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SUPPLEMENTAL FINANCING DOCUMENT 
FOR PROPOSED GAZA EMERGENCY RESPONSE SUPPLEMENTAL FINANCING 

TO THE PALESTINE LIBERATION ORGANIZATION  
(FOR THE BENEFIT OF THE PALESTINIAN AUTHORITY) FOR PALESTINIAN 

NATIONAL DEVELOPMENT PLAN DEVELOPMENT POLICY GRANT VI 
 
 

I. BACKGROUND 
 
1. For the past six years, the Palestinian Authority (PA) has been implementing 
reforms, which have been successfully supported through the development policy grants. 
Despite numerous political and economic constraints, the PA managed to achieve an 
impressive degree of fiscal consolidation, reducing its recurrent fiscal deficit from 24 percent of 
GDP in 2009 to 11 percent in 2013.  

 
2. However, due to shocks beyond the PA’s control, economic performance indicators 
in the Palestinian territories have been weakening significantly since 2012.  Following a 
period of strong economic growth that lasted for five years between 2007 and 2011 and peaked 
in 2011 at 12 percent, growth in the Palestinian territories started deteriorating, dropping to 6 
percent in 2012 and then further to 2 percent in 2013.  At this low rate of growth in 2013, real 
income per capita shrank.  The situation deteriorated further during the first quarter of 2014.  
Negative growth was recorded in Gaza due to the closure of informal trade tunnels with Egypt, 
as those tunnels were the main trade route for Gazans. The West Bank experienced a relative 
stagnation, growing by a mere 0.5 percent.  Although there are no new estimates to confirm it, 
poverty is expected to have increased since 2013, in particular given that unemployment has 
been on the rise reaching 45 percent in Gaza.  In broad terms, political uncertainty, the reduction 
in donor aid, combined with a blockade of Gaza and very little progress in easing the movement 
and access restrictions that also hinder investment in the West Bank explain the downward 
growth trend that started in 2012.   
 
3. The Palestinian-Israeli peace talks facilitated by the United States re-started in mid-
2013. By the end of March 2014, the peace talks began to stall. After Palestinian President 
Mahmoud Abbas forged a unity pact with Hamas (which formed the de facto authority in Gaza), 
Israel suspended its participation in the peace talks. Political developments in Egypt, Iran, 
Jordan, Lebanon and Syria have added to the complexity of the topics being negotiated.  
 
4. A “consensus” Palestinian Government was established in May 2014, with a cabinet 
of technocrats, who are not affiliated to any political party, endorsed by both Fatah (the party led 
by President Abbas) and Hamas. The violence that erupted in Gaza in early July 2014 and 
continued until the end of August has put a strain on the consensus government. Service delivery 
in Gaza is complicated by the existence of two distinct public services—one paid and managed 
by the PA in Ramallah, and the other by the de facto authority in Gaza—and the current 
arrangement is unsustainable.  
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II. THE SITUTATION IN GAZA 
 
5. The recent conflict in Gaza has created a humanitarian crisis and dramatically 
augmented the development challenges.  More than 2,100 Palestinians died during the 
hostilities, and a third of the population was internally displaced.  The conflict resulted in 
massive destruction of infrastructure. According to the PA’s estimates, as presented in its report 
to the Cairo conference on Gaza reconstruction, the total damage is close to US$4 billion. These 
estimates as well as proposals for reconstruction are being refined in a full damage needs 
assessment led by the PA with support from the EU, UN and the World Bank. Gaza 
reconstruction will require the PA to agree with the Government of Israel (GoI) on an effective 
entry and access system to allow flow of critical construction materials into Gaza, and to allow 
reconstruction activities to be led by private contractors. The system would need to ensure entry 
of materials under the PA’s leadership, assuring the GoI and donors that building materials are 
used only for the purposes intended. The efficacy and efficiency of this system will significantly 
affect the time and cost of the reconstruction process and will also determine the economic 
impact of the conflict. 
 
6. The economic impact of the Gaza conflict is doubtless severe. The loss in West Bank 
and Gaza GDP compared to the pre-conflict forecast is estimated at US$660 million.1  Economic 
activity has virtually stopped in Gaza for almost two months.  Furthermore, the damages to 
business infrastructure and inventory are thought to be severe.  While fieldwork is ongoing to 
assess the damages to private companies in more detail, it is preliminarily estimated that 
facilities along with the equipment and inventory of more than 400 companies in the 
manufacturing sector and more than 900 in the service sector (primarily trade) have been 
damaged or destroyed.  Inventory losses are estimated to be unusually high, as many companies 
kept large stocks of production inputs and finished products as a way of coping with the severe 
restrictions on external trade.  A number of businesses will suffer as a result of human capital 
losses, due to death or severe injuries of their key staff.  At the broad level, the World Bank and 
the IMF are forecasting that the Palestinian economy will shrink by almost four percent in 2014 
in real terms with 15 percent GDP reduction in Gaza and 0.5 percent in the West Bank.   
 
7. The social and poverty impact is also severe.  Even before the conflict started, 
unemployment in Gaza had already jumped to 45 percent (June 2014), with youth unemployment 
at 63 percent.  While there are no recent poverty estimates, it is known that unemployment is an 
important determinant of poverty in West Bank and Gaza and it is believed that close to half of 
Gaza’s population lives in poverty.  In fact, some 70 percent of Gaza’s population had already 
been aid dependent.  Now, with massive internal displacement, home destruction, deep 
recession, destruction of productive capacity within Gaza’s economy, and the impact of the 
conflict on the mental and physical health of the Gaza population, the size of the social and 
poverty impact is hard to fathom.   

 
8. There is a huge need for immediate assistance, as well as the reconstruction and 
early recovery assistance that would help restore basic public services and livelihoods, 

1 The Bank and the IMF were forecasting 2 percent real GDP growth prior to the onset of the Gaza conflict and the forecast now 
is -3.7 percent.  This would translate in an approximate loss of US$660 million in nominal GDP in 2014 only.   
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prevent the outbreak of disease and resumption of violence.  The Palestinian Authority, 
whose budget has been chronically overstretched, despite its best intentions and efforts will not 
be able to face these challenges without generous financial and technical assistance from its 
multilateral and bilateral donor partners.  Among other interventions needed, the PA has 
requested donors to augment their budget support to provide quick disbursing assistance for its 
programs in Gaza, but also to help it cope with the broader impact of the Gaza conflict on the 
Palestinian economy and public finances.   
 

III. THE PA’S RESPONSE   
 
9. The PA has provided immediate assistance to alleviate the impact of the conflict in 
Gaza.  A large number of injured during the recent conflict in Gaza were treated in East 
Jerusalem and Israeli hospitals.  While the exact cost of these treatments is not clear yet, they 
will be covered by the budget of the Palestinian Authority.  Furthermore, the PA also provided 
fuel for generators to meet urgent needs for electricity during and immediately after the conflict.  
The PA also committed to temporarily extend financial assistance to an additional 20,000 poor 
people in Gaza, who were affected by the recent conflict.  The PA estimates these additional 
expenditures have already amounted to around US$30 million, but a detailed breakdown of 
expenditures is not available yet.    

 
10. In addition, the PA has been preparing a comprehensive strategy and plan to deal 
with the aftermath of the Gaza conflict. As the first phase in the planning process, the PA 
prepared damage assessments for specific sectors.   A plan called “The National Early Recovery 
and Reconstruction Plan for Gaza” (NERRPG) has been prepared in consultation with the Bank 
and other donors for the October donor conference in Cairo.  Given that full-fledged damage and 
needs assessments for all relevant sectors are yet to be completed, the PA is cognizant that the 
plan will be a living document for the next few months.  However, it is impressive that the PA 
managed with donor support to prepare in record time a preliminary strategy that: a) provides a 
vision for Gaza’s reconstruction and socioeconomic recovery; b) provides early damage 
estimates; and c) outlines the principles for the implementation of the plan and prerequisites for 
its success.   
 
11. Although this figure may be revised as a result of the full damage and needs 
assessments, the PA currently estimates that the cost of relief, reconstruction, and recovery 
in Gaza will amount to US$4 billion.  In the housing sector alone, the cost of repairs and 
reconstruction is estimated at US$1.4 billion, while the cost of reconstruction for damaged or 
destroyed companies is estimated at US$1 billion.  The provision of social assistance for an 
additional 20,000 poor beneficiaries until 2017 is estimated at US$500 million.  While these 
numbers have to be taken with caution until more accurate assessments are produced, the 
financial need is undoubtedly very high.   
 
12. The more detailed damage and needs assessment (DNA) will utilize existing data 
and sectoral assessments currently conducted by the PA. The key objective of the DNA is to 
compile all existing assessments into one internationally accepted standard for determining 
damages, losses and needs. This standard will be used to finalize the NERRPG and prioritize the 
PA’s and donor-financed interventions for recovery and reconstruction. The DNA would be led 
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and owned by the PA with assistance from a multi-disciplinary, multiagency team comprising 
the relevant UN agencies, the EU and the World Bank.  
 
13. It is also noteworthy that an overarching objective of the PA is to fully integrate 
Gaza under its governance structure.  The formation of the National Consensus Government 
was the first step in this direction.  While this agreement has yet to be fully implemented in 
practice, it can be safely argued that effective governance by the PA in Gaza will be a crucial 
enabler of a successful Gaza reconstruction and recovery.  In NERRPG, the PA has outlined a 
plan of interventions for effective governance in Gaza.   
 

IV. THE WORLD BANK GROUP’S RESPONSE AND STRATEGY 
 
14. The Bank has been active from early stages of the joint effort to design a recovery 
and reconstruction plan for Gaza.  The PA has asked the World Bank, the United Nations 
Development Program (UNDP), and the European Union (EU) to assist with the post-
humanitarian phase needs assessments, which will be critical inputs to enable the PA to revise 
and finalize the NERRPG.  
 
15. The Bank has been supporting the relevant PA’s institutions in the baseline construction; 
analysis, validation and quantification of damages; analysis of the service delivery and socio-
economic impacts; and a preliminary quantification of reconstruction needs.  Based on the World 
Bank’s expertise and ongoing sector engagement in the Palestinian territories, the Bank will be 
supporting the PA and its partners in subsequent impact and needs assessment with a focus on 
physical infrastructure and service provision, i.e. water and sanitation, energy, and municipal 
development; productive infrastructure and impact on the private sector; and the Palestinian 
economy in general.   
 
16. The Bank’s current portfolio was reviewed in light of the Gaza emergency 
reconstruction efforts. To provide support to the emergency needs in Gaza in the most efficient 
and tested way, the Bank proposes using existing trust fund mechanisms and operations to 
channel funds reallocated from the current portfolio and additional donor contributions that 
would be expected. The proposed supplemental financing is one of the key elements of the 
emergency response to address the urgent needs in Gaza and those in the West Bank related to 
the Gaza conflict. Furthermore, the existing Multi-Donor Trust Funds (MDTFs) that are 
currently active in the Palestinian portfolio are available to provide a channel for existing and 
new donors in funding the Gaza reconstruction needs. Funding can be provided to the PA’s 
Central Treasury Account through the Palestinian Reconstruction Development Plan (PRDP) 
multi-donor trust fund; or directly to the PA’s sector institutions.  
 
17. Scaling-up the ongoing well performing operations will assist in swiftly making 
additional funds available. Additional financing is proposed for the following investment 
projects based on the fact that they are implemented by the PA’s institutions that have local staff 
on the ground, work directly with utilities and municipalities in Gaza, have a good 
implementation track record, and can quickly channel the funds for immediate reconstruction 
needs: Second Municipal Development Project, Water Supply and Sewage Systems Project, 
Gaza Electricity Network Rehabilitation Project. 
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V. REFORM PROGRAM SUPPORTED BY THE DEVELOPMENT POLICY 
GRANT VI: AN UPDATE 

 
18. The DPG VI continues the efforts of the previous five development policy operations 
in strengthening the PA’s fiscal position and public finance management, but it also tackles 
private sector development as a new policy area.  The first two policy areas are aligned with 
the priorities indicated in the governance and institution section of the PA’s NDP 2014-2016.  
Engagement in these areas is warranted by the fiscal conundrum the PA faces in light of the 
decline in donor aid, its uncertain prospects, and the lack of progress in easing restrictions on 
private sector-led growth, all of which have contributed to a significant slowdown in economic 
growth.  Furthermore, provided that the reduction of poverty, improvement in prosperity for the 
bottom 40 percent of the Palestinian people, and sustainable public finances necessitate private 
sector-led growth, the DPG VI has been designed to also extend support to the PA’s recently 
intensified efforts to improve the business environment.  This new area of engagement under the 
DPG VI is aligned with MENA Region’s Framework for Engagement, specifically the objective 
of “creating Jobs, including for youth and women, by providing an enabling environment for 
opportunity, competition, innovation and entrepreneurship,” and the cross-cutting objective of 
supporting a “competitive private sector.” 
 
19. With a total of six standalone DPGs, that were de facto prepared as a programmatic 
series, the Bank has been relatively successful in supporting the PA’s reform program 
under three successive development strategies.  The outcome, Bank and borrower 
performance ratings in the implementation completion and results reports (ICR) for both DPG IV 
and DPG V are rated as “moderately satisfactory”, which have been confirmed in the 
Independent Evaluation Group’s (IEG) reviews.  Thus, despite a high degree of fragility, 
volatility, and uncertainty in the operating environment in the West Bank and Gaza, the Bank has 
had moderate success in its effort to support structural reforms through several DPGs. Moreover, 
the Bank’s role in signaling to other donors who provide budget support through the Bank-
administered multi-donor trust fund or on their own has arguably been even more important than 
the DPG itself.  Without this assistance—roughly one third of the PA’s recurrent budget 
expenditures—the unemployment and poverty rates in the Palestinian territories would certainly 
be much higher than they are.  The PA will remain dependent on substantial amounts of budget 
support until a political solution is found and restrictions on economic activity imposed by the 
Government of Israel have been substantially eased or removed to enable sustainable private 
sector-led growth. 
 
A. ECONOMIC PERFORMANCE SINCE THE APPROVAL OF THE DPG VI 
 
20. The Palestinian economy was slowing down, even before the recent Gaza conflict. 
Growth dropped from 6 percent in 2012 to about 2 percent in 2013 as a result of political 
uncertainty, a reduction in aid, the ongoing restrictions and the collapse of tunnel activity which 
had a severe impact on the economy of Gaza. The deterioration continued in 2014 and 
preliminary estimates by the Palestine Central Bureau of Statistics (PCBS) indicate that the 
economy fell into recession in the first quarter of the year with growth amounting to -1 percent: 

5 



 

0.5 percent in the West Bank and -4 percent in Gaza.2 Given that annual population growth in 
the Palestinian territories is about 3 percent, recent growth trends imply that a decline in real per 
capita GDP already started in 2013. In addition, unemployment has surged reaching 45 percent 
in Gaza (Q2 2014), which is almost three times higher than that in the West Bank at 16 percent. 
 
21. The breakdown of tunnel activity in mid-2013 against the backdrop of recurring 
conflicts and the ongoing blockade led to a strong deterioration in economic conditions in 
Gaza. Gaza has suffered from a series of conflicts that have had a severe impact on economic 
activity and infrastructure. Gaza has also been placed under a blockade since 2006-7 that 
severely restricts the movement of goods and people to and from Gaza. Even though the 
blockade was slightly eased in 2010, private sector activity has continued to be severely 
constrained. In addition, the breakdown of the tunnel activity in mid-2013 led to a strong decline 
in the construction sector which has been the major contributor to Gaza’s growth and 
employment in recent years. 
 
22. Inflation in the Palestinian territories remains stable. Average inflation for the first 
seven months of 2014 in the West Bank was very close to that in Gaza at about 2 percent.  
Notably, inflation levels in Gaza in previous years used to be lower than in the West Bank. 
However, with the crackdown of the tunnel activity in mid-2013, prices in Gaza started to rise as 
access to cheaper Egyptian fuel, construction materials and other commercial goods became 
substantially more limited.  
 
23. Despite the recession, the PA managed to keep the recurrent deficit below its 
prorated budget target in the first half of 2014. According to the MoF data, the PA’s recurrent 
deficit between January-June 2014 was 24 percent lower than its mid-year budget target.  The 
performance of the PA’s revenues was impressive in the first half of 2014 as they grew by 23 
percent compared to the same period last year, and exceeded the prorated budget target by 9 
percent. This is attributed to a significant growth in clearance revenues due to increased official 
imports of Israeli fuel into Gaza as access to the cheaper Egyptian fuel was interrupted following 
the destruction of the tunnels. Domestic revenues also performed well due to front-loaded tax 
payments by several large companies driven by financial incentives to pre-pay taxes as well as a 
significant increase in the number of tax payers thanks to stepped up enforcement efforts.3 
Expenditures were 2 percent lower than their mid-year budget target. The PA has continued to 
place tight controls on the wage bill, which represents more than half of recurrent spending. The 
zero net hiring policy that was put in place in late 2012 has been largely maintained and the wage 
bill is therefore expected to remain within its budget target for 2014. Spending on the use of 
goods and services was also kept below its budget target4. On the other hand, net lending, which 

2 At the time the DPG VI was prepared, the Bank and the IMF were projecting 2 percent growth in 2014.   
3 The DPG VI supports two significant measures taken by the PA to improve revenue performance.   
4 In the MoF’s monthly budget execution tables, spending on goods and services exceeded its budget target but this 
is due to an accounting misclassification. About NIS516 million worth of arrears accumulated in previous years on 
operational spending were cleared in the first half of 2014. These repayments were recorded in the monthly tables 
above the line as cash expenditures under the use of goods and services, even though they should have been 
recorded as part of financing below the line. Amending this classification error reduces the spending on goods and 
services by NIS516 million, which makes this item below its budget target for the first half of 2014. 
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is primarily the result of unpaid electricity bills to the Israeli Electricity Corporation and results 
in the deductions from clearance revenues by the Government of Israel, continued to exceed 
forecasts. This complex problem is the result of increasing technical losses due to the lack of 
infrastructure investment, decreasing collection from customers, particularly in the West Bank, 
and the diversion of electricity revenues by municipalities to finance budgetary expenditures. 
The PA has already taken steps to deal with this problem, but the results will take some time to 
materialize.  
 
24.  Finally, while the PA has recently reduced its bank debt and is expected to reduce 
the stock of arrears owed to the private sector, it has not yet managed to implement the 
planned pension system reforms, which is resulting in significant contingent liabilities for 
the PA’s budget in the medium to long term.  Due to an ever tightening budget constraint in 
recent years, the PA has not been making regular contributions for the funded component of the 
pension fund.  If the current trend continues, the pension fund’s reserve would be exhausted by 
2022 (World Bank projections). 
 
B. ECONOMIC AND FISCAL COSTS OF THE CONFLICT IN GAZA 
 
25. The Gaza conflict has severely impacted the Palestinian economy.5  The Bank and the 
IMF were forecasting 2 percent real GDP growth for 2014 prior to the onset of the Gaza conflict 
and the forecast now is -3.7 percent.  This would translate in an approximate loss of US$660 
million in nominal GDP in 2014 alone. The economic activity almost completely stopped in 
Gaza for the duration of the seven-week conflict, and this has significantly affected all economic 
sectors. For instance, based on preliminary estimates, the construction sector, which has been the 
main contributor to Gaza’s growth in recent years has shrunk by 75 percent during the first three 
quarters of 2014 compared to the same period last year. Furthermore, agriculture sector output 
dropped by 30 percent while wholesale and retail trade shrunk by 15 percent. Growth in the 
Palestinian territories is expected to rebound to more than 4 percent in 2015 (11 percent in Gaza 
and 2.3 percent in the West Bank) assuming that large amounts of aid will be channeled for 
reconstruction. However, in Gaza, where the capacity of most economic sectors has been 
severely damaged by the conflict, a lot of time will be needed to build back the capacity and 
restore output back to pre-conflict levels.  In addition, without a fundamental change, Israeli 
restrictions on the movement and access will continue to be the binding constraint to sustainable 
economic growth.  
 
26. Despite significant losses in Gaza, the banking sector remains healthy thanks to the 
efforts of the Palestine Monetary Authority (PMA).  The sector is well regulated by the PMA 
which has steadily been building the capabilities of a central bank. Banks in general are risk 
averse and profitable due to several reasons, including cheap sources of deposits and healthy 
margins. The year-on-year growth of the sector’s net assets was 15 percent in June 2014, and its 
net income grew by 4 percent when compared to the same period last year. The banking sector 
has a high credit exposure to the Palestinian Authority and its employees, and the PMA is 
carefully monitoring related risks. The ratio of non-performing loans to gross loans continued to 

5 GDP estimates in this section were prepared by the IMF in collaboration with the Bank staff.  
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be low at 3 percent; however, this is expected to increase due to the recent conflict as the 
capacity of some individuals and businesses, particularly in Gaza, to service their loan 
installments has significantly deteriorated. The PMA has already taken measures to deal with the 
effects of the latest conflict on the banking sector. It has recently reached an agreement with 
banks to reprogram loans (principal and interest payments) for six months and waive some fees 
for the people of Gaza. It has also reduced risk reserves from 2 percent of risk weighted assets to 
0.5 percent.  
 

Table 1: West Bank and Gaza: Selected Macroeconomic Indicators, 2010-2017   
 

                Estimate Pre Conflict Proj. Post Conflict Proj. 
          2010 2011 2012 2013 2014 2014 2015 2016 2017 
Output and prices  

   
(Annual percentage change) 

      Real GDP (2004 market prices) 
 

9.3 12.4 6.3 1.9 2.0 -3.7 4.4 4.0 3.5 
              West Bank 

   
8.4 10.7 6.1 0.5 1.6 0.5 2.3 2.6 2.6 

              Gaza 
   

11.9 17.7 7.0 6.0 3.0 -15.0 11.0 8.0 6.0 
      CPI inflation (end of period) 

 
2.8 2.7 1.7 2.7 2.2 2.8 2.7 2.7 2.6 

     CPI inflation (period average) 
 

3.7 2.9 2.8 1.7 2.1 2.6 2.8 2.7 2.7 

              Investment and saving 
                  Gross capital formation, of which: 

 
18.5 17.3 13.7 12.4 11.9 13.8 15.9 15.8 15.8 

             Public 
   

3.6 3.8 3.8 3.6 3.6 3.9 5.9 5.7 5.5 
             Private 

   
14.9 13.5 9.9 8.8 8.4 9.9 10.0 10.1 10.4 

      Gross national savings, of which: 
 

7.9 -6.4 -15.2 -5.6 -8.8 -12.3 -15.5 -13.3 -12.6 
            Public  

   
-0.5 -4.7 -6.6 -1.1 -1.7 -2.1 -3.1 -2.4 -1.7 

            Private      
   

8.4 -1.6 -8.6 -4.5 -7.1 -10.2 -12.4 -11.0 -10.9 
      Saving-investment balance 

  
-10.6 -23.6 -28.9 -18.0 -20.8 -26.1 -31.4 -29.2 -28.4 

              Monetary sector 
                 Credit to the private sector 

  
31.1 24.2 14.3 11.0 11.0 13.0 10.0 9.5 9.5 

     Private sector deposits 
  

9.9 4.0 6.8 10.7 9.9 9.9 7.4 7.4 6.7 

              External sector 
   

(In percent of GDP) 
     Exports of goods and nonfactor services 13.8 15.4 16.3 18.6 18.6 19.0 19.3 19.2 19.2 
     Imports of goods and nonfactor services 55.5 59.1 63.1 58.8 60.4 69.2 71.0 67.7 66.1 
     Net factor income 

  
7.2 7.3 7.0 7.1 7.1 7.7 7.5 7.4 7.3 

     Net current transfers 
  

23.9 12.7 10.9 15.0 13.9 16.4 12.8 11.9 11.2 
            Private transfers 

  
10.2 4.4 3.3 3.9 4.0 5.0 4.4 4.2 3.9 

            Official transfers 
  

13.7 8.3 7.6 11.1 9.9 11.4 8.3 7.7 7.2 
Current account balance (excluding official transfers) -24.3 -32.0 -36.4 -29.1 -30.7 -37.5 -39.7 -36.9 -35.7 
Current account balance (including official transfers) -10.6 -23.6 -28.9 -18.0 -20.8 -26.1 -31.4 -29.2 -28.4 

              Memorandum items: 
                Nominal GDP (in millions of US$) 

 
8344 9775 10255 11302 12004 11090 12018 12920 13794 

     Per Capita nominal GDP (US$) 
 

2061 2345 2389 2557 2638 2437 2567 2682 2784 
     Unemployment rate 

  
24 21 23 25 27 30 29 30 31 

Source: IMF, WB and PCBS 
 
27. Despite having to incur additional expenditures to provide immediate assistance to 
the conflict-stricken people in Gaza, the PA has committed to continue reducing the deficit 
in the medium term.  Based on the current projections and thanks to an unexpectedly strong 
revenue performance, the PA is expected not only to reduce the 2014 budget deficit, but also to 
reduce the large stock of arrears it owes to the private sector by roughly US$100 million in 2014, 
which will inject some liquidity into the Palestinian struggling private sector.  The recurrent 
deficit is projected to keep falling over the medium term from 11 percent in 2013 and 2014 to 6 
percent in 2017.  Overall deficit is also expected to drop from 12 percent to 10 percent over the 
same period. This declining deficit trend is in line with the IMF’s assessment. 
 
28. This will be driven mainly by a reduction in the share of expenditures in the 
economy as the PA continues its reform efforts to rationalize spending. For instance, the PA 
plans to continue implementing measures to control the growth of the wage bill and move 
forward with the civil service reform. In fact, the wage bill grew by less than two percent in 
nominal NIS terms in 2013 due to the PA’s zero net hiring policy that had been in place since 
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late 2012.  The PA plans to maintain this policy for the coming years.6 In addition, the General 
Personnel Council (GPC) has been working on a general review of all posts in each line ministry 
or agency to update the currently used job descriptions and to produce job classifications.  The 
ultimate objective is to rely on these job classifications as criteria to determine budget allocations 
for staff costs to various ministries. The GPC has also started working on producing functional 
reviews, looking at the overall organizational structures within the PA including major ministries 
and public institutions. With support from the USAID, a number of measures are also being 
implemented by the MoH to improve efficiency of health expenditures7. Reducing net lending 
continues to be a key priority for the PA. The Bank has recently finalized the first study that 
identifies specifically the main drivers of this complex issue. Based on the recommendations of 
the study, the PA has already taken some steps to reduce net lending. For example, a legal 
decision to impose penalties on electricity distributors not paying their bills for purchased 
electricity owed to the Israeli Electric Corporation (IEC) was adopted by the Palestinian Energy 
Regulatory Authority (PENRA). To improve efficiency and transparency in the electricity 
system, the Palestinian Electricity Regulatory Council (PERC), and the Palestinian Electricity 
Transmission Company (PETL) were established. PENRA also plans to launch smart meter pilot 
projects throughout the West Bank in order to increase electricity bill payment. These efforts 
combined are expected to lead to a 4 percentage points decline in PA spending in the medium 
term which is projected at 30 percent of GDP in 2017.  
 
29. The PA’s revenues are also expected to continue growing in the medium term due to 
the implementation of the revenue strategy that was launched in early 2014. The main 
objective under the strategy is to widen the tax base through policy and administrative measures. 
On the tax policy front, the PA has introduced amendments to various laws including the 
Investment Promotion Law and the Income Tax Law (see section C below). On the 
administration front, the PA has been reforming the system of penalties applied to tax evaders 
and delinquent taxpayers as the previous one was found to be inefficient. The MoF reports than 
since implementation started, an additional 2,500 taxpayers were added to the system. In 
addition, work is underway to restructure the Large Taxpayer Unit (LTU) and to increase the 
number of taxpayers within its jurisdiction. As a result of the abovementioned measures, tax 
revenues are expected to jump by 3.5 percentage points of GDP compared to the 2013 level.8 

6 The PA has also reformed its policy on transportation allowance in 2014 to ensure that staff who are temporarily 
not coming to work do not receive transportation allowance and that the allowance is based on staffs’ current 
residences, regardless of where they resided when they joined civil service. Leadership allowance to security staff in 
Gaza was also cancelled as of May 1. 
7 The PA has already decentralized the referral process by creating three committees in the West Bank in addition to 
another committee in Gaza, as the previously used centralized model was not functioning well. In addition, the MoH 
has already produced a draft procedural manual that identifies the criteria to be followed for medical referrals 
outside the MoH facilities. With support from the USAID, the MoH has also been working on setting up a health 
information management system that will act as a centralized database for the overall referral process. MoH has also 
already negotiated draft contracts with the Israeli hospitals that the majority of cases are referred to with the aim of 
reducing the costs. Another area of focus is reducing net lending. Therefore, the PA has already created an inter-
ministerial Special Committee that is in charge of monitoring and addressing all issues related to net lending.  
8 The 3.5 percentage points increase is expected already in 2014 and it will largely be the result of a base expansion 
related to growth in fuel imports from Israel to Gaza.  While this effect would wane in later years, it is expected that 
it will be fully compensated as a result of PA’s tax reforms.  Annual tax growth of 7 percent is expected between 
2014 and 2017.   
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30. If the PA’s ongoing efforts to strengthen governance in Gaza succeed, tax revenues 
could increase significantly. While the PA continued funding expenditure programs in Gaza 
following the Hamas-Fatah split in 2006 (currently above 40 percent of its expenditures are in 
Gaza), the revenues the PA collected in Gaza in 2013 were a mere three percent of the total.9  
Even though this figure increased to above 10 percent in the recent months due to higher Israeli 
fuel imports to Gaza10, it remains well below its pre-2007 level.  Estimating the potential 
revenues from Gaza is challenging.  However, the initial estimates indicate that tax revenue that 
could potentially be collected on imports into Gaza is equivalent to US$290 million11. 
Estimating the amount of domestic tax revenues that could be internally collected in Gaza is 
even more difficult because the PA’s tax administration is not operating there. However, 
assuming that as in the West Bank, internally collected revenues amount to approximately half of 
what is collected on imports, one can estimate that around US$145 million in additional tax 
revenues could be generated in Gaza12.  The potential tax revenues for Gaza are close to 19 
percent of the PA’s total revenues in 2013.  Finally, no revenues currently collected for Gaza’s 
electricity bill are remitted to the PA, while the PA pays the entire electricity bill of Gaza 
(directly deducted by Israel from the PA’s revenues through the clearance process). If this were 
to change, the PA’s revenues could increase by at least US$200 million based on recent 
collections in Gaza.  In total, the yearly amount of revenues that could be generated in Gaza is 
estimated at US$635 million. While the potential reintegration of Gaza under the PA’s leadership 
and with the support of the donor community would also entail additional costs (currently 
estimated at around US$400 million per year), the net fiscal impact would ultimately be positive. 
 
31. In sum, the macroeconomic policy framework remains adequate.  Despite a sharp 
drop in economic growth and recent political setbacks due to the failure of the peace talks, the 
PA has managed to augment revenues and control expenditures. The degree of fiscal 
consolidation achieved over the past five years is impressive by any standard.  Although the 
economy is in recession, the PA is expected to reduce its budget deficit in 2014 and is expected 
to reduce the stock of arrears to suppliers with the aim of injecting some liquidity into the private 
sector. With the reforms currently under implementation and others envisaged under the NDP 
and some improvement in the political and security environment, the PA’s deficit will continue 
falling and its finances will be on a sustainable track.   Debt sustainability analysis, conducted in 
mid-2014 by the IMF shows that under the baseline scenario, the PA’s debt will be on a 
sustainable track.13  Finally, despite the projected fiscal adjustments, until the ongoing 
restrictions on movement and access have been removed so that private investment can pick up 
and drive economic growth, the PA will continue to depend on substantial donor aid to finance 
its deficit.  

9 The PA’s total revenues dropped by four percentage points of GDP following the Fatah-Hamas split, which 
brought the end to its revenue collection operations in Gaza.  Detailed figures are not available to fully ascertain if 
the entire drop is related to Gaza.     
10 Taxes on these fuel imports are levied by the GoI and transferred to the PA. 
11 This figure is based on Gaza’s GDP and imports in 2013 and assuming the same efficiency of collecting border 
taxes as for the West Bank. 
12 It is reasonable to expect that this share will initially be significantly smaller in Gaza until tax enforcement 
capacity is developed and the taxable base is augmented through economic growth. 
13 For details, please see Annex 1 (Fund Relations Annex).   
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Table 2: West Bank and Gaza Central Government Fiscal Operations (commitment basis), 2010-

2017 
 

                Estimate Projections     
          2010 2011 2012 2013 2014 2015 2016 2017 

     
(In millions of US$) 

      Total net revenues 
  

1836 2045 2075 2312 2657 2874 3076 3282 
            Gross domestic revenues 

 
653 738 729 853 811 879 929 978 

                      Tax revenues  
  

382 482 481 598 556 589 623 658 
                      Nontax revenues 

  
271 256 248 255 255 290 305 320 

           Clearance revenues 
  

1259 1423 1459 1691 2042 2165 2290 2418 
           Less tax refunds 

  
76 116 113 231 197 170 142 114 

                     VAT 
   

.. .. .. .. 22 .. .. .. 
                     Petroleum rebate 

  
.. .. .. .. 174 .. .. .. 

                   Recurrent expenditures and net lending 2900 3139 3357 3517 3823 3911 4032 4150 
            Wage expenditure 

  
1614 1782 1769 1919 2043 2132 2197 2260 

            Non-wage expenditure 
  

1051 1217 1309 1388 1488 1567 1636 1705 
            Net lending 

   
236 140 278 210 292 213 199 185 

                  Recurrent balance 
  

-1065 -1094 -1281 -1205 -1167 -1037 -956 -868 
      Development expenditures 

 
299 370 243 187 328 488 510 531 

      Overall balance (before external support) -1364 -1464 -1524 -1392 -1495 -1525 -1466 -1399 
      Overall balance (after external support) -86 -452 -483 -27 -11 -120 -121 -121 

             Financing 
    

1364 1464 1524 1392 1495 1525 1466 1399 
      External budgetary support 

  
1147 843 885 1259 1284 1212 1137 1056 

      Development financing 
  

131 169 156 106 200 193 208 222 
      Net domestic bank financing 

 
84 93 127 -248 120 120 121 121 

      Domestic arrears 
   

-60 358 404 285 -109 0 0 0 
      Residual 

   
62 1 -48 -10 0 0 0 0 

             Public finances  (commitment basis) 
 

(In percent of GDP) 
      Total net revenues 

  
22.0 20.9 20.2 20.5 24.0 23.9 23.8 23.8 

      Recurrent expenditures and net lending 34.8 32.1 32.7 31.1 34.5 32.5 31.2 30.1 
            Wage expenditure 

  
19.3 18.2 17.3 17.0 18.4 17.7 17.0 16.4 

            Non-wage expenditure 
  

12.6 12.5 12.8 12.3 13.4 13.0 12.7 12.4 
            Net lending 

   
2.8 1.4 2.7 1.9 2.6 1.8 1.5 1.3 

      Recurrent balance (before grants) -12.8 -11.2 -12.5 -10.7 -10.5 -8.6 -7.4 -6.3 
      Overall balance (before grants) -16.3 -15.0 -14.9 -12.3 -13.5 -12.7 -11.3 -10.1 
      Overall balance (after grants) -1.0 -4.6 -4.7 -0.2 -0.1 -1.0 -0.9 -0.9 

             Memorandum items (in millions of US$): 
               Nominal GDP 

 
8344 9775 10255 11302 11090 12018 12920 13794 

                         Source: IMF, WB and PA MoF. 
Note: The PA has been repaying operational arrears and recording these payments as expenditures. 
This accounting misclassification was fixed in the table from 2014 onwards, but the lack of data on the 
exact amount of these payments in previous years prevented correction to data prior to 2014. 

 
C. REFORM PROGRESS SINCE APPROVAL OF THE DPG VI 
 
32. Despite implementation challenges and severe shocks caused by the conflict in Gaza 
to the Palestinian economy and public finances, the program supported under DPG VI 
remains on track.  There has been no reversal of prior actions and moderate progress has been 
made towards the achievement of the results defined in the context of the operation.   
 
33. Enhancing domestic tax revenues continues to be a priority for the PA. Domestic tax 
revenues at 5 percent of GDP are low in comparison to other countries in the region and other 
lower middle income countries.  Thus, the PA has been focusing efforts to increase collections 
primarily by eliminating different loopholes in the tax system and strengthening enforcement. 
Several laws and procedures are being revised and specific plans are being put in place to 
increase tax registration, as well as to detect and penalize non-payers especially since only 30 
percent of the potential tax base is currently covered. The PA has recently reduced the size and 
scope of tax incentives provided in the Investment Promotion Law, as advised by the IMF. 
Assessments showed that these incentives have proven ineffective in their aim to attract 
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substantial new investments and have benefited few already profitable companies at a significant 
cost in terms of lost tax revenues.  Recent amendments to the Investment Promotion Law (a prior 
action under the DPG VI) have narrowed the scope and duration of those tax incentives.  The PA 
also adopted amendments to the Income Tax Law to introduce a 10 percent tax on distributed 
dividends, which reduces opportunities for tax arbitrage and broadens the tax base.14 Thanks to 
these internal reforms and better cooperation with the Government of Israel, domestic revenue 
collection has met its budget target and clearance revenues collected by Israel on behalf of the 
PA have substantially exceeded the budget target.15   
 
34. The measures supported under the DPG VI have enabled the PA to successfully 
control the wage bill. At 17 percent of GDP, the public sector wage bill in the West Bank and 
Gaza remains high by international standards. Addressing this issue requires both short-term 
measures to contain the growth of wages and the number of staff on the PA’s payroll, but also 
wide ranging structural reforms. The precarious fiscal and political situation is most probably the 
reason why the PA has so far been addressing this issue through short-term measures. 
Specifically, the PA has reformed its policy on transportation allowance in 2014 to ensure that 
staff who are temporarily not coming to work do not receive transportation allowance and that 
the allowance is based on staff current residences, regardless of where they resided when they 
joined civil service. Leadership allowance to security staff in Gaza was also cancelled as of May 
1. The PA had put in place a zero net hiring policy in late 2012 and has maintained it since. Even 
though employment figures for June indicate that there has been a net increase in the number of 
PA employees by 830 staff, the PA reports that this increase is only temporary and it is caused 
by the fact that new recruitments usually take place in the beginning of the year while most 
retirements and other departures occur towards the end. A net reduction of 292 in the number of 
staff on the PA’s payroll between June and August 2014 supports this argument.   
 
35. Public procurement reform, also supported under the DPG VI, is another area 
where the PA has been making good progress. Following the enactment of amendments to the 
public procurement law (PPL) to fill some gaps and remove certain inconsistencies on the basis 
of inputs from various stakeholders and the adoption of the Regulation for the implementation of 
the amended Law in April 2014, drafted with the Bank’s support, the Public Procurement 
Council is working on finalizing essential actions to launch the implementation of the PPL 
including: 1) finalizing the Cabinet’s approval of the Council’s organizational structure and 
subsequent hiring of key staff, 2) preparing the National Standard Bidding Documents, 3) 
training the procurement workforce, and 4) establishing a single portal procurement website 
where all procurement plans and contract award notices would be published. 
 
36. Progress, although not fully satisfactory, has also been made in implementing the 
Public Finance Management (PFM) policies supported under the DPG VI. In the area of 
cash management, the PA has made significant improvement in regards to its cash planning 
system. This was done through establishing a cash committee that is in charge of the cash 

14 First time revenues generated from this new tax will be collected by the PA in early 2015 once publically listed 
companies distribute dividends on profits earned in 2014. 
15 Clearance revenues have also gotten a substantial boost as a result of increased fuel imports into Gaza from Israel.  
Due tax revenues on those imports are transferred by Israel to the PA.   
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forecasting and management process. The Committee is headed by the Minister of Finance, and 
includes the Accountant General and the Budget Director. The Secretariat is held by the Cash 
and Debt Management Department.  Based on a template developed with the World Bank 
assistance, the MoF has produced an annual cash plan for 2014 that is adjusted on monthly basis. 
This has reduced uncertainty related to cash availability and has also helped identify monthly 
priorities for discretionary expenditures.  Furthermore, the MoF has issued a decision (supported 
by the DPG VI), which formally committed it to implement new functions of the Integrated 
Financial Management Information System to strengthen arrears management. While the 
technical preparations to introduce an improved system have been made, these reforms have not 
been implemented yet.  The Bank continues the dialogue and provides technical support to the 
PA (along with other donor partners such as, the EU and DFID) to ensure that these new 
functionalities  would provide more detailed information on accumulated arrears and would 
facilitate better fiscal management.   
 
37. Finally, with support under the DPG VI the PA has recently implemented some 
important reforms to improve the business environment, particularly access to finance. In 
January 2014, the President promulgated the Leasing Law which is expected to encourage new 
forms of business financing through leasing companies in addition to banks and microfinance 
institutions.  Furthermore, an asset registry has been developed with the IFC support where 
leased assets can be formally registered and used for public notice.  The asset registry will 
become particularly important once the Secured Transactions Law, which has been adopted by 
the Cabinet, is promulgated by the President.  The Secured Transactions Law will formalize the 
use of different asset classes as collateral, including contractual future income streams and create 
a way to formally register pledges of assets used as collateral. 
 
D. POVERTY AND SOCIAL IMPACT ANALYSIS 
 
38. The proposed supplemental financing is expected to have a positive poverty and 
social impact. As stated in the Program Document for the DPG VI, the actions supported by the 
operation are not expected to have any negative poverty and social impact in the short term and 
are expected to have a positive impact over the medium term.  In fact, this supplemental 
financing is expected to have a positive poverty and social impact even in the short term as it will 
enable the PA to implement welfare enhancing programs, in particular its plan to temporarily 
expand financial assistance to additional 20,000 poor people in Gaza, as well as to provide 
additional assistance and services to restore livelihoods for the people in Gaza. 
 
E. ENVIRONMENTAL ISSUES 
 
39. Like the original DPG VI, the proposed supplemental grant will not have significant 
effects on the environment, forests and other natural resources.  None of the DPG VI prior 
actions have significant environmental impacts or risks.   
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VI. RATIONALE FOR THE PROPOSED SUPPLEMENTAL FINANCING  
 
40. The rationale for the proposed supplemental financing for DPG VI satisfies the 
Bank’s operational policy.  The conflict in Gaza, as shown above, has created a humanitarian 
crisis and dramatically worsened the development challenges. The damages to Gaza’s 
infrastructure and economy are enormous.  The social and poverty impact associated with the 
loss of human lives, injuries, destruction of houses, displacement, and the loss of employment is 
severe.  The conflict in Gaza has thus created an unexpected and urgent financing need for the 
PA’s 2014 budget.  Without additional donor support, not only would this urgent need to address 
immediate humanitarian and service delivery needs in Gaza remain unmet, but it could also 
jeopardize the PA’s reform program, which is driving the socioeconomic recovery in Gaza and 
development programs in the West Bank and Gaza. Given the urgency, the proposed 
supplemental financing allows the Bank to provide support in a timely manner so that the 
Government can deal rapidly and decisively with the aftermath of the Gaza conflict, while also 
ensuring that reforms supported under the DPG VI continue to be implemented. Finally, it is 
noteworthy that each of the criteria for supplemental financing set out in the Bank’s operational 
policy (OP 8.60, Development Policy Financing) has been met: (a) the program is being 
implemented in compliance with the provisions of the legal agreement with the Bank; (b) the PA 
is unable to obtain sufficient funds from other lenders or guarantors on reasonable terms or in a 
reasonable time without the supplemental grant; (c) the time available is too short to process a 
further free-standing Bank DPG; and (d) the PA remains committed to the program and the 
implementing agencies have demonstrated competence in carrying it out. 
 

VII. IMPLEMENTATION ARRANGEMENTS 
 
A. TERMS OF THE SUPPLEMENTAL FINANCING 
 
41. The proposed supplemental grant in amount of US$41 million will be financed from the 
Trust Fund for Gaza and West Bank (TFGWB). 
 
B. FUNDS FLOW AND AUDITING REQUIREMENTS FOR THE SUPPLEMENTAL FINANCING 
 
Fiduciary Aspects 
 
42. The fiduciary risk related to the DPG VI and the proposed supplemental financing 
is considered to be High.  In 2013, the monthly PA’s fiscal reports started showing a growing 
unexplained “residual” amount, which was then reviewed and reversed.  The PA has sought 
international expertise to clarify the situation, and has been working closely with the Bank and 
the IMF on this matter.  A recent Bank review has provided additional comfort about the 
reconciliation between accounting and banking data. In 2014, the “residual” remains but at only 
five percent of the original level before accounting errors were identified and resolved. However, 
there still is a significant delay in the production of audited annual accounts. The last audit report 
made available by the supreme audit institution (SAACB) on the 2010 Government financial 
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statements included a number of qualifications.16 Other remaining PFM issues which are still 
being addressed are explained in the DPG VI Program Document. The Bank will continue to 
monitor and work with the MoF on key measures to strengthen public financial management and 
fiscal reporting.  Finally, it is noteworthy that the PA has been publishing its budget on the 
MoF's website. 
 
43. A dedicated bank account will be used to segregate supplemental financing proceeds 
from the PA’s other bank accounts, so as to enable an audit of the dedicated account. The 
PA will hire an independent external auditor acceptable to the Bank to perform this audit. 
 
Flow of Funds and Auditing Requirements 
 
44. The Grant proceeds will be disbursed in a single tranche to a US Dollar Dedicated 
Account that forms part of the PA’s official foreign exchange reserves. In the absence of a 
Palestinian central bank, the dedicated account will be held at the Bank of Palestine (Ramallah), 
a commercial bank where prior DPG proceeds have been deposited by the Bank.  
 
45. The PA will confirm to the Bank, within 15 days of disbursement, the receipt of the 
Grant funds and that the Grant proceeds have been credited to the Central Treasury 
Account to finance national budget expenditures; including the date and number of the 
Treasury Account in which the funds have been deposited as well as the exchange rate 
applied. A satisfactory confirmation letter for the disbursement under the original DPG was 
submitted to the Bank by the MoF. 
 
46. All payments from the Central Treasury Account should be made through the PA’s 
computerized Financial Management Information System and aggregated in monthly 
budget execution reports and annual accounts. The local banking transactions should be made 
through financial institutions supervised by the Palestinian Monetary Authority and the National 
Committee Financial Follow up Unit, in accordance with the respective Anti-Money 
Laundering/Combating the Financing of Terrorism (AML/CFT) regulations. 
 
47. If any portion of the grant is used to finance ineligible expenditures as defined in the 
Grant Agreement, the Bank shall require the PA to refund the ineligible amount. 
 
  

16 The SAACB issued a qualified audit opinion on (i) the 2010 Palestinian Authority’s financial statements and (ii) 
Ministry of Finance’s and Palestinian Authority’s compliance with some laws and regulations. The qualified opinion 
mostly reflects inadequate compliance with some mandatory requirements of International Public Sector Accounting 
Standards (IPSAS) – Cash basis, such as some incomplete bank reconciliations, unexplained discrepancies in the 
2009 closing balances and 2010 opening balances, or insufficient accounting of payment arrears. These issues raised 
by the SAACB in its qualified opinion were considered as material by the SAACB, but not substantial enough to 
justify a rejection (disclaimer) of the statements.   
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Flow of funds diagram 
 
 
 
 
 
 
 
 
External Auditing of the Grant Dedicated Account 
 
48. The PA will hire an independent external auditor acceptable to the Bank to perform 
an audit of the Dedicated Account. The audit will be conducted in accordance with 
International Standards on Auditing, and with terms of reference acceptable to the Bank. The 
audit report will be approved and signed by the MoF before it is submitted to the Bank. The audit 
report will be submitted to the Bank within six months of the release of the single tranche 
payment.  
 
49. For the original DPG VI, the MoF submitted acceptable terms of reference for 
selecting an external auditor in a timely manner. The MoF confirmed that the audit report for 
the original DPG VI will be submitted to the Bank before the due date of January 21, 2015. 
 
50. In general, the auditor will be required to: 

 
• Validate the transfer and deposit transactions into the Dedicated Account relating to 

the supplemental financing; 

• Verify the extent to which the Bank’s requirements under the Grant Agreement are 
met, and whether the PA’s procedures are adequate to achieve this result; 

• Verify that no funds are kept in or paid into the Dedicated Account other than those 
disbursed by the Bank for this particular operation; 

• Ensure that the MoF follows adequate disbursement procedures as per PA and 
governmental standards including accuracy of the exchange rate prevailing at the date 
of conversion from US Dollar to New Israeli Shekel, and deposit to the Central 
Treasury Account within one week of the receipt of funds in the Dedicated Account. 

 
VIII. BENEFITS AND RISKS 

 
A. BENEFITS 
 
51. The potential benefits of this operation are significant.  The quick disbursement of the 
supplemental grant will assist the PA in meeting the immediate, urgent and enormous needs for 
relief and reconstruction of the conflict-stricken Gaza.  While the financing need is substantially 
larger than the proposed grant amount, the Bank’s decision to provide urgent assistance is also 
likely to encourage other donors who contribute to the PRDP TF to provide additional budget 
support through this mechanism.  The proposed grant along with other extraordinary financing 
will help the PA prevent a humanitarian disaster in Gaza without reducing its ability to maintain 

Grant proceeds to U.S. $ 
Dedicated Account 

 

MoF Central Treasury 
Account 

Expenditure on 
eligible budget 

activities 
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basic functions, to pay salaries, social benefits, and suppliers at the time of economic recession.  
As various studies of conflict and fragility have shown, if governments are not able to fulfill the 
core functions expected of them in terms of basic public services, social unrest may ensue: the 
Bank and other donors are providing grants to reduce that risk. 
 
B. RISKS 
 
52. The risk assessment made for the DPG VI still remains valid and the overall risk is 
rated “high”.  The political and security situation in the West Bank and Gaza is very fragile, as 
demonstrated by the outbreak of conflict in Gaza in July 2014 and recent security incidents in the 
West Bank.  The recent social unrest and civil servants' strikes also attest to the fragility of the 
political situation.  The highly volatile political situation could deteriorate quickly and without 
much warning, stalling the reform process. If the security situation relapses, private sector 
confidence and investment will decline, public revenues will fall and the PA reforms may stall. 
In this case, the PA would not be able to meet its medium-term fiscal goals. Due to recent 
political uncertainties, the relaxation of movement and access restrictions imposed by the GoI in 
the West Bank and of restrictions on economic activity in Area C has slowed down.  The severe 
restrictions on the movement of people and goods in and out of Gaza, even before the conflict, 
have stifled growth there and summer 2014 conflict pushed Gaza deeper into recession. If this 
trend were to continue, the PA may not be able to continue the reform process and fiscal 
challenges may become insurmountable. In light of the grueling humanitarian and economic 
situation in Gaza combined with the still unresolved internal political divisions, the resumption 
of violence in either West Bank or Gaza in the near future cannot be ruled out. Moreover, the 
risk of a shortfall in donor support—in particular against the backdrop of augmented assistance 
needs due to the recent conflict in Gaza—still remains. Finally, as detailed in the previous 
section, the fiduciary risk also remains high despite some recent improvements in the PA’s PFM 
systems.   
 
53. These risks undoubtedly cannot be fully mitigated. However, truce in Gaza, the recent 
agreement announced by the GoI to allow the flow of reconstruction materials into Gaza, and 
expressed commitment by the PA to the Consensus Government portend some improvements in 
the political, security, and economic conditions.  Also noteworthy is the fact that the PA has 
continued to implement structural reforms despite the challenging political and economic 
environment as well as substantial fiscal pressures and it remains committed to continued 
reforms.  The recent conflict represents the materialization of the political and security risk that 
was identified in the DPG VI Program Document.  Therefore, this supplemental financing can be 
viewed as a mitigating measure aimed at alleviating the impact of a high risk that has 
materialized.   
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ANNEX 2: COUNTRY AT A GLANCE 
 
 

 
 

West Bank and Gaza at a glance 9/17/14

West M. East Lower
Key Development Indicators Bank & North middle

& Gaza Africa income
(2013)

Population, mid-year (millions) 4.0 340 2,507
Surface area (thousand sq. km) 6.0 8,775 20,742
Population growth (%) 3.1 1.7 1.5
Urban population (% of total population) 75 60 39

GNI (Atlas method, US$ billions) 10.0 1,113 4,745
GNI per capita (Atlas method, US$) 2,550 3,450 1,893
GNI per capita (PPP, international $) 2,920 7,062 3,877

GDP growth (%) -4.4 1.9 4.7
GDP per capita growth (%) 10.9 0.2 3.2

(most recent estimate, 2005–2012)

Poverty headcount ratio at $1.25 a day (PPP, %) <2 2 27.1
Poverty headcount ratio at $2.00 a day (PPP, %) <2 12 56.3
Life expectancy at birth (years) 73 71 66
Infant mortality (per 1,000 live births) 19 21 46
Child malnutrition (% of children under 5) 2 6 24

Adult literacy, male (% of ages 15 and older) 98 85 80
Adult literacy, female (% of ages 15 and older) 93 70 62
Gross primary enrollment, male (% of age group) 92 109 107
Gross primary enrollment, female (% of age group) 92 101 104

Access to an improved water source (% of population) 82 90 88
Access to improved sanitation facilities (% of population) 94 87 47

Net Aid Flows 1980 1990 2000 2013 a

(US$ millions)
Net ODA and official aid .. 179 685 2,001
Top 3 donors (in 2012):
   European Union Institutions .. 57 63 316
   United States .. 19 60 288
   Germany .. .. 17 137

Aid (% of GNI) .. .. 14.2 21.9
Aid per capita (US$) .. 79 234 495

Long-Term Economic Trends

Consumer prices (annual % change) .. .. 2.8 1.7
GDP implicit deflator (annual % change) .. .. 10.4 9.4

Exchange rate (annual average, local per US$) .. .. 4.1 3.6
Terms of trade index (2000 = 100) .. .. .. ..

1980–90 1990–2000 2000–13

Population, mid-year (millions) .. 2.0 2.9 4.0 .. 3.9 2.7
GDP (US$ millions) .. .. 4,316 10,465 .. 14.3 3.8

Agriculture .. .. 11.2 5.3 .. 7.1 -0.1
Industry .. .. 25.0 25.1 .. 8.8 5.6
   Manufacturing .. .. 12.1 16.2 .. 2.8 4.7
Services .. .. 63.8 69.6 .. 13.8 3.3

Household final consumption expenditure .. .. 86.1 86.6 .. 12.8 2.9
General gov't final consumption expenditure .. .. 25.5 26.2 .. 19.6 4.9
Gross capital formation .. .. 31.5 22.1 .. 14.7 0.8

Exports of goods and services .. .. 20.5 16.5 .. 19.9 5.3
Imports of goods and services .. .. 67.1 55.1 .. 14.3 2.1
Gross savings .. .. 11.6 4.8

Note: Figures in italics are for years other than those specified.  .. indicates data are not available.
a. Aid data are for 2012.

Development Economics, Development Data Group (DECDG).
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Balance of Payments and Trade 2000 2013

(US$ millions)
Total merchandise exports (fob) 401 782
Total merchandise imports (cif) 2,383 4,697
Net trade in goods and services -2,257 -5,267

Current account balance -990 -2,815
   as a % of GDP -22.9 -21.0

Workers' remittances and
   compensation of employees (receipts) 1,010 1,666

Reserves, including gold .. ..

Central Government Finance

(% of GDP)
Current revenue (including grants) .. 30.2
   Tax revenue .. 18.2
Current expenditure .. 31.2

Technology and Infrastructure 2000 2012
Overall surplus/deficit .. -1.6

Paved roads (% of total) 100.0 100.0
Highest marginal tax rate (%) Fixed line and mobile phone
   Individual .. ..    subscribers (per 100 people) 9 85
   Corporate .. 16 High technology exports

   (% of manufactured exports) .. ..
External Debt and Resource Flows

Environment
(US$ millions)
Total debt outstanding and disbursed .. .. Agricultural land (% of land area) 62 43
Total debt service .. .. Forest area (% of land area) 1.5 1.5
Debt relief (HIPC, MDRI) – – Terrestrial protected areas (% of land area) 0.6 0.6

Total debt (% of GDP) .. .. Freshwater resources per capita (cu. meters) 264 207
Total debt service (% of exports) .. .. Freshwater withdrawal (% of internal resources) 34.4 51.5

Foreign direct investment (net inflows) .. .. CO2 emissions per capita (mt) 0.27 0.62
Portfolio equity (net inflows) .. ..

GDP per unit of energy use
   (2005 PPP $ per kg of oil equivalent) .. ..

Energy use per capita (kg of oil equivalent) .. ..

 World Bank Group portfolio 2000 2012

 (US$ millions)

 IBRD
   Total debt outstanding and disbursed – –
   Disbursements – –
   Principal repayments – –
   Interest payments – –

 IDA
   Total debt outstanding and disbursed – –
   Disbursements – –

Private Sector Development 2000 2012    Total debt service – –

Time required to start a business (days) – 48  IFC (fiscal year)
Cost to start a business (% of GNI per capita) – 91.0    Total disbursed and outstanding portfolio 30 45
Time required to register property (days) – 56       of which IFC own account 30 45

   Disbursements for IFC own account 18 0
Ranked as a major constraint to business 2000 2012    Portfolio sales, prepayments and
   (% of managers surveyed who agreed)       repayments for IFC own account 0 6
      n.a. .. ..
      n.a. .. ..  MIGA

   Gross exposure – –
Stock market capitalization (% of GDP) 17.7 24.2    New guarantees – –
Bank capital to asset ratio (%) .. ..

Note: Figures in italics are for years other than those specified. 9/17/14
.. indicates data are not available.  – indicates observation is not applicable.

Development Economics, Development Data Group (DECDG).
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Millennium Development Goals West Bank and Gaza

With selected targets to achieve between 1990 and  2015
(estimate closest to date shown, +/- 2 years)  

Goal 1: halve the rates for extreme poverty and malnutrition 1990 1995 2000 2012
   Poverty headcount ratio at $1.25 a day (PPP, % of population)   .. .. .. <2
   Poverty headcount ratio at national poverty line (% of population)   .. .. .. 21.9
   Share of income or consumption to the poorest qunitile (%)  .. .. .. 7.4
   Prevalence of malnutrition (% of children under 5)   .. 3.6 .. 2.2

Goal 2: ensure that children are able to complete primary schooling
   Primary school enrollment (net, %) .. .. 90 87
   Primary completion rate (% of relevant age group)   .. 89 98 90
   Secondary school enrollment (gross, %)   .. 68 81 83
   Youth literacy rate (% of people ages 15-24) .. 97 .. 99

Goal 3: eliminate gender disparity in education and empower women
   Ratio of girls to boys in primary and secondary education (%)   .. 97 102 106
   Women employed in the nonagricultural sector (% of nonagricultural employment)   .. 15 14 17
   Proportion of seats held by women in national parliament (%)   .. .. .. ..

Goal 4: reduce under-5 mortality by two-thirds
   Under-5 mortality rate (per 1,000)   43 35 30 23
   Infant mortality rate (per 1,000 live births)   35 29 25 19
   Measles immunization (proportion of one-year olds immunized, %) .. .. .. ..

Goal 5: reduce maternal mortality by three-fourths
   Maternal mortality ratio (modeled estimate, per 100,000 live births)   .. .. .. ..
   Births attended by skilled health staff (% of total)   .. 95 97 99
   Contraceptive prevalence (% of women ages 15-49)   .. 45 51 50

Goal 6: halt and begin to reverse the spread of HIV/AIDS and other major diseases
   Prevalence of HIV (% of population ages 15-49)   .. .. .. ..
   Incidence of tuberculosis (per 100,000 people)   7 6 4 3
   Tuberculosis case detection rate (%, all forms) 51 35 25 10

Goal 7: halve the proportion of people without sustainable access to basic needs
   Access to an improved water source (% of population) 97 97 92 82
   Access to improved sanitation facilities (% of population) 87 87 90 94
   Forest area (% of land area)   1.5 1.5 1.5 1.5
   Terrestrial protected areas (% of land area) 0.6 0.6 0.6 0.6
   CO2 emissions (metric tons per capita)   .. .. 0.3 0.6
   GDP per unit of energy use (constant 2005 PPP $ per kg of oil equivalent)   .. .. .. ..

Goal 8: develop a global partnership for development   
   Telephone mainlines (per 100 people)   3.2 3.1 8.5 9.3
   Mobile phone subscribers (per 100 people) 0.0 0.0 0.2 75.6
   Internet users (per 100 people)   0.0 .. 1.1 41.1
   Households with a computer (%) .. .. .. 53.9

Note: Figures in italics are for years other than those specified.  .. indicates data are not available. 9/17/14

Development Economics, Development Data Group (DECDG).
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