
wishes of many readers who have requested a full year’s analysis in addition to the analyzes of the
fourth quarter of the year.

This Issue presents a special section which addresses the overall economic and political
developments in the world during 2011. The analysis was divided into four main parts; starting
with the international level, moving on to the regional level and then examining the Israeli
economy before finishing with the political climate in the Occupied Palestinian territories.

Furthermore, a general statistical review and analysis of the main economic trends in the Occupied
Palestinian Territory in 2011 are offered. Among the topics discussed are: National Accounts data,
public finance, the labor market, the indicators of economic activity as well as prices and
purchasing power. Besides the traditional sections of the Monitor, such as the banking sector data
and the Palestine Exchange, an analysis of foreign trade (the trade balance and balance of
payments) is included in this Issue.

In order to continue to provide time series on a quarterly basis, the changes of the main economic
indicators during the fourth quarter of 2011have been highlighted and compared with the
corresponding quarter of 2010. Given that economic activity has a seasonal nature, the Monitor
focuses on a comparison between the corresponding quarters, more than the comparison between
successive quarters.

This issue of the Monitor includes eight analytical text boxes each of which addresses, directly or
indirectly, a topic related to the policies and economic situation in the Occupied Palestinian
Territory. For example, one box discuses the emerging trends of the International Monetary Fund
(IMF), which aims to focus on inequality and job creation, whereas another box discusses the
problematic of transferring money from the clearance revenues to the Palestinian budget. A further
box analyzes the differences and similarities of formally adopted government budgets by the
National Authority in Ramallah and the Hamas government in Gaza. Moreover, there are boxes
evaluating the reasons for companies to issue bonds rather than encouraging direct borrowing as
well as the analysis of reports on the increase in the inequitable distribution of income in Israel.
The final box sheds light on the prices of gasoline in the Occupied Palestinian territories.

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

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

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

This issue of the Economic and Social
Monitor consists of two main parts. The first
part deals with the economic and political
developments that have been witnessed at the
international, regional and local level during
2011. The second part provides the traditional
review of the Monitor during the fourth
quarter of 2011, in addition to a review of the
main economic indicators in the Occupied
Palestinian territories during 2011.

PartI:

The international political and economic
events of 2011: This part of the yearly
Monitor focuses on the overall economic and
political developments witnessed by the world
in 2011. The analysis is divided into four main
parts; starting with the international level,
moving on to the regional level and then
examining the Israeli economy before
finishing with the political climate in the
Occupied Palestinian territories.

The international level deals with the overall
developments in the Euro zone during the last
year, specifically the financial crisis in Greece
and the resulting suffering of its economy. It
also discusses the economic and political
developments of 2011 in the United States of
America, China, Japan and Russia as well as
their implications on the Palestinian economy.

The regional level analyzes the impact of
popular uprisings on the regional economy,
with the overall conclusion that there was a
significantly lower GDP growth in countries
that witnessed protests. To circumvent this
problem, Governments, especially in the Gulf
region, increased public spending to appease
the population. Popular uprisings have also
significantly undermined investors confidence,
which manifests in an estimated decline of
about 40% of total investment in the region.
The impact of the revolutions on the
Palestinian economy is, however, deemed to
be marginal.

The Israeli economy was influenced by a
number of internal protests and social unrest
during the year. This section focuses on the
position of the Israeli government regarding
the protests, which was to lower the prices of

vii

public transport, reduce the price of water,
raise the minimum wage and cut taxes on
gasoline. Furthermore, the most prominent
indicators of the Israeli economy are examined
and the impact they have on the Palestinian
economy as the two economies are
interdependent, commercially and monetarily.

The political climate in the Occupied
Palestinian territories seems to be paralyzed
due to the uncertainty regarding the ending of
the occupation and the slow reconciliation
between different Palestinian political factions.
Additionally, the continued decline in foreign
donor aid increases the accumulated budget
deficit of the Palestinian government and
could force the government to take austerity
measures. This, however, would exacerbate
the economic slowdown, thus aggravating the
frustration among citizens and the private
sector.

Part II:

Gross Domestic Product: GDP reached
around 6.3 billion dollars during 2011; an
increase of 10%, compared with 2010. On the
other hand, GDP per capita registered a 6.6%
increase during 2011, compared with 2010. As
for GDP from the perspective of expenditure,
the value of final consumption was around 7.6
billion dollars in 2011. This means that final
consumption in the Occupied Palestinian
territories exceeds GDP by 21%.

Labor Market: The number of workers in the
West Bank increased from 744,000 in 2010 to
838,000 in 2011. Geographically, the workers
were distributed as follows: 61.4% in the West
Bank, 28.8% in Gaza Strip and 9.8% in Israel
and settlements. On the other hand,
unemployment in the Occupied Palestinian
territories decreased to 20.9% in 2011,
compared with 23.7% in 2010. The average
wage in the Gaza Strip increased by 6%, as the
daily average wage reached 61.5 shekel in
2011, compared with 58.1 shekel in 2010.

Public Finance: Total net domestic revenues
increased by 14.5% during 2011, compared
with 2010. Total public expenditure also
increased by 4.3% (to 3.3 billion dollars)
during the same period. In sum, the deficit in



the current budget, before aid, decreased by
28% (to 776 million dollars) in 2011, but due
to the huge decrease in international aid, the
total deficit (current and developmental), after
aid, increased to $95 million dollars in 2011
compared with 81 million dollars in 2010.

Banking Sector: By the end of 2011, direct
credit facilities reached around 3.5 billion
dollars. Loans accounted for 72% of the total
direct credit facilities. The trade sector
(internal and external) maintained its position
as the largest share of the private sector’s
facilitates during 2011(20%). The number of
checks presented for clearing increased by
4.5% during the final quarter of 2011,
compared with third quarter; while their value
decreased by 6% during the same period.

Palestine Exchange: The number of shares
traded reached around 184.54 million shares; a
decrease by 20% compared with 2010. While
the value of shares traded reached around 366
million dollars; a decrease by 19% compared
with 2010. Finally, Al-Quds index closed at
476.93 points at the end of the fourth quarter
of the previous year exhibiting a decrease
0of12.67 points (2.6%) compared with the
fourth quarter of 2010.

Company Registration: The number of new
companies registered in the West Bank was
1,386 companies during the last year; an
increase of 170 companies compared with
2010. Total capital of newly registered
companies in 2011 amounted to around JD220
million, registering a decrease of 41.5%
compared with 2010.

Building Licenses and Cement Imports: The
number of building licenses in the Occupied
Palestinian territories increased by 23% during
2011, compared with 2010. Also, the number
of licensed dwellings (New and existing ones)
increased notably reaching 14,183 dwelling
units, compared with 9,475 dwelling units in
2010. On the other hand, the amount of
imported cement to the Occupied Palestinian
territories during 2011 decreased by 4%
compared with 2010, despite the increase of
cement to the Gaza Strip from 4,000 to 44,000
tons. The reason for the total decrease was due
to the decrease of the amount imported to the
West Bank by around 5%.
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Car Registration: The number of new and
used cars registered in the West Bank during
2011 was around 21,000 cars. The cars were
distributed as follow: 63% of used cars were
imported from abroad, 11% of used cars were
imported from Israel and 25% of new cars
were imported from abroad. In comparison
with 2010, the total number of new and used
cars registered in the West Bank decreased by
4%. This was mainly due to the decrease of
cars imported from Israel by 28% during the
same period.

Hotel Activity: The number of hotels
operating in the Occupied Palestinian
territories reached 103 hotels in 2011,

compared with 95 hotels in 2010. The number
of workers in hotels increased by 25% during
the same period. Conversely, the number of
guests decreased by 11% between the two
years. While the average staying period
increased to 2.5 nights per guest in 2011,
compared with 2.2 nights per guest in 2010.

Prices and Purchasing Power: The
Consumer Price Index (CPI) increased by
2.88% during 2011 compared with previous
year. There was a slight improvement in the
price of dollar exchange amounted 1%. This
means that purchasing power in the Occupied
Palestinian territories measured in dollars (and
in Jordanian Dinars) decreased by almost 2%.

Foreign Trade: The total amount of
commodity imports during 2011 was around
4.5 billion dollars; an increase of 14%
compared to 2010. The amount of commodity
exports was around 759 million dollars in
2011, compared with 575 million dollars in
2010. Consequently, the commodity trade
balance deficit during 2011 reached 3.7 billion
dollars; an increase of 8% compared with 2010
(3.4 billion dollars).

Balance of Payments: The current account
deficit reached 1.9 billion dollars during 2011.
This can be considered a marked increase
(174%) when compared with 2010. This
deficit was funded from capital and financial
accounts, which saved 1.5 billion dollars
(increase by 97% compared with 2010). The
difference between the deficit in the current
account and capital and financial accounts (0.3
billion dollars), called “errors and omissions



account”, increased by 188% between the two
years.

Legal and Legislative Environment: The
number of laws issued by the president of the
PA during the last year was 15. Full reviews
for some of these laws, which relate to
economics, are available in the previous issues
of the Monitor. Furthermore, there were three
laws issued on the 4™ of August related to the
Chambers of Commerce and Industry. At the
end of 2011, decision-law No. (15) was issued
for 2011, on public procurement.

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

The new attitudes for the International
Monetary Fund (IMF)- Arab region needs
“Economic Spring”: This box reviews an
interview with Nemat Shafiq, deputy director-
general of the International Monetary Fund. It
shows the new policies and attitudes for the
IMF. Ms. Shafiq presents a pragmatic self-
examination of the old polices of the fund that
were based on privatization, and she also
presents the new policies that aim to eliminate
inequality and create jobs.

Clearing Transfers - Chronic Problems:
The value of clearing transfers in the
Palestinian budget reached around 5 billion
shekels in 2011, which made up 70% of local
revenues in the budget. Thus, this made the
budget sensitive against Israeli policies which
froze transfers to the Palestinian Authority on
various occasions. Additionally, clearing
transfers suffer from financial leakage, which
is estimated at around 5% of GDP. This box
reviews an IMF report about Palestinian
economics that was submitted to Ad Hoc
Liaison Committee on March of this year. The
report stated that an increase in clearing
transfers by 5% would cover 75 million dollars
of the Palestinian budget deficit in 2012.

Two Governmental Budgets for the Same
People: This box shows that the figures of the
public budget in the Gaza Strip, which were
mentioned in the previous volume of the
Monitor (27), were not accurate. The final
General Budget Law for 2012 was issued and
approved by the Palestinian Legislative
Council in Gaza at the end of March. This box
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shows that total expenditures in the Gaza Strip
reached 869 million dollars; an increase of
38% compared with the 2011 budget. Total
expenditures are distributed as 653 million for
current expenditure and 216 million for
developmental expenditure. The budget suffers
from a 695 million dollar deficit. The box also
compares the budget of the Gaza Strip and the
budget of the Palestinian Authority.

“APIC” issues bonds in the footsteps of
“PADICO”- why APIC issues these bonds
instead of direct borrowing?: This box
discusses why companies like “APIC” and
“PADICO” issue bonds instead of direct
borrowing? The box gives a set of reasons that
pushed both companies to issue the bonds. It
also reviews the laws that regulate the process
of issuing credit bonds in the Occupied
Palestinian Territory.

Israel - Middle Class is Shrinking and its
Real Income is Declining: This box reviews a
set of reports confirming inequitable
distribution of income in Israel. The Bank of
Israel issued a study concluding that the
middle class in Israel is shrinking, and the
percentage of middle class families declined
by 14% between 1997 and 2011. While the
percentage of families of the lower class
increased by 19% during the same period.
Additionally, another report of the IMF, which
was recently issued about Israeli economics,
(2, Apr. 2012) concludes that income
distribution in Israel is one of the most unfair
among OECD countries.

The Price of Benzene in the Occupied
Palestinian Territories and Paris protocol:
The Occupied Palestinian Territories imports
its full needs of petroleum products from
Israel. The Paris Protocol states that the prices
of benzene in the Occupied Palestinian
territories should not be less than prices in
Israel by more than 15%. This box reviews the
decision of the Israeli government, at the
beginning of April 2012, to raise the price of
benzene in light of petrol price increases in the
international market, and its effects on
benzene prices in the Palestinian market. The
box also addresses the effect of the changes in
benzene prices on the Palestinian Authority’s
revenue from clearing transfers.



The Sectoral and Geographical Distribution
of West Bank Exports which Received a
Certificate of Origin: The value of
Palestinian ~ commodity  exports, which
received a certificate of origin from the
chambers of industry and agricultural, reached
almost 75 million dollars in 2011, compared
with 60 million dollars in 2010. These exports
represent 10% of the total commodity exports
allocated to the Palestinian territories in 2011.
Agricultural, stone and marble products
accounted for half the value of exports that
received a certificate of origin in 2011 (around

25% for each), metal products accounted for
19%, chemicals and cosmetics 11%.

The Contributions of Jews in America have
doubled in 12 years: This box reviews the
structure and value of American Jews’
contributions to Israeli associations. These
contributions reached 2,100 million dollars in
2007 compared with 1,050 million dollars in
1995. The biggest share has gone to the
Zionist associations, education and social
welfare activities. This can be attributed to the
increase in associations that lobby for Israel in
the US
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Introduction

It is not an exaggeration to state that 2011 was
the year of natural disasters, debt crises, and
social protests around the globe. While 2011
reminded us that nature’s phenomena can have
major impacts on man-made economies, it also
highlighted the growing gap between political
elites and the majority of the world’s people.
Throughout the world, people rejected the
technocratic, opaque and unaccountable rule
of elites and demanded greater economic,
social and political equality. The unpredictable
political and economic transformations that
occurred during 2011 are bound to have long-
lasting effects on the national, regional, and
global arenas.

1. Internationa Sceen

1.1 Eurozone Sovereign Debt Crisis

The Eurozone crisis evolved into the most
significant political, economic, and financial
event of 2011, as European leaders did not
reach a consensus on a solution to the
recession and the sovereign debt crisis. The
world financial crisis triggered what many
economists warned could happen to a one-
currency region made up of asymmetrically
developed economies. Specifically, Greece’s
economic imbalances with the rest of the
Eurozone intersected with government debt to
produce a highly precarious situation for all of
Europe. The Troika’s (The IMF, The
European Central Bank and the European
Commission)  unsuccessful attempts to
ameliorate Greece’s debt burden has spread
the crisis around to the stronger Eurozone
economies and put in doubt the future of the
common currency union.

Although Greece was running large budget
deficits during the bubble years before the
crisis, the large trade imbalances with stronger
European economies and the absence of
domestic monetary control made it almost
impossible for Greece to grow itself out of
debt. A lack of economic competitiveness — in
part caused by a strong euro — and decreased
world demand has driven Greece to the brink
of default. Instead of engaging in massive
deficit spending to limit the extent of the
recession, Greek leaders followed the advice
of the troika and implemented several very

unpopular austerity measures in exchange for
temporary bailout packages' that were
supposed to quell the debt crisis.

The bailout packages did very little, however,
to prevent Greece’s economy from further
contracting. In the midst of a world recession,
the austerity measures implemented only
exacerbated Greece’s recession and debt
problems. With the absence of private sector-
led growth, the austerity measures shrank
output and demand, causing government
revenues to continue falling and pushing the
debt/GDP ratio even higher. Rather than
recovering, Greece sank further into a
recession. As the time of writing this S&E
Monitor, the IMF World Economic Outlook
does not foresee Greece regaining its pre-
recession GDP level for at least the next five
years, given its present course.”

If the troika does not change its policy and
back Greece’s debt in order to lower the
interest burden, Greece may either have to
face default, and possibly leave the euro, or
endure years of a depressed economy.

The same path of high deficits brought on by
the international financial crisis and massive
tax evasion caught up to Spain and Portugal,
as well as Italy, later in 2011. While public
debt levels need to be reduced throughout the
Eurozone, additional austerity —measures
threaten to deepen the recession. The
possibility of a Greek exit of the Eurozone
would not only have serious ramifications for
other European economies, but could also
signify a significant change in political and
ideological trajectory of the European Union.

Even though the euro has remained relatively
stable throughout 2011, the Eurozone crisis
demonstrated that EU members have not yet
achieved the level of economic convergence
necessary for common monetary and fiscal
policies. To date, the EC remains unable to
agree on a comprehensive set of tools and
measures to fight the crisis due to the highly
conflicting interests of its most powerful
members, in addition to the diverse needs of
the different euro economies.

International Monetary Fund. Greece and the IMF.
Retrieved from
http://www.imf.org/external/country/grc/index.htm
International Monetary Fund. World Economic Outlook
Database. Retrieved from
http://www.imf.org/external/pubs/ft/weo



Despite the problems it faced last year,
Eurozone real GDP growth was 1.44% in
2011, with 1.53% growth for the entire EU.
Unemployment, however, in the Eurozone and
the EU reached 10.1% and 9.6%, respectively,
a few percentage points above the long-term
average.

1.2 US Recovery

If Europe continues on the same path, the
prolonged recession could soon transform into
a deep blow for the United States, which
already is in a state of weak recovery. In 2011
real GDP growth reached only 1.74%, about
1.2% less than growth in 2010. Although
unemployment declined to 9.0% from 9.6% in
2010 (still well above the long-run average),
the improvement is mostly due to workers
leaving the labor force and not a strong uptick
in jobs.*

1.3 China Slowing Growth

The Chinese economy showed signs of a
slowdown in 2011, but it remained ahead of
other major world powers. Although the IMF
estimated a GDP growth of over 9.2% for
2011, the IMF projects China’s GDP growth
rate to slow but remain above 8% for the next
five years — probably an effect of the
economic contractions in the US and Europe.’

China continued running a massive trade
surplus, provoking tensions with the US as
Washington blamed cheap Chinese exports for
American unemployment. However, this can
only be seen as a political blame game
originating in the US, as the US dollar’s
strength over the past 30 years, together with
the off shoring of US industry, has been the
underlying basis for this imbalance.® Although
the Chinese central bank, as well as European
central banks, is buying up dollars to keep the
dollar from declining in order to maintain
exports and its trade surplus, the negotiating
impasse lies with the US government, which
has not offered anything in return for a higher-
valued Yuan.

International Monetary Fund

4 FRED (2012). Civilian Labor Force Participation Rate. In
Economic Data

International Monetary Fund. World Economic Outlook
Database. Retrieved from
http://www.imf.org/external/pubs/ft/weo

6 Baker, Dean (2005). Short Term Gain for Long-Term
Pain: The Real Story of Rubinomics. Center for Economic
and Policy Research

1.4 Post —Earthquake Japan

The 9.0-magnitude earthquake, and
subsequent tsunami, that hit Japan on March
11th was by far the most devastating natural
disaster of 2011. The World Bank estimated
the costs of the earthquake to Japan at around
100-235 billion USD.” The -earthquake
occurred as Japan was beginning to recover
from a 20-year deflationary period. Although
Japan recorded 4.4% real GDP growth in
2010, real GDP decreased by 0.75% in 2011
and is projected to remain between 1-2 % for
the next 5 years®.

1.5 Russian Economy

Before the world economic downturn Russia’s
maintained a solid growth rate at around 8%.
However, the fall in worldwide demand for
natural resources like oil and gas hit Russia
hard, bringing growth down to -7.8% in 2009,
hovering at around 4.3% for 2011. The IMF
projects Russia to maintain a growth rate of
around 3.7-4% until some time around 2017.°
Russia remains highly dependent on the
production of oil, gas, and other natural
resources. In 2010-2011, the Russian economy
started recovering as a result of the increasing
price of oil in the world market. Despite being
highly endowed with natural resources, Russia
remains challenged by high rates of crime and
corruption, low domestic and foreign
investments, capital flight, and high
unemployment. '’

On a different note, on December 16, 2011,
the World Trade Organization’s ministers
approved Russia’s terms of entry into the
organization, which will give Russia the
opportunity to become a full-fledged WTO
member before the end of 2012." This
decision marked the end of an eighteen-year-
long application process.

7 The World Bank. (2011). The Recent Earthquake and
Tsunami in Japan: Implications for East Asia
International Monetary Fund. World Economic Outlook

Database

g International Monetary Fund. World Economic Outlook
Database

10 U.S. Congressional Research Services,

http://www.fas.org/sgp/crs/row/RL33407.pdf

World Trade Organization. Ministerial Conference
Approves Russia’s WTO Membership,
http://www.wto.org/english/news_e/news11_e/acc_rus_16
decl1_e.htm



1.6 The Transformation of World
Economic Relations

If the debt crisis and austerity measures
continue in the Eurozone, world GDP for 2012
will take a serious slide since the EU as a
whole is responsible for more than a quarter of
global GDP. However, if policies change —
meaning the European Central Bank permits
for higher inflation and begins to act as a
lender of last resort for European countries —
we may see a reversal in growth projections.
The US also runs the risk of continuing its
weak growth if nothing is done to revive the
economy and lower unemployment soon.
Overall, this crisis may prove to be one of the
defining moments in the long-run change of
economic relations around the globe.

While the size of the world economy doubled
during the last decade, from a world total GDP
of $32 trillion in the year 2000 to $63 trillion
in 20107,  the make-up of country
contributions to world GDP changed
significantly. At the beginning of the
millennium, the US contributed more than
30% to global GDP, followed by the EU
(26%), Japan (15%), China (4%), and Russia
(0.8%). Over the next ten years, the US
remained the largest economy in the world,
but its share of world GDP dropped to about
23%, while the EU took the lead with 26% of
global GDP. China surpassed Japan and is
now the second biggest national economy,
with over 9% of global GDP. Meanwhile,
Russia moved up to 11" place, with 2.3% of
the world’s GDP.

What Does This Mean For Palestine

The economic impact of the Eurozone crisis
on the economies of the occupied Palestinian
Territory has been limited. Even though the
EC is the largest bilateral donor to the PNA,
aid from the EC has not diminished. The EC
has already pledged €160.4 million of aid to
the Palestinian people and institution-building
process for 2012.

The economic situation in the US also bears
important consequences to the Palestinian
Territory, as the US is one of the main
Palestinian donors and the single largest
contributor to UNRWA. The recent decrease

2 International Monetary Fund. World Economic Outlook

Database

in aid from the US to Palestine reflected
political rather than economic considerations.

Although China is a very minor aid donor to
the PNA, changes in Chinese imports and the
value of the Yuan can have major impacts on
the Palestinian economy since China has
become one of Palestine’s most significant
import partners after Israel."”

Even though Japan suffered from a
catastrophic crisis this past year, Japan
continues to contribute to developmental
projects throughout the Palestinian Territory.

Although Russia is not a major donor to the
PNA, its internal political and economic
stability plays a crucial role in Palestinian
politics as a member of the Middle East
Quartet.

2. Regional Political and
Economic Events 2011

The Middle East and North Africa (MENA)
region experienced major political, social, and
economic turmoil in 2011. The ever-growing
economic gap between a small number of
ruling elites and the rest of the population, and
the unwillingness of those in power to
consider the needs of the majority, inspired
popular protests that began a process of
political, economic and social change in
several Arab countries.

The main issues driving people to protest
throughout the Middle East were corruption,
high unemployment, and extreme poverty —
especially among Arab youth. The North
African and Levant regions experienced
significant economic disruptions as a result of
popular uprisings even though states
responded with major repressive measures to
induce ‘normality’. So far, the Gulf region has
managed to contain the unrest and resist any
major structural changes. In the process,
however, the region’s governments also had to
commit significant resources to suppress and
contain popular protests. In contrast, Iran has
experienced only modest internal protests
while the largest portion of political and
economic pressure has come from external
sources, mainly from Western nations

3 Palestine Central Bureau of Statistics (2011). Foreign

Trade Statistics.



threatening the escalation of sanctions if
nuclear development activities do not desist in
Iran.

Political uprisings in 2011

impacted the

Middle East economically through three main
channels:

% GDP growth declined drastically in

countries that experienced violence and
severe unrest, such as Tunisia, Egypt,
Libya, Yemen, Syria, and Bahrain (See the

graph below). Modest declines in output
also occurred in countries that experienced
moderate  political unrest, including
Jordan, Morocco, and Algeria. In general,
countries in both categories witnessed
significant drops in industrial output and
consumer spending in 2011. The tradable
sectors, primarily industry and tourism,
were severely hurt by the crisis, and in
turn affected export capacity negatively.

Figure 1: GDP Growth Rates in the Middle East and
North Africa (Constant Prices)

Source: International Monetary Fund

With the exception of Bahrain, the
economic output of Gulf Cooperation
Council (GCC) countries managed to
remain stable as a result of rising oil prices
and heavy government spending. In Iran,
the effects of international economic
sanctions were largely balanced out by
gains in oil prices over the past year,
which helped boost government revenue
and spending. Nonetheless, industrial
output was drastically weakened by
growing and sustained sanctions by the
international community.'

Government fiscal commitments expanded
dramatically, especially in the Gulf region,
in an effort to appease the public and
contain any potential resentment through
generous welfare and housing programs.
Fiscal deficits in non-oil exporting

International Monetary Fund. World Economic Outlook
Database.
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countries reached 7.3% of GDP in 2011,
up from 6.2% in 2010, and 4.4% in 2007."

The GCC boosted public expenditures
after the onset of the 2008 global fiscal
crisis, in some cases by up to 60%.
Governments in the region announced
various plans to raise salaries, provide
more social aid, create job opportunities,
and build affordable housing. Increased
spending has weakened the fiscal position
of non-oil exporting countries, which
primarily rely on tax revenues, debt
financing, and international aid to fund
additional spending.
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The World Bank. (2012). Global Economic Prospects
(Volume 4), The World Bank Group



Table 1: Fiscal Balance (% of GDP)

Country 2007 2011

Bahrain 4.9 24

High Unrest l;fjf: 27 78 _2?

Tunisia -0.7 -5.1

'Yemen -3.2 -8.0

Algeria 9.1 -1.1

Modest Unrest Jordan a1 57

Morocco 0.2 -5.5

Iran 0.1 -2.8

Low Unrest Oman 17.2 7.6

Saudi Arabia 354 11.7

Kuwait 19.9 17.2

Source: The World Bank

¢+ Popular uprisings have significantly by around 40% in 2011. The lack of
undermined investor confidence in the investment  capital reduced growth

region. World Bank estimates show that
FDI flows to the MENA region declined

potential and added to economic pressures
in the region.

Table 2: FDI Flows to the MENA Region (US$ billions)

Country 2007
Egypt 11.6
Lebanon 34
Tunisia 1.6
Morocco 2.8
Jordan 2.6
Total 22.0
% Change

Source: The World Bank

In addition to massive political protests, the
global economic slowdown was another major
driver of economic change in the MENA
region. Indeed, the negative impacts of
political disturbances on the regional economy
have been exacerbated by a significant global
economic slowdown concentrated in the
Eurozone. In advanced economies, the
slowdown has been driven by the sovereign
debt crisis in the EU, which is hurting investor
confidence, creating fiscal pressures and
exacerbating stress in the banking sector. In
developing economies, such as Turkey, India,
Brazil, and Russia, the slowdown has been
driven by monetary tightening in response to
growing inflationary expectations.

Recent World Bank forecasts for high-income
and low-income countries indicate an
aggregate global expansion of no more than
2.5% in 2012, down from about 2.7% in 2011.
High-income countries, including the US, the
EU member-states, and Japan are forecast to

2008 2009 2010 2011
9.5 6.7 6.4 2.2
4.2 4.8 5.0 3.9
2.8 1.7 1.5 1.1
2.5 2.0 1.3 1.1
2.8 24 1.7 1.2
21.8 17.6 15.9 9.5

-1.1% -191% -9.4% -40.3%

grow at a rate of 1.4%, while developing
countries are forecast to achieve a modest
5.4% growth in 2012. This global slowdown,
especially in the Eurozone — a major trading
partner for countries in the MENA region — is
likely to further diminish demand for traded
goods and lower commodity prices, and in
turn contribute to additional declines in output
and increases in fiscal pressure and social and
political tensions in the MENA region.

2.1 Economic Outlook

Popular political protests are expected to ease
in a number of countries in the MENA region,
including Tunisia, Egypt, Yemen and Libya. It
is not clear if these countries have gone
through the worst and most destabilizing
phases of their transition to more democratic
and open societies, Peoples and political
parties face the challenge of establishing new
democracies in response of the their peoples
voices. A major step forward is to prepare and



carry the long awaited free presidential and
parliamentarian elections. The Tunisian and
Egyptian elections so far indicate great
success. New power centers in these countries
have no choice but to create a wide national
coalition governments to come up with and
implement a badly needed and long awaited
reforms and development agendas.

Overall, economic conditions in these
countries are expected to continue to
normalize in parallel with the stabilization of
political conditions. Financial support from
oil-rich Arab countries like Saudi Arabia, the
UAE, and Qatar, in addition to support from
the IMF and other international development
agencies, is expected to help ease fiscal strains
and facilitate stimulative government spending
in these countries in the years ahead. All
together, investor confidence is expected to
improve, which will eventually restore FDI
flows to their pre-crisis levels. The envisioned
internal recovery in these countries, however,
will be partially offset by the global
slowdown, which is likely to persist well into
this decade

If popular demands for political and socio-
economic changes are not satisfied in the rest
of the region, there is a significant risk of

political upheavals similar to the events
experienced in Syria and Egypt. Such
developments would be catastrophic for these
countries’ economies in the short term, but
probably beneficial in the long run if further
protests are able to generate space for
democratic change.

2.2 Implications for the Palestinian
Economy

The social and political upheavals in the Arab
world have yet to reverberate in the Palestinian
Territory. Economically, the Palestinian
Territory witnessed some slowdown in the
second half of 2011. Most of this slowdown, if
we assume Israeli occupation as a constant,
can be attributed to the political uncertainty
surrounding the UN membership bid and
lower-than-expected foreign aid. The partial
freeze of US funding to projects and programs
reduced domestic consumption and, in turn,
PA revenues. Arab states failed to fulfill their
obligations to the Palestinian people and
government by delivering less than the
promised financial assistance. In addition,
regional instability mostly reinforced the
negative sentiment and reduced overall
investor confidence in Palestine.

Table 3: MENA Real GDP Growth (%)

Country 2009
Bahrain 3.1
Egypt 4.7
High Unrest Lebya 2.3
Syria 6.0
Tunisia 3.1
Yemen 3.9
Algeria 24
Modest Unrest Jordan 5.5
Morocco 4.9
Iraq 4.2
Djibouti 5.0
Iran 3.5
Kuwiat 5.2
Lebanon 8.5
Mauritania -1.2
Low Unrest Oman 11
Qatar 12.0
Saudi Arabia 0.1
Sudan 4.6

UREmirates -3.2
MENA Region 2.6

2010 2011 2012 2013
4.1 1.5 3.6 4.8
5.1 1.2 1.8 4.0
4.2 - - -
3.2 -2.0 1.5 34
3.1 0.0 3.9 52
8.0 -2.5 -0.5 22
33 29 33 3.4
23 2.5 29 3.5
3.7 4.6 4.6 4.9
0.8 9.6 12.6 10.2
3.5 4.8 5.1 5.8
3.2 2.5 34 3.8
34 5.7 4.5 5.1
7.5 1.5 3.5 4.0
5.2 5.1 5.7 6.3
4.1 4.4 3.6 3.8
16.6 18.7 6.0 43
4.1 6.5 3.6 4.4
6.5 -0.2 -0.4 3.1
3.2 33 3.8 4.0
4.4 4.0 3.6 4.3

Source: International Monetary Fund, World Economic, Outlook Database.



3. The Israeli Economy in 2011

3.1 Social Protests

Despite its overall positive economic standing,
Israel did not remain immune to social protests
and disturbances in 2011 either. As early as
February, Prime Minister Benjamin Netanyahu
was pressured to take concrete economic
measures against the mounting cost of living
as a result of growing political pressure.
Specifically, the Prime Minister’s Cabinet cut
the cost of public transportation by 10%,
brought down the soaring price of water,
increased the monthly minimum wage by
$122, and canceled the recently imposed high
tax on gasoline." However, throughout the
year hundreds of thousands of Israelis
participated in demonstrations in all major
cities to protest the rising cost of living
(increases in the prices of basic grocery
consumer products, fuel, housing, expenses
related to raising children, etc.) while
demanding lower consumer prices and a
strong government response to a shrinking
middle class."

3.2 Economic Indicators

Overall, the Israeli economy sustained a
modest growth rate in 2011, with an
approximate annual real GDP growth of
4.75% and annual GDP per capita growth of
3%."* Considering the global economic crisis,
specifically in the eurozone — one of Israel’s
major trading partners — growth was better
than expected. Even with continuing problems
in Europe and the US, Israel is still expected to
grow at around 3.7% per year for the next 2
years®. Israel also managed to bring down
unemployment to a 32-year low of about 5.6%
during 2011.

Cable News Network. Netanyahu Moves to cut Israeli
Food, Fuel Prices, http://articles.cnn.com/2011-02-
10/world/israel.prices_1_netanyahu-gasoline-
prices?_s=PM:WORLD

The Guardian. Israelis Protest: 430,000 Take to Streets to
Demand Social Justice,
http://www.guardian.co.uk/world/2011/sep/04/israel-
protests-social-justice

Israel Ministry of Finance. The Israeli Economy,
http://www .financeisrael.mof.gov.il/Financelsrael/Pages/E
n/News/20111225.aspx

International Monetary Fund. World Economic Outlook
Database. Retrieved from
http://www.imf.org/external/pubs/ft/weo

Imports and exports recovered in the first half
of 2011 but experienced another decline
during the third quarter. Overall, both the
volume of imports and exports for Israel are
predicted to decline significantly from their
2010 high - still well below pre-recession
levels.”

3.3 Impact on the Palestinian Territory

Given the interconnectedness of the Israeli and
Palestinian economies, significant economic
changes in Israel have a direct impact on the
OPT. The increase in consumer goods and
gasoline prices in Israel in 2011 led to a rise in
the prices of these products in Palestine as
well — though this probably had more to do
with the general increase in international
commodity prices.

4. The Political and Economic
Context in the Occupied
Palestinian Territory (OPT)

While the OPT achieved a reasonable annual
growth rate from 2007 to 2011, a substantial
part of this progress was driven by the flow of
international aid, which spurred economic
recovery after years of stagnation. For many
years relief activities following Israel's
destruction of Palestinian infrastructure and
public facilities depleted international aid that
flowed into the oPt for development. The
closure regime imposed by Israel on the
Palestinian Occupied Territory (OPT) since
early 2000s only further added to the costs of
Palestinian development.

As part of the Palestinian Reform and
Development Plan of 2008-2010 much of the
international aid that flowed into the
Palestinian economy went to shore up
government spending. Tremendously limited
by the constraints of greatly diminished
internal and external mobility as well as
inadequate access to natural resources, the

% International Monetary Fund. World Economic Outlook
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Palestinian economy would have collapsed
without international aid.*'

Israeli occupation and aid dependency
translates into an OPT economy widely open
to fluctuations in times of political uncertainty
and insecurity. ** For example, although the
OPT economy grew dramatically during 2010,
declining levels of foreign assistance, growing
political internal and international
uncertainties (occasioned by failed
negotiations), the PLO bid for UN
membership, the escalation of Israeli
settlements and continuing Israeli restrictions
resulted in an economic slowdown in the OPT
in 2011. GDP growth during 2011 (7 %) was
significantly lower than the 12% growth
originally projected by the World Bank and
the IMF.

Most likely, the Palestinian economy will
continue to lose steam throughout the coming
year. There are a number of key variables that
are driving this slowdown:

1. Continued political uncertainty with
regard to the end of Israeli occupation of
the Palestinian territory

2. Continued Israeli closure measures and the
possibility of arbitrary withholding of tax
revenue on imports and other financial
transfers to the Palestinian National
Authority, as well as restrictions on
movement and severely restricted access
to natural resources;

3. Continued decline in donor aid and foreign
assistance. This decrease will continue to
enlarge  the  Palestinian  National
Authority’s budget deficit and force
significant austerity measures that will
most likely exacerbate the economic
slowdown. This will most likely trigger
public discontent.

4. The ongoing Palestinian political rift.
Immediate reconciliation and unity
between the West Bank and the Gaza Strip
is necessary to bring an end to heavy
economic losses

4.1 Continued political uncertainty

There are two main political issues hindering
growth and development in the OPT. The first

2 The World Bank, (2011). Building the Palestinian State.
2 The World Bank. (2012). Stagnation or Revival:
Palestinian Economic Prospects.

is Israel's intransigence with regard to the
peace process. The second is the escalation of
Israeli arbitrary measures. Although numerous
‘peace talks’ and negotiations have occurred
since the beginning of the Oslo Accords, the
peace process has been effectively stagnant
since the signing of the Interim Agreement in
1995. In light of Israel’s continued disregard
of international law and the overwhelming
international consensus on a two-state solution
as well as Israel's unwillingness to seriously
negotiate the final-status issues — borders,
status of Jerusalem, the refugees, security,
water, Israeli settlements, and political
prisoners — the PNA sought international
recognition through a bid for full membership
at the United Nations in 2011. The effort
culminated in President Abbas’s address to the
UN General Assembly in September 2011.
Even though the Security Council has yet to
vote on the Palestinian membership bid, the
United Nations Education, Scientific, and
Cultural Organization (UNESCO) became the
first UN body to recognize Palestine as a full
member. As a consequence to the UN bid, the
US temporarily froze all financial transfers to
the PNA.

4.2 Israeli violations and hostile
practices

It is no secret that the Israeli occupation —
through settlement expansion in East
Jerusalem and the West Bank, the continued
building of the annexation wall, the ongoing
blockade on Gaza, the restriction of movement
of goods and people as well as the limited
access to natural resources — prevents the
Palestinian economy from reaching its
potential.

In clear disregard of peace negotiations and
UN resolutions, during 2011 Israel continued
to violate Palestinian rights by escalating
settlement construction in the West Bank and
East Jerusalem as well as continuing to
demolish Palestinian homes.*

In 2011 there was no meaningful easing of
Israeli  restrictions  despite  significant
improvements in security on the ground,
especially in the West Bank. Moreover, there
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is a risk that these restrictions will expand and
take more extreme and detrimental forms if the
political deadlock between Israel and the PNA
continues. All this will further dampen growth
prospects for 2012 and beyond.

4.3 Declining donor aid

Donor funding has played a key role in
sustaining Palestinian economic growth during
the past few years, helping to sustain and
expand  government expenditures  and
investments throughout the West Bank and
Gaza. It is estimated that annual external
support for recurrent and development
expenditures averaged around 25% of real
GDP between 2008 and 2010.

Over the past few years, the PNA has
succeeded in reducing the degree of
dependence on foreign aid from a high of 32%
of GDP in 2008 to less than 11% of GDP in
2011. Part of the decline is related to donor

fatigue, which grew along with the
international financial crisis as well as the
sovereign debt crisis in the EU. However, the
decline is also political. In 2011, the US
Congress froze all aid to the PNA to protest
the Palestinian UN membership bid. This
freeze is still partially in effect and could
affect assistance levels in 2012 and beyond.

4.4 Stalled Palestinian Reconciliation

The reconciliation agreement, concluded in
Cairo in May 2011, between the PNA and
Hamas set the foundation for political
reunification. However, the agreement did not
materialize. This fact has proved a great
setback to Palestinian political efforts and
development work in 2011. It has worsened
the PNA’s financial crisis and denied
Palestinians the ability to mobilize against
Israeli violations and hostilities.
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1. Gross Domestic Product

Quarter 4

During this quarter, GDP grew by 1.9%; thus
maintaining the increasing tendency it saw
during the first three quarters of 2011. Given
that the national product is strongly influenced
by quarter shifts, economists appear in favor
of comparing GDP in terms of corresponding
quarters rather than successive quarters. As
such, GDP grew by 10.5% in the fourth
quarter 2011 compared with the corresponding
quarter 2010 (see Issue 27 of the Monitor). On
the other hand, the per capita GDP (which is
almost equivalent to the growth rate of the
total output minus the growth rate of the
population) rose by 1.1% compared to the
third quarter of 2011, while it grew by 7.2%
compared with the corresponding quarter of
2010.

Annual Comparison

In 2011, GDP rose by 10% compared with
2010. It is interesting to notice that this growth
was real (at constant prices), i.e., the nominal
increase minus the impact of price inflation.
The per capita GDP, on the other hand,
increased by 6.6% compared with 2010. The
improvement of per capita was mainly evident
in the Gaza Strip (19%) compared to an
increase of 2.4% in the West Bank (see Table
1-1). As a consequence, the percentage of per
capita income in the West Bank fell by 1.9-
1.6% compared to the per capita income in
Gaza.

Table 1.1: GDP in the Palestinian territory (constant prices, base year 2004)

Economic Activity 2010
GDP (million dollars) 5,754.3
— West Bank * 4,249.5
- Gaza Strip 1,504.8
GDP per capita (US dollar) 1,509.9
— West Bank * 1,867.1

— Gaza Strip 980.2

438.1
385.3
457.2
279.3

2011
Q1 Q2 Q3 Q4  Total
1,496.4 1,598.2 1,599.0 1,629.4 6,323.0
1,0583 1,1350 1,124.5 1,154.6 44724
4632 4745 4748 18506
4085 405.6 4102 1,609.6
487.0 4792 4887 19121
2928 2974 2950 1,164.5

Source: Palestinian Central Bureau of Statistics 2012, National Accounts Statistics, Ramallah -

Palestine.

Data of 2011 are preliminary and thus subject to further revision.

Data of Q4 2011 are preliminary and subject to further revision.

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

Quarter 4

Concerning the structure of GDP in the fourth
2011 (compared to the corresponding quarter
of 2010), many points can be concluded (see
Tables 1 and 2; and the Monitor, issue 27): the
share of manufacturing dropped by 4.8% and
that of the construction sector fell by 16%. By
contrast, the contribution of financial
intermediation and services to GDP rose by
13% and 7%, respectively.

Annual Comparison

In terms of the structure of GDP in 2011, the
share of the construction sector increased by
15.5% in parallel with a decline in the
contribution of most other sectors to varying
degrees. Of course, the stability of rates does
not mean a lack of growth, as the GDP in 2011
grew by 10% ($ 569 million) at constant
prices.



Table 1.2: Percentage Distribution of the Contributions of Sectors to
GDP in the Palestinian Territory* (constant prices, base year 2004)

Economic Activity 2010 2011

Total Q3 Q4 Total Q3 Q4 Year
Agriculture, forestry and fishing 55 55 54 43 6.7 55
Mining, manufacturing, water and electricity 12.9 13.1 13.1 124 12.0 12.6
Mining and quarrying 04 04 03 04 04 04
Manufacturing 89 92 94 84 80 87
Electricity, gas, steam and air conditioning 29 29 27 28 28 28
Water supply, sanitation activities and waste 07 06 07 08 08 07
management &treatment
Construction 97 102 11.8 115 11.2 11.2
g(tlt(())l:cs;l::efzretail and repair of vehicles and 94 91 91 96 94 93
Transport and storage 21 21 20 21 22 21
Financial and insurance activities 49 49 4.7 47 4.6 4.7
Information and communication 67 63 64 67 63 64
Services 22.0 222 215 215 21.8 21.8
Accommodation and food services 0.8 1.1 1.1 14 2.1 1.4
Real Estate and Renting 68 68 62 62 60 63
Professional, scientific and technical activities 1.5 1.6 1.5 14 14 1.5
Administrative services and support services 06 06 06 06 06 0.6
Education 77 76 76 17 74 7.6
Health and social work 28 27 27 26 27 27
Arts, recreation and leisure 0.5 0.5 0.5 04 04 0.4
Other services 1.3 1.3 1.3 1.2 12 13
Public administration and defense 13.6 148 14.0 14.0 132 14.0
Home Services 01 01 01 01 01 041
ﬁgzggﬁzzjintermediaﬁon Services Indirectly 41 43 42 41 -41 -42
Customs duties 70 7.3 68 70 70 70
Net value added tax on imports 102 87 93 102 96 95
Total (5) 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, National Accounts Statistics, Ramallah -
Palestine.

Data of 2011 are preliminary and subject to further revision.

Data of Q4 2011 are preliminary and subject to further revision.

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

Table 1-3 shows the value of spending on accounts: Private consumption + investment +
major items of GDP in 2010 and 2011. The government consumption + exports - imports
table reflects the basic equation in the national =GDP (GDP=C+1+G+ X -M).

Billion dollars

Private consumption 6.2
Investment (capital formation) 1.1
Government consumption 1.4
Exports 0.7
Imports (-) 3)
GDP 6.4



We can conclude from Table 1-3 that in 2011:
¢ The final consumption expenditure in the

Palestinian territory was 21% more than
the gross domestic product (GDP) in 2011.
Household spending accounted for 79% of
final consumption expenditure;
government spending represented 9%;
while that of non-profit organizations that
serve households constituted 2% of final

<>

The final consumption of households rose
by 11%. By comparison, government
spending declined by about 6%, while
spending of non-profit institutions fell by
about 50%.

Gross capital formation declined by 27%.
Exports of goods and services fell
significantly in 2011 compared to 2010
(by 33%). At the same time, imports of

goods and services dropped by 24%
during the same period.

consumption expenditure.

Table 1.3: GDP and its expenditure in the Palestinian territory *
(Constant prices, base year 2004

(million dollars)

2011
Item W0 01 @2 Q@ 4 Total
Final consumption expenditure 7,303.5 1,897.5 1,862.1 1,893.2 1,971.6 7,624.4
Household final consumption expenditure ~ 5,413.3 1,529.3 1,436.7 1,485.6 1,554.8 6,006.4
Government final consumption expenditure 1,520.7 330.3 373.6 3579 369.5 14313
LiiE LSO @I T @i 369.5 379 518 497 473 1867
profit organizations serving households
Gross capital formation 1,443.2 2625 3132 2484 2335 1,057.6
Gross fixed capital formation 1,353.4 2849 350.7 2853 285.1 1,206.0
- buildings 9713  211.0 287.2 2359 2415 975.6
- non-buildings 382.1 73.9 63.5 49.4 43.6 230.4
Changes in inventories 89.8 -22.4 -37.5 -36.9 -51.6 -148.4

Net precious property 0.0 0.0 0.0 0.0 0.0 0.0

Net exports of commodity and services -2,9924 -663.6 -577.1 -542.6 -575.7 -2,359.0
Exports 999.3 169.1 174.1 159.5 165.5  668.2
- commodity 733.2 1180 1213 1049 108.2 4524
- services 266.1 51.1 52.8 54.6 57.3 215.8
Imports 3,991.7 8327 7512 702.1 7412 3,027.2
- commodity 3,419.5 7447 6493  600.2 609.8 2,604.0
- services 572.2 88.0 101.9 1019 1314 4232
GDP 5,754.3 1,496.4 1,598.2 1,599.0 1,629.4 6,323.0

Source: Palestinian Central Bureau of Statistics 2012, National Accounts Statistics, Ramallah - Palestine.

Data of 2011 are preliminary and subject to further revision.

Data of Q4 2011 are preliminary and subject to further revision.

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

Text box 1: The IMF New Strategy: The Arab World needs an ''economic spring''

On May 10, 2012, Lebanese newspaper Al-Akhbar had an interview with Nemat Shafik, Vice Director
General of the International Monetary Fund, on why the Arab Region needs an ‘economic spring’. Below is
the full text of the interview:

In its quest to be a partner in the future of the region, the International Monetary Fund is trying to go beyond
the often confining criteria (e.g. privatization). It needs to rethink its principles in order to eliminate
inequality and create jobs. It is a pragmatic self-assessment suggested by the Vice Director, Nemat Shafik.

Q: The region has been overtaken by a political unrest that requires economic policies, perhaps revolutionary
ones. The IMF has lately changed its views with regard to the priorities of growth and now the focus is on
job creation and the encompass growth. What are the key concerns on the IMF's agenda in the region?




A: The key concern is that we need an ‘economic spring’ along with the political spring. We need new
strategies designed for the economies in the region. What happened in 2011 was a historic transformation in
many countries in the region, but at that point the economy was heading in the wrong direction. Growth has
slowed down, unemployment rates are now worse and financial spaces available to governments have
shrunk a lot. These elements need to be approached with a new economic perspective, since the vulnerability
of economic transformation will curb the political transition.

Q: Does the IMF believe that the obstacles to economic reforms in Lebanon are political in nature?

A: What is happening in Lebanon is not purely Lebanese. See what's happening in the United States
concerning the reduction of public debt and the current political controversy. These are tough political
decisions. Decision makers need to know how much these decisions will cost and to what extent. These
decisions are political in nature, often requiring negotiating on how to get things done. It is very nice to have
a magic wand to bring about reform, but this is an unusual way of doing things, and human beings always
need to discuss things.

Q: You are talking about a new approach of technical assistance to countries you work in; however we don’t
seem to see positive results in Lebanon, where you have been working for a long time.

A: I do not agree with you. The results of our efforts to establish technical capabilities are shown in how
people and institutions work. Take, for example, the central bank of Lebanon. It has built a considerable
capacity through the support of the International Monetary Fund in several areas of technical assistance
(through the Middle East Regional Technical Assistance Center: METAC). If you ask the Central Bank
Governor, he will tell you that the increased efficiency in the Central Bank is the result of the technical
assistance that we offer. Indeed, the bank was able to maintain financial and monetary stability during the
financial crisis that toppled banks around the world. The fruits of our efforts are more manifest in other
countries in the region, particularly at the level of tax collection system, which increased its effectiveness as
a result of technical help provided by the IMF. Frankly, the absence of a fair tax system (where the rich pay
more) is a big problem.

Q: For the IMF, is it a form of transition from neoliberal economy to socialism?

A: This description has a lot of exaggeration. I would say that the correct characterization of the stage is a
transition from neo-liberal to pragmatism. We are ready to work more pragmatically according to the
agendas of governments. I think we are now more open in what we accept. Take for example the issue of
control over the movement of capital. In the past, the IMF would advocate opening financial markets to the
movement of capital. Now, however, the IMF is more responsive to local conditions. Sometimes, economic
shocks may impose a set of terms on the movement of capital. I think that our position has become more
flexible because we saw what happened in the financial and economic crises.

Q: Why do we trust the IMF now even though its past calls would promote quantitative growth?

A: The IMF is an organization. We admit that our past approach had many shortcomings and we have
learned from the experience. This does not only apply to the Middle East, but also to the global financial
markets (e.g. the financial crisis in 2008). Then, we couldn't assess the financial risks across the global
economy. We are not perfect. We do not always have the right diagnosis. Yet, we have learned a lot about
the ineffective policies, and we have developed new tools to deal with that. Now, therefore, in our
assessments of countries we work with (under Article IV), we include an analysis of jobs, their development
and the changes in the social and poverty indicators. We have also come to know that some countries
sometimes need prompt financial facilities without conditions. For example, we have lately given a $ 94
million loan to Yemen (fast credit facility) so that the government can finance its urgent needs. We have
developed tools and precautions for countries that do not suffer financially but need additional financial
support along with the IMF. So I think we have changed our approach to play a constructive role in the
coming stage in the region.

In the past, we would set conditions on the budget items and the composition of spending and privatization.
Now, we have moved away significantly from that trend. In our talks with the governments, we are keen to
make sure that things are logically interrelated. This option may not be optimal, but we are working with the
right and left, according to the results of the democratic process.




2. The labor market

2.1 The labor force and participation
rate

Quarter 4

During the fourth quarter of 2011,
participation rate (i.e. the ratio of workers and
the unemployed to those of working age) in
the West Bank and Gaza Strip was 44.4%,
compared to 43.6% in the third quarter (see
Table 2-1). The quarterly data also indicate a
rise in the number of employees in the West
Bank and Gaza Strip- from 839 thousand in
the third quarter of 2011 to 878 thousand in
the fourth quarter 2011, an increase of 4.6%
(see Table 2-2).

With respect to status of workers, the data
record a drop in participation rate of wage
employees in the West Bank by about three
percentage points. At the same time, the
participation rate of employees without pay
rose by three percentage points. In the Gaza
Strip, participation rate of wage employees
increased by almost 3 percentage points, while

Table 2.1: Percentage of labor

participation rate of employees without pay
declined by two percentage points (see Table
2-4).

Annual Comparison

The rate of participation in the West Bank and
Gaza stood at 43% in 2011 compared with
41% in 2010. Table 2-1 shows a continuing
disparity between the West Bank and the Gaza
Strip in terms of the participation rate (45.5%
in the West Bank and 38.4% in the Gaza
Strip). This is particularly a result of the low
rate of female participation in the Gaza Strip
compared to the West Bank (12.4% and 19%,
respectively). The improvement in
participation rate during 2011 was manifested
in a 12.6% increase compared with 2010 (from
744 thousand workers in 2010 to 838 thousand
workers in 2011). However, the increase was
mainly among unpaid family members (see
Table 2-4). By place of work, 61.4% of
workers were reported in the West Bank,
28.8% in Gaza and 9.8% in Israel and the
settlements (see Table 2-2).

force participation for individuals

15 years and over in the West Bank and the Gaza Strip
by Region and Sex 2010 - 2011 (%)

Region and Sex 2010 Q12011 Q22011 Q32011 Q42011 2011

Males and females

West Bank 43.7 432
Gaza Strip 36.4 37.0
West Bank & Gaza 41.1 41.0
Males

West Bank 69.5 69.0
Gaza Strip 62.1 62.5
West Bank & Gaza  66.8 66.7
Females

West Bank 17.2 16.7
Gaza Strip 10.2 11.0

West Bank & Gaza 14.7 14.7

453 46.2 47.3 45.5

38.1 39.0 39.5 38.4
42.7 43.6 44.4 43.0
71.2 73.1 72.2 71.4
64.0 64.3 64.8 63.9
68.6 70.0 69.5 68.7
18.8 18.6 21.6 19.0
11.6 13.2 13.6 12.4

16.2 16.7 18.7 16.6

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

Table 2.2: Individuals 15 years and above, working in the
Palestinian territory-By place of work 2010 — 2011

Place of work 2010 Q12011 Q22011 Q32011 Q42011 2011
Manpower (in thousands) 2,376 2,432 2,455 2,477 2,500 2,465
Workforce 976 997 1,048 1,081 1,111 ,5910
No. of workers (in thousands) 744 780 852 839 878 838

West Bank (%) 63.5 61.2 60.7 59.7 62.1 61.4
Gaza Strip (%) 26.0 28.8 294 29.9 28.3 28.8
Israel & the settlements (%) 10.5 10.0 9.9 10.4 9.6 9.8

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.



Table 2-3 indicates that the private sector was
the main employer of the Palestinian labor in
the West Bank during 2011, absorbing 69% of
the total employees. The public sector came
second (employing 15.2% of total labor). In
Gaza, the public sector was the main employer

(absorbing more than one third of total labor
there). However, during the comparison
period, the number of workers in the private
sector in the Gaza Strip grew by 15%,
compared with a decline of about 15% in the
number of workers in the public sector.

Table 2.3: Percentage of workers 15 years and over in the
Palestinian territory-By Region and Sector 2010 - 2011 (%)

Sector 2010 Q12011 Q22011 Q32011 Q42011 2011
oPt
Public sector 23.6 22.9 21.6 22.8 22.6 22.2
Private sector 62.4 63.3 64.8 63.1 64.8 64.5
Other sectors 3.6 3.8 3.7 3.7 3.0 3.5
Israel & the settlements 10.4 10.0 9.9 104 9.6 9.8
Total 100 100 100 100 100 100
West Bank
Public sector 15.9 154 14.5 15.9 15.9 15.2
Private sector 67.7 68.2 69.1 67.0 68.9 68.9
Other sectors 2.5 2.4 2.4 2.3 1.8 2.1
Israel & the settlements 13.9 14 14.0 14.8 134 13.8
Total 100 100 100 100 100 100
Gaza Strip
Public sector 46.1 48.0 41.7 38.6 38.8 394
Private sector 46.7 44.3 51.3 54.6 54.1 53.8
Other sectors 7.2 7.7 7.0 6.8 7.1 6.8
Total 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

Table 2.4: Percentage Distribution of workers in the Palestinian Territory
by Employment Status and Region- 2010-2011 (%)

Employment Status
I;nﬁ Region 2010 Q12011 Q22011 Q32011 Q42011 2011
West Bank
Employer 7.1 8.0 7.6 7.4 6.5 7.4
Self-employed 20.3 18.9 19.0 18.8 18.8 18.9
Wage earner 63.6 66.7 64.7 64.0 61.3 64.1
Unpaid family member 9.0 6.4 8.7 9.8 13.4 9.6
Total 100 100 100 100 100 100
Gaza Strip
Employer 4.2 3.0 3.0 5.7 3.7 3.9
Self-employed 14.3 18.7 20.3 15.8 16.3 17.7
Wage earner 78.9 73.9 70.3 71.8 75.1 72.7
Unpaid family member 2.6 4.4 6.4 6.7 4.9 5.7
Total 100 100 100 100 100 100
OPT

Employer 6.4 6.6 6.3 6.9 5.7 6.4
Self-employed 18.8 18.8 194 17.9 18.1 18.6
Wage earner 67.6 68.8 66.4 66.4 65.2 66.6
Unpaid family member 7.2 5.8 7.9 8.8 11.0 8.4
Total 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.



As the table indicates, there was a decline in
the ratio of wage earners in the Palestinian
territories by one percentage point. By
contrast, the percentage of participation of
unpaid family members rose by more than one
percentage point (see Table 2-4). Further, the
rate of self-employed workers in the West
Bank saw some decline (18.9% compared with
20.3% in 2010). In the Gaza Strip, the
percentage of self-employed grew to 17.7%
compared with 14.3% in the previous year.

Though quarterly data signal a slight change in
the distribution of employees by economic
activity between the third and fourth quarters

of 2011 (primarily associated with seasonal
shifts), the ratios remained almost unchanged
between 2010 and 2011 (see Table 2-5).
Despite the decline in the number of workers
in the sector of trade, restaurants and hotels,
for example, during the fourth quarter 2011
compared with the previous quarter, the rate
increased slightly in 2011 compared with
2010. On the other hand, 2011 saw a decline in
the percentage of workers in the services
sector in the Palestinian territory- from 38.3%
in 2010 to 36% in 2011. On the contrary, the
percentage of workers in the construction
sector grew by 14% in 2011.

Table 2.5: Percentage distribution of workers in the Palestinian Territory
by Sector and Region 2010 - 2011 (%)

Sector 2010 Q12011 Q22011 Q32011 Q42011 2011
OoPT
Agriculture, fishing, and forestry 11.8 10.6 11.5 10.9 14.4 11.9
Mining, quarrying and manufacturing 11.4 11.5 12.3 12.1 11.3 11.8
Building and construction 13.2 13.8 14.5 13.9 13.3 13.9
trade, restaurants and hotels 19.3 20.0 20.4 21.0 19.6 20.3
Transport, storage and communications 6.0 6.4 6.1 6.0 6.0 6.1
Services and others 38.3 37.7 35.2 36.1 354 36.0
Total 100 100 100 100 100 100
West Bank
Agriculture, fishing, and forestry 13.3 10.6 12.3 11.5 16.4 12.8
Mining, quarrying and manufacturing 13.7 14.1 15.0 14.7 13.6 14.4
Building and construction 16.8 17.4 18.0 17.3 15.8 17.1
trade, restaurants and hotels 19.9 21.3 20.9 21.9 20.1 21.0
Transport, storage and communications 5.7 5.9 5.6 54 52 5.5
Services and others 30.6 30.7 28.2 29.2 28.9 29.2
Total 100 100 100 100 100 100
Gaza Strip
Agriculture, fishing, and forestry 7.7 10.5 9.5 9.3 9.1 9.6
Mining, quarrying and manufacturing 4.8 5.0 5.7 5.8 5.5 55
Building and construction 3.0 4.9 6.2 6.0 6.8 6.0
trade, restaurants and hotels 17.3 16.8 19.4 18.8 18.5 18.4
Transport, storage and communications 6.6 7.6 7.2 7.3 8.1 7.6
Services and others 60.6 55.2 52.0 52.8 52.0 52.9
Total 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

2.2 Unemployment

Quarter 4

Unemployment rate fell to 21% in the fourth
quarter 2011 compared with 22.4% in the third
quarter of the same year. The decline was
primarily due to the decline of unemployment
in the West Bank by about three percentage
points in the face of a rise of two percentage
points in unemployment rate in the Gaza Strip.

In comparison with the corresponding quarter
of 2010, the unemployment rate fell by 2.5
percentage points. In the West Bank, the
unemployment rate remained constant, while
in the Gaza Strip, there was a decline in
unemployment rate by about 7 percentage
points (see Table 2.6 and the Monitor, Issue
27).



Annual Comparison

In 2011, unemployment rate in the Palestinian
Territory stood at 20.9% (17.3% in the West
Bank and 28.7% in the Gaza Strip), i.e. a drop
of 2.8 percentage points from 2010. This was

primarily a result of a decrease of
unemployment in the Gaza Strip by 9
percentage points, while in the West Bank, the
unemployment  rate  remained  almost
unchanged (see Table 2-6).

Table 2.6: Unemployment rate among individuals participating in the
labor force (15 years and over) in the Palestinian Territory-
by Region and Sex 2010-2011 (%)

Region and Sex

2010 Q12011 Q22011 Q32011 Q42011 2011

OPT
Males 23.1 20.5 16.4 20.5 19.3 19.2
Females 26.8 27.3 28.6 30.5 27.2 28.4
Total 23.7 21.7 18.7 224 21.0 20.9
West Bank
Males 16.6 16.3 134 18.3 15.5 15.9
Females 19.7 21.8 23.3 25.3 20.3 22.6
Total 17.2 174 15.4 19.7 16.6 17.3
Gaza
Males 36.2 28.9 22.4 24.9 27.0 25.8
Females 47.8 42.1 43.6 434 46.4 44.0
Total 37.8 30.8 25.6 28.0 30.3 28.7

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

Key features of unemployment in the
Palestinian Territory:

< High among young people: unemployment
rate among young people aged 15-24 is

35.7% (53% for females and 32% for
males). This means that a large number of
the unemployed are new entrants to the
labor market (see Table 2-7).

Table 2.7: Unemployment rate among individuals participating
in the labor force (15 years and over) in the Palestinian
Territory-by Sex and Age Group 2010-2011 (%)

Age Group 2010

Q12011 Q22011 Q32011 Q42011

2011

Males & females

24-15 38.8 38.2 30.3 37.9 36.4 35.7
34-25 242 22.5 20.6 22.5 21.5 21.7
44-35 15.1 12.2 10.2 14.2 11.2 12.0
54-45 16.4 13.6 12.1 12.8 13.3 13.0
+55 14.1 10.0 9.8 8.1 8.2 8.9
Total 23.7 21.7 18.7 224 21.0 20.9
Males
24-15 36.8 353 26.4 34.0 32.8 32.3
34-25 21.7 19.6 16.0 17.7 17.0 17.5
44-35 15.5 12.3 9.6 14.8 11.9 12.2
54-45 19.0 15.6 13.3 14.6 16.1 14.9
+55 16.3 10.9 11.3 9.6 9.7 10.4
Total 23.1 20.5 16.4 20.5 19.3 19.2
Females
24-15 49.6 53.8 51.0 58.1 51.5 53.5
34-25 34.0 33.8 37.3 40.0 36.7 37.0
44-35 13.2 11.9 12.9 114 8.6 11.0
54-45 3.5 3.1 6.9 5.1 2.0 42
+55 2.1 4.5 3.0 0.9 1.4 2.3
Total 26.8 27.3 28.6 30.5 27.2 28.4

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey,

2010-2011.



¢+ Concentrated among males who received
few years of schooling (22% among males
with 1-6 years of education and 14.9%
among males who received 13 years or
more of schooling). In terms of years of
education, there is a substantial difference
between unemployed males and females.
It is obvious from Table 2.8 that the lower

the years of education, the higher the
unemployment rate among males. The
picture is completely reversed for females:
while the unemployment rate for females
who completed 13 years or more of
schooling is 38.8%, it is only 2.7% among
uneducated females.

Table 2-8: Unemployment rate among individuals participating in
the labor force (15 years and over) in the Palestinian Territory-
by Sex and Years of Schooling 2010 - 2011 (%)

Years of schooling 2010 Q12011 Q22011 Q32011 Q42011 2011
Males & females

0 13.8 15.5 11.9 10.4 10.4 11.8
6-1 25.7 23.1 16.5 20.3 19.1 19.8
9-7 24.8 22.6 17.8 21.5 20.0 20.4
12-10 23.2 20.5 16.1 20.4 19.8 19.2
+13 23.1 22.1 22.8 26.0 23.7 23.7
Total 23.7 21.7 18.7 22.4 21.0 20.9
Males
0 24.3 234 18.5 19.9 20.4 20.6
6-1 28.6 25.6 18.4 22.7 22.2 22.2
9-7 26.2 234 18.6 22.2 21.6 21.5
12-10 24.0 20.6 16.4 21.0 20.6 19.7
+13 15.7 15.1 13.1 17.2 14.0 14.9
Total 23.1 20.5 16.4 20.5 19.3 19.2
Females
0 1.5 4.1 5.1 1.8 - 2.4
6-1 5.1 2.2 4.3 3.6 1.5 2.9
9-7 7.8 9.9 7.4 12.2 6.1 8.6
12-10 13.6 19.5 12.6 14.0 12.9 14.5
+13 36.3 349 39.2 41.0 39.5 38.8
Total 26.8 27.3 28.6 30.5 27.2 28.4

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

2.3 Unemployment among graduates of
universities and institutes

Table 2-9 sheds light on the rates of
employment and unemployment among
individuals with intermediate diploma and
higher— by major. The rate of unemployment
among degree holders was 25% in 2011, a
slight drop from the previous year. The table
shows that with 12%, the unemployment rate
among those who obtained a degree in law
was the lowest during 2011 (i.e. for every one
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hundred graduates of law, there were 12
without a job). On the other hand, the
unemployment rate among those who obtained
a degree in educational sciences & preparation
of teachers was the highest (about 38% during
2011). Unemployment rate among graduates
of journalism and media also remained high
(35%).



Table 2.9: Unemployed graduates (with an intermediate diploma and above)
by Major—2010 and 2011 (%)

) 2010
Major

Educational sciences &

Q4 2011 2011
Employed Unemployed Employed Unemployed Employed Unemployed
preparation of teachers 62.3 37.7 64.5 35.5 62.2 37.8
Humanities 73.5 26.5 75.6 24 .4 74.8 25.2
Social and behavioral 725 275 745 28.5 73.9 26.1
Journalism and media 68.8 31.2 74.4 25.6 65.3 34.7
Business and 75.6 24.4 713 28.7 76.1 23.9
Law 78.3 12.7 97.1 2.9 88.0 12.0
Natural sciences 74.9 25.1 75.3 24.7 78.3 21.7
Math and statistics 78.9 21.1 78.3 21.7 72.9 27.1
Computer 68.8 31.2 73.2 26.8 68.8 31.2
lea:ggi?::rriﬁlgg;;iessions 82.1 17.9 76.9 23.1 79.3 20.7
Architecture and 78.1 21.9 75.4 14.6 81.3 18.7
Health 85.5 14.5 80.2 19.8 81.8 18.2
Personal services 87.0 13.0 81.9 18.1 83.5 16.5
Others 78.6 21.4 72.6 27.4 75.5 24.5
Total 75.4 24.6 74.4 25.6 74.9 25.1

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

2.4 Wages, working hours and productivity

Quarter 4

In the fourth quarter 2011, the average wage
of workers in the West Bank and the Gaza
Strip rose by 1.6% and 2%, respectively. On
the other hand, the average wage of
Palestinians working in Israel and the
settlements fell by 3% despite the increase in
average weekly working hours in Israel and
the settlements by an hour and a half during
the same period. In comparison with the
corresponding quarter of 2010, the average
wage of workers in the West Bank declined by
1.3%. On the contrary, the average wage of
workers in the Gaza Strip grew by 2% during
the same period (see Table 2.10 and Issue 27
of the Monitor).

Annual Comparison

In 2011, the average daily wage of the West
Bank workers remained almost constant
compared to 2010. By contrast, the average
daily wage of the Gaza Strip workers
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increased by about 6%, whereas the average
daily wage of workers in Israel and the
settlements rose by 2.6%. Despite this
improvement in Gaza, the gap between
average wages in the West Bank and Gaza
remained relatively large (the average wages
in Gaza represent only 70% of those in the
West Bank). Still, the median daily wage in
Gaza (the pay received by half of the workers)
reveals a greater disparity between wages in
Gaza and the West Bank (the median wage in
Gaza constituted only 65% of that in the West
Bank). This continued disparity mirrors the
demand for labor in the light of the Israeli
blockade placed on the Strip. On the other
hand, the weekly working hours during 2011
remained stable compared to the rates reported
in previous years. The weekly working hours
in the West Bank (43 hours) remained well
above those in the Gaza Strip (38 hours) and
Israel & the settlements (40 hours).



Table 2.10: Average weekly working hours, monthly working days
and daily wages in NIS of known-wage workers in the oPt-
by Place of Work 2010-2011

Place of work Average

Average monthly

Average Median

weekly hours  working days  daily wage daily wage
2010
West Bank 43.3 22.2 85.8 76.9
Gaza Strip 38.3 23.4 58.1 46.2
Israel and Settlements 394 20.5 158.0 150.0
Total 41.5 22.5 91.7 76.9
Q1 2011
West Bank 42.6 22.0 85.0 76.9
Gaza Strip 39.2 23.3 64.6 50.0
Israel and Settlements 39.8 20.9 164.0 153.8
Total 41.3 22.2 92.4 76.9
Q22011
West Bank 42.8 22.5 84.8 76.9
Gaza Strip 37.5 23.7 61.8 48.1
Israel and Settlements 38.9 20.6 160.5 153.8
Total 40.9 22.5 90.8 76.9
Q32011
West Bank 434 22.6 84.3 76.9
Gaza Strip 38.2 23.4 59.3 46.2
Israel and Settlements 38.8 21.2 164.5 153.8
Total 41.2 22.5 92.6 76.9
Q4 2011
West Bank 43.7 22.5 85.7 76.9
Gaza Strip 36.9 23.3 60.6 50.0
Israel and Settlements 40.1 21.3 159.6 153.8
Total 414 22.5 91.1 76.9
2011
West Bank 43.1 22.4 85.0 76.9
Gaza Strip 37.9 23.4 61.5 50.5
Israel and Settlements 394 21.0 162.2 153.9
Total 41.2 22.4 91.7 76.9

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011.

Labor productivity

Labor productivity is a substantial indicator
measuring the efficiency and effectiveness of
work in the production process. There are
many factors that affect the level of labor
productivity, including the quality of other
production inputs, technology, education,
training, work environment that involves laws
and regulations of the labor market, and other
factors. Worker productivity can be measured
by the value added, i.e., by dividing the sum of
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value added to the number of employees in the
economy. Labor productivity can also be
measured at the enterprise level. From 2004 to
2011, labor productivity in the Palestinian
territory had been inconstant- decreasing
continuously after 2004 and taking a nosedive
in 2007 (only $ 7.239 per worker). It then
started to recover- reaching $ 8.925 in 2010,
yet it relapsed in 2011 by 3.9% compared with
2010 (See table...)



Table 2.11: Labor productivity in the Palestinian

territory (2004 - 2011)

Year Rate of labor productivity
(dollars / worker)
2004 8,293
2005 8,332
2006 7,437
2007 7,239
2008 8,560
2009 8,519
2010 8,925
2011 8,578

Source: Palestinian Central Bureau of Statistics. Performance
and indicators of the Palestinian economy in 2011.

2.5 Vacancy announcements®

Quarter 4

The number of vacancies posted in the fourth
quarter of 2011 was 910, a 24% drop from the
third quarter of the same year (see Table 2-
11). However, in the fourth quarter 2011,
there were 63 announcements with no specific
number of vacant posts. Furthermore, the
posted vacancies do not necessarily cover all

Annual Comparison

The number of vacancies advertised last year
was about 3986 vacancies, down by 34% from
2010. The decline in NGOs vacancies was the
highest (40%). During 2011, there were 328
announcements with no specific number of
vacant posts. The private sector accounted for
the largest share of job vacancies advertised in

available job opportunities, though all 2011 (43% of total posts), while the shares of
government jobs, as per law, must be the NGO sector and the public sector were
advertised®. 37% and 20%, respectively (see Table 2-11).
Table 2.12: Number of vacancies advertised in daily
newspapers in the oPt (2010 and 2011)
2010 2011
Q1 Q2 Q3 Q4 Total
By Sector
Private sector 2,558 407 445 514 359 1,725
Public sector 1,014 381 140 123 130 774
NGOs 2,475 244 266 556 421 1,487
By Area
Northern West Bank 907 149 102 176 142 569
Central West Bank 3,872 683 645 753 560 2,641
Southern West Bank 792 129 88 161 98 476
Gaze Strip 476 71 16 103 110 300
By Degree
MA and above 558 47 77 68 102 294
BA 3,989 736 544 887 667 2,834
IntermediateDiploma 747 105 105 98 50 358
Below Diploma 753 144 125 140 91 500
Total
6,047 1,032 851 1,193 910 3,986
Source: MAS collected job advertisements from daily newspapers (Al-
Quds, Al-ayyam and Al-Hyah) as well as from the website
WWW.jobs.ps
# MAS collected job advertisements from daily newspapers (Al-Quds, Al-ayyam and Al-Hyah) as well as from the website
WWW.jobs.ps
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Article (19) of the Civil Service Law No. (4) of 1998 states that the government departments shall announce job vacancies in

which appointment is made by the competent authority within two weeks of vacancy in at least two daily newspapers. The
announcement shall contain detailed information about the job and conditions to be met.
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With regard to the distribution of posted
vacancies by geographical area, data show that
the central West Bank accounted for the
majority of vacancies advertised (66%). The
shares of both Northern and Southern West
Bank were 14% and 12%, respectively. The
Gaza Strip's contribution was only 8%. As for
the distribution of vacancies by the required
degree, the BA degree was the most needed
(71%). The demands for masters, intermediate

With a percentage of 38%, the demand for
administrative and economic sciences had the
largest share of advertised vacancies. At the
same time, the demand for applied sciences;
and humanities and social sciences posted
20% each, while medical sciences and other
specializations and professions accounted for
9% and 13%, respectively. In the Gaza Strip,
the NGO sector posted 94% of the vacancies
advertised (see Table 2-12).

diploma and below diploma degrees were 7%,
9% and 13%, respectively.

Table 2.13: Number of vacancies advertised in daily newspapers
in the oPt- by Major, Area and Sector- 2011

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

Medical sciences 57 129 146 0 0 25 357
Humanities and social sciences 128 196 392 1 0 65 782
Applied sciences 256 317 175 1 1 58 808
Administrative and economic sciences 243 706 420 3 12 124 1,508
getchrzrt;rciﬁfsgﬁ’e‘tlclf‘)mte“ance’ 85 364 72 0 0 10 531
Total 769 1,712 1,205 5 13 282 3,986

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

Textbox 2: Transfer of Clearance Revenues: Chronic Problems

The IMF report presented before the meeting of the Donor Liaison Committee on March 21, 2012 focused
on the structure of transfers of clearance revenues (the amounts of taxes and customs duties levied on goods
consumed by Palestinians in the West Bank and Gaza and collected by the Israeli authorities and transferred
to the PNA). The terms of the Paris Protocol between the two parties govern the clearing processes.

The share of clearance revenues in the PNA’s total domestic income grew from 62%, in the nineties of the
last century, to about 70% in 2011 (5.330 billion shekels- cash basis). This makes the budget more

vulnerable to Israeli policy, which had several times frozen the transfer of dues to the PNA (see Table 1).

Table 1: Transfers Freezing Periods

q Amounts
Period (millions $) Offset

August-September 1997 78 Short term loans from the European Union

December 2000- December 500 - Special funding from the European Union

2002 - Loans from the Islamic Development Bank

- A project to fund emergency services funded by the World
Bank and the European Union
March 2006-July 2006 1100 The Palestinian-European Mechanism for the Management of

Socio-Economic Aid funded the salaries of staff and spending on
basic services (non-budget mechanism)

The share generated from imports and purchases of Gaza Strip in the total amount of clearance money fell
from 18% in 2006 to about 7% in 2010. The ratio declined further to only 4% in 2011, due to the curtailment
of oil imported from Israel, replacing it with cheaper oil imported from Egypt. The decline was also a result
of the Israeli government's decision in February 2011 to reduce taxes on petroleum products (see Figure 1).
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Figure 1: Clearing Revenue in the West Bank and
Gaza Strip (million dollars)
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Since the mid-nineties, the PNA has requested the reconsideration of the methods of registration and
calculating ratios. It has repeatedly complained of the unjust calculations and the imbalance between what
the Palestinian consumer pays and what is being collected as clearing. In some accounts, such imbalance
erodes about 5% of gross domestic product in the Palestinian territory. According to the IMF's report, an
increase of clearance transfers by 5% would decrease the Palestinian budget deficit in 2012 by $ 75 million.
The report pointed out that the Palestinian and Israeli technical committees had, in 2011, reached an
agreement that would fill the gaps in the process of calculating clearance transfers. This agreement was
referred to the Israeli government for approval, but the government has not yet responded.

3. Public Finance

The financial position of the PNA during
2011 compared with 2010:

< The total public revenues remained almost
unchanged (3.2 billion dollars) despite the
decline in foreign aid by 23%. This was a
result of a growth in domestic revenue by
14.5% (up to $ 2.2 billion).

The increase in local revenues was mainly
due to a 19% growth in clearing revenues
(to $ 1.5 billion).

The significant drop in net foreign aid
(23%) was a result of a 30% decline in
international aid supporting the current
budget. However, international assistance
supporting developmental spending saw
some improvement.

Public expenditure decreased slightly (to $
3.2 billion), primarily due to a 7.6%
decline in development expenditure, while
current expenditure remained stable.
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< The bill of salaries and wages increased by
5 percentage points (to 57% of total
expenditure)

The budget deficit (before receiving
international aid) fell by 28% (to 776
million dollars) in 2011. However, due to
the substantial drop in international aid,
the total deficit (current and
developmental), after receiving the foreign
aid, increased to $ 95 million in 2011
compared to a deficit of $ 81 million in
2010.

The public debt outstanding balance
surged to $ 2.213 billion (25.2% of GDP)
compared to $ 1.883 billion (22.6%) in
2010.

Table 3-1 summarizes the financial
developments in the PNA budget in
accordance with the cash basis during 2010
and the quarters of 2011.




Table 3.1: Summary of the financial status of the PNA during 2010
and the quarters of 2011*

Item 2010
Public revenues and grants (net) 3,177.2
Total domestic revenues (net) 1,900.3
Domestic revenues 1,987.2
Tax revenues 474.3
Non-tax revenues 270.4
Clearing revenues 1,242.5
Tax returns 86.9
External revenues (grants and aid) 1,276.9
For budget support 1,146.4
To support developmental projects 130.5
Total public expenditure 3,258.3
Current expenditure, including: 2,983.2
Wages and salaries 1,563.6
Non-wage expenses 1,156.1
Net lending 263.5
Development expenses 2751
Treasury-funded 144.6
Donor-funded 130.5

Current deficit / surplus of
Total deficit / surplus (before grants

and aid) (1,358)
Total .deficit / surplus (after grants @1)
and aid)

Financing 81
Net financing from local banks 83.5
The remaining balance 2.5)
The financial gap 0

(million dollars)

2011 2011

Q1 Q2 Q3
796.9 683.4 1,005.0 6683 3,153.5
580.6 536.1 5452 5142  2,176.0
591.5 5387 5452 5142  2,189.6
1348 1216 1025 1233  482.1
444 684 661 412 2200
4123 3488 3766 3497 14874
109 26 0.0 0.0 13.5
2163 1473 4598 1541 9775
191.1 1220 3629 132.6  808.7
252 252 969 215 1688
7935 889.5 764.6 8003 3,247.9
730.4 780.0 7155 7259 2,951.8
4272 4488 4094 393.6 1,679.0
270.1 3015 277.8 2844 11338
331 298 283 479  139.0
632 1094 491 744 2962
38.0 842  (47.7) 529 1274
252 252 969 215 1688
(1,082.9) (149.8) (243.9) (170.3) (211.7) (775.7)

(213.0) (353.4) (219.4) (286.1) (1,071.9)

33 (206.1) 2404 (132.0) (94.4)
(3.3) 2061 (240.4) 132.0 944
13.1 1834 (229.7) 1342 1010

(165 228 (10.6) (22)  (6.6)

0 0 0 0 0

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

basis) , Table (3).

* Data for financial operations of 2010 quarters are in US dollars. They were included in the table as they
came from source, and they are updated. Data for financial operations of 2011 quarters are in NIS. The
NIS monthly exchange rate was taken from source. The shekels were converted to dollars, and then the
monthly totals for each quarter were calculated accordingly. Data for the fourth quarter of 2011 are
preliminary- issued by the Palestinian Ministry of Finance and are subject to updating and revision. Figures

in brackets are of a negative value.

3.1 Analysis of items of income and grants

Quarter 4

Quarter four data indicate a 20% growth in tax
revenues ($ 123 million) compared to the
previous quarter. The gain was spurred by an
increase in the revenues of value added tax
(standing at $ 61 million), growing by 63%
from the previous quarter. At the same time,
tax revenues rose by 17% compared to the
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corresponding quarter of 2010. Nevertheless,
both non-tax and clearing revenues dropped by
37% and 7%, respectively in the fourth quarter
compared with the third quarter of the same
year. Grants and foreign aid dropped
significantly (by about 66.5%) compared with
the third quarter of the same year.



Table 3.2: Indicators of public revenues and grants during
2010 and the quarters of 2011

Item 2010
ol domesic revenues (1) gy
As % to total revenues and grants 59.8
As % to total current expenditures 63.7
As % to GDP 22.8

External revenues (grants and
aid) million dollars

As % to total revenues and grants 40.2
As % to total current expenditures 42.8
As % to GDP 15.3

GDP (million dollars)*
Source: Table (3-1)

1,276.9 2163

2011 2011
Q1 Q2 Q3

580.6 5361 5452 5142 2,176.0

729 785 542 769  69.0

795 687 762 509 737

286 235 243 232 2438

1473 4598 1541 9775

27.1 215 458 231 31.0

29.6 18.9 64.3 15.3 33.1

10.6 6.5 20.5 7 11

8,330.6 2,032.6 2,280.6 2,242.7 2,212.5 8,768.6

* GDP was estimated by the research team for 2010 quarters, while the PCBS was the source of data on

the 2011 quarters.

Annual Comparison

The value of grants and international aid in
2011 was the lowest since 2008 ($ 977 million
in 2011 compared to $ 1.8 billion in 2008). In
particular, international aid fell by 23% in
2011 compared with 2010. Nearly 83% of aid
was allocated to the budget and the rest was
channeled to development projects. Around
one third of the budgetary support came from
Arab donor countries (see Table 3-3).

The total net domestic revenue saw a 14.5%
growth in 2011. With respect to the

components of the total revenues, local data
indicate that clearance revenues accounted for
the largest share (68%), while tax revenues
and non-tax revenues constituted 22% and
10%, respectively.

Clearance revenues rose during 2011 by about
20%, totaling $ 1.5 billion?®. Tax revenues, on
the other hand, were 1.6% higher than those
collected in 2010. By contrast, non-tax
revenues dropped by 18.6% (standing at $ 220
million).

Table 3.3: Grants and foreign aid to the PNA during 2010 and quarters of 2011

(Million dollars)
Item 2010 201 2011
Q1 Q2 Q3 Q4
Budget support 1,147.6 191.1 122.0 362.9 132.6 808.7
- Grants from Arab countries 230.8 529 26.0 207.3 0 286.2
- International aid 916.8 138.1 96.1 155.6 132.6 5224
The Palestinian European mechanism 374.7 88.5 45.1 72.1 81.5 287.1
World Bank 285.3 496 36.7 33.3 50.5 170.0
USA 222.9 0.0 0.0 50.3 0 50.3
Others 33.9 0.0 14.4 0.0 0.7 15.0
Developmental funding 130.5 251  25.2 96.9 21.4 168.7
Total international aid 1278.1 216.2 147.3 4598 154.1 977.4

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

Ministry of Finance. Data for financial operations of 2011 quarters are in NIS. The shekels
were converted to dollars. Data for the fourth quarter of 2011 are preliminary- issued by the
Palestinian Ministry of Finance and are subject to updating and revision.
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Clearance revenues are collected in NIS, and therefore the nominal value of the item calculated in dollars is significantly affected

by fluctuations in the exchange rate of the dollar against the shekel.



3.2 Analyzing items of public expenditure

Quarter 4

With a total of $800 million, public
expenditure witnessed a growth of 4.6%
during the fourth quarter of 2011. This
increase was a consequence of a 51%
improvement in development expenses and a
slight rise in current expenditure (1.5%). The
rise in current expenditure was occasioned by
an increase in non-wage expenditure
(operational and capital) and an increase in net
lending amid a slight decline in the wage
bill”’.

Spending on net lending increased
significantly by about 70% during the fourth
quarter of 2011, totaling $48 million™.
Evidently, the share of net lending in current
expenditure is steadily declining (from 8.2%
in the third quarter of 2010 to about 6% in the
fourth quarter of 2011). The Palestinian
Ministry of Finance attributed the rise in net
lending during the fourth quarter to earlier
arrears of 13 million shekels. However, this
does not adequately explain the case, as the
increase between the successive quarters is
much higher (about 65 million shekels).

Development expenses also rose during the
fourth quarter of 2011 to $ 74.4 million
compared with $49.1 million during the
previous quarter, though the foreign aid
allocated to finance development projects was
only $ 21.5 million- suggesting that the bulk of
the developmental expenditure during the
quarter was funded by local resources.

Annual Comparison

Public expenses decreased slightly in 2011
(totaling $3.2 billion), primarily because of a
7.6% drop in development expenses. However,
current  expenditures remained  almost
unchanged during 2011. With regard to the
structure of current expenditures, data show
that the wage bill increased by 7.4%; non-
wage expenditure fell by about 1.9%; while
net lending dropped by 47%.

In general, the current expenditure to GDP
ratio fell by two percentage points in 2011
compared with 2010 (see Table 3-4).

Table 3.4: Indicators of public expenditure- 2010 and the quarters of 2011

Item

Current expenditure (million dollars)
As % to total public expenditure
As % to GDP
Development expenses (million dollars)
As % to total public expenditure
As % to GDP
Total public expenditure (million dollars)
As % to GDP
Source: Table 3-1

3.3 Financial Surplus / Deficit

Quarter 4

The rise in current expenditure and the decline
of total revenue increased the current deficit
(cash basis) during the fourth quarter to $ 212
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2010 2011 2011
Q. Q2 Q3 4
2,983.2 7304 780.0 715.5 7259 2,951.8
91.6 92.0 87.7 93.6 90.7 909
35.8 359 342 319 328 33.7
2751 63.2 1094 491 744 296.2
8.4 8.0 12.3 6.4 9.3 9.1
3.3 3.1 4.8 2.2 34 34

3258.3 793.5 889.5 764.6 800.3 3,247.9

39 39 39 341 362 37

million (compared with $ 170 million in the
previous quarter). However, this deficit
remained lower than the deficit reported in the

The wage bill (calculated in NIS) represents about 54.2% of total expenditure (393.6 million dollars). Quarter 4 data indicate a

decline in the wage bill by about 3.9% compared to the third quarter of 2011, and by about 7% compared with the corresponding
quarter of 2010. However, the wage bill calculated in NIS remained almost unchanged (rose by about 0.4%), suggesting that part
of the decline in the wage bill (calculated in dollar) is due to the improvement of the dollar exchange rate against the shekel (3.55
shekels during the third quarter versus 3.72 during the fourth quarter).
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The item 'net lending' refers to the amounts that are transferred directly to Gaza Electricity Distribution Corporation and to pay

dues owed by local government bodies, or indirectly via the amounts that are deducted from revenue clearing and transferred to

utility companies in Israel.
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corresponding quarter of 2010 ($ 365 million).
This deficit represented about 9.6% of GDP
compared with 7.6% in the third quarter of
2011. Adding the net accumulation of arrears
($ 110 million) to the current deficit on a cash
basis ($ 212 million) results in a current deficit
on an accrual basis of $322 million (see
section 3-4).

The gain the budget achieved during the fourth
quarter compared with the corresponding
quarter of 2010 (which resulted from a decline
in current expenditures and a rise in domestic
revenue) does not reflect a structural change;
rather it can be explained by other factors:

% The fourth quarter of 2010 saw an unusual
increase in the wage bill because the
Ministry of Finance paid $ 148.5 million
in October as arrears due from September,
2009. Further, the relative improvement in
the dollar exchange rate against the shekel
(from 3.62 to 3.72) reduced the dollar-
denominated  deficit  between  the
corresponding quarters to the advantage of
the current quarter.

The fourth quarter of 2010 reported 67
million dollars as tax returns, while the
fourth quarter of 2011 posted no tax
returns.

Figure 3.1: Indicators of the fiscal deficit as % to Nominal GDP
during Quarter 4 2010 and Quarters 3 & 4 2011
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Source: Table 3-1

Total deficit (current and developmental)
before grants and foreign aid stood at $286
million (13% of GDP compared with 9.8% in
the previous quarter). Budget deficit after
grants and foreign aid budget totaled $132
million, compared with a surplus of $ 240.4
million in the previous quarter and a surplus of
$ 52.5 million in the corresponding quarter of
the previous year. The deficit was bred by a
considerable drop in international aid in the
fourth quarter. This, in turn, led to an increase
in public debt owed to local banks.

Annual Comparison

In 2011, current deficit fell by 28% (standing
at 776 million dollars) compared to the
previous year. However, due to the substantial
drop in international aid, the total deficit
(current and developmental) after the foreign
aid increased to $ 94.4 million in 2011
compared to a deficit of $ 81 million in 2010.
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3.4 Net accumulation of arrears: Deficit
on cash basis vs. accrual basis

Quarter 4

The PNA net accumulation of arrears totaled $
110 million during the fourth quarter of 2011%.
This item involved liabilities owed to the PNA
($ 7.6 million) and dues owed by the PNA ($
117.7 million). The PNA liabilities consisted
of $ 29.2 million as tax arrears; $ 54 million as
arrears to the private sector; and $ 34.5 million
as wages and salaries. The PNA receivables,
on the other hand, involved $ 1.6 million as
clearance revenues from Israel and $ 6 million
as non-tax revenue arrears from the private
sector.

#  Net accumulation of arrears = liabilities due for the PNA

minus arrears owed by the PNA. This represents the
difference between the balance of the current deficit on the
cash basis and the balance of the current deficit on the
accrual basis.



Figure 3.2: Quarterly developments in the net
accumulation of arrears- 2011 *
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Source: Data published in the financial reports of the Palestinian Ministry of Finance
* Data are updated and, thus, they differ from those contained in the previous issues

of the Monitor.

Annual Comparison

Net accumulation of arrears in 2011 totaled
about 2 billion shekels (541 million dollars)
compared with NIS 394 million (105 million
dollars) during 2010 (see Table 3-5)*. As
shown in the table, about half of the PNA

arrears are owed to the pension fund. In
addition, a significant increase occurred in the
PNA arrears owed to contractors implementing
development projects, and default on tax
returns during 2011.

Table 3.5: Structure of PNA Liabilities (NIS million)

Contribution to pension fund
- Share of employees
- The share of government
Outstanding expenses
Net lending
Developmental projects
Tax recovery

Total

Budget actual exchange rate USD / NIS

2009 2010 2011

171 185 374
355 172 573
460 92 353
77 103- 0
118 88 270
140- 39 368
1,040 394 1,938
3.73 3.58

Source: International Monetary Fund, March 2012.

3.5 Clearing Revenue

Quarter 4

Table 3-6 shows the developments in the
clearance revenues on an accrual basis during
2011. The table indicates that in the fourth
quarter the revenues were nearly$ 351 million

dollars, down by 7.3% from the previous
quarter and up by 4.5% from the
corresponding quarter.

% Owing to different sources of data, the total net accumulation of arrears for 2011 quarters and the total net accumulation of arrears

for 2011 (shown in Table 3-5) are different.



When considering the components of
clearance, one notices a 5.4% decline in fuel
tax; a 5% drop in customs revenue (due to a
decline in imports); and a 6% fall in revenues
of value-added tax. Besides, the contributions
of the three main components in clearance

revenues were almost equal (almost one-third
each).  Strikingly, clearance  revenues
represented about 72% of the total domestic
revenue in the third and fourth quarters of
2011.

Table 3.6: Clearance revenues® 2010 & 2011

Item 2010
Clearing revenue 1,258.8
Customs 434.3
Value added 379.7
Fuel 437.4
Purchase tax 3.7
Income tax 0.4
Other 33
Clearanpe revenues as % to net 653
domestic revenues
Clearance revenues as % to total
public revenues and grants (net) 39.6
Clearance revenues as % to GDP 16.8

($ millions)

2011
2011
Q2 Q3
329.6 3654 379 3513 14253
1159 1300 132.6 1262 504.7
1041 1180 1192 1120 4532
109.9 1156 1192 1127 4574
0 0 0 0 0.0
0.6 0 70 05 8.1
0.8 1.8 1.1 01 20
672 688 719 713 698
414 535 377 526 452
16.2 16 169 159 163

Source: Tables of financial operations, details of revenue, expenditure and funding sources (accrual

basis), Ministry of Finance.

* Commitment basis was used since it is the only basis whose data tables contain details of the
different items of clearing. GDP is at current prices.

Annual Comparison

In general, clearing revenues posted a gain of
13.2% in 2011 compared with 2010. Breaking
down these revenues into key items, we notice
that the value-added revenues saw an increase
of 16%; customs revenues grew by 16%; and
fuel revenues increased by 4.6%. On the other
hand, unlike 2010 (where the PNA collected $
3.7 million as purchase taxes), in 2011 the
PNA's deposit of purchase tax was zero. All
in all, the share of clearance revenues in total
local revenues grew by 5 percentage points
(bringing the contribution to 70%); however,
its contribution to GDP remained almost
unchanged.

3.6 Public Debt

Quarter 4

During the fourth quarter 2011, the public debt
was up by 14% compared to the previous
quarter, bringing the total debt to $ 2.2 billion
dollars, i.e. an increase of $ 269 million.
During the quarter, the domestic debt made up
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100 percent of total debt, while external debt
remained almost constant. In addition, short-
term debt (loans from banks and other sources)
constituted around 50 percent of the domestic
debt (see Table 3-7).

Annual Comparison

In 2011, the public debt increased by 17.5%
(standing at $ 2.2 billion). This debt was
distributed equally to domestic debt and
external debt (the share of external debt was
55% at the end of 2010). Short-term debt
represented around 65 percent of the total
domestic debt (see Table 3-7).



Table 3.7: Public Debt- 2010 and quarters of 2011

(Million dollars)
Item 2010 2011
Q3 Q4 Q1 Q2 Q3 Q4
a. Domestic debt 875.6 839.6 907.2 1,123.7 827.6 1,098.5
- Total domestic debt (short term) NA NA NA NA 617.7  760.9
- Total domestic debt (long term) NA NA NA NA 2099  337.6
Bank loans 397.8  345.1 4026 4334 3769 506.1
(short term) NA NA NA NA 167.0 168.5
(long term) NA NA NA NA 209.9 337.6
Bank facilities 369.8  390.7 3622 5299 3027 441.0
(short term) NA NA NA NA 302.7 4410
Petroleum Authority loans 99.3 95.0 133.2  150.8 1393 142.8
(short term) NA NA NA NA 139.3 142.8
Other public institutions loans 8.8 8.8 9.2 9.6 8.7 8.6
(short term) NA NA NA NA 8.7 8.6

b. External debt

1,071.4 1,0433 1,0444 1,0469 1,1162 1,114.3

Arab financial institutions 552.5 539.4  539.2  539.8 617.3 617.2
Al-Agsa Fund 4441 4441 4441 4441 5227 5224
32211; ‘;‘I‘I‘llefﬁr Economic and Social 548 426 421 422 424 433
Islamic Development Bank 53.6 52.7 53.0 53.5 52.2 51.5
International and regional institutions 350.6 3483 346.6 346.2 3424 3419
World Bank 304.0 3029 301.0 300.0 298.0 297.0
European Investment Bank 24.6 23.4 23.4 23.9 22.1 22.6
g;igigzﬁfund for Agricultural 35 34 35 35 34 33
OPEC 18.5 18.6 18.7 18.8 18.9 19.0
Bilateral loans 168.3 1556 158.6 160.9 156.5 1552
Spain 92.9 92.9 92.9 92.9 92.9 92.9
Italy 31.3 31.2 32.6 34.8 324 31.3
china 4.9 4.9 5.0 5.0 5.1 5.2
Sweden 26.3 26.5 28.1 28.2 26.1 25.8
Other 12.9 0 0 0 0 0
Total public debt 1,947.0 1,8829 1,951.6 2,170.6 1,943.8 2,212.8

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

Text box 3: Two Public Budgets for One People

According to The Economic and Social Monitor, Issue 27, Textbox 3 and Al-Quds Newspaper, December 7,
2011, the 2012 budget of Hamas government is $ 770 million. Al-Quds Newspaper quoted an official in the
Hamas government giving this figure, while The Economic and Social Monitor obtained these data directly
from the Finance Ministry in Gaza. However, it turned out that these figures were preliminary and
inaccurate. At the end of last March, the General Budget Law of 2012 was approved by the Palestinian
Legislative Council in Gaza. It set the 2012 Hamas government budget at $ 869 million: 653 million for
current expenditure and 216 million for developmental spending. This figure represents an increase of 38%
from the 2011 budget, which then stood at only $ 630 million.

According to the Barlaman Newspaper (issued by the Legislative Council in Gaza), the income on local
taxes will be $ 174 million. This suggests a budget deficit of $ 695 million. This will be financed by grants
and foreign aid.
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The budget allocates about 47% of total public expenditure to wages and salaries. The item 'wages and
salaries' comprises:

- Salaries and wages: $ 262 million.

- Cost of living allowance: $ 66 million.

- The risk premium for the medical profession: $ 22 million.
- Payment of arrears: $ 48 million.

- The costs of creating jobs: $ 6 million.

Table 1 shows the sectoral distribution of planned expenditure. Clearly, more than a third of total
expenditure (45% of current expenditure) went to the financial management sector, whereas security and
public order accounted for 39% of current spending.

Table 1: Sectoral Distribution of the Hamas Government Budget of 2011

Budget constituent sectors Planned allocations As % to total
(Million dollars) expenditure

Financial management sector

(Ministry of Finance, the Ministry of Awqaf and Religious Affairs, 296 36%

the Water Authority, retirees, financial reserves)

Security and public order sector

(Ministry of Interior and Security, Ministry of Justice, Ministry of

Local Government, the Land Authority, Office of the religious

judiciary, public prosecution, the Supreme Judicial Council)

Social services sector

(Ministry of Education, Ministry of Health, Ministry of Women's

Affairs, Ministry of Prisoners' Affairs, Ministry of Social Affairs,

Ministry of Labor)

Economic Development Sector

(Ministry of Economy, Ministry of Planning, Ministry of Public

Works, Ministry of Agriculture, Energy Authority, the Environmental

Quality Authority)

Public administration sector

(Legislative Council, the Council of Ministers, State Audit and 7 0.9%

Administrative Central Bureau, the General Personnel Council)

Transport and communication sector

(Ministry of Transport and Communications, Ministry of 5.15 0.7%

Communications and Information Technology)

Cultural services sector

253 31%

238 29%

11.4 1.5%

(Government Information Office, Ministry of Tourism, Ministry of 4 0.5%
Youth and Sports, Ministry of Culture)

Foreign Affairs sector /(Ministry of Foreign Affairs) 0.460 0.07%
Total *815 100%

Source: Barlaman Newspaper, Gaza April 5, 2012
* Total expenditure of 2012 (excluding the payment of arrears and costs of creating new jobs).

The 2012 budget of the Hamas government represents only 25% of the PNA budget, which stood at $ 3.5
billion in 2012. Table 2 below displays a comparison between the budget of the Hamas government and the
PNA budget for 2012.

As the table demonstrates, domestic sources finance 63% of total spending of the PNA, whereas domestic
sources in the Hamas government finance only 20% of spending. Expenditure on wages, salaries, transfers
and operating costs is very much uniform. The striking difference is manifest in the developmental
expenditure; while the Hamas government allocates about a quarter of total spending to development
projects, only 10% of the PNA budget goes to this item.

As we have shown in the previous issue of the Monitor, the total public expenditure to GDP in Gaza is
actually 43% higher than that listed in the table (the figure for the West Bank is 36%). The reason for this is
that the PNA pays about $ 120 million a month to the Gaza Strip (as staff salaries and payments for fuel and
electricity, as well as other transfers). When we take this into account, we end up talking about $ 2.309
billion as a total public expenditure in Gaza (1,440 billion from Ramallah and 869 million from the budget
of the Hamas government). Thus, the public spending in Gaza goes beyond 115% of its GDP

23




Table 2: Comparison between the budgets of the Hamas government
and the PNA budget in Ramallah- 2012

Item Amount ($ millions)
Hamas PNA
government

Net domestic revenues 174 2,235
(and clearance)
Total Expenditures 869 3,537
Salaries & wages 405 1,793
Operating expenses 97 516
Transfer expenses 123 754
Capital expenditure 28 21
Developmental expenses 216 350
Overall deficit after 695 1,302

deducting local revenue

Percentage As % to GDP
distribution (%)
Hamas PNA Hamas PNA
government government
20% 63% 8.6% 23%
100% 100% 43% 36%
47% 51% 20% 18%
11% 15% 4.8% 5.2%
14% 21% 6% 7.7%
3% 0.6% 1.4% 0.2%
25% 10% 10.7% 3.5%
80% 37% 34.5% 13.3%

Source: Figures calculated based on data from PNA budget 2012, and data obtained from Barlaman

Newspaper, Gaza April 5, 2012

http://www.plc.gov.ps/img/Magazine/pdf_file/ea0af971-5f3b-46ad-8de9-

aabac4371242.pdf

» The Gaza GDP in 2012 was calculated by adding 9% to the 2011 GDP: PCBS.
* Based on the 2012 PNA draft budget, the PNA 2012 GDP was estimated at $ 9.771 billion.

4. The Banking Sector*

In the fourth quarter 2011, assets / liabilities
of banks operating in the Palestinian territory
grew by 2.8% compared with the third quarter
and 6% (520 million dollars) compared with
the corresponding quarter of 2010. The items
in both sides of the consolidated balance sheet
had undergone many changes during the last
quarter of 2011 as outlined below:

Assets

¢ A growth of 8.3% in net direct credit
facilities.

<+ A decline of 2.7% in offshore assets of
banks.

<+ An increase of decline of 29.7% in assets
of banks operating in the OPT.

¢+ A growth of 339% in
portfolio securities.

¢ A drop of 55.7% in total net investment.

investment

31 Preliminary data and, thus, subject to change

Liabilities

<+ A growth of 4.4% in total holdings.

¢+ A growth of 22% in the
(customers) deposits.

<+ A growth of 4.9% in assets of PMA held
by banks.

<+ A 2.2% growth in total capital (equity) of
banks.

public

The number of banks operating in the
Palestinian territory at the end of the fourth
quarter 2011 remained 18. However, the
number of branches and offices rose by 2,
bringing the total number of branches to 226.




Table 4.1: Number of banks and branches in the Palestinian
territory, local and foreign—2011

No. of branches and offices

No. of banks
Q2 Q3 Q4
Local banks 8 111 117 118 118
Foreign banks 10 105 106 106 108
Total 18 216 223 224 226

Source: Palestinian Monetary Authority

4.1 Key developments in the
consolidated balance sheet for
banks

Table 4- 2 summarizes the key items in the
consolidated balance sheet for banks operating

in the Palestinian territory. The table shows
that most of the items on both sides of assets
and liabilities had shown varying increases
during the last quarter of 2011. However, there
was still some decline in the sub-items.

Table 4.2: Consolidated balance sheet for the Palestinian banking
system — from Q4 2010 to Q4 2011

Item

Budget Statement

Total assets

Cash and precious metals

Deposits at Monetary Authority & Banks
Portfolio

Direct credit facilities

Banker’s acceptances

Investments

Fixed assets

Other assets

Total liabilities

Deposits of Monetary Authority & Banks
Total deposits of the public

Executed and existing banker’s acceptances
Other liabilities

Tax benefits & other benefits
Proprietorship (equity)

(Million dollars)
2010 2011
Q4 Q1 Q2 Q3 Q4
8,589.9 8,728.9 8,837.2 8,860.5 9,110.3
542.8 497.9 539.6 545.4 496.7
3,949.3 3,782.3 3,502.2 3,722.2 3,743.7
574.1 588.7 582 629.5 826.3
2,825.5 3,094.8 3,434.8 3,215.2 3,482.8
3.6 3.7 5.4 5.2 5.9
349.6 357.8 311.5 310.2 137.4
144.2 142.7 152.9 163.3 171.3
200.8 261.0 308.7 269.5 246.2
8,589.9 8,728.9 8,837.2 8,860.5 9,110.3
420.6 418.6 452.8 474.8 646.5
6,802.2 6,928.8 6,950.3 6,820.5 6,972.5
15.3 13.4 17.8 17.7 16.2
108.3 114.5 117.5 217.4 122
147.9 155.7 167.1 173.8 171.1
1,095.6 1,098.6 1,131.7 1,156.3 1,182

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

1. Assets

The net assets of banks grew by 2.8% during
the last quarter of 2011 compared with the
third quarter, and by 6% compared with the
corresponding quarter of 2010- posting an
annual increase of $520 million. Between the
fourth quarter 2010 and the corresponding
quarter 2011, direct credit facilities grew by
23%; portfolio investment increased by 44%;
and fixed assets rose by 19%. Conversely,

deposits held by the Monetary Authority and
banks dropped by 5%; investments fell by
61%; and cash and precious metals declined
by 8.5% during the same period.

<+ Direct credit facilities

Relative weight of the total direct credit
facilities during the last quarter of 2011 stood
at 38.2% of the total assets of banks, up by
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two percentage points from the previous
quarter and by 2.7 percentage points from the
relative weight in the corresponding quarter of
2010. This increase largely coincided with an
actual growth of facilities by 8.3% compared
with the previous quarter and by 12.5%
compared with the corresponding quarter of
the previous year.

The growth the fourth quarter saw in direct
credit facilities resulted particularly from an
improvement in both credit facilities and
overdraft facilities by 6.3% (149 million
dollars) and 13.7% (118.2 million dollars),
respectively.

Figure 4.1: Structure of the assets of banks-- end of Q4 2011

Holdings of banks
in oPt
3.7%

1.5%

tfolio securities
9.1%

Assets held by
PMA
10.3%

Credit facilities
38.2%

Invetment

Other
4.6% Cash
Foreign deposits

27%

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

By type of facility, the loans constituted 71.7%
(2.496 million dollars) of total credit facilities;
overdrafts represented 28.1% (978.8 million

dollars) of total credit facilities; while lease
financing accounted for the remaining $ 8
million (see Figure 4 - 2).

Figure 4.2: Distribution of net direct credit facilities-
by type of facility— Q4, 2011

overdraft

lease financing

loans

Source: Palestine Monetary Authority - the consolidated balance sheet for banks

During the last quarter of 2011, the public
sector acquired 32% of total direct credit
facilities (with a value of 1.109 billion
dollars), while the private sector received 68%
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of these facilities (with a value of 2.374 billion
dollars). Obviously, the share of the public
sector grew by 4.6 percentage points during
the last quarter of 2011 compared with the



third quarter. This increase, indeed, restored
the past portions the public sector used to
acquire before the third quarter.

By area, the West Bank enjoyed 91% of the
facilities, while the share of the Gaza Strip was
barely 9%. Though minimal, the share of the

Strip grew by 60% compared with the
corresponding quarter of 2010 (see Table 4-3).

With 63%, U.S. dollar maintained its position
as the leading currency of credit facilities,
while those in the Israeli shekel accounted for
24%. Finally, credit facilities in the Jordanian
dinar represented only 12% (see Table 4-3).

Table 4.3: Distribution of direct credit facilities portfolio-
from Q4 2010 — Q4 2011

(million dollars)

2010 2011
Q4 Q1 Q2 Q3 Q4
By area
West Bank* 2633.2 2858.6 3173.3 2937.4 3174.6
Gaza 1923  236.2 261.5 277.8 308.2
By sector
Public sector 837.4 9157 1118.1 8564 11089
Public sector 1930.3 2116.8 2256.2 2303.8 2318.2
Resident private sector ~ 57.8 61.3 60.5 55.0 55.7
By type of facility

Loans 19539 2169.7 2316.2 2347.1 2496.0
Overdraft 864.7 9182 1111.1 860.6 978.8
Lease financing 6.9 6.9 7.5 7.5 8.0

By currency
$ US 17149 18733 2011.5 2009.8 2206.7
IJD 236.6 320.5 454.0 419.5 4049
NIS 857.8 879.8 948.6 7644 851.2
Other currencies 16.2 21.2 20.7 21.5 20.0

Source: Palestinian Monetary Authority — The consolidated balance sheet of

banks.

*Loans in the West Bank include loans provided to the Palestinian National
Authority, as well as loans to non-residents.

< Distribution of direct credit facilities by
economic sector”

Table 4.4 shows the distribution of direct
credit facilities among the various economic
sectors during the quarters of 2011. In the last
quarter of 2011, the trade sector (both internal
and external) maintained its position as the
leading sector holding the largest share of
direct credit facilities (20%). The financing of
consumer goods and the construction sector
constituted 17% and 16.6%, respectively.

<+ Overseas holdings of banks
Overseas holdings of banks represent the main
component of foreign investment. It allows

32 Each sector's shares also include allocations, thus the

figures shown in Table 4.3 might not match the figures of
net credit facilities that appear in Table 4.4.
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banks to flexibly increase credits granted to
the public and private sectors without having
to increase one's share at the expense of the
other. During the last quarter of 2011, the
overseas assets of banks represented 27% of
total assets of banks operating in the
Palestinian territory, down by 3 points
compared with the corresponding quarter of
2010. This decline (in share and value)
suggests that the PMA's policy has succeeded
in reducing the total foreign investments and
increasing the domestic credit in the
Palestinian territory (see Figure 4-3).



Table 4.4: Shares of various economic sectors of the facilities
granted to the private sector- 2011

Sector's share ($ millions)

Sector

Q1 %0 Q2 % Q3 % Q4 %
Real estate and construction 368.2 16.4 3853 162 4013 165 4064 16.6
Land development 833 37 274 1.2 21.9 0.9 229 1.0
Mining and industry 287.7 12.8 2953 124 2925 120 302.0 123
Internal and external trade 427.5 19.1 4983 209 4979 20.5 4913 20.0
Agriculture and livestock 495 22 318 1.3 31.8 1.3 348 14
Tourism, hotels and restaurants 52.6 2.4 494 2.1 514 2.1 50.0 2.0
Transport and communications 21.9 1 243 1 25.7 1.1 226 1.0
Services 458.8 20.5 383.0 16.1 3779 156 2952 120
Financing investment through 5/ s 4 500 29  ¢75 28 663 27
equity and financial instruments
- , ; 932 43 975 4.1 1145 4.7 118.7 4.8
Financing car purchase
Financing consumer 172.4 7.7 3309 139 3658 151 417.0 17.0
Efypodities 1688 7.5 1884 79 1800 74 2247 92
Total 22384 100 2381.6 100 2428.2 100 24519 100

Source: Palestine Monetary Authority

Figure 4.3: Direct credit facilities and overseas holdings as % of
total assets of banks in the oPt — from Q4 2010 to Q4 2011

45

40

]

]

35

30 A

25 +—

20 —

15 +

10

Q4 (2010) Q1 (2011)

Q2 (2011)

Q3 (2011) Q4 (2011)

@ Credit

B Deposit enternal

Source: Palestine Monetary Authority - the consolidated balance sheet for banks

<+ Assets of banks held by PMA

During the fourth quarter of 2011, the assets of
banks held by the PMA represented 10% of
total assets of banks operating in the
Palestinian territory. This ratio is equivalent to
941 million dollars- remaining right around
average. These holdings were in the form of
mandatory reserves (65.5%), current accounts
(8.5%) and other accounts (26%).

2. Liabilities

Bank and non-bank deposits constitute the
major component of the liability side of the
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consolidated balance sheet for banks operating
in the Palestinian territory. These deposits
made up 83.6% of the total liabilities of banks
during the last quarter of 2011, compared with
82% in the third quarter 2011 and 84% in the
corresponding quarter of 2010. Equity, the
second component of the liability side,
remained almost unchanged (representing
about 13%) during the comparison period.

<+ Deposits of the public

The deposits of the public end of the fourth
quarter of 2011 totaled about $ 7 billion, i.e.
77% of the total liabilities of banks operating



in the Palestinian territory, i.e. up by 2.2%
from the previous quarter and by 2.5% from
the corresponding quarter of 2010.

The deposits in the West Bank constituted
89% of total public deposits, while the share of
Gaza was only 11%, almost around the rate
posted in the previous quarter.

Figure 4.4: Credit facilities and public deposits in the
West Bank and Gaza Strip- end Q4 2011

Deposit

Deposit

Source: Palestine Monetary Authority - the consolidated balance sheet for banks

During the last quarter of the year, weights of
the types of public deposits were relatively
varied: the current deposits accounted for
40%, time deposits represented 31% and
saving deposits made up 29% of the total
public deposits (see Figure 4-5).

The U.S. dollar retained its dominance of
public deposits in banks operating in the
Palestinian territory, with 39% (2,718.5 billion
dollars) of total public credits. Deposit rates of
the Israeli shekel and the Jordanian dinar were
30% and 26%, respectively (see Figure 4-6).

Figure 4.5: Distribution of public deposits by Figure 4.6: Distribution of public deposits by

Type of deposit- as end of Q4 2011

time
31.2%

current
39.8%

savings
29.0%

Currency- as end of Q4 2011

D Other

30.3%

Source: Palestine Monetary Authority - the consolidated balance sheet for banks

4.2 Performance indicators of the banking

system

In the fourth quarter of 2011, the ratio of credit
facilities to non-bank deposits (deposits of the
public) posted an increase of about 3
percentage points over the previous quarter
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and a rise of 8.5 points percentage over the
corresponding quarter of 2010, thus bringing
its share to 50%. By contrast, the share of
overseas assets to total deposits saw some



decline (as mentioned above). Likewise, the
share of credit facilities (granted to the private
sector) to the deposits of the private sector fell

slightly during the comparison period (see
Table 4-5).

Table 4.5: Performance indicators of the banking system-
from Q4 2010 to Q4 2011 (%)

Indicator

Credit facilities / Non-bank deposits

Credit facilities of the private sector / private

sector deposits
Overseas holdings / total deposits
Customer deposits / total assets

2010 2011

Q4 Q1 Q2 Q@ 4
415 447 494 471 500

325 349 362 375 373

362 339 310 348 324
79.0 794 787 77.0 76.5

Source: Palestine Monetary Authority - the consolidated balance sheet for banks

<+ Profits of banks operating in the oPt
The net revenues of banks operating in the oPt
during the last quarter 2011 totaled about $
27.3 million, compared with $29 million in the
third quarter of the year. The net profits of
banks during 2011, thus, stood at $127.3
million compared with $ 142.5 million during
2010.

4.3 Clearing Houses Activity

Data from the Palestine Monetary Authority
clearing-houses in both Ramallah and Gaza

indicate a growth of 4.5% in the number of
checks presented for clearing in various
currencies during the last quarter of 2011,
compared to the previous quarter. However,
the value of checks fell by 6% during the
period of comparison. The number of returned
checks declined slightly, representing about
12.5% of the number of checks presented for
clearing (see Table 4-6). The percentage of the
value of returned checks to the total value of
checks presented for clearing, on the other
hand, remained almost unchanged (7%) during
the comparison period.

Table 4-6: Number and value of checks presented for clearing &
number and value of checks returned- from Q4 2010 to Q4 2011

Checks pre§ented Returned checks Returned / pl:esented
Period for clearing for clearing

Value % No.% GO orcheeks millions  of checks
Q42010 984,926  2,620.4 98,896 155.3 10.0 59
Q12011 981,188  2,882.7 106,141 167.2 10.8 5.8
Q22011 1,001,249 3,059.2 115,883 175.6 11.6 5.7
Q32011 1,010,402 3,055.7 134,574 213.2 13.3 7.0
Q42011 1,055,827 2,870.8 131,518 202.1 12.5 7.0

Source: PMA, Monthly Statistical Bulletin

4.4 Palestine Stock Exchange

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

< Indicators of the financial market
- Market capitalization®: The share of
market capitalization on the Palestine

3 This indicator is used to measure the importance and role

of the financial market in an economy. It is calculated by
dividing the market value of shares listed on the market to

Stock Exchange in 2011 was 31.7%
compared to 29.4% in 2010.

- Number of listed companies: The
number of companies listed on the
Palestine Stock Exchange at the end of
the fourth quarter of 2011 was 46, as 7
new companies were listed in that
year: during the first quarter 2

the GDP at current prices. This indicator is calculated for
the entire year rather than quarters.



- companies (Wataniya Mobile and
United World Insurance) were listed;
in the second quarter 4 companies
were listed (Palestine Mortgage and
Housing, Commercial & real estate
investment, Al Takaful Palestinian
Insurance Co. and Al Sharq
Electrode); and in the fourth quarter
one company was listed (National
Aluminum & Profile Company). The
listed companies were classified under
different  sectors: banking and
financial services (8 companies),
industry (10 companies), insurance (7
companies), investment (9 companies)
and services (12 companies).

4+ Liquidity Indicators

- Ratio of traded shares to GDP: In
2011, this ratio was 3% compared to
8% in 2010. This decline is attributed
to the poor performance of the
financial market during 2011.

- Turnover*: This indicator was 13% in
2011 compared with 18% in 2010. As
per sector, the turnover of investment

<>

sector stood at 25%; the industry sector
13%; the banking and financial services
sector 12%; services sector 11%; and
insurance sector 7%.

Degree of Concentration®

The five largest companies in the Palestine
Stock Exchange held 75% of the total
value of shares traded in 2011. These
companies are: Palestinian
Telecommunications (36.2%); Palestine
Development and Investment (17.3%);
Bank of Palestine (11%); Palestine
Industrial  Investment (5.6%); and
Wataniya Palestine Mobile
Telecommunications Company (4.8%).

In general, the indicators reveal a significant
decline in the activity of the Stock Exchange
in 2011. By the end of the fourth quarter, Al-
Quds index closed at 476.93 points, down by
12.67 points (2.6%) from the corresponding

quarter of 2010 (see Figure 4-7).

This

downturn was primarily occasioned by a
10.4% decline in the investment sector and a
3.6% drop in the insurance sector.

Figure 4.7: Al-Quds Index- months of 2010 and 2011

530

o A
/ \ A

510

o /

500

490

Y

480

=#-2010

=0—2011

470

460

450

440
J F M A M J

J

A

S (0] N D

Source: Palestine Stock Exchange www.pse.com

The number of shares traded on the Palestine
Stock Exchange in 2011 totaled about 184.54
million, down by 20% from 2010. At the same
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time, the value of shares traded in 2011 stood
at $ 366 million, down by 19% from 2010 (see
Figure 4-8).

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 giant companies on changes in stock market indices, especially the stock
prices. The influence is measured by calculating the contribution of the top five or ten companies to the value of shares traded on

the stock market.
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Figure 4.8: The value of shares traded on Palestine Stock
Exchange- 2010 & 2011
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Source: Palestine Stock Exchange www.pse.com

By sector, the service sector acquired the financial services sector were the second and
largest share (45%) of traded shares in 2011. third contributors, with 27% and 19%,
The investment sector and the banking & respectively (see Figure 4-9).

Figure 4.9: The value of shares traded on Palestine Stock
Exchange by Sector- 2011
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The market value of the shares of companies listing a number of new companies. By sector,
listed on Palestine Stock Exchange at the end the service sector retained its largest share
of the fourth quarter of 2011 totaled 2.782 (52.7%). The banking & financial services
million, up by 13.6% from the corresponding sector came second with 21.2% of the total
quarter of 2010. This growth was a result of market value (see Figure 4-10).
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Figure 4.10: Value of shares listed on Palestine Stock
Exchange- Q3 2011
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Textbox 4: APIC follows the example of PADICO and issues debt securities.

Why issuing bonds rather than direct borrowing?

The Arab Palestinian Investment Company (Holding Ltd.) issued, in early 2012, business loans bonds- a
second incidence of issuing credit securities in the Palestinian territory after the one made by the Palestine
Development and Investment Co. (PADICO), in mid-2011.

However, the bonds of APIC differed in terms and conditions from those of PADICO. While the value of
bonds issued by PADICO was $ 70 million, that of APIC was only $ 20 million; and whereas the interest
rate for the first thirty months of PADICO's bonds was 5%, that of APIC reached 5.5%. As for the interest
rate during the remaining 30 months (the period of the bond is 5 years for the two companies), PADICO set
a variable interest rate not less than 5% and not more than 6.5%. APIC, on the other hand, linked the interest
rate with LIBOR interest rate plus a margin of 2.5% , but never less than 5.5% and without setting a ceiling.
Thus, the return on investment of APIC's bonds can be higher than the yields of PADICO's bonds.

It is important to see that the securities issued by both companies were only available for banks and financial
institutions. Further, borrowers can not convert these bonds into shares, and these bonds are not tradable-
suggesting that banks will retain the securities for the entire period.

What are the forces that drove these companies to grant these securities to banks, while they are able to
borrow from these banks? Often companies and governments issue bonds to finance existing projects or to
invest in new enterprises. The borrowers prefer issuing bonds rather than borrowing from banks because
they can thus determine the terms of the bond and the interest rate that is often less than the interest rate
imposed by the banks. Typically, the bonds-procuring entities are investment companies that need the
securities to fund investments in untraditional ways (contrary to the loans from banks). When banks buy
bonds, they even plan to resell them in the financial market as a short-term investment. As such, the issuance
of these securities by these two companies (with these terms and conditions) could be attributed to the
following factors:

1. Both companies were willing to facilitate the process of borrowing. Rather than negotiating with the
banks on the terms of loans and the value of the facilities, as well as the collaterals the companies may
be asked to present, the bonds enable the establishment of a public body of the bondholders, which, in
turn, facilitates negotiating the future interest rate or turning off the bonds and regulating the payment
process.

2. The Monetary Authority Act of 2010 prohibits granting credits with more than 10% of the base of the
bank's capital (Article 16/1 / A), and therefore the use of bonds gives the banks greater space in granting
facilities beyond the 10% provided for by law.
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3. Article (17/2) of the Act prohibits banks from providing preferential treatment that that does not
coincide with the credit policy adopted by the Board of Directors of the bank. Thus the bonds allow the
banks the opportunity to grant loans (in the form of bonds) on preferential terms that differ from the
terms granted to ordinary customers.

The issuance of credit bonds in Palestine is regulated by two laws:

1. The Jordanian Companies Law of 1964, in force in the Palestinian territories, is overseen by the
Palestinian companies’ controller. Under this law, the bonds are treated like equities. Article 86 requires
that these loans are issued by invitation for public subscription. The bonds are tradable and indivisible.

2. Securities Law promulgated in 2004 by the Palestine Capital Market Authority. This Law regulates the
issuance of bonds in Chapter VII. It gives more flexibility to the issuer in that it eases restrictions of the
Companies Law. The law allows the issuance of bonds under the item 'special issuance'; where
subscription is limited, usually targeting a specific group, provided the number of beneficiaries does not
exceed 30.

These two laws have caused some inconsistency in some of the articles and the resulting conflicting powers
of the Companies Controller and the Capital Market Authority. For example, Article 80 of the Securities Act
gives companies the right to turn off the bonds according to the prospectus. By contrast, Article 95/2 of the
Companies Act states that the company may not advance or delay the date of redemption, and therefore there
must be a modern Companies Act that unites policies and defines powers.

A last point to note in this context is the fact that banks that buy these bonds deduct their value from the ratio
they are required to contribute in the local economy. The Monetary Authority has placed a limit to this ratio
(45% of total deposits). These bonds provide relatively favorable opportunities for the banks to fulfill this
obligation, which adversely affects the credit facilities granted by banks to small borrowers (whether
individuals or companies). This negative impact can be avoided through exempting these type of safe
investments from the amount of domestic credit which constitutes the base for the 45% ratio (for more
details, see The Economic and Social Monitor, Issue 25, Textbox 4, July 2011

5. Indicators of economic activity

5.1 Registration of Companies

Quarter 4

The Ministry of National Economy registers In this quarter, new 337 companies were
companies in the Occupied Palestinian registered, an increase of 50 companies from
Territory under various company laws in the third quarter 2011 and the corresponding
effect in the West Bank and the Gaza Strip*. quarter 2010 (see Table 5-1)7".

Table 5-1: Development of the number of new companies
registered in the West Bank during the years 2008-2011

Quarter 2008 2009 2010 2011
Q1 247 454 334 389
Q2 334 412 428 373
Q3 315 349 164 287
Q4 287 438 290 337
Total 1,183 1,653 1,216 1,386

Source: The Ministry of National Economy, Ramallah, Department of
Company Registration, 2011.
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Jordanian Companies Law No. (12) of 1964 is applied in the West Bank, while the Companies Law No. (18) of 1929 is applied in
the Gaza Strip.

The section of the Monitor tackles the new companies registered in the West Bank only because the Ministry of Economy in
Ramallah does not have any data on the registration of companies in the Gaza Strip.
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Annual Comparison

In 2011, 1386 new companies were registered
in the West Bank, up by 170 from 2010 (see
Table 5-1). The capital of these newly
registered companies totaled 220 million
Jordanian dinars®, a decline of 41.5% from
2010. Wataniya Mobile (with a capital of $
258 million, i.e. around 50 percent of the
capital of all registered companies) was
registered early in the fourth quarter of 2010,
and that is why the capital of companies

registered in 2011 was mush less than that of
2010.

With respect to the distribution of the capital
by sector, data available show that with 29%
each, the construction sector and the trade
sector were the largest contributors of the
capital of newly-registered companies in the
West Bank. The services sector ranked third
with a share of 21%, while the industry came
fourth with 12.5% (see Figure 5-1).

Figure 5.1: Percentage distribution of the capital of new companies
registered in the West Bank- by Economic Activity, 2011
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Source: The Ministry of National Economy, Ramallah, Department of Company

Registration, 2011.

With regard to the legal status of companies
registered in the West Bank in 2011, data
reveal that 594 companies were Public
Ordinary, 775 were Private Shareholding, and
17 were Foreign Private Shareholding. The

Public Ordinary companies acquired 34% of
the total value of registered capital during the
same period, while the share of Private
Shareholding companies represented 60% (see
Table 5-2).

Table 5.2: Distribution of the value of capital of companies registered
in the West Bank- by Legal Classification- 2010 & 2011

($ millions)

Legal Form
Year Public Private Public Foreign Private ~ Total
ordinary Shareholding shareholding Shareholding

2010 64.345 113.804 182.664 20.103 376.736
Q1 2011 19.505 61.200 0 0.070 80.775
Q22011 20.306 32.259 0 0.920 53.486
Q32011 17.936 20.610 0 0.360 38.906
Q4 2011 16.402 21.176 0 9.496 47.074
2011 74.149 135.254 0 10.846 220.249

Source: The Ministry of National Economy, Ramallah, Department of Company Registration,

2011.
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In 2011, the companies were registered in six currencies: the Jordanian dinar, the U.S. dollar, the Euro, the UAE dirham, the Saudi

riyal and the Russian ruble. Exchange rates were calculated according to the quarterly average exchange rates of the Jordanian

dinar.
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Regarding the distribution of newly-registered in the governorates of Ramallah, Hebron and
companies by governorate, the 2011 data Nablus, by 37%, 18% and 16%, respectively
reveal that the largest contributors were found (see Table 5-3).

Table 5-3: Distribution of the number of newly-registered companies
in the West Bank- by Governorate- 2010 & 2011

2010 Q1/2011 Q2/2011 Q3/2011 Q4/2011 2011
No. % No. % No. % No. % No. % No. %
Ramalla & al-Bira 454 373 136 35.0 137 367 94 328 142 42.1 509 36.7

Governorate

Hebron 174 143 63 162 64 172 55 192 71 211 253 182
Nablus 126 104 68 175 56 150 49 17.1 43 128 216 156
Tulkarm 41 34 26 67 14 38 10 35 18 53 68 49
Jenin 116 95 29 75 33 88 31 108 19 56 112 81
;gﬁﬁ&i{i‘; 23 19 4 10 10 27 2 07 6 18 22 16
Jerusalem outskirts 71 5.8 6 1.5 9 24 10 3.5 3 0.9 28 2.0
T — 114 94 39 100 26 7 21 73 20 59 106 7.6
Qalgilya 48 39 11 28 12 32 5 17 6 18 34 25
Salfit 3971132513 e 16 7247 2025 s
Tubas 10 08 2 05 6 16 3 10 2 06 13 10
Total 1216 100 389 100 373 100 287 100 337 100 1386 100

Source: The Ministry of National Economy, Ramallah, Department of Company Registration, 2011.

As for the distribution of capital of newly- Ramallah held the largest share (47%) (see
registered companies by governorate, again Figure 5-2).

Figure 5.2: Percentage Distribution of the capital of newly-registered
companies in the West Bank- by Governorate, 2011
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5.2 Building Licenses in the West Bank

Quarter 4

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

Statistics of building licenses show an increase
of 10% in the number of building permits in
the West Bank during the fourth quarter of
2011 compared to the third quarter of the year
(from 1717 to 1884), and a rise of 24%
compared to the corresponding quarter of
2010. On the other hand, the total licensed
areas grew by 44% compared to the
corresponding quarter of 2010 (see Table 5-4
and The Monitor, Issue 26).

Annual Comparison

Annual data reveal that the number of building
permits increased by 23% compared to 2010.
The total area of buildings licensed in 2011
was approximately 3553 square meters, up by
40% from 2010. Furthermore, the number of
licensed dwelling units (new and existing
ones) rose significantly (from 9475 in 2010 to
14183 in 2011).

Table 5-4: Number of building licenses issued in the oPt- 2010-2011

Indicator 2010
Total
Total licenses issued 6265
Residential building 5374
Non-residential building 891
Total licensed areas 2538.9
No. of new units 7537
Area of new units 1373.2
No. of existing units 1938
Area of existing units 3325

(thousand square meters)

2011
QI Q2 Q3 Q4 Total
2092 2,015 1717 1884 7708
1872 1816 1499 1669 6856
220 199 218 215 852
9155 867.3 774.4 9963 3553.5
2746 2972 2403 3142 11263
499.7 5257 431.0 602.8 2059.2
1082 746 568 524 2920
1933 1280 100.5 1169 5387

Source: Palestinian Central Bureau of Statistics (2012): Building Licenses Statistics,

Ramallah - Palestine.

5.3 Cement Import

Quarter 4

Data show an increase of the amount of
cement imported into the oPt during the fourth
quarter of 2011, up by 4% from the third
quarter, but down by 6% from the
corresponding quarter of 2010. While the
cement imported to the West Bank fell by
10%, that coming into Gaza increased to 15
thousand tons (up from 3 thousand tons) (see
Table 5.5 and The Monitor, Issue 27).
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Annual Comparison

The amount of cement imported into the
Palestinian territory during 2011 fell by 4%
compared to 2010 (despite the increase in the
amount imported into the Gaza Strip from 4 to
44 thousand tons). The decline was, of course,
a result of a 5% drop in amounts coming into
the West Bank.



Table 5-5: West Bank and Gaza's Imports of
Cement — years 2010-2011

(thousand tons)

. 2010 2011
Indicator
Total Q1 Q2 Q3 Q4 Total
west Bank 1,340.1 296.8 381.4 294.7 308.8 1,281.7
Gaza Strip 4.3 2.6 114 153 153 44.6
oPt 1,344.4 299.4 392.8 310 324.1 1,326.3

Source: Palestinian Central Bureau of Statistics: Administrative records, 2012.

Ramallah, Palestine.

5.4 Car Registration

Quarter 4

During the fourth quarter of 2011, 4408 cars
were registered in the West Bank, down by
12% from the previous quarter and by 21%
from the corresponding quarter of the previous
year (see Table 5.6 and The Monitor, Issue
26). There was also a steady decline in the
number of registered vehicles over 2011
quarters (6656 cars in the first quarter and
4408 cars in the fourth quarter).

Annual Comparison

During 2011, about 21,000 new and used cars
were registered in the West Bank. Sixty-three
percent of cars registered in the West Bank
were used cars imported from abroad, eleven
percent were used cars imported from Israel
and twenty-five percent were cars imported
from abroad. At the annual level, 2011 saw a
4% decline in the number of registered
vehicles (new and used)- basically due to a
28% decline in the number of cars imported
from Israel during the same period.

Table 5-6: No. of new and used cars newly-registered in the

West Bank- 2010 & 2011 *

2010
Q1/2011
Q2/2011
Q3/2011
Q4/2011
2011

Cars from Cars from Car from the
international international Israeli market Total
market (new) market (used) (used)

5,089 13,661 3,297 22,047
1,623 4,290 743 6,656
1,505 2,980 575 5,060
1,285 3,249 487 5,021
983 2,868 557 4,408
5,396 13,387 2,362 21,145

Source: Department of Customs and Excise, unpublished data.

*There are some differences between the data published in this table and data from
car registration in the first half of 2011 published in previous issues of the
Monitor. The reason behind this difference is that the data published previously
were registered either according to the Israeli date of clearance or the Palestinian
date of clearance. All of the data in this table were obtained from the Palestinian

Customs Clearance.

5.5 Hotel Activity

Quarter 4

During the fourth 2011, the number of hotels
in the Palestinian territory totaled 103

compared with 99 hotels in the previous
quarter and 94 in the corresponding quarter of
2010. Along this increase in the number of
hotels, the number of employees working in
hotels increased by 31% from the
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corresponding quarter of 2010. However, the
number of guests dropped to about 138
thousand (down from 171 thousand during the
corresponding quarter of 2010) (see Table 5-7
and The Monitor, Issue 25).



Annual Comparison working in hotels grew by 25%. Nonetheless,
In 2011, the number of hotels in the the number of guests fell by 11%. The average
Palestinian territory totaled 103, up from 95 in length of stay rose to 2.5 nights per guest
2010. In parallel, the number of employees compared with 2.2 nights in 2010

Table 5-7: Key Hotel Indicators in the oPt — years 2010 and 2011

. 2010 2011
Indicator

Total Q1 Q2 Q3 Q4 Total
No. of operating hotels 95 101 99 99 103 103
No. of employees 1,795 2,133 2,216 2,317 2,340 2,251
No. of guests 577,383 134,244 131,975 106,786 137,430 510,435
No. of nights stayed 1,285,661 297,993 340,573 254,313 361,617 1,254,496
Room occupancy (average) 1,747 1,583.9 11,3753 1,251.2 1,554.1 1,440.6
Bed occupancy (average) 3,522 3,311.0 3,742.6 2,764.3 3,930.6 3,437.0
Room occupancy (%) 35.0 30.1 25.5 21.9 27.0 26.1
Red occupancy (%) 334 30.0 33.3 23.0 31.5 29.4

Text box 5: In Israel, the middle class is dwindling and real income declines

A study conducted by the Central Bank of Israel in March 2012 found that the middle class in Israel has
been dwindling in number and purchasing power since 2007. The findings come to support the grievances
expressed by the hundreds of thousands of demonstrators who took part in the wave of popular protests
Israel experienced in August and September of 2011.

The study defines middle class households as those whose monthly net income ranges between NIS 7275
and 12125. As such, about 25 percent of Israeli households are classified under this category. The upper
middle class households (also about 25 percent of the total households) make a net income that ranges
between NIS 12125 and 19400 NIS. The households that make an income higher than this are classified
under the upper class, while those that make less than 7275 are categorized under the lower class.

Table 1: Distribution of Israeli households by income

1997 2011
Lower class 254 30.2
Middle class 28.8 24.7
Upper middle 26.9 25.7
Upper class 18.9 19.4

Table 1 shows that the percentage of middle-class households had declined by 14% between 1997 and 2011,
while the percentage of households of the lower class in Israel grew by 19% during the same period. The
study indicated that 90% of middle-class families (and 95% of the upper middle class families) are not
orthodox Jews. The study also found that 40% of middle-class families and 50% of upper middle class
families are working families where the husband and wife are full-time employees. The study also found that
the expenses which consume the bulk of the income of the middle class (such as rent, loan payments, real
estate, public transportation, creches and car repair) rose significantly during the period, faster than the
increase in disposable income for middle class and upper middle class families. This means that real income
fell for these two classes; and this was one of the main factors behind the outbreak of popular protests.

Another study conducted by the Israel Central Bank found that the equitable distribution of income in Israel
diminished faster than all developed countries. According to the study, the gap between the salaries of
educated and uneducated populations increased over the past two decades, though the disparity between the
salaries of men and women has dwindled. The study argues that the gap is perhaps a result of the absence of
government policies, as well as the low participation of religious Jews and Arabs in the labor market. The
study also found that inequality in income distribution in relation to national / ethnic groups (i.e., the relative
poverty of the Arabs) is sweeping and thus matchless in the developed world.
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Poverty, income distribution and infrastructure in Israel are among the worst in the OECD countries
The latest IMF report on the Israeli economy (April 2, 2012) emphasized again that the distribution of
income in Israel is among the most inequitable among the members of the Organization for Economic
Cooperation and Development (the fourth after America, Mexico and Chile). The report says that the per
capita income among the poorest 10% of the population of Israel is barely 1/15 of the per capita income
among the richest 10%. The report found that poverty is particularly found among the minorities (religious
Jews and Arabs), and that the continued exclusion of male religious Jews and Arab women from the labor
market will adversely affect the prospects for economic growth in the future. Building on available data, the
report expects a growth rate of only 2.8% in 2012. With only 57% of the population participating in the labor
market, Israel ranks among the worst countries of the OECD, the report remarked. The report recommended
a target of 75.6% involvement of male religious Jews and Arab women in the labor market. The report also
tackled the poor Israeli infrastructure (roads and transport) compared to OECD countries, claiming that this
is one of the main obstacles that impede the development of the Arab areas within Israel.

Another OECD report found that the poverty rate is very high in Israel (21.7%), i.e. the highest in the 32
member states of the organization. The rate of relative poverty in Israel is twice the average in other
countries of the OECD. According to the report, 20 families in Israel own 30% of the total shares registered
on the Tel Aviv Stock Exchange.

6. Prices and purchasing power

6.1 Consumer Prices

Quarter 4
Indices of consumer prices in the Palestinian furnishings, recreational goods and services.
Territory posted an increase of 1.20% in the The highest increase was in the housing sector,

fourth quarter 2011 compared to the third up by 1.98% from the previous quarter and by
quarter. Quarterly data show a rise in all major 4.35% from the corresponding quarter of 2010
commodity groups except for furniture, (see Table 6-1).

Table 6-1: Average CPI Change in the Palestinian Territory
by Commodity Group- 2010 & 2011

2010 Q1/2011 Q2/2011 Q3/2011 Q4/2011 2011
% Change % Change % Change % Change % Changein % Change

Group in 2010 vs. in Q4 2010 in Q22011 in Q32010 Q42010 vs. in 2011 vs.
2009  vs. Q12011 vs. Q12011 vs. Q22011 Q32011 2010
Food Stuff and soft drinks 3.40 (0.78) (1.01) 1.20 1.80 2.40
Alcohol beverages and Tobacco 12.13 0.91 0.59 0.32 0.50 6.22
Textiles, apparels, and footwear 3.92 0.80 2.24 0.27 0.43 4.60
Housing and related supplies 5.12 1.32 0.49 0.50 1.98 2.95
Furniture & home products and , ¢ 0.89 0.91) (0.84) (0.03) 0.03
appliances
Medical care 0.92 0.76 (0.55) 0.65 0.73 1.33
Transportation & travel 2.64 342 0.96 0.00 0.19 4.78
Telecommunications (2.04) 0.07 0.31 0.26 0.13 0.39
Recreational & cultural goods & 4 7 0.57 0.89 (0.62) (0.12) 121
services
Educational Services 6.00 0.17 0.56 1.56 1.67 2.10
Restaurant, Cafe, and Hotel 323 2.13 2.03 2.03 0.12 5.89
Services
Miscellaneous goods and 5.20 (0.18) 0.77 1.88 175 3.99
services
General CPI 3.75 0.36 (0.05) 0.74 1.20 2.88

Source: PSBS, consumer price survey 2010 to 2011.
* Figures in brackets indicate negative values (decline in prices).
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During the fourth quarter, the prices of fresh
vegetables (especially tomatoes) posted an
increase of 16%. The price of greenhouse
tomatoes, for example, rose by 35.45%,
standing at NIS 5.45 / kg during December
2011. The prices of fresh meat and rice also
witnessed some increase. By contrast, the
prices of fresh fruit, flour and sugar fell in this
quarter compared to the third quarter of the
year. Finally, the prices of domestic liquid
fuels hiked by 4.48% (7.19 shekels for one
liter of heating diesel in December 2011; 7.79
shekels for one liter of kerosene in December
2011), while gas prices increased by 3.98%
(78.08 NIS / 12 kg gas bottle during
November 2011).

Annual Comparison

Index of consumer prices increased by 2.88%
in 2011 compared to the previous year. The
prices of tobacco, services, restaurants, cafes
and hotels, as well as textiles and clothing
were the main groups that largely affected the
index of consumer prices during 2011.

In 2011, prices of consumer goods had
undergone various changes. Sugar posted the
highest rise (up by 25.6% from 2010).
Similarly, the prices of fresh fruit jacked up by
15.6%. The prices of fresh vegetables, poultry
and rice, on the other hand, saw some decline
during the comparison period.

Table 6-2: Price movement of main commodity groups, 2011

2010 Q1/2011

Group

Q2/2011
% Change % Change % Change % Change % Changein % Change

Q3/2011 Q4/2011 2011

in 2010 in Q42010 in Q22011 in Q32010 Q42010vs. in 2011 vs.

vs. 2009 vs. Q1 2011 vs. Q1 2011 vs. Q22011 Q32011 2010
Automobiles fuel 14.11 11.05 1.70 (2.33) 1.28 14.32
Domestic fuel 7.57 1.86 0.40 (0.08) 1.82 3.26
Fresh Vegetables 12.54 (14.38) (14.01) 12.54 16.01 2.72
Fresh Meat (0.81) 1.33 (2.93) 3.14 0.91 3.93
Sugar 17.34 15.36 (3.41) 2.56 (1.37) 25.66
Rice (0.97) 1.04 (4.49) (2.26) 3.56 (5.00)
Fresh Chicken 1.92 (5.33) 1.90 (0.80) 0.11 (4.55)
Flour (5.95) 5.07 0.31 (1.87) (1.17) 0.13
Dairy Products & eggs 0.49 0.73 4.32 (1.50) (0.58) 2.41
Fresh Fruit 5.72 3.52 13.77 8.57 (6.16) 15.66

Source: PSBS, consumer price survey 2010 to 2011.

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

6.2 Producer prices and wholesale prices

The Wholesale Price Index (the sale price to
retailers or to producers, including VAT and
freight/shipping costs) increased by 0.16%
during the fourth quarter of 2011 compared to
the third quarter of 2011. This resulted from a
0.37% increase in the prices of manufactured
goods (which constitute 70% of the Wholesale
Price Index) and 0.81% rise in the prices of
fish and shrimp. In contrast, prices of
agricultural commodities (which represent
29% of the Wholesale Price Index), fell by
0.20%; and prices of mining and quarrying
dropped by 3.80%.

Quarterly data reveal that the Wholesale Price
Index rose in the fourth quarter 2011 by 2.50%
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compared to the corresponding quarter of
2010. Imported goods also increased by
0.56%, while wholesale prices for goods
produced locally fell by 0.28%.

On the other hand, Producer Price Index
(prices received by domestic producers for
their output after all taxes are deducted,
including VAT and freight/shipping costs)
rose by 1.17% during the fourth quarter of
2011 compared to the third quarter. This was
basically occasioned by a 2.32% increase in
the prices of agricultural commodities (which
constitute 36% of the Producer Price Index); a
0.57% rise in manufactured goods (which
represent 61.66% of the Producer Price Index);



and a 1.98% growth in the prices of mining
and quarrying (which constitute 2.13% of the
Producer Price Index). On the contrary, the
prices of fish and shrimp (which constitute
0.20% of the Producer Price Index) fell by
1.98%. The 2.27% increase in prices of
exported goods and the 1.06% rise in prices of
goods produced domestically were the main
drivers of the overall increase in the Producer
Price Index during the fourth quarter of 2011.

6.3 Construction and Road Costs Index

Quarter 4

The Construction Cost Index measures the
changes that occur in the prices of construction
materials and services. During the fourth
quarter 2011, the construction cost index of
residential and non-residential buildings in the

West Bank increased by 0.19% compared with
the second quarter 2011. 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 saw an increase of 0.54% in the fourth
quarter 2011 from the previous quarter. Again,
there are no updated data on the Gaza Strip
(see Table 6-3).

Annual Comparison

In 2011, the -construction cost index of
residential and non-residential buildings in the
West Bank increased by 2.79% compared with
2010, while the road cost index rose by 3.13%
during the same period.

Table 6-3: Percent changes in the Construction and Road Costs
Index (CRCI) in the West Bank, 2010-2011

2010 Q1/2011 Q2/2011 Q3/2011 Q4/2011 2011
Index % Change Y% Change in % Change in % Change % Change in % Change in
in2010 vs. Q42010vs. Q22011vs. inQ32010 Q42010 vs. 2011 vs.
2009 Q12011 Q12011  vs. Q22011 Q32011 2010
Road cost 1.57 1.35 0.43 0.85 0.19 2.79
Construction cost 3.75 1.28 1.22 0.50 0.54 3.13

Source: PSBS, consumer price survey 2010 to 2011.
* Figures in brackets indicate negative values.

6.4 Prices and purchasing power”

Quarter 4

The index of consumer prices increased by
0.7% in the fourth quarter of 2011 compared
to the third quarter of the same year, which of
course weakens the purchasing power. At the
same time, the fourth quarter saw a growth of
2.8% in the exchange rate of the dollar against
the shekel (standing at 3.65 shekels), which-
despite inflation- improved the purchasing
power of the dollar and the Jordanian Dinar.
The dollar-denominated purchasing power
improved by 1.6% compared to the third
quarter of the same year®.

The exchange rate of the dollar and the dinar
against the shekel saw a growth of 0.8% in the
fourth quarter 2011 compared to the
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corresponding quarter of 2010. On the other
hand, the inflation rate during 2011 fourth
quarter stood at 2.3%, leading to a 1.5%
decline in the dollar-denominated purchasing
power compared to the corresponding period
of 2010. Because the JD is pegged to the US
dollar, this decline also applies to the JD (see
Table 6-4).

Annual Comparison

In 2011, the inflation rate stood at 2.88%. This
coincided with a 1 percent improvement in the
dollar exchange rate against the shekel, i.e. the
purchasing power in the Palestinian territory
(measured in dollars and dinars) declined by
about 2% in 2011.

The purchasing power is defined as the value of a currency expressed in terms of the amount of goods or services that one unit of

money can buy. It is directly dependent on the income of the consumer and inversely on the change in the rate of prices (inflation)
and currency exchange rate. The change in the purchasing power (assuming constant income) can be measured as: (rate of change
in the exchange rate of the currency against the shekel) minus (the rate of change in the index of consumer prices).
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1.6% during the same period.

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



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

$ US /NIS JD / NIS
Period Inflation Average Changein Changein Average Changein Changein
rate* exchange exchange purchasing exchange exchange purchasing
rate rate (%) power (%) rate rate (%) power (%)

Ql 0.46 3.74 0.7) (1.2) 5.27 (0.7) (1.2)
Q2 0.07 3.78 1.2 1.2 5.34 1.3 1.2
2010 Q3 1.32 3.80 0.3 (1.0) 5.35 0.3 (1.1)
Q4 1.58 3.62 4.7 (6.2) 5.10 4.7) (6.2)
2010 3.75 3.73 4.99) (8.74) 5.27 (4.96) (8.71)
Ql 0.36 3.60 (0.5) (0.9) 5.09 0.2) (0.6)
Q2 (0.05) 3.44 4.5) 4.5) 4.85 4.8) (4.8)
Q3 0.74 3.55 3.2 2.5 5.01 32 2.5
2011 Q4 1.20 3.65 2.8 1.6 5.14 2.8 1.6
October 0.19 3.69 0.1 0.1) 5.21 0.1 0.1)
November 0.51 3.64 (1.5) 2.0) 5.13 (1.5) (2.0)
December 0.42 3.61 (0.8) (1.3) 5.09 (0.8) (1.3)
2011 2.88 3.56 (4.68) (7.56) 5.02 (4.63) (7.50)

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

Textbhox 6: Prices of gasoline in the Palestinian territory in the
framework of the Paris Protocol

Instability in the international oil market, including the ban on oil from Iran, has spiked oil prices in the first
months of 2012. Responding to this rise in the prices of oil, the Israeli government decided to raise the price
of gasoline (95 octanes) by 20 agora on April 1, 2012, which would bring the price of a liter of gasoline at
service stations to 8.15 shekels.

This decision was not implemented due to strong protests and the government's fear of losing popularity, as
the country was then on the verge of elections. Rather, the government settled for raising the gasoline price
by 5 agora only, while the remaining 15 agora are borne by the government (by reducing the fees imposed
on gasoline by 15 agora). This means that the price of a liter of gasoline at service stations in Israel became
8.00 shekels. A month later, after the decline in international prices, the Israeli government reduced the price
of gasoline by 4.3%, thus the price of one liter of 95 octane gasoline became NIS 7.65.

The Palestinian territory imports all its oil needs from Israel. The Paris Protocol (Article 12 / b) states that
the difference in the final price of gasoline to consumers in Israel and to consumers in the Palestinian
territory will not exceed 15% of the official final consumer price in Israel. This means that the high gasoline
prices in Israel could naturally drive the PNA to raise prices in the Palestinian territory as well, but this did
not occur. The price of a liter of petrol in the Palestinian territory remained constant at approximately NIS
7.55 during April and May. This price is 5% lower than the price in Israel before the rise in prices. Now if
the prices in Israel rise by 20 agora (to 8.15 shekels), the difference becomes 7.4% (which is less than the
15% stipulated by the Paris Protocol). The actual difference in the price of a liter of gasoline between Israel
and the Palestinian territory was only 1.3% in May, 2012.

Maintaining the stability of the price of gasoline in the Palestinian territory amid the skyrocketing prices of
oil in international markets suggests that the fees collected by the PNA will decline. This means that the oil
revenues of the PNA will go down the more the price of oil increases in international markets, and vice
versa. In May2012, for example, the decline in world prices increased the value of fees collected by the
PNA. On the other hand, the low price of gasoline in the Palestinian territory, compared to that in Israel, is
the result of the PNA's policy of subsidizing gasoline (the fees the PNA collects are less than those imposed
by Israel).

Revenue from taxes on fuel collected by the Palestinian National Authority was about $ 457 million in 2011,
which represented about one third of clearing revenues in that year.
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7. Foreign Trade
7.1 Balance of trade

Quarter 4

The balance of trade is the difference between
the monetary value of exports and imports of
output in an economy over a certain period.
The value of registered commodity exports
during the fourth quarter 2011 totaled about $
190 million compared with $ 175 million
during the third quarter (up by 8.6%)*. The
exports to Israel stood at $ 161 million (about
85% of the total commodity exports). On the
other hand, the value of imports totaled about
$ 976 million (about 65% came from Israel).
The commodity trade deficit, thus, reached $
786 million during the fourth quarter of 2011,
down by 9% from the third quarter and by
5.8% from the corresponding quarter of 2010
(deficit then stood at $ 834 million).

On the other hand, the value of service
imports from Israel was $ 32 million, while
exports of services to Israel totaled $ 32.2
million in the fourth quarter 2011.
Accordingly, the services trade balance with

Israel posted a surplus of $ 0.2 million in the
fourth quarter compared with a deficit of $ 2.4
million in the third quarter (see Table 7-1).

Annual Comparison

In 2011, the value of merchandise imports
totaled about $ 4.5 billion, up by 14% from
2010. The merchandise exports, on the other
hand, reached $ 759 million, up from $ 575
million in 2010. Thus, the deficit of
commodity trade balance hovered around $ 3.7
billion, i.e. an 8% increase from 2010 (totaling
$ 3.4 billion).

On the other hand, the value of service imports
from Israel stood at $ 153.3 million, while the
service exports to Israel totaled $ 137 million
in 2011, bringing the deficit of trade of
services with Israel to $ 16 million, up from $
12 million during 2010 (see Table 7-1).

Table 7.1: Imports and exports of registered goods and services-
allocated 2010 - 2011 **

(million dollars)

Indicator 2010 Q1/2011 Q2/2011 Q3/2011 Q4/2011 2011
Commodity imports 3958.5 11,3052 1,171.0 1,039.7 975.7 4,491.6
Service imports* 130.8 46.7 40.7 33.9 32.0 153.3
Commodity exports 575.5 191.7 202.2 175.1 189.7 758.7
Service exports* 119.4 35.6 37.2 31.5 32.2 136.5

Source: Registered foreign trade, PCBS (2012).

* Exports and imports of goods and services from and into Israel only.
* Data for 2011 are obtained from official sources, and they are subject to change.

7.2 Balance of Payments

Quarter 4

According to the PCBS and the PMA, the
current account deficit (which occurs when a
country's total imports of goods, services and
transfers is greater than the country's total
export of goods, services and transfers) stood
at $ 379 million during the fourth quarter 2011
(i.e. 14.6% of GDP at current prices), i.e. a
30% increase over the previous quarter. This
deficit primarily resulted from a Technically,

41

there should be a perfect balance between the
current account deficit, on the one hand, and
the surplus of capital and financial account, on
the other. This means that the net value of
these two items must be zero. However, there
is often a slight difference between them. This
difference is tallied under 'account errors and
omissions', the value of which was 121 million
dollars.

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

trade, since the latter records only exports and imports registered in clearing accounts and invoices. The balance of payments, on
the other hand, records the total imports and exports. Trade in services from Israel is only tallied in the balance of trade, while the
balance of payments tallies trade in services from different sources.
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deficit of $927.6 million in the balance of
trade (compared with a surplus of $ 280
million generated from Palestinians working
abroad). In parallel, the balance of current
transfers posted a gain of $ 262 million
(mostly aid from donor countries).

This deficit was financed by capital and
financial account, which provided about $ 258
million (see Table 7-2). This item (the capital-
financial account) represents a debt on the
national economy as long as it has a positive
value.

Annual Comparison
By the end of 2011, the current account deficit
totaled $1.9 billion dollars, a strikingly 174%

increase over 2010. This increase in current
account deficit was a result of many factors: a
41% decline in net current transfers; a 9%
increase in trade deficit (bringing it to $ 4.3
billion*); and a 33% drop in income from
overseas investments.

This deficit was financed by capital and
financial account, which provided about $ 1.5
billion (an increase of 97% over 2010). The
difference between the current account deficit
and capital and financial account (0.3 billion
dollars) establishes ‘'account errors and
omissions', which increased by 188% in 2011.

Table 7-2: Palestinian Balance of Payments- years 2010 & 2011

2010
1. The trade balance of goods and -3,964.9
services*
Net goods -3,652.8
Net services -312.1
2. Balance of income 1,098.1
- Workers' remunerations received from 1,077.4
abroad
- Investment income from abroad arrested ~ 135.8
- Income paid abroad 115.1
3. Balance of current transfers 2,175.9
- Net transfers to the government 1,214.2
- Net transfers to other sectors 1,262.3
-Transfers paid abroad 300.6
4. Balance of current account (1 +2 +3)  -690.9
5. Net capital and financial account 800.3
- Net capital transfers 846.1
- Net financial account -45.8
» Net direct foreign investment 103.0
» Net portfolio investment -453.4
» Other net investment 341.0
[1 Change in reserve assets - = rising ) -36.4
6. Net errors and omissions 109.6

Q1/2011 Q2/2011 Q3/2011 Q4/2011 2011
-1,203  -1,097.8 -1,101.9 -927.6 -4,330.3
-1,172.2° -1,029.4 -1,013.0 -855.8 -4,070.4
-30.8 -68.4 -88.9 -71.8 -259.9
281.3 275.6 305.1 287.0  1,149.0
262.2 266.1 309.2 279.9 1,117.4
24.5 14.4 22.7 28.6 90.2
5.4 4.9 26.8 21.5 58.6
308.4 211.5 505.2 261.8  1,287.0
175.6 106.7 344.9 100.3 727.5
188.5 170.1 231.4 235.1 825.1
55.6 65.3 71.1 73.6 265.6
-613.3 -610.7 -291.6 -378.8 -1,894.3
443.9 676.8 199.7 2578 1,578.2
106.8 61.3 194.7 63.1 4259
337.1 615.5 5.0 194.7 1,152.3
48.3 61.3 49.1 75.1 233.8
10.4 66.2 44.3 -34.7 86.2
260.1 393.6 -192.4 264.7 726.0
18.3 94.4 104.0 -110.4 106.3
169.4 66.1- 91.9 121.0 316.1

Source: Palestinian Central Bureau of Statistics and the PMA, 2012. Preliminary results of the Palestinian Balance of

Payments in the fourth quarter of 2011.
k

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

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

payments records services from different sources.
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Figures of exports and imports of commodities and services in the balance of payments differ from the figures contained in the

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

sources.
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8. Legal and legislative environment

In 2011, the President of the Palestinian
National Authority issued 15 presidential
decrees that have the full force of law. These
decisions were issued according to Article (43)
of the Palestinian Basic Law 2003 and its
amendments. The presidential decrees were
opted for because the Legislative Council has
been paralyzed since the political split.
However, the Basic Law states that these
decrees must be brought before the PLC once
it convenes.

Table 8-1 lists all presidential decrees of 2011.
In the previous issues of the Monitor, we
outlined a number of decrees that are
economy-related in separate textboxes. See,

for example, Decree No. (2) of 2011 on the
amendment of the Investment Promotion Law
No. (1) of 1998. Furthermore, in issues 26 and
27, we reviewed Decree No. (8) of 2011 on
Income Tax Law.

The table also shows that three of the decrees
were issued in the fourth quarter 2011 on the
Chambers of Commerce and Industry. In late
2011, Decree No. (15) of 2011 was released. It
regulates the issue of public procurement.
Decree No. (15) replaced two laws on public
procurement, namely: Law No. 9 of 1998 on
government supplies, and Law No. (6) of 1999
on bids for government work.

Table 8-1: Presidential Decrees passed in the Palestinian Territory in 2011

Presidential Decree

Decree No. (1) of 2011 on Sharia Courts

Decree No. (2) of 2011 on the amendment of the Investment Promotion Law

No. (1) of 1998

Date of issuance
January 6
January 13

Decree No. (3) of 2011 on the amendment of Acquisition Law No. (2) of 1953
Decree No. (4) of 2011 on the ratification of the appointment of the Chairman
of the General Personnel Council

Decree No. (5) of 2011 on the General Budget for fiscal year 2011

Decree No. (6) of 2011 on the amendment of the Law of Charities and Local
Bodies No. (1) of 2000

Decree No. (7) of 2011 on the amendment of
the Penal Code in force in the northern governorates and the
Penal Code in force in the southern governorates

Decree No. (8) of 2011 on Income Tax Law

Decree No. (9) of 2011 on Chambers of Commerce and Industry

Decree No. (10) of 2011 on the Law of Industry

Decree No. (11) of 2011 on the amendment of the Law of the General Union of
Palestinian Industries & Specialized industry associations No. (2) of 2006.

Decree No. (12) of 2011 on the Palestinian Institute of Public Finance and
Taxes

Decree No. (13) of 2011 on the ratification of reappointing the PMA governor
Decree No. (14) of 2011 on the amendment of the Law of Lawyers No. (3) of
1999 and its amendments

Decree No. (15) of 2011 on public procurement.

Source: Legal and Judicial System in Palestine (Mugqtafi) http://mugqtafi.birzeit.edu/
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Key Economic Indicators in the West Bank* and the Gaza Strip for the years 2000-2011

Indicator | 2000 | 2001 | 2002 | 2003 | 2004 [ 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011
Population by mid year (thousands)
Occupied Palestinian Territory 3,053.3 | 3,138.5 | 3,225.2 | 3,314.5 | 3,407.4 |3,508.1| 3,612.0 | 3,719.2 | 3,825.5 | 3,935.25 | 4,048.40 | 4,170
West Bank 1,943.7 | 1,992.6 | 2,042.3 | 2,093.4 | 2,146.4 [2,203.7| 2,262.7 | 2,323.5 | 2,385.2 | 2,4484 | 2,5133 | 2,580
Gaza Strip 1,109.7 | 1,1459 | 1,182.9 | 1,221.1 | 1,261.0 |1,304.4 | 1,349.3 | 1,395.7 | 1,440.3 | 1,486.8 | 1,535.12| 1,590
National Accounts (Million Dollars)
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 |4,878.3 | 5,239.3 | 5,754.4 | 6,257.8
GDP per capita (USD)** 1,460.1 | 1,303.5 | 1,097.2 | 1,227.3 |1,317.0 |1,387.2 [1,275.4 [1,303.2 |1,356.3 [1,415.2 [1,509.9 |1,609.6
Household Expenditure™* 3,981.3  [3,884.5 [3,589.7 |4,088.9 |4,400.3 |4,467.5 [4,197.5 [4,591.2 |4,851.9 |5,229.4 | 54134 [ 6006.4
Public Expenditure 1,080.3  [1,003.7 [930.3 886.4 1,048.9 [833.3 (8704 892.7  1995.9 1,159.5 | 1,520.7 | 1,431.3
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 | 1,443.2 | 1,057.6
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) | (2,686.3)| (2,151.6)
Commodity Imports™** 2,7483 (22259 22355 [2,561.4 [2,622.1 |2,466.5 [2,203.8 [2,508.3 [2,6424 | 2,881.3 | 3,419.5 | 2,604
Commodity Exports™* 508.9 338.1 318.2 367.1 4123  |457.5 |[535.2 537.8  |595.0 591.8 733.2 452.4
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) | (306.1) [ (207.4)
Services Imports** 386.6 424.6 390.1 305.0 287.1 3349 [707.0 4305|4715 533.8 572.2 423.2
Services Exports** 189.3 78.6 62.8 61.1 71.5 140.2  193.8 1624 |198.0 230.9 266.1 215.8
Prices and Inflation
glvesrigi?mha“ge Rate of the USD Against | 4 ge6 | 4008 | 4742 | 4550 | 4477 | 4482 | 4454 | 4110 | 3587 | 3920 | 373 | 3578
(& eKe
glvesrigi?mha“ge Rate of the JOD Against | 5011 | 5008 | 6674 | 6417 | 6307 | 6317 | 6292 | 5812 | 5061 | 5542 | >27° | 3050
(& eKe
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
Labor Market
Number of Employees (thousands) 600 505 477 564 578 603 636 690 667 718 745 837
Participation Rate (%) 415 38.7 38.1 40.3 40.4 40.4 41 41.7 412 41.6 41.1 43
Unemployment (%) 14.1 25.2 31.3 25.6 26.8 23.5 23.7 21.7 26.6 24.5 23.7 20.9
Social Conditions

Poverty Rate (%) **** - 27.9 - - 259 | 243 | 24 31.2 - 26.2 257
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Indicator 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Deep Poverty Rate (%) . 19.5 . . 42 | 153 | 137 | 188 . 37 | 14
Public Finance (Million Dollars)
Net Domestic Revenues **%%3* 939 273 290 747 1,050 1,370 722 1,616 1,780 1,548.4 | 1,900.4 2,176
Current Expenditures and Net Lending 1,199 1,095 994 1,240 1,528 1,994 1,426 2,567 3,273 2,920 2,983 2,952
Development Expenses 469 340 252 395 0 287 281 310 - 46.8 275.1 296
Surplus (deficit) Budget before Support (260) 822) | (704) | @93) | @78) | 624) | (704) | (951) | (1,493) | (1,342) | (1.083) | (776)
Total Grants & Assistance 510 849 697 620 353 636 1,019 1,322 1,763 1,402 1,277 978
Total Surplus (deficit) Budget 219) G13) | 259 | @68 | (125 | 275 34 61 2702 | (144) (81) (94)
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
Banking Sector (Million Dollars)
Assets/Liabilities 4,593 4,430 4,278 4,728 5,101 5,604 5,772 7,004 5,645 7,893 8590 9,110
Equity 242 206 187 217 315 552 597 702 857 910 1,096 1,182
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
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
Number of Banks 21 21 20 20 20 20 21 21 21 20 18 18

Source: Palestinian Central Bureau of Statistics, the Palestinian Monetary Authority. For a series data for the period before 2000, please refer to issue 23 of Monitor between hands. Base year is 2004 (2004=100).

* West Bank: means the West Bank except that part of Jerusalem governorate which was annexed forcefully by Israel following its occupation of the West Bank in 1967 (with the exception of the data on

unemployment and population).

wE Data in constant prices. Base year for the 2000-2003 is 1997; base year for 2004-2010 is 2004. Data for 2010 is preliminary and subject to revision and amendment and is based on quarterly estimates.
HAE 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.

##*k%  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 to cover the expenses of food, clothing and

housing. Relative poverty: any standard family possessing a budget to cover the expenses of food, clothing, housing ,health, education, transportation and other expenses.

#k*%%  The total net revenues is the total current revenues after the deduction of tax refund. Public finance data are in cash basis.

- Figures in brackets are negative.
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