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Press Release 

New Release: Financing Development in Palestine through 
Microfinance Institutions and Development Banks 

 

Ramallah, 7 January 2022: The Palestine 
Economic Policy Research Institute 
(MAS) published this week a study 
entitled “Financing Development in 
Palestine through Microfinance 
Institutions and Development Banks: 
Options and Challenges”. The study was 
authored by Dr. Rabeh Morrar and Dr. 
Omer Abdel-Razek and research assistant 
Rand Al Tawil, and was funded by the 
Arab Fund for Economic and Social 
Development (AFESD).  

 
This research paper sought to identify options for, and challenges in, financing 
development in Palestine, in which MFIs play a major role. MFIs provide microfinance 
to poor, low-income and marginalized groups who would not otherwise be able to 
access finance from the mainstream banking sector. This is of special concern given the 
Palestinian Government recent announcement of the establishment of the 
Independence Bank for Investment and Development, and the problematic aspects of 
the Law of the lack of clarity of the objectives and developmental role entrusted to the 
Bank, as well as its incoherent vision for development and fighting poverty at the 
national level. 

The study shows that there are great opportunities for the growth of the microfinance 
sector. However, the removal of challenges faced by the sector is essential, to enable it 
to play a greater role in promoting comprehensive and sustainable development in 
Palestine. This requires adopting appropriate measures and policies by various relevant 
authorities and the concerned parties at the Independence Bank.  

As for the PMA, it is recommended to further study international experiences in the 
MFI and microfinance domain, which were reviewed in the study; adopt subsidiarity 
and financial inclusion - as part of evaluation and control indicators - within the 
framework of microfinance policies; secure temporary financing lines for MFIs, helping 
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them to face emergencies resulting from Israeli policies that are hostile to the Palestinian 
economy. This will fortify MFIs, enabling them to access financial support at a time 
when they need to reschedule the debts owed by small-size projects affected by such 
policies; establish a mechanism (under PMA supervision) to coordinate the strategic 
plans of MFIs (3-year plans). This mechanism would lead to the setting of binding 
priorities and general directions for MFIs and related development finance institutions 
and examine the possibility of allowing MFIs to accept deposits.  

Moreover, the study presents recommendations to Microfinance Institutions (MFIs), 

mainly: to adopt a comprehensive concept of development that suits the Palestinian 

context, especially aspects related to fighting poverty and addressing occupation 

measures. This should include a general framework and a unified strategy for 

development and poverty alleviation, led by competent government institutions, in 

coordination with various actors in this field: the private sector, the civil society sector 

and international organizations; encourage or obligate clients to receive training 

(financial, technical and marketing) before offering loans to any category of small-size 

projects; conduct an evaluation of development finance institutions (medium and large, 

local and international) operating in the Palestinian economy (emphasis on institutions 

that finance their projects based on their priorities and do not practice lending). The 

goal here is to benefit from successful experiences, helping to develop this sector for 

the service of overall development goals, through the sharing of various financing roles 

by banking and non-banking institutions; and avoid making consumer loans (or loans 

for consumption and not production), by tightening loan conditions. Consumer loans 

have a low developmental impact and a high risk of default. 

Regarding the Independence Bank, certain conditions must be met for this initiative to 

succeed, as informed by the experiences of other countries in establishing and operating 

public banks. This includes developing the legal environment for the Bank, such that it 

is protected (as much as possible) from unstable economic and political conditions in 

the Palestinian territories. Regarding the Bank’s role, the study recommends that the 

Bank refrains from providing financial services, and be satisfied with supervision and 

control, and perhaps providing loan guarantees and development policy guidelines and 

that it prioritizes large development projects that the private sector is reluctant to – or 

cannot – implement solely. Also, it is advisable to focus on building partnerships 

between the Bank, the private sector and the civil society sector across some areas; the 

Bank should serve as a guarantor of various development institutions, including MFIs; 

study the possibility of integrating other government development finance institutions 
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within the Bank -as a strategic objective-, in order to benefit from economies of scale, 

as well as unified expertise enjoyed by all development financial institutions;  this can 

allow for sectoral lending specialization, instead of competition and conflict; emphasize 

– as part of the Bank's founding articles - the importance of the independence of the 

Board of Directors; government should not have an overriding majority, in order to 

avoid both political interference and administrative/financial ineptitude that are both 

characteristic of the government sector; in terms of supervision, control and regulation, 

the Bank must follow PMA systems, including requirements for privacy in accounts’ 

disclosure. 

Also, the study presented several recommendations for the Government, among those 

were the necessity to unify Palestinian laws (and those related to MFIs) across the West 

Bank and Gaza Strip concerning the development finance sector; establish funds or 

guarantee programs for financing provided by MFIs; develop the banking law so that it 

takes into consideration the specificities of MFIs, and the future role of mainstream 

banks; develop and activate complementarity in a microfinance system that includes 

MFIs, PMA, the judiciary, implementation agencies, awareness/education institutions, 

guarantee funds and insurance companies. 

To download a digital copy of the Full Study (in Arabic) or Executive Summary (in 

English)  

 

https://www.mas.ps/files/server/2021/30%20Dec/Financing%20Development%20in%20Palestine_Arb.pdf
https://www.mas.ps/files/server/2021/30%20Dec/Financing%20Development%20in%20Palestine_%20Eng.pdf

