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Preface

In line with the function of the PCBS to develop and update statistical reports, we are pleased to
release this report on the Performance of the Palestinian Economy in Palestine for 2013. The
report highlights the main economic indicators of 2013 and conducts a comparison with economic
performance in 2012.

The report provides an overview of the economic reality and the nature of the economy through
the study of economic indicators that include GDP, labor market, prices, balance of payments,
foreign trade, public finance and building licenses.

PCBS hopes that the findings of this report will provide a comprehensive picture of the
characteristics and performance of the Palestinian economy during 2013 and will provide a
resource to measure past performance. It will also assist researchers and decision makers in the
analysis and planning of policies for the Palestinian economy in the future.

October, 2014 Ola Awad
President of PCBS
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Summary of Performance of the Palestinian Economy

Gross Domestic Product (GDP)* in
Palestine grew by 1.9% during 2013,
but was lower than the growth rate
in 2012. The growth rate in the Gaza
Strip during 2013 was 6.0%, compared
with 0.5% in the West Bank, and the
Gaza Strip contributed 27.1% of
Palestinian GDP in 2013. The GDP
per capita decreased by 1.1% to USD
1,788.1, but GDP per capita in the
Gaza Strip was half that of the West
Bank. The construction activity
recorded the highest growth rate in
2013, followed by transportation and
storage, and industry. However, the
services and other items activity
represented the largest contribution to
GDP in both the West Bank and Gaza
Strip.

The numbers entering the labor
market in 2013 increased steadily
with the growing population and
allowed the labor force participation
rate to stabilize at 43.6% compared
with 2012. However, the labor force
grew at a faster pace than the number
of employed persons and the
unemployment rate in Palestine rose to
23.4% in 2013 compared with 23.0%
in 2012.

The number of employed persons
rose in most economic activities in
Palestine in 2013, with the exception
of agriculture and information and
communications. The construction
activity recorded the highest increase

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

in the number of employed persons,
followed by the transportation and
storage activity, and industry. Growth
rates varied between the West Bank
and the Gaza Strip, but the percentage
distribution of employed persons
during 2013 remained similar to that of
2012.

The nominal average daily wage
increased in Palestine in 2013 by
4.6% to NIS 97.2 compared with
2012, while real average daily wages
rose by 2.9% during the same year.
The value added per employed person
in Palestine fell by 0.2% in 2013
compared with 2012.

The overall consumer price index in
Palestine rose by 1.72% during 2013
to 138.75 compared with 136.40 in
2012 (base year 2004). The increase
in the consumer price index during
2013 was mainly attributed to the
higher prices of some commodities
within major groups with the highest
relative weight.

The current account deficit in
Palestine during 2013 fell by 16.0%
to USD 1,746.6 million. This decline
was due to a rise in the value of net
current transfers, which increased by
25.1%, and also to the rise in the value
of net compensation of employees and
in net investment income.

The trade balance deficit increased
by 6.3% in 2013 to total USD 5,414.4
million, 70.2% of which was imports.
Received compensations of employees
from abroad increased during 2013 by
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13.9% to total USD 1,286.3 million.
Received current transfers from abroad
increased by 0.3% during 2013 to USD
2,516.0 million, while received capital
transfers from abroad decreased by
42.4% to USD 350.0 million in 2013.

The net international investment
position (11P) for Palestine increased
by 31.9% during 2013 to a total of
USD 880.5 million. Total stocks of
external assets had increased by 10.8%
at the end of 2013. Total stocks of
foreign liabilities in Palestine increased
by 7.7% compared with 2012.

The current Palestinian budget
deficit decreased to USD 1,381.7
million in 2013 compared with USD
1,455.5 million in 2012. This was
accompanied by a rise in the level of
external support to cover the budget
deficit with a total value of USD
1,255.3 million. During 2013 total net
revenues increased by 11.4% to USD
2,312.4 million, while government
expenditure increased by 4.6% to USD
3,694.1 million. In the same year
(2013), gross domestic tax revenues
USD 597.6 million and accounted for
25.8% of total net revenues. Total
clearance revenues increased to USD
1,690.5 million and constituted 73.1%
of total net revenues in 2013.

The value of residents deposits in
local banks increased by 10.8% in
2013 and at the end of the year
totaled about USD 8,024.9 million.
Deposits by institutions of the state of
Palestine constituted 6.6% of all
deposits by residents in 2013. There

was an increase of 7.0% in the total of
credit facilities provided to resident
customers during the same year.

Services and other items rank first
place in the Palestinian economy in
terms of the value added, followed by
the trade activity and industry, while
the value added in the agriculture
activity made a low contribution
percentage to GDP. In the value added
per employed person, the information
and communications activity took first
place, followed by industry, services
and other items, and construction. The
nominal daily wage reached its highest
value in the information and
communications activity, followed by
services and other items, while it was
the lowest in the agriculture activity.
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Economic Performance in 2013

1 — Gross Domestic Product (GDP)1

The Gross Domestic Product (GDP) in Palestine grew by 1.9% during 2013, which is
lower than the growth rate in 2012. The Palestinian economy exhibited a recovery during
2009-2011 after undergoing significant volatility during the period of the Al-Agsa Intifada.
Growth rates peaked by 12.4% in 2011 before falling by 6.3% in 2012, and by 1.9% in 2013.

The growth rate was 6.0% in the Gaza Strip, which was higher than that of 0.5% in the
West Bank during 2013. In 2011, the growth rate in the Gaza Strip reached a record level of
17.7% compared with 2010. However, growth decreased during 2013 compared with the
relatively high rates of previous years as a result of the decline in trade through the tunnels
with Egypt, although assistance and support continued at the same level as before. In the
West Bank, Israeli restrictions on economic activities and the financial crisis continued to
impede increases in growth.

Despite a rise in growth rates over past years, the Gaza Strip contributed 27.1% of
Palestinian GDP in 2013. GDP in the Gaza Strip totaled about USD 2,020.5 million in 2013
of total Palestinian GDP of USD 7,455.6 million, but was lower than the rate of 37.4%
achieved in 2005. Growth rates increased in the Gaza Strip by 12.7% during 2005- 2013
compared with growth of 80.9% in the West Bank over the same period (see Figure below).

GDP by region, 2005- 2013 at constant prices: base year 2004
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------ Palestine* West Bank* Gaza Strip

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

The GDP per capita fell by 1.1% to USD 1,788.1 in 2013 compared with 2012. This was
because growth in GDP was slower than population growth during this period and signifies
a decrease in individual standards of living in Palestine. In 2013 it was the first time that
GDP per capita fell since 2006 (see Table 1).

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

[13]
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Table 1: GDP and GDP Per capita by region, 2005- 2013, at constant prices:

base year 2004

2005 2006 2007 2008 2009 2010 2011 2012 2013
S;)DP)'" Palestine™ (Million 7067 46006 49134 52121 56636 61223 68823 73148 74556
SE;)'” West Bank* (Million 5 1536 31307 35209 39473 43046 46090 51012 54090 54351
SEDP)'“ Gazastip Million 7009 14789 13835 12648 13500 15133 17811 19058 20205
1 H i *

?UDSF;)H CapitainPalestine™ ) joq 4 13601 14060 14491 15298 16064 17525 18075  1788.1
GDP Per Capita in West 15152 15348 16819 18305 10430 20251 21815 22513  2,202.2
Bank * (USD)

GDP Per Capitain GazaStrip 4 37,5 10961 9913 8781 9141 9857 11211 11590 11875

(USD)

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

Despite a high growth rate in the Gaza Strip over the past five years, GDP per capita
has remained lower than in the West Bank. The GDP per capita in the Gaza Strip totaled
USD 1,187.5 in 2013 compared with USD 2,202.2 in the West Bank. This means that GDP
per capita in the West Bank is twice that of the Gaza Strip, which is almost the same
percentage as the previous year, but still higher than in 2005 when GDP per capita was evenly
matched between the West Bank and Gaza Strip. This is due to high growth rates in GDP in
the West Bank compared with the Gaza Strip (see Figure below).

GDP per capita by region, 2005- 2013 at constant prices: base year 2004
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Palestine witnessed fluctuations in growth in the value added of most economic activities
during 2013. The construction, transportation and storage, and industry activities recorded
growth, while agriculture, information and communications, and wholesale and retail trade
saw a decline in growth rates. Construction recorded the highest growth rate during 2013 of
12.1%, followed by transportation and storage with 10.2%, and industry with 7.3%.
agriculture activity fell by 9.1%, and information and communications also fell by 5.6%
(see Table 2).

Table 2: Value added of economic activities and percentage change by region 2012,
2013, at constant prices: base year 2004

Value in USD Millions

Palestine* West Gaza
Bank* Strip
Economic activity Value added Value added %Change %Change  %Change
2012 2013

Agriculture 339.1 308.3 9.1 -16.2 5.6
Industry 1,091.6 1,171.1 7.3 7.8 4.7
Construction 715.1 801.3 12.1 11.4 13.0
Wholesale and retail trade 1,304.9 1,284.4 -1.6 -4.0 8.6
Transportation and storage 115.1 126.8 10.2 10.9 6.8
Information and 468.3 441.9 5.6 5.7 0.0
communications
Services and other items 3,280.7 3,321.8 1.3 0.2 3.7

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

Despite growth in some economic activities in Palestine during 2013, the growth rate
varied between the West Bank and the Gaza Strip. The construction activity grew by
11.4% in the West Bank, followed by transportation and storage activity, and industry
activity. In the Gaza Strip, construction activity increased by 13.0%, followed by wholesale
and retail trade activities by 8.6%, and the transportations and storage activity by 6.8%.
The agriculture activity fell by 16.2% in the West Bank compared with an increase of 5.6% in
the Gaza Strip.

In terms of contribution to GDP, the services and other items activity made the highest
contribution to GDP in Palestine with 44.6%. This may be explained by the fact that the
services and other items activity includes a wide range of activities like financial and
insurance activities, accommodation and food service activities, real estate activities,
professional, scientific and technical activities, administrative and support service activities,
education, human health and social work activities. This was followed by the wholesale and
retail trade activity with 17.2%, industry activity with 15.7%, construction activity with
10.8%, and only 4.1% by the agriculture activity.

[15]



PCBS: Performance of the Palestinian Economy, 2013

The structure of economic activities differed in the West Bank and Gaza Strip in 2013.
The services and other items activity represented the largest contributor to GDP in both the
West Bank and Gaza Strip: it contributed 52.5% of GDP in the Gaza Strip and 41.5% of GDP
in the West Bank. The construction activity contributed 16.4% in the Gaza Strip versus 8.7%
in the West Bank, while wholesale and retail trade activity contributed 18.6% in the West
Bank versus 13.6% in the Gaza Strip. Industry activity contributed 17.8% of West Bank GDP
versus 10.1% in the Gaza Strip, and information and communications activity contributed
8.0% of GDP in the West Bank versus 0.4% in the Gaza Strip. Agriculture contributed 5.8%
to Gaza Strip GDP versus 3.5% in the West Bank (see Figure below).

Percentage contribution of economic activities in GDP by region, 2013 at constant
prices: base year 2004
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* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.

[16]
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2—-Labor Market

Labor is one of the most important factors of production in the Palestinian economy in the
face of limited natural resources and Israeli control over land, water and restrictions on the
movement of people, goods and capital (see Table 3).

Table 3: Labor market indicators for individuals aged 15 years and above in Palestine,

2005- 2013
2005 2006 2007 2008 2009 2010 2011 2012 2013

Labor force in

thousands 789 834 882 908 951 976 1,059 1,114 1,155
Participation rate 40.4 41.0 41.7 41.2 41.6 411 43.0 43.6 43.6
Employed persons in

thousands 603 636 690 667 718 744 837 858 885
% change in number

of workers 9.4 55 8.5 -3.3 7.6 3.6 12.5 2.5 3.1

Nominal average
daily wage (NIS)
Real average daily
wage*(NIS)
Unemployment rate 235 23.7 21.7 26.6 24.5 23.7 20.9 23.0 234

Value added per
employed person**
(USD/ employed
person)

77.0 81.5 81.9 87.0 91.3 91.7 91.7 92.9 97.2

74.0 75.4 74.4 71.9 73.4 711 69.1 68.1 70.1

8,769.1 7,9339 7,811.4 19,1440 9,209.1 09,4919 9,338.3 09,5493 9,534.0

* The nominal daily wage was linked to CPI to monitor the purchasing power of employees at constant prices (base year
2004).

** Value added per employed person = value added / number of employed persons. The data excludes those parts of
Jerusalem governorate which were annexed by Israel in 1967.

The numbers entering the labor market increased steadily in 2013 in line with
population growth, but the labor force participation rate remained stable at 43.6%. The
numbers entering the labor market in 2013 increased to 1,155 thousand employed persons,
representing an increase of 3.7% over 2012. In 2013, the labor force participation rate varied
from 45.0% in the West Bank compared with 41.2% in the Gaza Strip. This reflects an
improvement in the participation rate in the Gaza Strip from 40.1% in 2012, while the rate fell
from 45.5% in the West Bank in 2012.

The labor force increased by 3.7% in 2013, but the number of employed persons
increased by only 3.1% compared with 2012. The number of employed personsin
Palestine totaled 885 thousand in 2013 compared with 858 thousand in 2012. Although
the increase in the number of employed persons in 2013 is an improvement on the 2.5% rise
in 2012, it remains lower than the rapid growth of 12.5% experienced in 2011. The increase
was 2.7% in the West Bank in 2013 compared with 4.3% in the Gaza Strip.

The number of employed persons grew more slowly than the rate of increase in the
labor force and led the unemployment rate to rise to 23.4% in 2013 compared with
23.0% in 2012. This is related to the inability of the economy to absorb the growing numbers
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of people entering the labor market. As a result, the unemployment rate rose in the Gaza Strip
to 32.6% in 2013 compared with 31.0% in 2012. In the West Bank, the unemployment rate
fell to 18.6% compared with 19.0% previously (see Figure below).

Unemployment rate by region, 2005- 2013
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Most economic activities saw an increase in the number of employed persons in 2013,
except for agriculture and the information and communications activity. Construction
recorded the highest growth in the number of employed persons of 11.8% during 2013
compared with 2012. The transportation and storage activity, and industry activity also
recorded an increase in the number of employed persons in 2013 of 4.7% and 4.6%
respectively. In information and communications, the number of employed persons fell by
7.1% and in agriculture the number fell by 5.3% compared with the previous year.

The number of employees in most economic activities differed between the West Bank
and the Gaza Strip. In the West Bank, construction activity recorded the highest increase of
15.2% in the number of employed persons during 2013, followed by transportation and
storage with 7.3%. The number of employed persons in information and communications
decreased by 15.2%, and by 8.2% in agriculture. The Gaza Strip witnessed an increase of
22.2% in information and communications activity during 2013, followed by a rise of 13.4%
in wholesale and retail trade. The number of employed persons in construction fell by 5.6%
due to the strict blockade on border crossings preventing all economic transactions to and
from the Gaza Strip, especially the Rafah border crossing with Egypt, and leading to a decline
in construction activity indicators during the year (see Table 4).
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Table 4: Number of employed persons by economic activity and percentage change by
region, 2012, 2013

Palestine % change
_ o number of  number of
Economic activity Employed  Employed % change West Bank Gaza Strip
Persons Persons
2012 2013
Agriculture 98,300 93,100 -5.3 -8.2 5.1
Industry 108,500 113,500 4.6 4.8 3.8
Construction 123,300 137,800 11.8 15.2 -5.6
Wholesale and retail trade 149,900 151,900 1.3 -3.3 13.4
Transport and storage 47,100 49,300 4.7 7.3 0.5
Information and communications 8,400 7,800 -71 -15.2 22.2
Services and other items 322,700 331,700 2.8 2.7 2.9
Total 858,200 885,100 31 27 4.2

Despite the disparity in growth rates in the number of employed persons in various
economic activities during 2013, the percentage distribution of employed persons
remained similar to that in 2012. Employed persons in Palestine were largely concentrated
in services and other items activity 37.5% during 2013, followed by employed persons in
wholesale and retail trade 17.2% and construction 15.6%. These figures varied significantly
between the West Bank and Gaza Strip. The percentage of employed persons in services and
other items activity (including government employees) in the West Bank was 31.0%
compared with 52.4% in the Gaza Strip. The percentage of employed persons in industry was
15.7% in the West Bank and 6.2% in the Gaza Strip and the percentage of employed persons
in construction was 19.3% in the West Bank compared with 7.0% in the Gaza Strip (see
Figure below).

Percentage distribution of employed persons by economic activity and region, 2013
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In 2013 the nominal average daily wage increased in Palestine by 4.6% compared with
2012 and real average daily wages rose by 2.9%. The nominal average daily wage was
NIS 97.2 in 2013, about 4.6% higher than the nominal average daily wage in 2012 and 31.7%
higher than the nominal average daily wage in 2004. However, when wages are linked to
price inflation in Palestine, real average daily wages in 2013 were 5.0% lower than in 2004,
demonstrating the decline in purchasing power i.e., the increase in the nominal wage per
employed person was less than price inflation in Palestine during that period (see Figure
below).

Average nominal and real daily wages in NIS in Palestine 2004- 2013: base year 2004
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Value added per employed person in Palestine decreased by 0.2% during 2013
compared with 2012. Value added per employed person fluctuated during 2005-2013 and
decreased continuously after 2005 to its lowest level in 2007, when it then started to recover
and reached USD 9,534.0 per employed person in 2013. Value added per employed person is
an important indicator to measure the efficiency and effectiveness of work in achieving a
specific level of production process outputs, and the extent of the exploitation of the
technological component in the production process. There are many factors that play an
important role in determining the level of value added per employed person, including the
quality of the inputs of production, technology, education, training, plus the work
environment represented in the laws and regulations of the labor market and other domains
(see Figure below).
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* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.
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3-Prices and Purchasing Power

The cost of living (overall consumer price index - CPI) increased by 1.72% in Palestine
during 2013 to 138.75 compared with 136.40 during 2012 (base year 2004). In
comparison with previous years, this increase is moderate, but when added to the successive
increases in previous years, it means that prices during 2013 were higher. The main groups
that pushed this increase were alcoholic beverages and tobacco, which increased by 12.37%
because of high customs on tobacco goods; education, which increased by 6.95% due to high
premiums on private education and university; housing, which increased by 3.84% as a result
of the rise in household fuel prices; and food and soft drinks increased by 0.80% (see Figure
below).

Trends in consumer price index (CPI) in Palestine, 2004- 2013

138.75

140
135
130
125
120
115
110
105
100

Index

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Year

Changes in consumer prices varied by area in Palestine in 2013 compared with previous
year; prices increased by 3.10% in the West Bank and by 1.81% in Jerusalem,' while
the consumer price index in the Gaza Strip fell by 0.76%. The three regions were all
affected by the rise in prices of major groups as a result of increases in tobacco prices, private
education and university, and household fuel. Consumer prices in the West Bank was mainly
caused by price increases in alcoholic beverages and tobacco by 18.79%, medical care by
4.59%, education by 3.99%, food and soft drinks by 3.01%, and housing by 2.00%. In
Jerusalem the rise in the consumer price index was mainly due to price rises in alcoholic
beverages and tobacco by 14.17%, education by 7.90%, housing by 5.74%, and transportation
by 0.28%. In the Gaza Strip, prices fell due to the lower price of housing by 3.60%, medical
care by 2.96%, and transportation by 0.93%, despite higher prices in education by 3.58%,
alcoholic beverages and tobacco by 2.92% and food and soft drinks by 0.24%.

! Those parts of Jerusalem governorate which were annexed by Israel in 1967.
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The relative weight of groups that make up the consumer price index can vary. The food
and soft drinks group has a higher relative weight in the consumer basket in Palestine as they
make up approximately 37.6%, followed by housing with approximately 10.4%,
transportation with approximately 9.9%, and textiles, clothing and footwear with
approximately 7.0%; education, alcoholic beverages and tobacco, and restaurants and cafes
occupy a low proportion of the consumer basket. Although prices increased in alcoholic
beverages and tobacco and education during the year, the decline in the relative weight of the
two groups did not influence the increase on the consumer price index (see Table 5).

Table 5: Consumer Price Index, annual percentage change and relative weight of
consumer prices by major groups in Palestine, 2012, 2013: base year 2004

Consumer Price Index

Mai 2012 2013 % change Relative

ain groups Weight*
Food and soft drinks 151.25 152.46 0.80 37.64
Alcoholic beverages and tobacco 173.85 195.35 12.37 4.66
Textiles, clothing and footwear 115.66 114.90 -0.66 6.96
Housing 136.10 141.33 3.84 10.38
Furniture, household goods 116.76 118.75 1.71 6.31
Medical care 119.86 121.90 1.70 4.45
Transportation 129.26 128.30 -0.74 9.86
Communications 107.61 107.32 -0.27 3.79
Recreational, cultural goods & services 105.54 104.95 -0.55 4.84
Education 118.97 127.24 6.95 3.56
Restaurants and cafes 150.59 156.11 3.67 2.18
Miscellaneous goods and service 131.21 129.46 -1.33 5.37
Overall Consumer Price Index 136.40 138.75 1.72 100.00

* According to relative weight of major groups of consumer prices for 2004.
The percentages change were calculated based on the value before rounding.
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4 - Balance of Payments

The balance of payments is an organized summary record of all economic transactions
between residents in Palestine and non-residents, and a record of credit and debts as a result of
those exchanges and economic transactions. The balance of payments consists of three parts:
the current account, capital account and financial account. The current account includes four
sub-accounts as follows: goods, services, income and current transfers. The capital account
includes capital transfers and the acquisition of assets that are non-financial and non-produced
or disposal of them. The financial account includes direct investment, indirect investment,
and other investments and reserve assets.

The current account deficit in Palestine during 2013 decreased by 16.0% to USD 1,746.6
million. This decline was due to a rise of 25.1% in the value of net current transfers, and also
a rise of 13.9% in the value of net compensation of employees, in addition to net investment
income (see Table 6).

Table 6: Components of the current account in Palestine, 2005- 2013

Value in USD million

2005 2006 2007 2008 2009 2010 2011 2012 2013*

Current account -1,495.8 -1,301.4 -560.3 2480 -1,206.8 -1,229.6 -2,0654 -2,079.2 -1,746.6

net

Compensation of 498.1 596.5 612.2 828.8 830.3 1,076.6 1,2441 1,128.7 1,2854

employees, net

Investment 88.4 1135 168.0 173.9 45.9 215 13.7 8.6 33.7
income, net
Current 1,183.3 14148 2,395.2 3,333.0 2,267.5 2,102.8 1,2275 1,8775 2,348.7

transfers, net

Exports of goods 840.3 858.0 1,239.6 13694 14386 1,708.2 2,081.6 2,157.6 2,303.2

and services

Imports of goods ~ 4,105.9  4,284.2 49753 54571 5,789.1 6,138.7 6,6323 7,251.6 7,717.6

and services

* Quarterly preliminary data

The trade balance deficit increased by 6.3% in 2013 to USD 5,414.4 million, which was
70.2% of imports. The increase in the trade balance deficit in 2013 was due to an increase of
6.7% in total exports of goods and services to USD 2,303.2 million, while total imports of
goods and services increased by 6.4% to USD 7,717.6 million. This exacerbated the trade
balance deficit, especially during 2005-2013, despite a steady increase in imports and exports,
because the value of imports of goods and services increased by more than the increase in the
value of exports (see Figure below).
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Trade balance of goods and services in Palestine, 2005- 2013
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Received compensation of employees from abroad increased by 13.9% in 2013 to USD
1,286.3 million compared with USD 1,129.5 million in 2012. The amount of received
compensation of employees from abroad has increased steadily since 2005. It fell slightly
during 2012, but rebounded in 2013 to USD 1,286.3 million, which is the highest during this
period and an increase of 157.7% compared with 2005. Received compensation of employees
contributed 90.1% of total received income account, while investment income covered the
rest (see Figure below).

Trend of received compensation of employees from abroad in Palestine, 2005- 2013
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Received current transfers from abroad increased by 0.3% during 2013 to USD 2,516.0
million compared with USD 2,507.3 million in 2012. This reflects the heavy dependency of
the Palestinian economy on current transfers received from abroad to support the general
budget and the extent of external transfers to the private sector.
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Received capital transfers from abroad decreased by 42.4% to USD 350.0 million in
2013 compared with USD 607.6 million in 2012. Received capital transfers fluctuated
during 2005- 2013, reaching their lowest level during 2006 as a result of the political changes
in Palestine during that period, but increasing to their highest value in 2010 before falling to
USD 350.0 million in 2013 (see Figure below).

Trend of received current and capital transfers from abroad in Palestine, 2005- 2013
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5 - International Investment Position (11P)

The International Investment Position (IIP) is defined as an accounting sheet record of the
investments stocks of residents in Palestine (individuals, institutions and government)
invested in the rest of the world abroad under the name of (assets), plus the investments
stocks owned by residents outside Palestine (individuals, institutions and governments)
invested in Palestine under the name of (liabilities).

The net international investment position (11P) for Palestine increased by 31.9% during
2013 to a total of USD 880.5 million compared with USD 667.4 million in 2012. This
means that the total stocks of external assets for Palestine are greater than the total stocks of
foreign liabilities in Palestine. The total stocks of external assets had increased by 10.8% by
the end of 2013 to USD 5,828.1 million. Foreign direct investment abroad contributed 2.9%,
portfolio investments abroad represented 17.2%, other investments abroad represented 68.1%
(currency and deposits represented 98.9% of them), and reserve assets formed 11.8%.

The total stocks of foreign liabilities in Palestine increased by 7.7% during 2013 to USD
4,947.6 million. Foreign direct investment in Palestine contributed 49.7%, portfolio
investments in Palestine formed 15.5%, and other investments in Palestine contributed 34.8%
(see Table 7).

Table 7: Components of the International Investment Position (IIP) in Palestine,

2010 - 2013

Value in million USD
2010 2011 2012 2013
International investment position (net)* 1,285.9 720.9 667.4 880.5
Total external assets 5,423.1 5,233.4 5,262.1 5,828.1
Foreign direct investment abroad 241.0 192.2 231.9 171.0
Portfolio investments abroad 806.3 1,147.6 1,030.0 1,005.3
Other investments abroad 3,845.2 3,396.6 3,336.2 3,966.6
Of which: currency and deposits** 3,671.4 3,325.9 3,234.0 3,923.1
Reserve assets 530.6 497.0 664.0 685.2
Total foreign liabilities 4,137.2 4,512.5 4,594.7 4,947.6
Foreign direct investment in Palestine 2,175.2 2,328.0 2,336.2 2,458.6
Foreign portfolio investments in Palestine 611.9 611.2 675.5 768.2
Foreign other investments in Palestine 1,350.1 1,573.3 1,583.0 1,720.8
Of which: loans from abroad 1,119.3 1,208.1 1,140.0 1,167.0
Of which: currency and deposits*** 228.0 358.6 443.0 551.8

* International investment position (net) equals total external assets minus total foreign liabilities.

** Currency and deposits: including residents deposits in banks abroad, in addition to foreign currency cash in the Palestinian
economy.

*** Currency and deposits: include the deposits of non-residents deposited in local banks.
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6 - Foreign Trade'

Palestinian foreign trade is concentrated with Israel. In 2013 registered imports from
Israel represented 72.3% of all imports, and registered exports to Israel represented
89.5% of all Palestinian exports. This reflects the size of the dependency of the Palestinian
economy on that of Israel as a result of Israeli occupation control over crossings and the
obstacles and procedures imposed on Palestinian exports.

Palestinian imports and exports are concentrated in specific goods. Ten goods (out of
4,574 items imported in 2013) formed 39.3% of registered goods imports to Palestine.
Fuel oil (diesel) is the top of these items with 11.1%, electricity 9.8%, and gasoline 5.4%.
These three items constitute 26.3% of the value of total registered goods imports for 2013 (see
Table 8).

The top ten exports goods from Palestine represent 42.4% of all registered goods exports
(1,220 items), of which building stones represented 11.2%, medical herbals 5.8%, and waste
and scrap of tinned iron or steel 4.6%, and Sacks and bags of nylon 4.3%. These four items
constitute 25.9% of the value of total registered goods exports for 2013. (see Table 9)

Table 8: Top ten registered goods imports, 2013

Value in USD Thousands

Goods Value* Percentage**
Fuel oil (Diesel) 571,831 111
Electricity 504,581 9.8
Gasoline 279,191 54
Liquid gas 202,293 3.9
Portland cement 131,407 25
Preparations of fodder for animal feeding 85,864 1.7
Marble, travertine and alabaster articles 67,900 1.3
Building steel 67,070 1.3
Cigarettes containing tobacco 61,940 1.2
Bovines 58,459 1.1
Total 2,030,536 39.3

* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.
* *The percentage for each item is calculated based on the value of total registered goods imports.

! Foreign trade data are registered and excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.
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Table 9: Top ten registered goods exports, 2013

Value in USD Thousands

Goods Value* Percentage **
Building stones 100,600 11.2
Medical Herbals 52,349 5.8
Waste and scrap of tinned iron or steel 41,771 4.6
Sacks and bags of nylon 38,951 4.3
Cigarettes, containing tobacco 35,351 3.9
Marble, travertine and alabaster articles 30,084 3.3
Women's shoes 26,238 29
Raw stones 21,866 2.4
Wooden furniture for bedrooms 21,060 2.3
Spring mattresses 15,757 1.7
Total 384,027 42.4

* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.
* * The percentage for each item is calculated based on the value of total registered goods exports.
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7-Public Finance!

The current Palestinian budget deficit decreased in 2013 to USD 1,381.7 million
compared with USD 1,455.5 million in 2012. This was mainly due to a rise in government
revenues that was higher than the rise in government expenditure. This was accompanied by
a rise in external support to cover the budget deficit: the total value of external support was
USD 1,255.3 million compared with USD 775.5 million in 2012 (see Figure below).

Components of general budget in Palestine, 2005- 2013
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* Current deficit does not include development expenditure.

Total net revenues increased by 11.4% to USD 2,312.4 million in 2013 compared with
USD 2,075.2 million in 2012. Gross domestic revenues (tax and non-tax) accounted for a
third of total net revenues, while gross domestic tax revenues accounted for 25.8% of
total net revenues in 2013 and totaled USD 597.6 million compared with USD 481.0
million in 2012. Gross domestic tax revenues have risen continuously since 2007 as a result
of government reforms in the tax collection, in line with Reform and Development Plan,
which the government has embarked on the implementation. It peaked in 2013, and reflects
the low proportion of the total domestic tax revenues from the total net revenues weakness of
the tax base for Palestine and its dependence on other sources to cover expenses (Figure
below).

! public financial statements do not include local governments (local councils and municipalities).
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Gross domestic tax revenues in Palestine, 2005- 2013
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Gross clearance revenues increased compared with 2012 to USD 1,690.5 million and
constituted 73.1% of total net revenues in 2013. This may be attributed to greater control
over the commitment of traders to submit defrayal bills to the Palestinian state, in addition to
the high volume of imports from foreign countries and Israel. It also reflects the extent of the
reliance of Palestine’s general budget on Israel (see Figure below).

Gross clearance revenues in Palestine, 2005- 2013
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Conversely, total government expenditure increased in 2013 to USD 3,694.1 million
compared with USD 3,530.7 million in 2012. Salaries and wages are the major
components of government expenditure in Palestine. The total salaries and wages bill was
USD 1,919.0 million in 2013, making up 51.9% of total expenditures (see Figures below).
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Percentage distribution of total
expenditure and net lending in
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8 — Banking Sector

In 2013 the value of residents deposits in local banks increased by 10.8% and totaled
USD 8,024.9 million at the end of the year compared with USD 7,241.6 million in 2012.
According to data from the consolidated balance sheet of banks issued by the Palestinian
Monetary Authority, deposits by institutions of the State Palestine constituted 6.6% of all
deposits by residents in 2013, which is almost the same as the previous year. There was an
increase of 7.0% in the total credit facilities for resident customers provided during 2013
compared with 2012, including an increase in banking facilities to finance the purchase of
cars and vehicles by 14.7% to USD 130.5 million in 2013.
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9 - Economic Activities
The Palestinian economy is structured over several economic activities. The economic
indicators for the main activities in the Palestinian economy during 2013 are as follows (see

Table 10):

Table 10: Main economic activities by major characteristics in Palestine*, 2013

Wholesale Transportation  Information and Services
Agriculture  Industry  Construction  and retail P L and
and storage communications
trade other
items
Contribution to 4.1 15.7 10.8 17.2 1.7 5.9 44.6
GDP (%)
Value added 308.3 1,171.1 801.3 1,284.4 126.8 4419 3,321.8
(Million USD)
Value added
per employed
person (Dollar/ 3,665.9 11,549.3 10,273.1 8,938.1 2,849.4 56,653.8 10,303.3
employed
person)
Employed
persons 84.1 101.4 78.0 143.7 44.5 7.8 322.4
(Thousands)
Nominal
omina 40.2 69.0 79.2 58.1 52.6 95.1 93.1

average daily
wage (NIS)**

* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.
** See average exchange rate of the USD to the Israeli shekel (annexe).

Services and other items rank first in the Palestinian economy, value added and
employment with a percentage contribution to GDP of 44.6% in 2013 and 322.4
thousand employed persons. The value added for services and other items in 2013 was USD
3,321.8 million, an increase of 1.3% compared with 2012, and the number of employed
persons increased by 3.8% during the same period. The nominal average daily wage for
waged employees in services and other items was NIS 93.1, while the value added per
employed person totaled USD 10,303.3 during 2013.

Industry contributed 15.7% to GDP in 2013 and had 101.4 thousand employed persons.
The value added for industry in 2013 totaled USD 1,171.1 million, an increase of 7.3%
compared with 2012. The number of employed persons increased by 3.3% compared with
2012. Industrial activity is characterized by high value added per employed person of USD
11,549.3 in 2013, although the nominal average daily wage of waged employees in industry
was NIS 69.0.

The Agriculture activity contributed 4.1% to GDP in 2013 and had 84.1 thousand
employed persons. The value added of the agriculture activity was USD 308.3 million in
2013, a fall of 9.1% in 2013, while the number of employed persons fell by 7.7% compared
with 2012. Value added per employed person in agriculture was USD 3,665.9, which is the
lowest of the main economic activities (after transportation). The nominal average daily wage
in this activity was also the lowest at NIS 40.2 in 2013.
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Wholesale and retail trade is a vital activity of the Palestinian economy and contributed
17.2% to GDP in 2013, while the number of employed persons increased to 143.7
thousand. The value added of this activity totaled USD 1,284.4 million in 2013, marking a
fall of 1.6% in 2013. The number of employed persons increased by 1.8% in 2013, but wages
and value added per employed person remained low. The nominal average daily wage was
NIS 58.1 and value added per employed person was USD 8,938.1.

The construction activity contributed 10.8% to GDP in 2013 and the number of
employed persons increased by 4.1% to 78.0 thousand. The value added totaled USD
801.3 million, an increase of 12.1% in 2013 compared with 2012. Nominal average daily
wages for waged employees in construction was NIS 79.2 and value added per employed
person was USD 10,273.1. The construction activity is a key item of fixed capital formation,
which falls within the calculation of GDP and represents a basic element in the study of the
structure and evolution of the Palestinian economy (see Table 10).

Building licenses are indicators of the status of construction in Palestine. During 2013,
the number of building licenses increased by 10.9% compared with 2012, indicating that
the construction of new buildings was significant. Administrative records from the
Ministry of Local Government indicated that 61.8% of licenses were issued for new
buildings. The number of building licenses issued in Palestine during 2005-2013 has
fluctuated and administrative records indicated a sharp decline in 2007, followed by a slight
rise in the number issued during 2008. Figures began to rise after 2009 and reached their
highest point during 2013 with 9,138 licenses (see Figure below).

Number of building licenses issued in Palestine*, 2005- 2013
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* The data excludes those parts of Jerusalem governorate which were annexed by Israel in 1967.

The data excludes boundary walls licenses.

The data for 2008 doesn’t include the data for the third and fourth quarter of 2008 for the Gaza Strip were not available
from the sources.
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The quantities of cement imported increased by 7.9% in 2013 to 1,365.3 thousand tons
compared with 1,265.5 thousand tons in 2012. The quantities of cement imported into the
Gaza Strip declined from 2006 to 2008 and data show that no cement entered the Gaza Strip
from abroad in 2009, despite very small quantities entering during 2010-2013 (see Figure
below).

Quantities of cement imported by region, 2005- 2013
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Annexes

Average exchange rate of USD to Israeli shekel during 2005- 2013

2005 2006 2007 2008 2009 2010 2011 2012 2013

Annual average 4.49 4.46 4.10 3.54 3.97 3.73 3.58 3.85 3.61
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