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	8. Economy


( General Background & Overview

Israeli policies since 1967 have been designed to prevent Palestinian economic development, to create complete Pal​estinian dependence on Israel, and to maintain a pool of cheap labor for the Israeli economy. With the establishment of the PA in 1994, numerous economic and development projects were initiated, but the WBGS are still totally de​pendent on support from outside. Palestinian economy is dominated by services, while industry remains underdevel​oped and at a low level, and the agricultural sector from the lack or restrictive access to natural resources. 

In 2000, prior to the Al-Aqsa Intifada, the employment trends and the prospect for GDP growth were positive, despite the high population growth rates. Since then, however, all economic indicators were negatively affected. The World Bank estimates that the per capita GDP declined by 24% between 1999 and 2001, and the GNP by 29%; a further decline of 20-25% is expected for 2002 compared to 2001 (World Bank, West Bank and Gaza Update, Aug. 2002). 

The World Bank estimated the physical damages since the beginning of the Intifada stood at US$650 million, incl. US$350 million resulting from Israel’s March 2002 invasion. This amount does not include some US$1.2 billion in lost economic investment opportunities.

Summary of Losses in Palestinian Economy, Sept. 2000 – April. 2002

	Nature of Losses
	Million Dollars

	Losses of Production Sectors
	4,625

	Disruption in foreign transactions (workers’ revenues inside WBGS, grants and foreign aid)
	2,193

	Destruction of National Assets (industrial / agricultural assets, infrastructure, transportation)
	545

	Lost Investment
	260

	Additional Burdens (on infrastructure, health, education, social services)
	251

	PA Revenues held by Israel
	395

	Total 1
	8,269


1 excl. US$80 million in aid given to families of martyrs and injured people annually    (Source: PECDAR, People Under Siege, April 2002)

General Features

Real GDP Growth 2001
- 12%
(pre-Intifada estimates: 5%)


Real GNP Growth
2001
- 15%
(pre-Intifada estimates: 6%)


Average inflation (2001)
  1.2% 
(1999: 5.6%; 2000: 2.8)

Poverty Rate1  
 
50.8%      
(Sept. 2002 estimate; pre-Intifada  2000: 21.1%)
 

Poverty Rate2  
 
70%      
(July 2002 estimate)
 

1 PCBS poverty line: NIS 1,642 a month; two adults, four children;                2 World Bank poverty line: US$2 per person/day
(Sources: PMA, Monthly Statistical Bulletin, Sept. 2002; PCBS, Labor Force Survey Report, July-Sept. 2002; (World Bank, West Bank and Gaza Update, Aug. 2002).

Real GDP/GNP Development, 1994-2001
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(Sources: Palestinian Monetary Authority, Monthly Statistical Bulletin, Sept. 2002; UNSCO Report of the Palestinian Economy, Spring 2001’ previous reports; World Bank, West Bank and Gaza Update, Aug. 2002)
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2.8% 
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(Source: PMA, Monthly Statistical Bulletin, Sept. 2002)

(Closure
The general closure and separation policy imposed by Israel in March 1993 has never been lifted and still remains in effect. In violation of international law (e.g., Art. 33, 4th Geneva Convention, Art. 12, International Cove​nant on Civil and Politi​cal Rights), the closure is used as collective punishment against the Palestinian peo​ple, pre​venting WBGS residents from entering Jerusalem or Israel unless they hold an Israeli-issued permit. 

· In 2000, the border between Israel and the WBGS was effectively closed 75 days (72 days of which in the last three months after the eruption of the Intifada), and in 2001 210 days. (World Bank, West Bank and Gaza Update, Aug. 2002)
· The ‘safe passage’ allowing Palestinians to travel between the West Bank and Gaza has been completely closed since 6 Oct. 2000, the Gaza International Airport since Feb. 2001. 

· There are some 120 Israeli checkpoints in the WBGS, dividing the West Bank into 300 separate clusters and the Gaza Strip into 3 separate areas. (Palestine Monitor, Intifada Fact Sheet, Nov. 2002).
(Consumer Price Index
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	8.1   Agriculture


· Agriculture contributes around 7% of the Palestinian GDP at an estimation of US$352 million (PECDAR, People Under Siege, April 2002). The sector is dominated by small, family-based farms, and 90.1% of the total cultivated area is located in the WB.
· The number of Palestinians employed in agriculture fluctuates significantly according to the time of year, as most are seasonal employees. Broadly speaking, though 19-22% of the Palestinian labor force is engaged in agriculture - ¾ of this number being female (Paldis, Nov. 2001).
· The sector generates approx. 25% of all Palestinian exports; major export goods are fruits, olives and olive oil, vegetables and cut flowers. The sector suffers from the lack of access to markets (Israeli export companies still con​trol the quantity and the quality of Palestinian agricultural commodities), and restricted water resources.
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Of the total WBGS area, 25.2% is agricultural land, of which 10.7% are irrigated. Of the West Bank total area, some 24.5% is cultivated (4.9% irrigated), and of the total area in Gaza 34.7% (74.2% irrigated) (PCBS, Land Use Statistics, 2000).
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Total cultivated area (fruit trees, vegetables and field crops) amounted to 1,836,174 dunums (1,659,827 in the West Bank, 176,347 in Gaza). Of these, a total of 1,597,330 dunums was rain-fed, the remainder irrigated. (PCBS).
· Lifestock production is concentrated in the West Bank (mainly in the Hebron and Nablus areas) and includes sheep, goats, cattle, poultry, and bees.

· As of April 2002, the sector has suffered at least a 70% decline due to the siege and total losses were estimated to have reached US$ 392 mil​lion, incl. the destruction of crops and agricul​tural lands through bulldozing, burning, and trees uprooting, preventing work on cultivated land, settlers attacks on farmers working in their fields, damaging green houses, irrigation networks and agricul​tural equipment, death of livestock due to shelling or lack of food, export bans of agricultural products (PECDAR, People Under Siege, April 2002).
	8.2 Industry & Private Sector


· The industrial sector contributes ca. 17% of the GDP (US$855 million) but still suffers from Israeli practices that pro​hibit any Palestinian expansion, by, for instance, banning import of raw materials and restricting exports. (PECDAR, People Under Siege, Sept. 2001.) 
· The industry and private sectors remain constrained by the general Israeli closure, which prevents the access to supplies, capital and labor markets as well as the transfer of Palestinian products and services. Together with the lack of independent sea and airports, this has negative effects on operating costs and discourages potential new investment. As a result, the Palestinian private sector is still characterized by a high sole proprietorship ratio (39.70%) and large unpaid family participation, with a clear dominance of family-owned/operated businesses: nearly 75% of Palestinian firms are individually or family owned (34.14%), PalTrade, Private Sector Needs Assessment - Industrial Sector Survey, Sept. 2002).
· As a result of the Israeli closure policy, the Palestinian industrial production rate has dropped by at least 65% and suffered a loss of US$891 million. In addition, losses in machinery, equipment, products and raw materials caused an estimated destruction over the first 19 months of the Intifada of US$ 25 million (PECDAR, People Under Siege, April 2002).
· Construction - the main com​po​nent of private sector invest​ment - has seen a sharp decrease due to the uncer​tain situation, income shortfall and movement restrictions. Since the Intifada began, the sector has suffered losses in the amount of US$524 million. (PECDAR, People Under Siege: Palestinian Economic Losses, April 2002).
· PCBS figures for 2000 suggest that there were 14,509 industrial establishments engaging some 76,918 people and some 14,144 establishments in the services sector with a work force of 49,566. 

Establishments by Sector
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(Source: PCBS, 2002)

	8.3  Labor & Employment


( Labor Market – General Development
· The working age population (15+ years) reached 1.867,000 (53.6% of the total population) by Sept. 2002, of which – by ILO standards - the number of labor force participants stood at 688,000 (36.8%). (PCBS, Labor Force Survey Report Series, July-Sept. 2002).
· Since the outbreak of the Intifada, however, unemployment – by ILO standards - jumped to 41.5% (WB: 32.4%; GS: 64.3). (PCBS, Labor Force Survey Report Series, July-Sept. 2002).
· As of Sept. 2002, 88.5% of WBGS workers were working in the Palestinian territories (86.3% of West Bankers; 98.7% of Gazans), while 6.4% were employed in Israel, incl. settlements (6.9% of West Bankers; 1.3% of Gazans), (PCBS, Labor Force Survey, July-Sept. 2002).
Palestinian Labor Force – Various Features
	by employment status (%)
	2002 (July-Sept.)
  WB           GS        Total
	1997-99

Average
	2000 Average
	2001

(July-Sept.)

	Labor force participation rate

Full employment

Underemployment

Unemployment
	40.2


	30.4


	36.8


	42.85

77.7

6.7

15.5
	41.5

80.9

5.0

14.1
	38.3

70.5

4.2

25.3

	by labor status (%):
	

	Employers

Self-employed 

Waged employees 

Unpaid family members 
	4.2

25.0

61.4

9.4
	3.1

23.3

68.8

4.8
	4.0

24.7

62.7

8.6
	5.5

20.4

65.4

8.7
	4.6

19.6

66.1

9.7
	4.3

24.4

62.3

9.0

	by economic activity (%):
	

	Agriculture, forestry, hunting, fishing 

Mining, quarrying, manufacturing 

Construction

Commerce, hotels, restaurants

Transportation, storage, communication

Services and other branches
	13.4

12.9

10.4

22.0

5.6

35.7
	9.4

8.5

3.5

17.8

4.7

56.1
	11.8

12.6

12.9

21.0

5.1

36.6
	12.8

15.8

21.2

17.8

4.7

27.7
	13.7

14.3

19.7

17.5

4.9

29.9
	11.4

13.3

15.1

19.0

5.8

35.4


	Working time and wages 
	WB
	GS
	Israel
	WBGS average

1997-99           2000            2001

	Average weekly working hours
	40.1
	43
	45.5
	44.3
	43.1
	43.3

	Average monthly working days 
	22.3
	24.6
	21.4
	22.6
	23.2
	24.4

	Average daily wage – NIS
	70.4
	57.8
	121.5
	
	
	


(Source: PCBS, Labor Force Survey Report, July-Sept. 2002.)

( WBGS Laborers in Israel 
Prior to the Intifada, some 23% of the em​ployed Palestinian labor force worked in Israel. 

Before the Intifada, it was estimated that an addi​tional 60,000-90,000 Palestinians worked in Israel without a permit, bringing the total number of Palestinians workers in the Israeli labor market to over 110-140,000. Remittances of workers in Israel were US$1,092 million annually. (PECDAR, People Under Siege, Sept. 2001.)
In 2002, 42.5% of those working in Israel, incl. settlements, worked in construction (PCBS, Labor Force Survey, July-Sept. 2002).
(Labor Force Dis​tribution by Sector
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(Source: 

PCBS Labor Force Surveys, 

April-June 2002.)
( Women in the Labor Force

· The female working labor force participation rate in 2002 stood at 11.5% in the WB and 3.5% in the GS. (PCBS, Labor Force Survey Report, July-Sept. 2002.)
· Women are mainly working in the service sector (especially education) and in agriculture and manufacturing; they constitute over 22% of the employees in the NGO sector. Female employees are generally better educated than their male counterparts, especially in Gaza. (PCBS, Labor Force Survey Report Series, no. 17, April-June 2000; MOL, Feature of the Palestinian Labor Markets, 1997.)
( Child Labor

· The main reason for child labor is lack of financial resources, i.e., the need to assist in meeting the basic house​holds needs. In 2001, 3.5% of all children in the age group 10-17 years (22,525) were classified inside the labor force; of these, 65.7% were employed while 34.3% were searching for work. (PCBS, Child Statistics Series, no. 5, 2002).
· Of the children in the age group 10-14 years, 1.1% was working in the West Bank, and 0.1% in Gaza. PCBS, Labor Force Survey Report, July-Sept. 2002.)
· 62.8% of employed children worked for over 6 hours a day in 1999 and 2000. (PCBS, Child Statistics Series, no. 5, 2002).
	8.4   Tourism


· Before the current Intifada, tourism contributed 11% of the GDP (PECDAR, People Under Siege, April 2002) and the sector was considered a potential growth area due to substantial expertise and numerous tourist sites (the Min. of Tourism and Antiquities identified over 1,000 historical and archaeological sites in the WBGS), but Israeli regulatory restrictions (since 1967) and the closure policy (since 1993), have crippled the tourism industry. 

· Since the Intifada began, tourism ac​tivities have come to a near complete halt and many hotels were forced to close. Losses are estimated at US$791 million, not incl. losses due to the closed airport (PECDAR, People Under Siege, April 2002).
( Hotels and Related Features 

	
	Area
	Hotels
	Rooms
	Beds
	Guests
	Room           Bed

Occupancy
	Workers engaged

Admin.  Operation  Total

	End of 1999
	WBGS 
	92
	3,752
	8,102
	316,8711
	35.5%
	30.3%
	  403         1,234      1,637 

	qs of June

2002

	WB all
 - North

  - Middle

  - South
	35

8

18

9
	130

662

  621
	289

1,383

1,397
	2,053

4,454

1,311
	38.3

9.8

1.4
	33.2%

6.3%

1%
	

	
	J’lem
	21
	887
	2,240
	12,321
	18%
	11.1%
	

	
	Gaza
	16
	553
	1,005
	3,218
	5%
	3.7%
	

	
	Total
	72
	2,853
	6,314
	23,357
	10.4%
	7.3%
	  294          957        1,2512


1 Average length of stay in hotels = 3 days
       3 of which 146 are female
           (Source: PCBS, Tourism Statistics, 2002.)

( Visitors to Palestine 

Visitors to Palestine, 1996-2002
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The majority of visitors came for religious reasons (pilgrims), followed by 

holidays and business/professional reasons.

Nationality (Jan.-June 2002):


Palestinian (from abroad)
8,977
EU
5,530

Arab


  449
Other


Israeli

              
  956
  European 1,575 

US/Canada
               
2,754
Asia
2,132

South/Central America 
  179
Africa
   362

Australia/New Zealand
  443
Total: 
 23,357


(Source: PCBS, Tourism Statistics, 2002.)  

	8.5   Trade


Exports & Imports (Goods & Services) in US$million
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The PA has entered into a preferential access agreement with the EU, signed a preferential treatment and duty-free ac​cess agreement with the US, and is classified by the Arab League within the list of Arab Least Devel​oped Countries, granting it preferential treatment, but trade developments are still disappointing. The sector suffers from the Is​raeli control over the movement of goods and services (incl. Gaza airport) and the domi​nance of arrangements between Israeli firms and Palestin​ian subcon​tractors. Adding to this is a weak export capacity due to an underde​veloped industrial base, a lack of natural re​sources, relatively high wage levels and the Is​raeli closure policy.
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Before the Intifada, trade constituted 13.6% of the Palestinian GDP at a value of US$684 million annually. Total losses are estimated at US$661 million and market activities have dropped by at least 44% (PECDAR, Peo​ple Under Siege, April 2002).
· Transactions among Palestinian companies between the West Bank and Gaza have dropped by 83.6% comparing the first quarter of 2001 with the period before the closure, while transactions within the West Bank have dropped by 66.44% and within Gaza by 82.6%% (PECDAR, Peo​ple Under Siege, April 2002).
· Besides food and live animals, main trade items of the Pales​tinian economy are manufactured goods (exports), as well as manufactured investment goods and raw materials (imports).

( Trade Flows 

With the beginning of the Intifada, the total trade value dropped due to Israeli closure policies and other restrictions as well as the lack of financial means for many households. Israel remains the main export market (about 96% of all exports) and trade partner for Palestinian (In 1998, imports from and via Israel represented 75% of all Palestinian imports). By March 2002, imports had declined to about 50-55% of their pre-Intifada levels (Sept. 2000), while exports were 30-35% lower. (World Bank, West Bank and Gaza Update, Aug. 2002). 
Other main trade partners (1-2.4% of the trade transactions) are Jordan, Italy, Turkey, Spain, Germany, China, the US, Egypt and the UK. 

	8.6   Taxation


The Gaza-Jericho Accord (May 1994) transferred the authority to organize all tax-related issues to the PA, the details of which were outlined in the Early Empowerment Agreement of 29 Aug. 1994. Taxa​tion is the PA’s main source of income; during the current crisis, Israel’s refusal to handover taxes collected on behalf of the PA and prob​lems/inefficiency in collecting taxes domestically have reduced the PA’s fiscal revenues considerably.
All goods and services as well as imported goods to Palestine are subject to value added tax (VAT) at a rate of 17%, which can be re​claimed in certain cases, e.g., raw materials used in products designated for export. 

Import fees are equal to the Israeli custom tariff imposed on various goods as stipulated in the PLO-Israel Economic Protocol. The PA receives tax transfers from Israel for VAT adjustments, import, fuel, income and health taxes. These funds constitute 62% of the PA’s budget and are estimated at a value of US$650 million. (PECDAR, People Under Siege: Palestinian Economic Losses, April 2002).

	8.7   Finances


( Budget and Fiscal Accounts

	(million US$)
	1994
	1996
	1998
	1999
	2000
	2001 (estimates)

	Public Revenues:
	399.8
	927.9
	1,083.8
	1,136.2
	1,364
	1,308

	Domestic Revenues

Donations and Grants
	267.9

131.9
	684.2

243.7
	753.7

330.1
	901.2

235.0
	964

400
	581

727

	Public Expenditures:
	382.8
	927.9
	1,193.5
	1,194.4
	1,364
	1,679

	Recurrent Expenditures

Capital Expenditures
	297.3

85.5
	709.6

218.3
	818.8

374.7
	927.0

267.4
	940

424
	1,091

588

	
	
	
	
	
	
	

	Budget deficit
	
	
	- 109.8
	- 58.2
	
	-371


       (Sources: Palestinian Monetary Authority, Statistical Bulletin, Sept. 2002.)

Israeli authorities are holding the PA revenues at a rate of US$20-30 million a month. These revenues (mainly VAT and fees) are collected by Israel on behalf of the PA from airports and border entries. Before the siege, the PA used to collect around NIS 230 million (US$57 million) a month in revenues. From Sept. 2000-April 2002, PA revenues held by Israel were recorded to be US$395 million. (PECDAR, People Under Siege: Palestinian Economic Losses, April 2002).
Central govt. revenue fell from a monthly average of US$83 million in 1999 to US$23 million in the first quarter of 2002. (World Bank, West Bank and Gaza Update, Aug. 2002).
The PA received US$735 million in emergency budget support between Nov. 2000 and late March 2002, which still left an average monthly budget deficit of US$23 million. (World Bank, West Bank and Gaza Update, Aug. 2002).
By late March 2002, the PA had accumulated at least US$490 million in debts; at the same time, Israel had withheld clearance revenues in the amount of US$590 million. (World Bank, West Bank and Gaza Update, Aug. 2002).
Public management contributes 10% of the Palestinian GDP, mainly through managing the PA operations and institutions. Due to the Israeli closure development projects have been interrupted and the institutional building process has been disrupted by at least 50%. Total losses are estimated at US$410 million. (PECDAR, People Under Siege: Palestinian Economic Losses, April 2002).

( Banking Sector

Before 1967, there were 32 banks in the WB and 6 in the GS; the period from 1967-1980 was characterized by the total absence of a banking system; only in 1981 did a Bank of Palestine branch open in Gaza. During 1986-1989, 10 further branches of the Bank of Palestine and the Cairo-Amman Bank opened in the WBGS, but the real boom started in 1993 following the signing of the DoP: as of Aug. 2002, there were 23 banks with a total of 128 branches (10 Palestinian banks with 58 branches, 2 foreign banks with 3 branches and 11 Arab banks with 67 branches) in the WBGS. The combined bank deposits had reached US$3,444.47 million by May 2001. (PMA, Statistical Bulletin, Aug. 2002).

Retreat in financial transactions due to the Israeli siege has led to losses of the Palestinian financial market of some US$38 million and 55% of its activities (Pecdar, People Under Siege, Sept. 2001).

Bank - Assets and Liabilities (as of Sept. 2002)
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Bank Deposits (in US$ million)


	
	1996
	1997
	1998
	1999
	2000
	2001 
	2002 (Sept.)

	Public Sector
	206.24
	251.27
	174.51
	217.01
	195.93
	188.80
	191.88

	Private Sector
	1,505.60
	1,838.87
	2,240.20
	2,658.12
	3,310.96
	3,210.01
	3,238,79


(Source: PMA, Monthly Statistical Bulletin, Sept. 2002)

Financial intermediation constitutes around 3% of the Palestinian GDP, banking activities have tremendously dropped since the beginning of the Intifada, as have insurance policies and financial transactions. Total losses are estimated at US$67 million. Lost investment opportunities are estimated to be around US$400 million. (PECDAR, People Under Siege: Palestinian Economic Losses, April 2002).
Credit Facilities, Distribution by Sectors 


By Sept. 2002, the total credit extended by

banks operating in the WBGS amounted to

US$ 1,999,53 million.

(2001= 1.219,99

 2000= 1,346.24

 1999= 1,005.47

 1998= 833.10

 1997= 612.87

 1996= 423.86)

(Source: Palestinian Monetary Authority, 
Monthly Statistical Bulletin, Sept. 2002.)

( Donor Assistance
By 2002, cumulative commitments of donor countries since 1993 amounted to US$6,089,145, some 68% of which had been disbursed (US$4,113562). In 2002 alone, US$358,467 was committed, of which US$215,776 was actually disbursed (MOPIC, Monitoring Report of Donor Assistance, 2002). 

To date, Palestinians have received less than 60% of the assistance pledged by the donors.
(Source for this page: MOPIC, Report on Donor Assistance, 2002.)

Yearly Performance, 

1994-Nov. 2001
Disbursement by Sector, 1994-2002 (in US$ million):

Recommended Research Sources on Economy:

http://www.arts.mcgill.ca/mepp/unsco/unfront.html  (UNSCO Reports)
http://www.palecon.org/  (Palestine Economic Forum)

http://www.pecdar.org/  (PECDAR’s homepage) 


http://www.pma-palestine.org/ (Pal. Monetary Authority)

http://www.pcbs.org/ (Statistical Bureau)


http://www.mol.gov.ps (Palestinian Ministry of Labor)

Long Term Policy Options for the Palestinian Economy. World Bank Report, July 2002.

Palestinian Monetary Authority. Monthly Statistical Bulletin (various issues).

West Bank and Gaza Update - A Quarterly Publication of the World Bank WBGS Resident Mission.
      Cultivated Area (dunums), WBGS, 1999-2000 





(Source: PCBS, 


various years.)




















Total Donor Pledges, Commitments,


Disbursements 1994-2002 (US$ million)








Main            Total Disburse-


Donors        ments to date:


		       (in US$ 1000)





USA		812,164


EU		550,801


Japan		438,390


Norway		262,540


World Bank	220,034


Germany		189,740


Saudi Arabia	167,656


Spain		159,889


Sweden		146,253


Netherlands	145,278


Italy		135,080








	               Assets		 	                Liabilities








CPI – Yearly Average, 1995-2002








 (Source: PMA, Statistical Bulletin, Sept. 2002.)
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