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Foreword

This issue of th&conomic and Social Monitopresents a general statistical review and anabfsis
the main economic trends in the Palestinian Teyritturing the second quarter of 2011. Among the
topics discussed in this issue are: National adsodata, public finance, labor markets, the indicat
of economic activity, and prices and purchasing growlso included in this addition, is an analysis
of foreign trade figures (the trade balance andra of payments). Finally, the traditional secion
of theMonitor, such as banking sector data, Palestine secwiidsmange are also included.

The Economic and Social Monitoris a quarterly bulletin. We would like to empha&siance more
that economic activity has a seasonal nature, mgahat some activities flourish in certain quaster
and naturally shrink in others. Thus, comparing ¢ésenomic activity in successive quarters often
fails to account for seasonal dynamics and prodacekewed view of the inherent tendencies in
economic performance. In order to account for sealsshifts, theEconomic and Social Monitor
favors comparing analogous quarters from variowwsy@and thus provides time-series of quarterly
figures.

The present issue of tidonitor includes twelve independent text boxes, each aflwhddresses a
topical issue either directly or indirectly relatéd the policies and economic situation in the
Palestinian Territory. For example, one box coneges on the severe fiscal crisis faced by the
Palestinian National Authority while others deathwnissues such as the cost of the occupation on the
Palestinian economy, and the increase in food pricethe international market. An additional box
reviews with an econometric study that distingusshetween who attacks and who retaliates in the
Palestinian-Israeli conflict. Another sheds light waffic violations as source of fiscal leakage of
Palestinian income to the Israeli budget.

We hope that this issue further strengthens treeabtheEconomic and SociaMonitor as a reliable
reference to the regular changes occurring in #iesBnian economy. Finally, we hope that thiséssu
opens the door for necessary debate on the cuestrictions and future possibilities of economic
growth in the Palestinian Territory.

Samir Abdullah Ola Awad Jehad Alwazir
Director General President of the Governor
Palestine Economic Policy Palestinian Central Bureau Palestine Monetary Authority
Research Institute (MAS) Of Statistics (PCBS) (PMA)
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Executive Summary

Gross Domestic Product:The Palestinian GDP Company registration: At 373, the total
grew by 7.1% between the first and secondnumber of new companies registered in the
quarter of 2011. Moreover, GDP per capita West Bank during the second quarter of 2011
increased by 6.3% in the second quarter 201lwas less than 4% of the first quarter of 2010,
compared to the previous quarter, and increase@nd 13% less than the same quarter in 2010.
by 10.6% compared with the second quarterMoreover, the total capital (  million
2010. Jordanian dinars) of newly-registered companies
decreased by approximately% from the first
The labour market: The number of workers in quarter of 2011, and a decrease of 27%
the West Bank and Gaza increased from compared with corresponding quarter of last
thousand in the first quarter to 852.4 thousand inyear.
the second quarter of 2011. Distribution of
workers by region is as follows: 60.7% in the gyjilding licenses and cement imports:The
West Bank, 29.4% in the Gaza Strip, and 9.9%nymper of building permits issued in the West
in Israel and Israeli settlements. The gany in the second quarter of 2011 increased by

unemployment rate decreased from % inthe _ 15 49 when compared to the second quarter of
first quarter to 18.7% in second quarter of this 2010. In line with the increase in construction,

year. Furthermore, the average wage of WorkerSthe guantity of cement imported into the West

in the Gaza Strip increased by son® in the .
second quarter 2011 when compared to with theBank during the second quarter of 2011 rose by
about 28.5% from the previous quarter. In the

corresponding quarter in 2010. Consequently, _ _ )
the average daily wage rose to 61.8 NIS; quaza Strip, the quantity of cement imported rose

from 58.1 NIS in the second quarter of 2010. by 338% between the first and second quarters
of 2011.

Public Finance: Net domestic revenues ) _

decreased to $537 million in the second quartefCar registration: In the second quarter of 2011,

2011, a drop of 8.8% from the previous quarter.9,600 cars were imported into the West Bank.

Additionally, public expenditures increased to This represents an 84% increase when compared

$745 million in the second quarter 2011, an to the first quarter o_f 2011, and a 65% increase

increase of 10% from the first quarter. The When compared with the second quarter of

combination of these two factors increased the2010.

second quarter budget deficit to $208.2 million,

compared with the $89 million budget shortfall Hotel activity: The total number of guests
in the first quarter of 2011. staying in hotels located in the Palestinian

territories was 131,659 in the second quarter

The banking sector: The net assets of banks 2011. 15% of hotel guests were Palestinians
operating in the Palestinian territories (18 While 32% were European. The total nights
banks) were up by 1.2% from the first quarter Stayed during the second quarter of 2011
2011. Total direct credit facilities accounted for (338,639 nights) represents a 16.4% increase
$3.4 billion, an increase of 11% when comparedcompared to the previous quarter.
to the first quarter of 2011.

Prices and purchasing power:The Consumer
Palestine Securities ExchangeAt 72 million, Price Index (CPI) in the Palestinian territories
the number of shares traded during the secondlécreased by 0.05% in the second quarter of
quarter of 2011 rose 45% when compared to the2011 when compared to the previous quarter.
previous quarter. Moreover, the value of sharesconversely, the Construction Price Index for
traded increased by 57% during the samefesidential a_md non-residential buildings in the
period. At the end of the second quarter of 2011West Bank increased by 0.43% when compared
the Al-Quds index closed at 492.71 points, afO the previous quarter. Moreover, the second

decline of 4.96 points from the first quarter quarter of 2011 saw the purchasing power of the
2011. US dollar and the Jordanian dinar decline by



4.5% and 4.8% respectively, when compared toevaluation of the efficiency of the educational
their values in the first quarter of 2011. system: the decentralization of schools, a special
focus on the most vulnerable students, the use of
Trade balance: The total value of commodity various methods of teaching, and most
imports recorded during the second quarter ofimportantly; the presence of competent teachers.
2011 was about $1.billion. The value of
commodity exports recorded during the samePalestinian national authority financial crisis:
period amounted to approximately $ million. The Palestinian Authority experienced a
Consequently, the commodity trade balancefinancial crisis beginning in the middle of 2011
deficit dropped to $969 million when compared which resulted in delays in the disbursal of
to the first quarter deficit of $1,114 million. public sector employees’ salaries for a number
of months. The analysis in this box shows that
Health Status: The number of registered live there were defects in the structure of the
births during the first half of this year was Palestinian budget which have contributed to the
; of these were in the West Bank, crisis; particularly, the imbalance in the size of

and took place in the Gaza Strip. The government spending (50% of GDP), including
total number of registered deaths during thea wage bill which totals 58% of all government
same period was , including males  expenditure.

and females. According to traffic accident

figures, the number of injuries resulting from Higher education institutes budgets in the
traffic accidents registered in the Ministry of Palestinian territories: This box analyzes the
Health during the same period was . causes of the financial crisis suffered by the
Palestinian higher education sector. Universities
Box topics — The following boxes cover the rely heavily on premiums paid by students while
twelve different topics that have been the bulk of their resources go toward faculty
discussed for this issue: salaries. It appears that the higher education
sector is caught in a vicious circle: the declime i
The cost of the Israeli occupation: $7 billion a  premiums leads to the fiscal deficit which is
yearl: The Palestinian Ministry of National reflected in lower salaries for teachers. This in
Economy recently issued a report measuring theurn causes a decrease in the quality of
cost of the Israeli occupation on the Palestinianeducation and a reduction in scientific research.
economy. According to the report, the costsTaken together, these elements work to reduce
inflicted by the Israeli occupation amounted to the efficiency of the graduates and may justifies
about $6.8 billion in the year 2010 (85% of the increase in premiums.
GDP). It is worth noting that the report argues
that the occupation costs the Palestinian budgeBig Mac Index: the dollar should equal 4.86
about $1.8 billion annually. This means that the shekels!: 25 years agd’he Economistreated
end of the occupation would cancel out thethe ‘Big Mac Index’ to measure the deviation of
Palestinian Authority’s reliance on international exchange rates from the levels predicted by the
aid. "purchasing power parity" theory. This theory
holds that exchange rates between currencies
PISA report: The Organization for Economic must equalize so that prices of goods in different
Co-operation and Development (OECD) hascountries are comparabl@he Economisthas
been conducting periodic tests on 15 year oldused the idea of a standardized commodity
pupils to assess the efficiency of the educationavailable in almost all countries of the world -
system in different countries. This evaluation is the Big Mac - to compare prices. In the latest
known as the Programme for International survey conducted (July 2011Jhe Economist
Student Assessment (PISA), and is done everyoncluded that the dollar should be equivalent to
three years. The last PISA report, conducted ir4.86 shekels.
2009, examines the efficiency of education in
about 65 countries, including 4 Arab countries. A new income tax law in the Palestinian
This box discusses the main results of thatTerritories: The Palestinian president signed a
evaluation. The report finds that there are fourdecision recently to abolish the previous income
factors that play an important role in the tax law and all its amendments. The aim of the

vi



new law is to increase tax revenue; primarily by transformations brought on by the Arabic Spring
expanding the tax base and by closing loopholesand the risk of slowing global economic growth
found in the old law. While income tax rates more generally. The report indicates that the
remained the same they are now calculated irexpansion of public investment in oil-exporting
the shekels instead of dollars. The box reviewscountries is a source of concern in the absence

the amendments in the new law. of law and good governance. Moreover, private
investment in oil-importing countries requires a
High food prices in the international legitimate legal environment.

markets; conflicting interpretations: The
FAO food price index rose from 168 points in Traffic violations on the roads between
June 2010 to 234 points in June 2011. This boxPalestinian cities: draining the treasury:
discusses the different schools of thought whichPalestinians paid $3.7 million shekels between
offer competing accounts of the rise in food September 2008 and July 2011 in the form of
prices. While some schools gives optimistic traffic violations to the Israeli authorities (this
interpretation which argues that the rise in foodfigure represents only tickets paid through
prices is a natural, cyclical phenomenon andPalestinian banks). This box shows the increase
will not continue in the long run, others gives in the amount of tickets issued by Israeli
pessimistic explanation, arguing that the rise inauthorities recently. While Palestinians has to
food prices is an early indication of a long-term pay a total of 796.4 thousand shekels in 2009 in
food crisis which is the result of slowdown in the form of traffic violations, this figure jumped
agricultural production due to the depletion of to about 1.7 million shekels in 2010, and to 1.1
natural resources and rapid population growth. million shekels during the first seven months of.
Most of the observed traffic violations were in
The effects of the devaluation of the dollar southern and central West Bank.
and dinar on the Palestinian local economy:
This box discusses the impact of the devaluationDo the Palestinians attack or react?This box
of the dollar and dinar against the shekel on bothdiscusses the findings of an article called “Both
the economy and individuals. The devaluationsides retaliate in the Israeli-Palestinian
lead to higher prices for goods and servicesconict”. It aims to refute the argument that
denominated in dinars and dollars, increase thePalestinians are inherently violent, and instead
local revenues of government budget (taxesdemonstrates that a significant proportion of
collected in NIS but reported in dollar), lowere Palestinian violence occurs in response to Israeli
the value of saving deposits held in dollars oraggression.
dinars, weakened the competitiveness of
Palestinian products abroad and increased th&he relative weight of Jerusalem, the Golan
Palestinian demand for the shekel. Heights and West Bank settlements in the
Israeli economy: The Organization for
The World Bank: public investment is not a  Economic Cooperation and Development
substitute for good governance in the Middle (OECD) issued a detailed report to discuss
East and North Africa region: The World Israeli statistics, focusing specifically on the
Bank issued a report last September entitledareas that were occupied after 1967 (Jerusalem,
"Investing for growth and jobs”. The report the Golan and various settlements). This box
predicted that the growth rate in the MENA focuses on the economic weight and
region would reach 4.1% this year, but forecastsdemographic status of the three areas which are
a 3.8% decline next year due to the usually combined in Israeli statistics.

Vii



1. Gross Domestic Product

The growth the GDP saw during the quarters ofinformation available from the Palestinian
the last year has continued, growing by 7.1%Central Bureau of Statistics on the nominal
over the first and second quarters of 2011.figures. On the other hand, the per capita GDP
Given that the national product is strongly was up by 6.3% in the second quarter of 2011
influenced by quarterly shifts, economists compared to the first quarter in 2011, while it
appear in favor of comparing GDP in terms of grew by 7.4% compared to the corresponding
corresponding quarters rather than successivguarter of the previous year. Noticeably, there
guarters. Accordingly, there was a 10.6% rise inwas a marked improvement in GDP per capita
the second quarter of 201lcompared to thein the Gaza Strip, recording a growth of 26%
second quarter of 2010. Two points are ofduring the second quarter of 2011 compared
concern: first, this rise is real (at constant with the corresponding quarter of the previous
prices), i.e., the nominal increase minus theyear.

impact of price inflation; and second, there is no

Table 1.1: GDP and the% distribution of the contributions of sectorsin GDP - excluding
Jerusalem @t constant pricebase year2004

Economic activity 2010 2011

Q1 Q2 Q3 Q4 Total Q1 Q2
GDP ($ millions) 1,369.3 1,444.7 1,436.9 1,477..5,728.0 1,598.2 1,492.8
GDP per capita 363.2 380.4 375.6 383.2 1,502.4 408.5 384.4

Percentage distributionof the sectoralcontributions to GDP

Agriculture and fishing 6.5 6.2
Mining, industry, water and electricity 12.8 12.8
Mining and quarrying 0.4 0.3
Manufacturing 9.1 9.4
Water and power supply 3.3 3.1
Construction 9.9 11.5
Wholesale and retalil 10.6 10.6
Transport, storage and communications 7.3 7.3
Financial intermediation 5.2 5.0
Services 20.9 20.1
Real Estate and renting 7.4 6.7
Community and personal services 1.7 1.6
Restaurants and hotels 1.7 1.7
Education 7.6 7.7
Health and social work 2.5 2.4
Public administration and defense 15.1 14.4
Home services 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Less: brokerage and clearing (4.3) (4.1)
Plus: custom duties 7.2 6.8
Plus: Net value added tax on imports 8.7 9.3
GDP (%) 100 100

Source: Palestinian Central Bureau of Statistidsl2@ational accounts statistics.

The value of the public sector-owned companiesdistsibuted across trade and real estate, as weltess renting and education.

Data of 2010 quarters and first quarter of 2011 @adiminary and subject to further revision. Dafathe second quarter of 2011 is
preliminary and subject to revision and amendment.



As for the structure of GDP over the second
quarters of 2010 and 2011, one can notice the
following (see Table 1-1):

A 7.5% decline in the agriculture sector
contribution (from 6.7% to 6.2%). The
decline in the quarterly contribution of
agriculture in GDP occurred despite the fact
that the agriculture's contribution to GDP in

A rise of 21% in the relative contribution of
the construction sector in GDP. This is
mainly due to the significant growth in the
construction sector in the Gaza Strip during
the second quarter of 2011. This growth was
spurred by the Israeli’'s relative ease of the
siege in terms of partially allowing
construction materials into the Gaza Strip.

the Gaza Strip increased by almost 48%.

Box 1: The cost of the occupation: $ 7 billion a yaa!

The Palestinian Ministry of National Economy, irllaboration with the Applied Research Instituteualem
(ARIJ), released a report on the cost of the Is@mlupation for the Palestinian economy. The refmamd that
the occupation inflicted $6.8 billion on the Paieistn economy in 2010. The report concluded thdirenthe
occupation could directly lead to an increase eRlalestinian GDP by 85%.

The report, which was published in early Septemthezw this conclusion through calculating the dmsine by
the economy as a result of restrictions placed owement and on the exploitation of natural resailne
Israel. The study applied different approachesddkwout the cost of various elements. The followtalgle
shows the cost details as outlined in the report.

Table 1: The economic losses incurred by the Pal@san economy as a
result of Israeli occupation- 2010 ($ millions)

Cost % to GDP

Gaza blockade

Restrictions on the exploitation of water

Restrictions on the exploitation of natural resesrc

The direct costs of the use of electricity and waiamn Israel
Costs of buying electricity
Costs of buying water

Loss due to restrictions on international trade

Loss generated by restrictions on movement

Loss as a result of the lack of tourism in the D8ead area

Loss as a result of the uprooting of trees

Direct costs

Indirect costs

Total

Source: The economic costs of the Israeli occupatibthe Palestinian territory. The Ministry of
National Economy and the Applied Research Instileteisalem (ARIJ), September, 2011.

The report states that the cost of Gaza's blockpgears in the lack of growth rate achieved invitest Bank
since 2006. This loss was estimated at $ 1.9 billa 23.5% of GDP). The loss of the West Bank thedGaza
Strip from the restrictions on water use has bedautated as part of the loss of agricultural piaun that
otherwise could have been achieved. This loss Isasbeen aligned with the adverse health consegseot
water shortage. The table also shows that the ditadt costs are 37%, while the indirect costs4@a% of GDP
of the West Bank and the Gaza Strip.

The report further indicates that these figuresmm@mum estimates of the true cost and that a wédge of
costs born cannot be calculated due to a lackfofrimation.

Perhaps the most striking finding of the report Weet the Israeli occupation drains the Palestimiadget by
about $ 1.796 billion per year. This estimationldsiion the assumption that there is a constantioahip
between budget revenues and the value of GDPtlfieeincrease in GDP will increase budget reventes ja
constant rate). Assuming that this figure is titiggould mean that ending the occupation would mizleePNA
independent of international aid, and what's mtrere would be a budget surplus of up to $ 438ianilin
2010 instead of the actual deficit which stood &t358 billion in that year.




2. The labor market

2.1 The labor force and participation rate

The participation rate (i.e. the ratio of the can spot a growth in the participation rate in
workforce to those of working age) was 42.7% both the West Bank and Gaza by about 3%.
during the second quarter of 2011 in the WestTable 2.1 shows an ongoing disparity between
Bank and the Gaza Strip compared with 41% inthe West Bank and Gaza Strip in terms of the
the first quarter of the same year. This growth participation rate (45.3% in the West Bank
resulted from the increase of the participationcompared to about 38.1% in the Gaza Strip).
rate by 1.1 percentage points in the Gaza StripThis results out of a low rate of female
and by 2.1 percentage points in the West Bankpatrticipation in Gaza compared to the West
Comparing the second quarter of 2011 with theBank (11.6% and 18.8%, respectively).
corresponding quarter of the previous year, one

Table 2.1: Percentage of labor force participatiorior individuals 15 years
and over in the West Bank and the Gaza Strip by rdgn and
sex- quarters of 2010 and the first and second quiars of 2011 (%)

Region and Sex Q1/2010 Q2/2010 Q3/2010 Q4/2010 Q1/2011 Q2/2011
Both sexes
West Bank 43.2 43.0 445 43.2
Gaza Strip 36.3 37.0 36.0 36.3 37.C
West Bank & Gaza Strip  40.7 41.5 40.5 41.5 41.0
Males
West Bank 70.0 69.6 69.1 69.3 69.0
Gaza Strip 60.9 62.5 61.5 63.4 62.5
West Bank & Gaza Strip  66.7 67.1 66.4 67.2 66.7
Females

West Bank 15.8 17.6 16.3 19.1 16.7
Gaza Strip 11.2 11.0 10.0 8.7 11.0

West Bank & Gaza Strip  14.1 15.2 14.0 15.3 14.7
Source: PCBS, 2011, Labor Force Survey, 2010-2011.

Quarterly data signals an increase in the numbethe ratio of workers in the Gaza Strip to the total
of workers in the West Bank and the Gaza Strip-numbers of workers in the second quarter of
from 780.2 thousand in the first quarter of 2011 2011 rose to 29.4% compared to 25.3% during
to 852.4 thousand in the second quarter of 2011the corresponding quarter of the previous year.
Employment also increased by almost 13% inBy contrast, the rate of workers in the West
the second quarter compared to theBank declined by 4 percentage points in the
corresponding quarter of the previous year.second quarter compared with the corresponding
Distribution of workers, by place of work, was quarter of the previous year, while the rate of
60.7% in the West Bank, 29.4% in Gaza andworkers in Israel and the settlements remained
9.9% in Israel and the settlements in the secondlmost unchanged.

guarter of 2011 (see Table 2.2). Interestingly,

Table 2.2: Individuals, 15 years or more, workingm the Palestinian
Territory-by place of work (quarters of 2010 and Qs1 and 2, 2011)

Place of work Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11
Manpower (thousands) 2,342.4 2,432.2
Workforce (thousands) 953.9 9804 966.9 996.9
No. of workers (thousands) 743.7 709.5 767.2 780.2
West Bank (%) 64.6 63.5 63.9 61. 60.7
Gaza Strip (%) 25.3 25.8 28. 29.4
Israel & settlements (%) 10.1 10.3 10.0

Source: PCBS, 2011, Labor Force Survey, 2010-2011.



Table 2.3 shows that the private sector was theemployer was the public sector (39%). In
main employer of the Palestinian labor in the parallel, the number of workers in the private
West Bank during the second quarter of 2011-sector in Gaza rose significantly during the
absorbing more than 69% of the total second quarter of 2011 compared with the
employees, followed by the public sector with corresponding quarter of the previous year
an employment rate of 14.5%. In Gaza, the main(from 45.5% to 54.6%).

Table 2.3: Percentage distribution ofworkers, 15 yearsand over, in the
Palestinian Territory- by region and sector (quarters of 2010
and thefirst and second quartersof 2011) %

Sector Q1/2010 Q2/2010 Q3/2010 Q4/2010 Q1/2011 Q2/2011
Palestinian Territory
Public Sector 23.2 23.5 24.7 24.6 22.9
Private Sector 61.8 62.5 61.4 61.% 63.3
Other Sector 3.9 3.9 3.4 3.8 3.8
Israeli Settlements 11.1 10.1 10.t 10.3 1C
West Bank
Public Sector 15.9 15.7 16.9 16.5 15.4 14.5
Private Sector 66.2 68.2 66.5 67.2 68.2
Other Sector 2.6 2.6 2.4 2.5 2.4
Israeli Settlements  15.3 13.5 14.2 13.8 14
Gaza Strip
Public Sector 42.8 46.9 47 48 41.7
Private Sector 49.9 45.5 46.9 44.% 51.3
Other Sector 7.3 7.6 6.1 7.7 7

Source: PCBS, 2011, Labor Force Survey, 2010-2011.

With respect to the employment status of the two quarters. In the Gaza Strip, there was a
workers, the data indicates a decline of 3.5% insignificant increase in the number of self-
the number of wage earners over the first andemployed people between the second quarter of
second quarters of 2011. By contrast, the201land the corresponding quarter of the
number of workers in the family-based previous year (see Table 2.4).

enterprises rose by 2.1 percentage points over

Table 2.4: Percentage distribution of workers in tle Palestinian
Territory - by Employment Status and Region
(quarters of 2010 and the first and second quartersf 2011)

Region & employment status Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11

West Bank
Employer 7.1 7.3 7.0 7.0 8.0 7.6
Self-employed 214 206 20.2 193 189 190
Wage earner 63.3 623 649 64.0 66.7 64.7
Unpaid family member 8.2 9.8 7.¢ 9.7 6.4 8.7
Total

Gaza Strip
Employer 4.3 4.7 4.7 3.2 3.0 3.0
Self-employed 17.1 13 140 124 187 20.3

Wage earner 75.0 80.0 79.1 818 739 703



Region & employment status Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11

Unpaid family member 3.6 1.7 2.2 2.6 4.4 6.4
Total

Palestinian Territory
Employer 4.8 6.0 6.6 6.3
Self-employed 18.2 18. 1845 176 188 194
Wage earner 73.6 668 686 68.6 688 66.4
Unpaid family member 3.4 7.8 6.4 7.8 5.3 7.9
Total

Source: PCBS, 2011, Labor Force Survey, 2010-2011.

According to quarterly data, there was a slight percentage points between the two quarters.
change in the distribution of employees by Similarly, the number of workers in quarries

economic activity. The number of workers in and manufacturing in the West Bank increased
the agriculture sector in the West Bank from 13.2% in the second quarter of 2010 to
decreased by two percentage points in thel5.0% in the second quarter of 2011 - evidently
second quarter of 2011 from the correspondingat the expense of agriculture and services. In the
guarter of the previous year, while this number Gaza Strip, the percentage of workers in
rose by two points in the Gaza Strip. On the quarries and manufacturing rose from 3.8% in
other hand, there was a growth in the number othe second quarter of 2010 to 5.7% in the
workers in the construction sector during the corresponding quarter of 2011- mainly at the
two corresponding quarters, especially in theexpense of the services sector.

Gaza Strip where the figure jumped by about 4

Table 2.5: Distribution of workers in the Palestinian Territory
by EconomicActivity & Region - quarters of 2010 and
the first and second quartersof 2011(%)

Region & Economic Activity Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11
Palestinian Territory

Agriculture, hunting and forestry  11.8 12.7 10.2 125 10.6 115

Quarries and manufacturingdustry 12.6 109 114 10.7 11.5 12.3

Building and construction 12.7 134 13.8 12.7 13.8 145
Services and others 37.7 384 3€.9 38.7 37.35.2
West Bank

Agriculture, hunting and forestry 125 144 109 51 106 123
Quarries and manufacturingdustry 15.1 13.2 13.6 129 141 15.0

Building and construction 17.0 17.L 172 158 17.48.0
Services and others 299 30.1 316 30.8 30.7 282
Gaza Strip

Agriculture, hunting and forestry 9.9 7.8 8.0 5.1 105 9.5

Quarries and manufacturinigdustry 6.0 3.8 5.1 4.3 5.0 5.7

Building and construction 1.3 2.5 4.0 4.0 4.9 62

Services and others 582 63.0 599 61.3 552 52.0
Source: PCBS, 2011, Labor Force Survey, 2010-2011.

2.2 Unemployment

The unemployment rate in the second quarter oby 3 percentage points from the first quarter of
2011 stood at 18.7% (15.4% in the West Bank2011. This decline resulted from a drop in
and 25.6% in Gaza Strip), indicating a decreaseunemployment rate in the Gaza Strip by about



6.5 percentage points from the previous quarterwith the corresponding quarter of the previous
On the other hand, the unemployment rate in theyear, though the unemployment rate among
second quarter of 2011 fell significantly females edged up by more than three percentage
(approximately 4 percentage points) comparedpoints (see Table 2.6).

Table 2.6: Unemployment rate among individuals
participating in the labor force (15 years and ovey

in the Palestinian Territory- by region and sex— quarters
of 2010 and the first and second quarters of 201 %)

Region & Sex Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11
Palestinian Territory

Males 224 254 234 205 164

Females 26.8 25.C 32.5 232 273 2&.6

Total 220 229 266 234 21.7 187
West Bank

Males 159 149 189 165 16.3 134

Females 191 164 253 18.6 21.8 2u.3

Total 16,5 152 201 169 174 154
Gaza Strip

Males 31.7 375 383 370 289 224

Females 46.0 49.3 53.9 409 421 436

Total 339 393 405 374 30.8 256

Source: PCBS, 2011, Labor Force Survey, 2010-2011.

Features of unemployment in the Palestinian people in the second quarter of 2011, compared
Territory: to the same quarter of the previous year (from
Unemployment in the Palestinian Territory is 37.4% to 30.3%), only however, applied to
high among young people, aged 15-24, withmales; as the unemployment rate among young
30.3% (51% among young females and 26.4%males fell by more than 9 percentage points
among young males). This suggests that a largdetween the quarters. Yet, the unemployment
proportion of the unemployed are new entrantsrate among young females rose by 4 percentage
to the labor market (see Table 2.7). The points between the quarters

decreased rate of unemployment among young

Table 2.7 Unemployment rate among individuals partipating
in the labor force (15 years and over) in the Paléisian
Territory- by sex and age group - quarters of 2010
and the first and second quarters of 2011 (%)

Sex and Age Group Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11

Both sexes
15-24 425 399 38.2 30.3
25-34 28.0 225 225 20.6
35-44 166 141 122 10.2
45-54 18.2 18.0 136 121
55+ 155 131 10.0 9.8
Total 26,6 234 217 18.7
Males
15-24 39.2 385 353 264
25-34 249 213 196 16.0
35-44 17.2 148 123 9.6

45-54 206 21.0 156 133



Sex and Age Group Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11

55+ 17.4 109 11.3
Total 25.4 205 16.4
Females
15-24 59.5 53.8 51.0
25-34 410 271 33.8 37.3
35-44 13.8 109 119 129
45-54 5.1 2.5 3.1 6.9
55+ 2.1 3.2 45 3.0
Total 326 232 273 286

Source: PCBS, 2011. Database of Labor Force Su2gdy)-2011

For males, unemployment is rampant among the39.2%, while the rate among uneducated
less educated: There is a substantial differencdemales was barely 5.1%. Table 2.8 also shows
between unemployed males and females inthat the unemployment rate among the educated
terms of years of education. Table 2.8 showsfemales (obtaining more than 13 years of
that the fewer the years of education, the higherducation) rose by 11% between the second
the unemployment rate among males. This isquarter of 2010 and the corresponding quarter of
exactly the opposite when it comes to females:2011; still, this rate also rose sharply among
the unemployment rate among femalesuneducated females (from 1.5% to 5.1%).
obtaining 13 years of education and above was

Table 2.8 Unemployment rate among individuals
participating in the labor force (15 years and ovey in the
Palestinian Territory- by sex and years of educatio—
quarters of 2010 and the first and second quarteref 2011 (%)

Sexand Yearsof 1/10 Q2710 Q3/10 Q4/10 QU1 Q2/11

Education
Both sexes
105 144 159 155 119
1-6 23.1 16.5
7-9 226 17.8
10-12 20.5 16.1
13+ 22.1 2238
Total 21.7 18.7
Males
23.4 18.5
1-6 30.6 25.6 18.4
7-9 23.4 18.6
10-12 20.6 16.4
13+ 15.1 13.1
Total 205 16.4
Females
- 4.1 5.1
1-6 2.2 4.3
7-9 9.9 7.4
10-12 19.5 12.6
13+ 34.9 39.2
Total 27.3 28.6

Source: PCBS, 2011, Labor Force Survey, 2010-2011.



2.3 Unemployment among graduates of
universities and institutes

This sections sheds light oonemployment the other hand, the unemployment rate among
among individuals with intermediate and higher those who obtained a degree in journalism and
diploma by major. Table 2.9 shows a rise in themedia was the highest (45.2% in the second
unemployment rate among graduates as a wholguarter of 2011). The quarter saw a marked
between the second quarter of 2010 and thémprovement in employment rate among
corresponding quarter of 2011 (from 21% to business and management graduates as well as a
24%). The table also demonstrates that thesignificant increase in unemployment rate
unemployment rate among those who obtained among law graduates between the corresponding
degree in personal services was the lowesguarters

during the second quarter of 2011 (7.8%). On

Table 2.9: Unemployed graduates (with an intermedi® diploma
and above) by Major-- quarters of 2010 and the firsand second quarters of 2011(%)

Major Q1/10 Q2/10 Q3/10 Q4/10 Q1/11 Q2/11
Educational sciences & preparation of teach:2rs34.4 37.6 46.2 33.1 32.9
Humanities 258 226 336 233 239
Social and behavioral sciences 28.8 31 30.2 21.1 26.€
Journalism and media 29.6 416 40.2 21 334
Business and administration 24.9 23.7 26.2 22.9 20.9
Law 7.4 4.1 129 247 12.2
Natural sciences 27.5 25.8 26.1 21.8 22.1.
Math and statistics 22.7 21.3 20.6 19.7 31.4
Computer 28.6 24.5 40.7 31.5 24.¢8
Engineering and engineering professions 16.3 204 189 16.1 18
Architecture and construction 21.5 22.4 22.8 20.7 20
Health 13.1 122 183 146 16.9
Personal services 18.3 10.3 9.6 14.4 18.t
Others 13.2 19.4 29.5 21.2 23.6

Total
Source: PCBS, 2011, Labor Force Survey, 2010-2011.

2.4 Wages and working hours

During the second quarter of 2011, the averageNotably, the median daily wage in Gaza (the
wage in the West Bank fell slightly from the pay received by a person directly in the middle
previous quarter. In comparison with the of the highest and lowest wage) reflects the
corresponding quarter of the previous year, thegreat disparity between the wages in the Gaza
average wage in the West Bank grew by lessStrip and the West Bank: the median wage in
than one shekel (less than 1%). On the otheiGaza was only 62.5% of that in the West Bank.
hand, the average wage of workers in the Gaza his continuing disparity in wage rates between
Strip fell from NIS 64.6 in the first quarter to the West Bank and the Gaza Strip reflects the
NIS 61.8 (5%) in the second quarter of 2011.demand for labor under the Israeli siege. With
Compared to the corresponding quarter of theregard to the weekly working hours during the
previous year, the average wage of Gaza'ssecond quarter of 2011, they remained around
workers increased by four shekels (6%). By the average achieved in previous quarters. There
contrast, the average wage of workers in Israelwas however, an ongoing increase of weekly
and Israeli Settlements declined by 3.5 shekelsvorking hours for workers in the West Bank
between the first and second quarter of 201lcompared to those working in Gaza, Israel and
(see Table 2.10). the settlements (see Table 2.10).



Table 2.10: Average weekly working hours, monthly wrking days and daily
wages in NIS of known wage workers in the Palestian Territory-
by place of work - quarters of 2010 and the first ad second quarters of 2011

Place of work Average  Average monthly  Average Median daily
weekly hours  working days daily wage wage

Q1 2010

West Bank 42.8 22.0 85.7 76.9

Gaza Strip 39.1 23.1 56.9 46.2

Israel and Settlement 39.6 20.1 160.8 150.0

Total 41.3 21.9 92.5 76.9
Q2 2010

West Bank 43.6 22.6 84.1 76.9

Gaza Strip 38.8 23.7 58.1 50.0

Israel and Settlements 39.4 20.5 155.5 150.0

Total 41.8 22.3 89.8 76.9
Q3 2010

West Bank 43.4 22.4 86.6 76.9

Gaza Strip 39.9 23.2 58.0 50.0

Israel and Settlement 39.4 21.3 154.7 150.0

Total 41.9 22.4 92.4 76.9
Q4 2010

West Bank 43.2

Gaza Strip

Israel and Settlements 150.0

Total
Q12011

West Bank 42.6 22.0 85.0 76.9

Gaza Strip 39.2 23.3 64.6 50.0

Israel and Settlement 39.8 20.9 164.0 153.8

Total 41.3 22.2 92.4 76.9
Q2 2011

West Bank 42.8 22.5 84.8 76.9

Gaza Strip 37.5 23.7 61.8 48.1

Israel and Settlements 38.9 20.6 160.5 153.8

Total 40.9 225 90.8 76.9

Source: PCBS, 2011, Labor Force Survey, 2010-2011.

2.5 Vacancy announcements

The number of vacancies posted in the secondsaudi Arabia. However, the posted vacancies
quarter of 2011 was about 851, a 17.5% do not necessarily cover all available job

decline from the first quarter of the same year, opportunities, though all government jobs, as
and a 35.7% drop from the corresponding per law, must be advertised

guarter of the previous year (see Table 2.11).

It is worth noting that in the second quarter of The private sector still accounts for the largest
this year, there were 61 announcements withshare of job vacancies advertised in the second
no specific number of vacant posts. In quarter of 2011 (52.3%), while the shares of

addition, there were four engineering the public sector and NGO sector were 16.5%
vacancies posted for engineers to work inand 31.2%, respectively. The number of

MAS collected job advertisements from daily newssra (Al-Quds, Al-ayyam and Al-Hyah) as well asfrthe website www.jobs.ps
Article (19) of the Civil Service Law No. (4) dD98 states that the government departments giradiuace job vacancies in which
appointment are made by the competent authorityinvitvo weeks of vacancy in at least two daily neaysers. The announcement
shall contain detailed information about the jod #me competencies required.



vacancies posted by the private sector andboth Northern and Southern West Bank posted
NGO sector rose by 9% each. Analogous, thewere 12% and 10.3%, respectively. The Gaza
number of vacancies advertised by the public Strip's contribution amounted to only 1.8%

sector dropped by 63.3% compared with the As for the distribution of vacancies by the

first quarter of the same year. With regard t0 required degree, the BA degree was the most
the distribution of posted vacancies by peeded (63.9%), where as the demand for
geographical area, data shows that the Cen”%asters, intermediate diploma and  below

West Bank accounted for the majority of i
: : ploma degrees was 9%, 12.3% and 14.7%
vacancies advertised (75.8%). The shares O]érjespectively (see Table 2311

Table 2.11: Number of vacancies advertised in dailgewspapers
in the Palestinian Territory during the second quater
of 2010, and the first and second quarters of 2011

Q2 2011

22010 Q1 2011
Q Q Aprii  May June Total

By sector
Private sector 561 407 168 108 169 445
Public sector 178 381 33 53 54 14C
NGOs 584 244 47 66 153 266
By area
Northern West Bank 178 149 21 18 63 102
Central West Bank 865 683 207 19t 243  64H
Southern West Bank 140 129 17 9 62 88
Gaze Strip 140 71 3 5 8 16
By degree
MA and above 121 47 8 25 44 77
BA 929 736 157 138 249 544
Intermediate Diploma 148 105 50 19 36 10¢
Below Diploma 125 144 33 45 47 125
Total

1323 1032 248 227 376 851

Source:MAS collected job advertisements from daily newsgpapAl-Quds, Al-
ayyam and Al-Hyah) as well as from the website wals.ps

With a percentage of 37.4%, the demand forsciences was 19.3%, 18.3% and 6.6%
administrative and economic sciences had therespectively, while other specializations and
largest share of advertised vacancies. At theprofessions accounted for 18.4% of announced
same time, the demand for humanities andvacancies (see Table 2.12).

social sciences; applied sciences; and medical

Table 2.12: Number of vacancies advertised in dailgewspapers in the
Palestinian Territory- by major and sector— Q2 2011

Major Public sector Private sector Civil sector Total
Medical sciences 9 35 12 56
Humanities and social sciences 25 38 101 164
Applied sciences 52 70 34 156
Administrative and economic science 46 174 98 318
Other (c_raftsmen, maintenance, 8 128 21 157
secretarial work, etc.)
140 445 266 851

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

s The low number of vacancies advertised in the Gatri@ may be attributed to the fact that the thdaly newspapers, Al-Quds, Al-

ayyam and Al-Hyah, are not distributed in the Gaiép.



Box 2: PISA Report on the Efficiency of Educationm the Arab world

Since 2000, the Organization for Economic Co-op@natind Development (OECD) has been conductin
intensive periodic tests on pupils aged 15 yeae/&duate the success and efficiency of the edutatsystems
in different countries. This is known as PISA (Fag for International Student Assessment). Thentépwery
much like an Olympic competition among countriesicihtakes place every three years. Educators af
politicians need this report to see their studergeking on the international scale. They also nieftr
feedback on the reform and development policiey thant to produce.

The release of the report for the first time in @06trikingly triggered concerns and was a surpirisenany
countries which came to know that their educatiosydtem lags behind other countries which they haj
expected to be lower in ranking, performance afidieficy. Since then, countries are franticallarehing for
the reasons of failure, and success, of some @ tBystems.

PISA studies the efficiency of education in ababitcéuntries, 30 of which are OECD (or members en@tub
of the Rich). The rest are participating countri€eere were four Arab countries participating i th009
program: Jordan, Tunisia, Qatar and Dubai.

Table 1 gives a summary of the results that emeirgéte last PISA Report. Strikingly, students afeveloped
country such as Britain ranked 19th in the readikij and 23rd in mathematics. Even worse, studerfits
Sweden ranked 25th in science out of 65 partigigatiountries. None of the four Arab States (ord§raame
among the first thirty countries in any of the #hggeas: reading, mathematics and science.

What are the reasons behind this disparity? Whiieisecret behind the overwhelming, ongoing sopeéyiof
education systems in countries such as South Kaorddinland?

Table 1: PISA Test Results of 15-year-old
Students Achievement Ranking of countries 2009

Country Reading Math science
Shanghai (China)
South Korea
Finland
Hong Kong (China)
Canada
New Zealand
Japan
Australia
Netherland
USA
Sweden
Germany
France
UK
Israel
Dubai
Jordan
Tunisia
Qatar

Source: OCED

In the past, people used to think that there waig three factors impacting on the efficiency andcess of
education: the amount of money spent per studeatsacial class of the student and the dominamareu(the
degree of attention given to education). Howewverent research has confirmed that these factorisna@tant

d
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and play a role in the efficiency of education, theéy are not decisive. Obviously, many countriegeased
their spending on education (twice or three tinv@tlout achieving real, tangible results which ebhhve been
manifested in the PISA ranking. In fact, spendimgedlucation per student is the highest in the dr8tates,
yet American students did not rank among the tep &s is evident from the table. Andreas Schlejdinead of
analysis at PISA, thinks that only about 10% of #aeiation in pupil performance has anything to wiith
money.

Family class plays a central role in the perforneant students. Some studies suggest that familynieccan
explain 60% of the variance in the performancetadents in

Family class plays a central role in the perforneanat students. Some studies suggest that familynieccan
explain 60% of the variance in the performancetoflents in the same school. However, the impacdhisf
factor is not entirely obvious in the PISA StudyheTinequality in income is enormously large in Ghiget
China (Shanghai and Hong Kong) still occupies trgt position.

Culture and tradition are also very critical asytlexplain the superiority of Asian countries (fingpact of
Confucian). Nevertheless, Finland, which has aiticathl Western culture, also achieved a leadingjtfm.

Evidently then, there are other factors that dettdeefficiency of an education system. The plethafrstudies
conducted recently outlined four additional factdrs decentralization (relative autonomy of theaaly 2) a
special focus on underperforming pupils; 3) thesexice of various schools with different systent methods
of teaching; 4) (this is probably the most impott@ctor) competent teachers. Interestingly, the performing
students who finish matriculation exams in Finlaamtd South Korea enroll into teacher training prowa
Teachers in these countries are well-paid and emjadigtinctive social status.

Assessment of Palestine's students

The Trends in International Mathematics and ScieGtaly (TIMSS) is another report assessing student
knowledge in mathematics and science of fourth eigith grade students around the world. TIMSS was
developed by the International Association forEwaluation of Educational Achievement to allow papiating
nations to compare students' educational achieveawnss borders. The Association issued its foratiort,
which covered the performance of fourth grader86ncountries and eighth graders in 48 countrie20@7.
Palestine was one of the regions/countries whagehregrade students were evaluated.
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The average mathematics mark achieved by eightthegstudents in the 48 participating nations was50@
mark. The students of China (Formosa) and Korekedhiiirst (598 marks). Palestinian students scanagt
367 in mathematics, and ranked 42nd out of theotfiries. As for science, Palestine's studentsecdidrd,
ahead of Saudi Arabia, but trailing Egypt and Alger

3. Public Finance

The performance of public finance receded The current deficit increased to about $ 208
significantly during the second quarter of 2011 million (about 10% of GDP) compared to
in comparison with the first quarter of the same  4.5% in the first quarter.

year, manifesting in the financial crunch the The outstanding public debt balance grew
PNA experienced. by 11% (up to 2.171 million) due to an

) increase in domestic debt.
The total public revenues and grants (net)

declined by 12% to $ 682.7 million as a Table 3.1 summarizes the financial
result of the decline in the net total domestic developments in the PNA budget in accordance
revenues, grants and foreign aid. with the cash basis during the second quarter of
The total public expenditure rose by 17% 2011:

(to $ 837.2 million) due to an increase in

current expenditures.



Table 3.1: Summary of thefinancial status of the PNA during the
second quarterof 2011 @ millions) *

2010 2011
Q1 Q2 Q3 Q4 Q1 Q2
Public revenues and grants (net)
Total domestic revenuegnet)
Domestic revenues
Tax revenues g
Non-tax revenues
Clearing revenues
Tax returns
External revenues (grants and aid)
For budget support
To support developmental projects
Total public expenditure
Current expenditure, including:
Wages and salaries
Non-wage expenses
Net lending
Developmentexpenses
Treasury-funded
Donor-funded
Current deficit / surplus
Total deficit / surplus (before grants and ai
Total deficit / surplus (after grants and aid]
Financing
Net financing from local banks
The remaining balance 3

The financial gap

Source: The data available in the financial repisdgsed by the Palestinian Ministry of Finance lidaasis).

* Data for financial operations of the 2010 quastare in US dollars. They were included in thedads they
came from the source, and they are updated. Dafinéncial operations of the 2011 quarters arblli8. The
NIS monthly exchange rate was taken from source. sktekels were converted to US dollars and the mhont
totals for each quarter were calculated accordiri@ata for the second quarter of 2011 are preliminasued
by the Palestinian Ministry of Finance and are sabjo updating and revision. Figures in bracke¢sai a
negative value.

3.1 Analysis of items of income and grants

Public revenues and grants decreased by 12%juarter of 2010. Obviously, part of the rise in
during the second quarter of 2011- posting onlyclearance revenues between the corresponding
about 682.7 million dollars due to the decline in quarters was a result of the decline in the
gross net domestic revenues (8.8%) and the dropxchange rate of the dollar against the shekel,
of grants and foreign aid (22%). With respect to since the depreciation of the dollar raises the
the components of the total revenues, local datalearance revenues that are collected in NIS.
indicates that clearance revenues accounted fof his means that part of the increase is due to the
the lion's share (65%), followed by tax revenueschange in exchange rate rather than a real
(22%) and then non-tax revenues (13%). increase in revenues.

Clearance revenues fell during the secondTax revenue saw a 10% decline during the
quarter of 2011 by 15% compared to the second quarter of 2011 compared to the
previous quarter, totaling $ 349 million. previous quarter- totaling $121.6 million, the

However, clearing revenues in the secondfirst quarter however, is the period when income
guarter were 14% higher than the correspondingand property taxes are due. This means that the



decline in tax revenue does not necessarilyunusual revenues of about $25 million during
indicate a structural trend. Yet, tax revenues alscApril 2011.

declined by 10% compared to the corresponding _ ,
quarter of 2010. These facts require attentionE=xternal funding (grants and aid) stood at about

and must be taken into consideration during theb146 million in the second quarter of 2011, a
coming quarters. decline of 22%. The drop was a result of a 25%

decline of grants from the European Union and
Non-tax revenues increased to $69 million a 16.5% drop of grants from the World Bank.
during the second quarter of 2011, up by 31%The total grants and aid during the second
from the previous quarter. The increase resultedjuarter declined by nearly 60% compared to the
from the investment returns which achieved corresponding quarter of 2010.

Figure 3.1: Structure of domestic revenues
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Source: Data published in the financial reportthefPalestinian Ministry of Finance

Table 3.2: Indicators of public revenue and grants during the 2 quarter of 2011

ltem 2010 2011
QL Q2 Q3 Q4 Q1 Q2
Total domestic revenue (net) milliondollars
Ratio to total revenue and grants (%)
Ratio to total current expenditure (%)
Ratio to GDP (%)
External revenue (grants and aid) milliondollars
Ratio to total revenue and grants (%)
Ratio to total current expenditure (%)
Ratio to GDP (%)
Public revenues(local and external) million dollars
Ratio to Total public expenditure and net legdi#o)
Ratio to GDP (%)
GDP (million dollars)

Source: Table (3.1)
(1) Real GDP was changed to nominal GDP using qupaitélation rate: Nominal GDP= Real GDR *{
(CPIy / CPbhgoy), Where i = 1,2,3,4 represents the quarters aegresents the years.

On the other hand, with about $ 101 million, Authority to support the budget during the
international donations accounted for 79% of second quarter of 2011. This aid was a
the total grants and assistance to the Palestinianontribution from the Palestinian European



mechanism PEGASE ($44.7 million), the World With regard to budget support, Arab countries'
Bank ($41 million) and France (about $14 contribution totaled about $ 26 million (20% of

million). The developmental support totaled the total grants and foreign aid to support the
about $19 million during the second quarter of budget) during the second quarter of 2011.
2011 (see Table 3.3). Algeria was the main source of this fund.

Table 3.3: Grants and foreign aid to the Palestinian Authority
during the second quarter of2011 ¢nillion dollars)

ltem 2010 2011
Q1 Q2 Q3 Q4 Q1 Q2
Budget support 207.7317.€177.€443.5162.€126.8
Grants from Arab countries 0 575 60 113.353 26
International aid 207.7260.1117.9330.2 109.€ 100.8
Llheecﬁa""r'fssé']”'a” EUrOPea 1 06.572.0288.6 107.459.8 44.7
World Bank 87.1 95.2229.2 73.6 49.1 41
USA 0 74.62 0 148.10 0
France 9.9 15.720 148.10.0 14
Old grants for ministries 2.52 1 1.1
Developmentalfinancing 12.2 41.1 26.8 50.4 23.7 19.1
Total external financing 220 360 205 494 188.1147.3

Source: Table of external financing - data publisire annual reports of the
Palestinian Ministry of Finance

3.2 Analysis of public expenditure items

During the second quarter of 2001, public salaries accounted for the lion's share of the
expenditure and net lending stood at about $ 837tems of current expenditures ($454 million).
million, an increase of 17%, due to the rise in The wage bill and payroll grew by 4.8%
current  expenditure and development compared to the first quarter of 2011, and by
expenditure. The total expenditure accounted forl5% compared with the corresponding quarter
40% of the gross domestic product. of 2010. However, there was a slight change in

the value of the wage bill when calculated by
Current expenditure represented 89% of totalthe Israeli shekel; which means that the increase
public expenditure and net lending in the secondin the wage bill was a result of the depreciation
quarter of 2011. With 61%, the wages and of the dollar against the shekel.

Table 3.4 Indicators of public expenditure during the 2™ quarter of 2011

Item 2010 2011
QL Q2 Q3 04 Q1 Q2

Current expenditure (million dollars)

Ratio to total public expenditure (%)

Ratio to GDP (%)

Development expenses (million dollars)

Ratio to total public expenditure (%)

Ratio to GDP (%)

Total public expenditure (million dollars)

Ratio to GDP (%)
Source: Table (3.1)



Figure 3.2: Structure of current expenditures
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Spending on net lendifidell by about 2.3% 3.3 Surplus / Deficit

during the second quarter of 2011 compared

with the first quarter of 2011, posting only $ The increasing current expenditure and the
43.1 million. The share of net lending of decreasing net gross domestic revenues led to
current expenditure was in steady decline @ $ 208 million deficit in the balance of the
(from 8.7% in the second quarter of 2010 to budget in the second quarter of 2011 compared
about 5.8% in the second quarter of 2011). Inwith $ 89 million during the first quarter of
contrast, development expenses rose from $2011 and $ 274 million in the corresponding
39 million in the first quarter of 2011 to $ 92 quarter of the previous year. This deficit
million in the second quarter. Grants and represented about 10% of GDP compared with
international aid financed $ 19 million of 4.5% in the first quarter of 2011,

development expenditure, while the PNA

budget financed $ 73 million of development

expenditure.

Table 3.5: Indicators of fiscal deficit during the 2™ quarter of 2011

2010 2011
Ql Q2 Q3 Q4 Q1 Q2
The current deficit relative to GDP - - - - - -
Overall deficit before grants and aid relative DR - - - - -
Deficit after grants and aid relative to GDP - - -
Source: Table (3.1)

Item

The overall deficit before grants and aid was a surplus of about $ 59 million during the first
about $ 300 million during the second quarter quarter of 2011 and a surplus of about $ 31
of 2011, representing 14.3% of GDP million in the corresponding quarter of the

(compared with 6.5% in the first quarter of previous year. The deficit was fully financed
2011) As for the deficit after grantS and ald, It through borrowing from local banks.

totaled about $ 154.5 million, compared with

4 Net lending represents the amount that is trarefedirectly to the Gaza Electricity Distributi@orporation in Gaza, as well as the

amount allocated to pay the liabilities of localgmment bodies; or indirectly via the amount isateducted from revenue clearing,
and thus transferring them to utility companiefsiael.



3.4 Net accumulation of arrears and the 3.5 Clearing Revenue
surplus / deficit: cash basis vs.

commitment basis Table 3.6 shows the developments in the

clearance revenues according to the
The PNA net accumulation of arreatetaled  commitment basis during the first and second
approximately $116 million during the second quarters of 2011. The table indicates that the
quarter of 2011. The arrears of this quarterrevenues were nearly $ 365.3 million during
were twofold: clearance revenue arrears owedthe second quarter of 2011 compared to 329.1
by Israel to the Palestinian Treasury ($16.5 million dollars during the first quarter (up by
million) and PNA liabilities ($26 million) as  11% from the previous quarter). Evidently,
tax returns. Arrears to the private sector stoodthere is an accumulation of about 17 million
at $79.5 million, while arrears of wages and dollars as clearing arrears to the Palestinian
salaries were $27 million. Adding the net Tyeasury. In addition, data shows that clearing

accumulation of arrears (116 million) to the reyenyes increased in the second quarter on
current deficit on a cash basis ($208 million), .ommitment basis. but fell on cash basis.

the balance of the current deficit in accordance
with the commitment basis becomes $324
million.

Table 3.6: Clearance revenues ($ millions)

2010 2011
Ql Q2 Q3 Q4 Q1 Q2

Item

Clearance revenues

Customs

Value added

Fuel

Purchase tax

Income tax

Other

Clearance revenues relative net domesti
revenues

Clearance revenues in relation to tgtablic 454 358 437 346 501) 54.2
revenues and grants (net)

Clearance revenues in relation to GDP 17.3 16.3 17.2 17.3 16.7 17.3

Source: Tables of financial operations, detailgesfenue, expenditure and funding sources
(commitment basis), Ministry of Finance.
* Commitment basis was used since it is the onlysbahose data tables contain details of the
different items of clearing.
* GDP at current prices

67.7 62.3 60.8 71.1 69.8 69.2

When considering the components of Clearance revenues (on a commitment basis)
clearance, one notices a 5.2% rise in fuel tax;contributed 70% to the total local revenues in
a 12% increase in customs revenue (due tothe first quarter of 2011 compared to about
increased imports); and a 13% growth in 69% in the second quarter of 2011.
value-added tax. Besides, the contributions ofIncorporating foreign aid into the budget, the
the three main components in clearanceshare of clearance revenues dropped to about
revenues are almost equal (almost one-third50% and about 54% in the first and the second
each). guarter respectively. Table 3.6 reveals that the
contribution of clearance revenues to GDP was
approximately 17.3% during the second
guarter of 2011.

Net accumulation of arrears = liabilities duelie PNA minus arrears owed by the PNA. This reptssibre difference between the
balance of the current deficit in accordance with tash basis and the balance of the current difieiccordance with the accrual
basis. On the other hand, this item representidtiglity of the PNA, whereby a lower value indieatimproved liquidity status and
vice versa.



3.6 Public Debt

During the second quarter of 2011 an 11%Petroleum Authority (see Table 3.7). The
increase in the public debt brought the figure toexternal debt did not change during the second
about $2.2 billion. External debt accounted for quarter of 2011- standing at about one billion
48% while the domestic debt was 52% of total dollars. Arab financial institutions claimed
public debt. Data indicates that nearly 13.4% of51.6% of external debt, international and
the total domestic debt owed to the bankingregional institutions claimed 33%, while the
system was in the form of liabilities owed by the bilateral loans accounted for 15.4%.

Table 3.7: Public debt during 2010 andthe first and second
guarters of 2011 gillion dollars)

ltem 2010 2011

Q1 Q2 Q3 Q4 Q1 Q2
Domestic publicdebt 745.4 780.7 875.6 839.6 907.2 1123.7
Local banks 737.4 772.8 866.9 830.8 898.0 1114.1
Loans 411.7 432.6 397.8 345 402.6 433.4
Overdraft 218.7 244.6 369.8 390.7 362.2 529.9
Petroleum Authority 107 955 993 95 133.2150.8
Other public agencies 8 79 88 88 92 96
External public debt 1067.€ 1064.€ 1071.4 1043.2 1045.€ 1046.¢
Arab financial institutions 551 550.3 552.5 539.4 539.2 539.8
Al-Agsa Fund 4441 4441 4441 4441 4441 4441
Arab Fund for Economic and Social Developn 54.4 54.8 54.8 42.6 42.1 422
Islamic Development Bank 525 515 53.6 52.7 53 53.5
International and regional institutions 352 353.1 350.6 348.3 346.6 346.1
World Bank 306 305.9 304 302.9 301 300
European Investment Bank 252 255 246 234 234 239
International Fund for Agricultural Development 3.4 3.3 3.5 3.4 3.5 3.5
OPEC 17.3 184 185 18.6 18.7 1838
Bilateral loans 164.8 161.1 168.3 155.6 159.8 161.0
Spain 93 93 929 93 929 929
Italy 29.7 275 313 312 3355 348
China 48 48 49 5 5 5
Sweden 245 23 263 26t 283 282
Greece 129 129 129 0 0 0
Total public debt at the end ofthe period 1813 1845.: 1947 1882.€ 1952.€ 2170.€

Source: Data published in reports of the PalestiMinistry of Finance

Box 3: The PNA Financial Crisis

The PNA financial crisis emerged in early July wiiea Prime Minister announced that the governmentlav
pay only 50% of the salaries of employees in thantm (with a minimum of NIS 1,400 and a maximum of
4,500 NIS for each employee). Although the goveminpaid the salaries on time the following montinici

marked the start of Ramadan, the announcementeofleficit dealt a serious blow to the governmenictvh
gained popularity and reputation on the availabiind sustainability of funding as well as on pmzke of

financial management.

This financial crunch has brought to the forefriir@ vulnerability of the Palestinian National Autity budget,
which experiences a chronic structural imbalandee Tlaw is manifested in two elements: the wide ga
between current expenditure and domestic revenog;tlae reliance of the bulk of revenue on unreéabl
sources, namely the clearance transfers from Isnaglinternational aid. The accumulation of the atabhce

L=




between revenues and expenditures, even when eoingjd international aid, led to the accumulatidnao
public debt that is relatively large (about $ dibi in the mid-2010), creating a pileup of outstany payments.

The PNA financial crisi®vokes the issue of public employment, since on®finajor reasons for such strain
is the large number of employees whose salarydyltesents a significant financial burden on théget. The
financial status of the PNA has experienced fiveibatages, and it was an integral part of thetipaliand
economic developments prevailing during these pfiase

First: The Establishment Phase (1994-1999)

During this phase, the current expenditure was Ipdimanced through domestic revenues, and cuftedget
deficit was steadily declining (there was a surplusl998, while the budget was almost balancedhi t
following year). In 1998, the developmental expé&mdi-- current expenditure ratio was high (appratety
22%). In 1999, the number of government employeas 98 thousand people (about 44% in security sEs)ic
with a salaries bill of $ 524 million. It turns ottat the imbalance in the budget (where 55% oferur
expenditure goes to salaries) had started in titigli stage.

Second: The Intifada years (2000-2002)

The vicious political circumstances and the cripgleconomic blockade had seriously influenced thegbt
during this stage. The domestic revenues fellghaespecially when Israel stopped transferring ¢rearing
funds (from 2000 until the end of 2002 Israel ottgnsferred 16% of the amounts due). Finding itsalfer
increasing social pressure as the movement of kabisrael was nearly zero, the PNA had to increpssding
and employment. In 2002, the number of public eygds jumped to 124.000 and the bill of salariesveages
swelled to about $ 665 million annually (23% of GDPhe gap between expenditure and revenues had be
minimized through two main sources: first, a vergngicant increase in international aid for therreunt
expenditure ($ 471 million in 2002); and second,irrease in outstanding debt and borrowing froealo
banks. The loans from local banks during 2000-20@8ed $ 456 million.

By the end of 2002, a bottleneck of the financiasis had been building up: the PNA loans from dstice
banks totaled $ 135 million at very high interestes (10% in dollars and 15% in shekels). In aoidjtPNA
outstanding debts doubled during this period (daimesd external debt of approximately $ 1.2 biilioy the
end of 2002).

Third: The Start of the financial reform (2003-2005

Responding to the endemic financial (and politicaisis and the pressures from donor countries,PIN&
struck out a reform effort in June 2002. The madieat features of this reform were the creatioraafnified
account; aggregating the wealth of the PNA in thestment Fund (and thus reducing its busine$eitas);
and putting a ceiling to public employment. Thengf@rring of clearing revenues and promises fromodo
countries both helped in realizing the goals of¢hefforts.

By late 2005, the figure for public employees wd$.000 (up from 98.000 in1999). The bill of wagesl a
salaries was increased sharply over two stagesfifihavas in late 2003 as cumulative incrementeesil 998

in the light of the Civil Service Act, raising tiwdl by 20%. The second was in the second halfaifs2 with an
increase of 20%. These two stages (along with are@se in the number of employees: 31 thousand we
recruited in the late years of the Intifada) ledatenlarged bill of $ 1.001 billion in 2005. Thise occurred
despite the measures taken to reduce employmerdaahdretirement.

On the other hand, since 2003, the bill of net ilegdsignificantly increased ($ 344 million in 2005)he
continued increase in spending resulted in a 49&ease in the ratio of public spending to GDP 920
(double the ratio in 1999). At this time it was #erond highest ratio in the world (after Eritrea).

Fourth: The Hamas Government and the Government oNational Unity (2006 -2007)

Immediately after Hamas won the parliamentary @astin early 2006 and established a governmenttaéo
month later, the budget experienced somethingwhatcompletely new. Israel stopped transferringctharing
revenues (during 2006, the PNA received only 40¥eeénue from clearing). In addition, the tax cdiilen fell
and local banks reduced their overdraft (for felasanctions and prosecution abroad) through deuidtieir
tax liabilities from the balance of government debt

All figures inthis box aretaken from  web page othe Palestinian Ministry of Finance; thgeriodic reportublished by the
International West Bank and Gaza ILO web page.




To respond to this strict constraint on liquiditlye government at the time reduced spending &\adls which
included that public servants received only ab@8h4f their salaries on average (this varied ansl gemerally
higher for low-wage earners). Despite the austenigasures, spending remained higher than revetiugsthe
PNA had to finance the deficit through withdrawicash from the Palestinian Investment Fund. Duting
period, the PNA reneged on the unified accounttdu&ie multiplicity of sources of spending and esstwho
receive aid. Consequently, controlling spending @@venue became unattainable and lacked transparenc

The number of public servants in 2006 totaled 18@.@istributed equally between civil servants aadurity
forces. Early 2007, the national unity governmemas formed, but it could not survive for more thaaif a
year. 2007 saw a persistence of the same trendailaein 2006, except for the clearing revenueghviktarted
flowing again. These trends took two forms: an éase in external support for the current budgetr{fts 738
million in 2006 to $ 1.012 billion in 2007) and hasp rise in current expenditure (from $ 1,426idmllto $
2.567 billion).

Fifth: The current period (2009 — 2010)

Signs of improvement in the budget started loondogng this period. The net domestic revenues fox®a
$1.6 to $1.9 billion. They came mainly from therigmse in clearance revenues. While the domestentes
increased by 18%, spending saw a slight rise dwentrolling the net lending (which fell by aboli%). This
recovery figured in a 28% decrease in the curradgbt deficit (before foreign aid), bringing thgure to about
one billion dollars in 2010. On the other handeexal support for the current budget fell from $lbdllion to
$1.13 billion between 2008 and 2010.

Despite this relative recovery between 2008 and02@dreign aid remained vital in financing the ant
expenditure (more than one third). Besides, thécidef the total budget persisted (current andestment),
causing a steady increases in public debt.

It is noteworthy that the PNA cannot permanentlyréa from the banking sector. The Public Debt Laafilnks
in Article V a ceiling to public debt of 40% of teDP. Additionally, the increase of domestic puldebt
negatively impacts on private investment as itamithe interest rate and reduces the loans availalprivate
investment.

During the first six months of 2011, public spergistood at $1.6 billion (of which $131 million wetd
developmental spending). At the same time, thesghosnestic revenue amounted to $1.1 billion, e deficit
during the six months totaled $ 436 million. Inttional aid financed part of the this deficit ($73@illion).
The actual deficit was $ 99 million, which was fiad through borrowing from local banks.

The structural flaw

The previous analysis suggests that the PNA budaetalways been on the edge of acute crisis. Thy de
paying or cutting salaries occurred frequently,utifio less frequently since 2007. Undoubtedly, theecu
situation is the result of the bulk of wrong dewis the PNA had taken during the past years owotleehand,
and due to the dire political and economic condgjmn the other.

It is likely that part of the problem resulted framming, as the aid did not always arrive in a tiynmanner to
be available on the payment dates. The Prime Mingdid in a press conference that the immediateecaf the
crisis is the lack of aid from Arab countries. ifwas only due to timing, the PNA’s current finaalctrisis
would be a liquidity problem rather than a problefhtbankruptcy.

Obviously, this is not a mere liquidity problem.é€Fh is a structural flaw in the Palestinian budg&tcording
to relevant criteria, the PNA public spending amdblc employment are high. The ratio of current engliture
to GDP is around 50%. MAS Institute projected thenber of government employees in 2010 to be 170900
the West Bank and the Gaza Strip (see Table 1). Mgtnates the bill of salaries to be $ 1.7 billmmually
(58% of the total current expenditure). This radevery high, since the average ratio of salariesuiwent
expenditure in the Arab world is only 38% (thouglecording to the ILO, this ratio is twice the glbbate).
Perhaps the worst thing is the belief that thelesat#nt of the political conflict (whether in ternof
reconciliation between Gaza and the West Bank garding ending the occupation) will automaticabad to
ending the financial crisis.




Table 1: Public Employment and Salaries in the Pakinian Territory

No. of employees; Salaries (%) of total no. ol Percentage of salaries

(thousands)  ($ millions) employees  to current expenditur:
Civil Administration
678 19% 56%
24% 83%
19% 53%

Gaza Government
Total of West Bank & Gaza 23% 58%

Source: A reference paper for the round-table sessn the financial crisis of the Palestinian Nasib
Authority, MAS, 2011.
* New employment (civil) 4200 + reemploying 340ew employment (security) 15500 = 23.000

Undoubtedly then, avoiding a recurrence of theentrfinancial crisis requires radical but gradudlisons that
take into consideration the two main items of theldet: revenues (through increasing the direct! ltea
collection) and expenditure (through reducing pubpending until revenues equal expenditure).

Box 4: Higher Education Institutions in the Palestnian Territory and their Budgets

The first Palestinian higher education institutivas established back in the 1970s. The Collegslafnic Law
was founded in 1971, Birzeit University in 1972 tldlehem University in 1973 and Al-Qudiniversity, the
Islamic University in Gaza and An-Najah University 1977. In 1994, some colleges were recognized as
universities, such as Al-Agsa University and thevdrsity of Palestine, bringing the number of umsiges to
12, while the colleges that award Bachelor degiees limited number of subjects) reached 12. mtwnber of
colleges that teach different subjects for two yeataled 19 (PECDAR, 2009). Palestinian highercatian
institutions are classified into four categories:

Traditional universities

University colleges

Community colleges / intermediate colleges

Open education universities (Al-Quds Open Univg)sit

Figure 1: Number of students enrolled in institutions of higher
education in Palestine 2009/2010 by institution ansex

120,000 107,925
100,000
80,000
62,142 61,13
60,000 46,786
37,47
40,000
24,671 t
Open University Community  University Colleges Traditional
Colleges Universities
Males Females W Total ‘

Source: "Higher education in Palestine, figures atadistics- 2009/2010", Palestinian
Ministry of Education and Highégducation

Table 1 shows the number of students enrolled stititions of higher education in different speiations.
The table reveals that the total number of studentslled in universities in the academic year 2R020 was
196.625 whereby 30% were studying in open educatistitutions and 13% in colleges.




Table 1: Students enrolled in higher education ingutions by program, 2009/2010

Institution's category

Program Open Traditional  University - Community Total
education  university college college

Education 31,873 27,729 2,240 821 62,663
Humanities and Fine Arts -- 18,190 1,614 393
Social sciences, Business afud 23,174 28,870 6,171 5,448 63,6€3
cngineering, Manufacturing and - 11,959 731 923 13,613
Sciences 3,371 11,741 1,292 ,657 18,061
Agriculture 211 714 -- -- 925
Health and Social Services -- 8,493 2,837 2,311 13,64..
Services -- 211 59 61
Other 3,513 18 -- -- 3,531
Total 62,142 107,925 14,994 11,614 196,625

Source: "Higher education in Palestine, figures atatistics 2009/2010", Palestinian Ministry of
Education and Higher Education

In a study conducted by the Palestinian EconomianCib for Development and Reconstruction in 2008
budgets of 8 Palestinian universities were analy@@ilzeit, An-Najah, Bethlehem, Hebron, AL-Quds,
Palestine Polytechnic and Al-Azhar University). Tedy reported the following key data about thddais:

Table 2: Revenue of 8 Palestinian
universities in 2008 (JD)

Item Amount Percentage
Tuition fees 57,632,444 79%
Operating revenu¢ 1,751,604 2.4%
Aid from PNA 7,407,992 10.2%
In-kind donations 4,437,682 6.1%

Cash donations 1,561,358 2.1%
Total 72,791,107 100%
Deficit 7,775,855

Source: "The Development and Reform of the
Palestinian Higher Education: Problems
and Future Implications" — PECDAR

As the table shows, tuition fees account for al@% of the total revenue. It also reveals thatuhieersities
sustained a deficit of JD 7.8 million. Table 3 desiwates that the bulk of the deficit was in AL-Qud
University (JD 3.5 million), followed by An-Najahnilversity (JD 2.3 million). At the same time thefidi at
the University of Bethlehem was only JD 59.000.

Table 3: Revenues and Expenditure of the 8 universs (2008)

University Revenues  Expenditure Deficit
Islamic University- Gaza 14,200,00(! 15,800,000 0@,600
Birzeit University- Ramallah 10,112,103 10,297,910 185,807
Palestine Polytechnic University 4,530,506 3,869,5 720,953
AL-Quds University- Ramallah 11,851,102 15,339,250 3,488,148
University of Bethlehem 4,646,754 4,705,662 58,908
Al-Azhar University- Gaza 6,079,235 7,062,411 983,176
Hebron University 4,596,407 4,471,176 125,231
An-Najah University- Nablus 16,775,000 19,081,000 2,306,000
Total 72,791,107 80,566,962 7,775,855

Source: "The Development and Reform of the Palestinigher Education:
Problems and Future Implications" — PECDAR




With respect to expenses, Table 4 shows that tfé sslaries accounted for the lion's share ofl tep@nding
with about JD 58 million (71%).

Table 4: Expenditure (JD)

Item Amount Percentage
Staff salaries 57,310,047 71%
Operating expenses 23,256,915 29%
80,566,962

Source: "The Development and Reform of the Palestini
Higher Education: Problems and Future
Implications" — PECDAR

The tables above presents the main reasons bemndrisis in the Palestinian higher education tustins.
They depend heavily on the tuition fees collecteanf students and the bulk of their revenue is spartaff
salaries. The tables also reveal an inescapablipabl: lower tuition fees lead to fiscal deficitweh is, in turn,
reflected on the staff salaries, leading to lowliy@ducation and dearth of scientific researchisTeventually
affects students' aptitude and thus eliminateptssibility of raising salaries.

4. The Banking Sector7

The performance of banks operating in the 7.2% decline in assets of banks held by the
Palestinian  Territory did not change Palestinian Monetary Authority

significantly during the second quarter of 7.2% rise in the assets of banks operating
2011 compared to previous quarters. The  jn the Palestinian Territofy

fluctuations reported in the main items of the 13% decline in investment

consolidated budget remained within the

acceptable range occurring between quartersy japilities

The upward trend in growth of 0.8% growth in total holdings
assets/liabilities of the banks operating in 0.3%.growth in customer deposits
Palestine persisted, with a 1.2% growth rate 130 rise in assets of PMA held by banks

during the second quarter of 2011 compared 3o th in total ital it f
to the first quarter of the same year. The most bacr)]kgrow in total capital (equity) o

significant developments in both assets and
liabilities of the consolidated balance sheet for The number of banks operating in the

banks can be summarized as: Palestinian Territory at the end of the second
qguarter of 2011 remained at 18. However, the
number of branches and offices rose by 7,
bringing the total number of branches to 223.

Assets
11% growth in net direct credit facilitiés
9% decline in overseas assets of banks

Table 4.1: Number of banks and branches in the Paséinian
Territory, local and foreign by the end of the 2% quarter of 2011

No. of banks No. of branches and offices
Q2 Q1 Q2
Local banks 8
Foreign banks
Total

Source: Palestinian Monetary Authority

The data in this section is preliminary and subjechange.
Direct credit facilities consist of loans, overiifacilities and finance lease.
Foreign funds are those deposited offshore by apkrating in the Palestinian Territory.




4.1 Key developments in the consolidated
balance sheet for banks

1. Assets

Data from the consolidated balance sheetcorresponding quarter of 2010, the net holdings
indicate that the net assets of banks rose byf banks grew by about 11.7%, suggesting that
1.2%, totaling about $ 107 million during the the net assets of banks rose by about $ 922
second quarter of 2011 compared with themillion between the end of the second quarter of
previous quarter. In comparison to the 2010 until the end of the second quarter 2011.

Figure 4.1: Net assets obanks operatingin the Palestinian Territory,
from the 2™ quarter of 2010 to the 2nd quarterof 2011
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Source: Palestinian Monetary Authority - the coitdked balance sheet for banks

Direct credit facilities were among the most by 7.2% during the same period. Similarly,
important items which enjoyed a rise (11%) in fixed assets and other assets grew by 7% and
the second quarter compared to the first quarted8%, respectively. With the same trend, the
of 2011. In parallel, the holdings of banks monetary item rose by 8.4% during the same
operating in the Palestinian Territory increasedperiod.

Figure 4.2: Structure of the assets of banks by thend
of the first quarter of 2011

Assetg of Banks Investments Other
operating in oPt 3.50 5.3% Monetary
% ' 9 ;
3.3% 6.1% Foreign Assets

25.6%

Portfolio
6.6%

Credit Facilities
38.9%

Source: Palestinian Monetary Authority - the coisdked balance sheet for banks



Some items saw declines, particularly the 7.2%the second quarter of 2011, resulting in a rise of
decline in assets of banks held by the Palestiniai$339.1 million during the second quarter of the
Monetary Authority. Similarly, the assets of year: $193 million for overdrafts and $145.5

foreign banks fell by 9% with a value of $ 226.5 million for loans.

million during the period under consideration.

Direct credit facilities
The growth in credit facilities granted by banks
to various economic sectors continued during

Figure 4.3: Distribution of net direct credit facilities- by type of
facility for the 4th quarter of 2011
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Source: Palestinian Monetary Authority - the cortsded balance sheet for banks

The credit facilities were distributed among the notice a growth in the facilities granted to the
private and public sectors with 67.5% and public sector by 3 percentage points during the
32.5%, respectively. When comparing thesesecond quarter at the expense of the local
rates with those of the previous quarter, weprivate sector.

Figure 4.4: Distribution of credit facilities by beneficiary sector
in the 2nd quarter of 2011
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Source: Palestinian Monetary Authority - the cortsdked balance sheet for banks



When distributed regionally, the West Bank quarter to $3.1733 billion in the second quarter
appears to have received most of the credit(the share of the West Bank encompasses the
facilities, with a percentage of 92.4%. Though facilities granted to the public sector). By
the rate remained unchanged through the firsttomparison, the share of the Gaza Strip grew
and second quarters of 2011, the value of thdrom $236.2 million to $ 261.5 million during
credits rose from $ 2.8586 billion in the first the same period.

Figure 4.5: Shares of the West Bank and Gaza Stripf the net credit
facilities granted by banks from the 2% quarter of 2010
to the 2" quarter of 2011
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Source:Palestinian Monetary Authoritythe consolidated balance shématbanks

Table 4.2: Distribution of direct credit facilities portfolio from
the 2 quarter of 2010 to the second quarter of 2011 ($itfions)

2010 2011
Q2 Q3 Q4 Q1 Q2

By geographic area

West Bank* 2633.2
Gaza Strip 192.3
By beneficiary
Public sector 837.4
Resident private sector 1930.3
Non-resident private sector 57.8
By type of credit
Loans 1953.9
Overdraft 864.7
Finance lease 6.9
By currency

Uss 1714.9
JD 236.6
NIS 857.8
Other 16.2
Source: ﬁglneksstinian Monetary Authority - the coitsibd balance sheet for

* In the West Bank, loans include facilities grahte the National Authority
and those granted to non-residents.



In terms of currencies traded in the Palestinian  Distribution of direct credit facilities
Territory, data shows that the credit facilities amongthe various economic sectot’
granted in US Dollar held the highest share o )
(58.6%), down by about two percentage pointsTabl? 43 §hows the dlstrlbqtlon of d|reqt
from the previous quarter. The facilities given Credit facilities among the various economic
in the Israeli Shekel constituted 27.6% of total S€ctors until the end of the second quarter of
facilities, while facilities granted in the 2011.

Jordanian Dinar grew to 13.2% in the second

quarter.

Table 4.3: Shares of various economic sectors ofelfacilities granted
to the private sector in the first and second quasr of 2011

Share ($ millions)
Q12011 % Q22011 %

Sector

Real estate and construction

Land development

Mining and industry

Internal and external trade
Agriculture and livestock

Tourism, hotels and restaurants
Transport and communications
Services

Financing investment through equity and
financial instruments

Financing car purchase

Financing consumer commodities
Other

Total

Source: Palestinian Monetary authority

The data shown above demonstrates that the25.6% of the total holdings of banks ($ 2.2628
trade sector, internal and external, held thebillion) compared with 55% of the total
largest share with 21% of the total facilities. holdings of banks. By the end of the second
The construction sector had a share of 16.2%quarter of 2011, overseas assets.

which declined slightly in the second quarter.

The service sector lost 4.5 percentage points  Assets of banks held by PMA

during the second quarter, claiming 16% of _

total facilities. The financing of consumer During the second quarter of 2011, the assets
goods was one of the most increasing sectors?f banks held by the Palestinian Monetary
growing by 6.2 percentage points, bringing its Authority represented 11% of total assets of

share to 14% compared with 7.7% in the Panks operating in the Palestinian Territory.
previous quarter. This ratio is equivalent to about $ 947.6

million, down by one percentage point from
Offshore holdings of banks the previous quarter. These holdings were in
the form of mandatory reserves (66%) and
Palestinian Monetary Authority has put a current accounts (6.4%).
ceiling to offshore investments by banks at of
28.5% in the first quarter. banks constituted

0 Each sector's shares also include allocations, ttieifigures shown here might not match the figafenet credit facilities that appear
in the text.



Figure 4.6: Structure of banks' assets held by PMAn
the 2" quarter of 2011
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Source: Palestinian Monetary Authority
2. Liabilities

The item 'total deposits' is the largest componentThe deposits of the public (non-bank deposits)

of liabilities in the consolidated balance sheetaccounted for 94% of the total holdings in the

for banks. This item constituted about 84% of second quarter of 2011. These deposits were
banks' liabilities in the second quarter of 2011.claimed by the public and private sectors with

Therefore, the changes that occur in this item8% and 92% respectively, thus the deposits of
significantly impact the overall liabilities side. the public sector lost two percentage points of
The total outstanding balance  was share to the private sector in comparison with

approximately $7.403 million at the end of the the first quarter of the year.

second quarter of 2011lwhich constitutes an

increase of 0.8% compared to the end of the

previous quarter.

Figure 4.7: Structure of liabilities of banks operding in the
Palestinian Territory by the end of the 2nd quarterof 2011
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The deposits of the public were also disparatefirst quarter, Gaza's contribution continued to
by region. With 90% of total public deposits the decline, both in value and percentage, losing
West Bank held the highest share, while Gaza'sabout 1.2 percentage points ($ 8 million) during
contribution was only 10%. Compared to the the period.

Figure 4.8: Credit facilities and public depositsm the West Bank
and Gaza at the end of the™ quarter of 2011
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Source: Palestinian Monetary Authority - the cortsded balance sheet for banks

During the second quarter of 2011, the majorThe US dollar maintained its position as the

portion of public deposits was in the form of on- main currency of public deposits in banks

demand deposits (constituting 40%), while time operating in the Palestinian Territory with a

deposits and saving deposits accounted for 32%percentage of 41.5%, while 27% and 26.5% of

and 28% respectively. public deposits were held in Israeli Shekels and
Jordanian Dinar respectively.

Figure 4.10: Distribution of public
deposits by currency at the end

Figure 4.9: Distribution of public deposits
by type of deposit at the end of

the 2" quarter of 2011

of the 2 quarter of 2011

Source: Palestinian Monetary Authority - the
consolidated balance sheet for banks
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At the end of the second quarter of 2011 theto the previous quarter. As such, this item rose
total capital (equity) for all banks operating in from $
the Palestinian Territory grew by 3% compared during the comparison period.

million to $

million



Figure 4.11: The capital of banks from the # quarter of 2010
to the 2" quarter of
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Source: Palestinian Monetary Authority - the cortsded balance sheet for banks

Table 4.4: Consolidated balance shedbr the banking systemoperating
in the Palestinian Territory from the 2" quarter of 2010 to
the 2 quarter of 2011 ($million)

2010 2011

Budget Item
Q2 Q3 Q4 Q1 Q2
Cash and precious metals
Deposits at Monetary Authority & Banks 3949.3
Portfolio
Direct credit facilities

Bankers' acceptances

Investments 349.6
Fixed assets 144.2
Other assets 200.8
Assets (total) 8589.9
Deposits of Monetary Authority & Banks 420.6

Total deposits of the public
Executed and outstanding bankers' acceptai

Other liabilities 108.3
Tax benefits & other benefits 147.9
proprietorship 1095.6
Liabilities (total) 8589.9

Source: Palestinian Monetary Authority — the coiasdéd balance sheet for banks

4.2 Performance indicators of the banking
systent*

The general indicators for the performance of of 2011 compared to the first quarter. The
banks operating in the Palestinian Territory consolidated balance sheet shows that the ratio
reveal varying changes in the second quarterof credit facilities to non-bank dejtes

™ For more details on this topic and other develapmeoncerning the Palestinian banking sector splsae the Financial Stability
Report’s section on profits and losses of the baplesating in the Palestinian Territory.



(deposits of the public) rose by 4.7 percentagepoints, bringing its share to 36.2%. Similarly,
points, representing 49.4% during the the ratio of facilities granted to the resident
comparison period. The share of credit facilities private sector to deposits of the same sector was
(granted to the private sector) in the deposits 0f36.4%, up by 1.4 percentage points during the
the private sector posted a rise of 1.3 percentageomparison period.

Table 4.5: Indicators of the performance of the banking systenin %
from the 2" quarter of 200 to the second quarter of 2011

2010 2011
QL Q2 Q3 Q1 Q2

Indicator

Credit facilities / Non-bank deposits
Credit facilities of the private sector / privatcr deposit

Credit facilities of the resident private sectateposits otthe
resident private sector

Overseas holdings / total deposits

Customer deposits / total assets
Source: Palestinian Monetary Authority — the coiasdéd balance sheet for banks

Profits and losses of banks operating in checks presented for clearing in various
the Palestinian Territory currencies during the second quarter of 2011,
compared to the first quarter of the year. The

The net revenues of banks operating in thevalue of these checks rose by 6 % during the
Palestinian Territory during the second quartersame period. As a result of the increase in the
of 2011 totaled about $32 million, compared number and value of checks presented for
with $38.6 million in the first quarter of the clearing, a slight increase occurred in the
year. Thus, the net income of banks during thenumber of checks returned, constituting a rise of
first half of the year was about $70.5 million 0.8 percentage points from the previous quarter.
compared with $72.4 million in the The ratio of returned checks to the total

corresponding period of the previous year. presented checks was 11.6% compared with
) o 10.8% in the previous quarter. However, the
4.3 Clearing-Houses Activity value of the returned checks to the total value of

checks presented for clearing remained
unchanged and almost constant (5.7%) during
%he target period.

Data from the Palestinian Monetary Authority
clearing-houses in both Ramallah and Gaz
indicate a growth of 2.1% in the number of

Table 4.6: Number and value of checks presented fatearing and returned
from the 2™ quarter of 2010 to the second quarter of 2011

Checks presented for Percentage of checks
; Returned checks .
Period clearing returned/presented for clearing
Number of Value ($ Number Value ($

checks  millions) of checks millions) NISH 0 VElLE Y
Q
Q
Q
Q 981,188 106,141 167.2 10.8 5.8
Q 1,001,249 115,883 175.6 11.6 5.7

Source: PMA, Monthly Statistical Bulletin

4.4 Palestine Stock Exchange

Market security is a key players in attracting They can also be catalysts for businesses to
capital and investment, in that they provide improve their economic performance and
resources for companies to finance investmentsincrease profitability in order to maintain their



stock price. This volume of the Monitor Turnover: Turnover is the volume or value of
analyzes three groups of financial indicators shares traded on a stock exchange during a
of the Palestine Stock Exchange and itsday, month or year. This rate was 4.8% in the

developments. second quarter of 2011compared to 3% in the
first quarter. As per sector, the turnover of the
Indicators of the financial market investment sector stood at  ; industry

sector 6.5%; banking sector 3.4%; services

Market capitalization is measured by dividing sector 3.1%; and insurance sector 3%.
the market value of listed equities in the
market with GDP at current prices. This rate is Degree of Concentration: This indicator is
calculated for the entire year and not for the used to determine the influence of some giant
guarters. The rate of market capitalization wascompanies on changes in stock market indices,
43% in 2010 compared to 46.4% in 2809 especially the stock prices. The influence is

_ _ measured by calculating the contribution of the
Number of listed companies: The number of tgp five or ten companies to the value of shares
companies listed on the Palestine Stocktraded on the stock market. The five largest
Exchange at the end of the second quarter olcompanies in the Palestine Stock Exchange
2011 totaled 46. During this quarter, four new held 78% of the total value of shares traded

companies were listed: Palestine Mortgage during the second quarter of 2011.
and Housing Corporation (PMHC), I

Agariya  Trading Investment Company  These companies are Palestinian

(TIC), andAl Shark Electrode Company. Development and Investment (27%); Palestine

Industrial Investment Company (10%); Bank

Liquidity Indicators of Palestine (9%); and Golden Wheat Mills
(4%).

Ratio of traded shares to GDP: This ratio was
8.5% in the second quarter compared to 6% in
the first quarter of 2011.

Figure 4.12: Number of shares traded on the Palest Stock
Exchange in the ' and 2 quarter of 2011
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Source: Palestine Stock Exchange www.pse.com

With regard to the developments in the quarter of 2011, indicators show that the
Palestine Stock Exchange during the secondnumber of stocks traded was $72 million, a

2. This indicator is usually calculated with relevario GDP at current prices, yet because data afirstaccounts of 2011 are only

available at constant prices, the rate was workednoaccordance with constant prices rather thareaot prices.



45% rise from the first quarter. However, the Figures 4.12 and 4.13 reveal that during the
number declined by 16% in comparison to the second quarter of 2011, the performance of the
second quarter of 2010 (see Figure 4.12). Thefinance market saw significant improvement

value of shares traded during the secondcompared to the first quarter, particularly in

quarter of 2011 totaled $136 million, up by May. This recovery is attributed to the fact that
57% from the previous quarter but down by the distribution of profits occurs during this

8% from the second quarter of the previoustime of year, triggering more investment

year (see Figure 4.13). activities.

Figure 4.13: Value of shares traded on the Pales&nStock
Exchange in the ' and 2" quarter of 2011
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Source: Palestine Stock Exchange www.pse.com

By the end of the second quarter of 2011, Al- Quds Index came first among indices of
Quds Index closed at points, down markets in the Arab World at the end of the
by (1%) from the first quarter, and up by first half of 2011, where all Arab indices

compared with the previous year (see experienced steep declines owing to the
Figure 4.14). Despite this decline, the Al- political unrest in the regiéh

Figure 4.14: Al-Quds Index- 4" quarter of 2010; T
and 2" quarter of 2011
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At the sectoral level the investment sector, withfrom the first quarter. The second largest
39.5%, had the largest share of the value ofcontributor was the service sector, with a share
stocks listed on the Palestine Stock Exchangeof 32%, down by 34% from the first quarter (see
during the second quarter of 2011, up by 61%figure 4.15).

Figure 4.15: Value of stocks traded on the PalestnStock
Exchange by sector in the 2nd quarter of 2011
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The value of the shares traded on PSE stood at $econd quarter of 2010. As by sector, the service
2,814 million in the second quarter of 2011, thussector continued holding the largest share (50%)
retaining the same value traded during the firstof the total market value of stocks at the end of
guarter, but posting a 10.6% rise from the the second quarter (see Figure 4.16).

Figure 4.16: Value of stocks listed on the PalesenStock
Exchange by sector in the ® quarter of 2011
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Box 5: The Big Mac Index: US dollar = NIS 4.86

Back in 1968, the Big Mac Index was published e Economists an informal way of measuring the
purchasing power parity (PPP) between two currendiie provides a test of the extent to which market
exchange rate results in goods costing the samdif@ment countries. For example if the price dfilmgram of
rice is one Dinar in Jordan, and the price of #m@e quality of rice is $ 4 in the U.S., then JD¥plied PPP is
4:1. This exchange rate unites the exchange rateegiurchasing power of each of the dinar anditiiar. Of
course, this does not only apply to the price sfrgle commodity, rather it applies to the broadstonption
basket. It is therefore important that the quatifygoods must be identical in the consumption b&skeross
different countries.

Given that obtaining detailed information on change commodity prices takes a long time, let aldime

problems of different kinds of goodshe Economishas alternatively take the price of one standardroodity

that is available in almost all countries arounel world: the hamburger sandwich (Big Mac). Soos theasure
gained ground as it gives quick, rough informatidthe extent of deviation of exchange rates frdnPP

Example:
The price of a Big Mac is $ 5 in the U.S.
The price of a Big Mac in the Euro zone is € 3.5.
The implied purchasing power parity is € 3.5 =$5
This means that every euro must be equal to $ 1.43.
This compares with an actual exchange rate of 1.1.
The Euro is thus undervalued against the dolla30%p (1.43-1.1) / 1.1.

We can conclude from a survey conductedThg EconomisfJuly 2011) that the Israeli Shekel is overvalueq
against the dollar by 15% (i.e. the Dollar shoutdelguivalent to 3.91 Shekels instead of the actalake of NIS
3.4 in July 2011)The Economishas recently improved the scale in order to ineltite variation in the prices
of nontraded goods (wages) resulted from variation imeatc development between countries. In applying
this standard,The Economistoncluded that the Israeli Shekel is overvalueairesy the Dollar by 43% (i.e. the
Dollar should be equivalent to 4.86 Shekels).

It is interesting to note that the calculation loé Big Mac Index according to the first method sedwhat the
Chinese Yuan is undervalued against the dollar 4%.4This figure was taken by members of Congress as
pretext for ‘trade war' with China. However, wheamg the second method (with amendments), it tautghat
the market value of the Yuan is close to the valiyeurchasing in the long term, which casts doubth® claim
that the Yuan is significantly lower than the etduilim value.

The Big Mac Index is a rough indicator and may Ibettaken as hundred percent reliable. Still, it gave a
general estimation of the forecast of exchangesramel inflation rates in the long run. Perhapsdlason behind
its popularity is the desire of individuals andéstors to obtain quick information and easy indexeshe state
of the economy without having to wait for the raleaf official statistics.

There are actually many other indices used by tovedo get quick and timely information on thentle and
the future of an economy. One of these indicatsrthé rate of purchasing new cars, which demomestreie
expectations of individuals and companies about ftitere of an economy. There are also some exot|c
indicators, such as the 'Lipstick Index.' The spe@n was that women substitute more expensivehases,

like dresses, for lipstick in times of economictaiss. Another indicator is the 'Crane Index.' Tdea of a

“crane” index is a long-established one, implyihgttthe number of big cranes on the skyline inéat
economic activity and confidence. Another indicatenich has recently been used is the 'R Index": the
frequency of the word ‘recession' in newspapersnaaghzines.




5. Business Indicators

5.1 Registration of Companies

The Ministry of National Economy registers Economy in Ramallah does not have any data
companies in the Palestinian Territory under on the registration of companies in the Gaza
two different laws which are in effect in the Strip. The number of registered companies in
West Bank and the Gaza Stfiprhis volume  the West Bank in the second quarter of 2011
of the Monitor tackles the registration of new was 373, down by 4% from the previous

companies in the second quarter of 2011 in thequarter and by 13% from the second quarter of
West Bank only because the Ministry of the previous year (see Table 5.1).

Table 5.1: Development of the number of new compaes
registered in the West Bank during the years 2008a2.1

Quarter
1 247 454 334
2 334 412 428
3 315 349 164
4 287 438 290
Total 1,183 1,653 1,216

Source: Ministry of National Economy- Ramallah, Depent of
Company Registration, 2011.

The capital of new companies registered in theof the newly-registered companies ranged
West Bank in the second quarter of 2011 from JD 200 to JD 500.000 while 'Rift Valley

totaled about JD 3 million's, down by 34%  for Development and Investment' in Ramallah
from the previous quarter and by 27% from reported the highest individual capital of
the corresponding quarter of 2010. The capital newly registered companies (JD 2 million).

Figure 5.1: Percentage distribution of the capitabf new companies
registered in the West Bank by economic activity
in the 2" quarter of 2011
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Source: Ministry of National Economy- Ramallah, Begment of Company
Registration, 2011

#  Jordanian Companies Law No. (12) of 1964 is affliehe West Bank, while the Companies Law No) (81929 is applied in the

Gaza Strip.

5 In the second quarter of 2011, the companies vegistered in three currencies: the Jordanian Dihar U.S. Dollar and the Euro.
The total value of capital in these currencies84#illion in Jordanian Dinars (329 companies), $71@illion (43 companies) and
76.5 thousand Euros (one company ) at an exchatgef USD - JD 0.70, Euro - JD 1.02.



With respect to the distribution of the capital by Concerning the legal form of companies

sector, data available show that the trade sectoregistered in the second quarter of 2011, data
had the highest share of the capital of newlyshows that 156 companies took the form of
registered companies (44%). At the same timepublic ordinary companies, 212 were private

the share of the construction sector fell fromjoint stock companies, and 5 of them were

57% in the first quarter to 12% in the second foreign private companies. These three forms
guarter of 2011 (see Figure 5.1). had shares of 38%, 60% and 2%, respectively

Table 5.2: Distribution of the value ofcapital of companiesregistered
in the WestBank by Legal Form in the four quarter of 2010 and
the first two quarters of 20110D millions)

Legal Form
Year Public Private Public Foreign Private  Total
Ordinary Shareholding Shareholding Shareholding
Q1/2010 20.809 22.225 0 43.629
Q2/2010 21.399 39.355 0 12.605 73.359
Q3/2010 9.941 10.044 0 2.958 22.943
Q4/2010 12.196 42.180 182.664 3.945 236.805
64.345 113.804 182.664 376.736
Q1/2011
Q2/2011

Source: Ministry of National Economy- Ramallah, Bgment of Company
Registration, 2011

Regarding the distribution of these companiesregistered companies in the West Bank (see
by governorate, data of the second quarter otable 5.3).

2011 showed that the largest contributors were

the governorates of Ramallah, Hebron andAs for the capital of the newly registered
Nablus, by 37%, 17.2% and 15%, respectively,companies, again, Ramallah had the highest
while Salfit and Tubas lagged behind other share with nearly 39% of the total capital.
governorates with respect to the newly

Table 5.3: Distribution of the number of newly-regstered companies in the West Bank by
Governorate in the four quarters of 2010 and the fist two quarters of 2011

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

Governorate
No. % No. % No. % No. % No. % No. %

Ramallah & al-Bireh 113 167 48 29.3 126 434
Hebron 54 16.2 58 13.6 22 134 39 134
Nablus 49 147 44 103 19 116 14 438
Tulkarm 8 24 16 37 9 55 8 28
Jenin 34 10z 40 93 14 85 28 9.7
Jericho & the Jordan Valley 4 1.2 15 35 1 06 3
Jerusalem (Suburbs) 15 45 25 E8 12 73 19 6.6
Bethlehem 23 69 38 89 19 116 34 11.7
Qalgilya 16 48 11 26 10 6.l 11 38
Salfit 9 27 14 33 9 55 7 24
Tubas 8 2.4 0 1 0.6 1 0.3
Total 333 100 428 100 164 100 290

Source: Ministry of National Economy- Ramallah, Depeent of Company Registration, 2011



Figure 5.2: Percentage distribution of the capitabf new companies
registered in the West Bank by Governorate in
the 1™ quarter of 2011
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Registration, 2011

5.2 Building License

The number of building licenses issued during aData of building licenses shows an increase of
given period may be taken as a significant 12% in the number of building permits in the
indicator of investment activity in general and West Bank during the second quarter of 2011
investment in the housing sector, in particular. compared to the corresponding quarter of 2009.
The number of building licenses changes The total area licensed during the third quarter
seasonally, increasing in the second and thirdof 2010 was about 824.000 square meters, up by
guarters (during summer), while declining in the about 24% from the corresponding quarter of
first and fourth quarters (winter time). Besides, 2010. The number of licensed residential units
the number of licenses issued in the Palestindboth new and existing) rose significantly to
Territory does not include all building activities 5.333 during the second quarter of 2011
in the construction sector since part of thecompared with 2.396 units in the previous
construction activities, especially in rural areas, quarter.

is not registered or licensed.

Table 5.4: Some indicators of building licenses anlitensed
areas in the West Bank in the four quarters of 201@nd
the first two quarters of 2011

Total licenses issued 1,528 1,741 1,449 1,518 2,058
Residential building 1,330 1,470 1,258 1,316 1,840
Non-residential building

Total licensed area (1000 Sq. m|

Licensed housing units

New Units No. 1,513 1,976 1,921 2,127 2,666
Area (1000 sq. m) 375.6

Existing Units NER =20 082
Area (1000 sg. m) 74.4

Source: Palestinian Central Bureau of Statistics 120Building Licenses Statistics,
Ramallah - Palestine



5.3. Cement Import

For the first time since 2006, there is datathe Israeli air force during the 2008/2009

available on the quantities of cement importedoffensive. Data also reveals that since the
to the Gaza Strip. According to the PCBS, theblockade had been placed on Gaza, only 15.7
guantity of cement that had been allowed intothousand tons of cement were allowed into the
Gaza during the second quarter of 2011 wasStrip. In the West Bank, the quantity of cement
11.4 thousand tons, compared to 2.6 thousandmported during the second quarter of 2011
tons during the previous quarter and 4.3increased by 28.5% compared to the first
thousand tons during the entire 2010. Despitequarter. This is exactly equivalent to the

this increase, Gaza is still in need of twice asquantity entered the West Bank in the

much cement. This is due to the rising demandcorresponding quarter of the previous year (see
through the rebuilding of the Gaza Strip which Table 5.5).

still has thousands of buildings devastated by

Table 5.5: Quantity of cement imported into West
Bank and Gaza—years 2009-2010 &1
and 2" quarters of 2011

Period West Bank Gaza Opt

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

Q1/2011
Q2/2011

Source: Palestinian Central Bureau of Statistics: ifthtnative
records, 2011. Ramallah, Palestine

5.4 Car Registration

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

Table 5.6: No. of new and used cars registered ihg West Bank
in 2010 and the i quarter of 2011

Cars from international Cars from international Cars from Israeli Total

market (new) market (used) market (new)

Q12010 1,058 3,036 870 4,954
Q2 2010 1,715 3,389 717 5,821
Q32010 1,278 3,629 763 5,670
Q4 2010 1,038 3,607 947 5,592
2010 5,089 13,661 3,297 22,047
Q12011 676 4,036 518 5,230
April 1,122 1,545 0 2,667
May 1,025 2,544 0 3,569
June 953 2,408 0 3,3¢1
Q2 2011 3,100 6,497 0 9,597

Source: Department of Customs and Excise, unpulblidata



During the second quarter of 2011, 9.600 newsecond quarter of 2011, the number of nights
and used cars were registered in the West Bankspent in hotels rose by 16% compared with the
up by 84% from the previous quarter and by previous quarter (and 6% compared with the
65% from the corresponding quarter of the corresponding quarter of 2010). The number of
previous year. Sixty-eight percent of cars nights spent in hotels totaled 338.639 divided
registered in the West Bank during the secondinto 12.2% occupied by Palestinians, 36.3% by
quarter of 2011 were imported, used cars andeuropean Union nationals and 7.1% by United
32% were new imported cars. No cars wereStates and Canadian nationals. The number of

imported from Israel during this quarter. guests increased by 0.3% compared with the
o first quarter of 2011 and decreased by 6%
5.5 Hotel Activity compared with the corresponding quarter of

L - , 2010. The total number of guests in Palestinian
The hotel activity in the Palestinian Territory potels during the second quarter of 2011 was

has witnessed some improvement. The totaly37 g59 of whom 15% were Palestinians and
number of hotels rose to 98 during the secondzooy from the European Union.

quarter of 2011 compared with 94 hotels in the
corresponding quarter of 2010. During the

Table 5.7: Key hotel indicators in the Palestinian Territory
in the 1% and 2" quarter of 2011

Indicator Q22010 Q12011 Q22011

Number of Operating Hotels at the end of the Quarte 94 97 98
Average Number of Employees during the Quarter 1,707 2,114

Number of Hotel Guests 140,009 132,112 131,359
Number of Nights stayed 318,371 290,842 338,639
Average Room Occupancy 16480 15695 1,3%5.9
Average Bed Occupancy 3,511.7 3,231.6 3721.3
Rate of Room Occupancy (%) 34.3 30.3 24.8
Rate of Bed Occupancy (%) 34.1 33.2

Source: PCBS (2011). Hotel Activity in the Occupialestinian Territory, 1st and 2nd Quarters

2011

In the second quarter of 2011, the averageavailable rooms during the second quarter 2011
length of stay in the country’s hotels was 2.6 (see Figure 5-3). With a percentage of 42.2%,
nights per guest. The average room occupancyotels of Jerusalem accommodated the major
stood at 1.336 room per day (i.e. 25% of total number of guests.

Figure 5.3: Hotel Room Occupancy Rates, second quars
of 2008, 2009, 2010 and 2011
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Source: PCBS (2011). Hotel Activity in the Occupieegtinian Territory, second
quarters of 2008, 2009, 2010 and 2011



Box 6: The new Income Tax Law in the Palestinian Treitory

When the Palestinian Authority was established984] there were two laws of income tax, one in@sa
Strip (the Mandatory Income Tax Act No. 13, 1944l ghe other one in the West Bank (Jordanian Incoeae
Law No. 25, 1964). After several attempts, the PN#@s able to enact an income tax law for both, thestW
Bank and the Gaza Strip (Income Tax Law No. 17420thich came into effect on January 1, 2005. Tdis
sought to ease the tax burden on low income anduegage savings and investment.

Owing to the emergence of some problems concerthiagapplication of this law (as well as the desif¢he
National Authority to ease the tax burden on citizé the distressing years of 2006 and 2007)PtiA made

some amendments to the Income Tax Act (Decision (4. 2008). This decision sought three goals: 1

reducing the rate of income tax on individuals mley to increase consumption, which, in turn, &eilp
stimulating economic activity and thus increasesr&venues; 2) increasing exemptions in ordertitouate
savings and investment; and 3) cutting the tax oat@rofits to offset the increased instability amttertainty,
which, in turn, encourages domestic and foreigestwent.

On September 26, 2011, the Palestinian Presidgnédithe draft Law No. 8 of 2011 on income tax. The,

which was published in the Official Gazette on ®eto24, 2011, shall take effect from the date dflipation,

and it will be applied to earned incomes in 201@wever, the law has come under fire from the pe\sxctor
and from individuals alike, at the pretext that the imposes additional financial burdens on ciigzeOn the
other hand, a number of large companies protestedrticular against two issues: first, the respmlity of the

taxpayer rather than the Tax Service (as providednfthe former law) to prove that the funds irteelsabroad
are not Palestinian; and second, the drop inxtkenption on the profits of share sale in the newflam 100%
to 25%.

The following is a summary of the major amendmentshat apply to legal persons in the new law
The person engaging in any business or investnetvity shall register with the Income Tax Departrhe
from the commencement of the activity or business.
The law retained the three income tax rates: 5% &nd 15%. However the tax is calculated in NiSaa
than in Dollars, as in the previous law.

Cancelling the tax exemption of personal incomeedrabroad if this income is generated from funds @

deposits in Palestine.
Tax exemption of only 25% of the profits gainedotigh trading of stocks and bonds, i.e., 75% ofifzrof
are subject to tax rather than a full exemptiomahe previous law.

Cancelling the tax exemption of the value of owoecupied rental property, whether the property i$

occupied by the owner or any member of his/her fami

The law reduced the rate of promotional discourt%o (instead of 6%) for the person who submitstéxe
form in the first month of the end of the fiscabyeand to 2% (instead of 4%) for the person wharstsh
the form in the second or third month.

The law reduced the time a person must keep therds@nd financial documents organized duly and i

accordance with applicable regulations to 5 yasstead of 7 years in the previous law.

The law granted the Director General of the Incohag Department and the staff of the Department
judicial police status, i.e., the Director Geneasadble to take actions of judicial nature agaiastpayers.
The law levied 10% on lottery prizes: cash andimdk

The law levied 5% on the value of the amounts paifees for the self-employed

The key amendments relating to individuals

The law exempted the paid end-of-service beneditsnd more than one month for each year of servicq

compared to full exemption in the previous law.
The law cancelled the existing tax exemption grbefarmers in the previous law.

A university-student exemption of 6.000 Shekelgear, with a maximum of two students per year pe|

family.

The law cancelled the existing tax exemption grmbecapital gains arising from sale of land ol estate.
The law set 10.000 Shekels as a ceiling for firfesvading tax or committing fraud as stated ingleées
Article 10 (instead of one thousand Dollars in fimener law).

The law raised the penalty ceiling on a tax offiedro misuses information in his/her possessionr® o
year's imprisonment or a fine of not less than @0.8hekels (instead of 6 months imprisonment anedf

$ 1,500).
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Major amendments relating to companies

The law canceled exempting the income of foreigmganies operating in Palestine (i.e., generateu fro
engaging in offshore activities).

The law canceled the existing tax exemption grantedapital gains from the sale of securities ia th
investment portfolios of banks and financial ingtins.

The law raised the ceiling on research and devetmpraxpenditures, on scientific research and on the
expenses of searching for new markets or new expospects to 2% of gross income instead of 1%e0f n
income. The law also raised the amount to 500.0@Xké&ls instead of one hundred thousand Dollars.

The law lowered the ceiling of hospitality expense4% instead of 3% of gross income.

The law imposed a 5% tax on income generated fraenést, commissions and deposit profits in bamnkks a
non-interest financial companies.

Obviously, the new law aims at filling the gapsthe previous law and increasing tax revenues, not
necessarily through raising the tax rate, but nyainfough expanding the tax base, since the tagkbta
and rates remained unchanged (though tax is namleééd in Shekels):

1-40.000 Shekels: 5%
40.000-80.000 Shekels: 10%
More than 80.000Shekels: 15%

Similarly, the rate of income tax for legal perséosmpanies and the like) remained unchanged (15%).
It should be noted that income taxes accountedrity 7% of total local revenues (including clearanim
the 2010 PNA budget.

6. Prices and Purchasing Power

Indices of consumer prices in the Palestiniancorresponding quarter of the previous year. The
Territory posted a slight decline of 0.05% highestincreasesverein drinks and food, up by
during the third quarter of 2011 compared to theabout 3% from the corresponding quarter of
previous quarter, but was up by 3.25% from the2010 (see Table 6.1).

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

Group Changein Q1 vs. Changein Q2,
Q2, 2011 2011 vs. Q2, 2011.

Food Stuff and soft drinks

Alcohol beverages and Tobacco

Textiles, apparels, and footwear

Housing and related supplies

Furniture, home products and appliancas

Medical care

Transportation & travel

Telecommunications

Recreational & cultural goods & services

Educational Services

Restaurant, Cafe, and Hotel Services

Miscellaneous goods and services

General CPI

Source: PCPD.
* Figures in brackets indicate negative values



Prices of consumer goods had undergone2.74 Shekels per kg in May). Tomato price fell
various changes during the second quarter oby 15% (the price of 1 kg of greenhouse-grown
2011. Table 6.2 shows the movement of pricestomato was NIS 1.95 during May 2011).The
of some commaodity groups in the Palestinian price of rice also saw a 4.5% drop. On the other
Territory during the second quarter of 2011 hand, the prices of dairy, eggs and fresh fruit
compared to the previous quarter. The prices ofincreased by 14% (see Table 6.2).

zucchini declined sharply by 42% (down by

Table 6.2: Price of main commodity groups-
Q2, 2011 vs. Q2, 2010

Group Percentage Change
Cal fuel
Domestic fue
Fresh Vegetable
Fresh Mee
Sugar
Rice
Fresh Chicke
Flour
Dairy Products & egc

Fresh Frui
Source: PCBS.

6.1 Producer Prices and Wholesale

The Wholesale Price Index (the sale price toduring the second quarter of 2011 compared to
retailers or to producers, including VAT and the first quarter. This decline occurred as a
freight/shipping costs) rose by 0.60% during theresult of a 9.27% drop in the prices of
second quarter of 2011 compared to the firstagricultural commodity and a 0.43% decline in
guarter. This resulted from 1) a 0.33% increasethe prices of manufacturing goods. This
in the prices of agricultural commodities (which decrease was attributed to a drop in the prices of
constitute 29% of the producer price basket); 2)goods which are produced locally as well as
a 0.74% rise in the prices of manufacturing exported goods by 3.94% and 0.54%,
goods (which represents 70% of the producerrespectively. It should be noted that the
price basket); 3) a 0.23% rise in fish and shrimpProducer Price Index was updated in early 2011
prices. On the other hand, the prices of miningtaking January as a base month (January 2011 =
and quarrying fell by 0.77%. The index of 100). Besides, this index will be published
wholesale prices rose by 4.36% between themonthly.
second quarter of 2011 and the corresponding
guarter of the previous year. The increase of6.2 Construction and Road Costs Index
prices of both, imported goods and locally
produced goods, equally led to the increase inThe construction cost index measures the
wholesale prices during this quarter comparedchanges that occur in the prices of construction
with the previous quarter. materials and services. During the second
qguarter of 2011, the construction cost index in
The Producer Price Index (prices received bythe West Bank rose by 0.43% from the first
domestic producers for their output after all quarter. There is no updated data on the Gaza
taxes are deducted, including VAT and Strip.
freight/shipping costs) decreased by 3.63%



Table 6.3: Indices and average monthly and quarteyl percentage
changes in the construction cost index (CCI) in thgVest Bank
(Base Month: January 2007 = 100)

Period CCl  Monthly Percentage Quarterly Percentage
January, 201 111.5¢ 0.87

February, 201 111.5; (0.03

March, 201 111.4¢ (0.03

Average/ Q1, 201 111.5: 1.3t

April, 2011 111.4¢ (0.03

May, 201: 111.7¢ 0.3C

June, 201 112.7¢ 0.87

Average/ Q2, 201 112.0(
Source: PCBS, (2011).
*Figures in brackets indicate negative values

The road coast index detects changes in thesecond quarter of 2011 from the previous
prices of materials and services used in thequarter. Again, there is no updated data on the
construction of roads in the West Bank. This Gaza Strip (see Table 6.4).

index rose by 1.22% in the West Bank in the

Table 6.4: Average monthly and quarterly percentage
changes in the road cost index (RCI) in the West Bk
(Base Month: January 2008 = 100)

Period RCI Monthly  Quarterly Percentage
January, 201 109.0: 0.62
February, 201 109.3: 0.2¢€
March, 201. 109.6¢ 0.31
Average/ Q1, 201 109.3: 1.2¢
April, 2011 110.1¢ 0.47
May, 201: 110.8: 0.61
June, 201: 110.9¢ 0.12
Average/ Q2,201 110.6¢ 1.22

Source: PCBS, (2011).
*Figures in brackets indicate negative values

6.3 Exchange rates and purchasing power

During the second quarter of 2011, purchasingby 4.5% (one Dollar = 3.44 Shekels), bringing a
power declined by 4.5% measured in Dollars,decline in purchasing power as measured in
and by about 4.8% measured in DinarsDollars. There was also a decline in purchasing
compared to the first quarter of 2011. This Power as measured in Dinars due to the stability
decline is mainly attributed to two factors: Of the exchange rate of the Dinar and the Dollar.
inflation and the decline of the exchange rate ofCompared to the corresponding quarter of 2010,
these currencies against the Shekel. _the second quarter of 2011 witnessed a dec_:llne
in the exchange rate of the Dollar and the Dinar
against the Shekel by about 9.1% and 9.2%,

: . o i
The index of consumer prices fell by 0.01% in espectively. The inflation rate at the time was

the second quarter of 2011 compared to the first,”>¢ . 0 N .
quarter of the same year, which improves the .3%, cbaL:smg ath12.3/o declmg n purc{]asmg
purchasing power. Regarding the second factorPOWer 3Weef[‘) ”e correjpon 1'2%&“?; ers as
the second quarter of 2011 saw a decline in thetneasured 'mD' otlars, a_r|1_ bla 6 5' o drop as
exchange rate of the Dollar against the Shekefneasuread in inars (see Table 6.5).



6.4 Currency Exchange Rates and Purchasing Power
Table 6.5: Average monthly exchange rates of U.S.ahd JD against NIS

Change in the CPI US $/NIS JD / NIS

Period  (change inthe NIS Average Change Change Rate in Average Change Change Rate ir
purchasing power) Exchange Rate ThePurchasing Exchange Rate the Purchasing

01, 201 0.4¢€ 3.74 (0.69 (1.16 5.27 (0.70 (1.16
02, 201 0.07 3.7¢ 1.24 1.1¢ 5.34 1.31 1.24
03, 201 1.32 3.8C 0.3¢ (0.99! 5.3¢ 0.27 (1.06
04. 201 1.5¢ 3.62 (4.65! (6.24 5.1C (4.65! (6.24
01, 201: 0.32Z 3.6(C (0.50 (0.82] 5.0¢ (0.20) (0.53
Januar 0.12 3.5¢ (0.87: (0.99! 5.0¢ 0.0¢ (0.10
Februar 0.4: 3.6€ 2.3¢ 1.94 5.1€ 1.4¢ 1.0
Marck (0.05! 3.5¢ (2.64 (2.58 5.0¢ (2.63 (2.58
02, 201: (0.01 3.44 (4.46 (4.45 4.8t (4.78 (4.77
April (0.03 3.4 (3.70 (3.67" 4.84 (3.70) (3.67:
May (0.26 3.47 1.0C 1.2¢ 4.8¢ 1.0C 1.2¢
June 0.14 3.41 (1.55 (1.69 4.81 (1.54 (1.69

Source: Calculations based on data provided by kv &nd the PCBS
* Figures in brackets indicate negative value.

Box 7: High Food Prices in World Markets: Conflicting Interpretations

The year 2011 will always be remembered as a yehnancial crises and deterioration of currenci€kis is
true, yet another setback is also in evidence: 20144 saw large-scale world famines. African caestlike
Somalia, Ethiopia, Kenya and others have witnessguecedented droughts, at least over the lagtydrs.
That led the United Nations to sound alarm ovearifie in 'the triangle of death' that threatenslithes of
more than 12 million peoplée

The Arab world is not immune to drought either Saudi Arabia, for example, wheat production fellrbgre
than two-thirds during the period 2007-2010 assalteof groundwater depletion. At this rate of dil#ation,
Saudi Arabia is expected to stop wheat productp2@l2 and rely entirely on food imports to meet tieeds
of its citizens®.

Alongside this decline in domestic production agsult of climate change, there has been a shsepnifood
prices in world markets. The world has witnessettesssive leaps in food prices since early 2011. AA@
food price index jumped from 168 points in June @@4 234 points in June 2011 (rising by about 40&),
reminded of the sharp rise in food prices in thBgoe2007-2008 (then the crisis came as a shoek #itee
decades of continuing decline in food prices ielinational marketd. Although the brunt of the crisis eased in
2009 and the first half of 2010, it emerged monately in the second half of 2010 (see Table 1).

Year liggi Meat  Dairy products  Oils  Sugar Grain

16 Purchasing power refers to the number of goodstser that can be purchased with a unit of currefibg purchasing power depends

on the consumer income and changes occurringgartbome. It also depends on the index of consymmees and the exchange rate
of traded currencies. Therefore, the change inhasiog power at constant income equals the chantieeicurrency exchange rate
against the Shekel — the change in the CPI.
http://www.npr.org/blogs/thetwo-way/2011/07/20/138552/triangle-of-death-in-horn-of-africa-famineps-southern-somalia
http://www.foreignpolicy.com/articles/2011/01/10éthgreat_food_crisis_of 2011
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Price

Year
Index

Meat  Dairy products  Oils  Sugar Grain

June
July
August
September
October
November
December
January
February
March
April
May
June
Source: FAChttp://www.fao.org/worldfoodsituation/wfs-home/famicesindex/en

As the table shows, food prices in June 2011 wprbyul7% from 2008. The sugar group saw the highsst
(more than 96% between 2008 and June 2011). Tégscame as a result of restrictions Brazil (theldsor
largest producer of sugar) placed the export of sugar. The dairy group was the mstable (however, the
dairy price index posted a 5% rise in June 201 1payed with 2008).

Three different perspectives explain the reasonthfe sharp, frequent spike in food prices in glomarkets:
The optimistic perspective believes that this rgsa natural cyclical phenomenon that reoccursiamdll
not last for long. Supporters of this explanaticginforce this hypothesis through monitoring the
development of food prices since 2007 and thus @xagmwhether the development of prices during the
past five years had been beyond the usual levelefEx believe that although food prices during fhst
five years were higher than the rate of the pastdecades, they are still below the rates of th049They
also believe that one of the reasons behind the piiges is the increase in market liberalizationmy the
past two decades. This led to linking domestic fpodes with prices on world markets. In addititime
speculative factor encouraged monopolizing cropk @xpectations of a spike in the future.

The justificatory approach argues that the risefaod prices is a necessity linked to the change i
investment trends in the medium term. In other wprhe rise in food prices is necessary to drivg
investment in the agricultural sector, which isdegbto increase production and reduce prices. ©ottier
hand, lower prices de-motivate investment in theécatjural sector, leading to a decline in prodantand a
rise in prices, which, in turn, creates a new itwent cycle. This explanation assumes a privacthef
agricultural sector: that there is a relative tiag between supply and demand (this model is caltdxiveb
model).

The pessimistic interpretation maintains that theent rise in food prices is only an early indicatof a
food crisis that will last long. Given the limiteéxhausted natural resources, as well as the chiange
climate, it is difficult for agricultural productioto keep going at this pace. In addition, the eased
demand for agricultural crops to produce bio-fusels the rapid population growth has lately worsethed
pressure on the agricultural sector. This perspeds reminiscent of the theory of Malthus, back7@8,
which believes that the power of population is gpesior to the power of the earth to produce stbisce
for man, and that famine and epidemics are inbldtdestiny of mankind.

=
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The sharp rise in food prices led specialized mg#onal bodies, such as the World Bank and FAGsotand

alarm. The food crisis was on the table beforeMim@sters of Agriculture in the G20 countries metRranc’s

capital city in June 2011for the twentieth summithe ministers tried to develop an operationahptaaddress
this crisis. French Agriculture Minister Bruno Lealvle described the meeting as 'a fantastic achiemehThe
participants recognized the need to increase ptmhycand monitor and control food prices. The sti@is

urged for developing a comprehensive informatiostey of stocks of food and its uses worldwide. Taksp

called on concerned authorities to enact more léovscurb speculation. However, the director of the
International Institute for Food Policy Researchtitate (IFPRI), criticized the outcome of the niegtwhich
called for an increase in agricultural production amproving productivity, saying that the summid diot say
how to practically achieve these aims in develomiagntries, the most affected by the crisis. He atiticized
the reluctance of ministers of the G20 to take earclposition towards the use of agricultural cropshe
production of bio-fuefs.

2 http://www.voanews.com/english/news/economy-andrmss/G20-Farm-Ministers-Take-Steps-to-Control-FBoides-

124463639.htm




Box 8: The Impact of the Devaluation of the US Dadir and JD on the oPt Economy

Three currencies are traded in the Palestiniaitderr(US $, NIS and JD). However, the Shekel remaahe
main currency in circulation (because the Dinar #redDollar are often used for the purposes ofrggs/or in
certain business transactions). The recent coradtiedecline in the value of the Dinar and the &o#lgainst
the Shekel has had strong repercussions on thetidgéda economy in general, and on the citizensairticular.
The implications can be summarized as follows:

1. The decline in the value of the Dollar (and Biaar) against the Shekel directly affected theugaof all
cash transactions estimated in Dollars: risinchinftrices of goods and services priced in DollarBinars
(land and housing rents). This also led to infl@eenues in the local government budget (sinceethes
priced in NIS, but they converted to dollars in twedget reports). Besides, the purchasing power ¢
employees has also been impacted since these ezmglogceive their salaries in dollars or dinars.

2. Adecline in the value of savings deposits &noh deposits that have been accumulated in Bodiad
Dinars. This led to an increase in the cost of $oarthese currencies.

3. Diminishing the competitiveness of Palestirpanducts abroad (except in Israel) as a resulehigh cost
of production elements that are paid in NIS.

4. Anincrease in the public demand for the Shé&keh reserve for value and savings), giving Baak of
Israel additional revenue (a mintage charge calédniorage).

=

These disadvantages are the result of the exiswhiteee currencies traded in the Palestiniantteyr where
the economy endures the consequences of the mséatmof these currencies against each other. iBedpis,
there are also many advantages related to thigpitityy of traded currencies. The existence of entitan one
currency allows some flexibility and opportunitigs escape from one currency to another. For exampl
individuals receiving their salaries in NIS havenéfted little from the current situation due tavier prices of
imports from international market.

]

7 Foreign Trade

7.1 Balance of trade

The balance of trade is the difference betweenisrael represented about 70% of the total
the monetary value of exports and imports ofimports. In contrast, commodity exports rose to
output in an economy over a certain period. This$ 202 million, up by 55% from the previous
volume of the Monitor detects the quarterly quarter. Ninety-two percent of these exports
developments in the trade balance in thewent to Israel. This means that the defafithe
Palestinian Territory. The value of imports of balance of trade in commoditiesas $ 969
goods during the second quarter of 2011 totaledmillion during the second quarter of 2011,
about 1.171 billion, a decrease by 10% from thecompared with $1.114 billion during the
previous quarter. The commodity imports from previous quarter.

Table 7.1: Exports and imports of goods and
services-- Q2, 2011 (million dollars)

Imports Exports
Commodity Services* Commodity Services*
April
May
Jung
Total (Q2
Q1

Source: Registered external trade in April, May dude, PCBS (2011).
* Exports and imports of goods and services frouh iato Israel only

As for trade in services with Israel, the value of of exports stood at $ 37.2 million during the
imports totaled $ 40.7 million, while the value second quarter of 2011. The defiaf the



balance of trade in services with Israel wasas income for Palestinians working in Israel and
about $ 3.5 million in the second quarter of the settlements, as well as net current transfers
2011 compared with a deficit of $ 11 million ($212 million) with 45% of which came from
during the previous quarter. Thus the deficit of donor countries (see Table 7.2).

both commodities and services in the second o . )

quarter of 2011 totaled $ 972 million, down by This deficit ($ 611 million) is 10% less than the
14% from the previous quarter, but up by 23% deficit reported in the previous quarter. This

from the corresponding quarter of 2010. deficit was financed by capital and financial
accounts which provided about $ 677 million.
7.2 Balance of payments This allocation came from different sources: $

61 million from capital transfers of donors, $ 61
Balance of payments' accounts are anmillion from ne_t foreign direct inve_stment, $ 66
accounting record of all monetary transactionsmillion from investment portfolios, $ 394
between a country and the rest of the world.million from other investments, and $ 94 million
These transactions include payments for theds withdrawals from reserve assets. This item
country's exports and imports of goods, services(the capital-financial account) represents a debt
financial capital and financial transfers. Figures on the national economy as long as it has a
of the balance of payments stood at $ 611Positive value.
million during the second quarter of 2011
compared with a deficit of $ 681 million during
the previous quarter. This deficit constituted

Technically, there should be a perfect balance
between the current account deficit, on the one

about 30% of the gross domestic product. Thehand, and the surplus of capital and financial

most striking element of the current account was2cc0UNts, on the other. This means that the net
the commodity trade deficit which totaled value of these two items must be zero. However,

$1.029 billion. A second element was the eng-there is often a slight difference between them,

of-service funds paid to Palestinian workers Which is 're;(r:]ordeld unlge[]_'iccouné ggor.?l. and
abroad ($266 million), including $ 241 million ©MISSIONS, the vaiue of which was $-66 miliion.

Table 7.2: Palestinian Balance of Payments-Q2, 20{illion dollars)

- 1. The trade balance¢ of aoods and services
- Net aood:
- Net service
2.Balance o income
- Workers' compensatii receive( from abroa
- Investmer income from abroa arreste
- - Income paic abroac
3. Balance of current transfi
- Net transfer to the aovernme
- Nel othel transfer
- 4. Balance of current account (1 + +3)
5. Net capital and financial accoun
- Net canital ransfer
- Netfinancial accour
Nel direct foreian investme
Nei portfolio investmer
Othel net investmel
Lack ofreservi asset

- 6. Net errors and omission
Source: Palestinian Central Bureau of Statisticstaead®MA 2011. Preliminary results of
the Palestinian Balance of Payments in the secoadagof 2011.

* Figures of exports and imports of commodities aedvices in the balance of payments
differ from the figures contained in the trade baka because the latter records only
exports and imports that are registered (i.e. dEmbrin the clearing accounts and
billing), while the balance of payments records tb&l expectations of import and
export. In addition, import and export of serviéesn Israel were recorded only in the
trade balance, while the balance of payments recsedices from different sources.



Box 9: World Bank: Public Investment Cannot Substitite for Good
Governance in the MENA Region

In September 2011, the World Bank published thee$ting for growth and joBs report on economic
prospects in the Middle East and North Africa (MENZgion). The report expected economic growth i th
Middle East and North Africa (MENA) region to avgea4.1 percent in 2011 and improve by half a peacgn
point from May forecast for the y&aiThis positive development is largely due to incesaim public spending
that have boosted demand across the region, irg@a®il production in most MENA oil exporters ¢espt for
Libya), and a quicker than expected pickup in itidals production in Egypt. In addition, Iran's grthw
prospects improved as subsidy reform took effedtefficiency gains started taking place.

The slight deceleration in regional growth to 3&aqent in 2012 is mainly linked to an anticipatddbgl
slowdown, which is likely to depress oil productiand prices. While this year's regional growth aoitl has
improved relative to the May forecast, uncertai@typut it has increased in line with growing risks & global
downturn.

The report divides the MENA region into three mgnoups: the GCC oil exporters, developing oil expr
and oil importers. The report found that MENA'sestment record over the past decade suggesthénetdion
has been investing at rates which compare favorafily those of other regions. However, in oil expugy
countries, investment has been mainly supportelddgye and expanding public investment. Oil imparteuch
as Egypt and Morocco) have shown more strengthrirate investment which increased in recent yeahe
report continues to say that the expanding roleudflic investment is a cause for concern in devetpoil
exporters, as in economies with weak rule of lasvthere is no evidence that public investment dttes
private investment and growth. In contrast, in ddes with an adequate level of property rightstection,
accountability, and legal institutions, public istent is strongly linked to growth. In additiomogl rule of
law helps attract private investment (especiallynanufacturing and services) and countries withdgade of
law show higher levels of investment efficiencyushleading to better job opportunities and growththie
income of individuals.

Creating job opportunities in the MENA countriesaisnajor concern in light of the rapid growth oé tlabor

force. The report states that in the 2000s, MENgatzd only 3.2 million jobs per year — considerdess than
the estimated 6 to 7 million identified as needgdhe region. The report concludes that the regias been
creating jobs at a higher pace than other parthefworld, as measured by the average of MENA c@mst
employment-growth elasticity in the 2000s. Howewmrce again we have to differentiate between theNKWE
oil importers (which have a job creation problemyl ENA oil exporters (which were able to creategat a
faster pace, though mostly governmental jobs).

2 |nvesting for Growth and Jobs. World Bank MiddiesEand North Africa Region. Economic Developmemts Prospects, 2011.
2 Facing Challenges and Opportunities. World Bankd East and North Africa Region. A Regional EqoimUpdate, May 2011.




8.1 Labor force and wages

The number of workers in the transport and

communications sector constituted 5.9% of the

total labor force in the Palestinian Territory
The Palestinian Central Bureau of Statisticsduring 2010, maintaining the same rate as in
published a report in July, 2011 describing the2009. As for wages, PCBS data shows that the
transport and communications sector in theaverage daily wage in the Palestinian Territory
Palestinian Territory in 2010, based on fell by 16% compared with 2009 (in Gaza, the
administrative records in the ministries, average daily wage dropped by 25%) (see Table
governmental agencies and private institutions8.1). In the transport and communications
concerned with this sector. The report includedsector, the average daily wage is 17% lower
three main sections: the labor force and wageghan the average daily wage in other sectors (the
in the transport and communications sector; theaverage daily wage was 70 Shekels in 2010:
road transport sector and; postal and76.9 in the West Bank and 46.2 in the Gaza
telecommunications sector. Strip).

Table 8.1: Averagedaily wageof transport and
communications' workers(in NIS) - (2008-2010)

Year oPt West Bank Gaza Strip
65.4 76.¢ 36.4
69.2 76.€ 40.C
58.4 90.C 30.C

Source: PCBS, 2008-2010.

8.2 Road transport sector

As of 2010, the Palestinian Territory had a 2010. This growth is due to the increased
paved road network of about 4.686 kilometerssettlement expansion in the West Bank, which
(4.389 in the West Bank and 297 in the Gazaresulted in a need to link the new settlements to
Strip). The length of the roads linking Israeli Israeli towns and existing settlements (see Table
colonial settlements increased by 112% during8.2).

Table 8.2: Length of pavedroad network in
the oPt, 2010 Kilometers)

2009 2010

oPt West Bank Gaza Strip oPt
Main 74C
Inter-district 1,214
Local 155
Bypass 33
Settlemen 84
Total 4,68€

Source: Ministry of Public Works and Housing, 2010

The licensed vehicles in the Palestinianand 39% used diesel. By make, 42.4% of the
Territory at the end of 2010 totaled 182.500 vehicles in the Palestinian Territory were

(67% in the West Bank and 33% in Gaza Strip),produced in 1997 or before, 53.8% were
with private cars constituting 63%. By type of produced after 1997 (1998-2009) and 3.7% were
fuel used, 61% of these vehicles used gasolingoroduced in 2010.



Data also shows that there were 265 drivingthe postal service reported about 116.000
schools in the West Bank at the end of 2010.outgoing postal items compared with 13.400 in
During 2010, 28.736 driver's licenses were 2009. There are 12,875 post office boxes and
issued in the West Bank compared with 304 centers of postal services in the West
25.677 in 2009 and 18.422 in 2008. This Bank.

increase is probably due to the facilities _

landlines in the Palestinian Territory (68% in
In the West Bank, there are 84 bus companieghe West Bank and 32% in Gaza Strip), down
(each company has 10.3 buses on average)y 2% from 2009. The Palestinian Territory’s
247 rental car companies (each company hagopulation made about 1.2 billion local phone
4.6 cars on average); and 459 Taxi companiesalls in 2010 (64.4% in the West Bank and
(each company has 9.2 taxis on average). 36.6% in Gaza Strip).

8.3 Post and Telecommunications Cellular service subscribers in the Palestinian
Territory at the end of 2010 totaled about 2.6

The number of incoming international postal million compared with 1.8 million in 2009 and

items to the West Bank during 2010 totaled 1.3 million in 2008.

247.4000, down by 45% from 2009. In 2010,

Box 10: Traffic Tickets on the Roads between Palastan Cities:
Another Treasury Drain

The Palestinian cities in the West Bank are linkeda road network mostly located in Area (C) unther
control of Israeli occupation. These roads arestfiesl as main roads and bypass réalere than2.5 million

Palestinians largely use the main roads to mowsdsst towns, while they use some bypass roads ie soeas
to access the main roads.

According to the current situation and the lawdoirce, any traffic offense committed on roads ta under
Israeli control is subject to the terms and pravisi of the Israeli Traffic Act which imposes traffiickets
starting from 250 Shekels (for not buckling up)tbmusands of Shekels and seizure of vehicles @esaf
wrong overtaking and endangering life). The fines Palestinian drivers pay go to the Israeli Treaslihese
tickets are paid either directly (in court), vians®local banks or via the Israeli post.

Available data indicate that Palestinian driver&glpthrough Palestinian banks only, NIS 3.701.206rd) the
period between September 2008 and July 2011. The wd paid fines has increased significantly dgrthe
past few years. While Palestinian drivers paidtal tof NIS 796400 in 2009, the amount rose to NIBL2.050
in 2010 and to NIS 1.131.200 during the first semeonths of 2011, an increase of about 115% and 429
respectively.

This significant increase is probably due to thegtter procedures the Israeli police are enforcewabse of the
frequency of traffic accidents, especially sincengnaf the incidents involved colonial settlers, ahniriggered

protests among settlers last year when a numbéherh killed in road accidents. Some settlers hawene
equipped their vehicles with cameras to take péstwof traffic offenses committed by Palestiniand passed
pictures to the lIsraeli police. The other reasohirzk this increase is the active movement of Pialest

vehicles on the highways due to the relative stgmbserved in the West Bank.

Most of the tickets were issued in the southernaamdral West Bank, while they are quite lowerhia horthern
governorates. The value of the tickets issued ibrble Ramallah, and Bethlehem represented 84%eoffottal
value of tickets paid via Palestinian banks. Thet & the tickets was reported in Jenin, Nablusicle,
Tulkarm, and Qalgilya (Table 1). This pressurehia $outhern governorates is probably a resulteptbximity
of these areas to Jerusalem, the extensive ubesd toads by settlers, and an increased presstine police.

2 Bypass roads are those built by Israel in the \Bask to link settlements with each other, witlottlength of about 794 km at the
end of August, 2008.




Table 1: Distribution of the values of traffic fines paid by
West Bankers to Israeli authorities via Palestiniarbanks—

between September 2008 and July, 2011
Governorate Traffic fines (%)

Hebron

Ramallah

Bethlehem

Jenin

Nablus

Jericho

Tulkarm

Qalgilya

Total 100% (NIS 3.7 million)

9.1 Live births

During the first half of 2011, the Palestinian

- . Ministry of Health reported 55.269 live births,
Yl eai™ (ot 7 28500 i he Wiest Bank (525 males) and
. 25.764 in the Gaza Strip (52% males). The data

released a health report in the West Bank in. . : . .
. . indicate that 98.4% of births were in hospitals
mid2011. The report reviewed the overall health and 1.7% of births were at home (see Table 9.1).

situation in the Palestinian Territory, providing
some key indicators:

Table 9.1: Distribution of live births
by governorate and sex - first half 2011

Governorate Females Males Total

West Bank
Jerusalen
Jenin

Tubas
Tulkarm
Oalailva
Salfit

Nablus
Ramallh
Bethlehen
Jericho
Hebron
Gaza Strip
Northerr Gaza
Gaza

Deir a-Balah
Khan Younes
Rafah

Total

Source: Ministry of Health - Center for Palestinidaalth
Information - Health Report — Northern
Governorates - Palestine - mid-year, 2011.



9.2 Mortality rate

The Ministry of health reported 5.575 deaths in deaths (741), while Jerusalem reported the
the first half of 2011(3.028 males and 2.547 lowest number of deaths (38) (see Table 9.2).
females), with 64% and 36% in the West Bank The leading causes of death were heart disease,
and the Gaza Strip, respectively. Hebron brain vascular disease, cancer and diabetes.
governorate recorded the highest number of

Table 9.2: Mortality rate by governorate —
first half 2011

Governorate No. of death: Female: Males
West Bank
Jeruseem
Jenin

Tubas
Tulkarm
Oalailva
Salfit

Nablus
Ramallah
Bethlehenr
Jericho
Hebron
Gaza Strin
North Gaza
Gaza

Deir a-Balah
Khan Younes
Rafah

Total

Source: Ministry of Health - Center for Palestiniatealth
Information - Health Report — northern governorates
Palestine - mid-year, 2011

9.3 Traffic accidents

This section covers the number of injuries The age group 15-24 years claimed the highest
resulting from traffic accidents in the West Bank number of injuries, then the age group 25-34
(no data available from the Gaza Strip). Theyears. By governorate, Ramallah reported the
Ministry of Health reported 3.612 casualties highest number of injuries (844), followed by
(including 45 deaths and 34 disabilities) in the Nablus (715), while Tubas recorded the lowest
West Bank, involving 2.723 males and 889 rate of injuries (19). No data is available on
females during the first half of 2011 compared traffic accidents in Jerusalem (see Table 9.3).

to 3.474 injuries during the first half of 2010.

Table 9.3: Distribution of traffic accident injuries,
by region and type ofinjury- first half 2011

Governorate Deaths Iniuries Total
Jerusalel

Jenir

Tuba

Tulkarm

Qalailve



Governorate Deaths Injuries Total
Salfit

Nablus

Ramallal

Bettlehen

Jerichc

Hebror

Northern Hebro

Total

Source: Ministry of Health - Center for
Palestinian Health Information - Health
Report — Northern Governorates -
Palestine - mid-year, 2011.

9.4 Transfers for treatment outside the medical services during the first half of 2011

facilities of the Ministry of Health stood at NIS 215,1 million, up by 36.5% from

the same period of 2010. Data also show that

The number of transfers for treatment outside76.2% of the value of this service was purchased
the facilities of the Ministry of Health totaled from Palestinian medical facilities, while 23.8%
29.665 in the first half of 2011, an increase of went to external hospitals. The leading causes of
15% from the same period of 2010. With 9.660 such transfers were tumors, magnetic resonance
transfers, Gaza governorate ranked first in termdmaging, eye surgery, internal diseases, cardiac
of the number of transfers (32.6% of total catheterization and urinary tract diseases.
transfers) (see table 9.4). The cost of purchasing

Table 9.4: Distribution of transfers for treatment
outside MOH facilities, by governorate- first half of 2011

Governorate  Admission Counselinc and medical Total
West Bank
Jerusaletr
Jenir
Tuba
Tulkarm
Qalailve
Salfit
Nablus
Ramallal
Bethlehenr
Jerichc
Hebror 54¢€
Othel
Unknowr
Gaza Strip
North Gaz
Gaz:

Deir a-Balat
Khan Youne
Rafat

Othel
Unknowr

Total
Source: Ministry of Health - Center for Palestinibiealth Information -
Health Report — Northern Governorates - Palestmal-year, 2011.



Box 11: Do the Palestinians Attack or Retaliate?

Does Israel initiate attacks or only retaliate? Ahne Israeli attacks against the Palestinians altre$ an
inherent , aggressive nature or a reaction to Bail@s attacks? Which one of them is the assa#auct who is
the retaliator?

Can an econometric abstract analysis find an adb@gateutral answer to such a question? Lately,ynsandies
that apply econometric techniques have emergeddwer questions of profound political and morakunain
the context of the Israeli-Palestinian conflict.eThtudies have been conducted by renowned progessor
leading universities. They published their findimgs number of leading economic journals.

For example, Eckstein & Tisiddon (2004) studied impact of ‘terrorist' operations on the macroecoico
variables in Israel, while Berrebi & Klor (2006) dréssed the impact of these operations on the diabn
markets in Israel. Berrebi & Klor (2008) discusskd correlation between the armed Palestinian azgtons
and the Israeli political system. Kydd & Walter (&) concluded that violence is not random or iorai, as it
often occurs in conjunction with major events ie ffath of peace. Thus, the goal of this violende igdisrupt
the diplomatic effort. Similarly, Kaplan et al (ZB)0examined the effect of Israeli tactics agaiestdrism on
the recruitment of Palestinian ‘terrorists’. Theyauded that the arrest of ‘terrorists' leads teduction in
attempts of suicide bombings, while the intentiokifling of ‘terrorists’ increases suicide bombindsnally,
Jaeger & Paserman (2006) reviewed Israel's differeactions to operations involving various Pateati
organizations.

Jaeger & Paserman (2008) published a study entifléed Cycle of Violence? An Empirical Analysis of
Fatalities in the Palestinian-Israeli Conflfét"This study sought to answer the question thapuged at the
beginning of this article: Does the violence contedtby Palestinians or Israelis determine the packdegree
of violence from the other side? Do attacks by Hethel and Palestinians lead to violent retaliatimm the
other side? Is the Israeli-Palestinian violenceaofit-for-tat nature, i.e. does one side's violethead to
retaliation from the other side, or is it only seeway causality?

To answer these questions, Jaeger & Paserman adalgta on the number of deaths which occurreavemst
September 2000 and January 2005, during which mhame 3.300 Palestinians and around 1.000 Israaie w
killed.

The study is based on the idea that violence from side can affect the dynamic behavior of the rosice,

either by stripping it off its ability to respondieterring it, or instigating it to retaliate. Based these
assumptions, the study developed a 'reaction fumctor each side with a bar of three variablese Tigures
were used to determine the impact of the numbetadims incurred by each party on the victims o tither
party. After conducting a series of complex mathiéahapplications, the authors concluded with fimdings:

First, there is little evidence that violence other side has a direct deterring or incapacitagifigct. Second,
there is unidirectional Granger causality from Baifgan violence to Israeli violence, but not viesa (i.e. the
frequency and the number of Palestinian victimspaeglictable in the light of the frequency and tlwenber of
Israeli victims, but there is no direct causal tietaship between the number of Palestinian victand fatal
Palestinian reactions

One possible explanation the authors give for dlied finding (that Palestinian violence is unpetable in the
light of the previous Israeli violence) is that tRalestinians might want to retaliate, but theyncdbecause of
the Israeli countermeasures. Thehors argue that the difference in the naturdefreaction of the two parties
may be due to the significant differences betweleemt in terms of decision-making and technological
capabilities. The authors however believe that uhpredictability of the Palestinian attacks leadsniore
effective 'terrorist' operations that disrupt anfigtage the daily life in Israel.

A team of scholars from the University of ZurichetMassachusetts Institute of Technology, and TaV A
University have found that attacks by both, Iser@ Palestinians, lead to violent retaliation fritve other side.
In 2010, the team conducted a study entitled "Bidles retaliate in the Israeli — Palestinian cetifif. These
researchers used the same economic-statisticahitees that we reviewed briefly earlier, but thesed a
database that is larger than the data used inquestudies which only took into account the nundfesictims

24 Jaeger, D. and D. Paserman (2008) “The cycle aierce? An empirical analysis of fatalities in fRalestinian — Israel conflict.”
American Economic Revie®8: 1591-1604.

% Haushofer J., Biletzki A., Kanwisher N. (2010) ‘Baides retaliate in the Israeli — Palestiniarfliciti Proceedings of the National
Academy of Sciences.




killed on both sides (owing to the difficulty of glging quantitative analyses to other forms of eimde). The

University of Zurich™ study, considers the incicenf rocket fire (fatal and non-fatale) and inclsideem in the
‘reaction function' of the Palestinian side. Basedthis analysis, the study echoed the finding i@vipus
studies that after Palestinians kill Israelis, tseaeli killing increases as a response. Howeuds study
concluded with other findings as well: The Paldatinviolence suggests a pattern of retaliationthasrocket
attacks increase significantly after Israel killsléatinians, and that the probability (not neceélystre number
of victims) of killing Israelis increases afterastis kill Palestinians.

The Zurich study might have done justice to theeBtalian side. Yet, we still have no answer todhbestion
where to start and where to conclude in such statisstudies. Jaeger & Paserman (2008) foundttieatsraeli
retaliation is predictable and it can be statidffcaignificant as a response to the violence atéld by the
Palestinians. At the same time they argue thaP#iestinian behavior appears to be unrelated &elisriolence
as it is not intended as revenge or deterrencedAththis, a question persists: Would these stub&ve arrived
at these conclusions if they had taken the 'origgivd into consideration? In other words, woul@ findings
have been different if these studies had considdrednitial, grand violence that was committed ingathe
Palestinians who were expelled by Israel?

Palestinian Territory during the second quarter
of 2011 (44.6% in the West Bank and 66.7% in
Gaza Strip). However, 21.8% of managers
attributed the reasons of this decline to
competing goods (19.6% in the West Bank and
33.3% in Gaza Strip). On the other hand, 93%
This section of theMonitor presents the ©f the owners/managers reported the existence

conceptions of industry facilities' owners and Of competition of the facilities’ main products
managers of economic conditions. These(92% in the West Bank and 98.6% in Gaza

perspectives have been surveyed by theStrip).

Palestinian Central Bureau of Statistics in July,,,. . 0
2011, representing the second quarter of 2011W'th respect to barriers to export, 77.3% of the

The survey examined a number of factors owners of the exporting enterprises believed that
including the performance of industrial 'closing the crossings was the biggest barrier to

. . o
enterprises in general; borrowing and financing;g:s n e?ép;rihg%iaggﬁ]s’ evr\:'[]e"re rigs;;i;o th?af Vt/r(]eest
the change in sales volume, barriers to the P 9 P

resolution; government  facilities; and buvers 9 pay y
expectations for the next quarter. yers.

The results of the survey showed that 76.6% of

With regard to performance, 33.5% of the he owners and managers of industrial facilities
managers of industrial enterprises reported that . 9 L .
in the Palestinian Territory were satisfied with

the performance of their organizations in July, the integrity of the police on issues related to
2011 was better than it was during April, 2011 their businesses. At the same time, 58.6% said

(34.4% in the West Bank and 29.7% in Gazathe were satisfied with the effectiveness of the
Strip). With respect to borrowing and financing, Palz—;stinian courts (61.6% in the West Bank and
the results show a low demand for loans from44'6% in Gaza Strip). With regards to the

banks operating in the Palestinian Territory . "...". j .

during the second quarter of 2011, as 94.8% ofacilities provided by government agencies to

the owners of industrial enterprises had noCPtain the necessary permits and licenses, the

intentions of borrowing from banks, compared '€Sults showed that 62.8% of the target group in

to 5.2% who sought loans, once or more. the West Bank and 16.4% of the target group in
’ the Gaza Strip were satisfied with the facilities

Concerning sales volume, 48% of the managerdrovided to their organizations.

of industrial faciliies —operating  in - the Regarding expectations for the third quarter of
Palestinian Territory believed that the main 20191 3590/ pf the t i qt' inated
reason for the decline in sales was the lowZ = o of eh argef group an ;C'pﬁe_
purchasing power of consumers in the Improvement in the — performance of their



organizations (38% in the West Bank and 32.4%37% predicted an improvement during the third

in Gaza Strip). Finally, as for the sales volume, quarter of 2011
Box 12: The Relative Weight of Jerusalem, the GolaHeights and
Settlements in the Israeli Economy

When Israel bid in March 2010 for membership in tlFganization for Economic Co-operation and
Development' (also known as ' The Club of the Rickbme members questioned the accuracy of Isra¢
statistics, as the Israeli figures (relating tosgralomestic product, spending and number of theilptpn)
cover geographical areas that the Organization doesecognize as part of the Israeli territorye3é areas
include East Jerusalem, Israeli settlements inWWest Bank and the Golan Heights. The Organizatiso a
raised doubts about the methodology of collectioges data and the integrity of some Israeli figusgapng
these, for example, the figures relating to théviiets of the ‘Jewish communities' which imply exclusion of
the activities of other ethnic groups or natioaisng and working in these ‘Jewish communities'.

Thus, the OCED formed a committee of specialistsnf Australia, Norway and the United Kingdom) to
examine the problems in Israeli statistics andssstee role of different factors in the ambiguifyfigures. The
Committee issued a detailed report with a numbeecdmmendations presented to the Israel CentnaaBuof
Statistics®.

This Box focuses on the findings of this reportameling the economic and demographic weight of kreet
occupied territories which are usually includedhe statistics of ‘Israel'. The authors of the regorted the
figures into two parts: the statistics of pre-19&ael (within the Green Line); and the statist€she territories
annexed by Israel after 1967, i.e. the economightedf East Jerusalem, the Golan Heights and segtiés in
the Israeli economy is now accessible.

Table 1: Population in 2009

Population % to pre-1967 Israel

East Jerusalem 444,300
West Bank settlements 298,200
Golan 40,800
Total: post- 1967 territories* 774,400
Pre1967 Israel 6,711,200

*Post-1967 territories include East Jerusalemsttdements in the West
Bank and the Golan Heights.

Table 1 illustrates that the population of the ¢hoecupied territories was 774.400 in 2009, reprtasg 11.5%
of the population within the bordeos pre-1967 Israel (10.3% of Israel's total economic tery). The report
found that the population in the three occupiedttaies are younger and have a higher growté tilaan the
population of prel967 Israel. The report also revealed that the sh@nnual population growth in the West
Bank settlements was 8% between 1997-2009.

It should be noted that the number of Arabs inttiree territories totaled 272.800 in 2007 (250.800the J1-
area of Jerusalem and 22.000 in the Golan Heigihtss means that about 35% of the residents inthhee
territories are Aralds

Table 2: Distribution of place of residence and plee of work (%)
Residency Place of work
East Jerusalem Settlements Golan Pre-1967 Israel Other
East Jerusalem
Settlements
Golan Heights
Total: post- 1967 territorie:s .8

26

OECD - Statistical Directorate — Study on the Gaphic Coverage of Israeli Data (undated).
27

The figures for Palestinian population in J1-av&derusalem were attained fréf€BS
http://www.pcbs.gov.ps/DesktopDefault.aspx?tablCEBlang=ar-JO while the figures for Arab population in the Golaere
attained from Israel Central Bureau of Statistics
http://www1.cbs.gov.il/reader/shnaton/shnatone_htm?CYear=2010&Vol=61&CSubject=2




pre-1967 Israel

Table 2 shows that a quarter of those who resideast Jerusalem work in East Jerusalem, but oviér hJi
(52.4%) work in prel967 Israel. Similarly, 37.7% of settlers work ettements, while half of them work in
pre-1967 Israel.

The report also reveals that the rates of labocefgparticipation and employment are lower in thee¢h
territories compared to the total of Israel's t@abnomic territory. In addition, the rates of pdydstanding at
23.4%) in the three territories are significantigher than they are in prE967 Israel (20.2%).

The report concludes that inequality in incomerdistion in Israel (pre and post 1967) is one of tiighest
among OECD countries: the income of the riche®b 10 the population is 8 times higher than the mecof
the poorest 10% of the population in Israel.

Table 3 presents an estimated contribution of kineet territories (East Jerusalem, the Golan Heightsthe
settlements) in the gross domestic product of Isrke table indicates that the contribution of tieee
territories is 4% lower than the contribution ofe{i967 Israel in GDP (or 3.7% of GDP of Israel's ltota
economic territory).

Table 3: Distribution of GDP, 2007

Pre-1967 Israel East Jerusalen, the %

GDP 588,735 23,044

Agriculture, forestry and fishing 10,537 818

Industry 96,342 2,268

Construction 28,245 2,159

Trade, restaurants & hotels 66,055 1,419

Public administration 38,919 4,324

Education 42,395 2,728

Other

The table also shows a relative high contributibthe three occupied territories in the value addethe three
main sectors: public administration; agriculture éishing; and building and construction.

Evidently, the economic contribution of the threewpied territories in the Israeli economy is liedif given the
fact that only 10% of Israel's population live lese three areas which raise the GDP of Israellmnif6, and
thus causing a 6.5.%. decline in GDP per capit@ fEport introduces the same idea in a different: vilze

inclusion of post-1967 areas changed Israel'sivelgiosition internationally. If we consider an éxdof GVA

per capita, where the total for all other OECD dades is 100, the index for GVA for pre-1967 Isra&nds at
82. Additionally the post- 1967 areas would rediscael's index to 77.




Key Economic Indicators in the West Bank* and the @Gza Strip for the years 2000-2010

Indicator | 2000 T 2001 [ 2002 | 2003 | 2004 [ 2005 | 2006 [ 2007 | 2008 | 2009 | 2010

Population by mid year (thousands)

Occupied Palestinian Territory 3,053.3| 3,138 3,225.p 3,314|5 3,40Y.4 3,5081612.0| 3,719.2] 3,825.p 3,935.p5,048.40
West Bank 1,943.7| 1,992.4 2,042 2,09314 2,14¢6.4 2,2027262.7| 2,323.4 2,385p 2,448(42,513.3
Gaza Strip 1,109.7( 1,145.9 1,482p 1,221|1 1,26]1.0 1,3p44849.3| 1,395.7 1,440 1,486|8.,535.12
National Accounts(Million Dollars)
GDP** 41185| 3,765 3,264l 3,749l6 4,198.4 4559222.3| 4,554.1 48788 5,241/35,728.0
GDP per capita (USD)** 1,450.2| 1,287.9 11,0848 11,2109 1,317.0 1,3B7275.4| 1,303.2] 1,356.8 1,415|71,502.4
Household Expenditure** 3,982.0( 3,901.4 3,627.8 4,103|1 4,400.3 4,4p7M597.5| 4,591.2 4,851.p 5,285(4 -
Public Expenditure 1,100.7| 1,022.7 9479 903.1 11,0449 8333 870.4 .79 9959 | 1,1055 -
Gross Capital Formation** 1,561.1| 1,120.0 954.1 1,204|0 1,022.3 1,26517/347.2| 1,122.9 1,060p 1,137|3 -
Net Balance of Goods Trade** (2181.9)| (1999.4)| (1473.1)| (1751.9)| (2335.8) (2680)| (2795) | (3178.2)(3234.4)] (3502) -
Commodity Imports** 2721.5| 2394.2| 1800.F 2119p 27365 311432454 | 3824.7| 3902.8 41469 -
Commodity Exports** 539.5 394.8 327.4 368.0 400.Y 434.7 4504 646.5 .4668 644.9 -
Net Balance of Services Trade** (75.2) | (494.7) (476.5] (314.3) (360.9) (221/2§300.4) | (373.1)|] (340.3) (2815 -
Services Imports** 548.2 674.8 673.3 573.3 601.8 503.7 560.3 742.6 .4836 860.8 -
Services Exports** 472.9 180.1 196.9 240.4 282.4 259.9 369.5 496.1L 5793 -
Prices and Inflation
Average Exchange Rate of the USD Against the Shekel 3.93 3.73
Average Exchange Rate of the JOD Against the She¢kel 5.54 5.27
Inflation Rate (%)*** 2.8 1.2 57 4.4 3.0 3.75
Labor Market
Number of Employees (thousands) 600 505 477 564 578 603 636 690 66} 71B 745
Participation Rate (%) 415 38.7 38.1 40.3 40.4 40.4 41 41y 412 41l6 41.1
Unemployment (%) 14.1 25.2 31.3 25.6 26.8 23.% 23.7 21.f 26|6 2415 23.7
Social Conditions
Poverty Rate (%) **** - - - 24 31.2 - 26.2 25.7
Deep Poverty Rate (%) **** - - - 14.2 15.3 13.7 18.8 - 13.7( 14.1
Public Finance (Million Dollars)
Net Domestic Revenues ***** 939 | 273 | 290 | 747 | 1050 1370 724 1616 1,780 1,548.4




Indicator 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Current Expenditures and Net Lending 1,199 1,095 994 1,240 1,528 1,994 1,426 2,567 3,273919.6
Development Expenses 469 340 252 395 0 287 281 310 -
Surplus (deficit) Budget before Support ( )
Total Grants & Assistance 636 1,019 1,322 1,763 1,409
Total Surplus (deficit) Budget ( ) ( ) ( ) ( ) ( ) ( ) 34 61 2
Public Debt 795 1,191 1,090 1,236 1,422 1,602 1,494 1,4B9 1,404,732 1,883
Banking Sector(Million Dollars)
Assets/Liabilities 4,593 4,430 4,278 4,728 5,101 5,604 5,772 7,004 4%,6 7,893 8590
Equity 242 206 187 217 315 552 597 702 85f 91p 1,096
Clients' Deposits 3,508 3,398 3,432 3,625 3,946 4,190 4,216 5118 47,8 6,111 6,802
Credit Facilities 1,280 1,186 942 1,061 1,417 1,788 1,843 1,7p5 1,822,109 2,825
Number of Banks 20 18
Source: Palestinian Central Bureau of Statistius Ralestinian Monetary Authority. For a seriesdat the period before 2000, please refer to i2uef Monitor between hands.
* West Bank: means the West Bank except thatgfalérusalem governorate which was annexed byl Igkété the exception of the data on unemployment population).
** Data in constant prices. Base year for the 20003 is 1997; base year for 2004-2010 is 2004a Bat 2010 is preliminary and subject to revisiond @mendment and is based on quarterly
estimates.

e The inflation rate is based on the comparisufraverage indices of consumer prices for the coispa year with its average in the previous yearsdyear for the period 2000-2006 was 1996
(1996=100), base year for the period 2007-2010@tZ2004=100).

**x  The PCBS defines poverty in relation with tHamily budget. Deep Poverty: any standard fanBlyriembers: two adults and 3 children) with a budiegt than NIS 1,783 in 2010 to cover the
expenses of food, clothing and housing RelativeeRgv any standard family possessing a budget & RP37 in 2010 to cover the expenses of foodhicigt housing ,health, education,
transportation and other expenses.

*++k% - Total net revenues is the total current reuees after the deduction of taxes.

- Figures in brackets are negative.







