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1 The first PA budget was developed in 1995 (which was not then based on a budget law). The first budget 
was tentative and improvised. Following the first legislative elections in 1996, the Palestinian Legislative 
Council (PLC) was formed and the Basic Law which (in its Articles 60 and 61) made the development of the 
public budget mandatory, and Law No (7) of 1998, which regulated the public budget and financial issues, 
were issued. Afterwards, the process of formulating the budget became a part of a comprehensive financial 
policy. The policy set the rules and procedures for designing the budget, stipulating compliance with the 
budget law and requiring the executive branch to submit the budget to the PLC under a law that is ratified at 
a specific date each year. However, following the 2007 political division which suspended the Legislative 
Council, the budget law is now presented to the PA President for approval. 
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 Background and Rationale 
 
Many assessments have studied Palestinian economic and monetary performance under Israeli 
Occupation, the Oslo Accords, and the Paris Protocol on Economic Relations. Most of these 
numerous studies concur that the Palestinian economy is stifled by restrictions imposed by the 
Occupation on all aspects of life, whether economic or financial. Observers, researchers and policy 
makers believe that all aspects of the Palestinian economy are at risk, as seen in the lack of 
economic sovereignty, unutilized natural resources, lack of full control over trade, monetary and 
financial policies, and restrictions threatening financial stability. This paper does not attempt to 
discuss all the negative impacts of the Occupation, though it is necessary to not overlook these 
impacts, which also challenge the Palestinian budget formulation process. This paper focuses on 
the public budget of 2017 and main changes over 2016, within the Palestinian political economic 
context. 
    
Within this context, the formulation of the budget faces many exogenous challenges imposed by 
the Israeli Occupation, most important of which are the uncertainty of revenue projections since 
Israel controls a large proportion of these revenues, and the uncertainty of foreign aid available to 
support the budget. Nonetheless, this does not mean that there are no margins in the limited 
Palestinian financial and economic policy space, which can be utilized through certain public 
budget policies and instruments. For example, there are many options for designing expenditure–
related policies, domestic taxes, and a big portion of indirect tax policy. In this respect it is vital to 
keep a transparent relationship with the private sector within a legal framework that maintains the 
rights of both the private and the public sectors.      
 
Similar to previous years, the public budget 2017 was prepared under complex and unstable 
political conditions. Yet the Ministry of Finance (MoF) managed to prepare this year’s budget that 
identifies fiscal and economic goals, with the long-term core aim of achieving gradual budgetary 
stabilization and increased reliance on the resources of Palestinian economy through utilizing 
specific revenue components. This is a continuation of efforts began in 2010 that aimed to adopt 
the program budgeting approach, which was first established in the 2015 budget policy, 
procedural, and legal statements.2 Since 2015, the preparation of the budget has proceeded through 
three main stages. The preliminary stage represents the referential base and general framework for 
policies, through diagnosing the economic situation and its various indicators. The second stage 
entails preparation of the budget’s components, revenues and expenditures, which are defined 
through specific actions, starting with dispatching the MoF instructions to Governmental 
“Responsibility Centers” to complete the needs estimate forms according to sectoral programs. 
Later, all of the sub-items provided are assembled to constitute the public budget, to be presented 
as a bill before competent authorities for ratification. The third stage is the implementation and 
follow-up stage whereby the MoF is responsible for ensuring commitment to the set targets in the 
budget.  
 
For the purpose of assessing the changes between the 2016 and 2017 budgets, actual data of 
previous budget performance will be compared with proposed figures of the current budget. Also 
the paper addresses future trends, social and economic implications, administration of public 
wealth and debt, assessment of the level of financial stability, and to what extent a conservative 
budgeting approach is adopted. Finally the paper discusses whether it is possible to adopt new 
financial policies in the coming period.  
  
 
 
    

                                                            
 2 In 2010 the Cabinet approved adopting a new approach for the preparation of Public budgets that is 
program budgeting instead of the items budgeting, which was a significant change.  
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Justifications and Objectives of the Roundtable 
 
Because of its high importance, discussion of this topic became an established tradition at MAS. 
Each year, the first roundtable discusses the public budget in comparison with the previous year 
budget, what developments have happened, and whether the announced targets were achieved. 
Also, this year’s roundtable will address financial stability, and provide analyses of revenues and 
expenditure items for the purpose of identifying differences compared to previous years.         
 
Fiscal Changes in Actual Budgets since 2010 until 2015  
 
The 2016 Roundtable on this topic discussed the changes in the main items of actual budgets 
between 2010 and 2015 as a result of the expenditure rationing policy which has increased 
revenues and minimized expenditures. These changes can be summed up in the following: 

 The current deficit (before external budget support) dropped from 15% of GDP to 10.7% 
of GDP in 2015; 

 Current expenditure and net lending fell from 36% of GDP in 2010 to 31.5% in 2015. This 
decline also has a large absolute value.  

 Net public revenue grew from 20.7% of GDP in 2010 to 22.7% in 2015. This seemingly 
small proportional rise, however, added USD 905 million to the treasury; 

 The net deficit (before aid) to GDP ratio declined from 10.4% in 2014 to 8.8% in 2015, 
which also reflects a positive and important change in public budget planning.  

 
Instruments\Variables of Fiscal Policy   
 
The budget represents a practical scheme that the MoF can implement to fulfill the development 
plans designed to achieve national economic, financial, and social interests. When building this 
framework, the Ministry assigns values to different budgetary items, based on examination of 
available data and assumption-supported estimates, using the basic financial instruments integrated 
within the structure of the budget as basic variables. There are three main variables (instruments). 
The first is public expenditures and their components (on goods, services, wages, salaries, non-
wages, social services, security, current expenditure, developmental and investment expenditure). 
The second is public revenues and their components (resulting from several local and external 
sources, taxes, non-tax fees, and dividends). Finally, public deficit, public debt, and net lending 
and their sources of funding, which are related to local revenues, foreign aid, as well as borrowing 
from domestic and external sources. During previous years, this deficit was financed by foreign aid 
and grants, but due to the declining aid, the government minimized repayment of the private sector 
arrear and resorted to borrowing from banks.    

Recent Changes in the Palestinian Budget 
 
The changes underway in the Palestinian budget structure and process which began in 2010 
entailed its preparation method as well as its technical and administrative structure. Since that year, 
the presentation of the Palestinian budget was transformed from item-based budgeting to program-
based budgeting (performance budgeting), a change which is consistent with cross-sectoral 
economic and social development planning. Program budgeting was partially introduced in 2012, 
and later in 2013 the new methodology was completely introduced. Although this change took 
several years to materialise fully, it is considered a quantum leap in terms of responding to 
Palestinian development plans and needs. These recent changes are highlighted below: 

 Responsibility centers (ministries and public institutions) included program-based policies 
in expenditure claims, which state their objectives and outputs. This process followed a 
well-planned mechanism that included all programs and projects, and was well-
represented in the 2013, 2014, 2015, and 2016 budget statements; 
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 Since the establishment of the PA , 2015 marked the first time that the budget was built on 
a medium-term period (three-years which end by 2018), using a computerized financial 
system that was built and customized specifically for this purpose to be used by all 
Responsibility Centers. The new system will facilitate the monitoring process, provide 
accurate information, and help to prepare the necessary reports;  

 For the first time, the MoF discusses the financial issues with units and requires these units 
to submit supporting documents that justify their needs. This is a kind of early-stage 
control on spending and represents a shift away from the improvised approach of 
expenditure estimation; 

 The 2013 budget statement was the first to present the assumptions and principles of the 
Palestinian fiscal policy, although it provided broad outlines only. The 2014 budget 
statement was, however, more specific in defining the objectives of the general budget, 
linking the general budget to the National Development Plan 2014-2016.  

 
Estimated and Actual in 2016 Budget 

The preparation of the 2016 budget took into consideration the unstable and difficult political 
situation in the OPT, and was based on same assumptions and policies that have been identified in 
2014. In 2016, additional policies were adopted, which focused on conservative estimation and 
expenditure rationing. Therefore most of the deviations between the actual and the estimated 
figures were positive from an accounting viewpoint, with some exceptions. The resulting 
deviations can be summarized in the following: 

 Actual net revenues in 2016 were 18.5% above estimated revenues. This increase is 
ascribed to a number of factors; most importantly the increase in imports, widening the tax 
base, payments from the Palestinian Telecommunications Company for franchise renewal, 
and release by Israel of passenger fees from Al Karameh bridge. 

 Actual current expenditure and net lending increased by 7.2% compared with targets, and 
this increase was seen in all expenditure items. This indicates that the government’s 
rationing efforts were insufficient to reduce expenses and to freeze public employment to 
the desired targets. Also the application of living allowances to employees increased the 
wage bill. 

 The government’s efforts to reduce net lending (to cover unpaid utility bills of Palestinian 
consumers) in 2016 was not very successful, as actual net lending was NIS 1029 million 
compared with the budgeted net lending of NIS 850 million (the actual was higher by 
21.1% compared to the budgeted figures). It seems that the prepaid meter systems of 
electricity and water have not been very helpful in resolving this dilemma, which calls for 
a re-examination of this phenomenon to develop more efficacious solutions, especially that 
actual net lending still constitute 6.3% of total expenditure. 

 There was a significant progress in decreasing public debit and arrears, by NIS 1400 
million in private sector arrears including through issuing repayment instructions by NIS 
607 million of the private sector arrears. 
 

In general, the deviation in 2016 Budget’s performance compared to estimates was higher in the 
revenues side than in the expenditure side, as the increase in the various items of expenditures was 
6.3%, while the increase in net revenues was 18.5%. The Figure below shows that revenues have 
increasingly achieved higher percentages against expenditures over the previous four years, which 
reflects the diminishing gap between the two from 31% in 2013 to 16% only in 2016. This is a 
positive indicator in terms of moving in the desired direction, which has now persisted for four 
years in a row. (See also Table 1 and the figures below).  
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Figure (1): Development of Revenues Percent (coverage) to Expenditures Percent, 2013-2016  
 

 
Source: MoF. 
 

2017 Budget: Assumptions and Developments 
 
Assumptions and Targets  
 
As shown in Table (1) this year's budget continued a trend that began two years ago. In 2015, a 
revised terminology and concepts guide was prepared, medium-term budget limits and ceilings for 
the ministries and institutions were issued under programs review policy and expenditure planning 
methodology, projects identification cards were developed. Also, a computerized system that 
integrates budgeting in financial management systems was put into application. In 2016, a new 
framework was integrated which is part of the “public wealth” reform framework, addressed in a 
different way than before, as it focused on medium-term (three-years) policies and instructions, as 
part of the preparation of a detailed medium-term program budget. It should be noted here, that 
2017 budget statement takes into account gender issues and marginalized groups, so that all 
citizens have access to public services. This is done by applying planning policies that focus on 
programs and projects targeting Palestinian women and marginalized groups. 
 
Targets/Assumptions 
Taking into account the political impasse and economic stagnation in the Palestinian territory, the 
budget was prepared using the same cautious approach of estimation applied in previous years, 
which presumes a decline in external support, and ending certain payments (that are on a one-time 
only basis) from Israel and the Palestinian private sector, similar to those received exceptionally in 
2016. In this context the assumptions remained the same for the last three years, which can be 
presented as follow: 
 

 Continuing the expenditure rationing policy for all the budgets items and controlling net 
lending and reducing the external and internal public debit through implementing financial 
and administrative reform policies. 

 Continue to focus on increasing domestic revenues by improving collection of non-tax 
revenues and expanding the local tax base through the "horizontal tax commitment policy" 
and improving relations with the private sector. 

 Continue to increase investment and spending on infrastructure and development projects. 
 Continue pressing donor countries to place direct and indirect pressure on Israel to release 

outstanding Palestinian funds, which would provide the Palestinian treasury with 
additional sources of revenues. 

 Continue the job-freeze policy. 
 Continue to work on reducing net lending. 
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These assumptions and policies were also evident in previous years, and are still valid and 
applicable in the coming years. Yet the MoF added new assumptions and principles in 2017, 
namely: 
 
First: Revenues Policy 
 

 Revising fees applicable in Palestine, especially those applied on tobacco and fuel sectors. 
 Identifying new sources of revenues under the Paris Protocol on Economic Relations, and 

minimizing the fiscal leakage estimated at least at US$ 300 million a year. These include 
items such as the 3% administrative fees, collection of the purchase tax on Israeli products, 
and customs and purchase tax on products from the rest of the world imported via the 
Israeli market. 

 To spare the Palestinian Treasury any new expenses incurred from cases filed against the 
PA at international courts. 

 
Second: Expenditure Policy: 

 
 Issuing repayment instructions to the benefit of the private sector of NIS 50-70 million per 

month. These allocated funds will expedite repayment of private sector dues and will 
reduce the accumulating arrears. 

 Creating new jobs through allocating NIS 30 million to support small projects in 
partnership with the Ministry of Labour and banking institutions. 

 Reforming the health sector and the medical referral system. 
 Directing donor agendas to avoid conflicts between the different programs. 
 Evaluating the program budgeting approach for a sample of ministries within its overall 

reform plan and application of more precise program budgeting. 
 
These assumptions and policies coupled with additional programs, designed to strengthen the 
administration of the “public wealth” reform program, which are demonstrated in the following: 
 

 Continue transferring NIS 20 million to the Palestinian Pension Authority and to ensure 
providing financial means necessary for its sustainability, and increasing the number of 
employees in the educational sector. 

 The Ministry of Finance and Planning adopted encouraging measures to increase GDP 
through continuing to maintain a low income tax (15%), and reducing the income tax 
deducted from profits of small and medium enterprises loans. 

 Support agricultural and the renewable energy sectors, through applying exemptions and 
whatever supporting policy. 

 Avoid crowding-out the private sector's borrowings from banks, and to continue avoiding 
borrowing from banks as much as possible. 

 Transfer funds on a daily and weekly basis to local bodies while maintaining a level of 
NIS 400 million a year. 

 Allocating NIS 222 million to support projects in the educational sector in Jerusalem and 
the marginalized sectors in Area “C”. 

 
Assumptions Consistency with 2017 Budget  
 
When linking these assumptions and policies with 2017 budget, and comparing it with 2016 actual 
budget and its consistency with the new budget items, the following observations are pertinent (see 
Table 1, and Figures derived based on its data): 
Revenues. The increase in net revenues was estimated at NIS 13,451 million in 2016, an increase 
of 1.5% which amounts to NIS 193 million. This conservative estimate was drawn based on an 
expected decline in non-tax revenues by NIS 392 million, and a decline in clearing revenues by 
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NIS 150 million compared with actual figures in 2016, whereas actual local tax revenues increased 
by NIS 750 million. This is a clear indicator of the successful implementation of the tax base 
expansion plan and commitment to reduce dependence on external sources of revenues. At the 
same time, the door is still open to revenues from external sources. In light of the Palestinian 
economic conditions, logically and inevitably this conservative policy should be followed by 
austerity measures on current expenditure. This needs extensive effort and follow-up to change the 
prevailing culture, by raising the staff’s awareness, and significantly improving the tax collection 
efficiency, as well as improving the management of public wealth. These changes could be 
assessed after one year of application and comparing actual figures of the financial transactions in 
the budget. 
 

Figure 2: Local Revenues and Clearance Revenues, 2015-2107 
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Expenditures. The PA’s ability to control expenditures is stronger than its ability to control 
revenues, as revenues depend to a great extent on donors and Israel unlike expenditures which 
depend on the government's performance. This also explains the more accurate estimates of 
expenditures than the revenues estimates. The first notable change in the 2017 budget is that 
foreign aid and the financing gap are expected to drop significantly by NIS 1580 million and NIS 
111 million, respectively, compared with 2016 actual budget. In addition, current expenditures and 
net lending are expected to fall by NIS 153 million, which will result in a decline in the current 
deficit before aid by NIS 345 million, while developmental expenditures are budgeted to rise by 
NIS 352 million. These changes reflect the principles and policies that have been identified in the 
2016 budget, and continue in the 2017 budget, with the addition of new elements as mentioned. 
 
Figure (3): Distribution of Current Expenditures and Net Lending to Total Expenditures, 
2015-2017  
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An Assessment of 2017 and 2016 Budgets  
 
As demonstrated earlier, the budget assumptions and policies (related to revenues and 
expenditures) have achieved many positive results. This was evident upon drawing comparison 
between actual and estimated budgets of previous years, and is attributed to adopting a 
conservative approach under financial and political instability. Nonetheless this does not preclude 
that some flaws could have been avoided, and does not ensure the quality of services in light of the 
austerity policy, neither does it guarantee financial sustainability or stability. Upon assessing the 
financial performance of the 2016 budget and 2017 estimated budget, the following observations 
are pertinent: 

1- Revenues depend basically on consumption goods, particularly imports from Israel and the 
rest of the world, more than income-generating productive projects. Therefore allocating a 
mere 4% for developmental expenditure is not adequate, especially in light of the rising 
unemployment rates, income stagnation, and a GDP growth rate of only 3.5%. 

2- From an economic perspective, the continuous application of the rationing expenditures 
policy leads to economic recession over the years and lessen demand. This counter effect 
cannot be measured without conducting economic studies that investigate the extent that 
the government can reduce its expenditures. On the other hand, this policy has 
implications for the level of quality of services, especially health, education and social 
services which need financing to improve conditions and level of services. 

3- Regarding the employment-freeze policy, commitment is not absolute, while the basis on 
which the number of employees in Ministries are increased or decreased are not clear. In 
2016 compared with 2015 the number of new jobs (and promotions) is not clear in terms 
of fundamentals and principles (except health and education). The number of employees 
has been increased by 50 in the Ministry of Local Government, and by 10 in the Ministry 
of Information, whereby in contrast the number of employees in the Ministry of 
Agriculture has been reduced by 11, and in the Ministry of Economy by 4, while the 
number of employees in the Office of the Chief Judge have remained unchanged, despite 
growing demands to increase the number of judges to expedite judicial procedures.3 
Therefore the increase in wage bill by NIS 249 million is not merely ascribed to 
promotions and cost of living allowances, as a large portion appears to be owing to 
deviation from the "zero employment rule". This deviation is acceptable and justified in 
the case of necessity and priorities, but if priorities have been identified, these surely 
cannot ignore the considerations of the judiciary and the civil retirement system. 

                                                            
3  It is also stated in the 2016 budget that the staff of the Ministry of Communications and Information 
Technology was set to increase by 434 employees, which seems to be a typing error. 
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4- The increase in the wage bill should be balanced against other competing expenses, such 
as increasing spending on poor marginalized groups. In 2017, NIS 222 million has been 
allocated for Area ‘C’ and Jerusalem developmental expenditures. 

5- Regarding financial sustainability,4 the total budget deficit before aid was 8.3% of GDP in 
2016. The track of this deficit over the years, show a gradual decline from 15% in 2012 to 
8% in 2016. The total public debt as a percentage of GDP was only 18% and 20% in 2015 
and 20165, respectively. After adding the government’s accumulated arrears this percent 
raises to 38% of GDP, i.e. close to the ceiling set out in Palestinian law. 
 

In this respect the following points are relevant: 
 

 Volatility and financial sustainability:6 The budget deficit indicator show a bypass of the 
conventional standard, and the public debt indicator has reached the maximum allowed 
ceiling. Although under the Palestinian circumstances this is considered somewhat 
acceptable, what points to potential volatility threatening sustainability is that other current 
expenditures and net lending (without salaries) are projected to grow to around 40% of 
total public expenditure, whereas developmental expenditure constitute less than 6% of 
total expenditures in 2016, which constituted as much as 10%-20% in previous years 
(thanks to external financing). 

 The size of import revenues (from Israel and third countries) is linked to economic growth, 
as growth increases with the increase in the size of imports which means an increase in 
revenues. The current horizon indicates the economy’s expected slow growth, which 
means that this growth will not exceed current levels and cannot be expected to increase 
above that level. Therefore the projected growth in revenues depend mainly on local 
revenues, improving tax collection, and on the private sector’s level of compliance, which 
cannot be counted on, especially that local revenues contribute only 22% of total revenues. 
This situation calls for reconsideration of the applied tax policies, the fairness of taxation, 
and how to apply taxes in a complex context like the Palestinian economy in a way that 
promotes greater compliance. 

 As for “tax justice” which ensures achieving social and economic equity, in the Palestinian 
case the fairness of indirect taxes are questioned since they are governed by the Israeli tax 
system, although there are margins that can be used to change the tax rates on imports and 
domestic production. There is a need for revising legislation and tax rates in a way that 
leads to a better and fair distribution of taxes, which would also lead to increasing the 
private sector confidence and commitment. 

 
The preceding review serves as a basis for identifying more targeted economic and tax policies. 
This is primarily what the budget should aim for, i.e. heading towards more economic and social 
policies and away from tax collection approach, which would enhance indirectly the positive 
indicators of the budget on the medium and long term, thereby enhancing financial sustainability. 
 

Questions for Discussion 
 

                                                            
4 Financial sustainability: the government's ability to sustain financial policies related to revenues and 
expenditures without recording a deficit or defaulting, and without accumulating budgetary deficit year over 
year. The financial sustainability standards, state that budget deficit should not exceed 3% of GDP, and Total 
public deficit (external and internal) should not exceed 40% of GDP, according to the Palestinian law on 
Public Debit No. (24) of 2005.     

5 Ministry of Finance, Palestine Monetary Authority. 

6 It should be recalled that financial sustainability is related to political factors as well, specially donor 
countries support to the budget.  
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Did the rationing policy that was applied for four years in a row have negative effects on economic 
growth, considering the low developmental spending? 
 
Is there a possibility to increase the rationalization of current expenditures and use the saved funds 
for the benefit of marginalized families? What are those budgetary items that can be subject to 
increased rationalization? 
 
Are the amounts that have been allocated for investment expenditure enough to reduce 
unemployment?  Do the budget assumptions meet the private sector expectations, in terms of 
repayment of arrears? 
 
Is it possible to restructure the budget, to be more dependent on local revenues? 
 
In case donor countries increased their budget support, how will the budget be restructured and 
what priority items will be affected by this support? 
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Table 4: PA Revenues, Expenditures and Sources of Funding 

(USD millions)  

Deviation  in 
2017 
estimated 
Budget from 
2016 Actual 
Budget 

Variance 
in 2017 
estimated  
to 2016 
Actual 
Budget  

Variance 
in 2016 
Budget  

2017 
Estimated 
budget  

2016 
Actual 
Budget 

2016 
Estimated 
Budget  

2015  
Estimated 
Budget  

Item  

1.5 208 17.1 13,821 13,613 11,630 11,311 Net public revenues 

1.5 193 18.5 13,451 13,258 11,189 10,712 Total revenues  

7.6 357 38.0 5,040 4,683 3,393 3,323 - Domestic revenues 

31.4 750 9.0 3,141 2,391 2,194 2,354   Tax revenues  

-17.1 -392 91.2 1,900 2,292 1,199 969 Non-tax revenues 

-1.7 -150 8.4 8,780 8,930 8,237 7,988 - Clearance revenues 

4.2 15 -19.5 370 355 441 599 (minus) Tax rebates 

-0.9 -153 7.2 16,147 16,300 15,212 15,453 
Total current expenditure and net 
lending 

3.2 249 2.4 8,093 7,844 7,662 7,440 - Salaries and wages 

-4.3 -323 10.8 7,104 7,427 6,700 6,844 
- Other current 

expenditures 

-7.7 -79 21.1 950 1,029 850 1,169 - Net  lending  

-11.3 -345 -24.4 2,697 3,042 4,023 4,741 
Current account deficit before 
financing 

27.4 352 -5.7 1,639 1,287 1,365 893 + Developmental expenditure 

0.1 6 -19.7 4,335 4,329 5,388 5,634 Total deficit before aid and grants 

-54.4 -1,580 -25.1 1,326 2,906 3,881 5,615 - External Aid 

-15.9 -368 -20.8 1,950 2,318 2,925 2,757 - Budget support  

-7.1-42 -38.5546588956347 
- Financing developmental 

expenditure 

-100.2 111.5 -5.6 3,009 1,423 1,507 19 Financing gap 
Source: Ministry of Finance. 

**Deviation: the percent of change between the actual values and the estimated values. 

Financing gap: total deficit before aid and grants – total external aid and grants.  
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Figure (4): Total Revenues and Expenditures, 2015-2017 
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Figure (5): Budget Deficit, 2015-2017 
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Figure (6): 2016 Actual Budget vs. 2017 Estimated Budget 
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