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Fischer, E Jenkner and M Said), Washington DC: IME.
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FORWORD

With this 46" issue of the Monitor, which covers economic
developments and indicators in the second quarter of 2016,
we wind up the planned issues for this year. There is always a
time lag of approximately half a year between publishing an
issue and the period that it covers, which is a consequence of
the need to keep pace with the release of economic data by
the Palestinian Central Bureau of Statistics (PCBS).

In addition to the regular periodic economic data, Monitor
46 features six analytical boxes and an introductory box of
the Palestine Capital Market Authority (PCMA). The PCMA
will officially join the institutions partnering in the publica-
tion of the Economic Monitor as of 2017, i.e., starting from
the next issue. The practice of highlighting an important eco-
nomic concept, started in the previous issue with a view of
making it a permanent feature of the Monitor, is continued
this time with the featuring of “Gravity Models” in interna-
tional trade.

The changes that have been introduced to the Economic
Monitor as of the last issue, entailing both content and de-
sign, have been met with a positive reaction so far, and we
look forward to receiving more feedback as we continue to
work on the development of this publication towards making
it a more visual analytical reference for developments, data,
and indicators related to the Palestinian economy.

On this occasion, we would like to extend our gratitude to
those who have been supporting the Monitor through the
years, enabling its sustainability and development.

Palestine Economic Policy Research Institute (MAS)
Palestinian Central Bureau of Statistics (PCBS)
Palestine Monetary Authority (PMA)
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1. GDP!

Gross Domestic Product (GDP) is the monetary value of all types of
goods and services produced in an economy during a specific period
of time. To avoid double counting, the GDP measures the value of
final goods. And it is called “domestic” because it records the value
of production within a certain geographic area, whether it is the
production of a citizen or a non-citizen (while the “GNP” variable»
takes into account the production of citizens of a certain country,
whether they live inside or outside the country). GDP is valued at
current prices or constant prices in a given year (base year). The lat-
ter reflects the real increase in production and it excludes the in-
crease generated by the rising prices (inflation) since the base year.

GDP is a measure of flow not of stock, like the stock of net capital assets
accumulated in a country over the years. GDP is measured in one of two
ways: from the production side (the value of what is produced by every
sector of the economic, such as agriculture, industry, etc...) or from the
use side (the value of the different uses of the produced goods, such as
domestic consumption and investment). It is important to note that,
since part of the domestic consumption comes from imports, and part of
domestic production goes to export, the calculation of GDP from the use
side requires the addition of export and subtraction of imports.

The Palestinian GDP (at 2004 constant prices) grew by 1.7% over Q2
2016 compared with the previous quarter mounting to US$ 2,035 mil-
lion. This growth was the result of an increase of 4% in the West Bank
compared to a decline of 4.8% in the Gaza Strip. This is contrary to the
first quarter, as growth in Gaza Strip was higher than it was in the West
Bank. Regarding the annual growth of Palestinian GDP, through Q2
2015 to Q2 2016, it has reached 3.9%. In terms of per capita GDP, it
rose in Q2 2016 by about one percentage point compared with the
previous quarter, and the same percent of increase compared with the
corresponding quarter of the previous year.

The Gap in GDP between the West Bank and the Gaza Strip

Despite the decline in the gap between the West BanK’s and Gaza
Strip’s contribution to GDP in Q2 2016, it rebounded in the second
quarter of the same year, as the share of the West Bank to GDP
increased by half a percentage point. As for the gap between per
capita GDP between the West Bank and Gaza Strip, it has reached
US$ 324. The average per capita income in the Gaza Strip is about
44% only of the average per capita income in the West Bank, a
decline of about four percentage points from the previous quarter.

GDP Structure

There has been little change on the GDP structure between the first and
second quarters of 2016, as well as between the corresponding quarters
in 2015 and in 2016. The only significant change that has occurred is
the rise in the share of Public Administration and Defense and Other
services by about 1.8 percentage points, compromising the growth of
the productive sectors (agriculture, industry, mining and electricity,
and water and construction), which contributed only 24% of GDP. This
is the result of the services sectors expansion at the expense of the main
productive sectors, a trend that has started years ago.

GDP Expenditure

The absolute increase of GDP value between Q2 2015 and Q2 2016
amounted to about US$ 76 million (which represents a growth of 3.9% as
mentioned before). If we look at the distribution of expenditure on this
increase, we find that final consumption expenditure increased by US$ 149
million during this period, which is more than the absolute increase in the
domestic product. This gap between the increased use\consumption and
increased production in the economy has been covered by the decline of
investment (2.7%) and through imports from abroad (decline of net ex-
ports, i.e. imports subtracted from exports). Meanwhile the deficit in net
exports increased by US$ 67 million, as a result of an increase in the im-
ports by US$ 40 million and a decline in the exports by US$ 27 million.

1 The source of this section data is: PCBS, 2016, Statistics on National Accounts,
Ramallah- Palestine.

Figure 1-1: Palestine GDP* by Region
(constant prices, base year 2004) (US$ Millions)
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(*) Data do not include that part of Jerusalem which was annexed by Israel following its
occupation of the West Bank in 1967.

Figure 1-2: GDP in the West Bank and the Gaza Strip*
(fixed prices, base year 2004) (US$ Millions)
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(*) Data do not include that part of Jerusalem which was annexed by Israel following its
occupation of the West Bank in 1967.

Figure 1-3: Per Capita GDP in Palestine* by Region
(constant prices, base year 2004)

600
West Bank

500 / Palestin

0 / /
/\/ Gaza Strip

300

200

100

0 : : : : : : : : : : )

o [ 0 = (=] —_ o Lg] < w o
8 5 E 2 2 z a a I st 2
=3 (=3 (=3 =3 (=3 =3 = (=3 =3 (= =3
o o (3] (] o (3] (] ™ (3] (] (3]
(] o (] ] o ] a a [ a a
e} o e] o g e} 3] IS o IS g

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

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

Per Capita GDP (US$) 2015 2016

Q2 Ql Q2
Palestine™ 444.7 4443 448.7
-West Bank 578.9 564.0 582.6
-Gaza Strip 252.7 273.9 258.6

(*) Data do not include that part of Jerusalem which was annexed by Israel following its
occupation of the West Bank in 1967.
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Table 1-2: Spending on GDP in the Palestinian Territory *
(fixed prices, base year 2004) (US$ Millions)

Private consumption
Investment (capital formation)
Government consumption
Exports

Imports (-)

2015 Q2

1,734.0
457.6
535.6
456.7

1,206.8

2016 Q2

1,881.0
445.3
537.4
430.1

1,247.0

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

Figure 1-4: Average Per Capita Income in the Gaza Strip Compared
to the West Bank * (fixed prices, base year 2004) (percent %)
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(*) Data do not include that part of Jerusalem which was annexed by Israel following its
occupation of the West Bank in 1967.

Figure 1-5: % Distribution of the Shares of
Economic Sectors to Palestinian GDP*
(constant prices, base year 2004) (% percent)
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Figure 1-6: GDP Expenditure in the Palestinian Territory*
(constant prices, base year 2004) (% percent)
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(*) Data do not include that part of Jerusalem which was annexed by Israel following
its occupation of the West Bank in 1967.

2. The Labor Market'

Labor market statistics differentiate between the population and
the manpower as well as between manpower and the labor force.
Manpower, According to the Palestinian Central Bureau of Statis-
tics (PCBS), comprises all persons aged 15 years and older, while
the labor force includes only all persons qualified to work and
seeking actively to find work. A final variable is the actual number
of workers, as the ratio of the unemployed is measured by the dif-
ference between the labor force and the actual number of the
workers. Figure 2-1 illustrates the relationship between these vari-
ables. In Q2 2016, the population of the West Bank and Gaza Strip
amounted to 4,800 thousand persons, manpower reached 2,918
thousand and the labor force reached 1,334 thousand.

Labor Force and Participation Rate

The numbers indicate that the percent of labor force to manpower
in Palestine (which is known as the participation rate) was around
46% in recent years. This ratio is close to the prevailing ratios in
other countries in the region (42% in Jordan, for example, in 2014,
according to World Bank data), but it is significantly different
from those in developed countries, where the participation rate is
close to 60% or higher, as in Germany and Norway, for example.
There is a big difference between the male and female participa-
tion rates in Palestine, as the percent rises to 71% for males, and
reaches only 20% for females. There is no remarkable disparity
between the West Bank and Gaza Strip in this regard. It is clear
that the low female participation rate in Palestine is the factor
underlying the low total participation rate.

Figure 2-1: Individuals (aged 15 years and older)
and Workers in Palestine (Thousands)
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Figure 2-2: Distribution of Palestinian Workers by
Region and by Sector for Q2 2016 (%)
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1 The source of data in this section: PCBS, 2016, Labor Force Survey, Ramallah- Palestine.



Labor Distribution

The number of workers in Palestine rose slightly by 0.1% between the
first quarter and the second quarter 2016 reaching 975 thousand
workers. The distribution of workers in Q2 2016 was 59% in the West
Bank, around 29% in Gaza Strip, and 12% (or about 114 thousand
workers) in Israel and the settlements. More than the fifth of the
workers in Palestine work in the public sector, and this percentage
rises to about 37% in the Gaza Strip.

The percent of those working in the services sector in Palestine in Q2
2016 was 35%, rising to 56% in the Gaza Strip. Trade comes in second
place, employing 22% of workers in Palestine. It is noted that the con-
struction sector share of employed was 20% in the West Bank, and less
than 5% in the Gaza Strip. Similarly, the share of trade, restaurants and
hotels employment in the West Bank and Gaza Strip amounted to 22%.

Unemployment

The unemployment rate is the number of unemployed people di-
vided by the number of people in the labor force. The unemploy-
ment rate in Palestine rose to 26.9% in Q2 2016, two percentage
points higher than the corresponding quarter 2015, and by almost
half a percentage point from the previous quarter. This rise be-
tween the corresponding quarters was a result of the rise in the
unemployment rate in the West Bank (by three percentage points),
while in the Gaza Strip the rate remained nearly at the same level,
which is the highest unemployment rate in the world.

Among the most noticeable characteristics of unemployment in
the Palestinian territory are the following:

1) It is highest among youth: the unemployment rate
among people aged between 15-24 years reached 41.0% (67.9%
for females versus 34.9% for males). This indicates that a large
proportion of the unemployed are new entrants to the labor
market (see box 1 in this issue of the Economic Monitor, on a
survey of youth transition from education to work).

2)  Unemployment rate decreases with the completion of
higher educational levels for males, inverse to the females (see
Figure 2-5): The unemployment rate in Q2 2016 amounted to
31.2% for uneducated males, while it was 19.3% for males with
13 schooling years and over. On the other hand, the unem-
ployment rate for females with 13 schooling years and over is
50.9% while it is only 5.0% for uneducated females.

Production Growth and the Change in Unemployment

Figure 2-6 shows two curves; one for the production rate of growth (at
constant prices) and the other depicts the unemployment rate for each
quarter during Q2 2012 to Q2 2016. The first thing that is notable in the
graph is the sharp fluctuations in the curve of the GDP growth rate.
There is no doubt that part of this fluctuations can be explained by the
seasonal/cyclical nature of GDP, as economic activity is somewhat re-
duced in the winter and autumn compared to other seasons. Neverthe-
less, the impact of political factors and restrictions imposed by the oc-
cupation on economic activity elucidate the sharp and periodic
fluctuation of economic growth. The second thing to note in the graph
is that there is a clear relation in the movement of the two curves.
Whenever there is an increase in the production rate of growth, it is
accompanied by a decline in the unemployment rate, and vice versa.

Using a simple exercise to link the two variables in the period between Q2
2012 and Q2 2016, we find that every increase in the growth rate by 1% is
accompanied with a decrease in the unemployment rate by 0.26% during
the studied period. This simplified and proximate linkage gives a quick
idea about the amount of acceleration needed in the growth rate, and long
time span necessary to achieve a significant reduction in the high unem-
ployment rates, in Palestine in general, and in Gaza Strip in particular.

Work Hours and Days

Figure 2-7 and Table 2-2 show the average work hours and days for
Palestinian workers. It is noted that there is a convergence in the

Figure 2-3: Distribution of Palestinian Workers
by Economic Activity, Q2 2016 (%)
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Figure 2-4: The No. of Employed and Unemployed in
Palestine by Age Group (Q2 2016)
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Figure 2-5: The No. of Employed and Unemployed in
Palestine by Educational Level and Sex (Q2 2016)

Thousand
700

Male

600 -
500
485 400
300. -
200

. 143 190 100 4
4571 0

Female

Basic Stage Secondary ~ Bachelor Basic Stage Secondary

stage

W Unemployed Employed |

stage

Bachelor

Table 2-1: Unemployment Rate among Individuals

Participating in Palestine’s Labor Force

by Region and Sex (Q2 2016) (%)

Males
West Bank 15.3
Gaza Strip 344
Palestine 22.1

Females
30.5

65.3
44.7

Total

18.3
41.7
26.9



monthly average number of monthly working days in the West
Bank and Gaza Strip, but the average number of weekly work hours
in the West Bank is higher by more than 18% than it is in the Gaza
Strip. It is quite obvious that this is more owing to lack of employ-
ment opportunities in the Strip than productivity or choice of
hours of work (comfort preferences), which may be the case in the
developed countries when such factors explain shorter work hours.

Table 2-2: The Average Weekly Work Hours and the
Monthly Work Days by Region (Q2 2016)

Average Weekly ~ Average Monthly
Place of Work
Work Hours Work days
West Bank 44.5 23.1
Gaza Strip 37.8 23.0
Israel and the settlements 40.7 20.1
Total 41.9 22,5
Wages

The average daily wage for workers in Palestine amounted to NIS 110.4
in Q2 2016. But this average figure hides a significant discrepancy be-
tween the average wage for those who work in the West Bank and Gaza
Strip on the one hand, and for those who work in Israel and the settle-
ments on the other hand (see Table 2-3). The numbers indicate that the
average wage of workers in Israel and the settlements is about triple the
wage of workers in the Gaza Strip. The gap is even wider when consid-
ering the median wage. As the median wage is significantly higher and
better than the average wage, because it reflects the wage level, where-
by the wage of half of all workers is above it, and the wage of half of all
workers is below it. (see Figure 2-8 for tracking the difference between
the average wage and the median wage). Note that the median wage in
the Gaza Strip is slightly more than 50% of the median wage in the
West Bank. The average daily wage for all workers increased by 1.8
shekels between the first and the second quarters 2016 (mainly as a
result of the rise in the average wage of workers in Israel) but the me-
dian wage for all workers fell by 2.3 shekels between the two quarters
(due to its decline for workers in the West Bank).

When comparing the average wage of Palestinian workers in Israel
with the average wage of workers in the West Bank, it is necessary to
account for the additional costs incurred by Palestinian workers
working in Israel, as they are forced frequently to pay to permits and
job-brokers (an amount estimated at 1,500 shekels per month), they
also pay transportation fees (about NIS 500 monthly). Moreover,
they spend long hours waiting at the crossings, which can extend the
working day to 16 hours instead of 8 hours. It is also important to
emphasize that there are significant differences between the wages of
workers who work inside Israel and those who work in the settle-
ments in the occupied territory, as confirmed in a statement by the
Israeli Minister of Finance in mid-August.

In addition to the high nominal wage of workers in Israel and the set-
tlements, and the discrepancy between the average and median wage
among workers in the West Bank and Gaza Strip, the following obser-
vations on wages may be made:

. the average wage of workers in the private sector is low-
er than that of the average wage of workers in the public sector
by 15% in the West Bank and 60 % in Gaza Strip.

. there is a gendered wage gap: as the total daily wage for
females working in the private sector in the West Bank is about
75% of the daily wage for males, while it is vice versa in the pub-
lic sector, whereby males’ daily wage in the West Bank is about
98% of females” daily wage.

. the daily wage of about 47% of the private sector em-
ployees in Gaza Strip (and 9% in the West Bank) is below the
minimum wage (65 shekels). For more information about this
topic, see Economic Monitor issue 45- box 2, on the application
of the minimum wage decision.

Figure 2-6: Growth Rate of GDP and
Unemployment Rate in Palestine
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Figure 2-7: the Average Weekly Work Hours and
the Monthly Work Days in Palestine
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Figure 2-8: The Average and Median Daily Wage
(in NIS) of Known-wage Workers in Palestine
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Table 2-8: Average and Median Daily Wage of Known-wage

West
Gaza

Israel
Total

Workers in Palestine (Q2 2016) (NIS)

Average daily
Place of work Median daily wage
wage
Bank 98.3 88.5
Strip 61.6 46.0
and the settlements 221.9 200.0
110.4 90.0



Box 1: Results of the Survey of the Youth Transition from Education to the Labor Market

The question of rehabilitation and employment of youth is of great
interest to decision-makers around the world. The reason behind this
is not that youth unemployment is higher than the overall
unemployment level (in rich and poor countries alike), but rather the
implications it has for political and social tensions. Part of this
interest is related to the negative repercussions youth unemployment
on the performance of the economy over the long term as evident in
economic research. Young people who experience unemployment are
often caught in its trap, which often leads to chronic unemployment.
Also youth unemployment has severe implications and consequences
on education incentives and on economic growth on the long term.

The formulation and implementation of appropriate policies
aimed at reducing youth unemployment require, in the first place,
providing decision makers with information and definite evidence
regarding: Why finding a decent job became a difficult goal for a
large number of young people today? Who are the most vulnerable
individuals among the youth as a result of the grave situation in
the labor market? Where are the most vulnerable persons located?
What are the impacts of youth unemployment on careers and on
the development of the economy in the long-term?

Labor force surveys, conducted by national statistical bureaus on a
periodic bases in most countries (including the Palestinian Central
Bureau of Statistics (PCBS)), provide important information about
the situation of the young people in the labor market. Nevertheless,
the surveys do not provide specific information about the obstacles
facing the young people, and do not allow testing the quality and
nature of labor contracts, nor does it test the easiness and
smoothness of their transition from education to the labor market.

In order to fill this gap, the International Labor organization (ILO)
has developed the SWTS.' This standard survey assesses the
relationship between the young people (aged between 15 and 29
years) and the labor market. The SWTS has been conducted in a
large number of countries, it has also been conducted twice in
Palestine, for the first time in 2013 and the second in 2015 (the
results of the latest survey was announced in October 2016). The
following are some of the information provided by the latest survey:.

As shown in the figure, the participation of Palestinian youth in
the labor force is low compared to the international median, and
this is owing mainly to the low participation of young females, as
83.9% of them were out of the labor force in 2015. The young
female participation ratio does not exceed 7.1% of the population
in Palestine. The reasons for the low participation rate of
Palestinian youth are attributed essentially to enrollment in
educational institutions (78.9% for males and 55.5% for females of
the total young people outside the labor force), and to familial
responsibilities (1.6% for males and 30.6% for females).

The figures show that unemployment among youth in the West Bank
and Gaza Strip is the highest in the «MENA» region, which is higher
by 10% than the overall unemployment rate in Palestine.
Unemployment among youth in Palestine is at 26.7% for males and
56.2% for females. If we adopt the ILO’s expanded definition of
unemployment, the unemployment rate among the young people in
Palestine rises to 46.2% (the expanded unemployment definition
excludes individuals actively and continuously seeking a job). It is
important to note that long-term unemployment (over two years) is
significantly high, amounting to 54.8% of the total unemployed youth,
which has strong negative repercussions on economy in general and
on the psychological condition and future of the unemployed
individual in particular.

Figure 3 shows that the higher the years of education the higher
the unemployment rate. The negative impact this has on the return
to education and enrollment stimulus is crystal clear. Nevertheless,

1 School to Work Transition Survey.

Figure 1: The Participation of Young people
(aged 15-29 years) in the Labor Force, 2015
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Figure 2: Unemployment Among the Youth
(aged 15-29 years) (relative to the percent of Young
People in the Labor Force %) 2015
(%)
50
40
30
20
10
0 T T 1

Gaza Strip West Bank Total

Figure 3: Unemployment Rate among Young People (aged
15-29 years) by Years of Schooling (2015)
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these figures hide a strong disparity between the rates for males
and females, as the unemployment rate declines with higher
education attainment for males, but hikes with higher education
attainment for females. The survey’s results indicate that 30.2% of
young people have left education before completing the educational
level they have enrolled. One of the main reasons cited for early
school drop-out, is diminishing interest in education and its
benefits (36.6%), followed by failure in examinations (20%).

Figure 4 indicates that 57.4% of the employed youth are employees
with informal jobs in the formal sector. The figures indicate that



only 8.6% of the working youth are self-employed or employers.
The results also show that the jobs of the majority of young
workers do not commensurate with their qualifications (63.3%),
and that almost half of them consider that their educational level
is higher than the work they do, while 13.6% reported the opposite.

School to Work Transition Survey (SWTS)

The ILO has developed indicators to describe the conditions of
the young people and the problems they face, during the course of
transition from the last educational stage to the first work
placement. The organization has developed a specific definition
for the three stages of transition:

. Transited - Young people who have completed the
transition phase and are is currently employed in a stable or a
satisfactory job. A basic requirement here is to be a young man\
woman with a decent job, namely work that achieves one of two
features: a constant job (not temporary) with a regular standard
contract, or that the worker is fully satisfied with the work performed.
. In transition - A young person who is currently
unemployed or employed without a contract or employed with a
temporary or non-satisfactory job. This category also includes
individuals who are not seeking a job currently or who are not
actively looking for jobs but expect they will do so in the future.

. Transition not yet started - A young person who is
currently inactive and not in education, and still in education,
with no intention to look for work in the future.

The percent of Palestinian youth who have transited in 2015, was
about 16.3% of the total youth population, 20.5% in the West Bank
and 9.6% only in the Gaza Strip. About 27.8% of this group were
males and only 4.3% were females. The time duration between the
end of education and getting the first job for those who finished the
process of transition was 13.4 months on average. The survey found
out that the most important factors affecting the speed of youth
transition from education to work were: the family’s level of income
(the transition speed of members of rich households is twice the
speed of members of poor households), and the level of education.

The percent of youth who are still in transition, or did not start
transition, accounts for 83.7% of the youth, 42.3% are in transition and
41.4% did not start the process of transition yet (see figure 5). As shown
in the figure, more than half of the young females (58.5%) did not start
the process of transition yet, while the figure for males is only a quarter.
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3- Public Finance'

Public Revenues, Grants, and Foreign Aid

The net public revenues and grants rose in Q2 2016 by about 9%
compared to the previous quarter, reaching approximately NIS
4,491.4 million. This is attributed to the rise in clearance revenues
earned during the period, against a significant decline in the total
domestic revenues and grants. Clearance revenues have risen by
about 40%, reaching approximately NIS 3,017.1 million, while the
total domestic revenues declined (tax, non-tax, and clearance rev-
enues) by about 43%, reaching approximately NIS 779.5 million.

Also total grants and foreign aid rose by about 8.7% in the second
quarter compared to the previous quarter, reaching around NIS
754.5 million. The large increase was in foreign aid resources allocat-
ed to developmental projects, which have increased significantly by
almost 75% reaching US$ 127.4 million. Compared to the corre-
sponding quarter of the previous year, grants and foreign aid have
declined by about 25%, due to the decline in budget support by 32%.

Public Expenditure

Public expenditure rose by 31% during Q2 2016, compared to the
previous quarter, reaching NIS 4.521.3 million, due to the increase
in all expenditure items except for net lending. The bill of wages
and salaries and non-wage expenses rose by about 36% each
amounting to NIS 2,455.3 million and NIS 1,595.3 million respec-
tively. Also developmental expenditure increased by about 43%
compared to the previous quarter to reach NIS 204.4 million.

Financial Surplus/Deficit

Developments on both the revenue side and expenditure side dur-
ing Q2 2016, have led to augmenting the total deficit (before
grants and aid), which stood at NIS 784.4 million (or 6% of GDP).
Grants and foreign aid reduced the deficit to about NIS 29.9 mil-
lion, equal to less than half a percent of GDP, on cash basis (i.e. on
the basis of actual revenues and expenses earned and paid) and
not on commitment basis (i.e. on the basis of revenues and ex-
penditure that should have been collected and paid (accrual
base)). The difference between surplus on cash base and commit-
ment base is roughly equivalent to the arrears accumulating on the
budget each quarter.

Government Arrears

During Q2 2016 the government paid off NIS 33.8 million from
accumulated arrears during the previous periods, in contrast to
the previous quarter, as arrears amounted to about NIS 751.8 mil-
lion. During this quarter the government paid off NIS 487.7 mil-
lion from the arrears of wages and salaries bill and about NIS 10.9
million from arrears of provisional payments. Meanwhile the gov-
ernment delayed the payment of approximately NIS 351.3 million
of its commitments to the private sector, about NIS 100.2 million
from the developmental expenditure, and about NIS 13.3 million
of tax rebates (see Table 3-1).

Public Debt

During Q2 2016 the public debt reached approximately NIS 9,739
million, recording a rise by 1.8% compared to the previous quar-
ter, and 9.9% compared to the corresponding quarter of 2015.”

1 The source of data in this section: MOF, Monthly Financial Reports 2015- 2016:
Financial Operations, Expenditure and Revenues, and sources of Funding.

2 It should be noted that the public debt, estimated in US$, remained constant
compared with the previous quarter , while it rose by 7.9% compared with the
corresponding quarter 2015, reaching around US$ 2,530 million.

Figure 3-1: Structure of Public Revenues (on cash basis,
percentage %)

Figure 3-2: Grants and Foreign Aid
(NIS million, on cash basis)
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Figure 3-3: Structure of Public Expenditure (percentage %)
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The percent of debt to GDP was 19.2%, about 58% of which was
domestic debt against 42% foreign debt. While interest payments
during the quarter reached about NIS 60.3 million, NIS 57.7 mil-
lion of these was interest paid on domestic debt.



Figure 3-4: Government’s Financial Account as %
to Nominal GDP
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Table 3-1: Palestinian Government Accumulated
Arrears (NIS million)

Item 2015 2016
Q1 Q2 Q1 Q2

Tax rebates 158.6 108.9 (28) 13.3
Wages and salaries 852.2  (485.9) 108.9  (487.7)
Nonwage expenses 269.1 358.7 438.8 B
(private sector)

Developmental expenditure 48.3 49.0 68.5 100.2
Provisional payments 107.7 (4.5) 163.6 (10.9)
Total expenditure arrears 1,4359 262 751.8  (33.8)

The figures between brackets indicate negative values. It means that the government had

already paid off some accumulating arrears.

Table 3-2: Public Debt (NIS millions)

Item 2015 2016

Q2 Q1 Q2
a. Domestic debt 4,805.9 5,490.9 5,606.6
Banks 2,523.5 5,438.6 5,554.4
Public institutions 834.7 52.3 52.3
b. Foreign debt 4,052.7 4072.5 4,132.5
Total public debt 8,858.7 9,563.4 9,739.1
Paid interest 66.0 65.0 60.3
Public debt as % to nominal GDP 17.8% 18.7%  19.2%

* These percents are subject to minor alterations when calculated in US$ depending on
the change in the exchange rates

Box 2: US Foreign Aid to Israel

US-Israel military aid agreements are renewed once every ten
years. Last September an agreement was signed, under which the
United States pledged to provide US$ 38 billion to Israel over the
decade 2018-2028. To close this deal, Israeli government had to
agree, hesitantly and after a prolonged time, to two concessions.
First, the full amount of the military aid will be used for purchasing
US-made arms. This new condition replaced an article in the 2007
agreement between the two parties, which allows Israel to use
26.3% of the US military aid to buy Israeli-made equipment. The
Israeli newspaper «Haaretz» reported that this amendment will
lead to the loss of 2,000 jobs in the Israeli military industries.
Second, the Israeli government has vowed not to request any
additional aid from the US congress during the term of the
agreement.

The figure below shows the total amount and distribution of US
aid to Israel during the period 1949-2015, which totaled US$
126.69 billion. As the figure shows, all forms of US economic aid
to Israel have been terminated since 2008. On the other hand,
since 1984 military aid which had been until then provided as
grants and loans were transformed into grants only.

US Aid to Israel (1949-2015) ( US$ million)
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* It includes US$ 1.92 billion military aid and US$ 1.2 billion aid
allocated for the implementation of the “Wye River” memorandum .
The figures do not include loan guarantees (US$ 7.9 billion) of
foreign aid, in addition to aid on some projects which was excluded
too.

Source: http://www.jewishvirtuallibrary.org/jsource/US-Israel/U.S._
Assistance_to_Israell.html

(this box was prepared by
Salam Salah, Research Assistant at MAS)



4- The Banking Sector'

By the end of Q2 2016, there were 16 licensed banks in Palestine
operating through 287 branches and offices. The net assets (liabil-
ities) were about US$ 13,631 million, achieving a rise by 3.7%
compared with the previous quarter, and a rise by 9.7% compared
with the corresponding quarter of the previous year.

Table 4-1: Consolidated Balance Sheet for Licensed Banks
Operating in Palestine (US$ millions)

T 2015 2016

Q2 Q1 Q2
Total assets 12,420.0 13,144 13,631
Direct credit facilities 5,419.7 6,137 4,118
Deposits at PMA & Banks 3,934.1 3,977 3,108
Other assets 3,066 3,030 3,108
Total liabilities 12,420 13,144 13,631
Total deposits of the public 9,456.4 10,055 10,203
(non-bank deposits)
Equity 13960 1,483 1,497
Deposits of PMA and Banks 737 909 1,108
(bank deposits)
Other liabilities 831 697 823

Credit Facilities

Total direct credit facilities rose during Q2 2016 by about 4.4%
compared to the previous quarter, and by about 18.2% compared
to the corresponding quarter 2015, reaching around US$ 6,405
million. The credit facilities granted to the private sector account-
ed for 77% of the total and the rest were granted to the public
sector. The West Bank share of these facilities was about 87% leav-
ing 13% to the Gaza Strip. By currency, the US$ continued to ac-
count for the biggest share of credit facilities (almost half of the
total facilities), compared to 35% provided in NIS and 14% in
JOD.

Consumer goods constituted the highest percentage of private sec-
tor facilities reaching about a quarter, followed by real estate and
construction sector (22%). On the other hand, the percent of non-
performing facilities to the gross facilities remained constant at
about 2.0% during the first and second quarters 2016.

Deposits

The total deposits of the public (deposits of non-banks) reached by
the end of Q2 2016 about US$ 10,203 million, achieving a growth
of 1.5% over the previous quarter. The West Bank share of total
deposits were 89%, compared to 11% for Gaza Strip. The US$ and
NIS claimed the biggest share of the public deposits (around 35%
of the total for each), ahead of JOD reaching around a quarter.

The percent of credit facilities granted to public deposits amount-
ed to about 63% by the end of Q2 2016, compared to 61% in the
previous quarter.

1 The source of the data in this section: PMA, 2016. The Consolidated Balance Sheet
for Banks, List of profits and losses, PMA database.

Figure 4-1: Distribution of Total Direct Credit Facilities
(US$ million)
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Profits of Banks Operating in Palestine

The net income of banks dropped at the end of Q2 2016 by about
6.6% compared to the previous quarter to reach US$ 39.5 million.
This is owing to 4.7% (equivalent to US $ 4.5 million) rise in ex-
penses against 1.2% in net revenues (equivalent to US$ 1.7 mil-
lion) between the first and second quarters of 2016. Interest con-
tributed about 70% to net income, while commissions contributed
with about 18% of the net income of banks during the quarter.

Table 4-2: Sources of Revenues and Expenditure of Banks
(US$ millions)

2015 2016
Item
Q2 Ql Q2
Net revenues 130.1 1384 140.1
Interest 92.5 98.4 98.9
Commissions 22.8 24.2 24.9
Other operating revenue 14.8 15.8 16.3
Expenses 97.9 96.1 100.6
Operating expenses 84.9 86.3 89.8
Tax 13.0 9,8 10.8
Net income* 32.2 42.3 39.5

* the net income = net revenues - expenses

Interest Rates

The second quarter of 2016 saw a decline in average interest rates
on loans of the three major traded currencies in Palestine com-
pared to the previous quarter. While, the average interest rates on
NIS and US$ deposits saw a rise contrary to the average interest
rates on JOD deposits which saw a decline (see table 4-3 and figure
4-4). The divergent interests on deposit and loans resulted in a
decline in the interest margin (the difference between loans’ inter-
ests and deposits’ interests) during Q2 2016 compared to the pre-
vious quarter, from 6.15% to 5.91% on the USS$, for example.

Specialized Credit Institutions (SCIs)

The number of specialized credit institutions (SCIs) licensed by
the Palestine Monetary Authority (PMA) remained unchanged
during the Q2 2016 (6 institutions), operating through 79 branch-
es and offices. The loans granted through these institutions totaled
US$ 167 million (72% in the West Bank, and 28% in the Gaza
Strip). The biggest share of these loans were invested in real estate
sector (achieving an increase of 29%), followed by the commercial
sector (24%), the agricultural sector (14%) and the remaining per-
cent (13%) were consumption loans

By region, the loans centralized in three governorates, Nablus, Ra-
mallah, and Gaza respectively, which have together received about
40.4% of the total portfolio.

Figure 4-4: Average Interest Rates on Loans and
Deposits by Currency (%)
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Figure 4-5: Geographical Distribution of SCIs Granted Loans
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Table 4-3: Interest Rates on Deposits and Loans
in Palestine by Currency (%)
Period JD US$ NIS

Deposits Loans Deposits Loans Deposits Loans
2015 Q2 222 9.18 0.97 6.46 1.50 10.34
Q1 2.33 8.61 0.98 7.13 1.34 9.79

Q2 2.25 7.95 1.04 6.95 1.56 9.45

2016

Table 4-4: SCIs data

2015 2016
Item

Q4 Q1 Q2
Loan portfolio (US$ millions) 112.8 149.7 167.1
West Bank West Bank 109.2  120.8
Gaza Strip Gaza Strip ~ 40.5 46.3
Clientele 48,109 55,598 59,828
West Bank West Bank 39,433 42,900
Gaza Strip Gaza Strip 16,165 16,928

Employees 420 492 554



Box 3: Geographical Distribution of Deposits and Credits

Total bank deposits in Palestine reached US$ 10.2 billion in Q2
2016, while credits amounted to US$ 6.4 billion. The West Bank
accounted for the lion>s share of deposits and credits (89.1% and
86.7% respectively), leaving a share of (10.9% and 13.3%
respectively) to the Gaza Strip. All governorates, in both the West
Bank and Gaza Strip, contributed with a certain percentage to the
total deposits and had a share in the facilities. The data shows that
about 61% of the total facilities granted in the West Bank by the
end of Q2 2016 were retained by Ramallah and Al-Bireh
governorates. In Gaza Strip the biggest share of facilities were
granted to Gaza governorate (reaching about 65% of the total
facilities granted in the strip) as shown in Figure 1.

As shown in the figure above, each governorate>s share of total
deposits in the West Bank (except for Ramallah and Al-Bireh) was
bigger than its share of total facilities, meaning that the West Bank
absorption of total credits (except for Ramallah and Al-Bireh)
were less than their contribution to total deposits. This reflects the
movement of funds from various governorates in the West Bank
towards Ramallah and Al-Bireh as a center for the PNA’s
institutions and a center of economic and social activities. This is
in addition to the fact that the security situation in Ramallah and
Al Bireh is relatively better than other cities. The situation in the
Gaza Strip is a bit different, as shown in the figure, too. Although
there is a concentration of banking activity in Gaza governorate,
in terms of the governorate’s share of total deposits and credits, as
in the case of Ramallah and Al Bireh in the West Bank, the share
of Gaza and Khan Younis governorates of the total facilities in the
Strip was lower than their share of deposits. On the other hand the
share of the governorates of Deir al-Balah, Nuseirat, and Jabaliya
of facilities exceeds their share of deposits at banks.

By governorate, the percent of private sector facilities to private
sector deposits was high (about 90%) in Ramallah and Al-Bireh
and Jericho governorate, while it ranged between 30% - 50% in the
rest of the West Bank’s governorates. It is noteworthy that the
highest rates in Gaza Strip, were in the governorates of Deir al-
Balah and Nuseirat.

Figure 1: Distribution of Deposits and Credits to Total
Deposits and Credits by Region (Q2 2016)
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This Box was prepared by Abeer Abu Zaiton,
a researcher at the Department of Research and Monetary Policy -
the Palestine Monetary Authority (PMA)



5- The Financial Sector (Non-banking)'

The Securities Sector

At the end of Q2 2016 the market value of shares listed on the
Palestine Stock Exchange (PEX) amounted to US$ 3.2 billion, with a
slight decline of half a percentage point compared to the first quarter.
This is equivalent to 25.2% of GDP at current prices for the year
2015. The total number of traders\ investors in the stock market
amounted to about 73 thousand by the end of Q2 2016, while foreign
traders\ investors were 4.7% of the total number of traders, most of
them were from Jordan.

Table 5-1: Some Financial Indicators on the
Trading Activity in PEX

2015 2016

Q2 Q1 Q2
Volume of Traded Shares (million 31.1 58.7 75.9
share)
Value of Traded Shares (US$ million) 48.6 118.5 123.9
Market Capitalization ( US$ million) 3,017.4 3,213.1 3,200
Total number of traders 73,564 72,789 72,927
-Palestinian 70,092 69,339 69,478
-Foreign 3,472 3,450 3,449

On the other hand, the value of traded shares increased by 4.6%
amounting to US$ 123.9 million compared with the end of the first
quarter 2016. There is also a noticeable rise in the value of traded shares,
by 155% compared to the corresponding quarter 2015. This is ascribed to
closing some large acquisition deals which have changed the ownership
of some companies and big investors in listed companies, such as the
purchase of a large share of the Arab Islamic Bank by Bank of Palestine,
and the entry of new institutional investors to the tourism sector.

Insurance Sector

During Q2 2016 the gross written insurance premiums totaled US$
58 million, reflecting a rise by 20.4% compared to corresponding
quarter 2015. This increase is due to new law released by the
Palestinian Capital Market Authority (PCMA) in 2016, obliging
insurance companies to apply the minimum premium for insuring
vehicles. As well, insurance density for 2015 (gross written
premiums/population) amounted to US$ 35.2, and the rate of
penetration (Gross insurance written premiums/GDP at current
prices) were 1.3%. These indicators are lower than other neighboring
countries such as Jordan, where insurance density and penetration
rate are US$ 81.4 and 2.07% respectively, as of the end of 2015.

Table 5-2: Some Financial Indicators of the Insurance
Sector in Palestine (US% million)

2015 2016

Q2 Q1 Q2
Gross written premiums 48.1 48.8 58.0
Total investments of insurance 189.1 176.5 179.1
companies
Net compensations incurred by the 26.1 25.8 27.9
insurance sector
Retention ratio 84.9% 87.2%  79.1%
Claims ratio 70.9% 66.1%  65.8%

1 The source of the numbers in this section: Palestinian Capital Market Authority
(PCMA), 2016. And Palestine Stock Exchange (PEX) ,2016.
2 The insurance sector data do not include Al Ahllia Insurance company.

Figure 5-1: Distribution of Market Capitalization by Trader
Type (as of the end of Q2 2016) (US$ million and %)
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Figure 5-2: Distribution of the Components of the
Insurance Portfolio by the insurance sector
activities (as of the end of Q2 2016)
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Figure 5-3: Distribution of the Insurance Portfolio in
Palestine, by Operating Companies (as of the end of Q2 2016)
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At the end of Q2 2016 insurance sector investments reached US$
179.1 million, achieving a rise of 1.5% compared with the previous
quarter. During Q2 2016 the sector incurred compensations of a
value of US$ 27.9 million, the largest share of which was in vehicle
insurance (70.1%), followed by health insurance (22.9%).

Retention Ratio: This ratio measures net written premiums to
gross written premiums, i.e. the percentage of written premiums
retained by the insurance company after reinsurance. Usually this
ratio is high if the insurance portfolio consists of a large number
of insurance policies with relatively small values, such as vehicle
insurance, which is the case of the insurance portfolio in Palestine.
It is noticeable that the rate of retention in Q2 2016 was lower
than it was in the corresponding quarter 2015 (from 84.9% down
to 79.1%), and possibly this decline is due to the rise in total
written premiums as a result of the aforementioned decision
taken by PCMA at the beginning of 2016.

The ratio of net incurred claims to net earned premiums: this ratio
ranges from 50% to 70%. A ratio below 50% indicates that the
insurance companies do not pay the compensations for the claims
fairly and/or that the insurance activities are overpriced. In the case
of the Palestinian insurance sector, the proportion of claims is within
the internationally recognized limits in the insurance industry.

It is noticeable in figure 5-2 that there is a significant concentration
of vehicle insurance in the insurance portfolio, amounting to 54%
of the total insurance portfolio by the end of the Q2 2016. By
market share, it can be seen obviously that two companies out of
the nine working companies are at the helm in terms of gross
written premiums in the Palestinian insurance sector, dominating
51.5% by the end of Q2 2016 (see Figure 5-3).

Lease Financing Sector

Lease financing is defined as financing the purchase of fixed
assets. Leasing companies buy assets chosen by a tenant, and offer

these purchased assets for the use of the tenant for a specified
period of time in exchange for rental payments. At the end of the
lease period, the ownership of the asset is either transferred to the
lessee or returned to the lessor if the tenant does not wish to
purchase the asset. During 2015 the leasing sector grew by 165%
compared with 2014, where the total value of investment contracts
registered with PCMA reached approximately US$ 64 million
(1206 contracts) by the end of 2015.

By geographical distribution of leasing contracts, Ramallah
retained the largest proportion of contracts, followed by Nablus
(see Figure 5-4).

Figure 5-4: Geographical Distribution of Leasing
Contracts by Number of Contracts, 2015
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Box 4: Palestinian Capital Market Authority (PCMA): Overseeing Capital Market Sectors

To welcome the Palestinian Capital Market Authority (PCMA),
who are joining the partners involved in publishing the «<Economic
Monitor», we present in this box a quick overview of the nature
and the main functions of this body:

The Palestinian Capital Market Authority (PCMA) was established
based on the Capital Market Authority Law No. (13) of 2004, as
an autonomous body enjoying financial and administrative
independence and legal capacity to oversee, supervise, and
monitor the capital market sectors of the Palestinian national
economy. These four capital market sectors are: the securities, the
mortgage, the insurance, and the lease financing sectors.

As stated in Article 3 of the authority’s Law, the authority’s
objectives are: to create an environment appropriate for achieving
capital stability and growth; to organize, develop and monitor
capital market in Palestine; and to protect the rights of investors.
In order to achieve these goals the authority should do the
following: First, supervise the work of non-banking financial
institutions in the four aforementioned sectors in order to ensure
the integrity of transactions and to monitor the development of
these institutions. Second, regulate and supervise the activities of

non-banking financial institutions. This includes regulating the
disclosure of financial data and any information pertaining to the
non-banking financial sector.

Following its establishment, PCMA had several concrete
achievements in each sector it supervises thanks to a well-defined
strategy with a set timetable for implementation. Also PCMA
made remarkable progress in managing and reforming the
insurance sector, which was neglected for many years. The
following is an overview of the four sectors overseen by the
authority:

The Securities Sector

The Palestinian securities sector began working since 1995, i.e. the
year of establishing the Palestine Stock Exchange (PEX) as a private
shareholding company, which was one of the initiatives of Palestine
Development and Investment Company (PADICO). The first
trading session in the market was held on 18\2\1997. The Palestinian
securities sector consists of several components: the Palestine
Exchange Center, and Clearing, Depository and Settlement Dep.
(CDS), the listed public shareholding companies and the securities



firms which are members in the Palestine Stock Exchange, and
operators in financial professions and investment funds.

Starting 2005 the securities sector came within PCMA’s
supervisory and regulatory mandate. A set of regulations and
instructions has been issued, based on the Securities Law No. (12)
for the year 2004, which govern the operation of the securities
industry in terms of release, disclosure, overseeing, licensing, and
trading commissions. Also PEX was restructured and transformed
into a public shareholding company and listed its shares on the
stock exchange market, in line with international best practices,
particularly those issued by the International Organization of
Securities Commissions (IOSCO), which the PCMA became a full
member of in 2014. By the end of October 2016, there were 48
listed companies with a market value of US$ 3.319 million, while
there were 8 licensed securities companies (brokerage firms).

Lease Financing Sector

Lease financing is defined as the financing for the purchase of
fixed assets (cars, trucks, engineering equipment, laboratory
equipment, production lines, real estate, etc..). The leasing
companies buy assets chosen by the tenant, and provide these
assets for the use of the tenant for a specified period of time in
exchange for rental payments. At the end of the lease period, the
ownership of the asset transfer to the lessee or is returned to the
lessor if the tenant does not wish to purchase the asset.

The leasing sector contributes to economic growth, as it provides
the means to increase local investments. What distinguishes
leasing from other financing instruments (for example lending) is
that the approval of the funding does not require difficult to
obtain guarantees or strict terms, since profit comes from the use
of assets not their acquisition, and the tenants ability to achieve
cash flow generated from the use of the asset. This means that
leasing is particularly important for small and medium-sized
industrial enterprises. What also distinguishes leasing is its
compliance with the provisions of Islamic Sharia. The financial
leasing law has been issued since 2014, and PCMA is working to
complete the issuance of rules and regulations pursuant to the law
in order to ensure the growth of this sector and its development.
During 2016, 11 companies working in the financial leasing sector
were licensed by PCMA.

The Insurance Sector

After 1993 the Palestinian National Authority undertook the
supervision of the insurance sector, including licensing the
activities of the insurers and the insurance agents. Also, Palestinian
laws maintained the compulsory compensation system for victims
of road accidents. Nevertheless, the sector suffered from the

absence of legislation and specialized control mechanisms, until
late 2004 when PCMA was established, and became legally
authorized to supervise, regulate and control the sector’s activities.
As well the issuance of the Insurance Law No. 20 of the year 2005,
and the regulations and instructions issued pursuant to the law,
contributed to regulating the sector.

PCMA has designed extensive policies to promote and develop
the insurance sector; prepared the needed regulations; and
provided for the proper climate for its growth and development.
The authority also works continuously to increase awareness
about insurance issues among members of the community.
During 2016, 9 licensed insurance companies were working in
various types of insurance through 122 Offices, while the number
of licensed insurers and agents reached 207 by the end of the first
half of 2016.

Mortgage Finance Sector

Mortgage finance contributes to economic development through
anumber of channels: investment, employment, and strengthening
the financial depth of the sector. Due to the specificity of “land” in
Palestine, investing in it will contribute massively to its protection
and holding to it.

The mortgage finance sector in Palestine is still an emerging
sector, this is mainly because of the limited policy space under the
complete control of the PNA. Also the primary market of
mortgage financing lacks specialized mortgage companies, as it is
controlled by banks only. Some of the banks depend on their
resources for mortgage lending operations, while other banks
resort to refinance their loans through the secondary market of
mortgage finance. In the secondary market there are two
companies, Palestine Housing Mortgage Financing Corporation
(PMHC) (which was founded as a public shareholding company
in 1999 with a paid-in capital of twenty million dollars) and
Palestine Real Estate Investment Company.

It is unquestionable that the mortgage finance sector is in dire
need of a mortgage financing law. In 2012 PCMA has prepared a
draft law on mortgage financing ready for enactment by the
competent legislative bodies. On the other hand, in 2007 the
Authority issued regulations for licensing mortgage finance
companies and real estate business owners, and other pursuant
instructions and regulations such as capital adequacy. The
Authority has paid great attention to the development of the
sector’s supporting professions, for example during 2012 the
Authority issued real estate valuators license instructions, in
addition to developing programs of building capacities of
valuators. In 2016 the number of licensed real estate valuators
stood at 51.

(This box was prepared by
Dr. Bashar Abu Zarour, General Director of Studies
and Development, Palestinian Capital Market Authority )PCMA)).



6- Investment Indicators’

Building Licenses

The number of building licenses is an important indicator of
investment activity. Figure 6-1 shows the changes in the number
of registered licenses and licensed areas of buildings in the first
and second quarters 2016 compared with the Q2 2015. The
number of licenses in Q2 2016 was 2,403 licenses, 188 licenses of
which are for non-residential buildings. The total number of
licenses show a decline of almost a quarter compared with the
previous quarter. On the other hand, the licensed areas of
buildings in Q2 2016 amounted approximately to 1,053 thousand
square meters, showing a decline of at least 20% compared with
the previous quarter. It should be noted that the number of
registered licenses does not include all building activities in the
construction sector, and that a relatively large part of construction
activities, especially in rural areas, is not registered or licensed.

Figure 6-1: Total Issued Building Licenses and Licensed
Areas in the Palestinian Territory
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Vehicles Registration

The number of vehicles registered for the first time is a standard
indicator of the economic situation and expectations of the
population. Since vehicle prices are high and vehicles are often
purchased via bank loans, this indicator may be considered to
reflect the general economic climate and expectations. The
number of new and second-hand vehicles (registered for the first
time) in the West Bank was 7,410, an increase of 170 vehicles
compared with the previous quarter, and an increase of 983
vehicles compared with the corresponding quarter 2015.

Table 6-1: New and Second-hand Newly Registered
Vehicles, West Bank (Q2 2016)
Vehicles from

Vehicles from  Vehicles from

international international the Israeli Total
market (new) market (used) market (used)
April 663 1,432 165 2,260
May 763 1,802 144 2,709
June 802 1,463 176 2,441
Total 2,228 4,697 485 7,410

1 The source of this section figures: PCBS, 2016, Statistics of Building Licenses and the
MOFE, 2016, Palestinian Customs and Excise Dep.

Box 5: “Al Arabi Tobacco”': Smuggling Costs and
Complexities of Reform

In 2016, the total acreage cultivated with locally grown tobacco in the
West Bank was estimated at 20 thousand dunums, compared with less
than eight thousand dunums by the end of the last century. Most of this
area is located in the area of Ya’bad and the surrounding villages located
in the north of the West Bank (the so-called “Tobacco Kingdom»).
After the establishment of the Palestinian National Authority in 1994,
tobacco cultivation have expanded, nevertheless it has flourished
dramatically following the second intifada. This happened as a result of
high demand for locally grown tobacco (which is much cheaper), and
the absence of surveillance, as well as the lack of an up-to-date law
regulating the expansion of this crop and restraining its production.

Statistical reports indicate that annual expenditures on tobacco
consumption in Palestine reached US$ 450 million in 2011, and that the
average family spends an average of JOD 38.7 of its monthly income on
tobacco, equivalent to 4.4% of the gross monthly household expenditure.
This percentage is higher than the average household spending on
education, on personal care, and on recreational activities as well.

There are three sources of tobacco sold in Palestine:

. imported cigarettes: which constitute 70% of total
consumption.
. cigarettes produced locally: There are only two local

companies manufacturing cigarettes, «Jerusalem Cigarettes» and
‘Ya’bad’, with the former possessing the largest market share.

. smuggled cigarettes: These are divided into two types, the
first are contraband cigarettes, smuggled from abroad (via Al
Karameh Bridge mainly), while the second are counterfeit cigarettes,
like so-called «Arab Cigarettes» that are «stuffed» with locally grown
tobacco manufactured in illicit tobacco workshops and in homes.

Palestinian Customs and Excise Dep. estimates the value of revenue
loss for the Palestinian Treasury from cigarette smuggling at NIS 200
million per each type of the two types of smuggled cigarettes. The tax
evasion contributes to the high marginal profits of the cultivation of
tobacco (compared to the other crops), which encourages local
tobacco cultivation and smuggling. The estimated average profit per
each acre of tobacco is around NIS 4-5 thousand, while it is less than
three thousands for other crops. Add to that the price differences
between imported or locally-produced cigarettes compared with the
smuggled locally-produced tobacco, which reaches NIS 13-16 per 20
cigarettes pack. The cost of production for each kilogram (about 50
packs of “Arab cigarettes”) is estimated at NIS 25-30, and the price
of each kilogram of tobacco the agent buys from the farmer is NIS
45-40 and sold at a price ranging from NIS 56-60.

The large expansion of tobacco cultivation and marketing resulted
in the emergence of manufacturing and commercial businesses as
well as a large number of poor families which have become
dependent on the activities associated with the cultivation,
harvesting, drying and «stuffing and wrapping» of “Arab cigarettes”.
The expansion of tobacco cultivation and smuggling is also
associated with high financial losses incurred by the Treasury as well
as a decline in the operations of the formal tobacco companies. This
means that any governmental effort to strictly cease smuggling will
lead to acute social consequences and will require the application of
costly compensation and rehabilitation programs. This case is a
clear example of additional complications that ensue when such an
adverse phenomenon is not resolved or tackled at an early stage.

(This box was prepared by Mr. Misyef Jamil, Researcher at MAS).

1 “Al Arabi Tobacco” is one type of llocally grown tobacco.



7- Prices and Inflation’

The consumer price index (CPI) is a measure of the prices of a
selection of basic goods and services that reflect the consumption
pattern of average families in an economy («consumption
basket»). The components of the basket are given different weights
according to the percentage of households spending on them. The
average prices of the components of the basket are measured in
different geographical areas in the country. The process begins by
assuming a given basis year (for example, 2000), thus, the average
price of the goods and services in the consumption basket of this
year is 100. If the average price of the same basket reached 125 in
2015, then the CPI for that year will be 125.

The inflation rate is a measure of the average change in the value
of the CPI between the beginning and the end of a certain period.
For example, if the price index increased to 115 in the year 2010
in the previous example, the rate of inflation between 2010 and
2015 will be 8.7% ((125-115)/115). So it is clear that the price
index reflects the rise in prices since the base year, while the rate
of inflation measures the average upward price movement
between two selected periods.

The inflation rate reflects the average change in the purchasing
power of families and individuals. If we assume that nominal
wages and salaries are fixed, an inflation rate of 10% per year
means that the purchasing power of families and individuals will
decline by the same percentage.

Figure 7-1 shows two curves, the first curve measures the average
change in CPI in each quarter compared with the previous quarter,
i.e. the rate of inflation. During Q2 2016, the CPI reached 110.75
compared with 110.78 in the first quarter. This means that between
the first and second quarters 2016 the rate of inflation declined by
0.03%. The second curve measures the change in the same inflation
rate in each quarter compared to its previous quarter.

The decline of the Palestinian CPI in the second quarter is attributed
to the decline of food and beverage prices (by 1.20%), while the
prices of education services recorded an increase of 1.87%.

During Q2 2016 the CPI declined slightly by 0.03% compared
with the previous quarter, which means that the inflation rate was
negative in this quarter. It also recorded a decline by 0.24% in the
Q22016 compared with the corresponding quarter 2015. Deflation
is in fact a serious problem currently perturbing large developed
economies, such as Japan and the European Union. This is
because the continuous decline in prices drives consumers to
postpone consumption (because tomorrow’s prices will be lower
than todayss prices). This is reflected, of course, on the aggregate
demand in the economy, thus causing a decline in production and
entrenching recession.

The situation in Palestine might be different, since the
postponement of consumption here can in principle lead to a
reduction of import and a deficit in the trade balance (since most
of the consumption goods are imported). Nonetheless, the
negative inflation rate is still minor and is not expected to have
significant impact on demand. It should be noted that deflation in
Palestine is largely connected to that of the Israeli economy, and
during the period from October 2015 to October 2016 inflation in
Israel was negative (at -0.3%), according to data of the Bank of
Israel (see Box 6 on Inflation Forecasts).

1 The source of numbers in this section: PCBS, 2016, Price indices, who calculated,
incooperation with PMA, the purchasing power.

Figure 7-1: Average CPI Change and the Inflation
Rate Change (%)
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Figure 7-2: Wholesale and Producer Price Indices
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Wholesale Prices and Producer Prices

The wholesale price index (sale price to retailers) rose by 1.01%
between the first and second quarters 2016, as s result of the rise
in wholesale prices for local and imported goods by 1.94% and
0.96% respectively. The producer price index (prices received by
domestic producers) also rose by 1.21% between the two quarters.

The paradox between the decline of the consumer price index
and the rise of the wholesale and producer price indices

The following factors explain the paradoxical performance of the
three price indices that was recorded in the second quarter:

. Each of the three indices record prices of a different
group of goods and commodities (has its own basket of goods),
i.e. goods in the three baskets are different from each other.
Also the basket of the producer and wholesale price indices do
not include services as in the CPI basket.

. The basket of the producer price index does not include
imported goods, it only includes locally-produced goods. The
prices of this index do not include additional charges added to
the price like the transport charges from the plant or the farm
gate to the market.

. The wholesale price index does not include the profit
margin the retailer adds on the price.

Prices and Purchasing Power

The Purchasing Power measures the ability of people to buy goods
and services using their money income. It dependent on the level
of their income, the change in prices and on the currency’s
exchange rate (if the currency of income is different from the
currency of spending).

The change in purchasing power of people earning their salaries
in dollar (or Jordanian dinar) and spending it in NIS (assuming
income is constant) can be approximated as : (the rate of change
of US$/NIS) minus (the rate of inflation).

NIS Purchasing Power: the rate of inflation in the Palestinian
economy measures the change in purchasing power of all
individuals who receive their salaries in NIS and spend all of their
income in that currency. As negative inflation was 0.03% in the
Q2 2016 compared to the previous quarter, and increased by
0.24% compared with the corresponding quarter 2015, the
purchasing power of individuals who receive their wages and
salaries in NIS was stable or improved slightly between the first
and second quarters of the year, and improved by 0.24% compared
with the corresponding quarter .

US$ Purchasing Power: In the Q2 2016 the US$ exchange rate
against the NIS declined by about 2.38% (up to NIS 3.815 per
dollar), compared with the average rate in the previous quarter.
Therefore, the purchasing power of individuals who receive their
salaries in US$ and spend all of their income in NIS has declined
during the second quarter compared to the previous quarter by
about 2.36% (= -0.03% +2.38%), and declined by about 1.33%
compared with the corresponding quarter 2015, as a result of an
increase of the negative inflation by 0.24% and the decline in the
exchange rate of about 1.57%. Due to fact that the JD exchange
rate is pegged with the US$ exchange rate, the purchasing power
of the JD has seen almost the same developments as the US$ with
a slight variation compared with the corresponding quarter.

Box 6: Inflation Forecasts

Inflation forecasting is of great importance to all central banks, as
an indicator of expected developments in real wages and salaries,
and as a sign of real turnovers that can be achieved by investment
in the future. In addition, targeting an inflation rate and keeping it
within a certain margin is considered nowadays as a guide for
monetary policy in most countries of the world. The PMA issues
periodical reports on inflation forecasts in Palestine .' The inflation
forecasting approach is based on standard analysis of factors
affecting the inflation process (i.e. the rise in the consumer price
index). It depends on two key variables, one on the long term, the
average change of the cost of imports, and the second on the short
term, the change in the world food prices. The expected rise in
import prices is estimate using the expected rate of inflation in
Israel, as the bulk of Palestinian imports come from Israel, which is
Palestine’s main trading partner. As for the expected change in
international food prices, the PMA approach uses the change in
international food prices as an indicator. The expected rise in
international food prices is based on International Monetary Fund
estimates. It should be noted that the importance of the international
food prices affecting inflation in Palestine is linked to the relative
weight of food in the Palestinian consumption basket.

When calculating forecasted inflation there are three types of risks
associated with measurement and prediction errors:

. if the methodology used to link the two independent
variables to draw the expected inflation is unreliable. To
minimize the impact of this potential error the PMAss report
uses three different approaches of estimation, and then takes
the average of the results of the three approaches (a result which
the report called ‘baseline scenario’)

. ‘external shocks”: if the change expectations of the two
independent variables (forecasted inflation in Israel and the
predicted change in international food prices) are inaccurate or
faulty. To take the effect of emergency shifts that might happen
to the two variables, the report assumes that their expected
values can change by one standard deviation, up and down.

. ‘internal shocks’: if any internal conditions arise leading
to strong deviation of the actual inflation rate from the expected
level. An example of this, if Israel starts a new aggressive
invasion, or if it withholds clearing revenues which has
happened frequently in the past. The report also takes into
account the potential internal shocks and implicitly in the
standard model used to deduce predictions.

Table 1 Forecasted Inflation Rates in Palestine (%)

Inflation Rate

Increase in world Forecasted
food prices

Assumptions

Increase in the
cost of imports

(baseline

Scenario)

2016 Q3 0.75 6.73 0.28

2016 Q4 2.21 12.87 0.39
2016 0.23 3.54 0.26

2017 Q1 1.76 9.70 1.35

2017 Q2 2.00 0.24 1.09

2017 Q3 2.18 -0.01 0.92

2017 Q4 2.15 -0.17 1.07
2017 2.02 2.28 1.11

PMA: Inflation Report: 2016 Second Quarter.

1 PMA: Inflation report: 2016: Second Quarter.



Table (1) records the forecasted rates of inflation in Palestine
based on given assumptions on the increase in import and food
prices. For example, the PMA’s report predicts an inflation rate of
approximately 0.4% in Q4 2016 and of 0.3% in the full year 2016.
When we take into consideration possible deviations in the
expected increase in import and food prices (external shocks), the
expected inflation during the year 2016 is likely to range between
(-0.4% and +0.6%). While when we take into consideration
possibilities of internal shocks, the prediction margin widens and
reaches one standard point, up or down.

It is quite clear that the process of inflation forecasting is full of
risks of uncertainty, despite the precautions that are taken into
account and expanding the prediction margin. This is inevitable
for all forecasting organizations and bodies in the world, including

8- Foreign Trade'

Balance of Trade

The value of registered merchandise imports® during Q2 2016
totaled to about US$ 1,333.3 million, achieving a growth of 15.7%
over the previous quarter and of 4.5% compared with the
corresponding quarter of the previous year. Merchandise exports
(US$ 241.2 million) also increased compared with the previous
quarter (15.7%), while they shrank by 2.4% compared with the
corresponding quarter of the previous year. The difference
between exports and imports means that the deficit in the
merchandise balance of trade amounted to US$ 1,092.1 million.
The deficit has dropped slightly as a result of the surplus in the
balance of service imports from Israel (US$ 7.5 million).

Balance of Payments

The current account in the balance of payments is the net
aggregate of three sub-balances: the balance of trade (net trade in
goods and services), the income balance (net transfer of factor
income from abroad, such as labor and capital), and the balance
of current transfers (e.g. international aid to the government and
private transfers).

The deficit in the Palestinian current account (which is also called
the deficit in the balance of payments) reached US$ 391.5 million
in the Q2 2016, which is equivalent to 11.6% of GDP at current
prices. The current account deficit resulted from a deficit in the
trade balance of (US$ 1.345 million) against a surplus in the
balance of income (generated mainly from the income of
Palestinian workers in Israel) by US$ 404.3 million, and the
surplus in the balance of current transfers (about a quarter of
which generated from international aid to the government) by
US$ 549.2 million.

The balance of payments deficit was financed by surplus in the
capital and financial account, which covered an amount of US$
270.6 million. This item (the capital and financial account)
represents a debit on the national economy, as long as it has
positive value.

1 The source of data in this section: PCBS, 2016, Foreign Trade Statistics , and PMA &
PCBS, 2016, Palestinian Balance of Payment, 2016Q2.m

2 Registered imports and exports are those registered in the clearance accounts of trade
between Palestine and Israel and in the customs data (including direct trade with over-
seas markets). Add to that the agricultural goods (which are registered by the Ministry
of Agriculture). The registered trade figures are significantly lower than the actual figures
of the Palestinian foreign trade. The actual figures are placed in the Palestinian balance
of payments.

those with long and well established experience where complex
forecasting models with dozens of variables are used. This is
because there are many factors that affect inflation that come
from different sources and with highly arbitrary shifts. It is
sufficient to say that the rate of inflation in Palestine for Q2 2016
was estimated in the first quarter at (+ 1%) based on the baseline
scenario (i.e. before taking the potential impact of external or
internal shocks), while the actual rate reached (-0.24 %). This was
a result of the actual decline in the cost of imports (inflation in
Israel) by 0.65% rather than an increase of 1.28%, as had been
forecasted. While this of course does not negate the importance of
formulating forecasts, it highlights the need to develop forecasting
models and to repeat trial and error calculations to reach more
accurate forecasts.

Figure 8-1: Imports and Exports of Registered
Goods (Q2 2015 and Q2 2016) (US$ million)
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Figure 8-2: Exports and Imports of Registered Services from
Israel (Q2 2015 and Q2 2016) (US$ million)
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Theoretically, there should be a perfect balance between the
current account deficit and the surplus of capital and financial
account, i.e. the net value of the two should be zero. However,
there is often a deference between them, usually recorded under
“errors and omissions”.

Table 8-1: Palestinian Balance of Payments *

2016
2015 Q2

Q1 Q2
1- Trade balance of goods and services  (1,280.7) (1,170.9) (1,345.0)
- Net goods (1,244.6) (1,130.3) (1,300.4)
- Net services (36.1) (40.6) (44.6)
2. Income balance 344.9 364.4 404.3
- Workers' remunerations received 335.9 372.3 407.5
from abroad
- Investment income received from 30.6 (7.6) (3.0)
abroad
3. Balance of current transfers 572.4 528.7 549.2
- Net transfers to the government 232.0 143.7 128.4
(from abroad)
- Net transfers to other sectors (from 480.2 385.0 420.8
abroad)
4. Balance of current account (1 +2 +3)  (363.4) (277.8)  (391.5)
5. Net capital and financial account 3434 198.8 270.6
6. Net errors and omissions 18.4 76.4 120.9

* Data do not include that part of Jerusalem governorate which was forcefully annexed

by Israel following the occupation of the West Bank in 1967.
International Investments

At the end of Q2 2016, Palestine>s foreign assets totaled about US$
6,020 million, 7.0% of which represent direct investment, and
18.6% represent investment portfolio. On the other hand, total
external liabilities amounted to about US$ 4,848 million, more
than half of which were direct investments. The difference
between assets and liabilities means that the overseas investments
by Palestinians were US$ 1,172 million higher than the investments
of non-residents. But it should be noted that a significant portion
of these assets (68%) are deposits by Palestinian banks abroad. As
for direct investments (which is an application of the concept of
investment), the figures indicate that foreign direct investment in
Palestine outweighed actual Palestinian investment abroad by
US$ 2,082 million.
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Figure 8-3: International Investments Balance
(Q2 2016) (Million US$)
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Box 7: Economic Concepts and Definitions: Gravity Models of International Trade

Gravity models are the most commonly used empirical models in
social sciences generally and in international trade particularly.
These models are used for analyzing and predicting bilateral trade
flow between countries, and between states in the same country,
as well as for studying the movement and flow of consumers to
shopping malls, migration, the movement and jamming of traffic
systems, spatial use and other issues.

Gravity models in international trade are designed to predict the
level of bilateral trade flow between countries and to interpret the
power of the determinants that influence this flow. Dutch
economist Jan Tinbergen (1962), was the first to lay down the
traditions of this model, through a simple proposal stating that
trade between two countries can be (approximately) predicted via
a ‘gravity equation’ (that mimics Newton’s gravity law): As planets
(objects) are attracted to each other, in proportion to the product
of their masses and inversely proportional to the square of the
distance between them, Tinbergen suggested that trade between
two countries is proportional to their mass (level of GDP), and
inversely proportional to the distance between them.

This suggestion for interpreting and estimating bilateral trade
relation between two countries differs principally from the
traditional justification for trade between countries, which is
based on Ricardo’s theory of comparative advantage, or on the
variation in the relative resources abundance theory (Hecksher-
Ohlin’s) regardless of the distance or the size of the economy.

Later the “gravity equation” has been expanded and currently it uses
additional interpretation factors (besides to level of income and
distance) to estimate bilateral trade and to increase the predictive ability
of the gravity models. The statistical exercises of the gravity models now
use a number of variables that can be categorized under three groups:

. Geographical variables: the primary variable here is the
distance (often between the capitals of the two concerned countries),
assuming that trade between two countries is inversely proportional
to the geographical distance that separates them. Distance leads to
higher transportation costs, as well it increases the discrepancy in
the various factors that are affected by geographical distance. This
means that neighboring countries are likely to have trade relations
with each other more than distant countries.

. Economic variables: the primary variable here is the level
of income (GDP). The idea here is that the higher the income of
a country, the larger its international trade. This means that rich
countries have more trade relations with each other than poor
countries. Nowadays, researchers added other economic factors
to measure their impact on bilateral trade, such as the existence
of preferential trade agreements between the countries (which
leads to the reduction of tariffs and increases trade), or the
existence of a common currency (which eliminates the
uncertainty in changes of exchange rates factor) or the abundance
of human capital (and this raises the competitiveness of the
country and thus its foreign trade), and others.

. Cultural variables: Among the factors that are taken
into account here is the existence of a common language, and
the similarity of institutions and systems and cultural cohesion,
all of which helps to stimulate trade between the countries.

Gravity model analysis derives the regression correlation of the
variables that affect the bilateral trade between the countries.
Practically, we take the actual figures of bilateral trade between two

countries among a large group of countries, and over a relatively
long period of time (for example, one of the foundational studies
took the figures of trade between two countries out of 173 countries
over the last 50 years). Using regression analysis of these numbers,
we reach to the estimated median of the strength of each of the
variables impacting bilateral trade. This in turn allows for application
of these correlations to simulate bilateral trade in the future, or to
reach a median estimate of “bilateral trade” between the countries.

Most economists agree that the results of gravity models in
international trade are quite satisfactory and correct most of the
times, and that they are one of the most successful prediction
models in economics. Nevertheless, these models lack two
features: First, until recently they have not had a solid theoretical
background, and often have been seen as merely a credible
statistical phenomenon. But recent research sought to fill this gap
and to provide theoretical background for these models (i.e.
involving interpretation correlations initially derived from
economic theory). Second, it applies to trade in goods only and
not to trade in services. In addition, the effect of the distance can
vary substantially depending on the nature of the topography and
the barriers between the two countries, since the presence of high
mountains or seas have a strong inverse impact more than the
large plains in the literature of gravity models.

Palestinian Gravity Models

Many gravity models were customized\formulated to analyze the
reality of the Palestinian foreign trade. The first of these models
was published in a study issued by the World Bank on the
Palestinian economy in 1993 (six volumes). The simplified gravity
model of this study reached that the trade relations between oPt
and Israel, under all the prevailing circumstances during the past
quarter century, was more than what the gravity model expected
(overtrading), which means that the West Bank and Gaza Strip
trade with other countries is less than it should be.

Following this study, many studies have applied gravity models.
Some of these models were designed to assess the geographical
distribution of actual Palestinian foreign trade, while other models
were designed to formulate expectations about the future trade
regime in case occupation ended and Palestinians enjoyed freedom
of choice. In general, most of these models have concluded that by
then, the West Bank and Gaza Strip imports from Israel will be
lower than now and exports will be higher. For example, a study by
“Arnon and others” estimated, through the application of a gravity
model, that the imports of the West Bank and Gaza Strip from
Israel in normal conditions should be half what it is actually now,
while the West Bank>s and Gaza Strip’s exports to Israel should be
treble or more than actual levels." The only exception to the idea
that Israel’s share of Palestinian trade is high is found in a study by
the International Monetary Fund (IMF), which also used a gravity
model. The study found that the West Bank and Gaza Strip do not
trade more than expected (or necessary) with Israel, but that they
trade with other countries much less than expected. It is notable
that the same study found out that the most important trading
partner of the West Bank and Gaza Strip in normal circumstances
would be the European Union and not Israel .

1 Arnon, A, Spivak, A. and Weinblatt, J. (1996). The Potential for Trade between
Israel, the Palestinians and Jordan. The World Economy, Vo. 19, No. 1, 113-134.

2 IMF (2001), West Bank and Gaza: Economic Performance, Prospects, and Policies
(R Valdivieso, U Erickson von Allmen, G Bannister, H Davoodi, F Fischer, E Jenkner
and M Said), Washington DC: IMF.
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—
Key Economic Indicators in Palestine, 2010 - 2016
2015 2016 2
Indicator 2010 2011 2012 2013 2014 2015
Q2 Q3 Q4 Q1 Q2
Population (One thousand)
oPt 4,048.4 4,168.9 4,293.3 4,420.5 4,550.4  4,682.5 4,666.0 4,699 4,732.7  4,766.2 4,799.8
West Bank 2,513.3 2,580.2 4,649.0 2,719.1 2,790.3 2,862.5 2,853.5 2,871.6 2,889.8 2,908.0 2,926.3
Gaza Strip 1,535.1 1,588.7 1,644.3 1,701.4 1,760.1 1,820.0 1,812.5 1,827.6 1,842.9 1,858.2 1,873.5
Labor Market

No. of workers (thousand) 745.0 837.0 858.0 885.0 917.0 963.0 971.0 947.0 983.0 974.0 975.0
Participation rate (%) 41.1 43.0 43.3 43.6 45.8 45.8 45.7 45.8 46.2 45.8 45.7
Unemployment rate (%) 23.7 20.9 23.0 23.4 234 26.9 25.9 24.8 27.4 25.8 26.6
West Bank 17.2 17.3 19.0 18.6 17.7 17.3 15.4 18.7 18.7 18.0 18.3
Gaza Strip 37.8 28.7 31.0 32.6 43.9 41.0 41.5 42.7 38.4 41.2 41.7

National Accounts (USD millions)
per capita GDP (USD millions) 8,913.1 10,4654 11,476.0 12,476.0 12,715.6 12,677.4 3,193.2 3,219.6  3,331.3 3,301.9 3,381.1
Household expenditure 8,354.7 9,602.4 10.158.5 11,062.6 11,840.4 11,795.7 2,914.2 3,146.6  2,957.4 2,987.2 3,134.9
Government expenditure 2,500.8  2,892.3 3,126.9 3,381.7 3,478.2  3,374.9 857.9 860.6 919.1 768.8 891.3
Gross capital formation 1,921.5 1,863.8 2,378.5 2,707.3 2,415.0 2,689.5 730.2 632.3 797.7 686.0 718.4
Exports 1,367.3 1,799.4 1,871.1 2,071.8 2,172.3 2,322.7 625.2 562.3 603.0 538.1 627.2
Imports 5,264.3 5,723.2 6,299.9 6,804.0 7,208.9 7,501.4 1,906.0 1,981.1 1,917.7 1,708.9 1,972.0

per capita GDP

at Constant prices (USD) 2,338.7 2,664.9 2,787.2 2,992.2 2,960.1 2,865.8 724.7 725.4 745.1 733.3 745.5
at Current prices base year 2004) 1,606.4 1,752.5 1,807.5 1,793.3 1,737.4 1,745.9 444.7 433.0 444.8 444.3 448.7

Balance of Payment (USD millions)
Trade Balance (3,897.0) (3,923.8) (4,428.7) (4,732.2) (5,036.7) (5,199.5) (1.280.7) (1,418.8) (1,314.7) (1,170.9) (1,345.0)
Income Balance 599.1 749.5 857.4 1,160.3 1,482.4 1,712.3 344.9 357.4 347.5 364.4 404.3
Current Transfers Balance 1,991.0 1,104.8 1,750.5 1,188.0 1,405.3 1,421.5 572.4 475.1 517.4 528.7 549.2
Current account Balance (1,306.9) (2,069.5) (1,820.8) (2,383.4) (2,149.0) (2,065.7) (363.4) (586.3) (449.8) (277.8) (391.5)

Exchange rates and inflation
USD/NIS exchange rate 3.70 3.60 3.90 3.60 3.60 3.90 3.90 3.80 3.90 3.90 3.80
JOD/NIS exchange rate 5.30 5.10 5.40 5.10 5.10 5.50 5.50 5.40 5.50 5.50 5.40
Inflation rate (%)’ 3.75 2.88 2.78 1.72 1.73 1.43 0.85 0.04 0.65 (0.90)  (0.03)
Public Finance (cash basis USD millions)

Net domestic revenues (including 1,900.0 2,275.9  2,240.1 2,319.9  2,791.2  2,8914 1,0184 923.1 550.4 884.3 993.3
clearance)
Current expenditure 2,983.0 2,960.7 3,047.1 3,250.7 3,445.9 3,424.9 1,018.0 911.4 859.2 855.8 1,146.0
Developmental expenditure 275.1 296.2 211.0 168.4 160.9 176.4 37.2 32.6 51.1 37.1 54.1
fl‘:;g;‘et ;’;igt:; U (1,083.0) (1,081.0) (1018.0) (1,0992) (8156) (709.9)  (367) (20.8) (359.9)  (87)  (206.8)
Total grants and aid 1,277.0 977.5 932.1 1,358.0 1,230.4 796.8 258.8 142.4 174.9 178.7 202.1
T(:;felrbg“r‘iiiz :ﬁgiﬁf)“rplus (81.0)  (1035)  (859) 2587 41438 869 2221 1216  (1850) 1701  (4.8)
Public debt 1,882.8  2,212.8 2,482.5  2,376.2 2,216.8 2,537.2  2,344.9 2,236.0 2,537.2 2,527.0  2,530.2

The Banking Sector (USD millions)
Banks assets/liabilities 8,590.0 9,110.0 9,799.0 11,191.0 11,822.0 12,602.3 12,420.0 12,462.1 12,602.3 13,143.6 13,631.0
Equity 1,096.0 1,182.0 1,258.0 1,360.0 1,464.0 1,461.7 1,396.0 1,427.0 1,461.7 1,483.2 1,497.0
Deposits at banks 6,802.0  6,973.0 7,484.0 8,304.0 8,935.0 19,6546 9,4564 9,506.5 9,654.6 10,054.7 10,203.0
Credit facilities 2,825.0 3,483.0 4,122.0 4,480.0 4,895.0 5,824.7 5,419.7 54204  5,824.7 6,137.3 6,405.0

These data do not include that part of Jerusalem governorate which was forcefully annexed by Israel following its occupation of the West Bank in 1967 (With exception to unemploy-

ment and population figures).

1. The inflation rate estimation is based on year-over-year comparisons of the average indices of consumer prices (the target year with the previous year).
2. Figures for 2016 are preliminary and subject to further revision.

Figures between brackets indicate negative values.



