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Overview of the Palestinian Economy

1. Population Indicators

Since the General Census for Population and Housing results in 2007, a number of
studies and research papers dealing with specific topics have been undertaken based on
these results. However, anomalies such as social and demographic indicators from the
period between the censuses of 1997 and 2007 have not been considered in the analysis
of the results. Deriving missing figures, as well as pointing out the most important
variations in the indicators between the West Bank and Gaza Strip, will led to
significantly better analysis.

Increase in Population (1997 - 2007)

The results of the two censuses demonstrate a difference in the proportional
distribution of the population during the period under study; with higher growth in the
population of the Gaza Strip than that of the West Bank. Consequently, an increase of
2% was noted in the relative weight of the population of the Gaza Strip as it increased
from 35.6% to 37.6% of the total population of the Palestinian Territories. The overall
increase in the population between 1997 and 2007 was 30.0% in the West Bank and
41.4% in the Gaza Strip (see Table 1).

Table 1: The Palestinian Territories populations according to geographic locations
from 1997 to 2007

Percentage of | Percentage
Share from overall | ,opulation increase  in
Region Population population weight population
(%) between the | between the
two censuses | two censuses
(%) (%)
1997 2007 1997 2007
Palestinian 2,811,878 | 3,767,126 | 100 100 - 34
Territories
West Bank 1,810,309 | 2,350,583 | 64.4 62.4 -2.0 30.0
Gaza Strip 1,001,569 | 1,416,543 | 35.6 37.6 2.0 41.4

Source: The Palestinian Central Bureau of Statistics, General Census of Population, Housing, and Establishments,
1997 and 2007.

Population Density

In 1997, population density in the Palestinian Territories amounted to 467 persons per
km?. The Gaza Strip was nearly 8.5 times higher than that of the West Bank, with over
2,744 persons per km? as opposed to 320 persons per km? respectively. Towards the
end of the ten year period under study and as a direct result of the increase in
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population of the Gaza Strip, the population density of the latter increased to 9.3 times
than of the West Bank, with 3,881 persons per km? in the Gaza Strip versus 416 persons
per km? in the West Bank (see Chart 1).

Chart 1: Population Density in the Palestinian Territories per km’ according to geographic locations
from 1997 to 2007
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Source: The Palestinian Central Bureau of Statistics, General Census of Population, Housing and Establishments (1997
and 2007).

Age Structure

When analyzing the results of the two censuses, it was apparent that Palestinian society
is relatively young. The percentage of individuals aged 15 to 64 amounted to 49.4% of
the total population, with 51.1% in the West Bank versus 46.8% in the Gaza Strip. Ten
years later, the 2007 census revealed a significant change in the age structure of the
population, with an increase to 52.9% of the population. Such an increase is also
apparent in the respective regions, with the West Bank reaching 55.3% of the total
population and the Gaza Strip 49.0%. Consequently there were changes in the other age
categories correspondingly at both the aggregate level and that of the two regions,
reducing the dependency burden® between the two censuses. (See Chart 2)

Chart 2: Age Structure of the Palestinian Territories According to Region for 1997 and 2007
(%)

! The dependency burden refers to the number of individuals who are not a part of the labour force

but dependent on it. This figure is calculated by dividing the total population by the total number of
employed.
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2. National Accounts:

The gross domestic product (GDP) of the Palestinian Territories witnessed a real
increase in the years 2007 and 2008 following the sharp decline it suffered from in 2006
that affected most economic indicators. It is worth noting that the 5.9% economic
growth reported in 2008 could have been higher, but suffered in the fourth quarter due
to losses incurred as a result of Israeli aggression on the Gaza Strip. Data indicates a real
increase in GDP during the first two quarters of 2009 and, although data has not yet
been released for the fourth quarter of 2009, the general trend is increasing. According
to estimates, it may be possible for GDP to reach US $5147.2.70 million in the fourth
quarter, indicating a growth rate of nearly 6.8% compared to the previous year.3 This
growth would be accompanied with an improvement of GDP per capita of 3.7% (See
Table 2 and Chart 3).

Table 2: Economic Growth for the years 2002 - 2009

(Brackets indicate negative figures)

Indicator 1999 2002 2003 2004 2005 2006 2007 2008 *2009
GDP at fixed prices (USS$ million) 4,511.7 3,264.1 3749.6 4,198.4 4,559.5 4,322.3 4,535.7 4,639.7 4895.7
Average growth GDP (%) 8.8 (13.3) 149 120 8.6 (5.2) 4.9 2.3 5.5
GDP per Capita (US$) 1,640.3 1,070.0 1,195.0 1,317.0 1,387.2 1,275.4 1,297.9 1,289.9 1327

% This chapter is based on the data of the Palestinian Central Bureau of Statistics pertaining to the national
accounts 1994-2004, including the 2006 estimates.

% Estimates for the fourth quarter of 2009 are based on the average of the first three quarters of the year.

5



Average growth of GDP per Capita

(%) 4.3 (15.7) 11.7 104 53 (8.1) 1.8 (0.6) 2.9
(o]

Source: The Palestinian Central Bureau of Statistics, National Accounts statistics for previous years.

Note: All data is in fixed prices. The base year for the data for the years 1999-2003 was 1997, while the base year for
the data for the years 2004-2009 was 2004. Data for the year 2009 is a provisional estimate.

With regards to the proportional share of economic activities in GDP, no notable
changes occurred during 2009. The most prominent variation in the share of economic
activities resulted in the slow down affecting the agricultural sector, whereby its share in
GDP fell from 5.9% to 4.8%." This decrease could be attributed to a bad olive harvest in
what is considered to be the main constituent of the agricultural sector. Such a decline
is in turn reflected in the decrease of agriculture share of employment in 2009, as
mentioned later in the section on the labor market. Alternatively, the GDP share of the
construction sector increased from 6.5% to 7.4% during 2009 to approximately US S68
million, an indication of the relative improvement in the investment environment of
construction and numerous housing projects; where significant progress was made in
2009 (see Table 3).

Table 3: Contribution of Selected Economic Sectors to Gross Domestic Product, 2008 and 2009

. .. Share in GDP

Economic Activity

2008 *2009
Agriculture and Fisheries 5.9 4.8
Mining, second?r_y industry, 14.9 14.7
water and electricity
Construction 6.5 7.4
Services 36.9 38.2

Source: The Palestinian Central Bureau of Statistics, 2009 National Income
Statistics, Ramallah.

Data is preliminary and subject to change and are based on quarterly estimates.
Percentages do not total 100% since the table includes only major economic activities and is
therefore not comprehensive.

Chart 3: Gross Domestic Product in the West Bank and Gaza Strip in US $ million, 1994
¢ 2009

* The share of agriculture in GDP is considered to be relatively low in comparison with the percentage of agricultural workers to the

total labor force which stood at nearly 11.6% during 2009, indicating the low productivity of the workforce in this sector. This result

corroborates with production methods of the sector where the focus is on machinery and modern methods rather than human labor. A
gradual increase in the productivity of agricultural workers should consequently be anticipated, contrary to the available data.
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Source: The Palestinian Central Bureau of Statistics, Statistics of National Accounts for Several Years.

3. Characteristics of the Labor Force®

The labor force data for the year 2009 shows a relative improvement in labor market
indicators. The overall percentage of participation in the Palestinian Territories reached
41.6%, compared to 41.3% in 2008, with 43.8% and 37.6% in the West Bank and Gaza
Strip respectively. Such an increase in the percentage of participation was caused
primarily by 76,000 individuals entering the labor force, pushing the total labor force to
951,000. The participation of women in the labor force increased as well from 15.2% to
15.5%. The individuals within the labor force were distributed among employed and
unemployed, where the number of those employed reached 718,000, increasing by
nearly 70,000 workers compared to the previous year. At the same time, the number of
unemployed amounted to 233,000 persons. The average unemployment rate overall in
the Palestinian territories reached 24.5%, compared to 26.0% in 2008 and was 17.8%
and 38.6% in the West Bank and Gaza Strip respectively.

As a significant part of the increase in the total number of the labor force from 648,000
to 715,000 workers, the public sector absorbed more than 20,000 additional workers
during the first three quarters of 2009, witnessing an increase in its work force to
180,000. The proportional share of public sector employment consequently increased
from 24.7% to 25.2% between 2008 and 2009.°

® The Palestinian Central Bureau of Statistics: Survey of the Labor Force i The Annual Report 2008, the average first three quarters
of 2009.

® The total number of those employed in the government sector according to the Ministry of Finance data amounted to 146,000

employees, and it is much |l ess than from the fi gulaeeofteef erred to in
Ministry of Finance in its estimates on the lists of salaries contrary to the methodology adopted by the Central Bureau which relies on

surveyo6s r es [Jhewmadadon toddmlsorheatributecetasthe Ministry of Finance in Ramallah not calculating the new

employees in the de facto government in Gaza.



Demonstrating an inverse trend, the private sector absorbed proportionally less of the
work force in 2009 (60.5%) after registering 63.8% in 2008. The number of workers in
Israel and the settlements also decreased from 2008 to 2009 by nearly 1,000, totaling
73,600. A similar decline is noted in the percentage of the work force employed in Israel
and settlements, from 11.5% in 2008 to 10.3% in 2009, likely as a consequence of Israeli
closures and the ongoing construction of the segregation wall.

With regards to the distribution of the labor force by economic sector and region there
is a noticeable plunge in the ability of the agricultural sector to absorb the workforce,
evidenced by its declining employment share from 13.4% in 2008 to 11.6% in 2009 (see
Table 4). It would appear that continued Israeli confiscation of land and restrictions on
water provision to Palestinians, combined with continued construction of the separation
wall and a poor olive harvest in 2007 are all major factors in reducing the share of
agriculture in employment to the levels prevailing in 2001. This decline occurred
following a period of steady improvement which lasted until 2006, when the
employment share of the agriculture sector attained more than 16%. In parallel, the
share of the construction sector increased from 10.9 to 11.7% for the years 2008-2009.

Table 4: Labour Force in the Palestinian Territories, Distributed According to Region (2008 and 2009) (%)

Total 5G] 2ud Gaza Strip West Bank .
Settlements Economic Sector
2009 (2008 |2009 |2008 2009 2008 2009 2008
11.8 |13.4 |10.7 |69 6.4 10.7 1.2 15.7 Agriculture
12.1 121 |15.2 |16.1 5.4 4.4 14.4 14.6 Industry
11.7 10.9 |49.1 44.3 0.9 0.9 10.3 8.9 Building
19.1 |20.2 |14.8 |19.5 18.3 18.6 20.1 211 Commerce
5.7 5.0 (3.9 2.8 5.7 5.2 6.0 5.2 Transport
39.6 38.4 (6.3 10.4 63.3 60.2 35 34.5 Services, other sectors
100 100 |100 100 100 100 100 100 Total

Source: Palestinian Central Bureau of Statistics: Labour Force Survey, Annual report 2008; Average of first three quarters of 2009.

4, Public Finance’

The year 2009 witnessed a slight increase in net total revenue. Detailed data indicates
that there is a decrease in clearing revenues of US $19 million, a 1.7% fall from the
previous year, while local revenues increased from US $562 million to US $585 million.
Non-tax revenues also increased by nearly US $47 million, notwithstanding a US $100
million payment to the treasury account for advisory fees following the merger of Zain
and Jawwal cellular telephone companies.

Ministry of Finance website: www.pmof.ps



Current expenses increased in 2009 at a rate of 5.7% from the previous year. The payroll
also increased by nearly US $14 million, while net lending diminished by nearly US $73
million. Development expenses increased by nearly US $150 million to a total of US $400
million, primarily funded by foreign aid agencies.

One result of the changes in income and revenue is that the current budget deficit of US
$1,450 million has increased by US $400 million in order to cover development
expenses. The total deficit in the 2009 budget reached $1850 million. This deficit
comprised 28% of GDP. Part of the deficit was paid by external funding directed at
supporting the current budget and amounted to US $1,368 million, in addition to the US
$205 million allocated for development related costs. The Palestinian government
borrowed US $176 million from local banks over the year to cover the accumulated
deficit (see Table 5).

Table 5: Progress of Public Revenues for 2008 and 2009 (in millions of dollars)

(figures in brackets are negative)

S::izet:‘;:ge °f 2009 2008 item

4.1 585 562 Local revenues

10.3 301 273 Tax revenues

20.1 281 234 Non-tax revenues

(94.5) 3 55 Dividends

(1.7) 1103 1122 (Clearing revenues

(0.2) 1688 1684  Total of current revenues
(1.8) 1597 1568  Total net revenues*

1.0 1467 1453 Salaries and wages

22.6 1206 984 Other than salary expenses
(16.3) 374 447 Net lending

=ty 3047 »884 ;I;or;c;ilngexpenses and net
10.2 (1450) (1316) Current surplus (deficit)
60.0 400 250 Development expenses
181 1850 1566 Total surplus (deficit)

before support

(22.4) 1368 1763  Grants to support budget
Grants to support

development projects
Source: Palestinian Ministry of Finance: Report on Financial Transactions:
Revenues, Expenses, and Sources of Funding, December 2008.

(18.0) 205 250

* The net revenues constitute total current revenues after deducting tax
returns.



5. Stock Exchange®

The political and security situation plays an important role in affecting various economic
indicators. At the beginning of 2009, the security situation was tense with the
continuation of Israeli aggression on the Gaza Strip. This, combined with a stalemated
political situation, offered no real potential of restoring confidence in the Palestinian
investment environment. The Palestine Stock Exchange reflected these realities with a
marked decline in its performance indicators during 2009. With the exception of the
rise of the Al-Quds indicator by 11.62% and an increase in market value of the listed
companies at approximately the same rate, stock market indicators declined
considerably as the number of stocks in circulation fell by 29.57% from the previous
year. The value of traded stock also fell by 57.78% to reach nearly $500.4 million,
causing the number of transactions to fall from 152,319 to 88,838. Such a decline in the
indicators happened in spite of the increase in the number of trading sessions from 244
to 246 (see Table 6).

Table 6: Performance Indicators of the Palestine Stock Exchange from 2005-2009

Rate of|Market Value|Rate of|Value of Stock|Rate of Rate of

Change |of Listed Stock [Change |[Traded Change _I:_llg' dezf Steck Change 'll\'lr:;nsactionzf Period
(%) (Usb) (%) (UsD) (%) (%)

306.5 4,457,227,305 [945.2 2,096,178,223 |256.6 369,567,295 511.1 166,807 2005
-38.8 2,728,811,088 |-49.1 1,067,367,951 |-39.7 222,689,351 |-9.7 150,592 2006
-9.3 2,474,679,018 |-23.8 813,469,091 34.5 299,422,814 |4.5 157,300 2007
-14.2 2,123,057,098 |45.7 1,185,204,211 |13.3 339,168,807 |-3.2 152,319 2008
11.9 2,375,366,531 |-57.8 500,393,398 -29.6 238,877,373  |-41.7 88,838 2009

Source: Website of the Palestine Stock Exchange

The slight increase in the Al-Quds indicator came after three years of decline in its value
which began in 2005 and was due to the increase in the indicators of all sectors, with
the notable exception of insurance which fell by nearly 7%. The biggest increase was
registered in the banking sector at 30.6%, demonstrating the limited extent to which the
global financial crisis affected it and most other sectors (see Chart 4).

Chart 4: Al-Quds Indicator from 1997 ¢ 2009

Palestine Stock Exchange i Circulation Statistics 1999-2006 T www.p-s-e.com
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Liquidity indicators are considered to be among the most important performance
indicators of the financial market, since they measure the ability of the market to attract
investors as well as the percentage of traded stock from those listed in the market. The
average turnover of stock is calculated by dividing the value of traded stock by the
market value of listed stock, inferring the quantity of traded stock as a function of total
listed stock. The table below shows the fluctuation in average trading during the years
1999 to 2009. Following the revival which affected most of the financial market
indicators in 2005 when the average reached 47%, the declines continued in the
following two years. The average then increased in 2008 due to an increase in the value
of traded stock and a decrease in their market value, bringing the liquidity indicators to
their highest value since the creation of the Palestinian stock exchange at the level of
55.8%, i.e., more than half of the listed stock was traded in that year. 2009 witnessed a
noticeable decrease in this indicator due to a sharp decline in the value of traded stock
(see Table 7).

Table 7: Developments in the Liquidity Indicators at the Palestine Stock Exchange for Selected Years
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Value of Traded

Stock to Circulation (%) Year
GDP (%)

3.6 17.7 1999
13 7.8 2002
1.5 9.0 2003
4.8 18.3 2004
45.2 47.0 2005
16.6 39.1 2006
17.4 32.9 2007
18.4 55.8 2008
7.9 21.1 2009

Source: Website of the Palestine Stock Exchange

The second indicator of the financial market is the result of the dividing the value of
traded stock over the nominal domestic product (in current prices). The data shows the
harmony of this indicator with average trading as regards variations. The highest value
for this indicator was achieved in 2005, followed by a decrease in the subsequent year.
The indicator rose again in 2007 and 2008 after a nearly 45% improvement in the value
of traded shares, after which it decreased significantly in 2009 with the sharp decline in
value of traded stock (see Table 7).

6. Banking Developments

The data on the aggregate budgets of the banks operating in the Palestinian Territories
indicates an overall improvement in performance for 2009. Facilities provided by the
banks increased at a rate of 15.3% from the previous year, with banks providing the
greatest volume of facilities since 1995, approximately US $2,109 million. 2009 deposits
increased at a rate of 4.5% reaching US $6,111 million. The rate of improvement in
providing facilities exceeded the rise in deposits, as reflected in the rate of facilities to
deposits which increased from 31.3% to 34.5% during 2009 (see Figure 5).

Figure 5: The Basic Developments: Credit Facilities, Deposits and the Rate of Facilities to Deposits (2000
G 2009)

Source: Research and Studies Department ¢ Palestine Monetary Authority 2009.
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Loans provided by banks represented the biggest share of credit facilities at a rate of
66% compared to 61.3% in the previous year. The number of loans provided increased
by nearly US $303.3 million, totaling US $1,391 million, while the share of current debit
accounts decreased from 37.8% to 33.6%. It is noteworthy that the facilities provided to
the National Authority, public institutions and local authorities increased by nearly US
$180 million, reaching US $672.5 million at a rate of 31.9% of the total facilities
provided. This increase, however, should not overshadow the significance of the
increased amount of facilities provided by banks to the various groups including the
government (see Figure 6).

Another indicator that demonstrates an enhancement in the performance of the
banking sector in 2009 is the decline in the rate of foreign investments in relation to
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total deposits from 57.7% to 51.1%. This decrease is reflected positively on the amount
of services and facilitation provided by banks. Among the main factors contributing to
the total decline in foreign investments is a new policy of the Monetary Authority which
fixes a ceiling for foreign investment at 55% of total deposits until August 2009.

7. Education

Palestine is renowned for its high standards in education which are clearly reflected in
the levels of schooling and higher education of the Palestinian labor force. A labor
survey in 2008 showed a steady increase in the participation rate of the workforce
having completed 13 or more years of schooling at 55.3%, with 36.6% having completed
10 - 12 scholastic years. The participation rate of those who did not possess any formal
education reached 12.4%.°

In 2007-2008 scholastic years, the number of students attending primary and secondary
education (0-12 school years) reached 1,097,957 divided equally between girls and boys
and distributed among 2,430 schools employing 52,817 teachers. This would imply a
favorable ratio of one teacher per 20.7 students. The government supervises 75.4% of
these schools, while the United Nations Relief and Works Agency (UNRWA) administers
12.7% and 11.9% are private schools. This distribution differs between the West Bank
and Gaza Strip in that the percentage of schools administered by the government in the
West Bank reaches 80%, compared to 60% in Gaza and UNRWA schools supervises
34.5% of the total number of schools in the Gaza Strip whereas in the West Bank their
proportion does not exceed 5.3%.%°

One of the most important gauges revealing the level and quality of the educational
environment is the congestion indicator. A decrease in this figure is a positive indicator
showing development of the educational process and the existence of an appropriate
classroom environment for both students and teachers. The congestion indicator in the
Palestinian Territories averages out at 32.9 students per classroom, a high percentage
compared to international standards. Data revealed that there are more students per
classroom in UNRWA schools which reached 37.9 and significantly fewer in private
schools averaging 24.5 per classroom. When broken down geographically, this figure
increases to 38.3 in Gaza as compared to 30.1 in the West Bank.

The average number of students per teacher clearly affects the standard of education
provided and ranks among the important indicators in the field of education. Overall,
there are 20.8 students per teacher in Palestinian schools with 19 students per teacher
in the West Bank and 24.1 in the Gaza Strip. This proportion increases to 27.3 in
UNRWA schools as opposed to 20.1 in governmental schools and 14.5 in private schools.

® The Palestinian Central Bureau of Statistics: Survey of the Workforce i Annual Report 2008.
19 \sww.mohe.gov.ps
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The scholastic year 2007/2008 witnessed an overall improvement in schoolsQ
educational and technological facilities. The percentage of government schools

possessing school libraries increased to 67%, up from 65.5% in the previous year.

Furthermore, the percentage of schools with science laboratories rose from 59% to

61.5% and those with computer laboratories from 59% to 61.4%."

Regarding higher education, there are 43 institutions of higher education operating in
the Palestinian Territories including 12 universities, 12 university colleges and 19
community colleges. The number of university students enrolled in these institutions in
the academic year 2007/2008 reached 180,956 students representing 4.8% of the total
population. This number marks an increase of 6.7% from the previous academic year.
Traditional universities absorb 52.2% of the students, compared to 33.4% for Al Quds
Open University. The remainder of students is distributed among the intermediary
community colleges (7.2%) and university colleges (3%).

1 The Economic and Social Monitor, issue 8.
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