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1. Part One
1.1 Introduction

The recent war waged by the Israeli occupation forces on the besieged Gaza Strip is one of the most brutal
among the five previous wars launched since 2005, given the staggering loss of human lives and the
widespread destruction that hit the Palestinian economy. After nearly 16 months of continuous genocide,
the local economy is grappling with a severe collapse amid an unparalleled humanitarian crisis in the Gaza
Strip. According to official data by the Palestinian Central Bureau of Statistics (PCBS) and the Palestine
Monetary Authority (PMA), estimates indicate an unprecedented sharp contraction in GDP to 28.3% in the
local economy, where Gaza’s GDP recorded its highest decline ever, plummeting by more than 82%. As
for the West Bank, GDP also decreased by 19.3% (PCBS, 2024a). The near-total halt in economic activities
has worsened the recession in Gaza, slashing its contribution to the overall Palestinian economy from an
average of 17% in previous years to less than 5% today (PCBS, 2024b). The World Bank (2024a) estimated
the cost of damage to vital infrastructure in Gaza at nearly $18.5 billion by the end of January 2024. The
devastation has affected all sectors of the economy without exception, exacerbating the already dire
economic and social conditions.

Further, the Palestinian economy has also experienced significant job losses, totaling nearly half a million.
Among these, around 200,000 jobs were in the Gaza Strip, 144,000 in the West Bank, and an additional
148,000 among workers who previously commuted from the West Bank to the Israeli labor market (World
Bank, 2024b). The unemployment rate rose to skyrocketing levels exceeding 51%, by more than 80% in
the Gaza Strip, and 35% in the West Bank (PCBS, 2024a).

During 2024, most economic activities were negatively impacted compared to the previous year, as
construction activity recorded the highest decline, reaching 46% (38% in the West Bank, and 98% in the
Gaza Strip) to reach $ 332 million, followed by the industrial activity with a decline of 33% (30% in the
West Bank, and 90% in the Gaza Strip) to reach $ 1,038 million, then agriculture activity with a decline of
32% (17% in the West Bank, and 91% in the Gaza Strip) to reach $ 564 million, and the services activity
declined by 27% (17% in the West Bank, and 81% in the Gaza Strip) to reach $ 6,453 million (PCBS,
2024a).

The financial sector is no exception to the devastation inflicted on all economic activities. The war has
exacerbated the challenges facing the banking sector, particularly the high levels of uncertainty, restrictions
on access to global markets, and the costs associated with surplus Israeli Shekels in the West Bank banking
sector. These challenges have had a profound impact on key banking indicators, operational processes,
profitability, risk provisions, rate of non-performing loans (NPLs), and exposure levels to the public finance
crisis (MAS, 2024a). Financial sector facilities in Gaza have incurred direct losses estimated to exceed $14
million. Compounded by the broader negative effects of deteriorating economic conditions on the banking
portfolio, by the end of March 2024, all bank branches and ATMs in Gaza were entirely out of service. As
of December 2024, the war left only a handful of branches and ATMs operational, and only 3 out of 94
ATMs in the entire Gaza Strip remain partially functional. As for non-banking financial institutions, over
80% of microfinance institutions (MFIs)! have been directly impacted, reflecting the unprecedented scale
of destruction inflicted on the financial sector (World Bank, 2024a).

In the West Bank, the banking sector has been severely affected by the withholding of Palestinian tax
revenues. This situation was compounded by the accumulation of excess cash, which negatively impacts
banks' profitability through various channels, such as missed opportunities and increased costs. It hampers

1 Microfinance mainly refers to micro-credit. A micro-credit is a small loan which is mainly granted to people with a low income.



their ability to optimize operations and manage cash flows effectively (UNCTAD, 2024). Consequently,
unprecedented challenges were created, including a liquidity crisis, increased financing needs, and
worsened financial difficulties for Palestinians. This has led to a rise in NPLs amid declining incomes and
deteriorating economic conditions, further triggering severe liquidity crises, financial instability, and losses
exceeding $1 billion in Gaza’s credit portfolio (MAS, 2024).

This report delves into the cash shortages and financial crisis that have severely affected the economy of
the Gaza Strip, analyzing its underlying causes and the far-reaching consequences of the liquidity shortage
after the recent war. It also highlights the initiatives undertaken by PMA and other key stakeholders to
address the crisis, including emergency measures such as the introduction of digital payment solutions. In
the analysis, this paper utilizes a mix of quantitative and qualitative methods, including insights from focus
group discussions (FGDs) that reflect participants' personal perceptions of their situations, alongside key
informant interviews (KllIs). Additionally, the analysis draws on descriptive statistics from PCBS, PMA,
and assessment reports published by international agencies and United Nations (UN) institutions.

1.2 Banking Sector Overview in the West Bank and The Gaza Strip

After the establishment of the Palestinian National Authority (PNA) in 1994, the Palestinian banking sector
experienced a new phase of development. PMA assumed responsibility for licensing and supervising banks
(PMA, 2016). Despite significant changes in the banking environment, this sector faced major challenges
imposed by the Israeli occupation, that hindered Palestinian economic development, which is among others,
hostile policies limiting investment, trade, and movement of goods and people, and increasing the costs and
risks associated with economic activities (PMA, 2010).

The banking sector, which is regulated by the PMA, dominates the financial system in the West Bank and
the Gaza Strip. Prior to the Oslo Accords 19932, there were only two operating banks (Bank of Palestine
and Cairo-Amman Bank). Some banks, which had ceased operations in the West Bank and the Gaza Strip
after 1967, reopened in 1994 and new ones were established rapidly. In December 1995, there were 16
banks (World Bank, 2008). As of the end of 2021, 13 licensed banks were operating in Palestine. These
banks provide services through 371 branches and offices and 710 ATMs. These banks are classified into 7
local banks (4 commercial banks and 3 Islamic banks) and 6 foreign banks (all of which are commercial).
In addition, there are 326 licensed money exchange companies and agents, including their branches, and 5
licensed electronic payment service providers (PMA and PCMA, 2023).

In 1967, Israel issued a military order to shut down the branches of Arab banks operating in Palestine,
freeze their assets, and transfer their funds to special accounts at the Israeli central bank. It also banned
transactions involving foreign currencies and gold, declaring the Israeli shekel in the early 1980s (the de
facto currency in the West Bank and Gaza) as the only legal currency for circulation. Furthermore, banks
were prohibited to sell the Jordanian dinar or exchange it for any other currency without prior authorization.
Palestinian territories remained under Israel’s monetary system until signing the Paris Protocol® in 1994,
during which the Israeli currency was the primary means for settling local payments (MASARAT, 2018).

The banking sector had also been subjected to further constraints stemming from the Oslo Accords signed
in 1993, such as the absence of national currency, as only three foreign currencies were in circulation (the
Jordanian dinar, the US dollar, and the Israeli shekel), and a lack of a comprehensive Palestinian Authority

2 “The Oslo Accords are a series of agreements signed between Israel and the Palestine Liberation Organization (PLO) between
1993 and 1999 that were supposed to result in a so-called “final status agreement” by 1999 that would “achieve a just, lasting
and comprehensive peace” between lsraelis and Palestinians, according to the Declaration of Principles”.

3 Protocol on Economic Relations between the Government of the State of Israel and the P.L.O., representing the Palestinian
people. Paris, April 29, 1994



security in many regions which compounded the issues in the economic and banking sector. Also, the
enforcement of the security coordination protocols between the West Bank and the Gaza Strip considerably
affected the practicality of banking services, particularly the transfer of cash between banks and their
branches. However, in recent years, Israeli banks have become increasingly reluctant to accept physical
shekels from Palestinian banks. At the same time, the Bank of Israel has periodically refused to process
shekel clearance requests made by PMA. In addition, Israel has not raised the annual clearance limit, which
remains fixed at 18 billion Israeli Shekels (ILS) (IMF, 2022), (the Oslo Accords did not take into
consideration economic growth in the Palestinian economy over the years).

While the recent extension of correspondent banking relationships (CBRs) between Palestinian and Israeli
banks is a crucial step toward improving predictability and stability in financial operations, the overall
stability of the banking sector remains vulnerable to Israeli political provocations, which adds to the
significant difficulties facing local banks. Israel claimed that the correspondent banking relationships
safeguard the Israeli side from domestic and international legal risks arising from transactions with their
Palestinian counterparts, offering immunity and indemnity if they are sued on charges related to financing
terrorism or money laundering, as the transactions are routed through the Bank of Israel and private Israeli
banks. To address associated risks, the Israeli government has historically issued time-bound “letters of
indemnity and immunity” to protect Israeli banks from legal liabilities within Israel, particularly concerning
perceived or actual risks of money laundering and terrorism financing linked to services provided to
Palestinian banks. These indemnity letters are typically renewed for periods ranging from six months to a
year by the Israeli Finance Minister. In 2024, the letters were renewed three times (in March, June, and
October) covering a cumulative period of eight months. In November 2024, the arrangements were further
extended for an additional year, valid until the end of November 2025 (World Bank, 2024a).

1.3 The Ongoing Cash Shortages and Financial Crisis in Gaza

The financial situation in Gaza is even more dire. Since October 2023, Israel has suspended cash transfers
to Gaza and nearly obliterated its banking infrastructure. Consequently, Gaza's banks have run out of cash
reserves. The increasing circulation of worn and damaged shekel notes raises further concerns, as Israeli
banks are expected to refuse such notes. Palestinian banks are unable to absorb the financial loss from
hundreds of millions of shekels in unusable currency, and PMA has no financial resources to address this
gap.* The Gaza Strip represents 10.6% of total private credit facilities, 11.6% of customer deposits within
the banking system, and approximately 8% of total assets, amounting to $22.8 billion (MAS, 2024b). As
the war has profoundly disrupted the commercial landscape in the Gaza Strip, severely impaired the private
sector’s operations, and undermined the banking sector performance, banks' profits plummeted by 58.1%
in the first half of 2024 compared to the same period of 2023. By the second quarter of 2024, NPLs rose by
17% year-on-year, amounting to $553.8 million. This figure represents 4.7% of total credit facilities and
6% of private credit facilities in 2023 (PMA, 2024a). Despite the significant increase, the share of NPLs
remains relatively low compared to international standards, as banks in Palestine tend to have a conservative
approach, relying heavily on wage guarantees and secured collaterals (MAS, 2024c). Further, customer
deposits in Gaza’s banking sector saw consecutive rises amounting to approximately 43.5% over the months
following the onset of aggression in October 2023. This increase is attributed primarily to individuals and
companies seeking to deposit their funds in banks, considering these institutions the safest places during
the occupation's attacks on all areas of the Strip (PMA, 2024a).

Furthermore, the governance systems (De-facto government in Gaza), which are responsible for regulating
and overseeing markets and transactions, have been critically debilitated. The extensive damage to firm
assets, business-enabling infrastructure, and governance systems, coupled with an almost total blockade on

4 An interview with Bashar Yaseen, Director General of the Association of Banks. December 2™, 2024,



the Gaza Strip, has precipitated a collapse in business operations and market connectivity. This includes
restricted access to essential materials and services, culminating in severe financial constraints.

According to PMA’s official data (2024), prior to the war, 10 banks were operating in Gaza, with 56
branches and 91 ATMs distributed by governorates as shown in Figure (1) The full extent of the
destruction in Gaza cannot yet be tallied. The interim assessment conducted by the World Bank, United
Nations, and European Union in January 2024 estimated the damage to Gaza's physical infrastructure at
approximately $18.5 billion, nearly equivalent to the combined GDP of the West Bank and the Gaza Strip
in 2022 (World Bank & European Union, 2024).

Figure (1): Banks’ Branches & ATMs Distribution in the
Gaza Strip by Governorates
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Source: PMA, Banking and Monetary Development, Q2, 2024.

The issue of cash liquidity has been a persistent challenge for PMA, both historically and in recent times.
Prior to 2009, banks operating in the West Bank and Gaza (WBG) transferred their surplus physical shekel
cash to their Israeli correspondent banks, which credited the respective accounts of these banks. However,
following the designation of the Gaza Strip as a "hostile entity" by Israel's security cabinet in 2007, Israeli
banks terminated all correspondent banking relationships with banks in Gaza starting in 2009 (IMF, 2022).
Since the outbreak of the October 2023 war in Gaza, the crisis has intensified dramatically. Israeli measures
imposed on Gaza have exacerbated the cash shortage, with negative ripple effects also felt in the West
Bank, where the circulation of Israeli Shekels in Palestinian banks has worsened, as the shekel surplus has
amplified the problem as the correspondent Israeli banks refused to accept cash surplus from the West
Bank®.

1.4 Pre-War Cash Flow Mechanisms

Before the October 7, 2023, war, total cash in the Gaza Strip was estimated at around $ 290 million®. As
mentioned earlier, in 2007, when the Israeli security cabinet labeled the Gaza Strip as a 'hostile entity' and
cut off all correspondent banking relationships with local banks there as punitive measures imposed on
Gazans, the cash supply was maintained through five main channels:

5 Aninterview with Bashar Yaseen, Director General of the Association of Banks. December 2™, 2024,
6 (www.alhaya.ps) (2025, Jan 26). Retrieved from: https:/tinyurl.com/n6mbxaz9 Accessed on: (2025, Jan 31)
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Bank cash transfers from the West Bank: Regular shipments of cash from banks' headquarters in the
West Bank to their Gazan branches. It is worth noting that no official data demonstrates the cash amount
being transferred to Gaza in this regard.

UNRWA’s dollar shipments: UNRWA injected approximately $13.5 million monthly to pay its
employees’ wages’.

Cash brought by visitors: Travelers entering Gaza with cash from abroad.

Earnings of Gaza workers in Israel: prior to the October 2023 war, approximately 18,500 work
permits have been issued by Israeli authorities to workers from the Gaza Strip. The average daily wage
for these workers in Israel and its settlements is about NIS 298. Considering the number of working
days, it is estimated that around $100 million flows into the Gaza Strip monthly as a result of these
earnings (PCBS, 2023).

Qatari financial aid: Since 2018, Qatar has been providing a humanitarian grant to Gaza amounting to
$30 million per month. Of this, $10 million is allocated to poor families, $10 million for fuel for Gaza's
sole power plant, and $10 million as contributions to the salaries of Gaza employees (Al Jazeera, 2021).
Until 2021, Qatar transferred approximately $30 million per month into Gaza in cash before transitioning
to electronic disbursements.

7

The Israeli Coordination of Government Activities in the Territories (COGAT). Cash Transfer Coordination System between
Palestinian Authority Areas, Israel, and Abroad. Retrieved from: https://bit.ly/4ieDXBU
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2. Part Two: Cash Shortages Analysis

2.1 Situational Analysis

This section explores the key factors contributing to the severe cash shortage in Gaza. These include
restrictions on cash transfers, destruction of banking infrastructure, theft and looting, war-induced
displacement, selective rejection of currency, inflation, and the emergence of exploitative black-market
practices. Together, these challenges have severely disrupted Gaza’s financial system and deepened the
ongoing humanitarian crisis. The Israeli occupation deepened the suffering of Gazans during the genocide,
by preventing the entry of cash liquidity since the start of the genocide in October 2023. This has opened
the door to the exploitation of people by traders and money changers who have imposed high commission
rates on cash.

2.1.1 Israeli Refusal to Allow Cash Transfers into Gaza

Physical cash entry into and exit from the Gaza Strip is minimal, as the cash movement into and out of the
Gaza Strip is highly restricted, under the pretext of security concerns. The lIsraeli Coordination of
Government Activities in the Territories (COGAT) closely supervises these movements, considering them
matters of national security. An exception to this restriction involves damaged new Israeli shekel (NIS)
banknotes. These notes are transported out of Gaza and replaced with equivalent amounts of NIS from the
West Bank, a process that requires COGAT's approval®.

Since the war eruption, the Israeli authorities have repeatedly denied requests to transfer cash into Gaza
despite the PMA's efforts, in collaboration with international organizations, to facilitate such transfers. The
blockade coincides with the widespread destruction of banking infrastructure, including automated teller
machines (ATMs)°®. In light of Israeli rejection and security and logistical obstacles on the ground, citizens
find themselves victims between the fires of war and the difficulty of securing their daily sustenance.

2.1.2 Theft and Looting of Cash Reserves

Significant amounts of cash have been lost due to theft by Israeli forces during military operations.
According to the report published in Feb 2024 by the Middle East Monitor, Israeli soldiers seized NIS 200
million ($54.29 million) from the Bank of Palestine headquarters in Gaza City. These incidents involve the
looting of bank vaults, corporate cash reserves from destroyed buildings, and even money taken from
civilians. In addition, lawlessness within the territory has led to further theft and looting by rogue elements
during the chaos of war. Most recently, In the absence of a law enforcement authority, PMA reported that
one of the bank branches in the Gaza Strip was robbed, with an amount of approximately NIS 8 million
stolen (PMA, 2024b). Further, most recently, the Deputy Governor of PMA, stated that the funds available
in bank vaults in the Gaza Strip before the war amounted to approximately $290 million, of which around
$180 million were looted (Al-Hayat Al-Igtisadiya, 2025).

2.1.3 The Destruction of ATM Infrastructure
The destruction of ATMs has compounded the cash crisis. Limiting the crucial role of banking institutions

operating in Gaza, with these machines out of service, access to physical cash has become nearly impossible
for ordinary citizens. Out of 56 main offices and bank branches, 33 were completely destroyed, and 19

Interview with the Director General of the Association of Banks in Palestine. Ramallah, December 2, 2024.
9  An interview with Mohammed Atallah, Director of Monetary Policies and Research, Palestine Monetary Authority (PMA).
November 18t 2024.



others suffered severe damages, rendering nearly 98% of the banking infrastructure non-operational. Today,
less than 3% of ATMs in all areas of the Gaza Strip remain partially functional (World Bank, 2024).

2.1.4 Outflow of Cash Due to War-Induced Displacement

A substantial portion of Gaza's cash reserves have left the strip with residents fleeing the war. Those who
managed to escape often carried their savings with them, further depleting local cash availability.

2.1.5 Cross-Border Trade with Egypt

Before the closure of the Rafah border crossing due to Israeli military operations, the importation of goods
from Egypt played a significant role in the outflow of cash from Gaza and drained private sector cash
reserves. Payments for these commaodities were predominantly made in cash, leading to a substantial
depletion of local cash reserves (UNDP, 2024).

2.1.6 Cash Leaving Gaza as People Flee the War

People left the horrifying situation in Gaza due to the Israeli aggression; an estimated 100,000 people left
Gaza in the first eight months of the war (according to an interview with the Palestinian ambassador to
Egypt in the New York Times) (Rasgon, 2024). This number of people has also exacerbated the cash
shortage crisis, as they carry cash with them, in addition to the money paid to middlemen who secure the
exit of people in exchange for high fees, estimated to be between $4,000 and $10,000.

2.1.7 Emergence of Cash Hoarders (‘"Mukaysheen™)

The cash crisis has given rise to a black-market phenomenon known locally as "Mukaysheen". These
individuals or groups offer cash to citizens in exchange for financial transfers from their bank accounts,
charging exorbitant commissions of 20-30%. This practice became widespread following the lIsraeli
incursion into Rafah, where the destruction of banking infrastructure and ATMs forced citizens to seek
alternative methods to access cash. This situation has been exacerbated and manifested by the traders' and
mobile vendors’ exploitation, as many traders have collaborated with the “Mukaysheen”, exploiting the
absence of law enforcement in Gaza. In addition, “Mukaysheen” have normalized exploitative practices, as
they refused to accept smaller denominations alongside ripped, torn, or damaged currency, which
exacerbated the cash liquidity for citizens to conduct daily-basis transactions.

2.1.8 Selective Acceptance of Currency Denominations

A segment of money changers, traders, and small-scale vendors exploit the chaos, the absence of the rule
of law, and the decline in the role of regulatory institutions. People are forced to exchange worn-out shekel
banknotes, that traders no longer accept, leading them to sell the notes for less than their actual value,
despite the fact that they are legal tender (currency accepted for payment, deposit, and exchange by banks
and licensed money changers regulated by the Monetary Authority). They have also exacerbated the crisis,
as they have unilaterally decided to reject certain denominations of currency, particularly 20-shekel notes
and smaller bills. These denominations are considered cumbersome and costly to store in large quantities.
Similarly, damaged or partially destroyed currency, which banks used previously to replace, is no longer
accepted due to the inability of banks to operate. A notable issue is the widespread rejection of the 10-
shekel coins, which are no longer accepted in transactions by most vendors and traders. This practice has
removed these coins from circulation, deepening the cash shortage. Likewise, coins of smaller



denominations (5, 2, and 1 shekel) are under strict scrutiny, with vendors rejecting them for minor
imperfections, such as rust or scratches?.

In addition, the crisis extends to paper currency, where older banknotes—including the 200-shekel, 100-
shekel, and 20-shekel bills—are often rejected outright despite being legally valid and physically intact.
Additionally, vendors exhibit excessive caution in accepting paper currency and rejecting notes with minor
defects like dirt, scratches, or adhesive marks. These practices have made everyday transactions
cumbersome and removed significant amounts of cash from circulation (Awdah, 2024). Such selective
rejection reduces the circulation of these denominations within the economy, creating unnecessary barriers
in transactions. Over time, this distorts market dynamics, making it difficult for consumers and small traders
to use the full range of currency available. In addition, amid this crisis, a new profession has emerged—
"banknote cleaning.” For a fee, Gaza residents can have their worn-out currency cleaned: a 100-shekel note
costs 4 shekels to clean, a 20-shekel note costs 2 shekels, and a 200-shekel note costs 5 shekels*.

Another form of exploitation that compounded the crisis is the devaluation of the old currency notes,
where for example, individuals may be forced to trade an old 100 shekel note for a new 50 shekel note as
reported by certain key actors in the monetary system in Gaza, i.e., torn banknotes are valued less than new
ones®?,

The situation is further complicated by the emergence of a phenomenon falling under the concept of
gueuing markets, by which individuals often queue at ATMs for extended periods, sometimes waiting
over a day to withdraw 1,000 shekels. In some cases, people paid 50 shekels (approximately $13) to secure
a spot in line (Migdad & Buheji 2024).

2.1.9 Inflationary Pressures

The dramatic inflation of essential goods prices in the Gaza Strip has drastically heightened the demand for
cash, as larger amounts of money are needed to cover basic needs. During the fourth quarter of 2024, the
inflation rate increased annually to approximately 258.4% in the Gaza Strip and 2.7% in the West Bank,
which may reflect a state of relative stability compared to the Gaza Strip, given the stark disparity in
economic conditions between the two regions (PMA, 2024a). The Consumer Price Index (CPI) in Gaza
sharply increased by 283% from October 2023 to the end of September 2024 (PCBS, 2024c). The increased
demand for cash, combined with its limited availability, further strains liquidity. Consequently, the
purchasing power of citizens has been severely impacted, significantly reducing their ability to buy goods.
The cash liquidity crisis has hindered consumer spending, constrained businesses’ ability to procure
supplies and meet their obligations, and heightened dependence on humanitarian assistance (UNOCHA,
2024a). In response to these challenges, humanitarian organizations have increasingly adopted e-wallet
solutions, facilitated digital transactions, and enabled aid recipients in Gaza to make purchases more
efficiently, they have been distributing cash assistance through systems like PalPay, where recipients
receive PIN codes on their mobile phones to cash out at designated agents (UNOCHA, 2024b).

In addition, market conditions in Gaza have significantly worsened due to severe shortages of essential
commodities, the growing influence of monopolies, and the critical cash liquidity crisis. Anecdotal reports
from local merchants and residents highlight shortages of vegetables, fruits, meat, and frozen foods. Rafah’s
markets have remained closed since May 2024, while those in Deir al-Balah, Khan Yunis, and Mawasi

10 Chamber of Commerce, Palestinian Federation of Industries, Municipalities in Gaza, & Academia. (2024). Diagnosis of severe
cash liquidity shortages in Gaza: Key insights from a workshop. Conducted on Dec 3" ,2024.

1 Ynetnews. (2024). Banknote cleaning becomes lifeline in Gaza as currency shortage deepens. Available at:
https://www.ynetnews.com/business/article/rlkgmxc2r, accessed on December 9%, 2024.

12 Chamber of Commerce, Palestinian Federation of Industries, Municipalities in Gaza, & Academia. (2024). Diagnosis of severe
cash liquidity shortages in Gaza: Key insights from a workshop. Conducted on Dec 3" ,2024.
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experience inconsistent supplies and volatile prices. Following military operations in October 2024,
markets in North Gaza have nearly ceased operations, with only limited humanitarian aid and severe
shortages of basic goods. Additionally, the absence of adequate storage facilities for wholesalers and
retailers has further destabilized the market. Compounding the crisis, the acute cash shortage has
significantly weakened purchasing power, leading to black-market withdrawals at exorbitant commissions
as noted earlier in this report (World Bank, 2024a).

However, despite efforts to address the crisis, severe liquidity shortages and skyrocketing food prices have
dramatically intensified food insecurity in Gaza. Real income per capita has plunged from $2,328 in 1994
to less than $200 today, marking its lowest level ever (World Bank, 2024a). Small traders, in particular,
struggle to make cash payments to larger suppliers, causing significant disruptions in the supply chain and
further limiting access to essential goods. According to the World Food Program (WFP), the cost of basic
food items in Gaza has risen by more than 1,000% compared to pre-war levels, deepening the hunger crisis
across the region. The primary concern remains centered on escalating food insecurity (The Palestinian
Information Center, 2024). Additionally, a recent food security assessment conducted by experts from 16
UN agencies and NGOs warns that the risk of famine will continue to loom over Gaza this winter unless
the war ceases, and increased humanitarian aid reaches affected families. These challenges have severely
weakened household purchasing power and disrupted local markets, further escalating the humanitarian
crisis (WFP, 2024).

2.2 Palestinian Monetary Authority Mitigative Measures Amidst Severe Cash Liquidity

Since the onset of the Israeli aggression on Gaza in October 2023, PMA has provided necessary support to
local banks to ensure their compliance with international standards regarding the timely recognition of
losses and the implementation of required safeguards. PMA conducted comprehensive stress testing®® to
assess the banking system's ability to withstand economic shock scenarios. The results of these tests
revealed the resilience of the banking sector, demonstrating its adequate financial solvency to confront the
adverse consequences of the war on Gaza and to ensure that the capital adequacy and liquidity levels were
in alignment with its regulatory requirements and instructions concerning hedging and building reserves to
mitigate potential losses (PMA, 2024c).

As part of its digital transformation strategy, PMA is enhancing the use of electronic payment methods,
including e-wallets, bank transfers, and QR code payments. In response to the current critical cash liquidity
crisis, PMA announced in a press release on July 23, 2024, the launch of a fully integrated instant payments
and transfers system connecting banks and digital wallets across both the West Bank and the Gaza Strip
(IBURAQ, E-SADAD, and other E-wallets). Notably, the system had already been expedited for Gaza
earlier, as detailed in a press release on May 8, 2024, as part of efforts to alleviate the cash liquidity crisis
caused by the war and to provide alternative solutions for citizens (PMA, 2024d). These digital solutions
aim to facilitate electronic financial transactions between banks and payment service companies, as well as
streamline salary disbursements for public and private sector employees. The service is free of charge for
both senders and recipients. It is worth noting that the electronic payment companies started offering their
services since 2020, aligned with their financial inclusion strategy. Yet, financial technology services are
still focused primarily on payment services only (PMA & PCMA, 2023). Nonetheless, efforts are underway
to expand the network of merchants and agents accepting electronic payments, ensuring citizens can meet
their financial needs amidst the ongoing challenges, and to coordinate with internet service providers to
ensure access to these services, even in areas affected by the war (PMA, 2024e).

13 “Stress Test is an analysis conducted under hypothetical scenarios designed to determine whether a bank has enough capital
to withstand a negative economic shock”.
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Amid this crisis, electronic wallets emerged as a vital alternative for mitigating the impact of Gaza’s cash
liquidity crisis. While not a new concept, their adoption has proven instrumental in reducing the reliance
on physical cash, offering a much-needed solution in a region plagued by severe financial challenges. These
wallets enable citizens to receive salaries and settle financial obligations digitally, alleviating pressure on
the limited cash supply.

The "IBURAQ" system has been a crucial initiative in addressing the cash liquidity crisis in Gaza and the
West Bank. This system allows users to complete banking transactions, such as fund transfers, within ten
seconds without incurring any fees or interest for either the sender or the recipient. To utilize the system,
both parties must have a bank account with one of the banks operating in the local market or an electronic
wallet issued by payment services companies active in the West Bank and Gaza*. Recognizing the need to
expand access, these companies have actively encouraged individuals to adopt electronic wallets, even
during the war, by promoting them through available advertising channels. These wallets, which can be
downloaded for free on smartphones, provide a convenient, cost-free alternative to traditional banking.

With regard to the various payment cards issued by banks and electronic payment service companies, their
number increased during the second quarter of 2024 by 2.5% compared to the first quarter of the year,
reaching about 2 million cards. Approximately 87% of these cards are debit cards, compared to about 7%
for credit cards (credit cards), while prepaid cards constituted about 6% of total cards issued (approximately
125,000 cards). The number of transactions carried out using these cards increased during the second
quarter of 2024 to approximately 10 million transactions, with a total value of about 1.8 billion dollars. This
included numerous transactions through different electronic payment channels, through ATMs, electronic
and local and international commerce, in addition to banking services through various mobile applications
(PMA, 2024a).

As for the point of sales (POS), the number of POS devices increased by 7.4% in Q2 2024 compared to the
previous quarter, reaching 24,378 devices across various governorates. These devices executed around 3.5
million purchase transactions, with a total value of $213.6 million. Though the number of POS devices in
Gaza reached 2,683, it decreased by 46.2% compared to the previous quarter due to Israeli land operation
in Rafah which forced people to be displaced to Deir Al-Balah, totaling about 173,000 transactions, with a
monetary value of $34.4 million (PMA, 2024a).

Figure (2) shows a clear breakdown of the transaction channels for payment card usage in Q2 2024,
highlighting the dominance of ATMs, which accounted for 83% of all transactions. This underscores the
continued reliance on cash withdrawals over digital payments. POS systems represented a significant 12%,
indicating the growing adoption of electronic payment methods in physical retail. However, e-commerce,
at only 5%, and online banking at a negligible 0.1%, reveal that digital financial services still have
substantial room for growth. The heavy reliance on cash withdrawal can be attributed to the weak
infrastructure concerning the transition to digital banking services, the lack of awareness among citizens of
digital services, and most importantly, the rejection of accepting digital payments by the suppliers of goods
and services of basic needs.

14 The transfer process is simple: the sender inputs the recipient's phone number, which is registered with their bank or electronic
wallet provider, along with the transfer amount. The funds are then instantly credited to the recipient's account or wallet
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Figure (2): Transaction Channel

0.10%

5%

® ATMs 1 Point of Sale (POS) Systems ® E-commerce = Online Banking & Applications

Source: PMA, Banking and Monetary Development, Q2, 2024.

Many European, Asian, and African countries adopted digital banking solutions, such as India, Kenya,
Sweden, and Tanzania. Sweden is transitioning swiftly toward a cashless society, with demand for cash
decreasing by over 50% in the past decade as more people opt for debit cards or mobile phone applications
for transactions, encouraging people to use such tools. The payment system has to meet basic requirements.
First, its services must be widely accessible. Second, the infrastructure should prioritize safety and security,
ensuring both a reliable legal framework and a secure physical environment. This guarantees that sellers
and buyers have confidence in the successful completion of payment transactions, which is a critical factor
for encouraging usage. Third, the system should be efficient, facilitating fast settlements at minimal cost
while being user-friendly and straightforward to navigate (Ingves, 2018). Yet, the IBURAQ system,
however, encounters notable challenges for several reasons: first, the majority of traders, wholesalers,
retailers, buyers, and sellers prefer cash-based payments over digital transactions in their daily operations.
This is evidenced during the ongoing war, as emerging stall markets and street vendors—Kkey providers of
basic commodities for local communities—lack the necessary infrastructure to accept digital payments. The
second reason is that the regulator must indeed provide the needed infrastructure to ensure smooth
functioning and robustness given the frequent internet outages in Gaza. *°

As mentioned earlier, one of the key hurdles in utilizing electronic payment systems in Gaza is the frequent
and prolonged internet outages. To address this challenge, PMA collaborated with internet service providers
to ensure alternative solutions for banking transactions. This included enabling transactions via SMS,
USSD-based services (which allowed for basic operations even in the absence of a stable internet
connection), and Know Your Customer (e-KYC) procedures'®. These measures have significantly helped
in maintaining the functionality of electronic wallets and digital payment systems, thereby easing the cash
shortage crisis. Despite these efforts, the private sector indicates that these measures fall short of addressing
market demands. Furthermore, online payment systems are notably underdeveloped in Gaza and North
Gaza governorates, while street vendors continue to rely solely on deteriorating old cash still in circulation
(UNDP, 2024).

While electronic wallets and the "IBURAQ" system have provided some relief by enabling digital financial
transactions, the broader cash shortage remains a critical issue. With no official records about the

15 Ppalestinian Federation of Industries (PFI), Chamber of Commerce, Municipalities, & PALTRADE. (December 3'9, 2024). Cash
shortages in Gaza and needed remedies Workshop. Gaza, Palestine.

16 Unstructured Supplementary Service Data (USSD) allows users without a smartphone or data/internet connection to use mobile
banking through certain code.
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transaction volume since its launch to assess its effectiveness, such an initiative has been a powerful tool in
offering alternatives to physical cash and reducing the pressure on the limited cash supply worldwide
(World Bank, 2020). However, the economic strain caused by the liquidity crisis, combined with external
restrictions and internal supply-demand imbalances, underscores the need for more comprehensive
solutions to stabilize the banking sector in Gaza.

In a nutshell, while such solutions initially supported cash transfer distribution, their impact remains
severely constrained. Most Gazans face relentless electricity outages, disrupted telecommunications, and
fuel shortages, rendering digital payment systems largely ineffective. Furthermore, widespread
unawareness and lack of access undermine adoption. With a collapsed formal economy and an incapacitated
banking system, sustaining financial services in Gaza is virtually unfeasible.

2.2.1 Technical Challenges in Using Electronic Payment Systems

1. Internet Outages

¢ Challenges of Internet Disruptions: Frequent and prolonged internet outages pose a significant
barrier to the use of electronic payment systems. This reflects the impact of deteriorating
infrastructure in Gaza on access to digital services.

e Proposed Solutions: PMA has collaborated with internet service providers to develop alternative
solutions, such as SMS-based transactions and Unstructured Supplementary Service Data (USSD)
services. While innovative, these are temporary measures that have allowed the continuity of
some basic banking operations despite the lack of internet connectivity.

e Limited Impact: Although these solutions have helped reduce pressure on physical cash, they
have not been sufficient to fully meet market demands. This demonstrates the inadequacy of
partial solutions in addressing major structural challenges.

2. Limitations of Current Systems

e Limited Impact of E-Wallets and the "IBuraqg' System:

e The introduction of e-wallets and the "IBurag" system was an attempt to compensate for cash
shortages and facilitate digital transactions. However, the absence of official records on
transaction volumes makes it difficult to assess the true impact of these initiatives. Digital
financial systems provide an important alternative to physical cash but face challenges that hinder
their effectiveness, such as low public awareness and unstable infrastructure.

e Underdeveloped Electronic Payment Systems: The underdevelopment of electronic payment
systems in Gaza and northern regions reflects a gap in the integration of digital solutions,
increasing the reliance of larger segments of the population on physical cash.

3. Economic and Social Factors

e Liquidity Crisis: The severe economic crisis, caused by external restrictions and internal
disturbances, exacerbates the liquidity crisis and makes it difficult to stabilize the banking system.
Restrictions on commercial and monetary movement hinder the market's ability to adopt digital
solutions.

e Social Barriers: Low public awareness of electronic payment systems and limited access to them
due to economic conditions contribute to reducing the practical effectiveness of these systems.

e Logistical Challenges: Continuous disruptions in electricity, telecommunications, and fuel
shortages make it difficult to adopt digital solutions on a large scale, creating a vicious cycle of
economic inefficiency.
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In a nutshell, while the proposed solutions are innovative under the current circumstances, they remain
limited in their ability to provide a comprehensive response to the crisis. A holistic and sustainable approach
is needed, encompassing infrastructure improvement, community awareness, and the development of
digital solutions tailored to local needs.
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3. Strategic Recommendations to Address Cash Liquidity Shortages in Gaza

Considering the ongoing humanitarian crisis in Gaza, the primary focus must remain on halting the ongoing
genocide and addressing the immediate humanitarian needs of the population. The feasibility of
implementing interventions is significantly constrained under the current circumstances. Nonetheless, the
following recommendations outline potential immediate mechanisms and policies to mitigate the cash
liquidity crisis and its economic repercussions:

1. Strengthening PMA’s Awareness and Digital Payment Advocacy

PMA should intensify its efforts to raise awareness about digital payment systems and their
benefits. While PMA has played a role in encouraging citizens to adopt electronic wallets,
promote e-payment systems, and introduce the IBURAQ instant payment service, there is still a
significant gap in public understanding. Therefore, there is a need for targeted awareness
campaigns that not only explain how these tools work but also highlight their security,
convenience, and long-term advantages.

PMA should invest in comprehensive digital literacy initiatives, to encourage the broader
adoption of e-wallets and points of sale (POS) systems and create an infrastructure that makes
digital payment methods accessible and easy to use for all citizens.

2. Advocacy for Cash Entry and Currency Replacement

PMA, in partnership with regional and international organizations, should intensify its advocacy
efforts to pressure the occupying authorities to allow the entry of cash into Gaza, thereby
providing citizens with the necessary resources for daily transactions, and replacing old
banknotes.

3. Establishing Centralized Market Oversight and Commercial Centers

A key strategy to regulate Gaza's economy and mitigate exploitation by traders is the
establishment of centralized commercial centers across Gaza's governorates. These centers, in
collaboration with municipalities and the private sector, will sell goods directly from wholesalers,
helping control and monitor market prices. These centers could also provide support for the
adoption of electronic payments by assisting citizens in opening e-wallets, thereby creating a
structured and regulated environment for transactions.

4. Creating Social Accountability and Coordination Bodies

Strengthening coordination between PMA, chambers of commerce, and private sector actors is
essential for fostering transparency and fairness in Gaza’s financial and commercial sectors. This
collaboration should focus on ensuring that traders and money exchange businesses do not impose
high fees on cash transactions and instead promote the use of digital payments.

Establishing coordination bodies including PMA representatives, law enforcement, and local
committees will help improve social accountability. These bodies will work together to advocate
against the exploitation of citizens in need of cash, press for an end to exploitative practices, and
coordinate efforts to implement strict and punitive measures against any business involved in
unethical practices, including blacklisting violators and referring them for legal action after the
war.

5. Developing an Ethical Code of Conduct for Traders and Money Exchangers

The PMA, in collaboration with the Chambers of Commerce and the Palestinian Federation of
Industries, should develop an ethical code of conduct to which all traders and money exchangers
would commit. This code should promote transparency in business transactions, discourage the
rejection of certain denominations of currency, combat the exploitation of cash commissions, and
exert pressure on ending the phenomenon of black-markets currency and excessive fees.

The ethical code should also emphasize the acceptance of digital payments, aiming to reduce
dependency on cash and encourage a more secure, transparent, and accountable economic system.
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6. Tracking and Addressing Complaints Effectively

- To ensure that grievances and complaints are handled efficiently and in accordance with the in-
force regulations, PMA should categorize and track all complaints related to financial transactions
and business practices. Establishing a robust feedback and resolution system will help ensure that
citizens’ concerns are addressed promptly, thus maintaining trust in the financial system.

- PMA should work with local authorities to ensure that complaints are investigated thoroughly,
especially in cases involving illegal fees, exploitative practices, or resistance to digital payment
adoption.

7. Expanding ESTIDAMA PLUS Program!’ to Include Digital Payment Adoption (Incentivizing

Digital Payment Adoption for Informal MSMEs through ESTIDAMA PLUS program)

- Immediate action: encourage MSMEs operating in the informal sector to formally register and
take advantage of the ESTIDAMA Plus program in collaboration with PMA, to offer grants
instead of re-payable loans for businesses that adopt digital payments. This could be done
through targeted outreach and awareness campaigns highlighting the benefits of digital payment
adoption and the ease of registration. Many informal MSMEs are excluded from formal financial
systems and would greatly benefit from government assistance to digitalize. ESTIDAMA Plus
could be adapted to provide direct financial support (as grants) for businesses that transition to
accepting e-payments (e.g., mobile wallets, POS systems).

- Incentive Structure: Businesses that adopt electronic payments (such as mobile wallets, QR
codes, or credit card payments) could be eligible for a one-time grant to offset the cost of digital
transition. This would help MSMEs bridge the gap in liquidity without adding financial strain.

8. Digital Payment Systems as a Cash Assistance Delivery Mechanism

- International organizations that offer cash assistance could directly collaborate with local
community, private sector, traders, wholesalers, and local markets through certain
mechanisms to ensure the acceptance of digital transactions. This would allow beneficiaries of
cash assistance programs to use digital vouchers or e-wallet transfers rather than cash, ensuring
that aid is used efficiently.

In conclusion, these strategic recommendations aim to create a more organized, accountable, and
transparent financial environment in Gaza by enhancing digital payment adoption, promoting social
accountability, ensuring market regulation, and advocating for increased liquidity and currency
replacement. This holistic approach will help address immediate financial challenges and lay the foundation
for a sustainable, fair economic system in Gaza.

17 ESTIDAMA PLUS Program dedicated to providing financing for various economic sectors, to inject liquidity into the
Palestinian market and assist enterprises affected by the consequences of the war in their financial recovery and sustainability,
thereby positively impacting the national economy. The fund is directed towards providing low-interest financing with
favorable terms, medium to long-term repayment periods, and sufficient grace periods to ensure the targeted economic sectors
benefit
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