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ANNEX 1: FUND RELATIONS ANNEX

INTERNATIONAL MONETARY FUND

WEST BANK AND GAZA

EEs——— REPORT TO THE AD HOC LIAISON COMMITTEE?

September 12, 2014

KEY ISSUES

Context: With the hostilities in Gaza, the political and security environment has
deteriorated markedly over the past months. There have been several attempts to forge ¢
ceasefire between Israel and Hamas, brokered by Egypt, most recently on August 26,
when an open-ended ceasefire went into effect. Nevertheless, prospects for a broader
settlement of the Israeli-Palestinian conflict remain highly uncertain.

Outlook and risks: The economic outlook has deteriorated substantially, especially for
Gaza, which has suffered a devastating loss of life and property. While the conflict is
focused on Gaza, disruption to economic activity has also occurred in the West Bank,
The outlook depends critically on whether the ceasefire agreement holds, what its
eventual terms are, and the speed and size of the international community's response
to Gaza's reconstruction and humanitarian needs.

Key policy recommendations: The economic impact of the Gaza conflict is difficult
to estimate at this stage, but the extent of the destruction and limited resources of
the West Bank and Gaza (WBG) make international mobilization of aid crucial. The
experience after the 2008/09 conflict indicates that without a lifting or at least
easing of the blockade of Gaza, especially allowing the entry of construction
materials, rebuilding efforts are likely to be unsuccessful. At the same time, it is vital
that the Palestinian Authority, together with international partners, devise a robust
fiscal mechanism to effectively deploy financial aid. This would help strengthen
donor confidence that new resources will be effectively and transparently managed.
Finally, the WBG's underlying fiscal strains have multiplied after the conflict, and
with spending pressures bound to rise in the context of uncertain donor support, it
is important that the Palestinian Authority maintains fiscal discipline.

! 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 expenditure
management, banking supervision and requlation, and macroeconomic statistics. See www.imf.org/wbg for recent
staff reports.
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WEST BANK AND GAZA

- IENEI CONTEXT

1 Mounting tensions earlier this year culminated in a lengthy armed conflict between
Israel and Hamas in July and August. Against the background of deteriorating Israeli-Palestinian
relations following President Abbas’ announcement of a reconciliation agreement between the two
Palestinian factions Fatah and Hamas, the cycle of violence following the killing of three Israeli
teenagers in the West Bank ignited a serious military confrontation between Israel and Hamas. The
resulting loss of life and property has been devastating, but the recent open-ended ceasefire
agreement brings optimism that a lasting truce can be negotiated. During the ceasefire negotiations,

Israel has demanded the disarmament of Hamas while Hamas has demanded a lifting of the blockade.

2 Even if a lasting truce is achieved, political uncertainties abound. Much will depend on

the eventual terms of ceasefire agreement, and whether this eventually sets in motion a broader
peace process which would bring substantial economic benefits to the WBG economy. Prospects for a
lasting reconciliation between Fatah and Hamas are also uncertain. A looming issue is the
implementation of the Fatah-Hamas unity agreement reached in late April, including governance,
arrangements for Gaza and the timeline for national elections. At this point, the consensus
government sworn in on June 2, 2014 remains in place, although it continues to govern predominantly
in the West Bank.

3. While the IMF mission on which this report is based occurred before the conflict in Gaza
erupted, the conclusions and policy recommendations remain broadly valid. During the June/July
discussions, staff emphasized the need for measures to contain the financing gap and for a
contingency plan in case some of the fiscal risks materialize. After the mission had concluded its work,
the tensions that were already palpable erupted into a military conflict, which has raised the WBG's
public spending requirements for years to come owing to the need to rebuild Gaza. While staff's
earlier policy advice remains generally appropriate, the dramatic shift in the economic landscape
requires a modified emphasis in staff's policy recommendations. This report also offers revised
macroeconomic projections for the WBG economy incorporating the impact of the conflict, but these
are based on very limited information and may therefore have to be revised at a later stage.

%In this report, *blockade” refers to the restrictions placed on the movement of goods and people between Gaza on the
one hand and Egypt and Israel on the other, whether by land or by sea. The nature of these restrictions has varied over
time.

4 INTERNATIONAL MONETARY FUND
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WEST BANK AND GAZA

JEEEE THE ECONOMY PRIOR TO THE CONFLICT

4. Even before the Israel-Hamas conflict, the economy was slowing, particularly in Gaza
(Figure 1). Growth decelerated from 6.3 percent in 2012 to 1.9 percent in 2013 (from 6.0 to 0.5 pércent
in the West Bank and from 7.0 to 6.0 percent in Gaza), reflecting political uncertainty, continued fiscal
problems of the PA, and the effects of the

tunnel closure between Egypt and Gaza that Real GDP Growth, 2004-14
had a strong impact on construction activity <

and employment. Growth continued to 2

decline in the first quarter of 2014, tuming 15

negative in Gaza, and stabilizing in the 1:

West Bank, supported by exports, which
continued to grow at a 5 percent annual
rate.? The situation in Gaza was particularly 10 |

dire, with a humanitarian crisis slowly T

unfolding even before the Israel-Hamas 2

conﬂid (Box 1)‘ GDP data for the second Sources: Palestinian Cantral Bureau of STabstics’ and [MF staff estimates Ql %
quarter of 2014 are not yet available, but the U Seasonally adjusted quaitery gromth fate

Palestine Monetary Authority’s (PMA)

business sentiment indicator pointed to a continued decline in business confidence.” In addition, Israeli
search operations for the missing teenagers (later found killed) in the West Bank, which focused on the
main industrial center of Hebron, are likely to have disrupted economic activity in the second quarter.

% Unemployment had surged to new heights, while inflation was stable. In Gaza, the
unemployment rate jumped to 45 percent in the second quarter of 2014 driven by a large loss of jobs
in the construction sector, while declining to 16 percent in the West Bank reflecting seasonal factors.
Youth unemployment in the West Bank and Gaza reached 39 percent, 63 percent in Gaza alone,
adding to the risks of social instability.” Inflation remained subdued, helped by a further strengthening
of the NIS exchange rate vis-a-vis the U.S. dollar. Inflation in Gaza remained below inflation in the
West Bank prior to the conflict.

? The Palestinian Central Bureau of Statistics (PCBS) has revised its national accounts estimates for 2000-14 based on
IMF TA recommendations. The preliminary GDP series used in this report was shared with staff at end-August. The
complete revised data-set is expected to be available soon.

* This indicator, which is based on maonthly surveys of managers of industrial firms in the WBG covering their current
and expected levels of production, sales, and employment, has been compiled by the PMA since November 2012,

¥ Labor force participation was 46.4 percent in the West Bank and 44.7 percent in Gaza in Q2 2014, with a large gender
gap. The participation rate of males reached 71.7 percent compared with 19.4 percent for females.
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6

Box 1. Gaza Before the 2014 Conflict—Heading Toward a Humanitarian Crisis

Political conflicts and the blockade of Gaza have been major obstacles to economic activity,
reconstruction and development throughout the last decade. Political conflicts, the tightening of the
Israeli blockade in 2007 and the Gaza war at the end of 2008 left Gaza in a dire economic and humanitarian
condition, with real GDP falling by 30 percent between 2006 and 2008. The blockade severely restricted the
import of necessary construction materials, as well as economic activity of other sectors such as agriculture
and tourism. Consequently, economic recovery was weak: absolute real GDP reached 2005 levels only by
2012, real GDP per capita remained below the 2005 levels even by 2014, and unemployment never fell below
25 percent. The blockade also led to heavy economic dependence on unofficial imports via tunnels to Egypt.

The tunnel closure in 2013 led to a collapse in Gaza's Socio-E ic Develop 2005-13
growth and a financial crisis of the Hamas 2005 2013
government, resulting in m-ns.ushinable : Social development
unemploymen-t levels apd rising poverty Estimates e octiibn R AT
suggest that prior to their closure, imports of Grinb Tate 33 35
construction materials that entered Gaza via the Registered refugees 1/ S61645 1240082
tunnels were more than three times higher than the In percent of population BT 129
imports via official crossings with Israel. Moreover, Poverty rate 2/ 337 383
tunnel trade was an important source of revenue for Dsep goverty At B 14
the Hamas government and Gaza municipalities. Education 3/

Literacy rate 933 364

Following the tunnel closure, construction collapsed,

fuel became scarce, and unemployment skyrocketed it g 54
to 45 percent before the onset of the current conflict, Ecoaninic dpslopmtert
with youth unemployment at 63 percent. Hamas GOPgrantly 291 b
was confronted with a payment crisis, leaving 40,000 SREer A QIS0 W e
Hamas employees with a reduced or no salary since ifitice feop) X 12
the beginning of 2014. In addition, already in 2012 a Unemployment (ate 4/ 282 383
total of 1.1 out of 1,7 million people living in Gaza Youth unemployment P 6
received food assistance,” and more than 70 percent of @9/ : S e
Gaza's population relied on services of a financially m:s:;"‘;:::::;ﬁ?] 643142 191,766
burdened UNRWA,; this situation undoubtedly became é

. . . Source: Palestinian Central Buréau of Statistics.
worse with rapidly growing unemployment rates. 1) Source: UNRWA, as of Jaraty 2014 and March 2005,

2/ Available Tor 2009 mstesd ol 2005 and for 2011 instead of 2013,

The economic and poverty situation was 3 Available for 2012 instead of 2013

Watahitand by 85 losutficent ad devmlaating :// ::::;1: f'::: m':::ad of 2005 and for 2012 instead of 2013
water and electricity infrastructure, leading toward

a humanitarian crisis. While the water and electricity supply never regained 2005 levels, the majority of the
existing infrastructure relied mostly on fuel from the tunnel trade. Consequently, after the tunnel closures,
power outages increased and Gaza's sole power plant reported production stappages of up ta 16 hours per
day. Access to water of acceptable quality was becoming a critical problem. Over-abstraction from the
aquifer has led to increasing seawater intrusion, and daily power cuts limited the ability for wastewater
treatment plants, which further reduced water quality. A further decline in the quality and quantity of the|
water aquifer will result in its collapse within the next few years. This pre-war situation was unsustainable,
and a further deterioration as a result of the current war will lead to a humanitarian crisis, absent a quick and
generous international response.

1 Spe OCHA Humanitarian Bulletin, Monthly Report, June 2013.
? See World Food Program Gaza Watch, WFP Palestine, 18 July 2013.
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6. The fiscal position was already under pressure before the armed conflict. Despite strong
revenues, arrears of the PA continued to increase through June, reflecting higher-than-budgeted

spending and back-loaded donor support.

= Total revenues grew 23 percent year-on-year, owing mainly to strong clearance revenues and
advanced domestic VAT filings by a number of large companies.” Clearance revenues were
bolstered by increased official imports of fuel into Gaza after the closure of the tunnels to Egypt
and stepped-up tax administration efforts to combat under-invoicing.

« Recurrent expenditure increased
during this period by about 6 percent
year-on-year, exceeding the 4-percent
growth rate assumed under the budget.”
Net lending (expenditure that represents
the PA's payments for electricity, water,
and sewage to Israel, which is incurred by
means of deductions from clearance
revenue) reached almost 85 percent of
annual budget allocation by end-June
and was responsible for excessive growth
in expenditure, whereas wage and
nonwage spending remained contained.
The postponement of the cost-of-living
adjustment and certain allowances, in
addition to a reform of the transportation
allowance and cancelation of the
supervision allowance in Gaza, allowed
containment of the wage bill, despite
some increase in employment.

» At the same time, donor support in the
first half of 2014 was low. As a result
arrears, including to private suppliers,
increased since the beginning of 2014 by

Revenue and Expenditure

(¥-o 4 gromth, in peicent)

=—=Tatal net revenae
~=<Total expenditure and net lending
100 e poemestic tax revenue

0 ——-=- <
Source: Ministry of Finance.

Donor Support
(0 mutitens of US dollaes)

-

~BBEE8ERE2E

2013 m2014

Jan-Jun Jul-Dec
Sources. Ministy of Finance, and IMF staff projections based on donors’ pledges.

more than NIS1 billion, or 2.5 percent of GDP, pushing public debt over the threshold of
40 percent of GDP prescribed by the Law on Public Debt (Figure 2). Additionally, the PA's direct

® The Ministry of Finance introduced an 8 percent tax discount on pre-paid VAT in 2014,

7 Staff made an adjustment to the authorities’ estimate of nonwage spending, taking into account that at least
$100 million of arrears were cleared, and were erroneously booked under committed expenses on goods and services
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and contingent liabilities to the Israel Electricity Company (IEC), some of which are in dispute, have
gone up, reaching NIS1.5 billion at end-May.?

7 Notwithstanding the economic slowdown and political uncertainty, as of end-June the
banking sector remained healthy, although exposure to the PA and to consumer and real estate
sectors was high (Figure 3). The banking system remained liquid and profitable, with NPL ratios low at
2.6 percent and Tier I capital to risk-weighted assets at 18 percent in the second quarter of 2014.
Credit growth to the private sector has been picking up through June this year, reaching 19.7 percent
year-on-year. Banks continued to expand into the retail market, increasing their exposure to consumer,
real estate and construction loans, which combined reached almost 50 percent of the banks' total
private sector loan portfolio at end-June. Moreover, with a large share of consumer loans allocated to
the PA employees, combined with banks’ loans to the PA, total exposure of banks to the PA remained
high, constituting 43 percent of the banks'’ loan portfolios. Reflecting high credit risk, lending-deposit
interest rate spreads remained high at more than 10 percent for the NIS and 6 percent for the USD.’

ECONOMIC OUTLOOK AND RISKS

In this section, staff presents a set of revised macroeconomic projections taking into account the
ecoriomic impact of the conflict. It should be stressed that, given the uncertainties, the estimates

in this section should be considered highly tentative.

8. Staff has revised GDP projections downward to reflect the economic impact of the
conflict.'” From the production side of GDP, it is likely that most sectors in Gaza will have experienced
significant losses, including agriculture, manufacturing, construction, and services (Box 2). On the
expenditure side, consumption and
investment likely have been hit hard. Staff's
preliminary estimates project a decline of
Gaza's GDP by about 20 percent in the first
three quarters of 2014, compared to the same
period last year. For the West Bank, economic
disruptions have been less, but the decline in
household and business confidence might
have led to lower consumption and
investment. Indeed, the PMA'’s business X
sentiment indicator shows a dramatic decline
in August, in both Gaza and the West Bank. In
addition, exports will be affected by softening

Business Cycle Indicator

&

—WBG —W8B ~—Gaz

o

g 8 & 8

8

Lo - S - B - LA BT L S
& F F @ FFE

Source; Palestinian Contral Bureau of Statistics,

® Debt to IEC increased further to NIS1.7 billion at end-August.

? NIS lending rates are about 12 percent, and deposit rates 1.4 percent. USD lending rates are above 7 percent, and the
USD deposit rates 0.75 percent on average. The spread on the Jordanian dinar is 7 percent.

2 The previous report was published on June 30, 2014, and can be found on www.imf.org/wbg. In the June report. staff
projected growth in the WBG to reach 2 percent in 2014, 1.6 percent in the West Bank and 3 percent in Gaza.
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growth in Israel, the main export destination for the West Bank. Expecting a mild recovery in the fourth
quarter of 2014 in both Gaza and the West Bank, staff projects that real GDP for the WBG will decline
by between 3.5 and 4 percent for the year as a whole, with an output loss of 15 percent in Gaza and
continuing stagnation in the West Bank. For Real GDP Per Capita, 2005-14

2015, staff projects a rebound in Gaza—on the 2605=1001

assumption of increased aid to finance the
reconstruction of Gaza—and a modest pickup
in the West Bank for a combined growth rate
of about 4.5 percent. With the projected
decline in output, real per capita GDP in Gaza
would fall to only 70 percent of its 2005 level
and by 18 percent from 2013, Real GDP per
capita in the West Bank would decline by

2 percent. Inflation in the WBG in 2014 205 20062007 2008 /2000 21D, 2010 2012 Z0L3-2014
is projected at 2.8 percent, up from proj.
2.2 percent in the June 2014 report driven Source: Palestinian Central Bureau of Statistes.

mainly by higher prices in Gaza and a depreciation of the shekel since mid-July, The WBG
unemployment rate is expected to jump to 30 percent by end-2014. A sharp rise in Gaza's
unemployment in the third quarter is likely, potentially followed by a modest decline in the fourth
quarter as reconstruction begins.

9. The full extent of the conflict’s fiscal impact is unknown at present. Despite the weaker
growth outlook, revenue is likely to be somewhat higher than previously projected on account of
stronger-than-expected clearance revenue, which increased by 31 percent year-on-year in the first
seven months of 2014. On the spending side, the authorities will have trouble containing net lending,
which is running at well above budget targets, and spending on goods and services, which partly
reflects arrears repayment (the exact amounts are unknown because of poor accounting for arrears),
will likely exceed budgeted amounts.”* Our expenditure projections do not yet account for the
spending needed for Gaza reconstruction since the costs are unknown at this stage.”** Taken
together, this would result in an overall deficit of 16%2 percent of GDP, up from 13¥ percent in the
June 2014 report, reflecting in large part the downward revision in nominal GDP. Assuming that overall
donor financing will reach $1.5 billion (of which $100 million is earmarked to arrears clearance, and
$200 million for development), in line with updated donor pledges, and some increase in domestic
borrowing, the resulting financing gap will amount to about $350 million.

2 an inter-government committee has been set up to address the electricity non-payments, and a decision has been
made to impose penalties on distributors who do not pay the bills to the IEC. These are encouraging measures, but
their effectiveness is yet to be seen.

12 aside from minor war related aid transfers in July and August, no new spending on Gaza was made following the
formation of the unity government in early June,

2 The PAis preparing the Report on the Initial Damage Assessment ahead of a donors' conference on rebuilding Gaza
tentatively scheduled for October 12, 2014 in Egypt.
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The July-August military conflict reduced economic activity in all economic sectors in the third quarter of
2014, but the impact varies substantially depending on pre-war conditions, economic restrictions, and
infrastructure losses during the conflict. We estimate the total third quarter loss at 45 percent compared to
the previous quarter, reducing GDP by about 20 percent during the first three quarters of 2014 compared to
the first three quarters of 2013. The following provides an evaluation of the main economic sectors.

Box 2. Gauging the Economic Impact of the Conflict in Gaza

Agriculture: During the conflict an enlarged security buffer zone around the border made most of
Gaza's arable land inaccessible, and fishing was banned completely, causing an estimated yearly loss
of more than 9 percent in August alone. In addition, most of the 17,000 acres of Gaza's farmland has
been ruined by tanks, shelling and air strikes, and much of its agricultural infrastructure, including
greenhouses, irrigation systems, animal farms, fodder stocks and fishing boats was lost (Source:
UNFAQ). Staff expects a reduction of agricultural output of 80 percent during the conflict, and of

30 percent in the first three quarters of 2014.

Manufacturing, electricity and water; Around 420 factaries were destroyed or severely damaged
during the conflict (source: Palestinian Federation of Industries), further increasing the number of
unemployed people. The destruction of Gaza's sole power plant and much of the water and sewage
infrastructure will further and lastingly reduce the sector’s output. Staff expects a reduction of
manufacturing output of 20 percent in the first three quarters of 2014, which includes a 50 percent loss
in electricity supply and a 30 percent reduction in water and sewage activity since the onset of the
conflict.

Construction: Construction activity coliapsed after the closure of the tunnels in 2013 by Egypt, and its
share of GDP shrank from 18.5 percent in 2013Q2 to only 6 percent in 2014Q1. During the conflict
construction activity came to a complete halt. Therefore, staff expects a reduction in construction
activity of 75 percent in the first three quarters of 2014.

Wholesale and retail trade and services: Next to the destruction of service infrastructure, shops and
equipment, retail and service activity is expected to be severely limited in 2014Q3 because of inactivity,
difficulties to withdraw money from banks, and reduced imports from Israel. Staff expects a reduction in
activity of 50 percent during the conflict, lowering the sectar's output by 15 percent in the first three,
quarters of 2014.

VAT on imports: VAT collection increased steadily since the closure of the tunnels due to larger official
imports, up to 6 percent of total Gaza GDP in 2014 Q1. During the conflict, however, import activity was
severely limited, reducing the third quarter VAT by 50 percent. Given large increases in the first half of
the year, total year to date VAT is expected to have more than doubled in comparison to the same |
period in 2013.

10.

The risks to the near-term outlook are substantial. If the current ceasefire failed to hold and

the conflict resumed, the damage to the economy would increase. A truce without an easing of the
Gaza blockade or a tepid response of donors to the financing need for infrastructure rebuilding and
humanitarian assistance will postpone rebuilding and hence a recovery of economic activity. Other
risks relate to potential inward spillovers from developments in the global economy and neighboring
countries (Annex I).

10
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1L While a temporary boost to output might be expected next year from the rebuilding of
Gaza, medium-term prospects remain bleak without a fundamental change of the political
status quo. The baseline scenario assumes that post-conflict reconstruction, supported by donors and
private transfers, provides an economic boost to Gaza in 2015, after a sharp fall in output in 2014. The
West Bank’s economy is also likely to see a small rebound in 2015 after tepid growth in 2014. Beyond
2015, however, the baseline projection for the WBG is for a return to subpar growth of around

3 percent per year, implying rising unemployment and stagnant per capita incomes. This medium-term
outlook is heavily dependent on how the political situation evalves, and the extent to which the Israeli
restrictions in the West Bank and the blockade of Gaza persist.”* The baseline scenario assumes that
the political status quo remains in place and that peace negotiations are suspended with no
immediate prospects of resumption, and hence no significant easing of Israeli restrictions. This
scenario is unlikely to be sustainable over the medium term due to the potentially destabilizing effect
of the unresolved conflict with Israel and economic stagnation with rising unemployment. On the
other hand, as discussed in detail in the previous IMF report, a breakthrough in the conflict would yield
a substantial peace dividend, benefitting both the Israeli and Palestinian economies.

S POLICY ISSUES

A. Fiscal Policy

12, Even before the conflict, staff cautioned that the PA faced a difficult fiscal situation in
2014. On the revenue side, staff welcomed the authorities’ efforts to implement revenue
administration measures to increase the tax base and improve compliance in the context of the
revenue strategy. Indeed, to some extent these efforts were reflected in the strong revenue
performance in the first half of 2014. On the expenditure side, the authorities had contained wage
spending in the first six months of the year, albeit in part because the payment of the cost-of-living
adjustment was postponed to the end of the year. On the other hand, staff noted that recurrent
expenditure had been gaining strength mostly on account of a strong increase in net lending. And
with back-loaded donor support, arrears had continued to accumulate as little progress was made on
strengthening commitment controls. All in all, staff noted that a significant financing gap in 2014 was
likely, raising the specter of further arrears accumulation and posing risks to debt sustainability. An
updated DSA shows that public debt in the baseline scenario remains sustainable in the medium term,
but at a higher level than in the September 2013 DSA, and highly sensitive to a range of shocks
(Annex II),

13.  Staff therefore stressed the need for fiscal discipline. Staff emphasized the need for
measures to reduce the financing gap, including: containing the overall increase in the wage bill to

3 percent rather than 5 percent in the budget; accelerating the reduction of poorly targeted fuel
subsidies, while expanding the targeted cash transfer mechanism to support the poor; containing net

' The Government of Israel emphasizes security concerns that restrict its ability to ease or lift restrictions in the WBG.
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lending by addressing the entrenched culture of non-payment in the electricity sector, relying on the
World Bank’s advice; and continuing efforts to increase revenue by raising tax compliance and
reforming tax administration. Staff acknowledged that, with the year half over, it was not feasible to
close the financing gap with fiscal measures alone and that additional external or domestic financing
would be required to fill the gap. Recourse to further arrears accumulation to the private sector should
be avoided as this undermines economic activity and tax collection efforts. In addition, staff cautioned
that fiscal risks were on the rise and, if they materialized, would raise the financing gap further. The
risks relate to increased Israeli deductions from clearance revenues, especially those related to the
rising electricity debt with Israel, new spending pressures related to Gaza and the possible integration
of the West Bank and Gaza administrations, and a shortfall in donor aid, much of which is yet to be
disbursed. To counter these risks, staff recommended that a contingency plan be prepared. Such a
plan would consist of additional expenditure cuts to avoid further arrears accumulation, and could
include a wage freeze as a temporary measure and a complete freeze on nonessential spending.

14. The authorities welcomed staff's recommendations, but there was little evidence of any
traction. While committed to prudent fiscal policies and wanting to avoid a further increase in arrears
to the private sector, they were not willing to commit to specific measures to rein in spending. Instead,
the authorities expressed frustration about the lack of control over a large part of their revenue base,
citing unpredictable deductions by Israel from clearance revenue transfers as complicating fiscal
management and planning. They also expressed concern about a perceived reduction in donor
support.

15, The conflict has made an already strained fiscal situation even more difficult for the PA
to manage, and stepped up donor assistance will be critical. The sharp decline in economic activity
in Gaza will reduce revenue, but the bigger impact will be on the expenditure side. While the extent of
the additional spending needs to alleviate human suffering and to repair physical damage in Gaza is
not yet known, it is clear that the PA will not be able to absorb spending increases given its limited
resources. Therefore, substantial additional donor assistance will be needed in 2014-15 and beyond to
fund the reconstruction of Gaza. Given ongoing spending needs in the West Bank, it is important that
the donor support is additional to, rather than a replacement of, the regular financial assistance the
international community has been extending to the WBG for several years.

16. For its part, the PA needs to maintain fiscal discipline and press ahead with fiscal
reforms. While some new donor cash assistance is expected in the aftermath of the conflict, it is
unlikely to increase the spending envelope for the approved 2014 budget because much of the
assistance may occur outside the PA’s budget or, if through the budget, could be earmarked for Gaza.
As a result, it is even more important now for the PA to take measures to reduce the financing gap.
Moreover, given the dire fiscal position, it is now time to begin implementing the contingency
measures discussed above. At the same time, public financial management (PFM) urgently needs to be
enhanced for the government to strengthen its case for more aid and for additional aid to be used
effectively. While progress has been achieved in cash management, arrears management needs to be
improved, and reporting and recording of arrears must be made more reliable. This will be critical to
sustain donors’ confidence that their aid is used well. Given significant infrastructure needs, which are
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exacerbated in the aftermath of the Gaza conflict, the PA's capacity to manage public investment must
be increased for efficient identification, selection and appraisal of projects, and for reliable projections
of their capital and recurrent costs.

17, Beyond the next few years, the fiscal reform agenda remains largely unchanged,
although the Gaza conflict has raised its urgency. At a broad level, the current financing model that
relies on donor aid to finance current spending is not viable. A transition to a model that would
involve reduced recurrent deficits over time—helped by implementation of the revenue strategy—and
a gradual shift in the composition of spending away from consumption toward growth-enhancing
development spending is needed. Such a shift would have to be supported for some time by sustained
and more predictable donor financing in combination with easing of Israeli restrictions, At a more
specific level, the key areas for reform in the fiscal area over the medium term are not new:

* Enhancing revenue. The revenue strategy launched in early 2014 needs to be moved forward with a
stronger focus on the Large Taxpayers Unit (LTU), which remains significantly understaffed, on
functional reorganization, and on rolling back of tax incentives.*” In this regard, the new
amendments to the Investment Promotion Law are positive measures, as is the new 10 percent
dividend tax slated to be implemented in 2015. The tax base should be expanded to Gaza if the
unification between the Gaza and West Bank administrations proceeds.*® Tax policies and tax
legislation must be harmonized between Gaza and the West Bank to recover domestic tax revenue
in Gaza that has not been collected by the PA since 2007 when the Hamas-led government took
over the administration of Gaza.

» Rationalizing expenditure. On the expenditure side, comprehensive pension and civil service
reforms are needed. A pension reform, along the lines agreed with the World Bank in 2010, would
help contain growing pension costs and would require raising the retirement age and eliminating
lump-sum payments at retirement. A civil service reform would help reduce the wage bill and raise
public sector efficiency. To this end, the General Personnel Council (GPC) has started developing
job classifications and descriptions for line ministries. The importance of progress in this area is
also underscored by the prospect of unification of the Gaza-West Bank administrations and the
need to ensure the creation of an efficient unified public sector from the start. In addition,
spending on healthcare must be rationalized. The practice of granting free referrals for treatment
abroad could be subject to abuse, and monitoring is needed to control the costs.

*  Reforming the electricity sector. The government must address the longstanding problem of
accumulation of contingent liabilities to Israel for electricity. Electricity debt payments are
deducted by Israel on a monthly basis in an ad hoc manner from clearance revenues, and the PA
records these in the budget as spending on net lending. The energy issue is complex and involves
theft, technical losses, and poor payment discipline at all levels, including end-consumers, energy

** The latest initiative to put a term-limit on tax incentives is still not enacted.

' Given the size of Gaza's economy, it should contribute about a quarter of fiscal revenues.
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distributors and municipalities. However, it needs to be addressed, because non-payment
undermines fiscal discipline and contributes to unstable energy supply, thereby hurting the WBG's
growth performance.

B. Rebuilding Gaza

18. Economic growth in Gaza is expected to rebound quickly, but achieving a sustainable
recovery will be a major challenge. If the current ceasefire holds, a small but immediate economic
recovery is likely, based on a quick revival of retail trade, the service sector, and small scale industry
surrounding reconstruction activities. It is expected that international cash assistance to households
that lost their homes and income sources will be substantial, further supporting this trend. However,
one of the lessons of the post-2008/9 conflict experience is that a cash-based recovery is likely to be
unsustainable (Box 3). Reconstruction activity will need to target small- and medium-sized enterprises,
manufacturing, and agriculture, in order to reduce unemployment and build a sustainable economic
foundation. In addition, crucial for any lasting recovery is the reconstruction of Gaza's electricity,
building, and water and sewage infrastructure, which requires large scale external investment to regain
even its pre-war state. Based on past experience, larger scale investment is likely to reach Gaza with a
delay, and consequently unemployment is likely to remain high well into 2015.

19.  Asustainable recovery will depend on robust international support and coordination, as
well as an easing of the blockade. Similar to the aftermath of the 2008/09 conflict, international
mobilization for Gaza’s reconstruction is expected to begin shortly after the end of the conflict, based
on a damage and needs assessment and a recovery and reconstruction plan for Gaza. The potentially
large pledges will require strong coordination between the PA, international donors and support
organizations in Gaza. Otherwise, there is a high risk that only a fraction of the pledges will materialize.
Moreover, public and private sector capacity constraints risk dampening the near-term economic
impact of large aid pledges. Crucially, reconstruction activity and the effective use of international aid
are contingent on easing the blockade of Gaza, which heavily restricts the import of necessary
construction material. Without a change in the border regime, a lasting recovery cannot be achieved.

C. Financial Sector Issues

20.  The PMA has been adroitly implementing its crisis preparedness plans in the face of
deteriorating security conditions. The recent episodes of bank closures in Gaza in response to
armed threats from Hamas employees, who demanded to be paid salaries by the PA, have highlighted
the risks that pertain to the banking system in the WBG. To address these risks, the PMA has been
advancing its crisis preparedness, including in the areas of business continuity, scenario planning, risk
mitigation, and disaster recovery, Recently, banks’ risk reserves have been raised, and in the
anticipation of potential banking disruptions, ATMs have been filled and their network expanded.
Additionally, the PMA has been expanding mobile banking and the use of universal credit cards. These
actions helped banks to service clients in Gaza even during the conflict.
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Box 3. A Look Back at the Gaza War 2008/09 and Its Aftermath (Operation Cast Lead)

The first of the three recent Israeli-Palestinian military conflicts, Operation Cast Lead caused severe
loss of life and property in Gaza.' The 23-day conflict that began at end-December 2008 left more than
1400 Palestinians killed and caused significant damages to buildings, farmland, and public infrastructure,
including water and electricity, Unemployment surged from 32 percent in 2007 to 41.5 percent in the first
quarter of 2009, and the overall cost of rebuilding Gaza was estimated at close to $5 billion,?

International resource mobilization began immediately after the hostilities ended, but actual donor
disbursements fell short of pledges, as the blockade hampered project implementation. Based on the
damage and needs assessment prepared jointly by the UN, NGOs, and the PA, the early recovery estimate for
Gaza was $1.3 billion. Donors pledged a multiple of this amount at the March 2009 donors’ conference

in Sharm el-Sheikh, with pledges from Arab donors exceeding those of traditional donors. However, one year
later, only a fraction of the pledges ($330 million) had materialized, as the realization of donor aid was
severely limited by the restrictions on the import of construction materials by Israel. Consequently, most of
the aid came in form of cash assistance to the poor, short-term employment schemes and emergency
input-driven support to backyard farming (UN provided food assistance). In mid-2009, the PA adopted a
supplementary recurrent budget of $0.3 billion for emergency expenditure, which was two-thirds financed by
external budget support, and the remainder by further bank borrowing.

Although the reconstruction effort was hampered by the blockade, the economy rebounded due to the
proliferation of tunnel trade activity. Restrictions on import of construction materials under the Israeli
blockade severely impeded major reconstruction efforts. As a result, more than one year after the conflict)
three quarters of the damage to buildings and infrastructure remained unrepaired. Unemployment surged, as
manufacturing was deprived of inputs, and export markets declined. However, growing tunnel trade between
Egypt and Gaza, financed by unofficial and private sources, helped the recovery. During 200911, Gaza's |
economy grew on average by 12 percent. By 2010, more than 70 percent of damaged homes had been
repaired and more than 50 percent of the damaged and destroyed industrial establishments had been
reconstructed and resumed operations, albeit in many cases at reduced capacity.’

However, the recovery was not sustainable. The recovery was consumption-driven, aided by cash
assistance. The blockade hindered exports and investment, including in critical infrastructure such as electricity
and water, limiting industrial development and job creation. In addition, the dependence on the informal
tunnel trade exposed the economy to a risk which materialized in the fall of 2013, when the tunnels were shut
down.

*The 2012 seven-day long conflict caused 163 casualties and substantially less economic damage than the 2014 or
2008/09 conflicts, and is therefore not used as a companson here,

?Based on UNDP Report: One Year After, Gaza—Early Recovery and Reconstruction Needs Assessment, Jerusalem, May 2010.

? Unorthodox construction techniques, such as recycling of crushed rubble and compressed earth block technology, were
used to circumvent import restrictions imposed under the blockade,
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21.  Inthe aftermath of the conflict, a high level of supervisory vigilance is needed.
Experience elsewhere has shown that a sharp deterioration in economic conditions usually increases
nonperforming loans, With the drop in economic activity in Gaza, and to some extent in the West
Bank, the quality of loan portfolios is likely to weaken, which will be reflected in the financial
soundness indicators only with a lag.'” During the mission, staff also discussed two recurring issues:

* The exposure of the banking system to the PA. The PMA argued that direct bank exposure to the
PA is manageable and that the WBG banking system indicators have been sound during extended
periods of high exposure to the PA. Staff cautioned about relying too much on banking indicators
to assess banking stability, noting that (i) the low NPLs could mask the practice of ever-greeriing of
loans, and (ii) that the high CARs could be partly the result of a zero-risk-weighting of the loans to
the PA and send a misleading signal given the precarious fiscal position of the PA.

* Banks' high exposure to the housing market, Most of the housing loans are at interest rates that are
linked to the LIBOR, increasing the risk of a sharp increase in NPLs in case of higher global interest
rates, for instance, under USA monetary tapering. Enhanced manitoring of the housing market is
also called for in light of the existing plans to introduce mortgage-backed securities by the
Palestinian Mortgage Housing Corporation. Although the exposure to the housing market is high,
data on house prices and rents are not available, and the PMA's current stress testing framework
does not account for real estate market developments. To address the issue of inadequate
monitoring, the PMA and the PCBS have recently agreed to work on developing a house price
index, and the PMA plans to introduce from end-2014 new stress tests to account for the risks in
the housing market.

22.  The PMA expressed concerns about the limits set by the Bank of Israel on the amount

of NIS cash transfers it accepts from Palestinian banks. Israel's restrictions have been a
longstanding issue arising out of money-laundering and financing of terrorism concerns. Current|
agreed limits on monthly cash shipments are set at NIS300 million, which are insufficient as the WBG is
a largely cash-based economy, leading to persistent excessive cash accumulation in the Palestinian
banks. Limits on cash shipments have been relaxed for the months of July and August, with shipments
of NIS600 million each. However, the outstanding stock of cash in banks now exceeds NIS800 million,
incurring losses to the banks, hurting financial intermediation, and contributing to high lending rates,
The Bank of Israel believes that aver time the greater use of non-cash payments in both Israel and the
WBG will help to alleviate the excess cash problem.

YAfter the 2008/09 conflict, however, the banking sector proved to be resilient. A one-month spike in banks’ excess
reserves at the PMA and a slight reduction in credit growth were observed, but NPLs remained low and deposits stayed
stable.
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D. Structural Issues

23. Structural policies to improve the investment climate and strengthen competitiveness
remain an important component of the authorities’ reform agenda regardless of political
developments. As was highlighted in the past IMF and World Bank reports, political uncertainty and
Israeli restrictions seriously impact the investment climate in the WBG.* In addition, price based
indicators of competitiveness, such as the

real effective exchange rate, imply that the E"":"X: ,E’:")‘Ja:gl:@h"

WBG has lost competitiveness over time 125 o s i
(text chart). Staff has argued that there is 120 A '_"_M_w.-"-'
scope for independent policy action to 15 et

improve the business climate. Although 18

some progress has been made in this area, 105

particularly in access to finance with the 100 ‘!;v‘ “-'»,'-.‘..“'WM" ~N

adoption of the Leasing Law, much remains
to be done.™ This includes enacting the % e
New Companies Law, the New Industry Law, F PP PSS g. d' g. @ PRSI D
the Debt Resolution Law and the Law on S ‘é\ o
Secured Transactions, and activating the Sources: Haver INS; and IMF staff calculations.

Movable Collateral Registry. Additionally,

progress is urgently needed on land registration, which is among key factors hindering private
investments in the WBG according to the World Bank ® Harmonization of the business regulations in
the WBG is another challenge that will need to be tackled in the context of unification, The authorities
agree with the staff on the structural reform agenda, but point out that the absence of a functioning
legislature hinders policy action.

STAFF APPRAISAL

24, The West Bank and Gaza’s economic situation was difficult even before the
Israel-Hamas military conflict in July-August. Against the background of continued Israeli
restrictions and rising political uncertainty, the WBG economy has been on a slowing trend since 2012,
causing real per capita incomes to decline and unemployment to rise. Going forward, increased
political uncertainty translates into greater macro-fiscal risks, and prudent policies by the PA as well as
continued donor support are therefore needed more than ever. Despite the understandable focus on
short-term economic management, it is important for the PA not to lose sight of the structural reform
agenda aimed at boosting the economy's performance over the medium term.

® For example, it takes on average 23 days for businesses in the West Bank to export and 38 days to import, compared
to just 10 days for businesses in Israel. See West Bank and Gaza investment Climate Assessment: Fragmentation and
Uncertainty, World Bank, 2014.

* See June 2014 IMF Report on Macroeconomic Developments and Outlook.

? See West Bank and Gaza Investment Climate Assessment, op cit.
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25. The conflict represents a major economic shock for the Palestinian economy. The
economic outlook has deteriorated sharply compared to the IMF's previous report, especially for Gaza,
which has suffered a devastating loss of life and property, the impact of which is only beginning to be
assessed. Given a sharp output loss in the third quarter, Gaza's real GDP is estimated to have declined
by about 20 percent in the first three quarters of 2014, compared to the same period in 2013. For the
year as a whole, we project that real GDP in Gaza will decline by 15 percent, and by 3% percent in the
WBG, although these projections may need to be revised once more information becomes available.
Going forward, the speed of economic recavery will depend on whether the current ceasefire
agreement translates into a longer-lasting truce with an easing of the blockade of Gaza, and on the
extent to which the international community is able to mobilize aid for Gaza. Of course, as discussed in
past reports, the economic dividend from a broader Israeli-Palestinian peace agreement would be
substantial,

26. The cost of rebuilding Gaza goes well beyond the PA’s resources and generous donor
support will be critical. The full fiscal impact of the conflict is not yet known, but there is little doubt
that the PA faces large expenditure needs related to the reconstruction of Gaza. The PA and
international agencies will need to make a realistic assessment of these needs in the coming weeks
and months. It will be important for the PA, with the support of its intemational partners, to prepare a
recovery and reconstruction plan along the lines of what was presented at the 2009 Gaza Conference
in Egypt. It is clear that there is no room in the PA’'s budget to accommodate the new spending needs,
and that stepped up donor financial assistance will be critical. The WBG remains structurally reliant on
donor assistance, even in the absence of the costs related to Gaza rebuilding, and it is important for
donors to treat the Gaza-related assistance as an addition to the aid envelope and not a substitution,

27.  Against this background, the PA needs to maintain fiscal discipline and, together with its
international partners, urgently develop a robust fiscal mechanism to harness effectively donor
aid in Gaza. Fiscal risks, which were already substantial before the conflict, have risen substantially.
There are certainly grounds for higher spending related to Gaza reconstruction, but this needs to be
tied to the availability of financing. In the meantime, the PA should contain current spending,
especially in light of other fiscal risks, including the additional potential spending commitments—for
instance, on salaries for public sector workers in Gaza—associated with integrating the West Bank and
Gaza administrations. At the same time, the PA’s welcome efforts to increase revenues should
continue, to increase the resources available for meeting the rising spending needs. The PA also needs
to urgently improve public financial management, including budgeting and accounting, to strengthen
donors’ confidence that aid is used effectively and transparently. To that end, the authorities may wish
to seek scaled-up technical assistance from development partners and the IMF. Raising the capacity to
manage public investments will need to be high on the PA's agenda in light of the coming repairs to
Gaza's infrastructure.

28. It is important that other economic policy areas are not forgotten as the focus on
short-term crisis management sharpens in the aftermath of the conflict. The impact of the conflict
on the real sector may well weaken the quality of banks’ loan portfolios, so enhanced PMA monitoring
of the banking system is important. Beyond that, longstanding issues such as improving the business
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climate, pension and civil service reforms, and strengthening the electricity sector, which is draining
the budget, should not be forgotten. Indeed, the conflict makes some of these reforms even more
pressing.

29. A strong and sustainable recovery in Gaza will depend on an easing of the blockade and
large-scale donor support. The post-2008/09 conflict experience suggests that the following factors
are central in producing a robust recovery: first, a lifting or at least an easing of the blockade of Gaza is
needed so that construction materials can be imported into Gaza; second, in order to harness
effectively the potentially large donor pledges, strong coordination between the PA, international
donors, and support organizations in Gaza will be required; and third, generous financial support from
the international community is needed in light of the large scale physical destruction in Gaza. It will be
important that robust verification and monitoring procedures be put in place to ensure that financial
assistance is used for intended purposes. From a broader perspective, it is important to reiterate the
need to shift to a viable financing model, to replace the current unsustainable one, focused on a
pro-growth re-composition of spending toward development, supported by more predictable donor
financing and an easing of Israeli restrictions in the West Bank.

o
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Figure 1. West Bank and Gaza: Recent Economic Developments, 2007-14
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Figure 2. West Bank and Gaza: Fiscal Sector Indicators, 1994-2014
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Figure 3. West Bank and Gaza: Financial Sector Indicators, 2000-14
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Table 1. West Bank and Gaza: Selected Economic Indicators, 2011-19

(Populshon: 4.4 milkon; 2012 sst )
(Per capra GDP: 32,557, 2013)
(Pavetty rste 18 parcent in the West Bank sna 39 parcenl in Gaza Strip, 2011 est}

Est. Projctions
2011 2012 213 2004 201% 2006 2017 2008 | 2019
Output and poices (Annu percamage change)

Roal GDP (2004 markel pricas) 124 63 19 a7 44 40 a5 30 | 30
West Bark 17 61 05 05 22 26 28 27 28
Gaza 1" 70 60 150 110 80 a0 40 | 40

CPl inflation rste (end-of-peroa) 27 17 27 28 27 27 28 28 28

CPl irfiation rate {pariod sverage) 29 28 17 26 28 27 27 28 26

Irvastment and saving (In parcent of GDF)

Gross capial farmalion, of which. 173 137 124 138 188 8 158 1844 | 47
Pusiic 38 38 36 39 58 57 55 39 38
Private 135 29 BE 89 100 101 104 105 | 108

Gross national savings. of whch’ 84 152 58 123 155 -i33 128 113 | -11.3
Public 47 86 11 21 31 24 1.7 -11 | a5
Private 16 86 45 102 124 410 <09 102 | -108

Saving-investment balance 236 289 180 261 4 292 284 257 | 280

Punic inances 11 (In parcent of GOF) |
Ravenues 208 202 205 240 239 238 233 238 | 239
Racurent expandiiures and ret lenang 340 544 327 375 354 339 328 317 | 23

Wage expenditures 182 172 170 184 177 470 184 158 | 153
Nonwage expendifures 143 144 138 164 158 154 150 147 14.4
Net lending 14 27 19 26 18 15 13 12 1.0
Recurant baance (commitment, before extme support) 431 <142 422 135 114 00 %0 79 | a9
Recurent balanca (casn, before external suopart) 40 78 83 44 123 -108 @7 86 | 716
expenditures a8 24 17 a0 21 38 a8 24 24

(I millicns of U.S. cobars) a0 242 a7 a8 488 510 53 | | 73

Overal bakance (commitment. befare extema support) 469 165 139 165 155 141 128 .03 | @3

Total external suppor, nchiding for 10.1 91 120 132 99 93 84 84 79
(In milicns of U.S cokiars) 884 930 1382 1467 1193 1208 1222 12% (1220

port for (I millons of U.S. dalkars) @5 774 1255 1,267 1000 1000 4000 4000 | 1,000

In percent of GDP 83 76 14 83 77 72 68 | a4
Financing gap (in milicns of U.S. dollars) 2/ e 661 B0A 565 208 | 244
In percent of GDP 31 85 al 41 20 16

Monatary sactor 3 (Annual parcentage change)

Credit o the private sactor 242 143 10 130 100 35 85 80 | 60

Private seclor deposits 40 68 107 ) 74 74 a7 63 | sa

Externad secior {In parcent of GDP) |

Current account batancs (excuding omcal transfers) 320 B4 291 A5 I9T W9 A57 328 | 324

Current account bakance (nduding official vanslers) 238 289 180 261 314 -292 -84 257 |20
Exports of goods ang nonfaclor services 154 163 188 190 193 192 182 18§ | 190
Import of goods and nonfactor services. 581 831 538 682 710 677 881  B23 | 620
Nat actor Income 73 70 71 77 75 74 7.3 72| A
Net curment transfers 127 109 150 184 128 118 12 105 98

Privale transtecs 44 33 ag 50 44 42 ag 27| 2§
Official ransfers 83 76 M1 114 83 77 7.2 68 | 84

Memoeandum ilems. |
Naminat GOP (in millions of U.S. dollars) 9775 10266 11302 11,080 12018 12920 13734 14871 35540
Por capta nominal GDP {U.S. dollars) 2345 2389 2557 2437 2567 2632 2784 2880 2956
Unemployment rate 2 Pl 25 a0 28 30 3 32 32

Al Quas stock merkel Index (annusl percentags changs) 26 01 134

Sourcas: and IMF staff and

1/ Commamant basls.

2( Financng gaps n the medum term are expecied to be filed by grants that are yet to be denlified.

3 Erd-of-panad; In U.S. doiler terms
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Table 2. West Bank and Gaza: Central Government Fiscal Operations, 2011-17

o1 2002 a3 Budget SR Projsctons
Sep Stafl Outcome 2016 04 014 M5 0L 2007
Recnr
[ milony of sweke’, urless othermse stated)
et Py es LEFI A U LU B348 5311 5216 2486 10039 1009 119
Geaks demestic nvenoe 2642 2806 3047 078 WI2% 4281 2884 3102 31262 3430
Tax reveraes 17 1Az 2123 2157 2323 2M0 1977 2009 2191 2308
Nertac covernaes {aerroed] 515 648 ma w o M= %07 022 107 LI
Of which: arrears. 1% L] - - - = =
Chearance reverses (accnoed 5095 5817 S0 BI0) BN 65 7252 7637 AOET 840
Of mhach. arrears. -5 -an 47 4 = - + -
Less tax refunds 1/ 416 aM w2 B M0 S0 WO RO S An0
OF wiich arrears. 3| 29 - ” - - oy -
Sacurrent sapencitures and net band ng [commitment) LA 11591 13431 13336 13315 14175 LATEE 1991 15430 15845
Of whick: arswans 1300 1863 Rl 160 =i 356 353 /1 381
Wage experdhures (commament A3 amy 636 HWB 25 TS 7S TSM TR0 TS
QF Wik arears e 816 - @0 = = e =
NOOwage Srpanditune (ommizeent] sms  Swm 3E 5648 BOG0 6050 5463 4722 AW 12
Of whih: arreary 9026 1045 = L -5 356 o33 31 381
et kofng o 1on 350 760 00 380 140 TS0 M0 K0
Development, espenditures foommerent RS 9w 1010 €78 1350 04 365 LTXF 1T¥2 L
OF which on Gaza seconstnacscn . - - e w3 o1
Of whic: arrears w14 [ % 5 B -
Mt btarcn ward doroel 4575 5804 S AME A0S A58 3322 4353 4501 4335
Ovwrad! balarscs [comemitemant] -5901 6541 6% 5862 -SALE 5653 6487 6576 6393 5198
Tezal #nancing 5901 §541 63E  SE62 SE6)  6ART 6576 60Ul L9
Nt commte baek fnsecing M a0 72 a9s s 4% A5 AL A
Brmermal debe repayent 37 7 3 6L .las
Exterad finaneng foe recument mpendoces 915 2986 431 4532 4784 4226 A543z 1514 MSor
Bremadl lancng for Sevdopment mpendtues 605 &m [ ELERNES U R . ] 7L ek M TE
2041 2545 15 1680 B T e L B TS 1Y
ReskduayTiancerg gap 2/ 4w 1214 -3 - 5% 12a0 233 2137 1563
B milions of US. dodaes, uniess ctiermwds sl
el reveecms 206 2072 2153 2312 2588 250 2650 2Wra s0m dawz
Gregs domestic rewenuss ™ L8 3 29 99 Bl 8TF 93 978
Tax reverues £33 480 &7 R 647 &0 S0 8 L 68
Nofie reverraes (ac ) 25 s a8 65 m 25 e 36 Ix
Of whchr srrmars. i6 15 = v - - -
Cwarance twsrriies (womed) 1420 1457 1863 1821 LBl L3 2043 2165 IA0 Q4
Of wiich: arrears. 66 1M - . < 30 s b = -
Less 5o refunos. uas 13 m m 156 158 %7 W Mz na
Of wiicl: arrears. w3 6 & 2 x = 5 2
Mmcurmect esperdiiumes and net lending jzommitment) 3325 355 3506 3894 AR5 ISHT 4354 420 4386 4518
Of which: ameaes 6y axg 3 “3 - 100 <100 100 <00 <100
‘Wage expendrures (commitmens) 1783 1,767 A58 1916 1018 2644 20M 2132 2357 20
Of Wil ameaes s a2 iz 105 - -
Nonwage expendituees (commamentd 1407 1an 157 1565 L1 1Mz 1218 1505 1589 2073
OF whitlh arrews 3 m - 38 S S (TR (I )
Nt lenciing icommitment) R 1% 290 7 242 293 213 199 185
Devwiopmeet azpenditines (commement) m M3 259 187 LR W& 48k 510 S0
©f which: co Gaza reconstruction = - 200 200 200
OF whvch. ancers ® 32 - 1z -
Recurrnt Laaen il wul b wapenhl 1279 1453 1AM (1382 -L279 -AFS -1407 LT -1 L2
Overall bl [commmitmase) 1649 1656 -1692 L5 1629 1583 1825 1364 180 1767
Total financig 1643 1696 1622 LSEF 1629 1500 1NS 1AM LW 1760
Net dernestic bank financing 9 ax n M43 - 10 120 Lo 11 2
Lstemal debt repayent -0 an - - -4
Eatemal lnandng for recurment espendnres M5 T4 110 12% 1329 1155 1257 1000 1000 1000
Lstemal frareing for development sapencitures 165 156 150 106 EX U P w0 1w w8
Arears 511 6es -3 s - 00 00 100 200 1N
Resdaibnanong gap 2/ 1 ar 33 -1 24 M5 1 we S5
Mamorsndys |le=s: 0 percerd of GDP, sirless alhecvess stated]
Rarveriiis 209 W2 138 205 236 U5 240 239 238 B4R
Rmcurrent esperditures and ret kendng 340 344 ErL] 27 W3 12 x5 a5a 339 2w
Wage ecpendinrs w2 a2 prAY 173 84 170 188 177 170 164
Nommwage expendrturer 143 w4a 145 ARL 153 M2 /B4 159 154 150
Bt werninng 14 2 3 19 15 0 5 18 15 13
Recurrent borance: A3 42 -1 AEE -1 -116 4135 114 L1001 a0
Exterval financing for recurmrent expendi res. a3 75 05 LIB} 121 % 1n4 L33 b 2
Devercpment exdendrures (cah) 1 2 23 s 32 1 30 4 39 38
Overall bulnce (commimeet) 168 165 A5 139 149 31 165 5% 41 2w
Owweall bawaance Lcask) 10 a8 5% S 49 M1 U4 263 19 135
ResidaalTinancey gep o0 -0 an o1 00 23 ERY 5s 47 41
Nominal escharge rate (NIS per U.S. dollar) 358 3186 LU < - = e -
Nowinl GOP (i silions of shekeriy] NS 3/l 40300 40300 39425 42674 0426 230 A5 e
Sources Miistry of Finee snet IMF ste!f proyestions.
1/ Inchades $uel subsidies.
2 i in the msdiues term ap feled by qrants that are yet 1o be sdeniifed
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Table 3. West Bank and Gaza: Central Government Fiscal Operations, 2011-17 |
(GFSM 2001) '
201y 2012 203 Projections
2014 2015 2016 2017
IGFSM 2001; in mitfions of shekels)
Revenue 10841 11576 13263 14661 14348 15053 15794
Taxes 6408 7,035 7426 B53% 5116 9738 10,387
Domestic taxes 1727 13852 2157 1977 2079 2191 2308
Clearance taxes 3035 5617 6103 2262 7837 8047 8479
Tax refund 16 -434 -B34 700 600 500 400
Grants 3520 3587 43915 5215 4209 4244 4235
External budget support 25815 2986 4532 4504 3528 3514 3507 |
External development support 805 801 383 711 682 730 178
Other revenue 915 554 921 807 103 1072 LI22
Of which: dwvidends 160 120 116 114 129 135 141
Expenditures 13222 14530 14009 15533 16714 17,203 17707
Expense 11897 13593 13336 14768 14991 15410 15845
Compensation of employess 1/ 6381 6BI2 6928 7265 7520 7720 7925
Use of goods and services 1792 2112 2148 2252 2331 2393 2497
Grants 2/ 501 1472 760 1040 750 700 650
Other expense 3/ 3223 3597 3500 4211 4330 4597 4313
Net acquisition of nonfinancial assets 1325 937 674 1165 1723 1792 1362
Gross operating palance -L0S6  -2017 73 -107 £43 -357 -50
Net lending / Borrowing (overall balance) -2381 -2954 -746  -1272 -2366 -2150 -1513 |
Net fnancal transactons 2381 2954 <746 1272 -2366 -2150 -1913 |
Net acquisition of financal assets - - - L ” = -
Domestic |
Currency and deposits - - - - e
Netincusrence of liabdlibes 23717 3136 785 32 34 13 -70
Domestic 2377 3136 735 70 1z 7 4
Loans 334 450 -895 425 425 425 425
Net domestic bank financing 334 490 -895 425 425 425 425
Other accounts payable 2043 2646 16800 -35% -353 351 -351
Arrears {recurrent) 1538 2043 1628 -356 -353 -351 -351
Amears (capital) 270 124 66 — - =
Arrears (clearance) -235 A7 ia E o o
Foreign & N -37 -39 -6l -l44
Logns - . -37 -39 -61 -144
Statistical discrepancy/ffinancing gap 4 182 =38 1240 2333 2137 1983
Mermorandusm items:
Gross operating balsnce excl. grants (commitment) 4576 5604 4988 5322 -4853 4601 4335 |
Gross oparating balance excl. grants jcash) -2803 -3082 3374 5677 5205 4952 4686
Owerall balance {NL8) excl. grants {commitment) 5901 6541 5662 6487 -6576 6393 6198
Overall balance (NLB) excl. grants {cash) 3858 3834 3982 6842 -5928 -6745 -6548
Revenus {percent of GDP) 310 203 3725 372 338 332 327
Expenditure (percent of GDP) 378 367 343 404 94 379 366
Expense (percent of GDP) 340 344 327 375 354 339 3238
‘Wage expanditure (percent of GDP) 182 172 170 184 17.7 170 164
Nonwage expenditures (percent of GOP) s1 53 53 57 55 53 51
GOB (commitment) excluding grants (percent of GDP) 131 -2 -122  -135  -114 <103 90
GOB {cash) extluding grants (percent of GDP) 8.0 -1.8 83 -4 1231 -l08 -87
External suppon (recurrent) 83 76 11 114 83 7.7 72
n milliens of NIS 2915 2586 4537 4504 3528 3514 3507 |
NLE (commitment) exdluding grants {percent of GDP) -169  -165 <139 <165 155 -141 -128
NLB (cash) excluding grants {percent of GDP) -110 4.8 898 174 -163 145 135 |
Total extemal support (in malions of shekels) 3520 3587 4915 5215 4209 4244 4285
Nominal GOP in millions of shekels) 34977 39541 40800 39426 42392 45399 4B374
Exchange rate 36 38 6 " s = pes
Sources: Ministry of Finance; and IMF staff progections. |
1/ Wage expenditures.
2/ Grants to tacal govemments related to purchase of water and electricity.
3/ Includes transfers {social benefits) and minor capital.
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Table 4. West Bank and Gaza: Financial Soundness Indicators, 2010-14
{In percent)

Dec-10 Decil Dec-2 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun14

Capital adequacy (for o/l banks)

Tier 1 capital to risk-weighted assets 233 229 222 215 212 210 25 21 | 201

Reg 'y copital to risk-weighted assets 24 2121 203 198 155 183 200 196 | 189
Capital adequacy (for local banks)

Teer T capital to risk-weighted assets 265 245 227 212 2089 205 207 204 | 183

R y capital to risk-we assets 216 203 188 177 177 173 178 175 | 162
Asset quality 1/

Nonperforming loans (percent of total loans) 31 27 31 32 31 23 29 28 25

performing loans net of provisions to capital 29 38 49 47 51 43 47 43 | 44

Coverage ratio [provisions as percent of nonpe ing loanrs) 704 605 601 616 593 B05 521 589 612
Eamings and profitability

Return on assets (ROA) 21 19 18 20 20 20 19 19 [ 18

Return on equity {(ROE) 2/ 211 176 162 19.1 185 138 187 186 178

Interest income to gross income 594 717 724 740 750 746 740 745 | 741

Non-interest expenses ta gross income 850 572 554 528 535 541 548 550 | 582

Personal cost to non-interest expenses. 653 555 538 574 569 551 539 563 | 337
Liquidity

Liguid assets 1o total assets 403 382 375 363 368 375 395 380 | 370

Liquid assets to demand and savings deposits T34 T4 716 691 694 711 747 720 | 711

Liquid assets to total deposits 491 459 458 ME 450 45E 481 465 | 457
Source: Palestine Mongetary Authority.

1/ Nonperforming loans includes loans more than 90 day overdue.
2/ Return on equity (ROE) is a ratio of income before extrsordinary iterms and taxes ta average Tier 1 capital.
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Annex I. Risk Assessment Matrix*
Potential Deviations from Baseline

Nature/Sources of

Main Theeats if Risk is Realized Efiey Reapoiede iinets Foks
Heightened geopolitical | High/Short term High
risks in the Middle East, s i o
leading to a sharp rise The WEG is highly dependent on energy w1 full pass-through ta co s
in oil prices, with Social p for costly mitigating including for electricity tariffs
negative spillovers to measures would increase, particularly if (2) Follow up efforts ta improve collection at the
the global economy second-round effects become prominent, and local level, and
wiorsen an already difficult fiscal outlook. {3} Use the existing targeted cash transfer
scheme to support the poor.
Protracted period High/Short to Low
mmmmw oot A further slowdown in growth, higher {1} Instill confidence through slmf\d domestic
acononsies unemployment, and worsening in the fiscal policies, anchored in medium-term fiscal
position. The WBG is sensitive to 3 slowd n dj
Israel Austerity in donor countries could affect (2) Improve competitiveness of the economy via
availability of aid for the PA. scaled-up investment in infrastructure, and
education to suppert human capital
development. |
Pressures on the Medium/Short to Medium
m:gdlnmomm : Sivim The WBG banks are heavily exposed to the PA (1} Instill confidence through strong domestic
doncatie and vertariad and its employees. There are no direct linkages | policies, anchored in medium-term fiscal
envitonment. sl to global finanaal markets, but the adjustment;
potentially from the considerable presence of Jordanian banks could | (2) Further strengthen the banking ;upervisory
USA’s monetary pose major challenges in case of a crisis in the framework, induding cross-barder supervision
t i home country, because of insufficient and cooperation with the Central Bank of Jordan;
il coordination in bank across bords (3) Broaden data coverage of the real estate
In addition, most mortgage lending rates are market; and
linked to the UBOR, and their rise as USA {4) Develop an early warning modef and a
'y tapering prog could lead to contingency plan,
higher NPLs. The restriction on cash transfers by
WEG banks to Israel is another source of risk.
Resumption of Medium to Medium to High
h“:s:::’::d Israel: a mes E’: If the conflict resumes, the humanitarian and In the short run, economic policies can da little
surge in unrest in Gaza economic situation in Gaza would deteriorate to mitigate these particular risks, Allbest.
and the West Bank further. Even if the truce holds, d ic unrest intaining strong d. ic policies could instill
in the West Bank (e.g., due to a flare-up of some element of confidence.

violence in Gaza because of further
d af the h situation)
could lead to a tightening of Israeli restrictions,
and possible suspension of clearance revenue
transfers. Some donors may withdraw support.

INTERNATIONAL MONETARY FUND &

52




WEST BANK AND GAZA

Donor “fatigue™ Medium/Medium | High
term i 4 o P L
The suspension of peace talks, if sustzined, (1) Instill c e thiough strong ‘
could lead some donors ta reconsider their policies, anchored in medium-tesmfiscal
long-term commitment to supporting the PA, adjustment;
which could threaten fiscal sustainability. (2) Support fiscal sustainability via pro-grawth
policies; and |
(3) Conti fi ta imprave gg
institutions. |
Spillovers from social Medium to High Ecanamic policies can da little to mitigate these
unrest in Egypt, Iraq, High/Short term i s x : particular risks. At best, maintaining strong
Jordan, Lebanon, and Social and political unrest in the nearby region | 5 nocric nalicies could nstill some element of
Syria could spill over to the WBG and potentially confidence
divert donor money away from the WBG. : |

" The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path (the scenario most likely to materialize in the view of IMF
staff). The relative likelihood of risks listed is the staff's subjective assessment of the risks surrounding the baseline (low” is meant to indicate a
probability below 10 percent, “medium” a probability between 10 and 30 percent, and "high” a probability between 30 and 50 percent). The RAM reflects
staff views on the source of risks and overall level of concem as of the time of discussions with the authorities. Non-mutually exclusive risks may interact

and materialize jointly.
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Annex II. West Bank and Gaza: Debt Sustainability
Analysis—An Update

Public debt continued to increase in 2013 and the first half of 2014, reflecting growing
arrears.' Since the end of 2012 public debt increased by $838 million, reaching $4.9 billion or

44 percent of projected 2014 GDP, and exceeding a 40 percent government-mandated threshold
for public debt. During this period, arrears grew by $929 million, including by $237 million
during the first six months of 2014, reaching $2.3 billion.” Arrears to the Pension Fund and

private suppliers remained the primary Public Debt
- %S : il o 1S ilae)
financing source of the ﬁnanfmg gap. ———- —
They also were used to substitute T
. . " . NG Ay 4. 879 100
for expensive domestic financing, “‘"""";"'M“‘" B l:: *:: :m o
which declined since end-2012 by Of whiek lors term oW 4 7
oaps pars Bank joss ne 651 605 12
$113 million, as authorities reduced Of whic: 1063 tarm 3 W He 7
Owerdrafe 480 365 407 4
bank overdrafts and loans.” Most of the Patroleum Adtharity lomns e s m N
Other public insttuti I & 15 15 4]
accumulated arrears were to the uhmpiirbani »  ®  aw 2
- PTToN 3 3
Pension Fund—$590 million, but a s R G et || 2
iani illi Asab Frvencial Institutis 629 530 628 k]
significant amount $339 million was to b R s o e Y
the private su ppliers. ::‘ Fu;:::r Eoc:‘ol:l: : Socal Devkianment z :: :; :
c Q0
Ttemstons’ sre Regiond [retitutions 39 43 343 7
i Worie Sarvc 290 rol] 280 (4
Arrears comprise 46 percent of furopaan investimant Sk ® ¥ @ 1
. IFAD 3 El 3 0
total debt. Arrears of the Pension opEC W 0
o Heareral | d ady 20 256 2496 13
Fund comprise 34 percent of debt at e e e 4
3 . ¥ EE] 35 34 1
end-June 2014, constituting unfunded vy s 5 ¥ 8
future fiscal liabilities, while arrears to P u‘;‘: 7:: o P
the private sector, mostly for goods and i W . *
& 3 Frivate supiiers 355 2
services and tax refunds, comprise Mermo: Db Palestinian envities to sraeli Bectricity Company W o
12 percent of debt. Domestic debt, the Sources: Polestinion sutherities: and IMF staff estmates,
1/ Induces ciearance Jovances.
second |argest component of public 2/ Eaclucing arears an debs svice, and for weetricity 1o lrae Elwctric Carparation

A/ Estimatad arrews, ncladdin paysbles

debt comprising 28 percent of total

debt, remains mostly short-term debt (75 percent) although the authorities recently managed to
raise the maturity of domestic bank debt. Of total bank debt, arrears to banks are estimated at
more than $90 million. Bank debt is normally extended at interest rates ranging from 4 percent
on loans to 7-8 percent on overdrafts.* Overdrafts declined in 2013 but began creeping up again

! public debt includes debt of the PA.

? Information on arrears reflects latest estimates by the Ministry of Finance and covers arrears to private suppliers
and the Pension Fund. Arrears to private suppliers are overestimated to the extent that the available information
does not allow to distinguish between payments due and payments past due.

* While providing savings in the short term, a policy of substituting bank debt with arrears to the private sector
could undermine private sector liquidity and growth, and could endanger government revenue and fiscal position
in the longer term.

* Most borrowing is in U.S. dollars and NIS, but there are loans from Jordanian banks in Jordanian dinars.
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in 2014 as the authorities were facing increased financing pressures. The authorities have also
resorted to borrowing from the Palestinian Investment Fund ($23 million during in 2014), and
General Petroleum Corporation (about $40 million during 2013-14). External debt, comprising 26
percent of public debt and consisting of multilateral and bilateral concessional loans, increased
marginally since 2012, mainly on account of disbursements by the European Investment Bank for
construction of electricity stations. Arrears on external debt (principal and interest) reached about
$71 million at end-June.

The assumptions for the current Debt Sustainability Analysis (DSA) have changed since the
last DSA in September to reflect updated medium-term projections and a negative effect
on the 2014 GDP (base year) of the war in Gaza.® They take into account:

= Slowing growth to 3 percent by 2019, averaging 3.7 percent over 2015-19 against
3.3 percent in the September 2013 DSA—a higher rate, but from a lower base to reflect a/
negative shock to real GDP in 2014 from the war in Gaza;

= Stable exchange rate and inflation, as determined by Israeli monetary policy (same
assumption as in the September 2013 DSA ); and

« A financing gap, averaging 2.9 percent of GDP in 2014-19—an upward revision from
2.7 percent in the previous DSA—to reflect declining aid, a slow pace of fiscal consolidation,
and new spending needs associated with Gaza reconstruction. It is assumed that financing
gaps are filled by a combination of arrears and domestic borrowing.

The results of the updated public DSA highlight increasing risks (Table A1 and Figure Al).
The DSA shows that public debt in the baseline scenario remains sustainable in the medium
term, but at a higher level than in the September DSA, and sensitive to shocks, Debt is projected
to rise to 51.1 percent of GDP in 2017 before declining to 49 percent of GDP in 2019, staying
above the threshold of 40 percent, prescribed by the Law on Public Debt, throughout the
projected period. This result is sensitive to a range of shocks. Sensitivity analysis demonstrates
that a shock equivalent to a one standard deviation to the interest rate will raise the debt to

55 percent of GDP by 2019. The shocks to growth, primary balance, or a combined shock will
raise the debt level even more to 68, 61, and 61 percent of GDP by 2019, respectively. A one-time
contingent liabilities shock equivalent to 10 percent of GDP (e.g., in the case of non-payments to
utilities) will elevate the level of debt immediately by about ten percentage points. A similar
effect will occur with a fall in donor aid.

* See Staff Report for September 2013 meeting of the AHLC.
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Figure Al. West Bank and Gaza: Public Debt Sustainability: Bound Tests 1/ 2/
(Public debt in percent of GDP)
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Sources; Palestinian authorities; and IMF staff estimates and projections.

1/ Shaded areas represent actual data. Individual shocks are p: t one-half dard deviation shocks. Figures in the
boxes represent average projections for the respective variables in the baseline and scenario being presented. Ten-year |
historical average for the variable is also shown.

2/ For historical scenarios, the historical averages are calculated over the ten-year period, and the information is used ta |
project debt dynamics five years ahead.

3/ Permanent % standard deviation shocks applied to real interest rate, growth rate, and primary balance.

4/ One-time real depreciation of 30 percent and 10 percent of GDP shock to contingent liabilities occur in 2010, with real
depreciation defined as nominal depreciation (measured by percentage fall in dollar value of lacal currency) minus domestic
inflation (based on GDP deflator), |
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ANNEX 2: COUNTRY AT A GLANCE

r r
West Bank and Gaza at a glance o
West M. East Lower
Key Development Indicators Bank & North middle o .
& Gaza Africa income Age distribution, 2012
f2013) Male (.) Female (..)
Population, mid-year (millions) 4.0 340 2,507 7579
Surface area (thousand sq. km) 6.0 8,775 20,742 6061
Population growth (%) 31 17 15
Urban po pulation (% of total po pulation) 75 60 39 4549
303%
GNI (Atlas method, US$ billions) 10.0 1113 4,745 1519
GNI per capita (Atlas method, US$) 2,550 3,450 1893
GNI per capita (PP P, international $) 2,920 7,062 3,877 0-4
10 5 0 5
GDP growth ﬁ%) 4.4 19 4.7 percent of total population
GDP per capita growth (%) 10.9 0.2 32

(most recent estimate, 2005-2012)

Poverty headcount ratio at $125 aday (PP P, %) <2 2 27.1 .
Poverty headcount ratio at $2.00 aday (PPP, %) <2 » 56.3 Under-5mortality rate (per 1,000)
Life expectancy at birth (years) 73 71 66
Infant mortality (per 1,000 live births) el 21 46 80
Child malnutrition (%of children under 5) 2 6 24 70
60
Adult literacy, male (%of ages 15 and older) 98 85 80 50
Adult literacy, female (% of ages 15 and older) 93 70 62 40
Gross primary enrollment, male (% of age group) 92 109 107 30
Gross primary enrollment, female (%of age group) 92 01 104 20
10
Access to animproved water source (% of population) 82 90 88 0* 100 1995 2000 2012
Access to improved sanitation facilities (% of population) 94 87 47
BOWest Bank and Gaza
OMiddle East & North Africa
Net Aid Flows 1980 1990 2000 2013 *

(US$ millions)

Net ODA and official aid . 79 685 2,001 Growth of GDP and GDP per capita (%)
Top 3donors (in 2012):

European Union Institutions . 57 63 316 30

United States . 9 60 288 25

Germany . . g 137 20

15

10

Aid (%of GNI) . . u2 219 5
Aid per capita (US$) . 79 234 495 0 i V W &

5

-10

Long-Term Economic Trends -15

95 05
Consumer prices (annual % change) . . 28 17
GDP implicit deflator (annual % change) . . 10.4 9.4 o— GDP GDP per capita
Exchange rate (annual average, local per US$) . . 4.1 3.6

Terms of trade index (2000 = 100)
1980-90 1990-2000 2000-13
(average annual growth %)

Population, mid-year (millions) . 20 29 4.0 . 39 27
GDP (US$ millions) . . 4316 10,465 . 143 38
(Y%of GDP)
Agriculture . . n2 53 . 71 -0.1
Industry . . 250 25.1 . 8.8 5.6
M anufacturing . . 21 6.2 . 28 4.7
Services . . 63.8 69.6 . 138 33
Household final consumption expenditure . . 86.1 86.6 . 2.8 29
General goV't final consumption expenditure . . 255 26.2 . 19.6 4.9
Gross capital formation . . 315 221 . u7 0.8
Exports of goods and services . . 205 16.5 . 9.9 53
Imports of goods and services . . 67.1 55.1 . 1“3 21
Gross savings . . ne 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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West Bank and Gaza

Balance of Payments and Trade 2000 2013
Governance indicators, 2000 and 2012
(US$ millions)
Total merchandise exports (fob) 401 782
Total merchandise imports (cif) 2,383 4,697 Voice and accountability :rl
Net trade in goods and services -2,257  -5,267 - T
Political stability :|__|
Current account balance -990 -2815 Regulatory quality T |
as a%of GDP -22.9 -210 11T |
. Rule of law 1
Workers' remittances and i
compensation of employees (receipts) 1,010 1666 Control of corruption —
Reserves, including gold . . 0.0 250 500 750 100.0
92012 i
Central Government Finance 2000 Cﬂ'ﬁ;ﬁg’r3affgﬁr’$'|lfb;?2h§lﬂ;‘go)
(%of GDP)
Current revenue (including grams) 302 Source: Worldwide Governance Indicators (www .govindicators.org)
Taxrevenue s 8.2
Current expenditure . 312
Technology and Infrastructure 2000 2012
Overall surplus/deficit . -16
Paved roads (%of total) 100.0 100.0
Highest marginal tax rate (%) Fixed line and mobile phone
Individual . . subscribers (per 100 people) 9 85
Corporate . 16 High technology exports
(% of manufactured exports)
External Debt and Resource Flows
Environment
(US$ millions)
Total debt outstanding and disbursed Agricultural land (% of land area) 62 43
Total debt service . . Forest area (%of land area) 15 15
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) 344 515
Foreign direct investment (net inflows) CO2 emissions per capita (mt) 0.27 0.62
Portfolio equity (net inflows)
GDP perunit of energy use
(2005 PP P $ per kg of oil equivalent)
Composition of total external debt, 2012
(data are notavailable) Energy use per capita (kg of oil equivalent)
IBRD, 0 — DA O iMF, 0
Other multi-
Privage, O ikataialo 0
World Bank Group portfolio 2000 2012
(US$ millions)
IBRD
Total debt outstanding and disbursed - —
Disbursements = =
Principal repayments — —
Interest payments - -
US$ millions 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) - 910 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 8 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.
na. MIGA
Gross exposure - -
Stock market capitalization (%of GDP) 7.7 242 New guarantees — —
Bank capital to asset ratio (%)
Note: Figures initalics 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) West Bank and Gaza

Goal 1. halve the rates for extreme poverty and malnutrition 1990 1995 2000 2012
Poverty headcount ratio at $125 a day (PP P, %of population) . . . <2
Poverty headcount ratio at national poverty line (% of population) . . . 219
Share of income or consumption to the poorest qunitile (%) . . . 74
Prevalence of malnutrition (% of children under 5) . 3.6 . 22

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 enroliment (gross, %) . 68 81 83
Youth literacy rate (% of people ages 15-24) @ 97 o 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) . B 1 7
Proportion of seats held by women in natio nal 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 1000 live births) 35 29 25 9
M easles immunization (proportion of one-year olds immunized, %)

Goal 5: reduce maternal mortality by three-fourths
M aternal 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 animproved water source (%of population) 97 97 92 82
Access to improved sanitation facilities (% of population) 87 87 90 94
Forest area (%of land area) 15 15 15 15
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) 32 3.1 85 9.3
M obile phone subscribers (per 100 people) 0.0 0.0 0.2 75.6
Internet users (per 100 people) 0.0 . 11 411
Households with a computer (%) . . . 53.9
Education indicators (%) Measles immunization (% of 1-year ICT indicators (per 100 people)
olds)
125 100 90
o-O-o-0-oo-oHO-o-0-0-0 80
o P00t r 00 s o
75 60
50
50 50 0
25 30
25
o+ 20
2000 2005 2010 10
0+ 1 1 1 1 0
1990 195 2000 2012 2000 2005 2010
—9— Primary net enrolim ent ratio
o OFixed + mobile subscribers
—L— Ratio of girls to boysin primary & secondary West Bank and Gaza () o
education OMiddle East & North Africa Internet users
Note: Figures in italics are for years other than those specified. ..indicates data are not available. 9/17/114

Development Economics, Development Data Group (DECDG).
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