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Foreword

This issue of the Economic and Social Monitor covers a general statistical review and analysis of the
main economic trends in the Occupied Palestinian Territory during the first quarter of 2012. Among
the topics discussed in this issue are: the National Accounts data, the labor market, public finance, the
indicators of economic activity; and prices and purchasing power. Also included in this edition is an
analysis of foreign trade (the trade balance and balance of payments) as well as the traditional sections
of the Monitor, such as the banking sector data and the Palestine Exchange.

It should be reiterated that the Economic and Social Monitor is a quarterly bulletin. Hence, we would
like to emphasize once more that economic activity has a seasonal nature, meaning that some
activities flourish in certain quarters and naturally shrink in others. Thus, comparing the economic
activity in successive quarters often fails to account for seasonal dynamics and produces a skewed
view of the inherent tendencies in economic performance. In order to account for seasonal shifts, the
Economic and Social Monitor favors comparing analogous quarters from various years and thus
provides time series of quarterly figures.

This issue of the Monitor includes seven analytical text boxes each of which addresses a topical issue,
either directly or indirectly, related to the policies and economic situation in the Occupied Palestinian
Territory. For example, one box discusses the recommendations recently issued by the World Bank to
develop the Palestinian economy. Another box deals with the EU-Israel Association agreement and
trade abuses in regards to settlements products, whereas another box analyzes the effects of
Palestinian accession to the WTO. Furthermore, there is a box reviewing six suggestions for the
physical link between the West Bank and Gaza Strip. Finally, there is a box that sheds light on Israeli
trade with the MENA region.

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
FPalestine Economic Policy Palestinian Central Bureau  Palestine Monetary Authority

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

Gross Domestic Product: The Palestinian GDP
scored a value of about 1,579.7 million dollar in
the 1" quarter of 2012. A decrease of 3%
compared with the previous quarter but an
increase by 5.6% compared with its
corresponding quarter in 2011. Conversely,
GDP per capita decreased by 3.8% in the 1%
quarter of 2012 compared with the 4™ quarter of
2011 but, increased by 2.4% with its
corresponding quarter in 2011. The total final
consumption spending was about 2,054 million
dollar in the 1* quarter of 2012.

The Labor Market: The number of workers in
the Occupied Palestinian Territory decreased
from 878 thousand in the 4™ quarter of 2011 to
834 thousand in the 1% quarter of 2012. If we
compare the 1% quarter of 2011 with the 1%
quarter of 2012, we see the number of workers
increase by 7%. The distribution of workers is
as follows: 61% work in the West Bank, 30%
work in the Gaza Strip and 9% in Israel and
Israeli settlements. The unemployment rate
increased to 24% in the 1% quarter of 2012
compared with 21% in the 4™ quarter of 2011
and also in its corresponding quarter of 2011.
On the other hand, the average daily wage of
workers in the Gaza Strip increased by 5.5% to
be 64 NIS in the 1" quarter of 2012 compared
with 60.6 NIS in the 4™ quarter of 2011. The
vacancies advertised in the local newspapers,
were distributed as follow: 50% for NGOs, 40%
for the private sector and 10% for the public
sector.

Public Finance: In the 1" quarter of 2012 the
domestic revenues increased by 11% compared
with the previous quarter. The current
expenditures decreased by 8% (to 678.5 million
dollar) during the same period. The pre-aid
budget deficit decreased by 50% (to 110 million
dollar) whereas the total deficit (current and
developmental) before foreign aid was 152
million dollar, after aid however, there was a
surplus 58.7 million dollar during the 1* quarter
of 2012.

The Banking Sector: The total direct credit
facilities were 3,594.5 million dollar in the 1*
quarter of 2012. This is an increase of about
3.2% from the previous quarter (70% of these

v

facilities were loans). On the other hand, the
number of checks offered for clearance
decreased by 4.4% to be around one billion in
the 1% quarter of 2012, their value also
decreased by 9.3% to be 2,604 million dollar in
the same period.

Palestine Exchange: The number of shares
traded in the market increased by 22% during
the 1 quarter of 2012 compared with the 4"
quarter of 2011. The value of shares during the
1** quarter of 2012 was around 96 million dollar,
an increase of 1% from the previous quarter.
Lastly, the Al-Quds index increased by 9.78
point at the end of the 1% quarter of 2012
compared with the 4" quarter of 2011.

Company registration: The number of newly
registered companies reached 319 in the West
Bank in the 1" quarter of 2012. An increase by
5.3% compared with the previous quarter and
18% with the corresponding quarter of 2011.
The total capital of these companies in the 1%
quarter of 2011 was about 38.9 million JD.

Building Licenses and Cement Imports: The
number of building licenses in the West Bank
increased by 3.8% during the 1* quarter of 2012
compared with the corresponding quarter of
2011, and 15.3% compared with the 4™ quarter
of 2011. On the other hand, the total space of
registered buildings decreased during the 1%
quarter by 1. 9% compared with the 4" quarter
of 2011, and increased by 6.7% compared with
the corresponding quarter of 2011. The quantity
of cement imported into the Gaza Strip was 12.6
thousand tons during the 1% quarter of 2012
compared with 2.6 thousand tons in the
corresponding quarter of 2011. In the West
Bank, the quantity of imported cement was
254.3 thousand tons during the same period.

Car Registration: 3,742 new and used cars
were registered in the West Bank during the 1%
quarter of 2012. A decrease by 13% compared
with the previous quarter, and also a 44%
decrease compared with the corresponding
quarter of 2011. The majority of registered cars
were used and imported cars from abroad
(56%).



Hotel Activity: The number of hotels decreased
from 103 hotels in the 4™ quarter of 2011 to 102
hotels at the end of the 1% quarter of 2012. The
total number of guests staying in hotels located
in the Occupied Palestinian Territory was
115,433 in the 1% quarter of 2012. This is a
decrease of 16% compared with the 4™ quarter
of 2011, and a 14.4% decrease compared with
the corresponding quarter of 2011.

Prices and Purchasing Power: The Consumer
Price Index (CPI) increased by 1.10 during the
1* quarter of 2012 compared with the 4™ quarter
of 2011, likewise, the Wholesale Price Index
increased by 0.71% during the same period. The
Construction Price Index for residential and
non-residential buildings in the West Bank rose
by 0.26% in the 1 quarter of 2012 compared
with the 4" quarter of 2011. On the other hand,
the purchasing power (measured in dollar)
increased by 2.3% compared with the 4™ quarter
of 2011.

Trade Balance: The total value of commodity
imports recorded during the 1* quarter of 2012
was about 1,020 million dollar. The share of
Israel was 66% of the good’s imports. The value
of commodity exports recorded during the same
period was about 183 million dollar, the share of
Israel was 160 million dollar (87% of the total)
Consequently, the commodity trade balance
deficit during this period was recorded at 837
million dollar.

Balance of Payment: The current account
deficit during the 1% quarter of 2012 was 690
million dollar, an increase by 82% compared
with the previous quarter and a 13% increase
with the corresponding quarter of 2011. This
deficit was funded from the financial and capital
accounts, by 709 million dollar.

Legal and Legislative Environment: The
president of the PNA issued 5 laws during the
1** quarter of 2012. The most prominent ones
related to economics are regarding the fees
payable by law for judicial agencies; and the
land registration and transfer fees. Both laws are
expected to have benefits on the government
revenues.

The Topics of the Boxes:
Seven different topics are discussed in this
issue of the ‘“monitor’’:

The Recommendations recently issued by the
World Bank to Develop the Palestinian
Economy: This box reviews the
recommendations for the Palestinian economy
and concentrates on four issues which the
Palestinian ~ Authority  must take into
consecration, as these goals are the basic
ingredients for sustained economic growth in
the Occupied Palestinian Territory. These goals
are: achieving a sustained budget, establishing
an effective trade system, re-arrange the sectoral
priorities (with a focus on high added value
achieved by the services sector) and lastly,
strengthen the relationship and linkage between
education and market requirements.

The EU-Israel Association agreement and
trade abuses in regards to settlements
products: This box summarizes the background
paper which MAS prepared for a Round-Table
discussion on the violations by Israel regarding
the exports of Israeli settlements products to the
European Union. The panel discussed many
issues, inter alia, the smuggling of settlement
products and the various trade agreements
between Israel and the European Union (the
Cooperation Agreement of 1975, Partnership
Agreement in 1995 and the Partnership
Agreement), focusing on their technical
arrangements and their gaps, as well as their
legal implications.

VAT and Paris Protocol: This box reviews the
possible effects a VAT increase in Israel can
have on the Occupied Palestinian Territory. An
earlier decision (which has been canceled) by
the Israeli Ministry of Finance was set to rise the
VAT in Israel to 17%. According to the Paris
Protocol, this means the VAT in the Occupied
Palestinian Territory must be raised too as the
difference in VAT between Israel and the
Occupied Palestinian Territory must be no more
than two percentage points. Hence there was the
likelihood that VAT in the Occupied Palestinian
Territory had to be raised to 15%. This box
shows the positive and negative effects of such a
decision.

Palestine and the WTO: This box summarizes
a panel discussion summarizes the background
paper which MAS prepared for a Round-Table
discussion on the effects of Palestinian
accession to the WTO. The panel showed two
obstacles that are faced by the Occupied



Palestinian Territory: First, the Occupied
Palestinian Territory do not control their policy
of foreign trade (which is a main condition to
access WTO). Second, any decision in the WTO
must be taken unanimously, which means that
Israel or U.S. have a veto power. The box also
presents opposite points of view on joining the
organization, discussing pro and contra
arguments.

Six alternatives for the physical link between
the West Bank and Gaza Strip: This box
reviews six suggestions to physically link the
West Bank and Gaza Strip, these suggestions
were set out by the professor of economics at
Hebrew University, Joseph Zeira. Zeira thinks
that a linkage between the West Bank and Gaza
will achieve great benefits for the Palestinian
economy. The suggestions are: building a new
road at-grade road that links the two regions;
building a tunnel; a monorail; depressed surface
road; a traditional train system; and an elevated
Road. Zeira advocates the first choice (at-grade
road). Also, the box presents a table which
summarizes the advantages and disadvantages
of each suggestions.

Food prices in Israel, 20% higher than prices
in similar countries: This box summarizes the
report of the Kidmi committee which was
assigned to review the food prices and the

vi

conditions of competition in consumer goods
markets. This step was taken in response to the
social protests which arose in the second half of
last year in Israel. The most prominent result of
the report was that the food prices in Israel are
10-20% higher than the food prices in other
OECD countries. The main reason for this is the
weak competition in the Israeli markets. Also,
the report shows that the food industry in Israel
is monopolized by a few large commercial-
industrial entities. Lastly, the box presents a set
of recommendations which were set out by the
committee to improve the conditions of markets
and control the prices.

13% of Israeli exports go to MENA
countries: This box summarizes a new study
entitled “Israeli Trade with Middle East Markets
in 2011: Healthy growth despite adverse
political environment”. The study shows that the
Israeli trade with the MENA region is so big
that the value of Israeli exports to these markets
was 6 billion dollars in 2011, 13% of the total
Israeli exports (excluding diamonds). On the
other hand, the value of Israeli imports from
these markets did not exceed 3 billion dollars
(half of its exports). The study also shows that
the Palestinian market is the most important
market for Israeli exports after the United
States.



1. GDP

GDP quarterly data show a 3% decline in the
first quarter of 2012 compared to the previous
quarter. Customarily, economic activities have
a seasonal nature; therefore economists appear
in favor of drawing comparisons between
corresponding rather than successive quarters.
In accordance, GDP saw a 5.6% increase over
the corresponding quarter of 2011. This

growth is real (at constant prices), i.e., the
nominal increase minus the impact of price
inflation. On the other hand, the per capita
GDP was down by 3.8% in the first quarter of
2012 compared to the fourth quarter of 2011,
while it grew by 2.4% compared to the
corresponding quarter of the previous year
(see Table 1.1).

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

Economic activity
Q1 Q2
GDP ($ millions)

West Bank*

1,496.4 1,598.2

2011 2012
Q3 Q4 Q1
GDP ($ millions) 1,629.4 1,579.7

1,058.3 1,135.0 West Bank 1,154.6 1,115.5
Gaza 438.1 4632 Gaza 4748 4642
GDP per capita (US$)  385.3 408.5 GDP per capita (US$) 410.2  394.7
West Bank* 4572  487.0 West Bank 488.7  469.0
Gaza 2793 2928 Gaza 295.0 2859

Source: Palestinian Central Bureau of Statistics (PCBS) 2012, National Accounts Statistics,

2011-2012 Ramallah - Palestine.

Data of 2011quarters are preliminary and subject to further revision. Data of the first quarter

2012 are preliminary and subject to 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.

As for the structure of GDP, the following
elements are highlighted (see Table 1.2):

¢ A 40% decline in the agriculture sector
contribution compared to the previous
quarter and 27% compared to the
corresponding quarter of 2011.

+ A 2.5% rise in the relative contribution of
the sector of industry, electricity and water
compared to the previous quarter; but a

<+ An increase of 9%

decrease of 6% compared to the
corresponding quarter of 2011.

< An 8% decline in the contribution of the

construction sector compared to the fourth
quarters of 2011; but a growth of 1%
compared with the corresponding quarter
of 2011.

in the relative
contribution of the service sector over the
fourth quarter of 2011; and a rise of 7%
compared with the first quarter of 2011.

Table 1.2: % Distribution of the shares of economic sectors
in GDP in the OPT * (constant prices, base year 2004)

Economic Activity
Total

Agriculture, forestry and fishing

2011 2012
Q1 Q2 Q3 4 Q1
55 54 43 67 4.0

Mining, manufacturing, water and electricity 13.1 13.1 124 12.0 12.3

Mining and quarrying
Manufacturing

Electricity, gas, steam and air conditioning

Water supply, sanitation activities and waste

management & treatment
Construction

04 03 04 04 04
92 94 84 80 84
29 27 28 28 29

06 07 08 08 0.6
10.2 11.8 11.5 11.2 10.3



Economic Activity 2011 2012
Total QI Q@ Q@ M Q1
Wholesale & retail and repair of vehicles and 91 91 96 94 94

motorcycles

Transport and storage 21 20 21 22 23
Financial and insurance activities 49 47 47 4.6 4.8
Information and communication 63 64 6.7 63 6.5
Services 222 21.5 21.5 21.8 23.8
Accommodation and food services .1 1.1 14 21 1.7
Real Estate and Renting 68 62 62 60 72
Professional, scientific and technical activities 1.6 15 14 14 1.6
Administrative services and support services 06 06 06 06 0.7
Education 76 76 77 74 7.8
Health and social work 27 27 26 27 29
Arts, recreation and leisure 05 05 04 04 0S5
Other services 1.3 13 12 12 14
Public administration and defense 14.8 14.0 14.0 13.2 13.6
Home Services 01 01 01 01 0.1
Less: brokerage and clearing 43 42 -41 -41 -43
Plus: custom duties 73 68 70 7.0 6.9
Plus: Net value added tax on imports 87 93 102 9.6 10.3
Total (%) 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, National Accounts Statistics,
Ramallah - Palestine.
Data of 2011 quarters are preliminary and subject to further revision.
Data of Q1 2012 are preliminary and subject to further revision.
* Data do not include that part of Jerusalem governorate which was forcefully annexed
by Israel following its occupation of the West Bank in 1967.

Table 1.3 shows the value of spending on major items of GDP in 2011 and the first quarter of
2012. The table reflects the basic equation in the national accounts: Private consumption +
investment + government consumption + exports - imports = GDP (GDP=C + [+ G + X - M).

$ millions

Private consumption 1,576

+ Investment (capital formation) 282

+ Government consumption 419.9

+ Exports 223.7

- Imports 979.5

= GDP 1,579.7
Several points can be concluded from the ¢ The distribution of final consumption
Table: expenditure was as follows: $576, million

(76.8%) for household consumption, $
419.9 million (30%) for government final
consumption expenditure and $57.6
million (3%) for final consumption

¢ The final consumption expenditure in the
occupied Palestinian Territory during the
first quarter of 2012 outweighed gross

domestic product by 30%. This means that
the Palestinian economy consumes more
than it produces- a deficit that is balanced
by import.

expenditure of non-profit organizations
that serve households.

The final consumption of households rose
by 10% compared to the fourth quarter of
2011. This coincided with an increase of



about 7.6 % in government final
consumption expenditure and a decline of
19.7% in final consumption expenditure of
non-profit organizations during the same
period.

The gross capital formation dropped by
9% compared to the fourth quarter of

2011, and declined by 10% compared to
the corresponding quarter of 2011.

The exports of goods and services
declined by 30.3% compared to the
previous quarter. In contrast, imports rose
by 9.2% during the same period.

Table 1.3: GDP and its expenditure in the occupied Palestinian
Territory * (Constant prices, base year 2004) (USD millions)

Item

Final consumption expenditure
Household final consumption expenditure

Government final consumption
expenditure

Final consumption expenditure of non-
profit organizations serving households

Gross capital formation
Gross fixed capital formation
- buildings
- non-buildings
Changes in inventories
Net precious property
Net exports of commodity and services
Exports
- commodity
- services
Imports
- commodity
- services

GDP

Palestine.

Q1

2011
Q2

2012

Q3 Q4 Q1

1,982.2 1,875.3 1,933.6 1,895.1 2,053.5
1,529.1 1,423.8 1,494.9 1,433.0 1,576.0

3963 391.8 378.7 3904 4199
56.8 59.7 60.0 71.7 57.6
313.7 378.6 3189 310.1 282.0
359.1 4464 384.0 391.1 3599
2809 3875 3304 338.6 304.8
69.2 58.9 53.6 52.5 55.1
-454 678 -65.1 -81.0 -779
0.0 0.0 0.0 0.0 0.0
-799.5 -655.7 -653.5 -575.8 -755.8
249.2 2749 2945 3209 2237
191.2  216.1 230.6 2427 1454
58.0 58.8 63.9 78.2 78.3
1,048.7 930.6 948.0 896.7 979.5
951.5 819.7 817.7 7T71.4 846.6
97.2 1109 1303 1253 1329

1,496.4 1,598.2 1,599.0 1,629.4 1,579.7

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

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

Data of Q1 2012 are preliminary and subject to further revision.

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

Box 1: World Banks recommendations to promote the Palestinian economy, 2012

The World Bank has recently released a report entitled "Towards Economic Sustainability of a Future
Palestinian State: Promoting Private Sector-Led Growth."" The World Bank team has developed a set of
proposals that would promote the Palestinian economy. These proposals are based on four main objectives
the Palestinian Authority must consider. The PNA can only maintain a sustained economic growth if it
develops a sustainable budget; builds an effective trading system; reprioritizes the sectoral priority areas
(with a focus on high value-added generated by the service sector); and aligns the educational system with
the market needs.

World Bank (2012). Towards Economic Sustainability of a Future Palestinian State: Promoting Private Sector-Led Growth.




Achieving a sustainable budget: According to the WB report, overdependence on foreign aid distorts the
economy and limits growth as a result of the accumulation of arrears at an unsustainable rate. Although the
Palestinian Authority has taken several steps to increase budget revenues by widening the tax base, there will
be a limit to how much additional revenue can be raised given the already substantial level of collections and
the imbalance between revenues and expenditures (the dominance of the expenditures of public sector
employees) since substantial savings will only come from comprehensive civil service reform.

Building an effective trading system: The report advises the Palestinian Authority to start building a proper
trading system that facilitates trade with other countries. It is also necessary to begin developing the
supporting legislative framework by enacting legislation that covers customs, health and safety standards,
intellectual property rights, competition policy and other areas important to trade. Whatever system is
chosen, it is important that the PA begin to develop the necessary trade infrastructure, including the
institutional infrastructure. The PA needs to establish a clear border management system that is designed
primarily to facilitate trade. It should move rapidly to develop the capacity of its customs system, both to
prepare for a future state and to increase current revenues.

Table 1: Value Added to Wages for Selected Countries

India Turkey Philippines Vietnam West Bank Gaza

2006 2008 2009 2009 2009 2009
Manufacturing 7.1 10.2 7.6 5.0 4.2 2.8
Garments 6.0 17.6 3.6 3.0 2.2 6.0
Furniture 8.4 / 4.4 4.0 3.8 2.8

Reprioritizing the sectoral priority areas: The report argues that though it lacks natural resources, the
OPT's well-educated and entrepreneurial population enables high value added services to play an important
role in growth; thus the report recommends re-distributing the limited resources available in a more efficient
manner to improve the quality and efficiency of national products. Table 1 shows the ratio of the value
added to the cost of labor in selected countries. Obviously, the Palestinian territory adversely suffers from
low value-added per worker in relation to the cost factor (see Table 1); i.e. it is unlikely that the Palestinian
Territory will benefit from cheap, labor-intensive industries.

Based on the current situation in the Palestinian territory, the report recommends the private sector not to
invest in labor-intensive activities because the Palestinian economy would not be able to compete with other
countries' products. The alternative lies in employing people who have received appropriate education in the
services sector where such a work force can achieve higher returns.

Aligning the educational system with the market needs: The report reaffirms the results of other reports
that feature the inconsistency between the current education system outputs and the needs of the labor
market. Thus, developing a reciprocal relationship between education institutions and the private sector is
essential. Education should provide students with the high-level cognitive skills. Such a qualified workforce
would be able to produce value added products that can compete with and even beat those of neighboring
countries.

2. The labor market

2.1 The labor force and participation rate

During the first quarter of 2012, participation
rate (i.e. the ratio of workers and the
unemployed to those of working age) in the
West Bank and Gaza Strip stood at 43.4%
compared with 44.4% in the previous quarter,
and up by 2.4 percentage points from the
corresponding quarter of 2011. Table 2.1

shows an ongoing disparity between the West
Bank and Gaza Strip in the participation rate
(45.4% in the West Bank and 39.9% in the
Gaza Strip). This disparity is particularly due
to the low rate of female participation in Gaza
compared to the West Bank (13.7% compared
to 19.3%).



Table 2.1: Percentage of labor force participation for individuals
15 years and over in the West Bank and the Gaza Strip
by Region and Sex 2011 — Q1 2012 (%)

Region & sex 2010 Q12011 Q22011 Q32011 Q42011 2011 Q12012
Males and Females
West Bank 43.7 432 45.3 46.2 47.3 45.5 454
Gaza 36.4 37.0 38.1 39.0 39.5 38.4 39.9
West Bank & Gaza 41.1 41.0 42.7 43.6 44.4 43.0 43.4
Males
West Bank 69.5 69.0 71.2 73.1 72.2 71.4 70.8
Gaza 62.1 62.5 64.0 64.3 64.8 63.9 65.5
West Bank & Gaza 66.8 66.7 68.6 70.0 69.5 68.7 68.9
Females
West Bank 17.2 16.7 18.8 18.6 21.6 19.0 19.3
Gaza 10.2 11.0 11.6 13.2 13.6 12.4 13.7
West Bank & Gaza 14.7 14.7 16.2 16.7 18.7 16.6 17.3

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1 2012.

Quarterly data show a 5% decline in the
number of workers in the West Bank and the
Gaza Strip— from 878 thousand in the fourth
quarter of 2011 to 834 thousand in the first
quarter of 2012. However, there was an
increase of 7% in the employment rate
compared to the corresponding quarter of the

previous year. Nevertheless, this increase was
mainly due to a rise in the number of unpaid
family members (see Table 2.4). Distribution
of workers in the first quarter of 2012 by place
of work was as follows: 61% in the West
Bank, 30% in Gaza and 9% in Israel and the
settlements (see Table 2.2).

Table 2.2: Individuals 15 years and above, working in the Palestinian territory-
By place of work 2010 — Q1 2012

Place of work

Manpower (in thousands) 2,376 2,432
Workforce 976 997
No. of workers (in thousands) 744 780
West Bank (%) 63.5 61.2
Gaza Strip (%) 26.0 28.8
Israel & the settlements (%) 10.5 10.0

2010 Q12011 Q22011 Q32011 Q42011

2011 Q12012

2,455 2,477 2,500 2,465 2,523
1,048 1,108 1,111 591,0 1,095
852 839 878 838 834
60.7 59.7 62.1 61.4 60.9
294 29.9 28.3 28.8 29.9
9.9 10.4 9.6 9.8 9.2

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1 2012.

Table 2.3 illustrates that the private sector was
the main employer in the West Bank labor
force during the first quarter of 2012,
comprising 68.5% of the total employees. In
Gaza, the main employer was the public sector
comprising more than one third of workers.
However, the number of workers in the public
sector in Gaza fell from 48% during 2011 to
39% in the first quarter f 2012. On the other
hand, the share of the private sector increased
by 22% compared to the corresponding quarter
of 2011.

With regard to the employment status of
workers, the data shows an increase in the
share of wage earners in the first quarter of
2012 compared to the previous quarter;
however there was a decline of 3 percentage
points from the corresponding quarter of the
previous year (see Table 2.4). The rate of
employers in the Gaza Strip fell to 2.9%, down
from 3.7% in the fourth quarter of 2011.



Table 2.3: Percentage of workers 15 years and over in the Palestinian
territory - By Region and Sector 2010 - Q1 2012 (%)

Sector 2010 Q12011
Public sector 23.6 22.9
Private sector 62.4 63.3
Other sectors 3.6 3.8
Israel & the 104 10.0
settlements
Total 100 100
Public sector 15.9 15.4
Private sector 67.7 68.2
Other sectors 2.5 24
Israel & the
settlements 13.9 14
Total 100 100
Public sector 46.1 48.0
Private sector 46.7 443
Other sectors 7.2 7.7
Total 100 100

OPt
21.6 22.8
64.8 63.1
3.7 3.7
9.9 10.4
100 100
West Bank
14.5 15.9
69.1 67.0
24 2.3
14.0 14.8
100 100
Gaza
41.7 38.6
51.3 54.6
7.0 6.8
100 100

22.6
64.8
3.0

9.6
100

15.9
68.9
1.8

13.4
100

38.8

54.1
7.1
100

Q22011 Q32011 Q42011 2011

22.2
64.5
3.5

9.8
100

15.2
68.9
2.1

13.8
100

39.4
53.8
6.8
100

Q12012

23.1
64.2
3.5

9.2
100

16.3
68.5
2.0

13.2
100

39.1
54.0
6.9
100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1

2012.

Table 2.4: Percentage distribution of workers in the Palestinian Territory

by Employment Status and Region (quarters of 2010 - Q1 2012) %

Employment Status
and Region

Employer
Self-employed

Wage earner

Unpaid family member
Total

Employer
Self-employed

Wage earner

Unpaid family member
Total

Employer
Self-employed
Wage earner

Unpaid family member
Total

2010

7.1
20.3
63.6

9.0

100

4.2
14.3
78.9

2.6
100

6.4
18.8
67.6

7.2
100

Q1 Q2 Q3 4

2011 2011 2011 2011
West Bank

80 76 74 6.5
189 19.0 18.8 18.8
66.7 647 64.0 613
64 87 98 134
100 100 100 100

Gaza

30 30 57 37
187 203 158 163
739 703 71.8 75.1
44 64 67 49
100 100 100 100

OPT

6.6 63 69 57
188 194 179 18.1
68.8 664 664 652
58 79 88 11.0
100 100 100 100

2011

7.4
18.9
64.1

9.6
100

3.9
17.7
72.7

5.7
100

6.4
18.6
66.6

8.4
100

Q1
2012

7.6
19.7
63.2

9.5
100

2.9
16.5
74.4

6.2
100

6.2
18.8
66.5

8.5
100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-
2011 and Q1 2012.



According to quarterly data, during the first
quarter of 2012, there was a slight change in
the distribution of employees by economic
activity compared to the fourth quarter of
2011; however the rates remained almost
unchanged compared to the corresponding
quarter of the previous year (see Table 2.5).
The trade, restaurants and hotels sector, for
example, maintained almost the same number
of workers compared to the previous quarter

though the number of workers rose slightly
compared with the corresponding quarter of
2011. On the other hand, there was a growth in
the number of workers in the services sector in
the occupied Palestinian Territory (from
35.4% in the fourth quarter 2011 to 37.1% in
the first quarter 2012). Likewise, the number
of workers in the construction sector in the
occupied Palestinian territory rose from 13.3%
to 13.5% during the corresponding period.

Table 2.5: Percentage distribution of workers in the Palestinian
Territory by Economic Activity and Region 2010 — Q1 2012 (%)

Region & Economic Activity 2010 Q12011 Q22011 Q32011 Q42011 2011 Q12012
Palestinian Territory
Agriculture, fishing and forestry 11.8 10.6 11.5 10.9 14.4 11.9 10.5
Quarries and manufacturing industry  11.4 11.5 12.3 12.1 11.3 11.8 12.2
Building and construction 13.2 13.8 14.5 13.9 13.3 13.9 13.5
Trade, restaurants and hotels 19.3 20.0 20.4 21.0 19.6 20.3 20.1
Z;j‘;‘;fl’l‘l’i;;‘(’)fsge and 60 64 6.1 6.0 60 61 66
Services and others 38.3 37.7 35.2 36.1 354 36.0 37.1
Total 100 100 100 100 100 100 100
West Bank
Agriculture, fishing and forestry 13.3 10.6 12.3 11.5 16.4 12.8 11.4
Quarries and manufacturing industry ~ 13.7 14.1 15.0 14.7 13.6 14.4 14.9
Building and construction 16.8 17.4 18.0 17.3 15.8 17.1 16.4
Trade, restaurants and hotels 19.9 21.3 20.9 21.9 20.1 21.0 21.4
Z;ii;%‘;;tc;;‘:;sge and 57 59 5.6 5.4 52 55 56
Services and others 30.6 30.7 28.2 29.2 28.9 29.2 30.3
Total 100 100 100 100 100 100 100
Gaza
Agriculture, fishing and forestry 7.7 10.5 9.5 9.3 9.1 9.6 8.4
Quarries and manufacturing industry 48 5.0 5.7 5.8 5.5 5.5 59
Building and construction 3.0 4.9 6.2 6.0 6.8 6.0 6.7
Trade, restaurants and hotels 17.3 16.8 19.4 18.8 18.5 18.4 16.9
LR S 2 66 16 7.2 7.3 81 76 89
Services and others 60.6 55.2 52.0 52.8 52.0 52.9 53.2
Total 100 100 100 100 100 100 100

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1 2012.

2.2 Unemployment

The unemployment rate in the first quarter of
2012 stood at 24% (20% in the West Bank and
31.5% in the Gaza Strip), up by 3 percentage
points from the fourth quarter of 2011 and up
by 2 percentage points from the corresponding
quarter of 2011. This rise resulted from an

increase in the unemployment rate in the West
Bank by about 3 percentage points and in
Gaza by 1 percentage point from the
corresponding quarter (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 — Q1 2012 (%)

Region & Sex 2010

Males
Females
Total

Males
Females
Total

Males
Females
Total

23.1
26.8
23.7

16.6
19.7
17.2

36.2
47.8
37.8

Q12011 Q22011 Q32011 Q42011 2011 Q12012
Palestinian Territory

20.5
27.3
21.7

16.3
21.8
17.4

28.9
42.1
30.8

16.4 20.5 19.3 19.2 22.0
28.6 30.5 27.2 28.4 31.5
18.7 22.4 21.0 20.9 23.9
West Bank
134 18.3 15.5 15.9 18.6
23.3 25.3 20.3 22.6 25.5
15.4 19.7 16.6 17.3 20.1
Gaza
22.4 24.9 27.0 25.8 28.4
43.6 434 46.4 440 465
25.6 28.0 30.3 28.7 31.5

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1
2012.

Features of unemployment in occupied

Palestinian Territory during Q1 2012
<+ Unemployment in the oPt is high among
young people: with 40.4% among young
people aged 15-24 years (58% among

young females and 37% among young
males). This suggests that a large
proportion 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 — Q1 2012 (%)

Age group 2010

15-24
25-34
35-44
45-54
55+
Total

15-24
25-34
35-44
45-54
55+
Total

15-24
25-34
35-44
45-54
55+
Total

38.8
24.2
15.1
16.4
14.1
23.7

36.8
21.7
15.5
19.0
16.3
23.1

49.6
34.0
13.2
3.5
2.1
26.8

38.2
22.5
12.2
13.6
10.0
21.7

353
19.6
12.3
15.6
10.9
20.5

53.8
33.8
11.9
3.1
4.5
27.3

Q12011 Q22011 Q32011 Q42011 2011 Q12012

Males & females

30.3
20.6
10.2
12.1
9.8
18.7
Males
26.4
16.0
9.6
13.3
11.3
16.4

Females

51.0
37.3
12.9
6.9
3.0
28.6

37.9 36.4 35.7 40.4

22.5 21.5 21.7 24.8
14.2 11.2 12.0 13.7
12.8 13.3 13.0 14.5
8.1 8.2 8.9 10.9

224 21.0 20.9 23.9

34.0 32.8 323 36.9

17.7 17.0 17.5 20.2
14.8 11.9 12.2 13.9
14.6 16.1 14.9 16.0
9.6 9.7 10.4 13.2
20.5 19.3 19.2 22.0
58.1 51.5 53.5 58.1
40.0 36.7 37.0 40.2
11.4 8.6 11.0 12.8
5.1 2.0 4.2 7.1
0.9 1.4 23 0.7

30.5 27.2 284 31.5

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

and Q1 2012.



4+ Unemployment is concentrated among the
most educated females: the unemployment
rate among females with 13 years of
schooling and over was 42% during the
first quarter 2012 compared to a very low
unemployment rate among uneducated

female population who recently entered
the labor market. The picture is
completely reversed for males: the more
the years of education, the less the
unemployment rate.

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 — Q1 2012 (%)

Years of
scl(:ioiiﬁg 2010 Q12011 Q22011 Q32011 Q42011 2011 Q12012
Males & females
0 13.8 15.5 11.9 10.4 10.4 11.8 4.6
1-6 257 23.1 16.5 20.3 19.1 198 2438
79 248 226 17.8 21.5 20.0 204 231
10-12 232 205 16.1 20.4 19.8 192 221
13+ 231 221 22.8 26.0 23.7 237 262
Total 237 217 18.7 22.4 21.0 209 239
Males
0 243 234 18.5 19.9 20.4 20.6 6.9
1-6 286 256 18.4 22.7 222 222 276
7-9 262 234 18.6 222 21.6 215 246
1012 240 206 16.4 21.0 20.6 197 225
13+ 157  15.1 13.1 17.2 14.0 14.9 16.6
Total  23.1  20.5 16.4 20.5 19.3 192 220
Females

0 1.5 4.1 5.1 1.8 ; 2.4 2.2
1-6 5.1 22 43 3.6 1.5 2.9 42
79 7.8 9.9 74 122 6.1 8.6 6.9
10-12 136 195 12,6 14.0 12.9 14.5 19.0
13+ 363 349 39.2 41.0 39.5 388 420
Total 268  27.3 28.6 30.5 272 284 315

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1

2012.

2.3 Unemployment among graduates of
universities and institutes

Table 2.9 sheds light on the rates of
unemployment among individuals  with
intermediate diploma and higher by major.
The first quarter of 2012 saw high
unemployment rates among degree holders
compared to the previous and corresponding
quarters. The table indicates that, with 14.9%,
the unemployment rate among those who
obtained a degree in law was the lowest (i.e.
for every one hundred graduates of law, there
were 15 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
the first quarter of 2012.

2.4 Wages and working hours

The average daily wage of West Bank workers
remained almost unchanged over the 2011
fourth quarter and the 2012 first quarter. By
contrast, the average wage of Gaza's workers
saw a growth of 5.4%, whereas the daily wage
for those working in Israel and the settlements
increased by 1.5%. In comparison with the
corresponding quarter of the previous year, the
average wage in the West Bank rose slightly
by 0.5%, while the average wage of workers in
Gaza and workers in Israel and the settlements
fell by 1.1% and 1.2%, respectively.



Table 2.9: Unemployed graduates (with an intermediate
diploma and above) by Major: 2011 — Q1 2012 (%)

Major Q12011 Q42011 Q12012

Educational sciences & i

Educatic preparation of 329 355 38.1
Humanities 239 24.4 28.2
Social and behavioral sciences 26.6 28.5 33.6
Journalism and media 334 25.6 324
Business and administration 20.9 28.7 26.3
Law 12.2 2.9 14.9
Natural sciences 22.1 24.7 23.6
Math and statistics 314 21.7 29.0
Computer 24.8 26.8 343
Engineering and engineering professions 18 23.1 20.1
Architecture and construction 20 14.6 20.9
Health 16.9 19.8 18.5
Personal services 18.5 18.1 26.9
Others 23.6 27.4 31.1
Total 23.3 25.6 27.9

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-
2011 and Q1 2012.

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: 2011 — Q1 2012 (%)

Place of work Average Average monthly Average daily Median

weekly hours working days wage daily wage
Q12011
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 38.2 234 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 41.4 22.5 91.1 76.9
Q1 2012
West Bank 43.0 22.4 85.4 76.9
Gaza Strip 36.9 23.5 63.9 50.0
Israel and Settlements 41.2 20.7 162.0 153.8
Total 41.1 22.4 90.9 76.9

Source: Palestinian Central Bureau of Statistics 2012, Labor Force Survey, 2010-2011 and Q1 2012.
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2.5 Vacancy announcements’

The number of vacancies posted in the first
quarter of 2012 was about 890, a 2% decline
from the fourth quarter of 2011, and a 14%
drop from the corresponding quarter of 2011
(see Table 2.11). It is worth noting that in the
first quarter of 2012, there were 77
announcements with no specific number of
vacant posts. In addition, the posted vacancies
do not necessarily cover all available job
opportunities, though all government jobs, as
per law, must be advertised’.

With 449 vacancy announcements, the NGO
sector accounted for the largest share of job
vacancies advertised in this quarter (50%).
The shares of the private sector and the public
sector were 46% (354 jobs) and 10% (87
jobs), respectively. Strikingly, the number of
vacancies posted by the government sector
declined to 381, i.e. down by 37% from the
corresponding quarter in 2011, probably

because of the austerity policy the Palestinian
government is taking as a result of the
financial crisis that started in the middle of
2011. At the same time, the number of
vacancies advertised by NGOs saw a 7% rise
from the previous quarter, and a 84% increase
from the corresponding quarter of the previous
year- suggesting a growth in this sector during
the period (see Table 2.11).

With regard to the distribution of posted
vacancies by region, data show that the central
West Bank accounted for the majority of
vacancies advertised (72%). The shares of both
Northern and  Southern  West  Bank
governorates were 10% each. 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%) (see Table 2.11).

Table 2.11: Number of vacancies advertised in daily newspapers in the oPt
during the first quarter 2012, and first & fourth quarters of 2011

Q1 2012
Q12011 Q42011
January February March total
By sector
Private sector 407 359 97 127 130 354
Public sector 381 130 14 40 33 87
NGOs 244 421 175 139 135 449
By region
Northern West Bank 149 142 21 43 24 88
Central West Bank 683 560 203 220 217 640
Southern West Bank 129 98 31 29 30 90
Gaze Strip 71 110 31 14 27 72
By degree
MA and above 47 102 18 21 22 61
BA 736 667 199 211 222 632
Intermediate Diploma 105 50 20 34 17 71
Below Diploma 144 91 49 40 37 126
Total
1032 910 286 306 298 890

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

2

WWW.jobs.ps

3

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

Article (19) of the Civil Service Law No. (4) of 1998 states that the government departments shall announce job vacancies in

which appointment is made by the competent authority within two weeks of vacancy in at least two daily newspapers. The
announcement shall contain detailed information about the job and conditions to be met.
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With a percentage of 41%, the demand for respectively, while other specializations and

administrative and economic sciences had the professions accounted for 7% of announced
largest share of advertised vacancies. vacancies. The NGO sector claimed the
Meanwhile, the demand for humanities and majority of vacancies advertised in the Gaza
social sciences; applied sciences; and medical Strip (see Table 2.12).

sciences posted 26%, 18% and 8%,

Table 2.12: Number of vacancies advertised in daily
newspapers in the oPt by Major, Sector and Region— Q1 2012

West Bank Gaza
Major Public Private Civil Public Private Civil Total
sector sector sector sector sector sector
Medical sciences 15 18 35 0 0 1 69
Hl'lmanltles and social ] 49 149 0 0 25 231
sciences
Applied sciences 34 66 45 0 0 11 156
Adimbirie aid 25 167 144 0 4 28 368
economic sciences
Other (craftsmen,
maintenance, secretarial 5 50 8 0 0 3 66
work, etc.)
Total 87 350 381 0 4 68 890

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

Box 2: The EU-Israel Association Agreement and Trade Abuses
in Regards to Settlement Products

MAS regularly holds interactive roundtable sessions to tackle topical issues and come up with policy
recommendations for the decision-making community. On July 17, MAS held a session on Israel's violations
of trade agreements when exporting the products of the colonial settlements into the EU market. Key
speakers were the European Union's representative to the Palestinian National Authority and the legal expert
in international trade, Charles Shamas. The Institute has prepared a background paper for discussion. For the
purposes of this issue of the Monitor, we quote the following:

Smuggling of settlement products

Israel's export of settlements products poses a serious challenge to the European Union. It is also a very
critical issue for the Palestinian Authority, which seeks to build a viable independent state, a goal endorsed
by international laws.

Article VII of the association agreement between the European Union and Israel (the basic principles of free
movement of goods) states that "the agreement shall apply to products originating in the European Union
and Israel." The same principle has been emphasized again in Article (83): "This Agreement shall apply to
the territory of the State of Israel."

The EU, as well as the international community, does not recognize the occupied territories of the West
Bank as part of the State of Israel; and therefore the products originating in the Israeli settlements must not
receive preferential terms (provided for in the association agreement) when they enter the EU countries.
Many experts go further to say that these products should not be allowed to enter the markets of the
European Union, with or without preferential treatment. However, Israel continues to breach the provisions
of the association agreement when it exports the products of the settlements by misrepresenting their origin
and fastening labels stating that these products have been produced in Israel. As a result, these products
receive preferential terms when they enter the EU market.
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Trade relations between the EU and Israel: 1975 Cooperation Agreement and 1995 Association
Agreement

Since the establishment of the European Common Market (ECC) in 1958, Israel has enjoyed a special status
in the EU countries. By 1975 Israel had become closely associated with the European common market
through the free trade agreement. This agreement became fully effective in 1989.

The present agreement between the EU and Israel falls within the framework of cooperation between the
European Union and the Mediterranean countries, which began in November 1995 with the "Barcelona
Declaration" which constituted a partnership between 12 countries of the Mediterranean and 15 countries
from the European Union. The overall objective of the Barcelona Declaration was to establish a framework
for political, economic, cultural and social relations between the European Union and the 12 countries on the
eastern and southern shores of the Mediterranean.

In 1995, the 1975 cooperation agreement between the EU and Israel was promoted to a full-fledged
association agreement, which has provided wider cooperation in various fields and optimized trade
liberalization, especially in agricultural products. The agreement entered into full force in 2000. Within the
framework of the Barcelona Declaration, the European Union also signed a temporary association agreement
with the Palestine Liberation Organization, on behalf of the Palestinian National Authority, in February
1997. By that agreement, the European Union has implicitly taken the West Bank and the Gaza Strip as a
separate, sovereign customs territory.

The Association Agreement and the Israeli settlement products

From the very outset, the European Union doubted the effectiveness of the provision that considers the
origin of the products coming from Israel. In 1998 representatives of the European Commission and the
European Parliament met to discuss the obstacles that would impede implementing the association
agreement between the EU and Israel, especially Protocol IV on certificates of origin. It turned out that the
products, which were introduced by Israel as products originating in Israel proper, indeed originated from
the settlements.

The Technical Arrangement

Following prolonged Customs Cooperation Committee negotiations between the European Union and Israel,
a technical agreement was concluded in early 2005 in order to put an end to the violation of the association
agreement. Accordingly, all products coming to the EU from Israel should be labeled with the name of the
exporters and their postal codes. According to the provisions of this arrangement, all Israeli exporting
companies must provide all proofs of origin (EUR1 Form/ billing statements), place of production and zip
codes. To help put this technical arrangement into effect, a delegation from the European Union visited Tel
Aviv and wrote a list of settlements names along with their zip codes. However, the technical arrangement
did not put an end to the violation of the association agreement and the products of the settlements continued
enjoying preferential treatment in the EU market.

Gaps of the technical arrangement

The inability of the EU to apply the trade agreement is a result of one of the following factors: Either the
documents presented before the EU customs officials are not sufficient to identify the products of the
settlements or a deliberate document misrepresentation by the Israeli exporter.

Obviously, the current operative systems make it easy for Israeli exporters to circumvent the agreement
between the European Union and Israel. The EU, however, is not untarnished. Since the application of the
customs system of free trade agreements rests with the individual member states, the difference in customs
procedures among EU countries makes it difficult to apply trade agreement under the same conditions in
various parts of the continent.

The legal aspect of the association agreement

The European Court ruled that after considering both of the association agreements between the EU and
Israel on the one hand, and the European Union and the Palestine Liberation Organization, on the other,
products of Israeli settlements should not be entitled to preferential treatment under the association
agreement between the European Union and Israel.

On February 15, 2012, the European Parliament adopted an advisory opinion issued by the European Court
of Justice. The opinion called on the European Commission to reconsider, and if necessary, re-negotiate the
technical arrangement in order to make it more effective and transparent. The governments of both Denmark
and South Africa have recently announced that they are seeking to take specific measures to ensure that
products coming from Israeli settlements are labeled with their true origin.
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3. Public finances

Despite the financial difficulties the Palestinian National Authority faces, the available financial
data show a relative improvement in the fiscal position during the first quarter of 2012. The most
prominent developments in this quarter compared with the fourth quarter 2011 are summarized
below:

¢ The total public revenues and grants (net) grew by 16.7% (to 779.6 million dollars) as a result
of an increase in the net grants and foreign aid.

¢ The total public expenditure declined by 11% (to 721 million dollars), due to a drop in current
expenditures.

< The current deficit fell to about $ 110.1 million (about 4.5% of GDP) compared to 8.8% in the
previous quarter.

¢ The public debt outstanding balance saw a scant increase of less than 1% (up to 2 billion
dollars).

Table 3.1: Summary of the financial status of the PNA: 2011
and Q1 2102 (in USD millions)

2011 2012

Q1 Q2 Q3 Q4 Q1
Public revenues and grants (net) 7969 683.4 1,005.0 668.3 779.6

Item

Total domestic revenues (net) 580.6 536.1 545.2 514.2 568.4
Domestic revenues 591.5 538.7 5452 5142 568.5
Tax revenues 1348 121.6  102.5 123.3 1535
Non-tax revenues 44 .4 68.4 66.1 41.2 57.4
Clearing revenues 4123  348.8 376.6 349.7 357.7
Tax returns 10.9 2.6 0.0 0.0 0.2
External revenues (grants and aid) 216.3 147.3 459.8 1541 211.2
For budget support 191.1 122.0 3629 1326 197.0
To support developmental projects 25.2 25.2 96.9 21.5 14.2
Total public expenditure 793.5 889.5 764.6 809.2 720.9
Current expenditure, including: 7304 780.0 7155 7348 678.5
Wages and salaries 4272  448.8 4094 3936 403.0
Non-wage expenses 270.1  301.5 277.8 2934 236.2
Net lending 33.1 29.8 28.3 47.9 39.3
Development expenses 63.2 109.4 49.1 74.4 42.4
Treasury-funded 38.0 84.2 47.7) 52.9 28.1
Donor-funded 25.2 25.2 96.9 21.5 14.2
Current deficit / surplus (149.8) (243.9) (170.3) (220.6) (110.1)

Total deficit / surplus (before
grants and aid)

Total deficit / surplus (after grants

(213.0) (353.4) (219.4) (295.0) (152.5)

33 (206.1) 2404 (1409) 58.7

and aid)

Financing (3.3) 206.1 (240.4) 1409 (58.7)
Net financing from local banks 13.1 1834 (229.7) 1342 (56.7)
The remaining balance (16.5) 22.8 (10.6) 6.7 2.1)

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

Data for financial operations of 2011 and 2012 quarters are in NIS. The NIS monthly exchange rate was taken from the source.
The shekels were converted to dollars, and then the monthly totals for each quarter were calculated accordingly. Data for the first
quarter 2012 are preliminary—issued by the Palestinian Ministry of Finance- and are subject to updating and revision. Figures in
brackets are of a negative value.
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However, when compared with the
corresponding quarter of the previous year, the
total domestic revenue had a slight decline of
2%. By contrast, public expenses fell by
approximately 9%, leading to a 26% decrease
in current deficit and a 28% drop in total
deficit  (i.e., after the addition of
developmental spending). The slight decline of
grants and international aid between the
corresponding quarters (only by 5 million
dollars) occasioned a $ 58.7 million surplus in
the budget of the first quarter 2012 compared
with a surplus of $ 3.3 million in the
corresponding quarter of 2011.

These figures reflect the budget on a cash
basis versus the accrual basis; i.e., the cash
basis figures do not take into account the
unpaid obligations accumulated on the PNA
(see section 3-4 of this chapter).

Table 3.1 summarizes the financial
developments in the PNA budget in
accordance with the cash basis during 2011
and the first quarter of 2012.

3.1 Analysis of income and grants

During the first quarter of 2012, public
expenditure stood at about $ 779.6 million, up
by 13.3% from the previous quarter. This was
a result of a 10.5% growth in domestic
revenues and a significant increase in
international aid.

With respect to the components of the total
revenues, data indicate that clearance revenues
accounted for the lion's share (63%), followed
by tax revenues (27%) and then non-tax
revenues (10%). These three sources retained
the position they enjoyed during the last four
quarters.

Figure 3.1: Structure of Domestic Revenues (in USD millions)
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Source: Data published in reports of the Palestinian Ministry of Finance

Clearance revenues saw a 2.3% increase
during the first quarter of 2012 compared to
the previous quarter—totaling $357.7 million.
However, these revenues were 13.2% less than
the corresponding quarter of 2011°. This was a
result of the decline in the trade exchange
between the corresponding quarters.

Tax revenue grew to $ 153.5 million, up by
24.5% from the previous quarter and by 14%
from the corresponding quarter of 2011. This
growth in the successive quarters is spurred by

3 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. So when considering the
developments on the clearance revenues collected in NIS,
the change is less than the figures listed above (the real
change stands at 9.8%).
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the accumulation in income and property taxes
that are due in the first quarter. On the other
hand, the growth between the corresponding
quarters is primarily a result of the government
policies which aim at increasing tax
collection’. During the first quarter of 2012,
non-tax revenues totaled $ 57.4 million, up by
39% from the previous and corresponding
quarters’.

Tax income in 2012 first quarter totaled 291.5 million
shekels: an increase of 55.8% from the corresponding
quarter of 2011. At the same time, VAT collections
totaled 157.8 million shekels: an increase of 19.5% from
the corresponding quarter of 2011.

These revenues are not affected by the economic activities;
and most of them are collected directly by the PNA rather
than by Israel, except for the departure tax paid by
Palestinians travelling abroad through Al-Karamah
Crossing .



Table 3.2: Indicators of public revenue and grants— Q1, 2012

Ttem 2011 2012
Q1 Q2 Q3 Q4 Q1
Total domestic revenues (net) USD millions 580.6 536.1 5452 514.2 568.4
As % to total revenues and grants 72.9 78.5 54.2 76.9 72.9
As % to current expenditure 79.5 68.7 76.2 70.0 83.8
As % to GDP 24.8 20.6 21.5 20.5 23.5
External revenues (grants and aid) USD millions 216.3 147.3 459.8 154.1 211.2
As % to total revenues and grants 27.1 21.5 45.8 23.1 27.1
As % to current expenditure 29.6 18.9 64.3 21 31.1
As % to GDP 9.3 5.7 18.2 6.1 8.7
GDP (USD millions)* 2337.6 2601.8 2530.9 2511.8 2421.8

Source: Table 3.1 Data source: PCBS

On the other hand, with about $211 million,
international donations increased by 37% of
the total grants and assistance to the
Palestinian Authority to support the budget
and development projects. The growth was a
result of the sizable assistance from Arab
countries and international donors. However,
this aid was 2.4% less than that granted in the
first quarter of the previous year. Grants and
aid to support the general budget totaled $ 197
million, up by 48.5% from the previous

quarter and by 3.1% compared with the
corresponding quarter.

This aid was a contribution from the
Palestinian European mechanism PEGASE ($
1.1.4 million), the World Bank ($65.5
million), and Qatar ($ 30 million).
Developmental support totaled about $ 14
million, down from $21.4 million in the
previous quarter, and down from $25 million
in the corresponding quarter of 2011 (see
Table 3.3).

Table 3.3: Grants and foreign aid to the Palestinian
Authority— Q1 2012 (USD millions)

2011 2012
Item

Q1 Q2 Q3 4 Q1
Budget support 191.1 122.0 3629 132.6 197.0
Grants from Arab countries 529 260 2073 0.0 30.1
International aid 138.1 96.1 155.6 132.6 166.9
Developmental financing 251 252 969 214 143
Total external financing 216.2 147.3 459.8 154.1 2113

Source: Table 7 - Table of external support

3.2 Analyzing items of public
expenditure

During the first quarter 2012, public
expenditure stood at about $ 721 million,
declining by 11% from the previous quarter,
due to a decline in current expenditure and
development expenditure, alike. Compared to
the corresponding quarter of 2011, public
expenditure saw a drop of 9%.
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The decline in current expenditure is mainly a
result of the PNA's policy of cutting non-wage
expenses by about 20% compared to the
previous quarter. This was, in turn, a result of
reducing operational costs in governmental
agencies; the cuts in retirees dues; and scaling
down transfers to social services which are

made through ministries (excluding the
allocations of the Ministry of Prisoners'
Affairs).



Table 3.4: Indicators of public expenditure- Q1, 2012

Item

Current expenditure (USD millions)
As % to total public expenditure

As % to GDP

Development expenses (USD millions)
As % to total public expenditure

As % to GDP

Total public expenditure (USD millions)

As % to GDP
Source: Table (3.1)

Spending on net lending during the first
quarter of 2012 decreased by about 18%
compared to the previous quarter®.

730.4 780.0 715.5 734.8
92.0 877 936 90.8 94.1
312 300 283 293 28.0
632 1094 491 744 42.4

793.5 889.5 764.6 809.2
339 342 302 322 29.8

2011 2012

Q. Q2 Q3 4 Q1
678.5

80 123 64 9.2 59
2.7 4.2 1.9 3.0 1.7
720.9

Development expenses also declined to $ 42.4
million compared to $ 74.4 million during the
previous quarter.

Figure 3.2: Structure of current expenditure (USD millions)
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Source: Data published in the financial reports of the Palestinian Ministry of Finance

The largest component of current expenditure
is 'wages and salaries”. With $ 403 million,
this item rose by 2.4% from the figure posted
in the previous quarter. The monetary value of
the wage bill, which stood at $403 million,
was $ 35.3 million higher than the cash
available to the PNA's budget (as we will see
later when analyzing the arrears of the
Palestinian ~ National  Authority).  This
difference suggests that the PNA defaulted on
paying the actual value of the wage bill.

3.3 Financial Surplus / Deficit

During the first quarter 2012, the decline in
current expenditure and the improvement in
net gross domestic revenues led to a decline in
the current deficit—standing at $ 110 million
compared with $ 220.6 million during the
previous quarter and $ 150 million in the
corresponding quarter of the previous year.
This deficit represented about 4.5% of GDP,
compared with 8.8% in the fourth quarter of
2011.

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.

The wage and salary bill constitutes the largest share of current expenditures. During the 1* quarter 2012, it represented 59.4% of

current expenditure, up from 53.6% in the previous quarter and up from 58.5% in the corresponding quarter of 2011.



Notwithstanding the above, the gain the
budget achieved does not reflect a structural
change on either side of the budget. The non-
wage accumulated dues (allocated for PNA
operational expenses), had in the first quarter

of 2012 totaled about 91 USD millions (the
highest since 2008), equivalent to twice the
arrears of this item in the corresponding
quarter of 2011.

Figure 3-3: Indicators of the fiscal deficit as % to nominal
GDP, % (cash basis)

current deficit

total deficit before assistance

total deficit after assistance

O First Quarter 2011

O Fourth Quarter 2011

B First Quarter 2012 ‘

Source: Table (3.1)

The total deficit before grants and aid stood at
about $ 152.5 million during the first quarter
of 2012, representing 6.3% of GDP (compared
with 11.7% in the previous quarter). On the
other hand, the deficit after grants and aid
totaled about $ 58.7 million compared with a
deficit of about $ 141 million during the
previous quarter and a surplus of about $ 3.3
million in the corresponding quarter of the
previous year.

3.4 Net accumulation of arrears and the
surplus / deficit: cash basis vs.
accrual basis

The PNA net accumulation of arrears totaled
approximately $ 177 million during the first
quarter of 2012'". The arrears of this quarter
figured in three forms: tax returns ($ 36
million); arrears to the private sector ($ 91
million); arrears of wages and salaries ($ 35
million); and arrears of development
expenditure ($ 15 million). The PNA
receivables, on the other hand, involved $ 8.8
million, which brought the PNA's liabilities

0" 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 in
accordance with the cash basis and the balance of the
current deficit in accordance with the accrual basis.
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down to $168 million. Adding the net
accumulation of arrears ($ 110 million) to the
current deficit on a cash basis results in a
current deficit of $ 278 million on an accrual
basis.

The PNA's accumulation of arrears suggests
that, without seeking grants from international
donors, the PNA will always sustain
difficulties in bridging the financial gap
through local taxes. The delay in paying dues,
especially those owed to the private sector,
leads to significant additional costs in the form
of fines imposed by providers of goods and
services. The accumulation of arrears
practically means that the PNA's public debt is
much higher than the published figures.



Figure 3.4: Quarterly developments in the net
accumulation of arrears— Q1 2012"
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Source: Data published in the financial reports of the Palestinian Ministry of Finance

3.5 Clearing Revenue

Table 3.5 features the developments in the
clearance revenues on an accrual basis. The
table shows that in the first quarter 2012, the
revenues were nearly $357 million, up by
1.7% from the previous quarter and up by
8.4% from the corresponding quarter of 2011.

When considering the components of
clearance, one notices that the 6.8% rise in the
VAT tax is the main driver of the overall
increase in  clearing revenues. The
contributions of the three main components
(VAT, customs and fuel) in clearance revenues
were almost equal (almost one-third each).

Table 3.5: Clearance revenues (accrual basis)

Item

Clearing revenue
Customs

Value added
Fuel

Purchase tax
Income tax
Other

Clearance revenues as % of net
domestic revenues

Clearance revenues as % of total
public revenues and grants (net)

Clearance revenues as % to GDP*

($ millions)

2011 2012
Q Q@2 Q3 o
329.6 3654 379.0 351.3 357.2
1159 130.0 1326 1262 1238
104.1 118.0 1192 112.0 1196
109.9 1156 1192 1127 112.0
0 0 0 0 0
06 0 70 05 06
08 1.8 L1 01 12
56.8 682 69.5 683 62.8
414 535 377 526 458
141 140 150 140 147

Source: Tables of financial operations, details of revenue, expenditure and funding
sources (accrual basis), Ministry of Finance.

* GDP is in current prices.

11

Finance has fully updated the data of the previous quarters.
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The reason why the estimates of this item differ from the figures listed in the previous issues of the Monitor is that the Ministry of



3.6 Public Debt

During the first quarter of 2012, a 1% rise in
the public debt brought the figure up to about
$ 2.2 billion. The debt was distributed almost
equally between external debt and domestic
debt. Arab financial institutions claimed 56%
of the total external debt. The international and
regional institutions came second (claiming
30%) while bilateral loans claimed the rest
(14%). The domestic debt was mostly due to
borrowing from the banking system to cover

expenditure (13% of loans went to the
Petroleum Authority) (see Table 3.6). At the
same time, the debt service for this quarter
totaled $ 7.3 million.

On the other hand, the ratio of public debt-
gross domestic product during the first quarter
of 2012 jumped to 23%, an increase of one
percentage point over the previous quarter.

Table 3.6: Public Debt- Q1 2012

($ millions)

Item
Q1
a. Domestic debt 907.3
bank loans 402.6
- short term 0
- long term 0
Bank facilities 362.2
- short term 0
Petroleum Authority loans 133.2
- short term 0
Other public institutions loans 9.2
- short term 0

b. External debt

2011 2012
Q2 Q3 Q4 Q1
1,1237 8277 1,098.5 1,101.7
4334 3769 506.1 4814
0 1670 168.5 162.8
0 2099 3376 3186
529.9 3027 4410 448.0
0 302.7 4410  448.0
150.8 1393 1428  164.1
0 1393 1428  164.1
9.6 8.7 8.6 8.2
0 8.7 8.6 8.2

1,045.6 1,046.9 1,1162 1,114.3 1,126.7
5398 6173 6172  630.7
4441 5227 5224 5224
422 424 433 563
535 522 515 520
3462 3424 3419  338.1
300.0 2980 297.0 295.0
239 221 226 207
35 3.4 3.3 3.3
188 189 190  19.1
1609 1565 1552 1579

Arab financial institutions 539.2
Al-Agsa Fund 4441
Arap Fund for Economic and 1
Social Development

Islamic Development Bank 53.0
illrllgfirtrlll?it;(:ll;al and regional 346.6
World Bank 301.0
European Investment Bank 23.4
Intanational Fund for 35
Agricultural Development

OPEC 18.7
Bilateral loans 159.8

Total public debt

1,952.9 2,170.6 1,943.9 2,212.8 2,228.4

Source: Data published in the financial reports of the Palestinian Ministry of Finance
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Box 3: VAT and the Paris Protocol

The Israeli public deficit totaled 29.7 billion shekels in 2012- a 60% increase from the projections made at
the time of drafting the budget. While preparing the upcoming 2013 budget, the Budget Department in the
Israeli Ministry of Finance proposed raising the value-added tax in Israel from 16% to 17%, to be effective
from early July 2012. An increase of one percentage point would result in an additional NIS 4 billion per
year to state coffers'?. The heated debate over this proposal and its negative impact on the Israelis led the
government to reject the proposal. Rather, Prime Minister Netanyahu decided to increase the debt GDP ratio
from 1.5% to 3%, which would bring the figure of the 2013 deficit to 13.5 billion shekels".

With elections around the corner and popular demonstrations in the streets protesting the high cost of living,
it seems that Netanyahu's decision was a political maneuver as people are highly sensitive about increasing
VAT since it is a progressive rather than regressive tax—thus mandating higher VAT will, first and
foremost, negatively affect the poor'.

Raising the value-added tax in Israel could have led to a similar move in the Palestinian territory since the
Paris Protocol states that the difference in VAT between Israel and the Palestinian territory should not be
more than two percentage points. Since the current VAT in the Palestinian territory is 14.5%, the proposal
to raise VAT in Israel to 17% could have led to increasing this tax in the Palestinian territory to at least
15%.

However, this move would have strong social implications, especially since the VAT system levied on the
Palestinian territory is uniform; i.e. it covers all goods whether basic or luxury. Still, raising the tax from
14.5 to 15.5% (an increase of one percentage point) could generate an additional 160 million shekels per
year (or 80 million shekels if the increase was only half a percentage point). This important additional
revenue could help plug the budget deficit hole, but it still has exorbitant social consequences.

Table 1.1: VAT in the Palestinian Territory

2009 2010 2011

VAT (in NIS millions) 1,866.7 2,0583 2,297.4
VAT as % to GDP %9 %9.5 %10.3
VAT as % to total revenues %36.2 %34.1 %35.9

As Table 1.1 shows, the VAT revenue rose steadily during the past years, and that this tax represents more

than a third of total domestic revenue in the hndget of the Palestinian National Authority

4. The Banking Sector”
In the first quarter 2012, assets and liabilities 4+ A decline of 1.7% in assets of banks held
of banks operating in the Palestinian territory by the Palestinian Monetary Authority.
grew only by 0.5% compared with the ¢ A decline of 04% in assets of banks
previous quarter and up by 4.8% from the operating in the OPT.
corresponding quarter of 2011. The most 4+ A growth of 2.9% in total net investment.
significant developments in both assets and ¢ A growth of 4.4% in the cash flow.
liabilities of the consolidated balance sheet for
banks are summarized below: Liabilities
¢ A drop of 0.6% in total holdings.

Assets ¢+ A growth of 1% in the public (customers)
4+ A growth of 3.2% in net direct credit deposits.

facilities. <+ A decline of 24.5% in assets of PMA held
< A decline of 5.2% in offshore assets of by banks.

banks. + A 4.3% growth in total capital (equity of

2 http://www.haaretz.com/business/vat-and-income-tax-rates-set-to-rise-1-corporate-tax-to-stay-unchanged-1.436822

13 http://www.globes.co.il/serveen/globes/docview.asp?did=1000760344&fid=1725

1 A Regressive Tax is the one that takes a larger percentage from low-income people than from high-income people- that is because
the poor allocate a higher proportion of their income for consumption.

The data in this section are preliminary and subject to change.
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The number of banks operating in the
Palestinian territory at the end of the first
quarter 2012 remained 18. The number of
branches and offices remained unchanged
(226).

4.1 Key developments in the
consolidated balance sheet for banks

Table 4.1 summarizes the key items in the
consolidated balance sheet for banks operating
in the Palestinian Territory.

4.1.1Assets

The net assets of banks grew by $40.8 million,
up by 0.5% from the previous quarter. They

banks.

also posted a 4.8% increase over the
corresponding quarter of 2011 (a growth of
$422 million). Direct credit facilities grew by
32% compared to the previous quarter.
Conversely, deposits held by the Monetary
Authority and banks dropped by 3.8% during
the same period- occasioned by a 5.2% decline
in offshore assets of banks.

In the meantime, portfolio investment
increased by $3.4 million. Cash and
investment items grew by 4.4% and 2.9%,
respectively. Figure 4.1 illustrates the
distribution of assets of banks end of the first
quarter 2012.

Table 4.1: Consolidated balance sheet for the Palestinian banking
system — 2011 and Q1 2012

Item

Budget Statement Q1
Total assets 8,728.9
Cash and precious metals 497.9
Deposits at Monetar
Aufhority & Banks ’ 3,782.3
Portfolio 588.7
Direct credit facilities 3,094.8
Banker’s acceptances 3.7
Investments 357.8
Fixed assets 142.7
Other assets 261.0
Total liabilities 8,728.9
DeposiFs of Monetary 418.6
Authority & Banks
Total deposits of the public 6,928.8
Executed and outstanding
banker’s acceptances 13.4
Other liabilities 114.5
Tax benefits & other benefits 155.7
Proprietorship (equity) 1,098.6

(USD millions)

2011 2012
Q2 Q3 Q4 Q1
8,837.2 8,860.5 9,110.3 9,151.1
539.6 5454 4967 5185
3,502.2 3,722.2 3,743.7 3,600.3
5820 629.5 8263  829.7
3,4348 32152 34828 3,594.5
5.4 5.2 5.9 6.1
311.5 3102 1374 1414
1529 1633 1713 175.1
308.7 269.5 2462 2856
8,837.2 8,860.5 9,110.3 9,151.1
452.8 4748 6465 5305
6,950.3 6,820.5 6,972.5 7,045.4
178 177 162 145
1175 2174 1220 1418
167.1  173.8 171.1 1867
1,131.7 1,1563 1,182.0 12323

Source: Palestine Monetary Authority — The consolidated balance sheet for banks.
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Figure 4.1: Structure of the assets of banks-- end of Q1 2012

Credit facilities,
39.3%

Assets held by
PMA, 10.1%

9.1%

Portfolio securities,

Foreign deposits,
25.5%
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Other, 5.1%
Investment, 1.5%

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

<+ Direct credit facilities

During the first quarter 2012, direct credit
facilities made up 39% of the total assets
of banks operating in the Palestinian
Territory, up by 1 percentage point ($
111.7 million) from the previous quarter.
In particular, loans grew by about $ 30
million (1.2%), while overdraft facilities
saw an 8.3% growth as a result of an
increase in the share of the PNA by $ 50
million.

The loans constituted 70% of total credit
facilities, declining by 1.4 percentage points
from the previous quarter. In contrast, the
share of overdrafts saw some growth, whereas
the share of lease financing remained
unchanged, accounting for a scant 0.2% (see
Figure 4-2).

By area, the West Bank enjoyed 91% of the
facilities (including those granted to the public
sector and non-residents) while the share of
the Gaza Strip was barely 9% (see Table 4.2).

Figure 4.2: Relative weight of the types of credit facilities
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Source: Palestine Monetary A'uthority _ The consolidated balance sheet for banks.

During this quarter, the shares of the private
and public sectors remained unchanged (31%

for the public sector). In terms of credit

facilities currencies, data show that the credit
facilities granted in US dollar held the highest
share (62%). The facilities given in the Israeli
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shekel constituted 26% of total facilities (see Table 4.2).

Table 4.3 shows the distribution of direct lead of direct credit facilities (21.4%). The
credit facilities among the various economic trade sector (both internal and external) came
sectors during the first quarter of 2012. The  second, with a share of 21.2% (20%), while
real estate and construction sector took the consumer loans represented 16.5%".

Table 4.3: Distribution of direct credit facilities
portfolio- 2011 and Q1 2012

(USD millions)
2011 2012
Q1 Q2 Q3 Q4 Q1
By Region
West Bank* 2,858.6 3,173.3 2,937.4 3,174.6 3,273.4
Gaza 236.2 2615 277.8 3082  321.0
By Beneficiary
Public sector 915.7 1,118.1 8564 11,1089 1,121.0
Resident private sector 2,116.8 2,256.2 2,303.8 2,3182 2,419.0
Non-Resident private sector 61.3 60.5 55.0 55.7 54.5
By Type of facilities
Loans 2,169.7 2,316.2 2,347.1 2,496.0 2,526.1
Overdraft 9182 1,111.1 860.6 978.8 1,060.1
Lease financing 6.9 7.5 7.5 8.0 8.2
By Currency
$ US 1,873.3 2,011.5 2,009.8 2,206.7 2,209.4
JD 320.5 454.0 4195 4049 4278
NIS 879.8 948.6 7644 8512  935.0
Other currencies 21.2 20.7 21.5 20.0 22.8

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.

Table 4.4: Shares of various economic sectors of the facilities
granted to the private sector- 2011 and Q1 2012

Sector's Share ($ millions)

Sector 2011 2012
Q1 % Q2 % Q3 % Q4 % Q1 %
Real estate and construction 368.2 164 3853 162 4013 165 4064 16.6 5426 214
Land development 833 3.7 27.4 1.2 219 09 229 10 249 1.0
Mining and industry 287.7 12.8 2953 124 2925 120 3020 123 2670 105
Internal and external trade 427.5 19.1 4983 209 4979 20.5 491.3 20.0 5389 21.2
Agriculture and livestock 495 22 31.8 1.3 318 1.3 348 14 447 1.8

Tourism, hotels and restaurants 52.6 2.4 494 2.1 514 2.1 50.0 2.0 53.1 2.1
Transport and communications 21.9 1 243 1 25.7 1.1 226 10 215 08

Services

458.8 20.5 383.0 16.1 3779 156 2952 12.0 2865 11.3

Financing investment though =54 5 54 700 29 675 28 663 27 654 26
equity and financial instruments

Financing car purchase 932 43 975 41 1145 47 1187 48 102.7 4.0

Financing consumer

commodities
Other
Total

1724 7.7 3309 139 3658 15.1 417.0 17.0 419.6 16.5

1688 7.5 1884 79 180.0 74 2247 92 1692 6.7
2,2384 100 2,381.6 100 2,428.2 100 2,451.9 100 2,536.1 100

¢ 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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Source: Palestine Monetary Authority

<+ Overseas holdings of banks
Overseas holdings of banks represented
25.5% of total assets of banks operating in
the Palestinian territory, down by 1.5
percentage points compared with the
previous quarter. This decline coincided
with an increase of the ratio of credit
facilities to the total assets of banks by
about 1.1 percentage points during the
same period of comparison.

<+ Assets of banks held by PMA
During the first quarter of 2012, the assets
of banks held by the PMA represented
10% of total assets of banks operating in

the Palestinian Territory, posting 941
million dollars. These holdings were in the
form of mandatory reserves (71%), current
accounts (6%) and other accounts (23%).

4.1.2 Liabilities

Liabilities of banks operating in the
Palestinian Territory mainly involve the total
public deposits (77%) and equity (13.5%).
Deposits of the public at the end of the first
quarter of 2012 totaled $7,045 million, up by 1
percentage point from the previous quarter,
and up by 1.7% from the corresponding
quarter of 2011 (see Figure 4.3).

Figure 4.3: Structure of liabilities of banks operating in the
Palestinian Territory: End of Q1, 2012
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Source: Palestinian Monetary Authority - The consolidated balance sheet for banks.
Other liabilities include acceptances: executed and outstanding.

Figure 4.4: Credit facilities and public deposits in the West Bank
and Gaza Strip- end Q1 2012
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Source: Palestinian Monetary Authority - The consolidated balance sheet for banks.

Current (on-demand) deposits accounted for
49% of total public deposits. Time deposits
represented 32%, while saving deposits made
up 19% of the total public deposits (see Figure
4.5).

Figure 4.5: Distribution of public deposits
by Type of deposit- as end of Q1 2012
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Source: Palestine Monetary Authority —The
consolidated balance sheet for banks

At the end of the first quarter 2012, the total
capital (equity) for all banks operating in the
Palestinian Territory grew by 4.3% compared
to the previous quarter. As such, this item
totaled $1.232 billion.

4.2 Performance indicators of the
banking system

The general indicators for the performance of
banks operating in the Palestinian Territory
reveal some changes in the first quarter of
2012 compared to the first and fourth quarters
of 2011 (see Table 4.4). The consolidated

By currency, with 39%, the U.S. dollar
retained its dominance of public deposits. The
Israeli shekel and the Jordanian dinar
constituted 30% and 26%, respectively (see
Figure 4.6).

Figure 4.6: Distribution of public deposits
by Currency- as end of Q1 2012
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balance sheet shows that the ratio of credit
facilities to non-bank deposits was up by 51%
compared to an increase of 45% in the
corresponding quarter of 2011. Likewise, the
ratio of credit facilities (granted to the private
sector) to the deposits of that sector grew to
38%, up from 35% in the corresponding
quarter. By contrast, the ratio of customer
deposits to total assets declined to 77%, down
from 79% during the corresponding quarter
2011. In parallel, the share of overseas assets
to total deposits fell to 33% compared to 34%
in the corresponding quarter 2011.

Table 4.4: Performance indicators of the banking
system- 2011 and Q1 2012

Indicator

Credit facilities / Non-bank deposits

Credit facilities of the private sector /
private sector deposits

Overseas holdings / total deposits

Customer deposits / total assets

(%)

2011 2012

QU Q2 Q3 4 Q1
447 494 47.1 50.0 51.0
349 362 375 373 383
339 31.0 348 324 332
794 787 77.0 76.5 717.0

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

4.2.1 Profits of banks operating in the oPt
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The net revenues of banks operating in the oPt
during the first quarter 2012 totaled about $ 38
million, up by 39% from the previous quarter,



but down by 0.6 percentage points from the
2011 corresponding quarter.

4.3 Clearing Houses Activity

Data from the Palestine Monetary Authority
clearing-houses in both Ramallah and Gaza
show that in the first quarter of 2012, about 1
billion checks (2,604 USD millions) were
presented for clearing, down by 4.4% in the
number of checks and by 9.3% in the value of
checks compared with the previous quarter.
During the comparison period, the number and

value of returned checks declined, primarily
because of the effective application of the
automated system of returned checks, which
reduces returned checks through customer
rating. Another main reason for this decline
was the regression in the national economy
during the first quarter of 2012.

Table 4.5: Number and value of checks presented for clearing & number
and value of checks returned- 2011 and Q1 2012

Checks pre§ented for Returned checks Returned / pl:esented
clearin for clearin
Quarter g g
No. Value ($ No. Value ($ No. (%) Value

(checks) millions) (checks) millions) e (%)
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
Q1 2012 1,009,857 2,604.4 119,019 180.3 11.8 6.9

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:

4.4.1 Indicators of the financial market

Market capitalization'’: The share of market
capitalization on the Palestine Stock Exchange
in 2011 was 32% compared to 29% in 2010.

Number of listed companies: The number of
companies listed on the Palestine Stock
Exchange at the end of the first quarter of
2012 was 46 (8 companies working in banking
and financial services; 11 manufacturing
companies; 7 insurance companies; 8
investment companies; and 12 firms working
in the services sector).

4.4.2 Liquidity Indicators

This indicator is used to measure the importance and role
of the financial market in an economy. It is calculated by
dividing the market value of shares listed on the market to
the GDP at current prices. This indicator is calculated for
the entire year rather than quarters.
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Ratio of traded shares to GDP: In the first
quarter 2012, this ratio was 6.1% compared to
5.7% during the previous quarter.

Turnover'®: In the first quarter 2012, this
indicator maintained the same level it reached
during the previous quarter, posting 3.4%. As
per sector, the turnover of investment sector
was 4.1%; the industry sector 2.3%; the
banking and financial services sector 3.7%;
services sector 3.4%; and insurance sector
0.5%.

Degree of Concentration'’: The five largest
companies on the Palestine Stock Exchange
held 79% of the total value of shares traded in
the first quarter 2012. These companies are:
Palestinian Telecommunications Group (45%);
Bank of Palestine (14%); Palestine
Development and Investment Company

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.



(12%); Wataniya Palestine Mobile
Telecommunications Company (5%); and
Arab Islamic Bank (3%).

The number of shares traded on the Palestine
Stock Exchange in the first quarter 2012

totaled about 47.33 million, up by 22% from
the previous quarter (see Figure 4-7). At the
same time, the value of shares traded stood at
$95.74 million, up by 1% from the previous
quarter (see Figure 4-8).

Figure 4.7: Number of shares traded on Palestine
Stock Exchange- Q4 2011 and Q1 2012
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Figure 4.8: Value of shares traded on Palestine Stock
Exchange- Q4 2011 and Q1 2012
(USD miillions)
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Al-Quds Index

The Palestine Stock Exchange adopted the
amended Al-Quds index as of the first trading
session of 2012. Fifteen companies (out of 46
listed companies) are now listed on Al-Quds
Index. These companies represent about 83%
of the total market value of companies listed
on the stock exchange.
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In 2011, there were 12 companies listed on Al-
Quds Index. Later, 4 new companies were
added, but one of the already listed firms was
excluded—bringing the total number to 15 in
2012, Al Quds Index involves companies

®  The companies added are: Union Construction and

Investment Corporation (UCI), Alrafah Microfinance
Bank (AMB), Wataniya Palestine Mobile
Telecommunications Company (WATANIYA), and



from all sectors: four investment sector
companies (Palestine Development and
Investment Company (PADICO), Palestine
Plastic Industries Company (PPIC), Palestine
Real Estate Investment Company (PRICO),
and Union Construction and Investment
Corporation  (UCI)); four banking and
financial services companies (Arab Islamic
Bank, Bank of Palestine, Palestine Islamic
Bank and Alrafah Microfinance Bank); one
insurance company (Ahleia Insurance Group);

three telecommunication companies
(PALTEL, Palestine Electricity Company and
Wataniya Palestine Mobile

Telecommunications Company); and three
industrial companies (Birzeit Pharmaceutical
Company (BPC), Jerusalem  Cigarette
Company (JCC) and Golden Wheat Mills).

At the end of the first quarter of 2012, Al Quds
Index closed at 486.71 points, up by 9.78
points from the fourth quarter 2011 (see Figure
4-9). The gain is a result of the improvement
in the indices of insurance (7.4%), investment
(4.8%), banking and financial services (2.5%)
and services (1%).

Golden Wheat Mills (GWM). The one excluded was The
Palestinian Distribution and Logistics Services Company
(WASSEL).
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Figure 4-9: Al-Quds Index- Q4 2011 and Q1 2012
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With regard to the value of shares traded by services sector and investment sector were the
sector, the service sector acquired the largest second and third contributors, with 29.7% and
share (39.5%). The banking & financial 23.4%, respectively (see Figure 4-10).

Figure 4.10: Value of shares traded on Palestine Stock Exchange
by Sector- Q1 2012 ($ millions)
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The market value of shares traded in the first largest share, whereas the banking and the
quarter 2012 totaled $2.8 million, up by 2% financial services sector held the second
from the previous quarter. By sector, with position of the market value of shares traded
52.2%, the services sector maintained the (21.5%).

Box 4: Palestine and World Trade Organization

MAS regularly holds interactive roundtable sessions to tackle topical issues and come up with policy
recommendations for the decision-making community. The Institute has prepared a background paper for
discussion. For the purposes of this issue of the Monitor, we quote the following:

The Palestinian Territory has demonstrated interest in achieving observer status, and eventual membership,
at the World Trade Organization (WTO) since 1997. Recently this endeavor has again become a priority.




Palestine is already subject to WTO regulations through the Paris Protocol, a 1994 economic agreement with
Israel signed as part of the Oslo process. There are two primary obstacles to Palestinian achievement of
WTO observership: firstly, Palestine’s lack of autonomy over its foreign trade, which is a requirement for all
WTO members; and secondly, the consensus decision-making format of the WTO, in which Palestinian
observership could be blocked by the objection of a single state, such as the US or Israel.

WTO

The WTO was founded in 1995 with the Marrakesh Agreement, and currently includes 155 member
countries, 29 observer governments, and numerous international organizations granted observer status. Its
core objective is to minimize trade barriers between countries. Decisions at the WTO are made by
consensus: in other words, all members must agree on any decision. While the Marrakesh Agreement
provides for majority vote on decisions if consensus can be reached, in practice this is rare. The United
States blocked the initiation of an Iranian process of accession to the WTO from 1996 to 2005 by refusing
consensus. However, some analysts believe that if Palestine could gain support, or at least non-opposition,
from the United States for WTO observership, that Israel would be isolated and the WTO would take the
question of Palestinian observer status to a vote rather than allowing Israel to block it.

Governments become observers at the WTO as an interim step on the way to becoming members; a
government must intend to begin membership negotiations within five years of being granted observer
status. Membership negotiations can be extremely lengthy, since prospective members must secure the
agreement of all current members, and current members may use this fact to extract extensive trade
concessions that go beyond the requirements applied to all WTO members. Such concessions are particularly
valuable from large or economically powerful states; thus the accession (joining) process for China took
over 15 years, and that of Russia took nearly 20 years. Small or economically unimportant countries can
typically join more quickly. The briefest membership negotiation processes have been approximately 3
years.

The Paris Protocol

The Paris Protocol (1994), formally known as the Israeli-Palestinian Interim Agreement on the West Bank
and the Gaza Strip, is the main document governing economic relations between Israel and the Palestinian
Territories. It gives Israel extensive powers over Palestinian trade, to the point of creating a quasi-customs
union. It, therefore, treats trade between Israel and Palestine as internal rather than international trade.

However, the Protocol gives Palestine autonomy over selected goods, detailed on lists Al, A2 and B. Lists
Al and A2 largely cover food products, and apply to limited quantities of goods; moreover, List Al only
covers goods imported from the other Arab states. List B covers certain other products; quantities are not
limited, but the products are required to meet Israeli standards. In addition, Palestine is allowed to apply
customs duties to products outside these three lists beyond those applied by Israel. This differentiates the
relationship between Israel and Palestine from a full customs union.

Arguments For and Against Palestinian Efforts to Achieve Observer Status at the WTO

Arguments For:

< Participation in the WTO would increase Palestine’s international visibility and strengthen its claims to
statehood.

< Negotiations to join the WTO as observers can focus international attention more strongly on the
economic burdens the Israeli occupation is placing on the Palestinian Territories.

< Observer status would enable Palestine to develop its skills and institutions in the area of trade policy
and negotiations, and give it access to WTO technical assistance in this area; it would also enable it to
become more informed about trade issues.

< Membership would allow Palestine to qualify as a developing country, and thus face fewer requirements
for removal of trade barriers; currently it faces the same requirements as Israel, a developed country.

< Membership would give Palestine access to the WTO’s binding dispute resolution mechanisms, which it
could use to bring cases against Israel for restrictions on its imports and exports.

Arguments Against:

< Palestinian farmers and manufacturers benefit from high Israeli agricultural tariffs (33%) and tariffs on
dairy products (112%), which shield them from global competition. These tariffs may turn to be higher
than Palestine would be able to negotiate for itself as a WTO observer or member.

< Joining the WTO without maintaining the special trade relations with Israel means that Palestine would
lose the preferential access to the potentially ‘lucrative’ Israeli markets.

< Seeking WTO observership or membership does not strengthen the Palestinian claim to statehood, since
some members of the WTO are not considered states (Hong Kong, Macau and Taiwan).




< Since, under the Paris Protocol, trade between Israel and the Palestinian Territories is not treated as
international trade, Palestine does not have the ability to use WTO dispute resolution mechanisms to
challenge Israeli restrictions on trade with Palestine.

< It is not necessary that Palestine be an observer or member at the WTO in order to benefit from its
dispute resolution mechanism. Friendly WTO members, which trade with Palestine, such as Egypt and
Jordan, can bring cases against Israel that it is impeding their trade and violating WTO provisions
through restriction of Palestinian international imports and exports.

Palestine cannot meet the requirement of full autonomy over conduct of its trade policies, which is necessary
for WTO membership, without extensive renegotiation of the Paris Protocol, which the current attitude of
Israel makes extremely unlikely. Thus, attempts to join are a waste of time, money and effort better used
elsewhere. Even a chance at achieving observer status would require many concessions and economic
reforms, while bringing Palestine none of the benefits of membership in return

5. Investment Indicators

5.1 Registration of companies

The Ministry of National Economy registers
companies in the Occupied Palestinian
Territory under two different laws in effect in
the West Bank and the Gaza Strip*. This issue
of the Monitor reviews the new companies
registered in the first quarter of 2012 in the
West Bank only because the Ministry of

Economy in Ramallah does not have any data
on the registration of companies in the Gaza
Strip. The number of registered companies in
the West Bank in this quarter was 319, down
by 5.3% from the previous quarter, and down
by 18% from the corresponding quarter of the
previous year (see Table 5.1).

Table 5.1: Development of the number of new companies
registered in the West Bank during the years 2008-2012

Quarter 2008 2009
1 247 454
2 334 412
3 315 349
4 287 438
Total 1,183 1,653

2010 2011 2012
334 389 319
428 373
164 287
290 337

1,216 1,386

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

Registration, 2012.

The capital of new companies registered in the
West Bank in the first quarter of 2012 totaled
about 86 million Jordanian dinars®, up by
83% from the previous quarter®.

With respect to the distribution of the capital
by sector, data available show that with a share
of 59% (JD 51 million), the trade sector was
the largest contributor of the capital of newly-

2 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.

In the first quarter 2012, the companies were registered in two currencies: the Jordanian dinar and the U.S. dollar at an exchange
rate of USD -JD 0.70651.

The significant surge in the value of capital in this quarter (despite the decline in the number of new companies) is attributed to
registering a new company with a capital of $ 30 million (JD 21.2 million): Reach for Investment and Development (Reach
Holding), a company whose capital represented 25% of the total registered capital during the first quarter of 2011.
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registered companies. The services sector
ranked second with a share of 23% (JD 19.7
million). The construction sector and the

industry sector came third and fourth, with 7%
and 6%, respectively (see Figure 5-1).

Figure 5.1: Percentage distribution of the capital of new companies
registered in the West Bank- by Economic Activity, Q1 2012
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Source: Ministry of National Economy- Ramallah, Department of Company

Registration, 2012.

Concerning the legal form of companies
registered in the first quarter 2012, data
indicate that 133 companies took the form of
public ordinary companies, 180 were private
joint stock companies, one public joint stock
company, and 5 of them were foreign joint

stock private companies. The joint stock
private companies acquired 41% of the total
capital of the newly-registered companies (of
which 35% of the capital was foreign) (see
Table 5.2).

Table 5.2: Distribution of the value of capital of companies registered
in the West Bank- by Legal Form: 2011 and Q1 2012

(JD millions)
Legal form
Year Public Private Public Foreign Private 1otal
Ordinary Shareholding Shareholding Shareholding
Q1/2011 19.505 61.200 0 0.070 80.775
Q2/2011  20.306 32.259 0 0.920 53.486
Q312011  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
Q12012 15.514 35.488 5.000 30.110 86.112

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

2012.

Regarding the distribution of these companies
by governorate, the 2012 first quarter data
show that the largest contributors were the
governorates of Ramallah, Hebron and Nablus,
by 36.4%, 23.2% and 16%, respectively (see
Figure 5-2).

As for the distribution of capital of newly-
registered companies by governorate, data
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demonstrate that Ramallah held the major
share (63% of total capital). The second
largest contributor was Nablus (12%). Hebron
and Jenin ranked third and fourth, with 10%
and 8%, respectively. All foreign shareholding
private companies were registered in Ramallah
(with 35% of total capital of newly-registered
companies), and that is why this governorate
had the largest capital in this quarter.



Figure 5.2: Distribution of newly-registered companies in
the West Bank by Governorate- Q1 212
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Source: Ministry of National Econorhny— Ramallah, Department of Company

Registration, 2012.

5.2 Building License

The number of building licenses issued during
a given period may be taken as a significant
indicator of investment activity in general and
investment in the housing sector, in particular.
The number of building licenses changes
seasonally- increasing in the second and third
quarters (during summer), while declining in
the first and fourth quarters. Besides, the
number of licenses issued in the oPt does not
include all building activities in the
construction sector, since part of the
construction activities, especially in rural
areas, is not registered or licensed.

Data of building licenses show an increase of
15.3% in the number of building permits in the
West Bank during the first quarter of 2012
compared to the previous quarter, an increase
of 3.8% over the corresponding quarter of
2011. The total area licensed during the first
quarter of 2012 was approximately 976.8
thousand square meters, down by about 1.9%
from the previous quarter and by 6.7%
compared to the corresponding quarter. The
number of licensed residential units (both new
and existing) rose significantly to 3843 during
the first quarter of 2012 compared with 3666
units in the previous quarter and 3828 units in
the 2011 corresponding quarter.

Table 5.3: Number of building licenses
issued in the oPt: 2011-2012

Indicator

Total licenses issued

Residential buildings

Non-residential buildings

Total licensed areas (1000 Sq. m)
No. of new units
Area of new units (1000 Sq. m)
No. of existing units

Area of existing units (1000 Sq. m)

Source: Palestinian Central Bureau of Statistics (2012): Building Licenses
Statistics, Ramallah - Palestine.
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2011 2012
Q1 Q4 Q1
2092 1884 2,172
1872 1669 1,904
220 215 268
915.5 996.2  976.8
2746 3142 3317
499.7 602.8 6182
1082 524 526
193.3 1169  109.0



5.3 Cement Import

The 2012 Quarter 1 saw a decline in the
quantity of cement that had been allowed into
Gaza compared to the previous quarter.
However, the quantity rose four-fold
compared with the corresponding quarter of

2011. In the West Bank, the quantity of
cement imported fell by 17.7% compared to
the previous quarter and declined by 14%
compared to the corresponding quarter of 2011
(see Table 5.4).

Table 5.4: West Bank and Gaza's Imports of
Cement: 2009-2012 (thousand tons)

Period West Bank Gaza Opt
2009 1,230 0 1,230
Q1/2010 301.6 0 301.6
Q272010 381.5 0.6 382.1
Q3/2010 312.9 1.0 313.9
Q4/2010 344.1 2.7 346.8
2010 1,340.1 43 1,344.4
Q1/2011 296.8 2.6 299.4
Q2/2011 381.4 11.4 392.8
Q3/2011 294.7 15.3 310.0
Q4/2011 308.8 15.3 324.1
2011 1,281.7 44.6 1,326.3
Q1/2012 254.3 12.6 266.9

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

5.4 Car Registration

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

During the first quarter of 2012, 3,742 new
and used cars were registered in the West
Bank, down by 13% from the previous quarter
and by 44% from the corresponding quarter of
the previous year. Fifty-six percent of cars
registered in the West Bank during this quarter
were used cars imported from abroad, while
28% were new cars imported from abroad, and
the rest (16%) were used cars purchased from
the Israeli market.

Table 5.5: No. of new and used cars newly-registered

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

Q1/2011 1,623 4,290 743 6,656
Q4/2011 983 2,868 557 4,408
January 334 1,118 196 1,648
February 316 563 251 1,130
March 400 399 165 964
Q1/2012 1,050 2,080 612 3,742

Source: Department of Customs and Excise, unpublished data.
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5.5 Hotel Activity

The total number of hotels fell to 102 end of
March 2012, down by one from the previous
quarter. The number of guests during the first
quarter of 2012 totaled 115.433, of whom 11%
were Palestinians and 45% from the European
Union. The number of guests was down by
16% from the previous quarter and down by
14.4% from the corresponding quarter of the
previous year (see Table 5.6).

During the this quarter, the number of nights
spent in hotels totaled 289,683, including 10%
occupied by Palestinians, 48% by European
Union nationals, and 8% by United States and
Canada nationals. This is a 1.4% decline from
the corresponding quarter and 22.4% drop

from the previous quarter. The average length
of stay was 2.5 nights per guest, while the
highest average was 2.9 nights per guest in
February 2012 in the hotels of the southern
West Bank.

The average room occupancy stood at 1,260.8
room per day (i.e. 22.4% of total available
rooms during the first quarter 2012) (see
Figure 5-3). With a percentage of 48%, hotels
of southern West Bank governorates
accommodated the major number of guests;
and those of Jerusalem, Central West Bank
and Gaza accommodated 32%, 16% and 0.5%,
respectively.

Table 5.6: Key Hotel Indicators in the
oPt-Qs 1 & 42011 and Q1 2012

Indicator
No. of operating hotels/ end of Q

Average no. of employees/ during Q

No. of guests

No. of nights stayed
Average room occupancy
Average bed occupancy
Room occupancy %

Bed occupancy %

Q1/2011 Q4/2011 Q1/2012
97 103 102
2,114 2,341 2,535
132,112 137,426 115,433
290,842 361,612 289,683
1,569.5  1,554.1 1,260.8
32316 39306 3,183.3
30.3 27.0 224
29.8 31.5 25.5

Source: PCBS, 2012: Hotel Activity in the oPt, Qs 1 & 4 2011 and Q1 2012

Figure 5.3: Hotel Room Occupancy Rates, first quarters of
2008, 2009, 2010, 2011 and 2012
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Box 5: Six ways to physically connect the West Bank and Gaza Strip

Linking the West Bank and the Gaza Strip physically is a necessary condition for striking an economic
balance between the two regions. Speeding up the process of establishing such a link, no matter the political
obstacles, would spur significant economic advantages, including, but not limited to, cutting costs suppliers
and consumers incur, taking advantage of economies of scale and expanding export and import markets.

Joseph Zeira, from the Hebrew University, reviews the various proposals of physical link between the West
Bank and Gaza Strip and studies the costs and benefits of each of these proposals. Zeira found six possible
forms, each with its own advantages and disadvantages:

A New Road: This 50 km long road is the most cost effective option and it is the easiest to implement,
according to Zeira. The road also provides the needed electricity and communication lines, as well as other
infrastructure elements. The security risks of this proposal is relatively low. The cost of this project is
estimated at about $ 500 million and it would take about 6-7 years to be completed. One key advantage of
this proposal is flexibility, allowing for more freedom of movement of people and goods.

Tunnel: According to the author, the 20-30 m deep tunnel is likely to be shorter than the road since it runs in
a straight route. However, the cost of building and operating this tunnel is much higher. The cost of building
the tunnel is projected at about $ 1.9 billion, in addition to operation expenses (lighting and ventilation).

Monorail: This would run from Gaza to Hebron. The author found that its costs would be lower than those
of building a tunnel. Besides, it is quite environment friendly. Nevertheless, it still has a major drawback: it
is only designed for passengers, not goods. Thus this proposal reduces the desired economic returns of
linking the two regions.

Underground corridor: This is a road that is built 10-20 m below surface. The underground corridor is
more expensive than building a road, but it is cheaper than a tunnel since it is less deep. On the logistics side,
it is the most feasible for both the Israelis and the Palestinians, according to the author. The cost of building
this project is estimated at $ 500 million, and the operational costs are relatively low. Thus, this is the most
tenable means that can widely move goods and people between the West Bank and the Gaza Strip.

Rail: The rail would run from Beit Hanoun Crossing in the northern Gaza Strip and Zakim near Ashkelon,
and then it would get merged to Israel railways. This project is the most cost-effective, but it requires a high
degree of coordination between the Palestinian and Israeli sides, and therefore this option does not guarantee
continuous operation and uninterrupted connection between the West Bank and Gaza Strip.

Bridge: The project proposes building a bridge of 5-10 m in height. The project requires very complicated
planning, and it is quite expensive. Besides, it would add nothing new when compared to the first proposal.

Table 1 summarizes the main advantages and disadvantages of each proposal.

Table 1.2: Key advantages and disadvantages of each proposal

Indicator Road Underground Bridge Tunnel Rail Monorail
corridor

Construction costs ($ millions) 300 500 1,900 1,950 200 500
Operation expenses Low Low Low - Medium Medium Low Medium
Palestinian Security Low Low Low high Medium Medium
Israeli security Medium Medium Medium-low Medium high Medium
Public Safety high high Medium Medium Medium Medium
Movement of goods high high high Medium-high Medium-low Low
Movement of people high high high high Medium Medium
Time for planning & building 7-8 7-8 9 10-12 7-8 7-8

(years)

Zeira gave a quantitative value for each indicator listed in Table 1 to assess the economic costs associated
with each project linking the West Bank and the Gaza Strip. The quantitative value of the index ranged from
0 to 5 (0 being the lowest score and 5 the highest score). After studying the eight indicators in each proposal
(construction costs, operating costs, trade, etc.), the author found out that the most feasible one is building a
new road between the two regions.
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6. Prices and Purchasing Power

6.1 Consumer Prices

Indices of consumer prices in the Palestinian
Territory posted an increase of 1.10% in the
first quarter 2012 over the previous quarter,
and 3.02% over the corresponding quarter of
the previous year. The highest increases were

reported in prices of alcoholic beverages and
tobacco, which surged by 3.29% compared to
the previous quarter and by 4.76% compared
to the corresponding quarter 2011 (see Table
6.1).

Table 6.1: Average Change in CPI in the Palestinian Territory
by Commodity Group (Base Year: 2004 = 100)

Group

Food Stuff and soft drinks

Alcohol beverages and Tobacco
Textiles, apparels, and footwear
Housing and related supplies

Furniture & home products and appliances
Medical care

Transportation & travel
Telecommunications

Recreational & cultural goods & services
Educational Services

Restaurant, Cafe, and Hotel Services
Miscellaneous goods and services

General CPI
Source: PCBS.

Change in Q1/2012 Change in Q1/2012

over Q4/2011 over Q1/2011
0.97 2.97
3.29 4.76
0.42 3.38
1.15 4.18
0.82 (0.97)
0.72 1.55
0.96 2.13
0.14 0.84
0.67 0.82
2.15 6.07
1.93 6.23
1.23 5.75
1.10 3.02

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

Prices of consumer goods had undergone
various changes during the first quarter of
2012. Table 6.2 shows the movement of prices
of some commodity groups in the Palestinian
Territory during the first quarter 2012
compared to the previous quarter. The prices
of fresh chicken rose by 8.52%, and the prices
of skinned chicken posted a significant
increase of 11.98% (the cost of 1 kilo was NIS
17.10 in February). Prices of fresh fruit hiked

by 3.94%. The price of bananas, in particular,
edged up by 8.07% (the price of Israeli large
bananas was NIS 5.17 / 1 kg during March).
Likewise, there was a 2.95 increase in the
prices of car fuel (NIS 7.51/ 1 liter for
unleaded gasoline 95 octane in March, while
the price of diesel was 7.22 shekels / 1 liter
during the same month). However, the prices
of fresh meat and sugar posted some decline
(see Table 6.2).

Table 6.2: Prices of main commodity
groups— Q1, 2012

Group

Automobiles fuel
Domestic fuel
Fresh Vegetables
Fresh Meat
Sugar

Rice

Fresh Chicken
Flour

Dairy Products & eggs
Fresh Fruit
Source: PCBS.

38

Percentage Change (Q1
2012 - Q4 2011)
2.95
1.11
0.99
(1.46)
(2.90)
(0.45)

8.52
(0.57)

1.84
3.94



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) rose by 0.71% during
the first quarter of 2012 compared to the
previous quarter. This resulted from 1) a
1.78% increase in the prices of agricultural
commodities (which constitute 29% of the
wholesale price index); 2) a 0.25% rise in the
prices of manufacturing goods (which
represent 70% of the wholesale price index);
3) and a 1.65% rise in the prices of mining and
quarrying. On the other hand, fish fell by
5.39%. The index of wholesale prices rose by
2.69% between the first quarter of 2012 and
the corresponding quarter of the previous year,
while the prices of both imported goods and
locally produced goods increased by 0.80%
and 0.70%, respectively.

The Producer Price Index (prices received by
domestic producers for their output after all
taxes are deducted, including VAT and
freight/shipping costs) posted a decline by
1.35% during the first quarter of 2012
compared to the previous quarter. This decline
occurred as a result of 1) a 2.84% hike in the
prices of agricultural commodity (which
represent 36% of the producer price basket); 2)
a 0.58% increase in the prices of

manufacturing goods (which represent 61.66%
of the producer price basket); and a 0.20% rise
in the prices of fish and shrimp (which
constitute 0.20% of the producer price basket).
Meanwhile, the prices of mining and quarrying
(which constitute 2.13% of the producer price
basket) remained unchanged. The edging up of
producer price was a result of an increase in
both imported goods and locally produced
goods by 1.03% and 1.39%, respectively.

6.3 Construction and Road Costs Index

The construction cost index measures the
changes that occur in the prices of construction
materials and services. During the first quarter
2012, the construction cost index (for
residential and none-residential units) in the
West Bank rose by 0.26% from the previous
quarter. There are no updated data on the Gaza
Strip.

The road cost index detects changes in the
prices of materials and services used in the
construction of roads in the West Bank. This
index rose by 1.01% in the first quarter 2012
from the previous quarter. Again, there are no
updated data on the Gaza Strip (see Table 6.3).

Table 6.3: Indices and rates of monthly & quarterly change in the the Construction and
Road Costs Index (CRCI) in the West Bank (base month: December 2007 = 100)

RCI Monthly Percentage Quarterly Percentage
Period Change in the RCI Change in the RCI
Road Construction Construction Road Construction Road
costs costs costs costs costs costs
October 2011 113.45 111.53 0.09 0.13
November 2011 113.08 111.90 (0.32) 0.34
December 2011 112.97 111.98 (0.09) 0.07
Average/ Q4, 2011 113.17 111.80 0.19 0.54
January, 2012 113.35 111.76 0.34 (0.19)
February, 2012 113.52 113.24 0.15 1.32
March, 2012 113.52 113.79 0.00 0.48
Average/ Q1, 2012 113.46 112.93 0.26 1.01

Source: PSBS, 2011.
* Figures in brackets indicate negative values.

6.4 Prices and purchasing power*

The index of consumer prices increased by
1.1% in the first quarter of 2012 compared to
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the previous quarter, which of course weakens
the purchasing power. At the same time, this

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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quarter saw a growth of 3.4% in the exchange The exchange rate of the dollar against the
rate of the dollar against the shekel (standing shekel improved by 4.7%, while that of the

at 3.77 shekels), which—despite inflation— dinar grew by 4.4% in the first quarter 2012
improved the purchasing power of the dollar compared to the corresponding quarter of
and the Jordanian Dinar. The dollar- 2011. On the other hand, the inflation rate
denominated purchasing power improved by during 2012 first quarter stood at 3%, leading
2.3% compared to the previous quarter” (See to a 1.7% decline in purchasing power (as
Table 6.4). measured in dollars) and a 1.4% drop in

purchasing power (as measured in dinars)
compared to the corresponding period.

Table 6.4: % Change in Purchasing Power and Exchange Rates of $ U.S.
and JD against NIS: 2011 and Q1 2012

$ US /NIS JD / NIS
Period Inflation Average Change in Change in Average  Change in Change in
rate*  exchange exchangerate purchasing exchange exchangerate purchasing
rate (%) power (%) rate (%) power (%)
Q1 0.4 3.6 (0.5) (0.9) 5.1 0.2) (0.6)
2011 Q2 0.0) 34 4.5) 4.5) 4.8 4.8) 4.8)
Q3 0.7 35 3.2 2.5 5.0 3.2 2.5
Q4 1.2 3.6 2.8 1.6 5.1 2.8 1.6
2012 Ql 1.1 3.8 34 2.3 53 34 2.3
January 0.5 3.8 4.5 4.1 53 4.5 4.1
February 0.1 3.8 1.0 0.9 5.4 1.0 0.9
March 0.3 3.7 (1.8) 2.1) 53 (1.8) 2.1)

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.

Box 6: Food prices in Israel: 20% higher than the OECD countries

In the wake of the social sweeping demonstrations in Israel in the second half of 2011, which protested the
high housing rents and the basic food prices, a committee was set up (comprising representatives from the
Ministry of Commerce, the Ministry of Industry, the Ministry of Labor and the Ministry of Finance) to
examine food prices and competitive conditions of consumable commodities. The committee was headed by
the Industry Ministry's own director general, Sharon Kedmi. In early 2012, the committee published its
report, which received wide coverage in the Israeli media. The report found that Israeli food prices are 10-
20% higher than in the OECD countries. According to the report, one key reason behind this is the lack of
competition in the Israeli market®.

When compared with the OECD average, dairy and egg prices in Israel are 44% higher, the report says. The
price of meat is 28% higher, and those of bread and cereals are 17% higher than OECD average, the report
says (see Table 1.3). Food prices in the occupied Palestinian territory are of course lower than in Israel
because of the low salaries, wages and prices of untradeable commodities. However, there is a relative
correlation between the prices in Israel and those in the OPT.

The Kedmi report points out that the scant competition is the reason behind the surge in food prices, in that
there are monopolies of food manufacturing. According to the report, the food market in Israel is an
oligopoly—a system in which a few key players maintain control, resulting in high prices and unfair
business alliances. The feeble competition would always lead to unexpected hikes. The absence of
censorship on the relationship between importers and retailers further stifles competition and constitutes a
barrier before new businesses, the report says. The task force blamed concentration in the supply and retail
segments, problematic supplier-retailer ties, and the lack of transparency for the hike in food prices.

»  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
2.3% during the same period.
* http://www.timesofisrael.com/report-food-prices-in-israel-are-too-high/
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Table 1.3: Average food prices in Israel
compared with the OECD average

Commodity Increase (%)
Eggs and dairy products 44%
Meat 28%
Fish 17%
Bread & cereals 17%
Juices and soft drinks 48%
Fruit & vegetables 13%

Source: Central Bank of Israel:

http://www.israelidiamond.co.il/english/news.aspx ?bonei
d=918&0bjid=10539.

The committee has announced its interim recommendations as a way out of the problem. These
recommendations include:

Regarding small and medium-scale food suppliers, the committee is calling for legislation that would
put supermarkets, not suppliers, in charge of arranging items on shelves; providing dedicated retail
space for small food producers and businesses; regulation and/or financial incentives for small
businesses; giving small businesses priority in government tenders; and support for small and medium-

Compiling a list of specific food items whose prices and profit margins must be reported on a regular

Removing obstacles to new chains entering areas with a high concentration of supermarkets; making
more land available through policy change; legislation that would foster retail competition; and

Reducing prices of raw milk and encouraging the import of dairy products. This recommendation faces

¢
scale food exporters.
¢
basis.
¢
encouraging new types of food retailers, such as online sellers.
¢
hard opposition from farmers and their organizations.
¢

Increasing consumer protection by the Israel Consumer Council and the establishment of an online price
comparison database that would allow consumers easy access to a store of retail food prices, making it
easier for them to compare prices?’.

The Israeli Finance Minister announced on July 11 2012 a number of measures to implement the
recommendations of the Committee®. He signed an order reducing customs and taxes on imported consumer
goods up to 15% (some types of fish, spices, legumes, dried fruit and mushrooms). Quotas and taxes on
locally-produced food items will be gradually reduced by 2015, to allow local producers to adopt the new
prices. In addition, the customs duties on entertainment electronic devices will be cut by 15%.

7. Foreign Trade

7.1 Balance of Trade

The balance of trade is the difference between
the monetary value of exports and imports of
output in the Palestinian economy. The total
value of registered imports during the first
quarter of 2012 stood at about 1,020 billion
dollars. Those coming from Israel comprised
66% of total commodity imports. Table 7.1
shows that the value of registered commodity
imports during the first quarter2012 rose by
4.5% compared to the previous quarter, but
fell by 21.9% compared with the

2 http://www.ynetnews.com/articles/0.7340.L-4238064.00.html
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corresponding quarter of 2011 (totaling 1,305
billion dollars). On the other hand, the value of
exports totaled about $183 million (about 87%
($160 million) had Israel as their destination).
During this quarter, exports fell by 4.9%
compared to the previous quarter, i.e. the
commodity trade deficit, thus, reached $837
million during the first quarter of 2012, up by
6.5% from the previous quarter, but down by
25% from the corresponding quarter of 2011.

http://www.haaretz.com/business/duties-to-be-cut-or-eliminated-on-host-of-consumer-products.premium-1.450582



On the other hand, the service imports from trade balance with Israel posted a deficit of $
Israel totaled $ 33.8 million, while exports of 1.7 million compared with a surplus of $0.2
services to Israel totaled $32.1 million in the million in the previous quarter (see Table 7.1).
first quarter 2012. Accordingly, the services

Table 7.1: Imports and exports of registered goods and services:
2011 and Q1 2012 **

(USD millions)

Indicator Q1/2011  Q2/2011 Q3/2011 Q4/2011 2011  Q1/2012

Commodity imports ~ 1,305.2 1,171.0 1,039.7 975.7 4491.6 1,019.5
Service imports* 46.7 40.7 33.9 32.0 153.3 33.8
Commodity exports 191.7 202.2 175.1 189.7 758.7 182.5
Service exports* 35.6 37.2 31.5 322 136.5 32.1

Source: Registered foreign trade, PCBS (2012).
* Exports and imports of goods and services from and into Israel only.
* Data for 2011 and 2012 are obtained from official sources, and they are subject to change.

7.2 Balance of Payments

According to the PCBS and the PMA, the $ 690.5 million during the first quarter 2012,

current account deficit (which occurs when a up by 82% from the previous quarter, and up
country's total imports of goods, services and by 13% from the corresponding quarter of
transfers is greater than the country's total 2011. This deficit represents about 28.5% of
export of goods, services and transfers) totaled GDP at current prices in the same period.

Table 7.2: Palestinian Balance of Payments: 2011 and Q1 2012 ($ millions)

Q1/2011 Q2/2011 Q3/2011 Q4/2011 Q1/2012

1. Trade balance of goods and services* -1,203  -1,097.8 -1,101.9 -927.6 -1,351.2
Net goods -1,172.2 -1,029.4 -1,013.0 -855.8 -1,255.2
Net services -30.8 -68.4 -88.9 -71.8 -96.0

2. Balance of income 281.3 275.6 305.1 287.0 241.7
- Workers' remunerations received from 262.2 266.1 309.2 279.9 250.6

abroad
- Investment income received from abroad 24.5 14.4 22.7 28.6 30.7
- Income paid abroad 54 4.9 26.8 21.5 39.6

3. Balance of current transfers 308.4 211.5 505.2 261.8 419.0
- Net transfers to the government 175.6 106.7 344.9 100.3 204.3
- Net transfers to other sectors 188.5 170.1 231.4 235.1 286.1

-Transfers paid abroad 55.6 65.3 71.1 73.6 71.4

4. Balance of current account (1 +2 +3) -613.3 -610.7 -291.6 -378.8 -690.5

5. Net capital and financial account 443.9 676.8 199.7 257.8 708.8
- Net capital transfers 106.8 61.3 194.7 63.1 80.3
- Net financial account 337.1 615.5 5.0 194.7 628.5

» Net direct foreign investment 48.3 61.3 49.1 75.1 86.0
» Net portfolio investment 10.4 66.2 443 -34.7 27.5
» Other net investment 260.1 393.6 -192.4 264.7 625.8
- Change in reserve assets - = rising ) 18.3 94.4 104.0 -110.4 -110.8
6. Net errors and omissions 169.4 66.1- 91.9 121.0 -18.3

Source: Palestinian Central Bureau of Statistics and the PMA, 2012. Preliminary results of the Palestinian
Balance of Payments: 2011 and Q1 2012.

* Figures of exports and imports of commodities and services in the balance of payments differ from the
figures contained in the trade balance because the latter records only exports and imports that are registered
(i.e. recorded in the clearing accounts and billing), while the balance of payments records the total
expectations of import and export. In addition, import and export of services from Israel were recorded
only in the trade balance, while the balance of payments records services from different sources.
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This deficit primarily resulted from a previous
lack of funds of $ 1.351 billion in the balance
of trade (compared with a surplus of $ 241
million generated from Palestinians working
abroad), as well as from a surplus of $ 419
million (46% came from donor countries) in
the balance of current transfers.

This deficit was financed by capital and
financial account, which achieved a surplus of
$ 708.8 million (see Table 7.2). This item (the

the national economy as long as it has a
positive value.

Technically, there should be a perfect balance
between the current account deficit, on the one
hand, and the surplus of capital and financial
account, on 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

capital- financial account) represents a debt on which was 18.3 million dollars.

Box 7: 13% of Israel's exports go to MENA countries

In January 2012, Iqtisadi Journal (issued by the Moshe Dayan Center for Middle Eastern and African Studies
at Tel Aviv University) published a study on Israeli Trade with Middle East Markets in 2011%

The article underscores that over the last decade, the Middle East has been among the fastest growing
regions in the world, second only to East and Southeast Asia in its pace of economic as well as international
trade growth. In 2011, the combined Gross Domestic Product (GDP) of the Middle East and North Africa
(MENA) countries is estimated at $3.5 trillion, equal to that of Germany, the fourth largest economy in the
world; its international trade is also comparable to that of Germany, at about $ 2.8 trillion—7 percent of total
world trade.

The study reported that Israel's trade in Middle Eastern markets is much larger than many imagine. Israeli
exports to Middle Eastern markets in 2011 are estimated at above $6 billion, about 13 percent of overall
Israeli exports (merchandise exports, excluding diamonds, including exports to the Palestinian Authority). In
comparison to other regions, exports to the Middle East region in 2011 were larger than Israeli exports to
Eastern Europe, South and Central America, Africa (excluding Egypt), and Oceania combined.

Figure 1.4: Israel's Exports to MENA Markets, compared to Other
Main Export Markets 2011 (USD billions)
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Source: Israel Central Bureau of Statistics- ICBS (Gal 2012)
* Exports of goods, excluding diamonds; 2011 figures are preliminary.

As Figure 1 illustrates, the value of Israel's exports to the Palestinian Territory ranked second after the
United States. The study found that the Palestinian market is more important than any state market in
Western Europe. Israel's exports to the Palestinian Territory are even equivalent to the value of Israel's
exports to China and India combined™.

¥ Gal, Y. (2012): “Israeli Trade with Middle East Markets in 2011: Healthy Growth despite Adverse Political Environment.”
IQTISADI- Middle East Economy. Vol. 2, No. 1, January.

A large part of Israel's exports to the Palestinian Territory is "re-export", i.e., goods originally exported to Israel and then they are
re-exported to the Palestinian Territory. In fact, about half of Israel's exports to the Palestinian Territory are petroleum products
and imported products with low Israeli added value (For more details, see Issue 22 of the Monitor).
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Israel's exports to Turkey came in the second place among the MENA countries, while those to the Gulf
Cooperation Council (GCC) came third. All exports to the GCC market are indirect, through third countries,
and recorded in official external trade statistics as exports to these third countries. Some Israeli exports to the
GCC are channeled through Jordan or Turkey, but most go through various European and other non-MENA
countries. Based on our analysis of partial and indicative data, we estimate the volume of Israeli indirect
exports to the GCC bloc at the magnitude of above $500 million a year. Exports to Jordan and Egypt, in
2011, amounted to about $200 million each, the study points out.

Figure 1.5 below presents the development of Israeli exports to MENA markets over the last decade. Total
exports to MENA markets grew threefold, from around $2 billion in the early 2000s to above $6 billion in
2011; while overall Israeli exports (excluding diamonds, including exports to the PNA) approximately
doubled over this period. The developments in 2011 are of special interest. In spite of the deterioration of
political relations between Israel and Turkey, and the turmoil in the Arab world, Israeli exports to MENA
countries jumped by about 20 percent.

Figure 1.5: Israel’s Exports to MENA, by Main Markets ($ billions)
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Source: Israel Central Bureau of Statistics- ICBS
* 2011 figures are preliminary

The volume of Israeli imports from the MENA region is half as large as exports to this region. At a total
volume of about $3 billion in 2011, its share in overall Israeli imports was only 6 percent, compared to 13
percent share of exports. The main reason for this is the relatively very small magnitude of imports from the
PNA. According to the study, imports from Turkey have been greater than Israeli exports. Both imports and
exports registered a significant increase in 2011. The study also found that imports from Egypt are smaller in
volume, and significantly narrower in the range of products, in comparison to imports from Turkey and the
PA. These fell by one half in 2011, after a jump in previous years, mirroring the rise and fall of gas imports
from Egypt. After increasing sharply in the second half of the 2000s, imports from Jordan doubled in 2011;
and for the first time since the start of trade relations between the two countries, Israeli imports from Jordan
were approximately the same as exports.

8. Legal and legislative environment

In the first quarter 2012, the President of the decisions were taken because the Legislative
Palestinian National Authority issued five Council has been paralyzed since the political
presidential decisions that have the full force split. However, the Basic Law states that these
of law. These decisions were issued according decisions must be brought before the PLC
to Article (43) of the Palestinian Basic Law once it holds regular sessions.

2003 and its amendments. The presidential
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Table 8.1 below presents the presidential
decrees issued in the Palestinian Territory
during the first quarter of 2012. Decision No.
(1) for the year 2012 (January 1) details
charges levied on powers of attorney for the
benefit of the public treasury:

1. General power of attorney: JD 30 for each
signature.

2. Special power of attorney: JD 20 for each
signature.

3. For powers of attorney regulated by
evacuation or selling of immovable
property and the judicial declaration
involving the sale of immovable property,
the fees are charged according to the price
named therein as follows:

- From 1 dinar to 50 thousand dinars:
(0.5%).

- More than 50 thousand Jordanian
Dinars: (1%).
4. Foreign powers of attorney (held to
maturity securities): JD 25.
5. Declaration of abolition of a power of
attorney: JD 20.

On January 1, 2012, the President also issued
Decree No. (2) on the fees of registering and
transferring land ownership. At the end of the
first quarter 2012, Presidential Decree No. (5)
ratified the amendment of the loan agreement
concluded with the European Investment Bank
to finance the rehabilitation of the energy
sector. One term of the Decree involved
expanding the scope of the project to include
the establishment of four (rather than two
provided for in the original agreement) power
transformers  of  high  pressure. The
transformers will be placed in the governorates
of Jenin, Nablus, Ramallah and Hebron.

Table 8.1: Presidential Decrees Enacted in the Palestinian Territory — Q1 2012

Decree

Decree No. (1) 2012 on fees payable for powers of attorney and judicial declarations
Decree No. (2) 2012 on fees of registering and transferring land ownership

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

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

Date of
issuance
January 1

January 1
January 2
January 3
March 21

concluded with the European Investment Bank to finance the rehabilitation of the

energy sector

Source: Legal and Judicial System in Palestine (Mugqtafi) http://muqtafi.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 [2203.7 | 2,262.7 | 2,323.5 | 2,385.2 | 2,448.4 | 2,513.3 | 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 |4,1984 [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 |1,2754 [1,303.2 |1,3563 |1,4152 [9.9501, |1.595.0
Household Expenditure** 3,981.3 [3,884.5 [3,589.7 [4,088.9 [44003 [4467.5 (41975 (45912 [4851.9 [52294 | 54134
Public Expenditure 1,080.3 |1,003.7 [930.3 886.4 1,048.9 (8333 [8704 892.7 995.9 1,159.5 | 1,520.7
Gross Capital Formation** 1,386.7 1992.3 841.7 1,063.0 [1,022.3 [1,265.7 |1,347.2 |1,122.9 [1,060.5 | 1,137.3 | 1,443.2
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)
Commodity Imports** 2,7483 [2,2259 (22355 [2,561.4 |2.622.1 [2466.5 [2,203.8 [2,5083 [2.642.4 | 2,881.3 | 3,419.5
Commodity Exports** 508.9 338.1 318.2 367.1 412.3 4575 5352 537.8 595.0 591.8 733.2
Net Balance of Services Trade** (197.3) |(346.0) |(327.3) |(243.9) [215.6) [(194.7) |(613.2) |@68.1) |(273.5) | (302.9) | (306.1)
Services Imports™* 386.6 424.6 390.1 305.0 287.1 3349 [707.0 430.5 471.5 533.8 5722
Services Exports™* 189.3 78.6 62.8 61.1 71.5 1402 |93.8 162.4 198.0 230.9 266.1
Prices and Inflation
Average Exchange Rate of the USD Against the Shekel 4.086 4.208 4.742 4.550 4.477 4.482 4.454 4.110 3.587 3.929 3.739 3.578
Average Exchange Rate of the JOD Against the Shekel 5.811 5.928 6.674 6.417 6.307 | 6.317 6.292 5.812 5.061 5.542 5.275 | 5.050
Inflation Rate (%)*** 28 1.2 5.7 44 3.0 4.1 3.8 1.9 9.9 2.75 3.75 2.88
Labor Market
Number of Employees (thousands) 600 505 4717 564 578 603 636 690 667 718 745
Participation Rate (%) 415 38.7 38.1 40.3 40.4 40.4 41 41.7 41.2 41.6 41.1
Unemployment (%) 14.1 25.2 31.3 25.6 26.8 235 23.7 21.7 26.6 24.5 23.7
Social Conditions

Poverty Rate (%) **** - 27.9 - - 25.9 243 24 31.2 - 26.2 25.7
Deep Poverty Rate (%) =+ - 19.5 - - 142 | 153 | 137 18.8 - 13.7 14.1
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Indicator 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ 2006 2007 | 2008 | 2009 | 2010 | 2011
Public Finance (Million Dollars)
Net Domestic Revenues *#%#%* 939 273 290 747 1,050 1,370 722 1,616 1,780 1,548.4 | 1,900.4 | 2,176
Current Expenditures and Net Lending 1,199 1,095 994 1,240 1,528 | 1,994 | 1426 2,567 | 3273 | 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) (493) @78) | 624) | (704) (951) | (1,493) | (1,342) | (1,083) | (776)
Total Grants & Assistance 510 849 697 620 353 636 1,019 1322 | 1,763 | 1402 1,277 978
Total Surplus (deficit) Budget (219) (313) (259) (268) 125y | @75 34 61 270.2 (144) (81) (94)
Public Debt 795 1,191 1,090 1,236 1422 | 1,602 | 1,494 1,439 | 1406 | 1,732 1,883 | 2,213
Banking Sector (Million Dollars)
Assets/Liabilities 4593 | 4430 | 4278 | 4728 | 5101 | 5604 | 5772 7,004 | 5645 | 7,893 8590 | 9,110
Equity 242 206 187 217 315 552 597 702 857 910 1,096 | 1,182
Clients' Deposits 3,508 | 3398 | 3432 | 3,625 | 3,946 | 4,190 | 4216 5118 | 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.

- Figures in brackets are negative.
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