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Ramallah and Birzeit, and is expected to host 8,000 residents. It has a hospital,
a mosque, a shopping center, and modern utilities’ infrastructure. The project
is still in construction, with phase one almost completed and around 300
units ready.*'

9.2 The Red Sea-Dead Sea Water Conveyance Program

The World Bank has recently published a series of long-awaited studies on the
Red Sea-Dead Sea Water Conveyance Program, including a feasibility report*?,
an environmental and social assessment®, and a study of alternatives*. The
study program was initiated jointly by the Palestinian, Israeli, and Jordanian
governments in 2005 through the World Bank with the objectives to save
the Dead Sea from environmental degradation, desalinate water, generate
electricity at affordable prices for the oPt, Israel, and Jordan, and to build a
symbol and peace in the Middle East. The Red Sea-Dead Sea Conveyance is a
project for the construction of a 180 kilometer-long tunnel with a pipeline to
bring water from the Gulf of Aqgaba at the Red Sea to the northern coast of the
Dead Sea.

The Dead Sea has been a centerpiece in the history of many cultures and
religions in the Middle East for centuries. The region around the Sea features
numerous archeological and historic sites. In addition, its distinctive
chemical composition and fresh/salt water interface have created a unique
ecology of international importance. The combined historic and mineral
importance of the Dead Sea have turned tourism and recreation into a
major contributor to the economy of the region. The Sea and its shoreline
also support a significant health and cosmetic industry. Potash mining and
processing are also major industries on both sides of the Sea. However,
because of its recent overuse, the Dead Sea has suffered detrimental
environmental consequences.

Currently the Dead Sea is shrinking at an annual rate of 1 cubic meter,
down from 394 meters below sea level in the 1960s to 423 meters below
sea level in 2012, reducing the total area of the Sea by about a third (from
950 square km to 637 square km). The main reason behind this decline is
attributed to the dramatic shrinkage in the flow of water from the Jordan
River, which in turn is endangered by the exploitation of its water and
its tributaries by the Israelis, Jordanians, and Syrians. Israel, for example,
has diverted a number of the river’s tributaries to grow exotic crops
that need large amounts of water, in addition to rerouting a number
of naturally flowing valleys to the Jewish settlements in the West Bank.
Jordan, similarly, has rerouted several of the headwaters of the river to
cities experiencing a shortage in drinking water. As a result, as much as
90% of the water resources of the Dead Sea have been held back. This has
been added to the effect of the Israeli and Jordanian factories built on the
shores of the Sea draining its water.

This environmental degradation has resulted in major economic losses,
particularly a significant decline in the tourism sector. The feature of
being the lowest point on earth and the therapeutic nature of its water
have long ago made the Dead Sea a distinctive tourist destination.
Estimates show that the net present cost of the ongoing decline in
international tourists at the Dead Sea over the next 50 years can reach

41 http://www.pif.ps/index.php?lang=ar&page=1245234208363

2.7 billion USD. These will be added to the losses which the factories
will incur and the sizeable negative impact on the agricultural sector
in the Jordan Valley following the decline in the groundwater levels
in the Dead Sea area. The infrastructure in the region also suffers
from significant damages from the suddenly occurring sinkholes. The
3,000 already existing sinkholes have destroyed buildings, roads, and
agricultural lands.

In order to address these problems and recover the Dead Sea, the World Bank
project proposes to set up the largest in the world pumping station between
Aqgaba and Eilat, as well as a desalination plant in the furthest southern end of
the Dead Sea. The station will pump 1.9 billion cubic meters of water from the
Red Sea per year at a nominal elevation of 220 meters and pour the pumped
water in the canal leading to the Dead Sea. The head difference between the
Red Sea and the Dead Sea provides the potential to generate hydropower for
electricity and for desalinating the sea water. Half of the water pumped from
the Red Sea will be subject to desalination, while the other half will be pumped
directly into the Dead Sea.

The final report of the feasibility study conducted by the World Bank investigates
three different scenarios:

1. No project scenario: If no project takes place, the Dead Sea will continue
declining at a steady rate and will reach a new equilibrium at 550 meters
below sea level in the next 150 years. The net loss will be about 2,885
million USD, the majority of which will be borne by the tourism sector
followed by the chemical industry. The required relocation of periodic
relocation of the Israeli and Jordanian extraction plants to catch up
with the declining water level will increase costs by 164 million USD,
while the environmental, social, and infrastructural losses will equal 85
million USD;

2. Base case scenario: The base case scenario concentrates on preserving the
waters of the Dead Sea at a level of about 434-428 meters below sea level
while overlooking the other goals of the project. This scenario requires
annual pumping of 1,200 million cubic meters from the Red Sea. From an
economic point of view, this scenario is the cheapest. Estimates show a
suggested capital cost of 4.3 billion USD and a whole lifecycle net present
cost of 6.2 billion USD;

3. Base case plus scenario: This scenario covers all the conceptualized
objectives of the project including saving the Dead Sea level,
generating hydroelectric power, desalinating water, and building
a symbol of peace and cooperation. From the several alternatives
which its tested, the study recommends the transferring of water
through a pipeline with a high level desalination plant. The project
will have major positive economic benefits: about 42 billion USD
compared with the no project scenario, in addition to a high internal
rate of revenue at 22%. This scenario will require 10.6 billion USD to
be completed. The project is estimated to yield 350 million cubic
meters of water by 2020 and 850 million cubit meters of water by
2060, as well as 1,642 GW/hour of electric power by 2060. Above
all, the scenario will bring stability to the Dead Sea at 416 meters
below sea level by 2054.

42 http://siteresources.worldbank.org/INTREDSEADEADSEA/Resources/Feasibility_Study_Report_Summary_EN.pdf
43 http://siteresources.worldbank.org/INTREDSEADEADSEA/Resources/Environmental_and_Social_Assessment_Summary_EN.pdf
44 http://siteresources.worldbank.org/INTREDSEADEADSEA/Resources/Study_of _Alternatives_Report_EN.pdf
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While the real estate sector in the oPt consists mainly of residential (housing)
developments, commercial real estate also holds significant potential.
The residential real estate sector is dominated by a large number of small
developers and investors although in recent years a few projects by larger
institutional investors have also been launched with the aim to boost the
supply and improve the quality of available residential and commercial units.
The last comprehensive survey of the sector (2007) suggested that there
were 694,000 housing units and 474,000 buildings (apartment buildings and
independent housing units).? According to the PCBS, the number of housing
units in the oPt is increasing dramatically in line with the rapid population
growth and the quick pace of household formation. In 1997-2007, the number
of housing units increased by 50% at an annual rate of about 5% or 23,500
new units per year.3® However, there is still a major shortage in the supply as
the number of households in the oPt rose at an annual rate of 6% over the
same period.

According to PIF’s estimates, there will be a need for 47,000 new housing
units per year in the next ten years.3' As an attempt to alleviate this need,
the PIF has initiated the National Affordable Housing Program, which
comprises building about 30,000 units in the next few years. The PCBS has
estimated a significant increase of 62% in the number of housing units
between 2007 and 2017 to reach 1,172,834 in the oPt: 741,952 in the West
Bank and 430,882 in Gaza.3?

In terms of the number of issued building licenses, which cover licenses
for new buildings and extensions to existing buildings, the trend has been
volatile over the past 12 years, mostly due to political uncertainty, but the
2000 level has been recently restored.>3Figure 7 below summarizes this
trend:

Figure 7: Building Licenses in the oPt, 2000-2012

Source: PCBS

Affordability remains one of the main challenges facing the housing real
estate sector in the oPt. According to experts, the price of housing units has
been growing at an annual pace of around 10% during the past few years,
fueling fears of a housing bubble in the market.3*The affordability problem
is related to the rising costs of lands in Areas A and B, where building and
development activity is not impacted by Israeli restrictions on Palestinian
development. These areas, however, constitute less than 40% of the total
land of the West Bank.3*Other challenges include poor urban planning and
inadequate infrastructure.3¢

A number of new projects by large institutional investors, including Rawabi and
Al-Reehan, aim to help address the housing problem, at least in the Ramallah
area, which faces a rising demand. These projects are essentially large scale
housing developments that are based outside Ramallah with the objective
ofrelieving housing pressure from the Ramallah city. The projects have modern
infrastructure and offer relatively more affordable unit prices than comparable
units in Ramallah.

Rawabi, the first Palestinian planned city, is being developed by Bayti, a
Company jointly owned by the Qatari Diar Real Estate Investment Company
and Massar International. The 1 billion USD city is expected to house roughly
40,000 persons in up to 5,000 apartment units, ranging in size from 124 to
230 square meters for a price of around 600 USD per square meter.3’The
city will also have hospitals, banks, IT centers, theaters, and a variety of
other amenities that will be needed by its future residents, and will have
state of the art utilities’ and transportation infrastructure. Construction in
Rawabi is still underway, but the first residents are expected to move at the
end of 2013.38

In addition to housing, Rawabi will also offer commercial opportunities. The
planned business district will be ICT-enabled and investment-friendly. The
commercial center will host high-tech, research-related businesses in various
sectors.Rawabi project has already produced significant economic benefits. To
date, it has generated close to 5,000 new job opportunities.

However, the implementation of this massive project has not been fully
smooth. The main challenge which caused significant delays was obtaining
the necessary Israeli approvals to access a road that runs through an Israeli
controlled region of the West Bank in Area C. The road is under three kilometers
long and is needed to transport construction materials and other supplies into
and out of the construction site. Finally, the project managed to secure a permit
that has to be renewed annually.*

Al-ReehanNeighborhood located north-west of Ramallah is another major
real estate investment in the Ramallah area. It is being developed by the
Amaar Group, PIF’s real estate investment arm. The 250 million USD project is
a planned residential neighborhood for about 1,600 housing units between

29 http://www.mas.ps/2012/sites/default/files/Round%20Table%201-Real%20Estate%20.pdf

30 http://www.pcbs.gov.ps/Portals/_PCBS/Downloads/book1632.pdf

31 http://www.pif.ps/index.php?lang=en&page=1244464511131

32 http://www.pcbs.gov.ps/Portals/_PCBS/Downloads/book1622.pdf

33 http://www.pcbs.gov.ps/Portals/_Rainbow/Documents/e_series_BLic_2012g4.htm

34 http://www.mas.ps/2012/sites/default/files/Round%20Table%201-Real%20Estate%20.pdf
35 http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/MENAEXT/WESTBANKGAZAEXTN/0,,contentMDK:23274964~menuPK:294370~pagePK:2865066~piPK:2865079~th

eSitePK:294365,00.html
36 http://www.pcbs.gov.ps/Portals/_PCBS/Downloads/book1622.pdf
37 http://www.dw.de/businessmans-dream-city-nears-completion/a-16761324
38 http://www.rawabi.ps/press_show.php?id=5&page=no
39 http://www.dw.de/businessmans-dream-city-nears-completion/a-16761324
40 http://www.dw.de/businessmans-dream-city-nears-completion/a-16761324
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provision of basic services. Donors, meanwhile, should carry on their support to the
PA's reform process to sustain the ongoing progress. The World Bank recognizes that
Israeli restrictions are leading to long-term damage in economic competitiveness.
Similarly, IMF urges the PA, the Gol, and the international community to make the
necessary steps in line with the recommendations of the World Bank. The PA needs
to stop the dangerous accumulation of arrears, stop putting pressure on domestic
banks to increase their already high exposure to the PA, stop the erosion of fiscal
institutions, and assure transfers to poor and vulnerable households. The Gol has
to safeguard the timely transfer of clearance revenues, to work with the PA on
improving their collection, and to remove restrictions on movement and access to
allow for private sector growth and reduction in aid dependency. Finally, according
to the IMF, the international community has the obligation to ease the pressure on
the PA by offering additional aid and to provide the needed framework for economic
cooperation between Palestinians and Israelis.

8. Prices: CPl and the Effect of Israeli Pricing

Prices in the oPt are significantly lower than in Israel due to the lower wages
and standards of living. However, there is a strong correlation between
prices in Israel and the oPt. Evidently, Figure 5 below demonstratesa strong
correlation in the consumer price index (CPI) between Israel and the oPt
since 1996. Still, due to the dependence of the Palestinian economy on
Israel’s, as explained below, it can be argued that changes in Israeli prices
and Israeli economic policies, mainly trade and tax policies, drive changes
in overall prices in the oPt.

Figure 5: CPl in the oPt and Israel*, 1996-2012

Source: PCBS
* The base year for the CPl in the oPt is 2004 (=100), while the base year for the CPlin
Israel is 2006 (=100).

Specifically, there are three main channels through which Israel influences
prices in Palestine:

- Custom rates, which are determined by the Israeli Government: These rates
serve as minimum rates that the PA should adapt. The only exception is
imported goods listed in A1, A2, and B Lists, which include some goods
produced in the Arab countries, basic food products from other countries,
and equipment needed for development;

26 The source of data is the PCBS.
27 http://www.pif.ps/index.php?lang=en&page=1244464511131

- The VAT system: The Paris Protocol stipulates that the VAT rate in the
oPt should not go more than 2 percentage points below the Israeli
rate (currently at 17% but planned to increase to 18%). This limitation
further reduces the possibility to detach prices in the oPt from those
in Israel;

- The third channel works via the chronic dependence of the
Palestinian economy on Israels, mainly in terms of imports. In the
aftermath of the Israeli occupation in 1967, Israel has forcefully
annexed the Palestinian economy, making the oPt a main market
for the Israeli products. Figure 6 below shows that throughout
the 1996-2011 period the share of imports from Israel ranges from
61.6% to 86.5%. In addition, over the same period, imports average
around 50% of annual total consumption in the oPt.?¢ This clearly
shows that changes in Israeli prices, mainly for tradable sector, are
echoing in the oPt.

Figure 6: Share of Imports from Israel to Total Palestinian Imports, 1996-2011

Source: PCBS

9. Case Studies

9.1 The Real Estate Market

The real estate sector in the oPt has evolved into a dynamic and robust
economicforce because of its accelerating growth rate and the high returns
on investment which it offers compared with other sectors.?” According
to estimates from the Palestine Investment Fund (PIF), the real estate
market attracts 50-60% of total investments in the Palestinian economy,
provides 11% of employment, and contributed altogether 15% to GDP
through various activities. For example, in 2012 construction accounted
for 14.1% of Palestinian GDP and real estate activities (within the services
sector) for 4.1%. By the end of 2007 the total investment in the sector has
accumulated to 875 million USD, and by 2011 PADICO alone has invested
as much as 81.2 million USD in real estate?®. In 2011 mortgage financing
reached 410 million USD, or more than 9% of total banks and lending
institutions’ loan portfolio.

28 http://www.padico.com/public/English.aspx?Lang=2&Page_ld=2174&PMID=30&Menu_ID=50&Site_ID=1
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In recent years the AHLC has been holding regular meetings twice a year —in
the spring and in the fall - to monitor recent trends and factors affecting the
Palestinian economy as well as to recommend future actions to all relevant
stakeholders, including the PA, the Gol, and donors. Such recommendations
are intended to improve the economic, social, and political circumstances
of the Palestinians in the oPt. Prior to the most recent AHLC meeting on 19
March 2013 in Brussels, the World Bank?® and the IMF?* published their regular
biannual assessments of the Palestinian economy. Among other issues, both
reports focus on the recent slowdown in economic activity in the West Bank
and Gaza, the precarious increase in unemployment, and the ongoing relapse
in public finances.

The World Bank attributed the economic growth slowdown in the West Bank
to the absence of further easing of Israeli restrictions, the shortage of fiscal
stimulus as aresult of the continuous shortfallindonoraid, and the intensifying
uncertainty generated by PA's fiscal distress. At the same time, growth in Gaza
declined even more drastically after the relative boom of 2010-2011 from a very
low base (after years of strict land and sea blockade and inaccessibility to the
Israeli labor market for a wide segment of Palestinian workers, mainly after the
Second Intifada) following the higher aid inflows, the easing of restrictions on
the entry of goods from Israel, and increased purchases through tunnels from
Egypt. The absence of new stimuli and the sizeable decrease in agricultural
and fishing activities and in the manufacturing sector led to the economic
slowdown in Gaza.

The IMF emphasized the significance of the considerably higher youth
unemployment, especially in Gaza where it increased from 47% in Q4 2011
to 49% in Q4 2012. In the West Bank the constantly high unemployment
results from the slow employment growth in labor-intensive tradable
sectors because of the loss in the local market share and reduced access
to imported inputs, exports, and investment particularly in the Jordan
Valley and other parts of Area C. Meanwhile, in Gaza the main obstacle
to reducing unemployment remains the inability of the Gaza labor force
to reach the Israeli market. According to the World Bank, the Palestinian
youth has become discouraged from joining the labor force because of the
lack of opportunities in the Palestinian labor market. The concentration
of Palestinian labor in small enterprises working on non-tradable sectors
with low productivity further prevents the development of skills which
could make Palestinian workers competitive in the global economy. While
the growth in the public sector has absorbed some of the labor inflow in
recent years, it cannot provide a permanent solution to the problems of
the labor market.

A major challenge in the Palestinian economy in 2012 was the ongoing
fiscal distress of the PA originating from underestimated expenditures and
net lending (12% above the budget target), overestimated revenues (6%
below the budget target), and a continuing shortfall in foreign funding (354
million USD below the budget target). The underestimated expenditures
rose as a result of the 6.8% increase in the wage bill, 16% increases in non-
wage recurrent spending, in addition to increases in net lending by 168%
because the treasury had to pay utility bills owed by the municipalities.
The 1.7 billion USD overall budget deficit (17.1% of GDP), in addition to
the suspension of transfers of clearance revenues in December, has led the
accumulation of arrears of 578 million USD mostly to civil servants, private
suppliers, and the pension system.

As a part of its assessment of the Palestinian economy, the IMF also
produces forecasts for the main macroeconomic indicators in the oPt in
the next few years based on recent developments under two possible
scenarios: baseline and downside. The baseline growth scenario
envisages limited easing of internal restrictions on movement and access,
stable enough social and political conditions for the PA to implement a
prudent fiscal policy and structural reforms, and the timely disbursement
of adequate foreign aid.?*> The downside scenario, on the other hand,
assumes a deterioration in the macroeconomic environment due to the
persisting restrictions, insufficient assistance to finance the deficit, and
reduced fiscal consolidation.

Due to challenges facing the Palestinian economy and PAs fiscal stress, IMF has
adjusted the original GDP growth projections that was published in September
of 2012. Table 13 below shows original and updated projections until 2016.

Table 13: Real GDP Growth Projections

2013 5.6% 3.0% 5.0% -0.6%
2014 5.2% 2.0% 4.4% 3.7%
2015 4.8% 1.0% 3.6% 3.1%
2016 n/a n/a 3.1% 2.7%

Source: IMF staff estimates and projections

The World Bank report has also considered the long-term economic costs
of the persisting multilayered system of restrictions with regard to the
structure of the economy, exports competitiveness, employability of the
labor force (briefly discussed above), and the quality of infrastructure. While
the growth potential of a small economy like the Palestinian one largely
depends on its ability to compete in global markets and increase its goods
and service exports. The modest growth in transport and communications
has been almostentirely in the domestic market However, the capacity of the
Palestinian economy has been diminishing mostly owing to a stagnation in
the manufacturing sector. The decline in agriculture and manufacturing has
driven the share of exports to the one of the smallest shares in the world.
In addition, exports are highly concentrated in low value-added activities
such as stone and agricultural products. The only important technologically
advanced exports are pharmaceuticals, but they make up only 2% of
exports. Furthermore, Israel alone accounted for 86% of Palestinian exports
and 73% of imports.

This is an evidence of the chronic economic dependence on Israel. Regarding
infrastructure, the deteriorating PA's fiscal situation has had a clear negative
impact on the accumulation of physical infrastructure in spite of development
assistance. As a result, the deteriorating infrastructure is negatively affecting
productivity, competitiveness, and economic growth.

In conclusion, the World Bank emphasizes the need for the PA to continue the
reforms aimed at raising revenues and contain expenditures, while maintaining the

23 http://siteresources.worldbank.org/INTWESTBANKGAZA/Resources/AHLCMarchfinal.pdf

24 http://www.imf.org/external/country/WBG/RR/2013031913/.pdf
25 http://www.imf.org/external/country/WBG/RR/2012091912/.pdf
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Transfers 781 890 991 11.3%
Minor capital 21 7 21 200.0%
Net lending 105 157 81 -48.4%
Recurrent deficit (on commitment basis) 1,087 1,334 1,050 21.3%
Development expenditure 350 243 350 44.0%
Total deficit (on commitment basis) 1,437 1,577 1,400 11.2%
Financing 1,437 1,577 1,400 11.2%
External financing 1,303 931 1,400 50.4%
Budget support 1,003 775 1,100 41.9%
Development financing 300 156 300 92.3%
Domestic financing 134 646 0 -100.0%
Net bank financing 134 127 74 41.7%
Net accumulation of arrears 0 578 -74

Other financing 0 0 0 .
Residual 0 -60 0 -100.0%
Financing gap 0 519 0 -100.0%
GDP 9,771 9,858 11,072 12.3%

With regards to revenues, the forecasted 2013 gross revenues of 2,611 million
USD exceed the actual 2012 amount by 19.3%. The PA expects to collect 890
million USD (up by 22.1% from 729 million USD in 2012) from domestic sources
including taxes (598 million USD), non-tax (248 million USD), dividends (43
million USD) and 1,722 million USD from clearance revenues (up by 18.0% from
1,459 million USD in 2012).

The expectation for higher local tax revenues is based on an expansion of the
tax base and improvements in the anti-tax evasion measures. With respect to
the clearance revenues, at the end of March the Gol announced the resumption
of the regular transfer of the monthly clearance revenues amounts (about 100
million USD) which it collects on behalf of the PA according to the provisions of
the Paris Protocol and which Israel has withheld several times since November
of last year.

The forecasted total deficit equals 1,400 million USD considering
the budgeted expenditures and revenues. This is 177 million
USD less than in 2012 and equals 12.6% of the GDP projections
for 2013. The financing gap is expected to be financed in full by
external assistance, including 1,100 million USD in budget support
and 300 million USD of development financing. However, this
projection looks unrealistic taking into consideration that last year
the PA received only 931 million USD in foreign assistance or as
little as 66.5% of the 1,400 million USD forecasted for the current
year.In addition, the ongoing failure of donors to follow on their
commitments as well as Israel’s frequent suspension of transferring
clearance revenues raise doubts on whether the PA will be able to
finance the budget expenditures.

22 http://www.lacs.ps/article.aspx?id=6

7. AHLC Meeting Reports: the World Bank
and the IMF

Established on 1 October 1993, the Ad Hoc Liaison Committee (AHLC) is a
15-member committee which constitutes the main policy-level coordination
mechanism for development assistance to the Palestinian people. The
committee is chaired by Norway and cosponsored by the EU and the US. The
committee also includes the UN, the IMF, the PA, the Gol, Canada, Russia, Japan,
Jordan, Egypt, Saudi Arabia, and Tunisia, while the Secretariat consists of the
World Bank. The AHLC aims at**:

- coordinating and promoting assistance efforts of individual donors to the
Palestinian people;

- promoting transparency in the activities of donors, Secretariat, and
recipient;

- taking particular responsibility for fostering private sector trade and
investment;

- providing a forum for a dialogue regarding assistance activities in order to
promote cooperation among donors;

- informing on a regular basis the relevant groups of the multilateral forum of
its activities;

- monitoring developments in the Palestinian economy as a whole;
- reviewing reports by the Secretariat and pledges made by the donors;

- responding to the needs for assistance to the Palestinian people in the
context of the Declaration of Principles.
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would simplify risk calculation for those seeking to invest in the oPt and clarify
the process of bankruptcy where creditors may be found in both the West Bank
and Gaza or the debtor may be a merchant operating in both the West Bank
and Gaza. The Debt Resolution Draft Law that was recently prepared by the
MoNE with technical assistance from the USAID-funded ICI Project through its
subcontractor IBLAW seeks to create a comprehensive, up to date, and uniform
bankruptcy law for all of the oPt.

The drafting project group analyzed the extant laws in the West Bank and
Gaza as well as several laws past and present, including the Civil Code of the
Ottoman Empire and laws passed by the PA. The Debt Resolution Draft Law
consists of eight chapters. The first three chapters provide different forms of
bankruptcy and debt restructuring, while the final five chapters deal with
procedures related to bankruptcy, qualifications of liquidators, and violations
of bankruptcy and restructuring procedures.

Chapter One of the Draft Law deals with mandatory restructuring. Chapter
One restructuring takes place without the debtor declaring bankruptcy. The
restructuring process requires the debtor to draft a proposal to compensate
creditors which the creditors must then approve. The court must certify
the approved plan before it is executed by the debtor. The court will also
appoint a trustee to oversee the execution of the plan. This is done with
businesses that are potentially viable as an alternative to liquidation. While
the procedure is not considered a bankruptcy, the court does appoint a
trustee to oversee the restructuring process. The trustee is much weaker
under Chapter One restructuring than a trustee in bankruptcy proceedings
such as those in the US.

Chapter Two of the Draft Law deals with bankruptcy and the potential
liquidation of debtor’s assets when he/she is unable to meet his/her financial
obligations. Chapter Two bankruptcy can be requested by the debtor, the
creditors, or the attorney general civil. In a Chapter Two liquidation, the court
will appoint a “liquidator” to inventory the debtor’s assets and eventually
oversee the liquidation and distribution of the assets to the creditors.

ChapterThree deals with the process of ending a declared bankruptcy and offers

two possible models to this end. The first possibility is a judicial settlement. A
judicial settlement is an agreement between the debtor and creditors subject
to court approval that imposes obligations on the debtor such as repaying the
creditors in a given time frame. A judicial settlement is voidable in cases of fraud
such as where the debtor exaggerates debt levels or conceals assets. This type
of bankruptcy settlement is roughly analogous to Chapter Eleven in the US.

The second option under Chapter Three, submission settlement, is where the
debtor submits all his/her assets for the benefit of the creditors. This is somewhat
analogous to Chapter Seven in the US. The proceeds from the liquidation are
distributed to the creditors proportionally. In the event there are remaining
funds after the settlement of debts to the creditors, these are distributed to the
debtor.

Chapter Four addresses the normalization of political and professional rights of
a person who has declared bankruptcy. Chapter Five deals with the procedures
of compulsory winding up of a company and distribution of assets, while
Chapter Six details voluntary winding up procedures. Chapter Seven defines
the qualifications legally required for a liquidator. Chapter Eight includes a list
of crimes and punishments for violating the Draft Law.

6. Public Finance: PA’s 2013 Budget

On 30 March 2013 President Mahmoud Abbas approved the PA budget for the
present year. The total budget for 2013 reaches 3,807 million USD (expenditure
+ development expenditure in Table 12 below) or 312 million USD more than
the actual figure from last year. As shown in Table 12 below, the wage bill is
forecasted at 1,880 million USD, operating expenditures at 1,577 million USD,
and development projects at 350 million USD. The budgeted wage bill exceeds
the 2012 amount by 6.3% despite measures to contain expenditures including
a freeze on the hiring of new public sector employees. However, in terms of
percent of GDP, the wage bill for 2013 dropped from 17.9% in 2012 to 17.0%
of the projected GDP for 2013. The 2013 also envisions a 6.3% increase in non-
wage spending and a 48.4% decrease in net lending.

Table 12:Budget 2012, Actual 2012 and 2013 Projections in Million USD

Net revenues 2,235 2,075 2,488 19.9%
Gross revenues 2,354 2,188 2,611 19.3%
Domestic 812 729 890 22.1%
Tax 559 481 598 24.3%
Non-tax 229 217 248 14.3%
Dividends 25 31 43 38.7%
(learance 1,542 1,459 1,722 18.0%
Tax refund 19 13 123 8.8%
VAT 0 0 0

Petroleum 0 0 0

Expenditures 3,322 3,409 3,538 3.8%
Wages 1,798 1,769 1,880 6.3%
Non-wages 1,419 1,483 1,577 6.3%
Operations 618 586 566 -3.4%
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5. Business-Related Law Reforms

5.1Amendment to the Minimum Capital Requirement

The MoNE has recently announced a change to the company registration
process according to which the MoNE has suspended implementing the
condition of depositing a minimum capital requirement (MCR) of 25% of the
total capital at the time of registration of new private limited liability companies
(PLLC) as mandated by the 1964 Companies Law. Instead, newly registered
PLLCswill have to conform to the minimum capital requirement within a year
from the registration date. This allows new companies to operate and enjoy
full company status and the backing of the Companies Law before fulfilling the
MCR condition. In doing so, the MoNE aims at promoting investments through
easing legal and capital requirements. Additionally, it seeks to enhance the
oPt'srespective rankings within the World Bank’s Doing Business Reports.

5.2 Planned Amendments to the Commercial Agents Law

The MoNE, through collaboration with the USAID-funded ICIProject, seeks to
proposean amendment the Commercial Agents Law, which was issued in 2000.The
law was passed to govern the dealings of commercial agents within the West Bank
and the Gaza Strip and their suppliers. The intention to amend the Commercial
Agent Law is to accord business laws in the oPt with international best practices
and WTO standards and to address current flaws and shortcomings.

The problems with the existing law are numerous and can be highlighted by its
inability to address or resolve many critical matters, including the rising share of
non-registered business entities. This distorts competition between registered
andnon-registered businesses through tax evasion of the latter. Otherdrawbacks
include the inability to provide tangible incentives for registering the agencies
at the MoNE; letting unresolved matter of commercial agents making them
feeling prejudiced; and providing no legal protections for commercial agents.

Thus, through this initiative the MoNE seeks to update the law thereby
answering to inefficiencies in its prevailing current version; better regulate
commercial markets and protect commercial agents; and protect the local
market and the consumers, among other objectives. Furthermore, the proposed
lawaims to protect the market from bad practices leading to monopolies. In
specific, according to the Draft Law, the registration of a commercial agency is
mandatory within six months from the date of execution in order to give the
agent enough time to legalize all required documents. A commercial agency
agreement may involve services and not only products, may be for a fixed or
non-fixed term, may be an“agreement” or a“letter from the principal’, and must
detail any intellectual property rights related to the agency. Acommercial agent
must submit proof to the MoNE five years after the execution of the agreement
that it is still valid, and the proof needs to be renewed every three years. The
Draft Law also lists the procedures to register a commercial agency agreement
at the MoNE and the involved fees as well as the penalties.

Once finalized, the Draft Law will be presented and discussed by the Council of
Ministers before its submission through the PA legislative process.

5.3 Draft Palestinian Industrial Property Rights Law

The WTO Agreement on Trade Related Aspects of Intellectual Property Rights
(TRIPS) lays out minimum standards for many forms of intellectual property
(IP) regulation as applied to nationals of other WTO members.” The TRIPS
Agreement was, in large part, a global codification of the Paris Convention for

19 See TRIPS Art. 1(3).

the Protection of Industrial Property, and most of the precepts contained in the
latter are reflected in the TRIPS Agreement. According to the WTO, the TRIPS
Agreement is“an attempt to narrow the gaps in the way [IP] rights are protected
around the world, and to bring them under common international rules."?

Through a partnership with the USAID-funded ICI Project, the MoNE set to work
on drafting a Palestinian Industrial Property Rights Law which would ensure
that the Palestinian legislative regime was in compliance with international
legal norms relating to intellectual property. This is a necessary step to prepare
the oPt for integration into the international economy when the oPt gains
autonomy over its trade policy. The protection of industrial property rights is a
prerequisite foraccessiontothe WTO and is a good policy to promote investment
and technological transfer. In drafting the legislation, the MoNE drew upon the
TRIPS Agreement, the Paris Convention, observations of the World Intellectual
Property Organization (WIPO) as well as laws from other countries in the region
including Jordan, Egypt, and Saudi Arabia.

The final Draft Palestinian Industrial Property Rights Law consists of 11 chapters.
The first and last are to provide general and concluding provisions, while the
10th chapter deals with enforcement measures. The other 8 chapters provide
substantive protections to trademarks, patents and utility models, industrial
designs and models, new varieties of plants, trade secrets, geographical
indications, integratedcircuits,andtradenames.Theeightsubstantive categories
reflect legal protections that are necessary to put the oPt in conformity with
the TRIPS Agreement which is necessary for Palestinian accession to the WTO.
These chapters were drafted in conformity with international legal norms and
with an eye to emulating international best practices.

Indeed, prior to and immediately following Jordan’s accession into the
WTO in 2000, the Jordanian legislature passed a number of laws that
implemented the same protection to intellectual property as envisioned
in the Palestinian Draft Law.?' What is however present in the Jordanian
legislative reforms but absent from the Draft Palestinian Industrial Property
Rights Law is copyright protection as this issue is dealt with in a separate
Palestinian Copyright Law. Currently in place in the oPt is the British
Imperial Copyright Act of 1911, which was extended to cover Palestine in
1924. For obvious reasons, this law is very outdated and needs complete
revision. Thus, the Director of the Library and Copyright Department of
the PA Ministry of Culture, in cooperation with Jordanian legal experts,
have prepared a new Draft Palestinian Copyright Law, which is at the
Council of Ministers at the moment. The USAID-funded ICI Project experts
have reviewed the Draft Law and concluded that it is good and adequate
to the Palestinian needs in that regard. In addition, the Draft Law is fully
compatible with the WTO’s Agreement on TRIPS.

5.4 Draft Debt Resolution Law

There is no modern and uniform bankruptcy law in the oPt. The separate legal
regimes that do exist in the West Bank and Gaza are long out of date and do
not reflect present economic realities. In Gaza, the Gaza Strip (British Mandate)
Bankruptcy Ordinance No. 3 of 1936 is the law applicable to bankruptcy cases.
This was passed during the British Mandate for Palestine and has not been
regularly updated with the effect that the law is now obsolete. In the West
Bank, the Jordanian Commerce Law of 1966 regulates various commercial
transactions and includes provisions regarding bankruptcy. However, due to the
rapidly changing commercial landscape, this law too has proven insufficient. It
is also desirable to have one uniform bankruptcy law for the whole territory. This

20 Intellectual property: protection and enforcement, World Trade Organization (2013) available

athttp://www.wto.org/english/thewto_e/whatis_e/tif_e/agrm7_e.htm.

21 For a list of Jordanian legislation protecting Intellectual property see http://www.wipo.int/wipolex/en/profile.jsp?code=JO (accessed May 6, 2013).
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processes, fast growth in trade in services, and trade liberalization among
others) in order to allow for the effective integration of the Palestinian economy
into the international multilateral trading system.

The main question which Palestinian authorities will need to answer before
setting up a new trade regime will be to what degree Palestinian trade should be
liberalized to benefit the economy. Needless to say, the future trade regime will
need to take into consideration the WTO regulations and requirements (which
the oPt will need to adopt during the accession negotiations) and the already
existing bilateral trade agreements and the margins of flexibility provided by
those agreements.

Abugattas-Majluf'® (2013) discussed several trade regimes that the Palestinian
can undertake. Following is a discussion of two main issues which he raised:
namely, tariff policy options and future trade relations with Israel. There are
two main elements to consider for the tariff policy: the tariff level and the
tariff dispersion (the differences in the levels of tariffs on different products).
One possible option to approach is the neo-liberal one, which recommends
uniform, minimum tariffs. From this perspective, the low level of protection will
generate more trade to benefit from efficiency and stimulate competition. The
World Bank, for example, recommends such a low and uniform tariff without
specifying at what rate in the Palestinian context.”” On the one hand, a flat rate
gives equal effective protection to all economic activities without prescribing a
developmental path and being neutral to resource allocation in the economy.
On the other, it simplifies custom administration and limits corrupt practices.
In addition, the low level of protection will result in significant gains from
increased trade.

An alternative to the neo-liberal approach is to use tariffs as an instrument of
industrial policy. This method is recommended by UNCTAD, for instance.’® Many
developing countries like the oPt maintain a tariff schedule with different levels
of tariffs for different products in order to provide more protection for some
economic sectors than for others, depending on the development objectives of
the specific country. Since the Palestinian private sector is still underdeveloped,
based on SMEs with low technology absorption capacity, such a tariff schedule
can be utilized to establish a viable and vibrant productive structure. However,
there are serious likely disadvantages in introducing a trade regime with
high level of tariff dispersion to the Palestinian reality. First of all, this regime
raises administration costs because of its sophistication. Second, the Israeli
occupation has resulted in major distortions in the Palestinian economy which
has failed to realize its competitive advantages. Thus, it will be very difficult if
not impossible to determine which sectors and activities to protect. Making
such a decision, however,increase the risk of further distorting the Palestinian
economic structure.

During negotiations with the WTO, the PA will need to commit to bind tariffs
so that they do not exceed a certain level in the future. In this regard, the World
Bank recommends that the oPt binds all tariffs at the same level of the applied
ones. However, the majority of developing countries have bound their tariffs at
a level higher than the applied one in order to provide the possibility for some
flexibility in the future. The PA should consider the tariff level bounds adopted
by other developing countries with similar GDP per capita range as they will
accommodate the needs of the Palestinian tariff schedule in developing local
production.

Paris Protocol has established a customs union between the oPt and Israel;
however, the status quo does not have to be perpetuated in the future setting
of a Palestinian trade regime. The high dependence of Palestinian trade on
Israel, the issue of labor market integration, and geographical proximity

necessitate special attention to be paid on the future Palestinian trade policy
towards Israel. There exist three main options in this regard: a customs union,
a free trade agreement, or a non-discriminatory trade policy. In the case of a
customs union, the Palestinian state and Israel will have the same trade policy
towards third parties. Such an arrangement will have several advantages
for the Palestinian economy, including a deep integration with a larger and
more advanced economy, a large export market, a large source of technology
and knowhow, potential for outsourcing investment inflows, a clear trade
policy providing guarantees to investors, a free market access, and simple
administration of customs. However, the potential customs union also has
some important drawbacks: complete loss of autonomy in the trade policy,
the need for a revenue sharing mechanism, compromising existing free trade
agreements with other countries, loss of tariff revenues, and no clear need for
establishing borders.

The second possibility is a free trade agreement, which eliminates tariffs, import
quotas, and preferences on most - if not all—goods and services traded between
the partners. Similarly, free trade has advantages and disadvantages. To name
a few benefits, it would preserve the Palestinian policy autonomy, the potential
for outsourcing investment inflows, and an open regionalism and provide
market access and full jurisdiction over borders. At the same time though, this
trade regime option would require rules of origin, result in loss of tariff revenue
and potential trade diversion, and will not necessitate harmonization of crucial
regulation, subsidies, competition standards, and sanitary measures.

A third option for the future trade relations with Israel is pursuing a non-
discriminatory trade policy (NDTP). This means that the PA would grant Israel the
same treatment as it will grant any other trading partner with regards to tariffs
and other trade regulations. This possibility also means that the PA will give no
preferential treatment to any of its trading partners, annulling all existing trade
agreements. Since this assumption is very unrealistic, Abugattas-Majful has left
it out of the discussion and analysis.

4.7 The CGE Model: An Evidence-Based Policy-Making Tool

The Computable General Equilibrium (CGE) model is a highly realistic economic
tool which models the behavior of all key economic agents including producers,
consumers, workers, the government, and foreign trading partners in addition
to the linkages among them. The preciseness of this model and the simplicity to
use it allow economic policy-makers to conduct policy simulations by changing
a policy variable, such as a change in the VAT rate or tariffs, in order to predict
how it affects all economic agents before the actual policy has been put in
effect. The CGE models are very rich in data and based on strong microeconomic
foundations.

Currently a CGE model for the Palestinian economy is being built with technical
assistance from the USAID-funded ICI Project through its subcontractor, EcoMod
LLC. Six PA institutions will benefit from the model, including the MoNE, the
PCBS, the Ministry of Finance, the Palestine Monetary Authority, the Ministry
of Labor, and the Ministry of Planning. The model will allow Palestinian policy-
makers to assess the impact on key economic agents and economic variables of
planned policy changes based on the actual behaviors of Palestinian producers,
consumers, workers, the PA, and foreign trading partners. In the context of
highly limited policy-making space in the oPt, both the PA and donor countries
need a user-friendly tool to assess the impact of both domestic PA and Israeli
policies on the Palestinian economy. The constructed model will provide policy-
makers with the economic costs or benefits of expected changes in policies in
clear numerical terms ex-ante.

16 Abugattas -Majluf Luis (2013) «Trade Policy for Future Palestinian State: Toward sustainable Growth and Development».
17 http://siteresources.worldbank..org/INTWESTBANKGAZA/Resources/GrowthStudyEng.pdf

18 http://unctad.org/en/Docs/gdsapp2010d1_en.pdf
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While the actual effect cannot be precisely determined a priori, the extent to
which rising customs may lead to a price increase depends on the PA’s ability
to actually enforce the measure. Despite the PA’s intensive effort to control
the flow of goods at the entrance of main Palestinian cities, the lack of PA’s
clearance control at the Israeli ports or crossing corridors between Israel and
the oPt might be restricting. However, under the assumption that the PA is
able to implement the measure, the price rise is expected to occur in the short
run due to the high local demand and the limited production capacity of local
manufacturers. Yet, the price increase might diminish in the long run as a result
of protecting the local industries from unfair competition (anti-dumping), and
increase in the local supply (increase in the number of local firms), a scenario
that might lead to enhance the industrial contribution to GDP and accordingly
decrease unemployment.

4.3.2 MoNE Draft Trade Remedies Legislation

In cooperation with the USAID-funded Investment Climate Improvement (ICl)
Project, the MoNE has started work on reviewing, reforming, and drafting trade
remedies legislation for the PA. The draft legislation will be WTO-compatible
and follow international and regional best legal practices. The first Draft Law
was prepared in May 2013 and aims at addressing anti-dumping, subsidies,
countervailing measures, and safeguards for the PA.

4.4Trade Promotion Activities: PalTrade’s Export Strategy Project

As a part of the Trade Diversification/Competitiveness Enhancement program
launched in early 2012, the National Export Strategy (NES) project (July 2012-
June 2013) has been initiated in full partnership between the MoNE and the
Palestine Trade Center (PalTrade) and funded by the EU. The aim of the project
is to enhance the oPt’s export development and competitiveness in the global
market.

The projectis implemented with the assistance of the International Trade Centre
(ITC), ajoint agency of the WTO and the UN acting as the development partner
for small business export success in developing countries. The mission of the
ITC includes fostering sustainable economic development and contributing to
achieving the Millennium Development Goals. In order to achieve the set goals,
the NES project will adapt the ICT methodology which focuses on building
awareness, enhancing policies, building enterprises’ exporting capacity, and
mainstreaming inclusiveness and sustainability in trade promotion and export
development.

The project will result in the development and production of the NES document
endorsed by the public and private sector in addition to containing an action
plan and implementation framework for a period of 5 years which focuses
on identified priorities for export development and competitiveness in the
oPt. The document is expected to build the capacity of both the public and
private sectors in order to successfully implement, manage, and ensure the
sustainability of the NES. In specific, the project is expected to formulate a
strategic vision and identify priorities and to foster a dialogue between the
public and private sectors to support the mainstreaming of trade and the
development of national export culture.

The current economic reality of the oPt requires that the NES defines a specific,
targeted roadmap to redress the huge Palestinian trade deficit and overreliance
on a single market for exports, namely Israel. The outcome of an effective
implementation of this project is expected to reduce the oPt's dependence on
foreign aid, increase the foreign exchange, and increase GDP per capita.

The initiative will rely heavily on the participation of all beneficiaries including
the National Export Council, the institutions related to the trade support
network, producers, manufacturers, exports, ministries, and policy-makers.
Since the beginning of the year, PalTrade has conducted several thematic (trade
logistics, access to finance, trade information, and quality of management) and

sector (ICT, fruits and vegetables, footwear and leather, tourism, and textile
and garment) consultations with the relevant stakeholders to assure the
participatory approach of the project.

4.5 Update on Status with the WTO: The Minister of National
Economy’s Participation in the WTO Arab Consultation Forum
in Jordan

On 11 February 2013 the WTO and the Economic Policy Development Forum
(EPDF) organized the WTO-Arab Consultation Forum in Jordan under the
patronage of Kind Abdullah Il. The forum was attended by Pascal Lamy, WTO
Director General, and Talal Abu-Ghazaleh, EPDF’s Chairman and member of
the WTO Expert Panel for Defining the Future of World Trade. The Palestinian
Minister of National Economy Dr. JawadNaji also participated in the Arab
Consultation Forum. He thanked the WTO for its support in preparing
the Palestinian economy to join the global trade system, underlying the
considerable progress that has been made by the private and public sector
in preparing the oPt for accession into the WTO. The Minister, however,
also discussed the numerous obstacles faced by the PA in carrying out
the development process, including the occupation, the withholding of
customs revenues, and the failure of donors to respect their commitments.
Dr. JawadNaji took the opportunity to invite on behalf of the PA Lamy Pascal
to visit the oPt and meet the respective officials. The WTO Director General
expressed readiness to continue providing technical assistance to the PA. As
a step towards accession to the WTO, the oPt was invited to participate as an
observer at the next conference of the WTO at the end of 2013.

4.6 The PA Discusses Options for Future Trade Policies

In March 2013, the Palestinian National Task Force and Technical Advisory
Team on the WTO discussed a draft paper prepared by Luis Abugattas-Majluf
on options for a future Palestinian trade policy. In the ongoing reality of the
occupation, the Palestinian trade regime has been determined and perpetuated
by the Paris Protocol, which de facto imposed the Israeli trade regime on the
Palestinian economy, without taking into consideration the Palestinian stage of
development and future developmental needs. Once the Palestinian authorities
have the required sovereignty to establish an independent Palestinian trade
regime, policy-makers will face major challenges in devising a regime which
permanently replaces the interim arrangements under the Paris Protocol,
assuring the transformation of the economy and its sustainable growth and
improving the general welfare of the Palestinian population.

According to Article Ill of the Paris Protocol, “the Israeli rates of customs,
purchase tax, levies, excises and other charges, prevailing at the date of signing
of the Agreement, as changed from time to time, shall serve as the minimum
basis for the Palestinian Authority. The Palestinian Authority may decide on
any upward changes in the rates on these goods and exceeding quantities
when imported by Palestinians to the Areas”. An exception to this rule is motor
vehicles and goods in Lists A1, A2, and B (including food products produced in
Jordan, Egypt, and other Arab and Islamic countries and equipment necessary
for development). As a result of the numerous trade agreements which it
has signed, in 2012 the average most-favored nation (MFN) tariff which Israel
applied was 7% with about 55% of tariffs lines being duty free. The average
MFN tariff applied to non-agricultural products was as low as 4.2%, while the
MFN tariff for agricultural products averaged 24.5% because of protectionist
policies.

The trade policy regime will need to embed the overall development strategy
in such areas as human resources capacity building, innovation, private sector
enhancement, business climate improvement, competition enforcement, and
infrastructure advances. At the same time, the new trade regime will need
to take into consideration the realities of the global economic environment
(acceleration of technological change, increasing fragmentation of production
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KarimNashashibi, a former IMF economist and economic adviser to Salam
Fayyad, provided a conservative estimate of 200 million USD per year.> The
Palestinian Economic Council for Development and Reconstruction (PECDAR),
meanwhile, calculates the annual loss at 450 million USD. In the same vein, in
2012 IMF calculated that a 5% increase in clearance transfers would decrease
the PA’s budget deficit by 75 million USD."

The ongoing severe financial crisis within the PA has forced the PA to seek
mechanisms through which to reduce the fiscal leakage in order to improve
its revenues. Nonetheless, in late June 2012 the Palestinian Prime Minister
Salam Fayyad and the Palestinian Minister of Finance Nabil Qassis met with
the Israeli Finance Minister Yuval Steinitz. The two sides discussed a number of
procedures to reduce the fiscal leakage. However, the full text of the agreement
has not been disclosed; only a press release by the Israeli Finance Minister and
a brief news report by the Palestinian government spokesperson were made
available. The Israeli press release stated that the objective of the suggested
arrangements is introducing mechanisms to facilitate the movement of goods
between Israel and the PA, highlighting that efforts from both sides are needed
to reduce illegal trade and tax evasion.' Below are some of the terms of the
initially suggested arrangements:

- Tax calculations and reduction of undocumented trade: As of January 2013,
taxes which Israel collects on behalf of the PA are supposed to be calculated
based on the actual rather than reported transfer of goods. This improvement
will be achieved through increased information sharing between tax
authorities on both sides. In specific, officials from the PA Ministry of Finance
will be granted access to a computerized database in order to identify
Palestinian traders who clear theirimports via Israeli trading companies. Other
measures such as electronic tagging will be taken to restrain smuggling and
tax evasion on transferring goods to the oPt. For example, containers shipped
to Israeli ports will be sealed by electronic locks and will be taxed once they
arrive to the oPt and not at the Israeli ports. These locks allow the monitoring
of goods even when the containers have been opened;

- Palestinian bonded areas: Palestinians have been facing numerous economic
distortions, including lack of access to imported goods, extra charges for
inland transportation to storage warehouses, stolen and damaged items,
and prolonged checks and deliberate delays by Israeli authorities when
clearing customs in the Israeli bonded areas. The new agreement provides
for the PA to establish Palestinian bonded areas at crossings between Israel
and the West Bank to reduce inconveniences in order to facilitate imports
from abroad and reduce costs;

- Laying a fuel pipeline: According to the new agreement, a fuel pipeline will be
established from Israel and directly linked to the PA areas. This development will
put an end to the current practice of using trucks to transport fuel into the oPt.
The construction of the pipeline will result in environmental benefits in addition
to reducing the costs and thus import prices. On the other hand, the Paris Protocol
allows the PA to import petroleum products from Jordan and Egypt although
since 1994 petroleum products have been brought into the oPt exclusively
from Israel at higher prices. The construction of this pipeline will terminate the
possibility for importing fuels from third countries in the future as well.

4.3 Trade Remedies

4.3.1 Recent Council of Ministers’ Decision on Anti-Dumping Import Duties

On 12 March 2013 the PA Council of Ministers adopted an anti-dumping decision
that imposes additional tariff duties of up to 35%. The additional custom duties
applytofinalgoods that are either directly or indirectly importedand considered

to be dumped into the Palestinian market. These goods are mainly imported
from China and include shoes,furniture, and certain aluminum products, and
apparel. The Ministry of National Economy (MoNE) has published a list of 212
products that are applicable to the new custom rates, which are generally as
follows: 24-27% for shoes, 15-20% for furniture, 8-16% for aluminum, and 8-15%
for apparel. These new rates became valid on 1 May 2013 andare levied based
on the actual assessment of shipments rather than the declared import value.
This new anti-dumping measure complies with the Customs and Excise Law No.
1 of 1962 that is currently in force in the West Bank, theParis Protocol, which set
Israeli tariff rates as a minimum base for the PA.

The stated objective of the new anti-dumping measure is to protect
the Palestinian industrial sector mainly with regards to producing the
aforementioned items. Historically, shoe and furniture manufacturing have
represented the main manufacturing activities in the oPt up until the early
1990s, a period in which the Palestinian manufacturing sector evolved to serve
the Israeli market. However, the market share of these products, either locally
orin Israel, started to decrease as Israel liberalized its trade, allowing the import
of low value added products in returnfor a greater international market access
for its high-tech products.

Imposing the anti-dumping duties has been met with mixed feelings.
Specifically, many opponents argue that it would lead to a price increase, adding
extra burden over the shoulders of low-income households. This argument is
based on the price differences between the import price and the local price of
the aforementioned products. Others also argue that raising customs would
increase indirect imports via Israeli middlemen as a means of evading the
customs rise, leading to a greater dependence on Israel.

On the other hand, proponents of the new law suggest that it would help protect
important industries that have employed more than 30,000 Palestinians in the
past decade. Employment data published by the PCBS support this argument,
especially with regards to the leather and apparel sectors. Figure 4 below
illustrates that the employment contribution of these two sectors has witnessed
a declining trend in the 1999-2012 period, reflecting a decrease in the production
activities. Infact, during the same period, the number of workers in the two sectors
decreased from 25,000 to 19,700 workers. Meanwhile, the employment share of
the furniture sector decreased until 2002 and started to pick up after and even
accelerated in the past three years. Still, it is reasonable to argue that applying
anti-dumping measures is vital for the furniture sector to continue growing."

Figure 4: Employment Share of Leather, Furniture and Apparel, 1999-2012

Source: PCBS

12 http://www.ft.com/intl/cms/s/095/f77d306-df611-e1-baa500144-feab49a.html#axzz2SaYXbWsG

13 http://www.imf.org/external/country/WBG/RR/2012032112/.pdf

14 http://www.financeisrael.mof.gov.il/Financelsrael/Docs/En/pressReleases/20120801.doc

15 Employment data on the aluminum sector are not readily available.
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Table 10: Quarterly Registered Foreign Trade Data'’on Goods and Services in Million USD, Q1 2011-Q4 2012**

Commodity imports 1,029.9 1,077.4 1,092.0 1,021.8 4,221.1 1,019.5 1,109.2 1,053.0 1,036.5 4,218.2 1.4%
Service imports* 27.1 28.8 26.9 17.4 100.2 338 36.4 347 o ol n/a
Commodity exports 162.2 1613 2053 190.8 719.6 1825 185.2 178.0 193.4 739.1 1.4%
Service exports* 326 39.6 38.2 375 147.9 321 328 31.8 FEE FrE n/a

Source: MAS Economic and Social Monitor 32
* With Israel only

** Data are subject to modifications.

*** Missing data from the Israeli side

4.2 New Trade-Related Arrangements: Talks with Israel to
Amend Clearing Procedures in the Paris Protocol

The legal framework for Palestinian trade was established in 1994 by the
“Protocol on Economic Relations between the Government of the State of
Israel and the PL.O, representing the Palestinian People”, which is referred
to as the “Paris Protocol”. An important article of the protocol discusses the
collection of taxes. It is stated that each party has the right to collect all
direct and indirect taxes paid within its territorial jurisdiction. The absence
of PA’'s border control over flow of goods entails that the Palestinian
clearance revenue will be collected by Israel and transferred to the PA on
monthly basis.

Generally, clearance revenues that Israel collects on behalf of the PA involve
mainly three types of payments:

- Direct taxes, including income tax on wage of Palestinians who work in
Israel and the Israeli settlements in the West Bank: According to the Paris
Protocol, Israel shall transfer to the PA 75% of the income taxes collected
from Palestinians from the West Bank and the Gaza Strip employed in Israel
and the full amount of income taxes collected from Palestinians employed
in the settlements;

- Indirect taxes on purchases from Israel: According to Article (6) of the
Paris Protocol, the Israeli tax administration shall collect VAT and other
indirect taxes and transfer them to the PA after deducting 3% to cover
the administrative costs incurred by Israel. The conditions to handle
the clearance procedures between the Israeli and Palestinian tax
departments are based on clearing invoices as verification documents.
Representatives of the two sides are meant to meet on the twentieth
day of each month to present to each other a list of invoices submitted
for tax rebate. The clearance claims have to be settled within six days
from the meeting;

- Customs and indirect taxes on imports: Under Paragraph 15 of Article (3) of
the Paris Protocol, the clearance of revenues from all import taxes and levies
between Israel and the PA will be based on the place of final destination.
Moreover, tax revenues will be allocated to the PA even if the importation
was carried out by Israeliimporters as long as the final destination is explicitly
stated in the import documentation as the oPt for transactions between the
oPt and the international market via Israel.

Currently, due to the significant and mounting trade deficit, as explained
above, especially with Israel, clearance revenues make up an important source
of revenue for the PA. Table 11 exhibits the data on the different types of the

10 Data only documented in clearing accounts and bills.
11 MAS Economic and Social Monitor 29

clearance revenues, which also include the fuel tax. Clearance revenuesclearly
constitute a significant share of the Palestinian GDP rising from 18% in 2008
to 22% in 2012 and an average of two-thirds of the PA revenue (excluding

international aid)."

Table 11: Clearance Revenuesin Million USD, 2008-2012

Customs tax 368.3 386.6 4342 503.7 512.7
VAT 385.3 336.5 379.7 452.5 483.4
Purchase tax 3.6 3.7 3.8 0 3.9
Fuel tax 3443 3583 4374 456.8 456.6
Income tax 0 15.4 0.4 83 23
Others 20.8 2.6 3.2 1.9 0
(learance revenues as % of GDP 18% 16% 22%** 23%** 22%**
Total* 1,137 1,090 1,233 1,489 1,583

Source: PA’s Ministry of Finance

* There is a slight difference between the total clearance revenues and the total sum
of the items because the total revenues are on cash basis and the components are
on commitment basis.

** GDP for 2010, 2011, and 2012 is in fixed prices.

The specific arrangements of the Paris Protocol have allowed a significant
fiscal leakage for the Palestinian side. The PA usually incurs financial losses
since it does not recover all indirect taxes paid by Palestinians in the West
Bank and the Gaza Strip on goods they consume. The lack of any PA control
over the crossing corridors between the West Bank and Israel produces
imports or purchases from Israel that are not accounted for, except for
fuel, and therefore generates tax loss. Also, to avoid shipment clearance
delays, Palestinians importers tend to engage in indirect imports via Israeli
intermediaries. In addition, to minimize custom payment and income tax
payment, Palestinian importers tend to underestimate the value of imports,
leading to tax revenue losses.

There are no precise calculations on the size of the fiscal leakage. However,
various sources agree that the amount is highly significant. For example,
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This major increase of 279.3 million USD happened as a result of a rise in the
deficit in the trade balance of goods and services of 343.1 million USD (more
discussion on export and import changes is carried out in the following
section).

Meanwhile, net income transfers decreased by 13.4 million USD (or
4.7%), and the net current transfers rose by 77.3 million USD (or 29.5%).
The surplus in the income balance (compensations of employees and
investments income) was mostly driven by a surplus in the compensation
of employees working in Israel which reached 236.9 million USD. The
received investment income of 29.8 million USD was mainly the result
of interest received on Palestinian deposits in banks abroad. At the same

time, donors’ current transfers accounted for 27.6% of the total value of
receipts from abroad (current transfers).

The surplus in the capital and financial account of 633.9 million USD resulted
from the surplus in the financial account (direct investments, portfolio
investments, other investments, and reserve assets) of 568.9 million USD.
In Q4 2012 the net capital and financial account increased by as much as
32.8% compared with the corresponding quarter of 2011 and decreased by
3.2% compared with the previous quarter. The rise with 156.7 million USD
from Q4 2011 occurred as a result of the 167.8 million USD increase in the
financial account surplus and a 11.0 million USD decrease in the capital
account surplus.

Table 9: Balance of Payments: Current Account in Million USD

1.Trade balance of goods and services -927.6 -1,316.2 -1,270.7 37.0%
Net goods -855.8 -1,232.0 -1,159.3 35.5%
Net services -71.8 -84.2 -4 55.2%

2. Balance of income 287.0 279.1 273.6 -4.7%
Workers> remunerations received from abroad 279.9 269.4 2584 -1.7%
Investment income received from abroad 28.6 32.1 29.8 4.2%
Income paid abroad -21.2 -224 -14.7 -30.7%

3. Balance of current transfers 261.8 364.5 339.1 29.5%
Net transfers to the government 100.3 129.2 69.2 -31.0%
Net transfers to other sectors 235.1 308.8 3232 37.5%
Transfers paid abroad -73.6 -73.5 -533 -27.6%

4. Balance of current account (13+2+) -378.8 -672.6 -658.1 73.7%

5. Net capital and financial account 477.2 614.1 633.9 32.8%
Net capital transfers 76.1 814 65.1 -14.5%
Net financial account 401.1 532.7 568.9 41.8%
Net direct foreign investment 922 69.3 4.7 -53.7%
Net portfolio investment -34.7 226 26
Other net investment 454.0 478.0 521.8 14.9%
Change in reserve assets -110.4 -37.2 1.7

Source: MAS Economic and Social Monitor 32

4. Foreign Trade

4.1 Trade Data

The total value of registered exports of goods equaled 193.4 million USD in Q4
2012, which marked an increase of 8.7% from the previous quarter and a1.4%
increase relative to the corresponding quarter of 2011 (Table 10). Meanwhile, the
total value of imports of goods reached 1,036.5 million USD, a minor decrease
of 1.6% from Q3 2012 and a growth of 1.4% from Q4 2011.This major difference
in the value of exports and imports resulted in a persisting trade deficit in goods

of 843.1 million USD. Trade data on service are not readily available yet.

On an annual basis, in 2012 exports of goods exceeded the 2011 level by 2.7%
reaching 739.1 million USD, while imports of goods declined by only 0.07%
reaching 4,218.2 million USD. These figures translate into a trade deficit in
goods of 3,479.1 million USD, compared with 3,501.5 million USD in 2011.
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2.2 The Palestine Stock Exchange (PEX)

This section discusses the most important financial indicators of the
Palestine Stock Exchange (PEX), including liquidity indicators and the
degree of concentration. The number of companies listed on the PEX did
not change from the last quarter such that it remained at 48 companies.
According to the economic activities, there are 9 banking and financial
services companies, 11 manufacturing companies, 7 insurance
companies, 8 investment companies, and 13 services sector companies®.
Meanwhile, the share of market capitalization” on the PEXwas 28% in
2012,32% in 2011, and 29% in 2010.

To measure liquidity, the turnover rate® is used which reached 10% for
the year 2012, while it was 13% in 2011. The turnover rate per sector was
as follows: 12% in the banking and financial services sector, 11% in the
investment sector, 9% in the services sector, 8% in the insurance sector,
and 6% in the industrial sector. Regarding the degree of concentration?®,
the five largest companies held the majority of shares at 78% of the total
value of traded shares in 2012. These companies were the Palestinian
Telecommunications Group (PalTel) with a 37% share, Bank of Palestine
(BoP) with a 19% share, the Palestine Development and Investment
Company (PADICO) with an 11% share, Wataniya Palestine Mobile
Telecommunications Company with a 6% share, and Palestine Islamic
Bank with a 5% share.

Figure 1 below shows the distribution of listed shares by sector. The total
market value of the listed shares for Q4 2012 stood at 2,859 million USD, a 3%
increase compared with the corresponding quarter of 2011. Regarding the
value of traded shares by sector, 46% of traded shares were from the services
sector, 31% from the banking and financial services sector, and 15% from the
investment sector.

Figure 1: Value of Shares Listed on the PEX by Sector in Million USD,2012

Figure 2: Value of Shares Traded on the PEX in Million USD, Q3 & Q4 2012

Source: The Palestine Stock Exchange

Figure 2 below shows the value of traded shares during Q3 and Q4 2012.
The value of traded shares for 2012 reached 273 million USD which is a
25% decrease from 2011. Additionally, the number of shares traded on
the PEXin 2012 totaled 147 million shares, marking a 20% decline when
compared with 2011.

6 http://www.mas.ps/2012/sites/default/files/Monitor%203120%English_1.pdf

Source: The Palestine Stock Exchange

Finally, the Al-Quds index closed down at 477.59 points at the end of Q4 2012
(Figure 3). In that quarter the index increased by 0.66 points, or 0.1%, when
compared with the corresponding quarter of 2011. Additionally, it increased by
31.83 points, or 7.1%, when compared with the previous quarter.

Figure 3: Al Quds Index Trading Monthly Average Points, July-December 2012

Source: The Palestine Stock Exchange

3. Balance of Payments: Current Account,
Investment Account

Table 9 below exhibits the components of the Palestinian balance of
payments in Q4 2012, which is compared against the previous quarter and
the corresponding quarter of 2011. The current account deficit (goods,
services, income, and current transfers) in Q4 2012 totaled 658.1 million USD,
which amounted to 24.2% of nominal GDP during the same period. While
the current deficit declined by 2.2% compared with the previous quarter, it
increased by the significant 73.7% from the corresponding quarter of 2011.

7 This indicator is used to measure the importance and role of the financial market in an economy. It is calculated by dividing the market value of shares listed on the market to
GDP at current prices. This indicator is calculated for the entire year rather than for quarters.

8 This indicator calculates the volume or value of shares traded on a stock exchange during a day, a month, or a year.

9 This indicator is used to measure the influence of some large companies on changes in the stock market indices, especially the stock prices. The influence is measured by
calculating the contribution of the top five or ten companies to the value of shares traded on the stock market.
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Table 7: Distribution of Credit Facilities by Private Sector Economic Activity, Q1 2011-Q4 2012

Real estate and construction n

R TR T T
1.2 0.9 1.0 1.0 1.0 1.2 1.5

Q42012-/Q42011/

27.1%

Land development 37 50%
Mining and industry 12.8 124 12.0 123 10.5 10.4 8.9 6.2 -49.6%
Internal and external trade 19.1 20.9 20.5 20.0 212 210 20.8 18.0 -10%
Agriculture and livestock 2.2 13 13 1.4 1.8 1.2 1.2 13 -1.14%
Tourism, hotels and restaurants 24 2.1 2.1 2.0 2.1 2.1 2.0 2.1 50%
Transport and communications 1 1 1.1 1.0 0.8 0.9 0.8 0.8 -20%
Other services 20.5 16.1 15.6 12.0 1.3 10.5 9.6 9.6 -20%
Financing investment through equity and financial instruments 24 2.9 2.8 2.7 26 2.1 24 2.2 -18.5%
Financing car purchase 43 4.1 47 4.8 4.0 4.1 43 4.1 -14.58%
Financing consumer commodities 1.7 13.9 15.1 17.0 16.5 18.8 20.2 28.0 64.7%
Other 7.5 7.9 7.4 9.2 6.7 6.6 7.1 5.1 -44.6%
Total Facilities ( millions) 2,238.4 2,381.6 2,428.2 2,451.9 2,536.1 2,644.6 2,713.7 2,791.8 13.9%

Source: Palestine Monetary Authority

Liabilities: At the end of Q4 2012, public deposits in the oPt banks made up the majority of liabilities at 76.4 % amounting to 7,484.1 million USD.
Public deposits were composed of resident deposits at 88.5%, followed by public sector deposits at 8.3%, and non-resident deposits at 3.2%, as
presented in Table 8 below. In terms of type of deposits, current deposits comprised 39.9% of total deposits, followed by time and saving deposits
with a 30.1% share.

Table 8: Distribution of Public Deposits in Million USD, Q1 2011-Q4 2012

Q42012-/Q42011/ (%) growth

By type of depositor
Public sector 695.0 556.3 522.8 584.5 566.1 515.9 566.4 620.2 6.1
Resident private sector 6,053.0 6,204.3 6,095.6 6,192.3 6,276.1 6,180.6 6,409.2 6,621.3 6.9
Non-resident private sector 180.7 189.8 202.1 195.7 203.2 215.0 225.2 242.6 24.0
By type of deposit
Current deposit 2,762.3 2,755.8 2,736.8 2,773.0 2,746.1 2,691.0 2,894.8 2,984.4 7.6
Time deposit 2,273.2 2,219.6 2,1345 21724 2,200.9 21224 2,167.6 2,2349 2.9
Saving deposit 1,893.2 1,975.0 1,949.2 2,027.1 2,098.4 2,098.1 2,1384 2,264.8 1.7
Total (millions) 6,928.7 6,950.4 6,820.5 6,972.5 7,045.4 6,911.5 7,200.8 7,484.1 7.3

Source: Palestine Monetary Authority -The consolidated balance sheet for banks
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2. Financial Sector

2.1 Banking Sector

This section discusses recent changes in the banking sector in terms of
credit facilities (loans) and liabilities (deposits). At the end of Q4 2012, there
were a total of 17 banks operating in the oPt with 232 branches: 7 local and
10 foreign ones.* This comes after the merger of two local banks, Alrafah
Microfinance Bank and the Arab Palestinian Investment Bank, forming the
National Bank. Of the 232 branches, 121 are local banks and the remaining
111 are foreign.

Net total assets of banks in Q4 2012, as Table 6 shows, increased by 5.4% when
compared to the previous quarter (Q3 2012) and by 7.6% when compared to the
corresponding quarter of 2011(Q4 2011). Direct credit facilities (loans), which
amounted to 40% of total assets, remained nearly unchanged compared with
the previous quarter but increased by 16.8% from the corresponding quarter of
2011.This growth can be attributed to the increase in facilities granted to the PA
due to its financial difficulties.

Direct Credit Facilities: Total direct credit facilities in Q4 2012 amounted
to 4,121.6 million USD, representing an increase of 9.7% when compared
with the previous quarter. Also, direct credit facilities constituted 42.1%
of the oPt banks’ total assets in Q4 2012, an increase of 1.7 percentage
points from the previous quarter.® This is mainly attributed to the increase
in facilities granted to the PA by about 301.2 billion USD. Table 6 below
breaks down direct credit facilities by type of beneficiary in which the
resident private sector accounted for 65% in Q4 2012, whose share has
risen for all quarters throughout the 2011-2012 period. The public sector
comes second (34%), while the non-resident private sector accounts only
for 1% with a decreasing trend. However, in terms of type of facility, loans
accounted for the majority of credits at 70.4%, followed by overdrafts at
29.3%, and lease and financing at 0.3%. In terms of beneficiaries, Table 6
also demonstrates that resident private sector loans made up the majority
of direct credit facilities comprising about 65% of total facilities.

Table 6: Distribution of Direct Credit Facilities Portfolio in Million USD, Q1 2011-Q4 2012

By Beneficiary
Public sector 916.7 1,118.1 856.4 1,108.9 1,121.0 1,203.4 1,114.9 1,406.6 26.8
Resident private sector 2,116.8 2,256.2 2,303.8 2,318.2 2,419.0 2,526.2 2,589.2 2,671.7 15.2
Non-Resident private sector 61.3 60.5 55.0 55.7 54.5 54.0 523 433 -22.2
By type of facility
Loans 2,169.7 2,316.2 2,347.1 2,496.0 2,526.1 2,665.1 2,785.0 2,901.9 16.3
Overdraft 918.2 1,111 860.6 978.8 1,060.2 1,110.0 961.9 1,209.4 236
Lease financing 6.9 7.5 15 8.0 8.2 85 9.5 10.3 28.8
Total 3,094.8 3,434.8 3,215.2 3,482.8 3,594.5 3,783.6 3,757.4 4,121.6 18.3

Source: Palestine Monetary Authority — The consolidated balance sheet of banks.

Table 7 below illustrates credit facilities by economic activity, which
shows that the consumer finance overtook the real estate and
construction sector from last quarter, making up the largest share
of direct credit facilities at 28.0%, while the latter stood at 21.1%.
Internal and external trade dropped by 2.8 percentage pointstoreach
20.8%. It is striking to note that the consumer financing portfolio

4 http://www.mas.ps/2012/sites/default/files/Monitor%203120%English_1.pdf

has maintained its spiking trend throughout the past two years; it
increased from the low 7.7% in Q1 2011 to reach the significantly
higher value of 28% by Q4 2012. On the other hand, decreasing
trends in loan origination continue to be seen in the mining and
industry sector which constituted 6.2% of credit facilities in Q4 2012,
a drop by 48% in Q1 2011.

5 Unlike macroeconomic indicators, the banking indicators do not clearly follow a cyclical pattern (see Table 6). therefore, our comparison is basically referenced to the previous

quarter.
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1.5 Production Sectors

Table 4 below shows the GDP share of the main industrial sub-sectors: mining and
quarrying, manufacturing, electricity, and water. It is clear that the manufacturing
sector is the main contributor with a 9.7% share of GDP, followed by electricity, mining
and quarrying, and water. When looking at the growth rate of the manufacturing sector

during Q4 2012, its share grew by 5.3% relative to the corresponding quarter of 2011.
Regarding the growth rate of the other industrial sub-sectors, Table 4 illustrates that
the share of the electricity sector declined by 13.3%, while the share of mining and
quarrying decreased by 0.3%, and the share of the water sector remained the same.

Table 4: GDP Share of the Productive Sectors, Q1 2011-Q4 2012

Mining and Quarrying 0.9 0.6 0.8 0.8 0.8 0.8 0.7 0.7 0.6 0.7 -0.3%
Manufacturing 10.1 10.5 9.4 9.4 9.9 9.4 9.6 9.8 9.9 9.7 5.3%
Electricity, gas, steam and air conditioning 1.4 1.4 1.4 1.5 1.4 1.5 1.4 1.5 13 1.4 -13.3%
gg;:rgs:rf]z';’t ;‘?}Z“;Sa(’t':na:ﬂvmesa"d waste 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0%
Mining, manufacturing, water and electricity 12,5 12.6 1.7 1.8 12.2 11.8 11.8 12.1 11.9 119 0.8%

1.6 Services Sector

It is important to note that, unlike in many service-based economies, the Palestinian
services sector is driven by traditional sectors, which are mainly composed of internal
trade services (whole sale and retail activities) and public services. Specifically, Table 5
below shows that about 65% of the services contribution is achievedby these sectors
by the end of Q4 2012. This share is similar to the corresponding quarter in 2011. The
picture is different with regards to modern and more dynamic sectors: finance and
insurance, information and communication, real estate activities, professional, scientific
and technical activities, and administrative and support service activities. Table 5 also

illustrates that these sectors together constitute 22% of the entire services sector, half
of which is contributed by the telecommunication services, a sector characterized by
a monopolistic structure. Nevertheless, the Q4 2012 GDP share of the modern sectors
declined by 17% relative to the previous corresponding quarter. Yet, while the service
share of GDP in Gaza (62%)3 is slightly greater than in the West Bank (56%) , differences
in public sector dominance of the services between the two regions is rather stark. In
Gaza, the service sector is basically driven by the public sector, amounting to 60%,
which is double the share of the public sector in the West Bank.

Table 5: Percent Contribution of the Services Sector to GDP, Q1 2011-Q4 2012

Wholesale and Retail Trade, Repair of Motor Vehicles and Motorcycles 13.7 13.8 14.6 14.3 14.1 14.4 14 13.9 13.7 14.0 -4.2%
Transportation and Storage 19 1.8 1.9 1.9 1.9 2 1.9 1.8 1.6 1.8 -15.8%
Financial and Insurance Activities 3.4 3.2 3.2 3.2 33 33 3.1 3.2 33 3.2 3.1%

Information and Communication 6.7 6.8 7.2 6.8 6.9 7 6.7 7.1 6.8 6.9 0.00%
Accommodation and Food Service Activities 0.6 0.6 0.6 0.8 0.7 0.6 0.7 0.7 0.7 0.7 -12.5%
Real Estate Activities 4 36 37 35 37 43 3.6 4 4.6 4.1 31.4%
Professional, Scientific and Technical Activities 1.1 1.1 1 1 1.1 1.1 1 0.9 13 1.1 30%

Administrative and Support Service Activities 0.5 0.5 0.5 0.5 0.5 0.6 0.5 0.7 0.5 0.6 0.00%
Education 7.3 73 15 14 14 8 7.8 7.1 8.4 7.8 13.5%
Human Health and Social Work Activities 34 34 33 34 34 37 35 33 4.0 3.6 17.6%
Arts, Entertainment and Recreation 0.6 0.6 0.5 0.5 0.6 0.6 0.5 0.6 0.5 0.5 0.00%
Other Service Activities 1.6 1.5 1.5 1.5 1.5 1.7 15 1.6 1.6 1.6 6.7%

Public Administration and Defense 13.2 12.5 12.6 1.9 12.6 12.1 11.6 12.2 11.6 11.9 -2.5%
Total Service Share 58 56.7 58.1 56.7 57.4 59.4 56.4 57.1 58.6 57.8 3.4%

Real GDP 1527.2 | 1629.1 | 1618.6 | 1646.5 | 6419.4 | 1601.7 | 1754.5 | 1707.9 | 1733.2 | 6797.3 5.3%

Source: MAS Economic and Social Monitor 32

3 The 2012 share of service is in Gaza is lower than in previous years, mainly in 2010. this can be attributed to increase in construction share of GDP.
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Table 2: Expenditure on GDP in the oPt in Million USD, Q1 2011-Q4 2012 (Constant Prices, Base Year2004)

Q42012-/Q42011/ growth

B T T T =l T N N

Final consumption expenditure 1,999.0 1,892.1 1,944.9 1,913.5 7,749.5 2,125.50 2,213.6 2,223.0 2162.0 8724.1 13%
Household final consumption expenditure 1,486.2 1,381.3 1,453.2 1,392.3 5,713.0 1,602.50 1,602.6 1,679.7 1552.0 6436.8 11.5%
f:"]’:mfi:;a:x‘::r‘:gi'tfl‘l’:epmﬁt oganizationfinal | o160 | st08 | 49170 | 22 | 20365 | 52300 | 61100 | 5433 610 | 2873 17%
Investment (Gross capital formation) 264.1 309.5 254 239.2 1,066.8 232 2974 264.9 279.7 1074.0 16.9%
Buildings 2325 307.4 255.4 255.5 1,050.8 237.6 325.1 282 276.1 1120.8 8.1%
Non-buildings 69.8 59.4 54.1 53 236.3 55.1 61 59.6 56.5 2322 6.6%
Changes in inventories -38.2 -573 -55.5 -69.3 -220.3 -60.7 -88.7 -76.7 -52.9 -279.0 23.7%
Net exports of commodities and services -735.9 -572.5 -580.3 -506.2 -2,394.9 -755.8 -756.5 -780 -708.5 -3000.8 -40%
GDP 1,527.2 | 1,629.1 | 1,618.6 | 1,646.5 | 6,421.4 | 1,601.7 | 1,754.5 | 1,707.9 | 1733.2 6797.3 5.3%

Source: MAS Economic and Social Monitor 32
*

1.3 Investments: Domestic Investment, Foreign Direct
Investment (FDI)

Investment (Gross Capital Formation): During Q4 2012, investments increased
by a significant 16.9% relative to the corresponding quarter of 2011, amounting
to 279.7 million USD. Yet the decomposition of investment into building (non-
productive) and non-building (productive) components reveals that the former
is dominating with a share of 83.0% during the same period. Nevertheless, the
low level of the Palestinian productive investment is structural which explains
the low productive base of the Palestinian economy.

1.4 Economic Activities

Real GDP by Economic Activity: This section shows changes in Palestinian real
GDP by type of economic activity. Hence, the importance of this section hinges
on explaining the structure of the Palestinian economy. Table 3 below illustrates
the different sectors of the Palestinian economy and their share in GDP by

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

quarter starting from Q1 2011. To a great extent, the Palestinian economy is
service-based with a share of 58.6% of total real GDP as recorded in Q4 2012.
The data also show that the share of the services sector is relatively stable even
when comparing with previous quarters, though its Q4 2012 share increased by
1.9 percentage points relative to the corresponding quarter in 2011.

Regarding the contribution of the other sectors, the industrial sector
generally follows a downward trend. Yet although its share of real GDP
declined by 0.2 percentage points compared with the previous quarter, its
share rose by 0.5 percentage points relative to the corresponding quarter
of 2011. The importance of the agriculture and fishing sector to real GDP
has also been decreasing over time, marking a 1.4 percentage points rise
compared with the previous quarter due to seasonal variability and a 1.6
percentage points decline when compared with the corresponding quarter
of 2011. As for the construction sector, it clearly follows a seasonal trend. Still,
its GDP share in Q4 2012 decreased by 1.0 percentage point in comparison
with the corresponding quarter of 2011.

Table 3: Percent Contribution of the Economic Sectors to GDP, Q1 2011-Q4 2012 (Constant Prices, Base Year 2004)

Economic Activity

N R RS N N R RS
6 5.8 47 73 6 44 5.1 43 5.7 49

2012

Q42012-/Q42011/ growth

Agriculture and fishing -21.9%
Mining, manufacturing, water and electricity 12.5 12.6 1.7 1.4 121 11.8 11.8 121 11.9 11.9 4.4%
Construction 12.7 14.6 14.4 14.1 14 12.9 15.6 14.5 13.1 14.1 -7.1%
Services 58 56.7 58.1 56.7 57.4 59.4 56.4 57.1 58.6 57.8 3.4%
GDP 1,527.2 1,629.1 1,618.6 1,646.5 6421.4 1,601.7 1,754.5 1,707.9 1733.2 6797.3 5.3%

Source: MAS Economic and Social Monitor 32
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1. Macroeconomic Performance

This section discusses the quarterly changes in the economic
activities in the occupied Palestinian territory (oPt). The analysis is
limited to the changes in gross domestic product (GDP) because as
the discussion on employment activities has been covered in the
previous briefing, which can be accessed online at Al-Ayyam website
at http://www.al-ayyam.com/appendixes.aspx. On the one hand,
the briefing compares the most recent GDP data (Q4 2012) with the
previous quarter (Q3 2012) in order to show the quarterly changes.
On the other hand, the briefing also compares Q4 2012 data with
the corresponding quarter of the previous year (Q4 2011) in order to
separate seasonal and cyclical trends in the GDP and demonstrate
the yearly changes between 2011 and 2012.

1.1 GDP, GDP per Capita, Investment, GDP Structure

GDP: Real GDP' in the oPt amounted to 1,733.2 million USD in Q4 2012
(Table 1). This represents a 5.3% increase relative to the corresponding
quarter of 2011 (Q4 2011) and a 1.5% increase compared with the
previous quarter (Q3 2012). When comparing the GDP level between
the West Bank and Gaza, the former remains the main contributor.

The West Bank is also leading with a 5.9% growth as opposed to the
corresponding quarter, while Gaza sustained a 3.5% increase. Also,
when comparing with the previous quarter, the West Bank witnessed
a 3.7% GDP growth, while Gaza experienced a decline in GDP of 4.7%.
In addition, the Palestinian Central Bureau of Statistics’ publication of
estimates of the national accounts for Q4 2012 allows us to compare
the performance of the Palestinian economy in 2012 with that ofthe
previous year. The Palestinian economy grew by 5.8% of which 5.5%
was for the West Bank and 6.6% for Gaza.

GDP per Capita: The rising population growth in the oPt continues to
reduce the real rate of GDP growth. Table 1 shows that real per capita GDP
inthe oPt grew by 2.1% compared with the corresponding quarter of 2011,
and by 0.7% relative to the previous quarter. In the West Bank, per capita
GDP grew by 3.1%. Nonetheless, the population growth in Gaza seems to
add an extra pressure on its weak economic performance. In fact, Gazass
GDP per capita decreased by 0.1% relative to the corresponding quarter of
2011 and by 5% relative to the previous quarter. This basically reflects the
economic hardships for Gaza>s economy after years of distortions caused
by the Israeli strict blockade and the political turmoil that intensified on
the eve of Hamas>s military control of Gaza in 2007.

Table 1: Palestinian Real GDP in Million USD, Q1 2011-Q4 2012 (Constant Prices, Base Year 2004)

GDP (million USD) 1,527.2 1,629.1 1,618.6 1,646.5 6,421.40 1,601.7 1,754.5 1,707.9 1733.2 6797.3 5.3%
West Bank 1,133.6 1,205.3 1,195.2 1,230.6 4,764.7 1,187.8 1,283.8 1,256.1 1302.8 5030.5 5.9%
Gaza 393.6 4238 4234 4159 1,656.7 4139 470.7 451.8 4304 1,766.8 3.5%
GDP per capita (USD) 3933 416.5 410.7 4147 1,635.2 400.2 435.3 4205 4235 1679.5 2.1%
West Bank 489.8 517.3 509.6 520.9 2,037.6 499.4 536.1 521.0 536.8 2093.3 3.1%
Gaza 250.9 267.9 265.4 258.6 1,042.8 255.0 281.5 273.6 258.4 1074.5 -0.1%

Source: MAS Economic and Social Monitor 32

1.2 Selected Expenditure Components of GDP, Private
Consumption, Public Consumption

Table 2 below shows changes to the expenditure component of real
GDP. Typically, GDP can be decomposed into several expenditure items
in the following manner: GDP = Household Consumption + Government
Consumption + Investment + Net Exports (Exports - Imports). Household
and government consumptionin Q4 2012 amounted to 2,162.0 million USD.
This reflects a 13.0% increase compared with the corresponding quarter of
2011. However, on average, government consumption amounted to one
third of total consumption for the 2011-2012 period. In addition, despite

the ongoing financial troubles of the Palestinian Authority (PA), government
consumption rose by 20.1% when compared with the corresponding
quarter of 2011.

Interestingly, the total value of consumption exceeded that of GDP by
a significant amount of 24.7% by the end of Q4 2012. Moreover, the
gap between consumption and GDP has risen even when comparing
the corresponding quarters of 2011 and 2012. Markedly, the trade
deficit at the end of 2012 rose by 25% relative to the previous year.
Such a difference, as illustrated in Table 2, reflects a chronic and rising
trade deficit which is mainly financed by international aid and customs
revenues?.

1 Real GDP is evaluated based on constant prices of 2004 to remove the effects of price fluctuations.

2 Customs revenue amounts, on average, to two-thirds of the PA’s total revenue (PCBS).

The author’s views expressed in this publication do not necessarily reflect the views of
the United states Agency for International Development or the United States Government.
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