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INTERNATIONAL MONETARY FUND

WEST BANK AND GAZA

REPORT TO THE AD HOC LIAISON COMMITTEE'

KEY ISSUES

The Palestinian economy is facing formidable challenges. The fiscal situation, high
political, security and social tensiens, nising inflation, movement and access restrictions
and an unfinished structural agenda all weigh on the medium-term cutlook. Under
unchanged policies, debt is unsustainable and per capita GDP is projected to decline.
The situation is particularly dire in Gaza with persistently high unemployment and
poverty.

Owvercoming these challenges will require transformational reform with efforts
required from the Palestinian Authority (PA), Israel, and the donor community. &
comprehensive and joint effort would strengthen macroeconomic stability and pave the
way for faster economic growth, job creation and poverty alleviation.

This IMF report focuses on fiscal reform policies and banking sector issues.
Following our May 2022 Report that laid cut the broad contours of a reform scenario,
this report discusses fiscal reform options in more depth. It also focuses on
correspondent banking relations and the issue of excess cash in Palestinian banks.

Key recommendations

= Improve the quality of spending by implementing ambitious reforms centered on
the wage bill and net lending, and raise demestic tax revenue via base broadening.

= Seek understandings with the Government of Israel to resolve fiscal files and reduce
impediments to the movement of goods and people and on investment, including in
Area C.

= Implement additional reforms to improwve the business environment and tackle
structural impediments to growth.

= Intensify oversight of banks, continue to push for alternative arrangements to
replace current shekel correspondent banking relations, and advance digital
payments to reduce excess physical shekel cash.

! The IMF provides technical services to the West Bank and Gaza, including policy advice in the macroeconomic,
fiscal, and financial areas, as well as technical assistance, with a focus on tax administration, public financial
management, public expenditure management, banking supervision and regulation, and statistics. See
wowwy jonf orgfwhg for previous AHLC reports and Annex Il for a list of TA provided.
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Mr. David Malpass 8 February 2023
President

The World Bank Group

1818 H Street, NW

Washington, DC 20433

USA

Subject: Letter of Development Policy

Dear President Malpass,

This letter of Development Policy lays out the key elements of the Palestinian
Government’s National Development Plan (NDP) for 2021-2023 and the proposed policy

and institutional reform program for this year and beyond.

The Palestinian Government requests the assistance of the World Bank Group in the form
of the Development Policy Grant (DPG) instrument for $30 million. The assistance from the
World Bank Group is needed to especially support the government’s efforts towards
improving the structural fiscal balance, strengthening the effectiveness of public

procurement and the integrity of the financial sector while pursing digital transformation.

Building on the momentum and the lessons learned from the past DPG operations, the
Government of Palestine believes that the instrument is highly useful in facilitating reforms
in Palestine on a continuum basis. Therefore, the Government of Palestine requests
selective support of the NDP and is committed to implementing the institutional and policy

reforms described in the policy and results matrix of the DPG 13 as they are aligned with
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the priorities in NDP 2021-2023. Specifically, the following two pillars are addressed in this
DPG: 1) improve the structural fiscal balance and strengthen the effectiveness of public
procurement and 2) strengthen the integrity of the financial sector and pursue digital

transformation.

1) Improve the structural fiscal balance and strengthen the effectiveness of public
procurement

A commitment to an effective and inclusive government is a cornerstone of the NDP 2021-

2023, and the Government of Palestine has taken several significant steps to achieve this.

This includes strengthening the public procurement system and improving the structural

fiscal balance.

By December 2024, our Ministry of Finance is committed to increase the Domestic VAT
collections to around 39 percent of domestic tax revenues. This goal is in line with the
overall government policy to improve revenue mobilization and reduce tax evasion. To
achieve this goal, our MoF will strengthen cross check on VAT invoices by mandating
businesses to use an online portal to submit their monthly VAT invoices for purchases and

sales to be reconciled with those submitted by other businesses.

In line with the Palestinian Government’s reform agenda, focusing on the wage bill reform,
the Government decided last November (2022) to adopt an attrition target for net public
employment whereby yearly civil and security personnel appointments do not exceed 50

percent of retirement-related and other kinds of departures from the PA during the same
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year, until the fiscal stress eases. Additionally, the Council of Ministries requested all
government agencies to assess their Human Resources (HR) needs and skills, on a yearly
basis and submit a list to the Cabinet identifying employee surplus and shortages of skills,
with the purposes of reallocating and/or training surplus employees, to enhance
efficiency. Given the importance of wage bill reform, we would like to continue working
with the World Bank on this agenda and commit to further wage bill reforms to be
supported by future DPG operations.

Also, in order to improve the professional quality of procurement staff in the Palestinian
Authority, and enhance the effectiveness of public procurement, last December (2022)
the Cabinet, approved the “Procurement Capacity Building and Professionalization
Strategy” which recognizes procurement as a distinct profession in civil service, institutes
a permanent procurement training program and establishes an independent certification
mechanism for procurement staff. By December 2024, 80% of public procurement staff

will complete the procurement training program.

2) Strengthen the integrity of the financial sector and pursue digital transformation
In a spirit of collective and global responsibility, and in order modernize the Anti-Money
Laundering and Combating Financing of Terrorism legal framework and align it with
international best practices, the PMA through the Financial Follow Up unit, enacted a new
AML/CFT law No. 39 published in the official gazette No. 193 on August 14, 2022, and
AML/CFT instructions for financial institutions licensed to operate in Palestine. By

December 2024 the PMA will conduct on-site inspections of licensed banks accounting for
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85 percent of total bank assets, controlling the compliance with new procedures on
beneficial ownership transparency.

Additionally, the PMA will further advance the digital transformation agenda in the
financial sector and enhanced public confidence in electronic transactions by enacting a
national payments law regulating the use of e-money and strengthening the PMA’s
authority over entities providing e-money services. By December 2024 the PMA aims to
increase the Cashless the transactions by 150 percent.

In order to support women empowerment through financial inclusion, the PMA issued
circular No. 201/2022 dated September 6, 2022, adopting a single definition for female-
owned enterprises applicable to all Microfinance Institutions, and introducing the
obligation to disclose the number and size of financing provided to these businesses on a
regular basis, in order to strengthen the role of MFIs in supporting women. By December,
2024 we aim to increase the number of women —owned businesses accessing

microfinance according to the new definition to 1500.

Finally, the Government of Palestine would like to thank the International Bank for
Reconstruction and Development for providing extensive support through the DPG
instrument. Previously, the Government of Palestine has benefited from the use of the DPG
instrument on 12 occasions with the most recent operation being approved by the Board
of Directors of the World Bank in June 2022. All these operations helped to deepen policy
and institutional reforms in the country and have been crucial in mobilizing additional

donor support. Furthermore, a successful implementation of the proposed DPG sends an
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important signal to the international donors to resume their funding to Palestine,
especially now that US has resumed its official assistance.

The Government of Palestine is highly committed to our reform progress supported by the
proposed DPG operation and determined to move forward with our comprehensive
structural reform agenda to continue building strong public institutions and strengthen

our fiscal position.

We wish to express here our sincerest appreciation for the generous support and the
assistance extended by the World Bank Group to Palestine’s socio-economic development.
Similarly, we are fully committed to maintaining our cooperation, thus seeking to achieve
the objectives prescribed in our reform plans. We look forward to the continued support

and fruitful collaboration in the years to come.
Please accept, Your Excellency, the renewed assurances of my high consideration and

cordial thanks to you and your team for your continued Support to Palestine and the

Palestinian people.

Prime Minister

Government of Palestine
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