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PROSPECTSFOR AND PROBLEMS OF THE PALESTINIAN
ECONOMY IN THE WEST BANK AND GAZA STRIP

Nabil Md. Dabout

The state of affairs in the Palestinian Territoringhe West Bank and Gaza Strip, and
its effects upon the economic development in these teéestdras been a source of
considerable concern, especially following the IsraaleBtinian Accord of September
1993. It seems significant, at this time, to shed lightnd to explore the potential for
development of the Palestinian economy in these territoiefight of the already
deteriorating economic and social situations in thes@#aees, and considering the
restrictive measures against the smooth operation ¢falestinian economy due to the
Israeli occupation, which further complicated and aggravdtedsituation, this study
will examine the existing economic and social situationhim Palestinian economy,
investigate the potential for its development and propdisenative options, strategies
and policies for its revival and growth.

1. INTRODUCTION

By the year 1993, the situation in the Occupiecstalian Territories (OPTS)
entered a new phase with the Oslo Accords on Rakestself-rule on the
West Bank and Gaza Strip, and the signature ofdtzeli-Palestinian Peace
Agreement- the Declaration of Principles (DOP) iep&mber 1993. In
accordance with the (DOP), the Palestinians asswoitol of the Gaza Strip
and the Jericho Area of the West Bank on 17 Mayt188@d under the terms
of the Israeli-Palestinian Interim Agreement, invidmber and December
1995, Israeli armed forces withdrew from the WeahBtowns. In all of these
territories, the Palestinian Jurisdiction is nowine exercised by the
Palestinian National Authority (PNA) through theldxinian Legislative
Council elected in January 1996. It has been agifesdhe PNA will manage
the civil and economic affairs in the Palestiniatf sule areas of the West
Bank and Gaza Strip, and that the Israeli occupatiil be maintained in the
Jewish settlements in these areas, military iredtalhs and East Jerusalem
until the conclusion of the final phase of the Agreent’s talks which has been
scheduled for May 1999 to define the final statithe Palestinian question.
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Realising the intricate relation between the ecdnatavelopment and the
political situation, this paper attempts to workhin the context defined by
the political reality of the OPTs in the West Baarid Gaza Strip, and to focus
on issues relating purely to the economic developm@ocess in these
territories. The paper attempts to arrive at aebpetinderstanding of the
economic development processes taking place irettessitories. It aims at
presenting an assessment of the economic develdapprerequisites and
needs for sustainable development in the futurethi®end, the paper, first,
reviews the economic situation in these territoaes its evolution over the
past 30 years, that is since the start of the lisomeupation in 1967, and
assesses the environment in which the economiethasfe territories are
operating. Then, the paper examines several staigbolicy reforms for the
future affecting the structure of economic develeptrin these territories.

The economy of the OPTs is mainly service-orientgth agriculture
accounting for about 30% of GDP, industry about 8&&struction about 12%
and services accounting for the remaining 50%. dBeivsector activity
dominates the economy of the OPTSs, accountingfoua85% of GDP. The
main feature of the OPTs economy is its heavy dégece on the lIsraeli
economy. Until the recent border closures withdktgy the Israeli authorities,
more than one third of the OPTSs labour force wasking in Israel (mostly on
a daily compensation basis). The earnings of theskaian workers in Israel
accounted for more than one quarter of the OPTs.GMPeover, almost 90%
of the OPTs trade is also with Israel. Remittaricesn Palestinians working
abroad, other than those in Israel, have been anotiportant component of
the OPTSs disposable income.

Despite the contradictions in the data on the tiatatl area of the OPTs
among the different statistical sources, the UNdsisnated it at 6257 sq km,
of which the West Bank covers an area of 5879 sqkthGaza Strip covers
378 sq km. By 1993, land under Israeli occupatiomio| had reached 3070 sq
km or about 49% of the total area of the OPTs. @uhe total land area, an
estimated 2267 sq km was under cultivation in 186@ear before the Israeli
occupation. By 1993, this area has declined to ab665 sg km, or by 27% of
its level before the occupation. Much of this ifibuted to the occupation
authorities’ gradual expropriation of land area @mithging it under their
direct control.

The population of the OPTs has grown despite cantis migration over
the past 30 years of occupation (at a high annatd of at least 4%).
According to the only population census which hagrbconducted in the
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OPTs by the Israeli military administration in Sapber 1967, the Palestinian
population was recorded at 966,700. Out of thif, 8@ was in the West
Bank and 380,000 was in Gaza Strip. According ® Balestinian Central
Bureau of Statistics, the population of the OPT&ata31 December 1995 was
estimated at 2,267,000, of which, the populationthef West Bank including
East Jerusalem numbered 1,333,000 and that of &&pawas 934,000. Some
46% of the total Palestinian population in the ORESse under 15 years of
age. While almost 40% of the West Bank’s populatos refugees, over 65%
of Gaza Strip’s population are refugees living ighé overcrowded and
impoverished refugee camps. The population densit§aza Strip in 1995
was 2470 persons per sq km, the highest in thedveortl almost 10 times that
of the West Bank of 266 persons per sq km. In auuitt is estimated that
currently about 3.5 million Palestinians live odisithe OPTs. Some have
maintained residency rights in the OPTs and argyiimciple, free to return,
while the return of the majority of them will belgact to the results of the
negotiations between Israel and the PalestiniamsedVer, it is estimated that
there are about 135,000 Israeli settlers residingome 150 settlements that
have been built in the OPTs over the years of caiboip.

As many structural problems and strategic choidéscting the West
Bank and Gaza Strip are quite similar, much of dieeussion in this paper
treats the two territories together in order toidvepetition and unnecessary
detail. However, there are notable differences thast be kept in mind. In
addition to the differences in total land area pogulation densities and the
number of refugees in the two territories, theral# a notable difference in
the economic performance of the two territoriest &xample, the GNP per
capita in Gaza Strip amounted to $1310 in 1994,pzaoed with $2175 in the
West Bank; investment per capita in Gaza Strigess fthan half of that in the
West Bank; the physical infrastructure is much worsthe water
demand/supply balance is much more precarious raGaan in the West
Bank; and the dependence on the Israeli market éimployment is
significantly higher for Gaza than it is for the g¢&ank.

In addition to the present introductory sectiore traper comprises five
other sections. Section two provides a brief ev@unaof the patterns of
economic growth and development in the OPTs si®& Lintil the year 1993
by examining the actual trends and underlying deiteants of observed
economic performance, policies and relations irfed#int periods of time.
Section three examines the Israeli occupation eoénpolicies and restrictive
measures applied in the OPTs during the years ofigation and their
consequent adverse effects on the economic develupthere. Section four



4 Journal of Economic Cooperation Among Islamic Countries

sheds light on the post-peace period (the curréott®on) in the OPTSs.
Section five investigates the prospects for plathegPalestinian economy on
a path of sustained and independent economic dawelat through examining
the priorities of the macroeconomic and the stmadtpolicy changes for the
future. Finally, section six presents the findilagsl conclusions of the study.

2. PATTERNS OF ECONOMIC DEVELOPMENT SINCE 1967
2.1. The Past Pattern of Growth

In the period directly following the 1967 war theoeaomies of the OPTs in the
West Bank and Gaza Strip developed rapidly up ¢cetid of the 1970s. There
has been a substantial rise in income over andeatimt represented by the
recovery of the economies from the severe disraptifothe 1967 war. In this

period, the rapid growth in the economies of thef®Bontinued even when
economic growth in Israel and on the world scalgameto slow down in the

mid-1970s, following the first oil crisis. This watue, at that time, to the
increasing employment of Palestinians from the OiRTike Gulf states. As oil

prices increased, so did the remittances of Palastiworkers and transfers
from oil-rich Arab countries.

However, the growth in income that occurred in pleeiod between 1968
and 1980 was mainly due to the rapid integratiorthef economies of the
OPTs into the Israeli economy. This integration ifested itself mainly in
two important and parallel relationships betweentttio economies:

First, in the early years of the occupation, there wksge scale inflow of
unskilled and semi-skilled labour force from amahg unemployed of the
OPTs into the Israeli economy. At the peak of tmsvement in 1988 the
Palestinian labourers working in Israel numbereduahl09400 and were
estimated to be over 37.8% of the OPTs’ labourdqsee Appendix-1la and
Appendix-2, figure 2). Earnings of Palestinian wenk in Israel rose from
negligible levels in 1968 to almost one third of BM 1984 (Appendix-1b).
These earnings, in turn, generated a high rateawhgs and stimulated the
domestic economic activity, especially the congtamcsector.

Second a major trading relationship between the OPTs nael has
developed parallel to the flow of labour from tleeritories into Israel and has
grown along with the income generated by these neEwployment
opportunities. This trade has operated behind antmmhigh tariff system
imposed by the Israeli authorities that has sereedimit imports into the
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OPTs from outside Israel. Thus, more than 85% ef@PTs’ imports came
from Israel and more than 65% of their exports wersrael. While exports to
Jordan from the OPTs, permitted by the Israeli “‘@Beidges” policy, have

only 30% of the total, imports from Jordan haverbeegligible. Trade with

other countries has been negligible, too (ratias @lculated using data in
Appendix-1c and Appendix-1d, see also Appendixeglre 4 and 5).

These advances mirrored the substantial improvesmienincome levels
and in living conditions in the OPTs during theipdr1968-80. The standard
of living of the population had measurably improvast only over the pre-
1967 level but also over what that level might haeen if the income trends
of the pre-1967 had continued (Arkadie, B. V., 19717 this period the growth
of income (GNP) in the OPTs was estimated at alrB0%b in current prices,
and the average annual increase in real per c&pid® and GNP was
estimated at 15% and 18%, respectively, also atentrprices (calculated
using data in Appendix-1b). Since unskilled labplayed a central role in the
growth, the poor shared in this growth, and assaltein all likelihood, there
was a significant reduction in poverty in this peli Household conditions
also improved substantially, with a several-folderiin the possession of
consumer durables and significant increases insacte municipal water and
electricity connections. School enrolments alscerdsiring this time (The
World Bank, 1993).

2.2. Shocks and Responses

With the end of the regional boom in the early 198the growth in the
economy of the OPTs continued, although at a lesger until the onset of the
popular Palestinian uprisingnfifada) in late 1987. The economic situation in
the OPTs was weakened, in general, due to thesiecewhich spread in the
region during the early 1980s. However, the sibraivas aggravated by the
Israeli economic restrictive measures and poligeeactised against the
Palestinians in the OPTs, as we shall see lateedtion three. Moreover, due
to the close economic links established with Isréed high inflation rate in
Israel in the first half of the 1980s had a negat¥fect on the economies of
the OPTs, where the prices have risen by more 30886 (See Appendix-1e).
The Israeli economic policy had inevitably obligdte Palestinians in the
OPTs to consume Israeli goods, use the Israelienayr and exchange or
convert the remittances which they receive fronoabirto the inflation-ridden
Israeli shekel.
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During that period, agriculture income declineddbyost 5%, and export
growth stagnated. The OPTs experienced a deficitoieign trade which
reached $504 million in 1986 and accounted for thiret of the GDP.
Furthermore, a marked reduction in temporary mignatin search of
employment outside the OPTs and Israeli labour etarka return of well-
educated Palestinians from abroad, and a continbigg and temporarily
growing rate of natural increase were demograpditofs that contributed to
increasing an unfulfilled need for housing, hea&éne, education and general
public services. For Palestinians in the OPTsrélsession meant a drop in per
capita income in real terms, a considerable redoctf job opportunities
abroad, and a marked deterioration of their livoanditions. In the period
between 1980 and 1986, GNP per capita increasedliygy2.5% and GDP per
capita increased by 3%.

The situation was exacerbated after 1987 withlthiéada, which caused
disruptions in economic relations with Israel. Tperiodic closures of the
OPTs by the Israeli authorities and the Palestisizikes adversely affected
employment and trading activity. Exports fell sHarpfter 1987 and never
fully recovered. In 1988, merchandise exports vestimated at $209 million,
compared with $387 million in 1986. The impact loése adverse shocks was
further amplified by a tightening up of the regolat Israeli policies on the
movement of goods and people, prolonged delayhamgtanting of business
licenses and permits and strict tax administrat@asures. As a result, the per
capita income levels hardly increased during th80%9 a major turnaround
from the exceptionally rapid growth of the 1970s.

The lower growth rates that occurred in the pebetiveen 1987 and 1991
were mainly due to the high growth reported in @RTs agriculture sector
following the Intifada, which was stimulated by Palestinian resistance to
consuming imported Israeli products and the reafra significant number of
Palestinian workers working in the Israeli agriovét sector to work in their
lands due to the repetitive closures of the bowddr Israel during this period.
Per capita non-agriculture GDP declined by 12% betw1987 and 1991 (The
World Bank, 1993). During the first three yeardiud intifada, the pervasive,
simultaneous and repeated use of collective pureshrby the occupation
power was extremely damaging to the social and @woan sectors in the
OPTs. In the period 1987-89, although the datagaknahere, the standard of
living was estimated to have decreased by apprdrigna0%, consumer
spending by 40% and economic activity by 30% (11989).
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By the year 1991, the economy of the OPTs in thetVBank and Gaza
Strip was in a state of crisis. Following the Gu#r in January 1991, there
was a substantial reduction in Palestinian emplayrite most Gulf states led
to a significant decline in remittances from abrod@lis has been matched
with the effectively partial closures of the bordeth Israel during the Gulf
war in the same year. As a consequence, the Rédasemployment as well as
trade with Israel fell drastically causing largeome losses. Moreover, the
reduced purchasing power of the Israeli currentyeKsl), which is used as
legal tender in the OPTSs, adversely affected damesbnomic activities. In
1992 there was a substantial rebound of econonticitgc fuelled partly by
expectations of peace, and partly due to the rétaxaof some of the
regulatory Israeli constraints. However, a sharprtarn occurred in 1993
mainly as a result of the closure of the OPTs egnnoy the Israeli authorities
in March 1993.

3. IMPACT OF ISRAELI OCCUPATION POLICIES: STRUCTURAL
IMBALANCESAND DISTORTIONS

The power of regulating and controlling economid asther activity in the

OPTs has been assumed by the Israeli occupatidmoritigs since 1967

through a military government, which has been phytitransformed in 1981

into a “Civil Administration”. This authority ruleby issuing periodic military

orders and decrees, guided by overall or specifiticp decisions and

orientations emanating from the Israeli centralegament. By the year 1984,
for example, out of 1950 military orders issuedthie West Bank and Gaza
strip, some 935 (almost half) were directly coneermvith economic matters
like taxation and customs, banking, money and &ste, agriculture,

industry, land and water, labour and other areasnyBnisti M., 1984).

Although some of these orders were adapted or amteversions of Jordanian
or Egyptian laws in force before 1967, most of theepresented new
regulations reflecting Israeli policy concerns.

However, the Israeli occupation economic policieshe OPTs have been
aimed at destroying the economy and at arrestiyggeaonomic development
there. In general, Israeli economic policy in tHeT3 has been officially stated
in 1986 by Y. Rabin, Israeli Minister of Defence the time, as follows:
“There will be no development [in the OPTSs] inigdt by the Israeli
Government, and no permits will be given for expagdagriculture or
industry which compete with the State of Israerhg Economist, January
1986, p.3).
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In this context, Roy, S. (1995) pointed out threéqy methods employed
by Israel and applied in the OPTSs to secure itsi@cic interests and to block
the Palestinian national economic development & West Bank and Gaza
Strip: expropriation and dispossession of Palestitand and water, coupled
with limiting public finance for development; forg the Palestinians to be
dependent on Israel for employment, leading to rimeowithout domestic
economic development; and a de-institutionalisagpmticy limiting and/or
debilitating Palestinian institutions which couldacfiitate economic
development.

Thus, the economic policies and measures appligdebisraeli authorities
in the OPTs can be seen to be based upon three prajmises: maintaining
the minimum of order in the economic affairs of tABTs; ensuring that the
regulations of economic activity in the territoriesrrespond to the general
pattern of relevant policy and legislation in Idragnd most importantly,
ensuring that economic activity in the territorgesges not conflict with or harm
Israeli economic interests. As a result, the Paliests in the OPTs were left
with only three options: to take employment insisi@el; to migrate; or to do
with a steady decline in their standard of livingdagive up any hope of
development.

3.1. Thelmpact of Israeli Occupation Palicies

Of relevance here is how the Israeli occupationnenuc policies and
measures ultimately make themselves felt in theilieation and what effects
they have upon economic development in the OPTgelreral, the economic
sectors of the OPTs have been undermined by Iseaeliomic policies as
follows:

3.1.1. Agriculture Sector

With respect to agriculture, the Israeli policy wasceeding along a number
of axes involving the expropriation of land, incsigy restrictions on the types
and quantities of crops to be grown and exportethéolsraeli markets, and
control of water resources. The use of land by meli occupation
authorities for military purposes, roads, settletegand other Israeli purposes
has adversely affected the agriculture sector m@PTs. As a result of the
expropriation of approximately 60% of the West Badawkd and over 40% of
the Gaza Strip, the total land area under cultwvain the OPTs has declined
by 27% of its level before the Israeli occupation1l967 (UNCTAD, 1989).
Consequently, the contribution of agriculture inrme of output and
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employment has begun to decline since the starthef 1980s. Another
traditional economic activity, fishing in Gaza $irihas declined during the
years of the Israeli occupation due to the militaggtrictions on specific
fishing areas. The Gazan fishermen are limited ficslsing area within 19
miles of the shoreline, an area that is one-quaftéine pre-1967 size (Roy S.,
1986).

Since 1967, the OPTS' water resources have beewerufull Israeli
control. By means of military orders and regulasidhe Israeli Government
has been exercising complete legislative, admatise and judicial authority
over the OPTs’ water resources. During the yearscolpation, the Israeli
authorities continued to deplete, divert and resthie use of water resources
in the OPTSs for the benefit of Israel and its satetnts there. Control over the
use of Palestinian water resources was exercisedgxample, by restricting
the number and depth of wells, limiting plantingdarrigation and enforcing
discriminatory pricing policies. In agriculture, |Bstinians were permitted to
use only the amount of water allocated for thatppse in 1967. The
restrictions on water use in the OPTs ensuredldenground flow of water to
Israel, supplying between 35 to 40% of its annuatew consumption. The
Israeli settlements in the OPTSs, their per capitdaew consumption being a
multiple of the amount of water allocated to theleB@nians, further
contributed to the depletion of the water resourgesthe OPTs. As a
consequence, the health, environment, agricultanceeesonomy of the OPTs
were increasingly adversely affected.

3.1.2. Industry

Industry, which contributes an average of about@%DP in the West Bank
and Gaza Strip, has suffered especially from tblk ¢d finance, since it is not
self-generating in the way that agriculture is,uiegg much more in terms of
investment, raw materials, technology and labouillsskSubcontracting

arrangements have increasingly involved small-sgadeistries, transformed
them into ancillary industries catering to the reeeflisraeli industries through
subcontracting arrangements. While initiation ofwnéactories has been
restricted by the Israeli occupation authoritiescei 1967 for political and

economic reasons, Israeli policy towards industryhie OPTs is such that the
special needs of a weak and unprotected indigerseasor with limited

markets dominated by a strong Israeli industrigtaeare not catered for.
Israeli industrial trade policy has worked to emstinat over 90% of the
industrial imports of the OPTs originate in Isrd@hlestinian industrial exports
account for just 2% of Israeli industrial imporlehe OPTs have been kept
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dependent on Israel for both industrial imports anatkets, with about 80% of
industrial exports going to Israel (Benvenisti M986). In brief, while the

Palestinian industrial sector is unable to withdtésraeli competition, it has at
the end to compete with Israeli enterprises locatethe settlements which
enjoy far reaching incentives and subsidies.

3.1.3. Foreign Trade

Over the years of occupation, Israel has develapgublicy with regard to
trade with the OPTs which resulted in a number e&sures having a negative
impact on their trading position. The major considien influencing Israel's
policy regarding trade with the OPTs is that Isra&ports should be able to
flow freely into the West Bank and Gaza Strip whebeports to Israel from
these territories should be tightly controlled adeguard the interests of Israeli
producers. For example, Israeli trade restrictivege ensured that the costs of
agricultural inputs have increased while the valtierops have fallen. While
Israel has at times provided the OPTs’ marketsafomuch as a third of their
agricultural production, it restricts its purcha$esn the OPTs to those crops
which can be processed in Israel for sale abroaghich are labour intensive
and more cheaply produced in the OPTs. Becausestiéde production is
increasingly diverted towards crops which Israehtgaand not those which
compete with Israeli production, it is subject tacps determined by Israeli
purchasers. The non-tariff trade barriers, bothshaeli and Arab markets,
dictated political, economic and technical constisgihave restricted the flow
of Palestinian products in those directions, argilifated dumping of Israeli
products on the OPTs’ market. Due to such policéesl other factors,
economic and trade relations between the OPTs aighlvouring countries
were uneven. In addition, economic and trade ictema within and between
the West Bank and Gaza Strip was very limited.

3.1.4. Money and Banking and Public Finance

All indigenous financial institutions of the Wesailk and Gaza Strip ceased
to function following the territories’ occupatioly lisrael in 1967. Branches of
Arab and non-Arab banks and other financial instns were closed down by
the Israeli military authorities and replaced bymso Israeli banks and
institutions. The military authorities have beertrested with power over
banking and monetary operations, including thentsteg of banks and foreign
exchange dealings, administrating bank assets iabditles, closing and/or
liquidating banks and establishing the level ofdareinterest rates and
liquidity. During the years of occupation, the kEiaauthorities have issued



Palestinian Economy in the West Bank and Gaza Strip 11

more than 100 military orders governing banking amzhetary activities in

the West Bank and Gaza Strip. As a consequencdijrifiecial system has
remained both economically and politically fragnezhtinadequate in terms of
resources, and technically incapable of meetinggtbaving financial needs of
the OPTs.

Concerning public finance, while it is claimed théécal laws and
regulations prevailing in the West Bank and GazapSprior to their
occupation are still in force, a wide range of éramilitary orders and
proclamations have created a different situatione Tax system alone has
been the subject of more than 177 military ordalisaimed at increasing the
Israeli Government revenues in order to meet expared by the occupation
authorities. In this regard, it is worth mentionitizat Government finance
statistics on the OPTs were inadequately reportedthle Israeli official
statistic sources, i.e., the Israeli Central BureduStatistics (ICBS). A
shortcoming in the data was particularly apparezgarding the public
finances, and as no data were published on ddimancing, the extent to
which Government expenditures were financed throlgtal and other
sources of revenues was unclear.

According to M. Bevenisti’'s 1986 report, the Pdl@sns living in the
OPTs paid an “occupation tax” to the occupying dérauthorities after 19
years that was estimated at a conservative figtu®760 million (for West
Bank alone) or two and a half times the total Iéraethorities’ capital
formation in the entire occupation period. Thistfeefutes Israeli claims that
the low level of public expenditure and investmienthe OPTs derived from
budgetary limitations. If net fiscal transfers betPalestinians (mostly taxes)
had been invested in the territories, rather thdaed to the Israeli public
expenditure, it would have been possible to imprdeeal services
significantly, and in particular, to develop lo@donomic infrastructure in the
OPTs. As a result of all that, a colonial pattefpublic finance has emerged,
whereby revenues and expenditures were more ob#&taaced. In general, the
public finance sector in the OPTs has served omhagginal role, if any, in the
economic development process as a whole.

As a result of all the above and despite the growihcome that occurred
in the OPTs during the years of occupation, theae been no significant
economic development in the sense of structurah@dsin the economy. Due
to the restricted Israeli economic policies, theklaf efficient domestic
banking and financial system and, consequentlyatisence of the necessary
domestic investment needs of the productive bdme capacity for long-run
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industrial and agricultural growth in the territsihas not been altered during
the occupation years. The traditional economicasedhave gradually given
way to areas within the other sectors, which hanaglgplly enjoyed higher
rates of productivity and emerged as areas clofieked to the Israeli
economy. Examples are constructions and services.

In brief, the nature of the Israeli occupation pi@s in the OPTs has been
to deny any Palestinian indigenous central planriargeither agriculture or
industry, and to restrict autonomous decision-ngkimith regard to the
economic development process as a whole. The dawelat in these and
other sectors indicates an increasing alignmerthefeconomic interests of
Israel rather than the creation of a viable nafie@onomy. The lack of
appropriate Palestinian institutions to safeguduel interest of the domestic
economy through various policy instruments hash&gmrtcompounded the
problems of indigenous economic development andldths$o the increasing
subservience of the OPTs economy to the Israefi@tg.

3.2. Structural Imbalances and Distortions

Taking all the above into account, the economidguerance of the OPTs over
the past 30 years can be characterised as rapigthgrdout with serious

imbalances. Specifically, while the current peripncome levels in the

OPTs were more than threefold the level that ptedan the early years of the
occupation, this growth has been highly uneven dime and has been
accompanied by the emergence of major distortionsalbour markets, in

sectoral production, in the structure of trade entthe balance between public
and private consumption.

In this connection, it is note worthy to mentiomatlon the basis of official
statistics (ICBS), the OPTs had a GNP per capitdl6f71 in 1991. This GNP
was higher than that of Tunisia ($1500), and veearnto that of Turkey
($1780) and substantially ahead of Jordan ($106@;occo ($1030) and
Egypt ($610). However, this overstated the relage®nomic development
position of the OPTSs, possibly by a substantialgimarfor two reasons. First,
the official estimates of the population may be emredtimated due to the fact
that a population census has not been carriedmothe OPTs for 30 years
since the first one has been carried out by thaelsmauthorities in 1967.
Second, and more important in quantitative ters$hé fact that comparisons
at the official exchange rates often fail to refldwe relative incomes in terms
of real purchasing power because of differencethénprices of goods and
services across countries.
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However, the International Comparisons Project JI&Rempts to adjust
for this by directly comparing the prices of goddsdifferent countries. In
terms of international purchasing power (usinggsim the United States as a
base), the GNP per capita for Morocco is estimateb3300; for Tunisia it is
$4700; for Turkey $4800; and for Egypt $3600. Thrano direct data for
Jordan, though on the basis of adjustments madthir countries, its GNP
per capita would also be expected to be increagetirbe to four times (The
World Bank, 1993). The OPTSs, for which there ioai® direct data, will be
affected by the high degree of openness to Ispaigles; the ICP estimates for
Israel’'s GNP per capita in international purchagogver terms is only 10 per
cent more than the figure at official exchange gatéccordingly, the
adjustment for the OPTs income levels will be sabially less than those in
Jordan, Morocco and Tunisia and not above thenhags$timates at official
exchange rates indicate.

The structural imbalances and distortions of theT©Rconomy are
manifested in several areas. The most important(@yeeavy dependence on
outside sources of employment for the OPTs labotoef (b) low degree of
industrialisation; (c) a trade structure heavilyriloated by trading links with
Israel and with a large trade deficit; and (d) iequiacies in the provision of
public infrastructure and services. In the follogsiwe shall briefly examine
the structural imbalances and distortions in tlesas.



14 Journal of Economic Cooperation Among Islamic Countries

3.2.1. Labour Markets

Despite the continuous emigration over the yearscotipation (at an average
rate of 1% per annum), the Palestinian labour foxadee OPTs has more than
doubled. In contrast, the domestic employment dppdies have grown by
less than 25% (The World Bank, 1993). Instead, $ialan employment grew
mostly into two areas: Unskilled work in Israel ahifgher-skill services
throughout the world, particularly in the Gulf cdries. The number of
Palestinians working in Israel rose to 75000 in@&8d to 115000 by 1992;
these workers accounted for almost 38% of the OBsur force in 1988
(Appendix-1a). This employment was wholly in unkddl and semi-skilled
work; most of the workers being employed in the staorction sector; and
wages were around the Israeli minimum wage. Diagitribution to GNP
from wage income from abroad, mainly in Israeleri®m negligible levels at
the start of the occupation to about $375 millionlB80 and to about $816
million by 1992 (Appendix-1b). The pattern of emypitent of Palestinians in
the Gulf states was quite different. The highesba®d in these countries was
for skilled Palestinian labour; and the wages earthere were substantially
higher than those in the OPTs. It is estimated #ietut 40000 Palestinians
from the OPTs were working in the Gulf countriesridg the 1973-1982
period (The World Bank, 1993). Although reliable talaare lacking,
remittances from Palestinian workers in Gulf coiestr and elsewhere, have
also constituted an important source of income.

It is, then, clear that the external labour marketge played an important
role in the economic development and growth of @&Ts over the past 30
years. However, the future prospects for theseualmearkets do not look
promising, which will adversely affect the econord&velopment of the OPTs
in the future. On the one hand, the Gulf countridsimand for Palestinian
labour has dried up in the wake of the Gulf war. tBa other hand, the
continuing access to the Israeli labour marketeen substantially affected
by the deteriorating security situation and theréasing restrictions on the
movement of people since the onset oflthifada in 1987.

3.2.2. Production Structure

Due to the heavy dependence on outside employnmemné twas a lack of
dynamism in domestic economic activities in the ©PTParticularly in

industry and services. For example, with 8 per cdérthe GDP, the share of
industrial production in OPTs is much below thatoiiher economies with
similar income levels. The economy remains predamtly based on small,
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underdeveloped and sole proprietorship enterpiisbsth the production and
services sectors. The normal consolidation andmatisation of the industrial
sector has not occurred. The combination of thdlssize of the enterprises,
the underdeveloped state of the financial and lognkiystem and marketing
services and the lack of infrastructure constraimedducers, decreased
competition and severely impeded the efficiency fattor utilisation.
Businesses support services and institutions, politic and private, have yet
to develop to a stage where they can offer thesietthe private sector.

Investment by the private sector in productive ssemained extremely
low. While total gross fixed capital formation (GFCaveraged 27% of GDP
during the period 1968 to 1991, construction (mainl housing) accounted
for more than 80% of GFCF in the same period (ThelivBank, 1993). The
low level of investment in industry reflected a dwnation of factors,
including political uncertainty, tenuous propertights, entry barriers, a
restrictive regulatory and taxation environment ahne lack of a supportive
financial system. Therefore, private sector investta were limited to
individual savings and internal cash generationwei@r, following the
relaxation of some of the regulatory and administeaimpediments in the
early 1990s, there have been some signs of inadasestment activity and
improved business environment fuelled in 1993 ey é¢kpectations of peace.
Finally, the growth potential of the agriculturakecsor has remained
constrained by stagnating or shrinking land andewa¢sources and by the
asymmetric trade relation with Israel which limitéde OPTs agricultural
exports to Israel.

3.2.3. Trade Patterns

A major redirection of trade towards Israel and ¢éngergence of a large trade
deficit were the main two features of the pattefnrade in the OPTs during
the past 30 years. While Israel has become prégtitee sole trading partner
of the OPTSs, the share of Jordan in total OPTgldrdeclined drastically over
this period. Exports to Jordan as a share of ©ORl's’ exports declined from
44% in 1968 to 15% in 1992. Although Jordan dodsimpose any customs
duties on goods imported from the OPTs, export¥oralan were constrained
by regulatory and security restrictions imposed Ibsael, as well as by
requirements regarding proof of origin and seasapuadtas on agricultural
products imposed by Jordan, especially since tliel®80s. Furthermore, as a
result of the security restrictions imposed by ésrdhe OPTs can import
virtually nothing from Jordan. The Arab boycottIsfael, as it relates to the
OPTs, as well as various impediments to trade thighrest of the world, have
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also acted to distort the overall pattern of tréwlehe OPTs. These trade
patterns were accompanied by a sizeable and chiraie deficit, mainly with
Israel while the OPTs enjoyed a trade surplus Withdan (Appendix-1d).
Although the trade deficit has been largely offisgtincomes of Palestinian
workers in Israel, the resulting dependence omglesimarket makes the OPTs
economy vulnerable to shocks, especially becausmutaflows are subject to
political developments in the region.

3.2.4. Public Infrastructure and Services

Despite the impressive gains in private incomes aondsumption, the
provision of public services and physical infrastcue in the OPTs is highly
inadequate. Although the coverage of public sesyiparticularly in the major
urban areas, is fairly high, the quality of thesvices is very low and
inadequate. Examples include the following:

1. Due to the limited access to water resourcedratkquate investment,
the average urban water supply was only 60 lit@sqgapita per day in the
early 1990s as compared to 115 for Tunisia, 13déodan and 230 for Egypt
(The World Bank, 1993). Water actually consumed @ much less due to
deficient distribution systems with high lossesriast municipalities.

2. Due to the supply constraints and network deficies, current
electricity consumption is also very low comparedneighbouring countries
like Jordan and Egypt. In 1991, some 138 Palestinidlages had no
electricity supply or only a part-time supply. R&gary constraints on
network expansion and on supplies from the Isrgdtem have forced many
industrial users to resort to expensive suppliesrces. Because of these
problems, all electric utilities in the OPTs arewnio an urgent need for major
rehabilitation and upgrading.

3. While the length of road network per capitayisical of a country with
similar per capita GDP, the physical condition bk troads serving the
Palestinian people has deteriorated to the poirgreghwithout immediate
rehabilitation, past investment may be completasgt [((The World Bank,
1993).

4. Education facilities are also in poor conditidbany school buildings
require major repairs. Libraries and laboratories generally inadequate.
Universities are too small to be able to provide fhcilities required for
advanced studies, particularly in physical sciencBlse frequent school
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closings through the years bftifada have led to a breakdown in discipline
and a deterioration in student achievement. Thétedrastructure is less in
need for repair. However, the OPTs do not obtagnhtbalth impact that should
be expected from the large expenditure in the hesattor.

The inadequacies in the provision of public servibave to be seen in the
light of the public finances that prevailed in tB®Ts as we have seen above
in this section. Expenditures in the OPTS by thadk occupation through the
Civil Administration and the municipalities have doe confined to the
revenues collected by them. Public sector capixpleerditure in the OPTs
amounted to about 3.5% of GDP over the 1970-90 ogerwhich is
significantly below the average of developing coi@st and neighbouring
countries like, for example, Jordan with governmeapital expenditure
amounting to about 9% of GDP.

4. POST-PEACE ECONOMIC SITUATION

By the year 1993, the situation in the OPTs enteratew phase. After 27
years of occupation, Palestinians are finally ggttihe chance to determine
their own economic destiny. In accordance with tBelo Accord of
“Palestinian Interim Self-Government Authority” aritie Declaration of
Principle (DOP) signed in September 1993 by Iseal the Palestinians, the
Palestinians assumed control of the Gaza Stripthedlericho Area of the
West Bank on 17 May 1994, and in November and Déeeri995, Israeli
armed forces withdrew from the West Bank townsallnof these territories,
the Palestinian Jurisdiction is now exercised bg falestinian National
Authority (PNA) through the Palestinian Legislativeouncil elected in
January 1996. In the four years since the DOP wgped, the PNA formally
began to function after the Israeli military occtipa had redeployed from the
OPTs. The PNA assumed to govern and manage eveegtasf life including
the economic affairs in the Palestinian self-ruleaa of the West Bank and
Gaza Strip until the conclusion of the final statatks of the Palestinian-
Israeli Peace Agreement which has been scheduleédep 1999.

4.1. The Economic Aspect of the I sraeli-Palestinian Peace Agreement

The DOP of September 1993 announced the starpolfitical process that has
begun to change the economic relationships betvileenOPTs and lIsrael.
With the establishment of the PNA, a series offerrtagreements between the
two sides defined more precisely the gradual assampf responsibility by
the PNA in the West Bank and Gaza Strip. In the axfeeconomic activities
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and relations between the Palestinian territorigs larael, an agreement was
reached in April 1994 on thePtotocol on Economic Relations between the
Government of the State of I srael and the Palestine Liberation Organisation,
representing the Palestinian People” (henceforth referred to as the Protocol or
Paris Protocol), and signed by the two sides o\@8l 1994 in Paris. This
60-page document establishes the contractual agreemmich will define and
govern the economic activities and relations betwibe two sides during the
interim period, specified as five years startingnir4 May 1994. Another
agreement between the PNA and Jordan, the neiginigocountry with which
the OPTs have the strongest economic ties afteellén the region, was also
signed in Amman on 26 January 1995. Finally, follmythe Israeli-Jordanian
peace treaty in 1994, a trade agreement betweese tlveo countries was
signed in October 1995.

The 1994 Paris Protocol on Economic Relations defines and governs the
economic relations and, in part, the economic pediof the PNA with Israel
in the following areas of economic activity (seeeTlinited Nations A/49/80,
S/1994/277, 20 June 1994):

1. Import Policy: Israel and the PNA will have an import policy badlig
similar in all respects regarding imports and consstoNonetheless, the PNA
will be able to import mutually agreed goods attoos rates differing from
those prevailing in Israel, following jointly agmbeimport procedures.
Moreover, it will be able to import goods from Arabountries, in agreed,
limited quantities. Agreements will be made for the customs authorities
jointly to operate the border crossing betweenttieentities.

2. Labour: Work in Israel is essential for the Palestiniam&xpand their
employment opportunities; the guiding principle tinis area is to enable
mutual movement of labour. The rights of Palestinieorkers employed in
Israel will be preserved according to arrangementsting in Israel, a social
security system being established in the meantiyrtbdo PNA.

3. Monetary Policy: The PNA will establish a monetary authority whose
main functions will be the regulation and supemisof the banks operating in
the Palestinian areas, the determination withinagedimits of the liquidity
ratios on deposits, the management of foreign exgdaeserves and the
supervision of foreign exchange transactions. W gides will continue to
discuss the various alternatives for a Palestioiarency. Until then, the New
Israeli shekel (NIS) will continue to constitutéegial means of payment in the
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West Bank and Gaza Strip side by side with othereticies. To encourage
trade, they will mutually allow the opening of bamanches.

4. Direct & Indirect Taxation: The Palestinian Tax Authority will conduct
its own direct tax policy, including income tax oimdividuals and
corporations, property taxes and municipal taxed fees, according to the
policy and rates determined by the PNA. The twdigsuwill collect income
taxes on economic activities conducted in theipeeive areas. Israel will
transfer to the PNA 75% of the revenues from tlo®ime tax collected from
Palestinians working in Israel. A VAT system simil@ that operating in
Israel will be operated also by the PNA. The VATemof the PNA will be
between 15% and 16%.

5. Agriculture & Manufacturing: Agricultural produce from the
Palestinian Territories will enter Israel freelycept for five goods on which
agreed import quotas have been imposed for fivesy¢@ematoes, cucumbers,
potatoes, eggs and broilers (chickens). Thereheilfree movement of goods
manufactured in the area.

6. Tourism: A Palestinian tourism administration will be sgette manage
subjects related to tourism in the areas of the PNAurists will move freely
between Israel and the areas of the PNA.

7. Fuel: The price of gasoline in the Palestinian areas lvéldetermined
according to the PNA'’s costs in purchasing it, dreltaxes levied on gasoline
in the areas of the PNA. The agreement stipuldtasthe prices of gasoline
will not fall short by more than 15% of the maximggasoline price in Israel.

8. Insurance: The protocol deals with two main topics: the tudinsfer of
licensing and supervision authority over insurabasiness in the areas of the
PNA, and an agreement for the compulsory insuraicaotor vehicles and
the compensation of the victims of road accidents.

4.2. Implementation and Obstacles: The Current Situation

The 1994 Paris Protocol on Economic Relations betwisrael and the
Palestinians represents a compromise between tligcgoand economic
interests of both sides. The reaction to it hasnbeexed. A Palestinian
economic negotiator at the Paris talks, Hisham Aavay said that “ It is an
agreement on nothing, ...nearly every article lsaveom for alternative
interpretation.... Unless the Palestinians dis@alot of professionalism in
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dealing with this agreement, then we will be thgels. The Israelis will not
spare any opportunity to exploit the Palestiniant)e document represents a
list of Palestinian concessions, but ‘coming frowthing it is something’,
...Israel has offered an important concession bgnop its borders to
Palestinian agricultural produce, but its atterogbuish the two economies into
a ‘tariff envelope’ was both ‘unfair and ridiculdushe tariffs on goods
appropriate for the Israeli economy may not be oppate for the
Palestinians. The labour issue remains an ‘unredgbvoblem’ which the talks
have tackled by ‘sweeping it under the carpet’ (WEE3 May 1994, p.20).

On the other hand, the Israeli side is emphasigiagnot all the details of
the future economic relations have been agreed,ugmeh negotiations will
continue under committees called for in the agregmdere most of the hard
work is still to be done. The Palestinian side eagided that the
implementation of this agreement needs three el=rensucceed: security,
economic development of the OPTs, as well as, tarsd confidence.
However, the implementation of the provisions oé tRaris Protocol was
hindered by two factors: the unexpected lengthemih¢he negotiations on
extending the PNA’s rule to the West Bank; and dksaresponse to the
increasingly violent attacks by extremist factiampposed to the peace process
in the OPTs.

As soon as the PNA took over in the West Bank am@aGStrip, the
economies of these territories were hit by closarfetheir border with Israel.
Israel closure policies have flown in the face t&f ¢ommitment to closer
economic integration with the Palestinian econowltyich was enclosed in the
Paris Protocol on economic relations between the tparties. The
progressively more severe closures imposed byllsra¢he West Bank and
Gaza Strip, particularly after the year 1993, nolyaestricted the flow of
workers, but also impeded the movement of merclsanfdom these territories
into or through Israel.

At present, the access of the Palestinian workerthé¢ Israeli labour
market is one of the major challenging problemsinijcthe PNA. The
Agreement is less than specific on the future eséharrangements, stating
that “both sides will attempt to maintain the nolityaof movement of labour
between them”. The policy of sealing the bordershef West Bank and Gaza
Strip forms a part of the Israeli long-term visioha permanent separation
between Israel and the Palestinian territoriehialk been reported that since
1992, more than 150000 foreign workers from Easa Aasnd Eastern Europe
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have entered Israel as permanent replacement festfPéan workers (MEED,
13 September 1996. p. 9).

This policy has had a devastating impact on theed®iaian economy.
Before the agreement, more than 100000 workersalmost 40% of the
Palestinian labour force, worked in Israel. In cast, the fluctuating number
of Palestinians allowed to work in Israel now hasdme less significant for
the Palestinian economy and subject to constardrtainty because of border
closures due to the Israeli security arrangem@its.flow of daily Palestinian
workers into Israel was reduced in 1994 and onwviard level less than half
that employed there in 1990 and before. The nurhlasr dropped from an
average of 115000 in 1992 to about 25000 in 19851996 unemployment
soared and it was estimated that about 50% ofeaheulr force in Gaza Strip
and 40% in the West Bank were jobless.

The closures of the border with Israel have alsevemted the PNA
generating its own revenues and paying its runrdogts. It has lost tax
transfers from Israel levied on Palestinians wagkithere, while the
suspension of trade has prevented the PNA colkgétiport duties. In this
regard, a research carried out by the Palestin@mondnic Policy Research
Institute (MAS) pointed out that Israel is underipgythe PNA by more than
$100 million a year by failing to pass on importida on goods destined for
the West Bank and Gaza Strip that are importedutiirdsraeli agents. As
MAS pointed out, this sum is equivalent to the mentannual aid to the
Palestinians from the United States and the Europaaon, and almost twice
as much as the income tax currently collected eyRNA in the West Bank
and Gaza Strip MEED, 13 September 1996).

Moreover, the economic transactions between thesBalan territories
and Israel are now much more complicated than bef@t the time of the
occupation, the Palestinian manufacturers coutdalistheir import needs for
the year and gain approval from the Israeli tradeistry. In contrast, each
individual item has now to be approved by both &#léan and Israeli trade
ministries. Companies which rely heavily on impdntsse been badly hit by
closures. This leaves them unable to export gondspaying storage fees for
imported goods which they are not allowed to getnfisraeli ports.

After two and a half decades of Israeli occupattbe, Palestinians wished
to distance their economy as much as possible fhentsraeli one. From their
point of view, a Free Trade Area Agreement (FTAjhwisrael would have
been desirable, because it would have allowed tbetonduct an independent

21



22 Journal of Economic Cooperation Among Islamic Countries

trade policy while securing their access to theadbrlabour and goods
markets. This, however, was not acceptable to listaeboth external and
domestic political and economic reasons. But evanwvas, given the small
size of the Palestinian economy, it is unclear Weeits exports will be able to
fulfil the generally accepted value-added requinetsiesatisfying the rules of
origin under which goods are allowed to move dugefwithin an FTA.

Furthermore, an FTA would not solve the employnreeds of the more than
one-third of the Palestinian labour force that usedork in Israel.

On the other hand, the success of industrial patkeg the Israeli-
Palestinian border line which were proposed aslatisn to restricted trade
and unemployment, will depend mainly on the williegs of Israeli firms to
set up business there. Given the present Isradepson of the security risks
involved, such a proposal cannot be taken for gdarfeurthermore, the small
size of most Palestinian firms makes it difficutir fprospects of Israeli-
Palestinian joint ventures. Meanwhile, the advarinethe peace process on
other neighbour Arab countries’ tracks may enaldemadli firms to find
alternative sources of suppliers or partners in rdgion. For example, the
Israeli business involvement in Jordan or Egypt wdme at the expense of
the Palestinian economy and the loss will be fettramin the Palestinian
economy in the West Bank and Gaza Strip than theegponding gain in the
two larger economies.

A potential alternative trade and economic relafimnPalestinians might
be with Jordan, where short distances, long-stangilitical and business
associations, and family ties provide Palestiniaitk an advantage over other
countries in the region. However, at present, JuesaPalestinian economic
relations are predetermined in part by Israeli-ftalean ones, which
determines, for example, the volume of goods inggbftom Jordan into the
Palestinian territories as well as the terms oirtimeportation. This makes it
impossible for the PNA to offer Jordan the recigdamncessions of a customs
union or an FTA. This issue raises the questiothefmutual consistency of
the economic relations among the three economitiginegion. In this regard,
Awartani, H. and Kleiman, E. (1995, p.225) statkdtt‘in the absence of a
more comprehensive integration between Israel, algrénd the PNA, the
Palestinian Territories can at most be joined tustoms union with one of
the two others, this union then forming an FTA witle third one. The most
advantageous arrangement, from a Palestinian mdiniew, would be an
asymmetrical preferential trade arrangement thatlldvaallow Palestinian
goods freer access to the Jordanian markets tleaRNA could grant Jordan
under the restrictions imposed on it by the IsrRaliestinian agreement.”
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In the area of monetary policy, despite the faet the future Palestinian
currency is one of the main issues which still reepi further discussion
between the Palestinians and Israel, banking has lfee only sector that
seems to have been developed relatively withoutdoéit by the closures.
Since the signing of the DOP between Israel andPdiestinians, new banks
have opened for business in the West Bank and Stiga By the year 1996,
the operation of 16 banks had been approved. Tethah were either
Jordanian or Egyptian, two Israeli and four werée8tmian. The Palestinian
Monetary Authority (PMA) approval has also beenegivo eight new banks,
including Palestine International Bank, Arab Patestinvestment Bank and
Palestine Construction Bank.

However, the sector as a whole is dominated byaioath institutions, in
particular, the Arab Bank. Of the estimated $120ian currently deposited
in the banks in the West Bank and Gaza Strip, a$800 million is with the
Arab Bank which currently has 12 branches and eyspddmost 600 staff (The
Palestinian Monetary Authority, 1996). In this cenotion, it should be
mentioned that the plans for a PMA have come tde ta control the
development of banking operations in the West Bamki Gaza Strip.
Furthermore, the economic accords signed separayeilye PNA with Jordan
and Israel have already assigned the roles foCtrdral Bank of Jordan and
Central Bank of Israel in supervising operationgha Palestinian territories.
The issue is still subject to further negotiatiomst the two central banks are
likely to maintain a strong presence as long ab#rks in the West Bank and
Gaza Strip use the Jordanian dinar and Israelieth&koreover, the Israel-
Jordan joint declaration signed at the end of 1984 made no concessions to
Palestinian concerns. The Palestinians were noh eemsulted about the
Israeli-Jordanian agreement announced on the 16ifugt 1994 allowing
Jordan to export $30 million worth of goods annpadl the West Bank and
Gaza Strip. All these issues lead to some wornethe Palestinian side. Yet,
Palestinians recognise that Jordan is likely tothegir main Arab trading
partner and an essential link with the rest ofréggon.

It has been, then, clear that most aspects of ¢baocenic arrangements
between Israel and the Palestinians are subjdattteer negotiations between
the two parties, as well as with Jordan. HoweJss, ilmplementation process
is going very slowly due to the lack of commitmentthe part of Israel which
always attempts to put impediments and obstacldsomt of the Palestinian
negotiators to prevent the PNA from achieving anglependent economic
development plans and programmes in the Palestieiatories.
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On the other hand, at the time when the economigatson still
deteriorated due to the continuous instability e tpolitical and security
conditions and with the lack of Israeli commitmémiall the provisions of the
Paris Protocol on economic relations between the sides, hopes that the
PNA'’s budget deficit could be closed by the endhef 1997 have evaporated.
The PNA’s budget shortfall for 1997 has been foseda be about $126
million, almost twice the 1996 deficit and $74 maf more than predicted at
the start of the year. In this regard, observerstpd out that unless the Israel
closures policy eases significantly, the PNA wid hunning a deficit in its
budget for the foreseeable future. In this casepdéunds will have to be used
to close these deficits at the cost of urgentlydededevelopment projects
(MEED, 17 January 1997).

Therefore, while the promise of $2400 million fapeiaid, raised at an
International Donors’ Meeting in Washington in Amo 1993 for the first five
years of self-rule, generated widespread hopes @canomic restoration in
the West Bank and Gaza Strip, these funds have digerted from long-term
development projects to support the running coktee@PNA and emergency
programmes to alleviate the chronic unemploymentsed by the Israeli
border closures. More important, while the PNA helied on donors to help
pay its running cost, investment in the West Bam#k @aza Strip has been left
largely in the hands of the private sector. Butthet same time, political
uncertainties and border closures have certainippg@ed the enthusiasm
evident among the Palestinian investors and thertamiaty about what the
future holds continues to preoccupy private busines

Taking all the above into account, and in suchggorewith high political
and economic uncertainties, it seems that the maximpotential form of
economic integration among Israel, the Palestiniangd Jordan in the
foreseeable future is investment in common inftecstire projects and, more
generally, in joint business ventures. Howeveradbs interest in such
projects seems to be a political one in which a room infrastructure
facilitates the normalisation of its relations witbrdan and the Palestinians, as
well as with the other Arab countries in the regidihe interest of the
Jordanians and the Palestinians, on the other Hisdmore in the hope of
having employment-creating projects financed byiarg and international
aid in addition to the benefits from the Israefithiechnologies.

However, in all of these countries, participatiansiich projects will be a
political choice made at the governmental levelhwsimall chances to be
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available to the private sector to play its rolghe integration process in the
region. Moreover, while the present obstacles envihy of the peace process
might delay these decisions, most of these projeetyg take a long time to
come into being, especially if they depend on mépnal financing and
because of the small size of the participating enuas. So far, and despite
the obvious advantages of skills, expertise anihbgs ties accumulated by all
the three sides, there is little sign of joint pitey business ventures established
by Jordanian and Israeli firms, and even less batweraeli and Palestinian
ones. Palestinian and Jordanian business peophe gee/ sensitive to the
popular political opposing of full-fledged normaligon of relations with Israel
until major political issues are tackled. Thesa@iéssmainly include the future
of Jerusalem, the settlement of Palestinian borderd the resolution of the
refugee question; all of which will not be settledt a number of years to
come. Therefore, the prospects of closer economégiation between Israel
and the other two sides seem to be unlikely ime future.
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5. PROSPECTSFOR FUTURE ECONOMIC DEVELOPMENT

In the context of the Palestinian economy in thestNBank and Gaza Strip, it
is worth, at the outset, highlighting three maimitations to the task of
investigating the prospects for future developmant for changing the
direction of the economy towards one of sustairregvti.

First, in discussing the economy of the OPTs, nmmemic factors work
against an analytical approach which might lead tweater understanding of
the dynamics of the economic situation and the gesof development in
these territories. Mainly, the situation in the GRIoes not allow a clear-cut
identification and analysis of economic problem&ieve the presence of the
foreign occupation force and its intervention in sthaspects of daily
Palestinian life, including the economic aspectss breated conditions, over
almost three decades, which subject the functiomihghe economy to a
variety of non-economic factors in addition to thaxften experienced in the
usual process of economic development. Therefdne, dpplication of
traditional tools and concepts of conventional etoic analysis does not
always provide reliable results and may lose soféh@ir relevance when
applied to a context whose unconventionality arises only from the
occupation, but also from historical factors whi@ive created an entity like
the OPTs.

Second, with respect to the statistical data oretttmomies of the OPTSs,
it should be mentioned that there are serious daps and inconsistencies,
and, sometimes even contradictions among diffemmirces, especially,
between the Palestinian and the Israeli sourcds.riakes it difficult to know
the real and accurate economic trends. The pitiecemes gloomier when we
realise that Palestinian as well as internatiomairees are mostly based on
those of the Israeli official statistics. Beforeettestablishment of the
Palestinian Central Bureau of Statistics (PCDS)983, almost all the data on
the OPTs were, directly or indirectly, from offitigraeli sources (ICBS). A
population census has not been carried out in #i€sdor 30 years, since the
first one carried out by the Israeli authoritiesl®67. As a result, most of the
demographic and labour force data are extrapokatedestimated on the basis
of sample surveys, the reliability of which are armdined by problems of
nonresponse, especially since the onset offritikada in 1987.

Third, and more importantly, a number of key issbearing upon the
future development of the OPTs (e.g., the allocatad land and water
resources, the disposition of Israeli settlementthe OPTSs, the future status
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of expatriate Palestinians, the territorial isssesrounding Jerusalem and,
most importantly, the nature of the proposed “gelferning” arrangements
for the OPTSs) are still the subject of the ongdiiigteral negotiations between
the Israelis and the Palestinians on the implenientaof the Israeli-
Palestinian Peace Agreement. The resolution ofethigsues is likely to be
based primarily on political and security considierss between the two
parties and in the region as a whole.

In general, investigation of prospects for futumvelopment could be
carried out at two different analytical levels. gjran investigation approach
througha quantitative framework which usually provides a rough estimate
of the external and domestic resources togethér tivé time-span required to
place the economy on the road to sustainable grbagled on specific various
scenarios. To give an example of such an appr@ackference may be made
to the UNCTAD’s 1994 study ofProspects for Sustainable Development of
the Palestinian Economy in the West Bank and Gaza Strip, 1990-2010: A
Quantitative Framework”. In the Palestinian context, however, due tottiree
main limitations mentioned above, this analyticap@ach will not be used
here. The second approach, which is the one usetidgurpose of this paper,
is a policy investigation analytical approach focusing on the prerequisites of
macroeconomics and structural policy changes irisigal, financial and trade
systems needed throughout the different stagesusthimable development
process in the OPTs, particularly in the short run.

5.1. Toward Independent Palestinian Economic Development

The economic environment prevailing in the WestiBand Gaza Strip before
1994 has adversely affected the main issues ofoacicndevelopment in these
territories such as access to natural resourcemdial and business activities,
the composition and direction of foreign trade,vwadl as, the physical and
social infrastructures. This, in turn, was refleci@ major distortions and

structural imbalances in the Palestinian economwadave seen in section
three above. Moreover, the absence of nationakaeplanning regarding the

economic development process over the long yearthefoccupation has

further compounded the problems of indigenous egnnidevelopment.

When it took over in the West Bank and Gaza StripMay 1994, the
PNA was confronted with a difficult social and eoaric situation in these
territories. In addition to the severe short-temor@mic and social problems,
the West Bank and Gaza Strip also face fundaméortgtterm constraints to
achieving more rapid economic growth through highevate sector savings
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and investments. High rates of unemployment, ingefit infrastructure and
the lack of economic institutions, which initiallpcluded the absence of a
developed banking system, as well as trade proesdand practices, that have
increased the cost of private sector activity, wemong the more important
challenging problems of economic development fatcheg PNA in the West
Bank and Gaza Strip.

Understandably, then, the situation in the WestkBamd Gaza Strip calls
for formulation of a comprehensive programme fohatglitation and
reconstruction of the economy. Like any programoreetonomic revival and
reconstruction, it needs to include three elementsset of well-defined
objectives, a concise evaluation of relevant caists and opportunities, and
a co-ordinated set of policies and strategies ¢batd be adopted to achieve
the objectives envisaged. However, 27 years otlsozcupation of the West
Bank and Gaza Strip means that the developmenegson these territories
will be very different from the ones being pursuedther parts of the region.
In general development looks at raising the leeéimcome, but in the case of
Palestine, it is important to correct the dislomasi and the structural
imbalances as well as raising living standards.rdfoee, the economic tasks
facing the PNA are vast in scope and complex imneatrequiring competent,
skilful, and experienced management.

Currently, the PNA is still dealing with the majthiree problems which
have been considered as the most urgent taskeetisite immediate action to
be taken at the time when the PNA took formal adntver the West Bank
and Gaza Strip. These problems are: building Ralastnational institutions,
dealing with unemployment, and rehabilitation oé tteteriorated physical
infrastructure. In this regard, particularly in iguation like that of the West
Bank and Gaza Strip, it is important to understdrat these three tasks are
related to each other, and have to be tackled ameusly. The capacity of
the PNA to create effective institutions to safedushe interest of the
domestic economy through various policy instrumetépends to a large
extent on the credibility of these institutions, igfh in turn requires a
fundamental improvement in the economic situatiOm the other hand,
improving economic conditions depends on increadmgestment in the
productive sectors, which in turn requires an tostinal framework able to
supply a regulatory environment, the basic infragtire, and essential public
services.

The interaction of these tasks, combined with thailability of foreign
aid, might induce the PNA to deal with them asmgl&i issue, and to embark,
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in the short run, on a programme of creating in8tihs that employ people
directly. To achieve institution-building and allaeting unemployment,
priorities should be directed towards activitiesatthsatisfy the double
requirement of generating productive employment,ilavrexpanding the
infrastructure that support expanding the capaeftyhe private productive
sectors. In other words, the focus of the PNA’seligment programmes in
the short run should be to expand the productivtose of the economy in
order to generate enough production and tradeigesivto absorb the labour
force. This approach resulting in a structural $farmation, whereby the
Palestinian economy should be able, in the long toarsubstitute exporting
goods for exporting labour and gradually reducel@sendence on foreign aid.

Accordingly, among the most important projects $ticae, for example,
those which increase agricultural resources. Thegede programmes of land
reclamation aimed at increasing the area suitaisleultivation, increasing the
supply of water by maintaining the old wells andlithg new ones. Similarly,
stimulating industrial activities requires increaggithe supply of electricity,
improving transportation and communications faeitit by making large
investments to enhance such infrastructure projédeanwhile, improving
and modernising the education and health system$ heve direct
implications for the success of social developnaert economic performance
in the medium and long run terms.

However, in the early stages toward independengésfialan economic
development in the West Bank and Gaza Strip, thatgr sector alone will not
be capable of generating the savings needed tmdinghe investments in
development projects. Therefore, external finangaburces, both official and
private, will have to play a leading role in thelgatages of the development
process. Because of the central role assigned riagfo aid in the overall
development process in the West Bank and Gazaisttiie short term period,
certain macroeconomic and readjustment policiesl neebe formulated and
implemented to deal with some of the possible negatspects of foreign aid
in the development process, especially the tendefiaysing aid funds as a
substitute for national saving and not as a suppteno it.

A considerable flow of foreign aid into an econorhgving limited
absorption capacity, like that of the Palestiniae,ahreatens to bring about a
rise in the general level of prices (inflation)daa change in the relative prices
of tradable and non-tradable goods. In turn, thadeerse effects have a
harmful impact: they reduce the competitivenessthaf export sector and
increase the problem of import dependency. Equalfyortant, since external
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financial resources will be transferred in the foomproject aid, there is a
potential problem of co-ordinating the differentjgrcts, especially since they
are financed by different bilateral and multilatesaurces. This has been
evident from the experience of many developing twees that have used
foreign aid in a major way to finance their devetgmt efforts. In many cases,
foreign aid at the macrolevel had no significanpatt on growth despite the
fact that at the microlevel the majority of thednted projects have shown
profitable economic results. This concern is oftermed “the micro-macro
paradox”. In other words, foreign aid transferrebtigh separate projects has
the potential of leading to a situation where tialtis less than the sum of its
parts. This paradox reflects also the overlap amahg projects
(UNCTAD/ECDC/SEU/6, UN, New York, 1994).

To avoid such possible negative impact of foreigh & is important that
the PNA adopt a comprehensive intersectoral dewsdop programme, and
negotiate with the donor countries according to f{brorities of the
programme, which should reflect the sequencindhefdifferent stages in the
development process. However, while doing so, thé& Bhould be aware of
the following two related issues: (1) public expiéme: or foreign aid will
have more appreciable positive impact on the ecgribhe private sector is
free and able to function in a productive compegitimanner. Thus, the
ultimate success of the development efforts depemdthe extent to which
they facilitate economic growth in the private sert(2) the long-run side
effect of the early stages of rehabilitation andorestruction which might
threaten to make the PNA the largest employer Witge running cost and
bureaucracy that creates misallocation of resouvedseen the private and the
public sectors.

Taking the above into account, the developmentrisfiof the PNA during
the short-run period should be sharply distinguistieom the permanent
functions of the public sector until the economiiages sustainable growth.
At that point, the PNA’s institutions as a publector should be able to carry
out its function of supplying the public goods asetvices and offering the
suitable regulatory economic environment and pedi¢taxes and subsidies) to
enhance the role of the productive private sedtothe development process.
Equally important, the PNA should have a role inosthing the short-run
fluctuations through an appropriate mix of fiscatlanonetary policies, and in
directing growth through its employment, commeraiatl industrial policies.
The role of these economic policies will have acg&deurgency in the
immediate future as we shall see in the followiagt®n.
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5.2. Macroeconomic and Structural Policies for the Future

The main theme so far dominating the analysis efdirrent structure of the
Palestinian economy has been reflected in thetfattthis economy suffers
from a chronic incapacity to create enough jobenploy the labour force,

generate enough saving to finance investment, aodupe enough exports to
pay for imports. Consequently, the developmentreffoeed to be directed at
creating an engine of growth including activitiekigh absorb the increases in
the labour force, generate income with part obibe saved and invested in
development projects in order to close the investrsaving gap, and export
part of the increased output to close the trade gap

At present and in the near future, the problemhinlabour market could
be eased considerably by the availability of empplegt in the Israeli
economy. Similarly, the shortages in savings toirwested in development
projects could be reduced substantially by extearchl However, employment
in Israel cannot be sustained at significant leielghe long run and external
aid will certainly dry up, eventually. Accordinglyin the long run, the
Palestinian economy should function without thepsupof these two sources.
Therefore, the development efforts, carried out bgwhe PNA, should utilise
these two external sources in such a manner asdore the creation of
replacements. In other words, these two sourceddithe used to increase the
capacity of the productive sectors, and enhancengavather than finance
consumption and imports.

Guided by these considerations, which may defimadmational policies
in the short run, achievements could be made pessibtranslating them into
the following specific ones: accelerating privatevestment, promoting
exports, reducing imports by substitution ratheantttompression, switching
demand from consumption towards investment, andarekpg government
investment expenditures. Undoubtedly, implementithgse strategies and
ensuring that they achieve sound results requiradécal change in fiscal,
financial, and trade systems and policies, as vesll other structural
transformation policies related to the productigeters, as follows:

5.2.1. The Public Finance Sector

The success of the development efforts mentioneml/eabin this section
depends to a great extent on the ability of the RdlAnobilise resources for
both private and public sectors investments. Sutdsk requires an effective
functioning of the public finance sector. Howewbe structure of the existing
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public finance sector, particularly the tax system,not suitable for the

Palestinian economy at the present stage of iigalkeand growth. In fact, the

present system of public finances is responsiblenfany structural distortions
and imbalances that have affected the developmethei Palestinian economy
in the past. It explains the poor quality of phgsimfrastructures over the
years of the Israeli occupation and has had a diaging effect on business
activities and investments in general.

Reviewing the traditional functions of the publiodnce sector in any
economy, particularly in developing economies, $edd recognising the
urgency of each function in the Palestinian econdimy the following
considerations:
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First, the role of the public sector as the supptie public goods and
services assumes a greater importance in the P#&estase because of the
neglect of the physical infrastructures and sosgabices over the last 27 years
of occupation. A considerable improvement in theseas is essential for
creating a supportive environment within which tpevate sector can
smoothly operate and expand.

Second, the role of fiscal policy, as a tool to mup the development
process, by stabilising short-run fluctuations awthieving growth-oriented
adjustment, becomes critical in the Palestiniartexdndue to the fact that the
tools of monetary policy will not be effective ihi$ period because of the
absence of a national currency, and until the PMgh gain sufficient
experience with the use of some tools of monetaligy

Third, the role of the public sector in distribiginncome among
individuals and regions is also essential in thie®eian territories due to the
notable difference in the standard of living betwélge West Bank and Gaza
Strip, and the general problem of poverty caused High rates of
unemployment, especially in the last few years.

Guided by these considerations, reforming thex and public
expenditure systems, the main components of the public finance sector,
necessitates the getting rid of all the negatiyeeets of the present system,
and at the same time acquiring those positive tigslneeded to make the
public sector a leading force in promoting econoanc social development
activities.

At presentthe tax system as a whole includes 25 taxes of 16 different
types. A single firm has to collect and/or pay ifedent types of taxes. As for
the direct taxes, the income tax structure is g@mjlar to that of Israel whose
per capita income is over 14 times greater than tfathe Palestinian
economy. Furthermore, the top marginal tax ratkénPalestinian territories is
48% as compared to 33% in the United States. Athiistructure of indirect
taxes, at present, the VAT rate is identical tot tha Israel (17%) and
according to the Paris Protocol cannot be reduetaAb15% in the transition
period, despite the great differences between thesl§ and stages of
development in the two economies (George T. AbebAbdelali Tazi, 1994).
These and other features of the structure of tigtieg tax system suggest that
the reforms should be in line with the following jovacriteria:
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(1) In general,efforts should be made to simplify the way taxes ar
assessed, processed, and collected, so as to rédtcethe cost of tax
administration and tax evasion. Accordingly, thex tsystem should be
redesigned to bring about the objectives of efficie equity, and
macroeconomic stability, so as to become an effedtistrument of economic
growth and social development. In doing so, highanance should be given
to restructuring the income tax and the VAT.

(2) Having a large number of taxes usually increakes tadministrative
cost, and may increase distortions, so reducingnao@ efficiency.
Accordingly it is suggested to cut the number akta The experience of both
developed and developing countries has shown figét fmarginal tax rates
increase the incentive to evade, and countries tgjphmarginal rates higher
than those prevailing in advanced industrialisedntoes often suffer from
capital flight (UNCTAD/ECDC/SEU/6, UN, New York, 94). Equally
important, is the simplification of the businesges and a reduction in their
rates. These changes would integrate the two coemerof the direct tax
system (personal income tax and business tax),esogurage investment
while preventing tax evasion.

(3) In restructuring the indirect taxes, especialraite should be given to
the VAT. The 15% of the VAT is a very high rate foe Palestinian economy
in its present state of economic development. Ebe should be chosen so as
to foster its advantages without losing other difjes of the tax system. A
much lower rate may be considered more appropfiate the viewpoint of
equity and growth considerations.

(4) In the immediate and short term, the proper fumitig of the tax
system is highly important, since taxes are likelyserve as the primary
sources of the PNA revenue in addition to extefoatign aid. Therefore,
taxes have to play the double role of raising &seable amount of revenue,
that increases with the growth of income, andhatdame time, encouraging
private saving, which also grows with income. Instltase, the need for
external aid will be reduced only if the sum ofvatte and public saving grows
proportionally with income, and gradually financasgreater part of total
investment.

Broadly speaking, these are the proposed requinsn@nchange in the
structure of the tax system. However, a comprekensform of the system
requires more detailed studies dealing with issaferevenue yields, equity,
and efficiency, which are constructed on more cetecassumptions regarding
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trade relations and tax harmonisation with the meigir countries in the
region.

As for the public expenditure system, the need for organising the
expenditure side of public finances is not lessentgthan the task of tax
reform. Prior to 1993, all matters relating to pabkexpenditures and
government budget were the responsibility of theadk authorities. The
preparation and implementation of the budget wasieth out without the
participation of or consultation with the Palestimipeople. In the late 1980s
and early 1990s, the total taxes paid by the Ralastpeople in the OPTs and
transferred to the Israeli authorities have be¢imased at around 18-24% of
GDP. At the same time, the level of public expamdis was less than 15% of
GDP, which is very low compared to other count(iElse World Bank, 1993).
Accordingly, many public goods and services whicé asually supplied by
the public sector in most countries, were providgdhe private sector, non-
governmental organisations (NGOs), and the Unitatdds Relief and Work
Agency (UNRWA). This is an indicator of the very ainpublic investment
expenditure and low level of government involvemerthe economy.

Taking these distortions and imbalances of the ipusv system into
account, and due to the huge institution-buildimgl @onstruction activities
carried out and supervised by the PNA at the ptesenl with the relatively
large amounts of external aid (see Appendix-3bg #tcountability and
efficiency of the expenditure side of public finescacquires a critical
economic and political importance because of theettainty surrounding the
future of the peace process. Donors, for examplghtriind conditions too
difficult to continue their support; they are loogifor specific movement in
both the political and economic spheres over tlee fidure.

In order to lay the foundation of an effective pal#xpenditure system,
the PNA has indeed completed the work on organiaimystaffing Palestinian
employees in the various public sector departmasis replacement for Israel
staff in the past Civil Administration. According some estimates, this has
involved around 2000 new employees (The World B4a®Iig4); though actual
developments since 1994 indicate an even greatezdse in the public sector
employment. This relatively large expansion in public sector employment
is justified by the fact that the new Palestiniaimaistration will have to
carry out the usual government activities in additito reconstruction
programmes and other activities in the transitiogriqu including the
administration of the new Palestinian police fonejch is estimated to have
reached at least 15000 persons by the end of 1995.
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Currently, the PNA intends to consolidate its flsgmosition, after
weakening since 1993 owing to the disruptions ix &dministration
associated with the transfer of fiscal authorityithMthe improvement in
revenue performance as a result of the PNA’s irfigaal institution-building
steps and due to strengthened domestic tax calfedtie PNA intends now to
restrain the growth of recurrent spending to conitsi budget deficits of 1993
(see Appendix-3a and Appendix-3c) and to achiewdgbubalance by the end
of 1998. The establishment, in 1996, of Office<Caintral Budget, Treasury,
and Internal Audit at the Ministry of Finance, aslmas the channelling of
fiscal receipts and expenditures through a cengdli account, should
strengthen the PNA’s efforts to resist increasedetut spending. In this
connection, the breakdown of the budget into cureemd development items
should take into consideration the present andduteeds of the public sector
as an important tool to support the developmentgss. In the next few years,
the PNA has to increase public expenditures wipeet to development
expenditures, especially in such fields as edusatiwalth, and municipal
services, in addition to public investment projentall areas of infrastructure.

5.2.2. The Monetary Sector

Undoubtedly, assessing the potential of the pw#itor within the context of
the PNA's efforts of restructuring the public fircas depends on restoring the
monetary sector which has suffered severely dutivey27 years of Israeli
occupation. It will be hard for the PNA to achieargy success in reforming the
tax and public expenditures systems, as well awingvthe trade flows and
activities, without parallel major transformatioffagts in banking and other
financial institutions to facilitate the smoothnesk financial transactions.
Generally speaking, the whole restructuring effoainnot be carried out
successfully without creating sound financial ingions to perform the
essential functions of supplying liquidity, encagirg savings and
investments, and facilitating the role of both paland private sectors in the
overall development process.

In fact, the last three years have witnessed rhdiegelopments in this
sector, through renewing old financial instituticarsd establishing new ones.
The establishment of the Palestinian Monetary AuithoPMA) and the
gradual removal of the harmful Israeli restrictiafsthe past have facilitated
the achievement of the following three distinguiblséeps towards the revival
of the sector as a whole: (1) the return of thebAyanks to operate in the West
Bank and Gaza Strip; (2) the establishment of Ipaalvned new banks and
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investment companies with their own capital; examsplof these two

developments have been mentioned in section foaveakand (3) the starting
flow of both expatriate Palestinian capital, an@Band international capital
to invest in the West Bank and Gaza Strip. Thebdéistament of the following

two institutions could be mentioned as examples:Ralestinian Development
and Investment Company (PADICO), founded by a grolipalestinian and

Jordanian businessmen, and the Palestinian Araéstment Bank (PAIB),

which is a joint venture of international, ArabdaPalestinian capital (MEED,
13 September 1996).

The radical developments in the commercial bankictiyities since 1994
have resulted in a significant increase in totalkbdeposits, reflecting a shift
in money holding from cash to bank deposits, amticating that Palestinians
have started to bring home their bank depositstlirerocountries. However,
total bank loans have not yet responded to thieease in deposits. The ratio
of loans to deposits is still very low, estimatgdtbhe PMA at the end of 1995
at 46% in the Gaza Strip banks and 25% in bank#hénWest Bank. The
comparable ratios for Jordanian and Israeli banksew80% and 86%,
respectively. The relative high ratio for Gaza fstiianks was due to loans
extended to the PNA’s institutions there (The Rales Monetary Authority,
1996).

Despite these recent developments in banking &eSviand the new
financial institutions, it is in fact too early amérd to assess the potential of
the monetary sector and its ability to play itserobf supplying the
complementary services needed by all other econatiivities within the
context of the existing situation, and the changgsected in the near future.
In this context, it is important to emphasise thdtile the activities noted
above are essential to the process of buildinguaddinancial sector, their
ultimate success depends, in great part, on thectdhn, co-ordination, and
supervision of the PMA and its potential power withthe monetary
arrangements of the transition period, as specifiethe Paris Protocol.

The protocol has assigned many functions to the Re# similar to the
traditional responsibilities of a central bank, ideating the PMA as the
supervisor and controller of the financial systemg as banker to both the
PNA and the commercial banks (see Article 1V, Itebhand 4 of the Paris
Protocol, United Nations 1994). Accordingly, theilipo of the PMA to
perform some of these functions depends in gredtgpeits ability to control
the monetary base (high powered money, which istne of currency held by
the public and reserves of commercial banks andllysteld at a Central
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Bank). In other words, the PMA needs to be ablgatisfy the public demand
for currency, as well as the banks’ demand forrese At present, however,
this power is severely restricted by the absence afational Palestinian
currency and the commitment that the liquidity riegment on the shekel (the
Israeli national currency) accounts be linked, adit to the protocol, to that
used in Israel (see Atrticle IV, Iltem 11 (6)).

The inability of the PMA to exercise the traditibreantrol of a Central
Bank over the monetary base implies that it hasardrol over the effects of
changes in both demand for and supply of moneguth a situation, a major
excess demand for reserves can only be met bywimgdeavily either from
Jordan or from Israel, depending on which curreiscgemanded (both the
Israeli shekel and the Jordanian dinar are legadee during the transition
period). In doing so, the PMA will place a burdemtbe fiscal system while
its ability to manage public debt is restricted. ristaver, there is another
problem associated with the use of a double cuyret@ndard reflecting in
currency mismatching. This problem stems from thet fthat commercial
banks might find themselves with liabilities maimtythe appreciated currency
while thei assets are in the depreciated currenbg. risk of this will inhibit
the commercial banks from accepting short-term dit¢p@nd extending loans
over longer terms.

Obviously, then, the role of the PMA in using margtinstruments to
counterbalance the short-run fluctuations, andfecelong-run readjustments
is severely undermined. It should be apparentetbez, that improving the
monetary arrangements after the passage of théninperiod envisaged in the
Protocol, requires first, and foremotte movement toward a single currency
standard. The question, then, is which currency standardilshbe adopted?.
Within the context of the existing situation, ai tchanges expected in the
near future, the following alternative currency amgements can be
envisioned: (1) adopting an independent Palestiaiarency; (2) adopting the
Jordanian dinar; (3) adopting a Palestinian cugrénca currency union with
Jordan; (4) adopting a Palestinian currency inraeciey union with Israel; or,
(5) adopting a Palestinian currency in a currenggm with Jordan and Israel.

Considering the historical, political and econondinensions of the
relations among the three economies in the region,argument is that only
the second and the third options constitute redderchoices. This argument
is supported by two considerations: first, the Béan interest is not served
by a completely independent currency in the forakksefuture because of the
likely initial low level of credibility of a new auwency in the next stages of
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economic development in the Palestinian econongoremh a currency union
with the Israeli shekel is not in the interestlod Palestinian economy looking
for future economic independence away from theelsraconomy after 27

years of Israeli occupation. Accordingly, the Paiean economy will be best
served either by adopting a national currencyithtied to the Jordanian Dinar
in a currency union with Jordan, or by retaining trordanian Dinar as the
only legal tender, as it was in the West Bank keefbe occupation in 1967.

The argument stated above stems from the fact thateconomic
prerequisites representing compatible structured asmages of economic
development necessary for a successful single meyr@area do not exist
between Israel and the Palestinian territoriess€heclude: factor mobility of
labour and capital between the two member countsiesilarity of economic
structures, and an environment where shocks arencoamather than country
specific. It is more likely that capital and labauould be much more mobile
between Palestine and Jordan than between Palemtidelsrael. This is
because both labour and capital markets in Jordanetatively free and have
strong ties with Arab markets in the region inchglihe Palestinian markets,
while in Israel they are to a great extent congalby the government, and
have strong ties with European and North Americaarkets. The Israeli
Government’s domination of the capital market exdavhy, over a period of
27 years of occupation, there was no appreciable df Israeli private capital
to the Palestinian territories. Similarly, as wentened above the Palestinian
employment in Israel cannot be sustained at siamti levels in the long run
due to the fact that it is determined mainly by éeenomic conditions in Israel
and tied with the uncertainties in political andcwdty conditions. More
important than the likely low factor mobility betese Israel and the Palestinian
territories is the great dissimilarity between sitreicture of their economies.

By contrast, the situation is very different in tb@se of Jordan and the
Palestinian territories. The prerequisite cond#iorecessary for a successful
single currency area combining together JordanthedPalestinian territories
in a currency union are likely to prevail in thedseeable future. Despite the
important differences between the two economidieating the past 27 years
of separate development and barriers to movemepeople and goods, the
ties between Jordan and the Palestinian territ@iesstill strong, and can be
expected to grow stronger with the removal of thevailing restrictions. The
Jordanian capital market is relatively free, and oisginally tied with
Palestinian capital. As we mentioned in sectiorr falove, efforts to revive
the financial sector in the West Bank and GazapSirere dominated by
initiatives taken by Jordanian financiers, and 8én financiers residing in
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Jordan. In addition, the majority of the immediB&estinian returnees to the
West Bank will be Palestinians residing now in dorénd have property and
family ties in the West Bank.

Taking into account all these factors togethelpiks more reasonable
that the Palestinian territories and Jordan cartstian optimal currency area
and that they could therefore form a currency unideccordingly, the PMA
could embark at the present on initiating effortdwo directions at the same
time. First, establishing a Palestinian currencyhesonly legal tender to be
used after the passage of the transition periodor® negotiating with the
Central Bank of Jordan all the aspects of monaiargn. At a later stage, and
within the context of possible future developmerite PMA may be able to
carry out its functions as the Central Bank of Bi@e, or to merge with the
Central Bank of Jordan into one supranational @¢menk carrying out the
functions of the central bank for both Jordan drel Ralestinian territories in
the West bank and Gaza Strip.

5.2.3. The Trade Sector

Of equal urgency, and parallel to reforming the ljpuinance and monetary
sectors, is the need to reorient, revive, and gthem the trade sector, which,
as we have seen in section three above, currentfiers a weak and
deteriorating situation as a consequence of thg lears of occupation.
Sustainable economic development cannot be obtaimdess the economy
substitutes, gradually, goods for labour servicetha main export and source
of foreign exchange. Therefore, the success insddg the current trade
patterns and imbalances, and directing the ecortomgrds a viable external
payments position should be considered as cruciskst of the PNA’s
development efforts. However, substantial changébe trade sector will take
time due to the fact that adjusting trends in trade not be separated from
those in production, investment, and employmentbse there is always a
strong link between these trends, especially inllsec@nomies. Therefore, it
may be misleading to talk about an optimal tradgme such as free trade,
customs union, etc., for the Palestinian econontiiémear future.

In the Palestinian context, reforming external érpdtterns has to follow a
sequence of stages reflecting the degree to whigh @conomy will
successfully overcome the harmful effects of thradb policies operated in
the past 27 years, increase the capacity of proa@uséctors, and re-establish
entry into neighbouring markets and access to ness.olThese tasks can not
be completed during the interim period which iaifisient to carry out such a
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comprehensive transformation of production anderstductures. Furthermore,
the Paris Protocol on economic relations betweemelsand Palestine limits

the possibilities for alternative changes in thadé& regime in the interim

period. As we have seen in section four above,ttheée arrangement with

Israel presents obstacles to negotiating a suittie arrangement between
the Palestinians and other neighbour countriesénitterim period specified

by the Protocol. In addition, a number of non-fabirriers that constrained

exports of Palestinian products in the past stibte

At present, however, the priority areas of actimuld be in certain
prerequisites activities which are essential fosnaoothly operating future
trade sector. These include: first, rebuilding pgsical infrastructure of the
economy to create the supportive systems of tratietaes; of high priority in
this respect, is the transportation and commuminatystems; second, building
a direct outlet to the world, so that the Paleatineconomy can easily and
independently trade with other countries, accoiginthe establishment of
shipping services and the development of a comielesga port in Gaza
constitute a priority area of action; third, esisiihg specialised trade
institutions to provide information, technical exjige and general guidance to
producers of agricultural and industrial products.

All these tasks should be considered as prerequisitivities to be
undertaken in the interim period for the next mdgesk in the near future,
which is establishing trade relations with marlaftaeighbouring countries. In
this connection, the Protocol does have some pesiiements that should be
made use of in the interim period and afterward®e Protocol allows for a
limited opening to the markets of Jordan and Egspt granting the
Palestinians the right to set their own tariff olish of “development goods”
imported from these countries. This should enabéeimportation of capital
and intermediate goods at a lower cost, which im tteduces the cost of
reconstruction and other development efforts iniiherim period. This should
also enable the acquisition of preferential treatmi®r some Palestinian
exports to these countries (e.g., the economiceageat between Palestine and
Jordan calls for the gradual removal of all bagrirtrade between Jordan and
the Palestinian territories).

This chance of opening neighbouring markets shd@daggressively
followed up, as the first step towards the indepereé of the trade sector from
the Israeli economy and the reintegration of thee®Rmian economy into the
region. This should also be coupled in the shamt after the passage of the
interim period, with efforts to exploit new markethat have accorded
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Palestine a preferential treatment, like the Euaopénion, Japan, Turkey and
others. Finally, the relaxation of restrictions wspd on trade flows are
expected to improve the situation. In this contegine studies have predicted
a promising outlook in the interim period and aftards. For example, M. El-
Jafari (1997) applied two quantitative methods is study to assess the
potential merchandise trade flows between the Raias Territories and
other countries in the region. The results of thal indicate that removing
non-tariff barriers imposed by Israel will doubleerohandise exports, based
on 1992 statistics, and consequently, the merceanttade deficit will be
narrowed by 30%. Moreover, under unrestricted trammditions, the
merchandise trade deficit will be at a minimum 663 million compared to
$940.2 million in 1992. More important, the studydicates that these
potentials will result from trade creation with ethcountries and trade
diversion with Israel. Thus, countries like Jordaag, Saudi Arabia, Lebanon,
and Japan are expected to be the major outletPdtestinian merchandise
exports, where more than 90% of Palestinian expondd be directed to these
markets. On the other hand, more than 75% of madika imports are
expected to originate from Egypt, Syria, Lebanor$A) Japan, Korea,
Indonesia and the European Union (see El-Jafari1BR7).

6. SUMMARY AND CONCLUSIONS

The period immediately following the 1967 Israelccapation of the
Palestinian territories of the West Bank and Gaizg Svas characterised by
high rates of economic growth in these territoridewever, this growth was
not sustained because of the radical structurahgde brought about in the
economy of these territories due to the Israeliricteze economic measures
and policies. Measures were taken by the Isradihcailies to integrate,
gradually, the economy of these territories intat tbf Israel. An increasingly
elaborate system of Israeli military orders and adbtrative arrangements
have prevented the Palestinian people in the ORs fletermining in their
territories the working of their political, econarand judicial systems, use of
their natural resources, provision of public sesgsicand, consequently, the
course of their economic development. The lack pprapriate national
institutions to safeguard the interest of the loeabnomy through various
policy instruments has further led to the incregsnbservience of the OPTS’
economy to the economy of the occupying authoriti8mce then, the
economy of the OPTs in general became tightly tinkéh that of Israel.

It has been obvious that the paradox of the Is@a&upation policies in
the OPTs has been to push up per capita income wahiésting any attempt to



Palestinian Economy in the West Bank and Gaza Strip 43

sustainable national economic development. By bdiad to the Israeli
economy, incomes in the West Bank and Gaza Strip Wigher than those in
neighbouring Arab countries although living conmiits are among the poorest
in the region. As a result, the level of the domeestitput and its contribution
to GNP have been steadily falling in the later geahile labour has become
increasingly dependent on employment in Israeltaedest of the world. The
closure of banks and other financial institutioes)ce the occupation, has
deprived the productive sectors of the economy fsbort-term and long-term
sources of finance. In the area of trade, the Ralas territories have been
gradually transformed into a substantial importeistaeli merchandise with a
growing balance of trade deficit that can only betnfrom workers’
remittances and transfers from abroad.

When the PNA began to exercise its functions in N894, following the
Israeli-Palestinian Peace Accord of September 19@3economic situation in
the West Bank and Gaza Strip was characterised bygh degree of
fragmentation and imbalances reflecting distortionshe structure of output
and income, a significant gap between domesticratidnal output caused by
high dependence upon external sources of incometors¢ imbalances
coupled with a virtual paralysis of the public sgctow productive investment
and uncontrollable and unfavourable flows of tradel labour. Moreover,
although the start of self-rule in the West Bankl @aza Strip has been
universally welcomed, the overlap between the Is@zupation authorities
and the PNA has presented new political, econommd &ureaucratic
obstacles.

In the years ahead, the PNA will be trying to reven economy riddled
with distortions and structural imbalances and péahby unemployment and
under-investment. A mix of political and economlzstacles lies ahead as the
PNA tries to put together a formula for future depenent in the West Bank
and Gaza Strip. However, the task will not be efiggn the uncertainty over
the future political status of these territoriesdatheir present heavy
dependence on Israel for trade and employment.tasie of rebuilding the
deteriorating infrastructure of the West Bank araz& Strip will not be easy.
The $2400 million in international aid for the firfive years gave some
indication of the scale of the work ahead. Untitdn raise its own revenues,
the PNA will have to rely on external budgetary pomp. Although the PNA
started recently to raise its own revenues thraaghtion and transfers from
Israel, the economic downturn since the Israelswates of the Palestinian
territories borders has left it reliant on fundsnfrthe international community.
Therefore, the donors’ funds which mostly aimedietelopment projects in
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the short run will have to be diverted to fund therent expenditure of the
PNA.

The PNA cannot rely on international aid alonethiis regard, it should be
understood that despite the great expectationshinat surrounded the donor
effort, it was never going to build the Palestiniaoonomy. Due to the
uncertainty surrounding the future of the peacecgss, donors might find
conditions too difficult to continue their suppofihey are looking for specific
movement in both the political and economic spheres the near future. To
keep the donor funds coming in the territoriesehw®as to be political progress
as well as economic development. Therefore, forepetident Palestinian
economic development, the key issue should nohbelbnors, but to create
jobs and a degree of autonomy from the economidsraél through seeking
more productive local and foreign investments argaading the regional
trade. There is an urgent need to encourage amd) livack Palestinian
investors with their funds from outside to investthe West Bank and Gaza
Strip. However, turning their funds into a steatbyM will be tough until the
situation in these territories offer more attragtialternative investment
prospects.

As outlined throughout the above section of thipgrathe reconstruction
of the Palestinian economy to facilitate the achiegnt of sustainable growth
and development requires the successful completbna set of bold
development strategic policies and measures. Thedede: building of
infrastructures and provision of public serviceseating support systems
conducive to investment, production and trade &8s, removing of
constraints on private business activities; theatife use of the external aid
available from the international community; intdyisig investment in
development projects and raising exports; substargxpansion of the
productive capacity of the economy and restrainingneases in consumption
and imports. However, it will be hard for the PNAdchieve any development
success without a major transformation effort aftmecturing and reforming
public finances, banking and other financial ingitdns, and reviving the trade
flows and activities. In the Palestinian contexte twhole reconstruction
efforts cannot be carried out successfully witheutating sound fiscal,
financial, and trade systems.

Through such conscious policies and commitmentspleal with concrete
measures at various levels, the economy of thesthaikn territories might be
expected to move out of stagnation and set itselfaccourse of sustained
growth and development. Indeed, the success of stictiegies equally
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necessitates the creation and development of indige bodies capable of
managing the economy and charting its future course

In conclusion, the following major points may bedea

First, the economic and social underdevelopmerthefOPTs is directly
the result of policies and military orders issugdhe Israeli occupation forces
over the period of almost three decades. This kag bepeatedly verified by
the United Nations and its various organisationgh@t a substantial reversal
of many of these policies, any efforts to introducdo stimulate economic or
social development will inevitably have only magieffects.

Second, and related to the point made above, edonamd social
development in the OPTs is, to a large extent, widget upon improved
political stability and the restoration of politicgivil and human rights to the
Palestinians living there. Without such rights amith the continuing of the
restrictions and obstructions imposed by Israeltte OPTs’ economic and
social activities, the Palestinians in these tefigs can have little hope of real
improvements in their quality of life, and will ctimue to oppose the Israeli
occupation.

Third, the nature of the future economic developmanPalestine will
depend to a large extent on the political condgiprevailing in the area as a
whole, which in turn will depend on the outcomeltd peace negotiations and
the final settlement between Israel and the Pailasis.

Fourth, sustainable development, and any improvériarregional peace
and stability, can only take place within the cantef the Palestinians being
willing and given the chance of independent pditicand economic
partnership with Israel and any other country ie tegion, not under the
present conditions of enforced and asymmetricabjration.

Fifth, given the complex political realities, anlettrack record of the
peace process so far, it is hard to envision dutso of the overall conflict in
the area, including the Palestinian-Israeli onecakdingly, it is not realistic to
expect a new economic order in the area in the heare. However, this
political uncertainty should make it more urgent floee Palestinians to define
clearly a perspective of their long-run interestd dollow its path without
being influenced by the short-run conditions.
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Sixth, despite the relatively gloomy picture of the fututiee Palestinian
economy in the West Bank and Gaza Strip has coraitée potentials for
economic development given the high quality of theman resources, the
negligible external debt, the very small publictee¢administration only), the
tourism potential, and the proximity to the muchgkr and fast-growing
economies of Jordan and Israel.
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Appendix-1a
Occupied Palestinian Territories (West Bank & Gau#p)
Selected Key Indicators of Economic Performance
Population & Labour Force (000s)
% of Unemp-
Years Pi)_pula- Labour | Emp- In In Labour Unemp- loyment
ion Force loyed OPTs Israel Force loyed Rate(%)
1968 940 146.5 126.4 126.4 20.1 13J7
1970 978 180.8 173.3 152.8 20. 118 7|5 41
1972 1021 192.0 189.6 126.6 63.0 328 2|4 13
1974 1084 213.0 211.0 146.1 64.9 304 2|0 10
1976 1121 207.0 205.2 138.9 66.8 320 1{8 ds
1978 1171 214.0 212.3 138.2 74.1 346 1{7 ds
1980 1181 218.5 215.7 140.6 75.1 344 2|8 13
1982 1227 225.2 222.9 143.9 79.1 3501 2|3 10
1984 1303 248.0 241.3 151.0 90.3 364 6|7 47
1986 1383 267.3 259.4 164.7 94.7 354 719 Jo
1988 1483 289.4 281.9 172.5 109.4 37)8 715 46
1990 1599 307.8 296.5 188.9 107.6 350 1143 36
1991 1681 312.1 287.4 189.7 97.7 318 24{7 19
1992 1768 334.0 319.9 204.9 115.p 3444 141 42
1993 1801 338.2 315.6 235.4 80.0 236 22|6 d.6
1994 2238 400.1 338.9 285.9 53.0 13p 61{2 4.3
1995 2267 416.4 319.3 294.3 25.0 6.0 97|1 33
1996 2357 432.6 302.9 284.9 18.0 40 129|7 3@¢.0

Sources: (1) Palestinian Central Bureau of Statisti€B® 1994 Demography of the

Palestinian Population in the West Bank and Gaza Strip, Current Status Report series,
No. 1, Rammallah-West Bank, December 1994. (2) PalestiGmral Bureau of

Statistics (PCBS) 1995, abour Force Satistics in the West Bank and Gaza Strip,
Current Status Report series, No. 3, Rammallah-West,Bdak 1995. (3) The World
Bank 1993 Developing the Occupied Territories. An Investment in Peace,Washington
D.C., September 1993.

Note: Until 1993, the data of all the above sources have based on Israeli statistics,

mainly, Satistical Abstract of Israel, and Judea, Samaria and Gaza Area Satistics

(Jerusalem, Central Bureau of Statistics, various y@ais/olumes).
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Appendix-1b
Occupied Palestinian Territories (West Bank & Gau#p)
Selected Key Indicators of Economic Performance
National Accounts Indicators (current million $)

. GDP/| NFI/ | PC PC
Years GDP Agg/lclt. Ino(jst. C(g/nst. Seo/rvs. N*FI GNP | GNP | GNP | GDP | GNP
(%) (%) (%) (%) * (%) (%) ($) ($)
1968 131 35.2 5.4 6.2 53p 3 134 91.7 .2 139 143
1970 198 33.7] 6.9 9.4 50p 10 208 95%.2 1.8 P51 P13
1972 267 37.6] 7.1 121 43P 40 327 81.6 1B.3 P66 0 |32
1974 543 38.5 8.7 13.fy 434 205 48 75 274 50190 |6
1976 692 31.4 79 1783 434 207 8p9 769 2B.0 61702 |8
1978 835 29.4 84 169 4555 336 11f1 71.3 28.6 [7/1600
1980 1050 29.8 71 155 476 375 14p5 7B.6 26.3 [88BR07
1982 1086 27.9 6.1 16.1 496 375 14p1 743 256 [8BHI1
1984 1115 24.4 7.2 15.p 52{9 548 16p3 6.0 3J2.9 85876
1986 1494 29.5 84 158 468 488 1982 7b.3 4.6 0108433
1988 1653 39.9 8.3 13.p 388 693 2346 7p.4 29.5 5111582
1990 2247 38.2 8.0 12.p 418 698 2946 7p.2 233.6 5140842
1991 2161 31.4 8.0 130 476 648 2809 7p.9 33.0 6128671
1992 2673 37.3 70 138 412 816 3489 7p.6 243.0 1151973
1993 2593 27.3 7.4 216 43[3 532 31p5 8R.8 17.0 0144735
1994 2624 26.9 9.2 14b 494 386 3010 8.2 12.8 2111345
1995 2482 21.5 10.8 13p 53|8 248 27830 90D.9 9.1 5109204
1996 2442 23.9 10.8 12p 53|1 21)4 2646 9p.2 7.7 61103123

Sources: (1) The World Bank 1993 Developing the Occupied Territories: An
Investment in Peace, Washington D.C., September 1993. (2) Palestinian CeBiralau
of Statistics (PCBS) 199%conomic Satistics in the West Bank and Gaza Strip,
Current Status Report Series, No. 2, Ramallah-West Baaakyary 1995. (3) The
Economist Intelligence Unit (EIU) 1997Country Profile 1997-98: Israel-The
Occupied Territories.

Notes: (1) Until 1993, the data of all the above sources bege based on the Israeli
statistics, mainly:Satistical Abstract of Israel, and Judea, Samaria and Gaza Area
Satistics (Jerusalem, Central Bureau of Statistics, varioussyaad volumes ). (2) All
figures originally expressed in Israeli currency (shekalje been converted into $US
using the annual average exchange rates from INE&rnational Financial Satistics,
Yearbook 1997 (Washington D.C., IMF, 1997), pp. 482-85.

(*) NFI: Net Factor Income; mainly earnings of Palestimi@ankers in Israel.
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Appendix-1c
Occupied Palestinian Territories (West Bank & Gau#p)

Selected Key Indicators of Economic Performance
External Trade Indicators: Balance of Paymentsligmil$)

Exports Exports Net

Imports | Trade Imports Current

Years G ggds of Goods| Balance| o er\?ifc es{ Of Balance J;anms;ﬁ{‘ Account
Services Y )

1968 355 69.9 -34.4 - . . .
1970 57.5 127.8 -70.3 42.6 29.8 1248 9115 34.0
1972 87.6 167.8 -80.2 111.1 49.4 61)7 54.3 3%.9
1974 155.8 333.0 -177.2 193.8 9844 954 30.2 -51L.6
1976 232.4 434.3 -201.9 236.2 12516 110.6 92.6 1.3
1978 266.6 459.0 -192.4 257.1 1363 120.8 91.0 1v.4
1980 3535 679.4 -325.9 403.4 2144 189.0 111.0 .9-6p
1982 398.5 734.3 -335.9 491.4 233J3 258.1 106.6 5 2B.
1984 306.7 690.3 -383.6 518.9 2301 284.8 89.7 -b.1
1986 387.4 8915 -504.1 567.8 273l4 2939 76.9 AP
1988 209.0 676.0 -467.Q 742.0 329)0 413.0 135%.3 0 2.
1990 231.0 843.0 -612.0 844.0 362J0 482.0 154.2 0 2p.
1991 248.0 | 1148.0 -900 794. 352)0 4420 156.5 .8qQ7
1992 299.0 | 1232.0 -933.0 898.0 3490 549.0 235.0 49.a1
1993 236.0 | 1138.0 -902.4 552.0 1860 364.0 296.0 40.@
1994 227.0| 1024.0 -798.0 386.0 133|0 253.0 398.0 52.a1
1995 373.0 | 1660.0( -1287.d 248.Dp 148|0 10Q.0 614.0574.0
1996 316.0 [ 1495.0( -1179.4 204.p 153|0 51.0 421.0 08.67

Sources: (1) The World Bank 1993evel oping the Occupied Territories: An Investment
in Peace, Washington, D.C., September 1993. (2) The Economistlijetece Unit
(EIU) 1997, Country Profile 1997-98: Israel-The Occupied Territories. (3) UNCTAD,
Main Features of Domestic and External Merchandise Trade of the West Bank and Gaza
Strip, UNCTAD/ECDC/SEU/5. UN, New York, 1994.

Note: Until 1993, the data of all the above sources have basad on the Israeli
statistics, mainly:Statistical Abstract of Israel, and Judea, Samaria and Gaza Area
Satigtics (Jerusalem, Central Bureau of Statistics, various years@umes).

(*) Including Net Factor Income; mainly earnings of Paléstinvorkers in Israel.
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Appendix-1d
Occupied Palestinian Territories (West Bank & Gau#p)
Selected Key Indicators of Economic Performance
External Trade Indicators: Merchandise Trade bytibaton (million $)

Trade with Israel Trade with Jordan Trade withé@t@ountries|
Years | Exportg Imports | Balance| Exports| Imports | Balance] Exports| Imports | Balance
1968 15.3 535 -38.2 15.5 5.2 10.8 417 11.2 -¢.5
1970 20.9 83.2 -62.3 17.2 37 136 711 12,6 45
1972 40.8 138.3 -97.5] 28.4 4.6 24 1319 19.9 -$.0
1974 98.4 | 287.6| -189.2 35.4 4.9 30J7 1209 298 9-1p.
1976 | 143.2| 391.9( -248.7 67.7 3.B 63(9 16.4 382 .8-2L
1978 | 157.8| 403.8( -246.0 95. 5.p 90(3 10.0 47. .0-3y
1980 | 226.4| 582.4( -356.0 107.8 5b 10118 115 76.765.2-
1982 | 258.5 648.4| -389.9 125.0 8.0 1161 11 71.6 4.5-4
1984 | 185.3 619.9| -434.69 98.4 8.p 90(2 53 58.1 8-5p.
1986 | 274.6 797.8| -523.2 102.1 109 9142 31 81.3 8.2-7
1988 | 148.0| 596.0( -448.0 52.4 9.p 4219 23 69.1 8-6p.
1990 | 181.0| 709.2( -193.4 32.2 9.8 229 8.6 118.7 0.411
1991 189.9 | 976.4 -255.2 38.% 9.p 293 95 134.2 4712
1992 | 248.8 | 1103.6( -854.9 375 9.6 28|0 5.1 117.512.4

Trade with the Rest of the World
Exports Imports Balancg

1993 | 178.0 | 1015.0f -837.G 56.0 158|0 -124.0
1994 | 205.0| 920.0( -715.0 38. 155J0 -114.0
1995 | 306.0 | 1520.0r1214.0 20.0 170.0 -150.(
1996 | 235.0 | 1550.0+1315.0 31.0 175.0 -144.(

Sources: (1) The World Bank 1993Developing the Occupied Territories. An
Investment in Peace, Washington, D.C., September 1993. (2) The Economist
Intelligence Unit (EIU) 1997, Country Profile 1997-98: Israel-The Occupied
Territories. (3) UNCTAD, Main Features of Domestic and External Merchandise

Trade of the West Bank and Gaza Srip, UNCTAD/ECDC/SEU/5. UN, New York,
1994.

Note: Until 1993, the data of all the above sources have based on the Israeli
statistics, mainly:Satistical Abstract of Israel, and Judea, Samaria and Gaza Area
Satigtics, (Jerusalem, Central Bureau of Statistics, varioussymad volumes).
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Appendix-le

Occupied Palestinian Territories (West Bank & Gau#p)
Selected Key Indicators of Economic Performance
Inflation Rates (average annual change in CPI) &

Exchange Rates (NIS/US $)*

Years West Bank Gaza Strip Israel E)((ISITS;]L?Se ;ate
1968 - - - 0.00035
1970 16.1 21.9 12.0 0.00035
1972 17.6 195 12.9 0.00041
1974 42.6 54.7 39.7 0.00044
1976 28.1 22.3 31.3 0.00079
1978 50.4 42.8 50.6 0.0017
1980 139.4 156.0 131.0 0.0051
1982 107.4 114.6 120.3 0.02
1984 360.3 373.0 373.8 0.29
1986 50.0 49.6 48.1 1.48
1988 8.7 111 16.3 1.59
1990 13.0 16.9 17.2 2.01
1991 11.5 7.0 19.0 2.27
1992 13.9 14.1 12.2 2.47
West Bank and Gaza Strip
1993 11.0 111 2.83
1994 14.0 125 3.01
1995 111 9.2 3.01
1996 10.5 11.2 3.19

Sources: (1) The World Bank 1993eveloping the Occupied Territories: An Investment
in Peace, Washington, D.C., September 1993. (2) The Economistiggatie Unit (EIU)
1997, Country Profile 1997-98: |srael-The Occupied Territories. (3) IMF, International

Financial Satistics, Yearbook 1997 (Washington D.C., IMF, 1997),

53

Note: Until 1993, the data of all the above sources haen thased on the Israeli

statistics, mainly:Satistical Abstract of Israel, and Judea, Samaria and Gaza Area

Satistics, (Jerusalem, Central Bureau of Statistics, varioussyaza volumes).

(*) Average of the period; NIS: Newly Israeli shekel.
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Appendix-2

Figure (1) West Bank and Gaza Strip: Labor Force (000s
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Figure (2) West Bank and Gaza Strip: GDP & GNP
(current million $)
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Figure (3) West Bank and Gaza Strip: PC GDP & PC GNP ($)
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Figure (4) West Bank and Gaza Strip: Export of Merchandise by
Destination (million $)
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Figure (5) West Bank and Gaza Strip: Imports of Merchandise
by Origin (million $)
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Figure (6) West Bank, Gaza Strip and Israel:
Inflation Rates (Average Annual Change in CPI)
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Appendix-3a
West Bank and Gaza Strip: Central Government Fiesnc
(million US $)
1993 1994 1995 1996 1997

Revenue 279 269 511 684 816
Current Expenditure 258 334 578 780 866
Current Balance 21 -65 -67 -96 -50
Capital Expenditure 26 45 189 160 n/a
Overall Balance -104 -110 -256 -305 n/a
(Incl external funding)
% of GDP -4.0 -3.6 -8.0 -7.8 n/a

Sources: The Economist Intelligence Unit (EIU) 198@untry Profile 1997-98: Israel-
The Occupied Territories, Palestinian and Israeli authorities; IMF staff esties and
projections; World Bank estimates.

Appendix-3b
West Bank and Gaza Strip: Donor Assistance
(million US $)
1995 1996 1997

Donor Commit-| Disbur- | Commit- | Disbur- [ Commit- | Disbur-

ments sements ments sements ments sements
Arab Fund (AFSED) 10.0 0.00 70.16 2.47 39.09 0.dqo
Canada 4.68 4.68 11.91 10.44 10.39 .44
Denmark 15.71 15.71 10.42 10.42 9.9 12.65
Egypt 0.03 0.00 1.85 0.18 10.00 10.0
EU 95.35 73.21 106.84 99.41 61.34 21.0p
France 18.65 9.36 20.75 8.90 19.9 2.8
Germany 29.43 16.42 36.32 34.71 47.37 27.43
IFC 0.00 0.00 7.50 0.00 46.50 3.8(
Israel 4.00 4.00 0.00 0.00 14.50 0.0
Italy 18.10 9.50 32.83 7.48 14.57 20.63
Japan 82.92 74.92 76.92 71.47 24.24 443
Netherlands 53.33 16.73 68.99 55.8 18.37 0.33
Norway 35.07 35.08 49.28 46.89 38.95 33.9B
Saudi Arabia 65.00 7.50 20.00 20.0( 20.0p 51.90
Spain 21.46 20.56 15.68 6.50, 20.71 2.8
Sweden 9.94 2.45 28.37 29.03 23.39 2.
Switzerland 17.98 14.71 13.64 18.19 18.59 15.41
UK 4.74 5.60 14.63 12.89 15.71 3.7
us 89.64 59.70 94.65 71.82 29.97 68.5
World Bank 20.00 22.17 85.00 26.90 68.5 33.
Total (Incl others) 636.21 428.09 894.35 537.4p 583 | 334.52
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Sources: The Economist Intelligence Unit (EIU) 198@untry Profile 1997-98: Israel-
The Occupied Territories, Palestinian Authorities; Ministry of Planning and
International Cooperation, November 1997.



Palestinian Economy in the West Bank and Gaza Strip

Appendix-3c
West Bank and Gaza Strip: Central Government Fieginc
(million US $)
1996 1996 1997

Budget Actual Budget
Total Revenue 555 684 816
Domestic revenue 137 179 210
Income Tax n/a 52 65
VAT n/a 66 77
Customs duties n/a 23 20
Property n/a 1 -
Excises n/a 37 47
Revenue clearance 347 420 484
Customs duties n/a 86 139
VAT n/a 217 211
Petroleum excise n/a 100 116
Income tax n/a 4 4
Health fees n/a 6 8
Other n/a 6 6
Non-tax revenues 71 86 122
Transportation fees n/a 23 30
Health insurance fees n/a 13 13
Health fees n/a 9 10
Other n/a 41 69
Total Expenditure 902 989 1732
Current Expenditure 629 780 866
Civilian salaries 250 247 296
Police salaries 147 157 199
Other 232 377 371
Foreign-Financed Employment Prog. n/a 49 9.0
Capital Expenditure 273 160 866
Balance -347 -305 866
Total Financing 273 293 n/a

Sources: The Economist Intelligence Unit (EIU) 19€ountry Profile 1997-98:
Israel-The Occupied Territories, Palestinian Authorities; IMF staff estimates.

Notes: (1) These statistics are unreliable and includereiancies. (2) The 1996
budget was revised during the year to take into accountféet ef the closure.



