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EXPLANATORY NOTES 

The term dollar 1$) refers to United States dollars unless otherwise 
stated. 

An oblique stroke (I) between two years, e.g. 1980/1981, siqnifies a 
fiscal or crop year. 

Two dots ( .. ) indicate that the data are not available, or are not 
seDarately reported. 

A dash r-) indicates that the amount is nil or neqliqible. 

JD reDresents Jordanian dinars. 
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PREFACE 

i. The structure and development of the economy of the occupied Palestinian 
territories (the West Bank and Gaza Strip) have been fundamentally influenced 
by Israeli policies and practices durino the past 20 years of occupation. 
Various considerations, reflectino the interests of the occupation 
authorities, have prompted the Israeli military qovernment to adopt measures 
which have had adverse effects on the very existence of the Palestinian 
economv. Nowhere in the economy has the effect of these measures been more 
detrimental than in the financial sector, which normally serves as the 
baCkbone of any economy. 

ii. As part of the 1986-1987 work prooramme of UNCTAD, this study 
investioates various aspects of the Palestinian financial sector by focusinq 
on Israeli policies in this field, analysino the problems encountered by 
Palestinians in the financino of current economic activities and future 
development, and examinino prospects for policy consideration. The study has 
been undertaken in collaboration with the Economic and Social Commission for 
Western Asia (ESCWA), which assisted in various staoes of its preparation, 
includino throuoh the commissionino of a field report. The study is based on 
data from official sources, published and unpublished reports, studies and 
other references, and from field information compiled as part of the research 
required. 

iii. The study comprises five chapters. Chapter I provides an overall view of 
the economy of the occupied territories by briefly analysino its aqqreoate 
performance durino the past six years. Attention is focused on such major 
determinants as output, savinos and investment, capital formation, prices and 
inflation and the performance of the major economic sectors. The objective of 
this chapter is to familiarize the reader with the structure, characteristics 
and operation of the territories' economy as it has evolved under occupation. 
Special emphasis is oiven to some of the major obstacles related to financinq 
that have hindered prooress in these sectors and the efforts needed to remedy 
the situation. 

iv. Chapter II analyses the different aspects of the monetary system under 
occupation. It examines the crucial role of the bankino system in financino 
short-term and lono-term economic activities. Emphasis is placed on its 
ability to provide financial intermediation bv mobilizino and allocatino 
savinos in the economy. Special attention is oiven to the role of the Israeli 
banks and the need to promote local Palestinian banks and other specialized 
financial institutions aimed at meetino the qrowino development finance needs 
of the Palestinian economy. In the absence of an adequate bankino system, the 
informal monetary sector has assumed increasinq importance in facilitatinq the 
day-to-day bankinq needs of a laroe number of Palestinians, both within and 
outside the occupied territories. In this connection, the role played by 
Palestinian money chanqers and its prospects for the future of the economy 
have been examined at lenoth. 

v. Chapter III deals with some of the fiscal determinants in the Palestini~n 
economy_ It concentrates on the sionificance of Israeli qovernment and 
Palestinian municipal budqets by examinino the scope and orientation of 
revenues and expenditures. The chapter examines the extent to which oovernment 
expenditures have provided thE' basic social services for a rapidly qrowino 
population and created the necessary infrastructure for the development of the 
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Palestinian economy. Special attention is aiven to the examination of the two 
most important functions of the tax system, i.e. servina as the major source 
of aovernment revenues and as an effective instrument of fiscal policy in 
influencina resource allocation in the economy. It examines the numerous 
chanaes that have been introduced by the occupation authorities in the tax 
system durina the last 20 years without due consideration qiven to the 
specific needs of the economy of the territories. 

vi. Chapter IV provides a detailed analysis of external financial flows to 
the occupied territories. It concentrates on an assessment of the maqnitude of 
remittances of workers from the occupied territories employed in Israel and 
elsewhere. This is followed by an examination of transfers comprisina aid from 
various Arab and non-Arab sources includina international orqanizations and 
other aovernmental and non-aovernmental institutions. 

vii. Chapter V presents a summary of the findinas and conclusions of the 
study. An attempt is made to reflect On some recommendations with a view to 
improvina the situation and render ina the financial sector capable of meetinq 
the rapidly arowina financial resource needs of the Palestinian economy. 
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Chapter I 

STRUCTURE AND CHARACTERISTICS OF THE ECONOMY - Al:'J OVERVIEW 

1. Prior to embark ina on the examination of the financial sector in the 
occupied Palestinian territories, it is considered necessary to provide an 
overview of the economy of the territories. This chapter attempts to meet t.his 
objective. It oresents a concise analysis of the recent performance of the 
economy of the territories and of the developments and problems encountered in 
strivinq to maintain a sustained level of arowth. It is intended to provide 
the substantive backqround for the analysis of the structures and operation of 
the financial sector and its potential for the future. The analysis is 
preceded bv a brief historical account of some relevant issues pertainina to 
area, population and system of administration, with a view to supplyinq the 
reader with information orovidina a more comprehensive picture of the 
situation under which the economy of the occupied territories operates. 

A. Area and population 

2. The total land area of the occupied Palestinian territories is 
approximately 5,939,000 dunums, of which 5,572,000 dunums are in the 
West Bank and 367,000 dunums are in the Gaza Strip. Of this, an area of 
2,267,000 dunums was under cultivation in 1966. By 1984, this area had 
declined to 1,768,500 dunums, or bv almost 22 per cent of its 1966 level. Much 
of this is attributed to the occupation authorities aradually expropriatina an 
increasina number of dunums and brinainq them under their direct control.l/ 
Bv 1985, land under Israeli control had reached 3,070,000 dunums or about 52 
per cent of the total area of the West Bank and Gaza Strip.i/ 

3. Much of the expropriated land was held bV Palestinians in common for 
qrazinq and other purooses, both State land and land that was privately owned 
and farmed but not reqistered. Land expropriated has included qrazina land 
as well as orchards, land under field crops and land borderinq established 
Israeli settlements to permit their expansion . .£1 Land expropriated falls 
under various cateqories, namely; "Absentee propertv", "Reqistered State 
Domain", "Land requisitioned for military purposes", "Land closed for militarv 
purposes", "Jewish lands"; "Purchased land"; and, more recently, "dead 
land" .21 

4. The population of the occuoied territories has qrown ~espite continuous 
emiqration over the past 20 years of occupation. By 1985, the Palestinian 
population of the territories, excludinq those in East Jerusalem, had reached 
close to 1,338,900 people (see table 1). Of this total, around 813,400 persons 
were livinq in the West Bank, 15 per cent of whom were refuqees. Despite hiqh 
rates of natural increase, the population of the West Bank has not yet 
reqained its pre-1967 level. The population of the Gaza Strip had reached a 
total of 52'),500 by 1985. \'VeIl oller 60 per cent of the inhabitants are 
refuaees livinq in eiqht over-crowden and impoverished refuaee camps.~/ The 
Palestinian Arab population of East Jerusalem, which was annexed bv Israel in 
1967, stood at 130,000 in 1985.~/ Includinq these inhabitants, the 
population of the Palestinian territories occupied in 1967 was 1,468,900 
in 1985. 
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5. In qeneral, emiqration has qiven the territories a relatively low rate of 
population qrowth, despite their reaisterinq hiah positive rates of natural 
increase which have at times exceeded 3.5 per cent. One study estimates that 
247,000 people became refuqees durinq and immediately after the 1967 war, 
(inc1udina East Jerusalem residents), while a further 312,000 persons (not 
includinq East Jerusalem) left the territories permanently between 
September 1967 and 1984 (see table 2) 1 When the population qrowth of the 
first group from 1967 to 1984 (i.e. some 202,000) is added to the total number 
of mi~rants since 1967 (i.e. 247,000 and 312,000), the total miarant 
population oriainatinq in the territories can be estimated at 761,000 in 
1984. 11 / It can be further estimated that, by 1984, of the 761,000 mi~rants 
from the territories, some 152,000 were in the labour force in the receivin~ 
countries (i.e. in Jordan, the Gulf countries and elsewhere) .~/ 

Population e:"timates and sources of its arowth 

I I population Natural Balance of Annual I Popu la t ion! 
Years at beoinninq increase population arowth at end of I 

! 

of p'eriod movement (percen- period ! 
(thousands) (thousands) (thousands) taaes) (thousands) I 

WEST BANK 
1961a 805.5 

I 
... . . . . . . . .. 

1967b 595.9c 3.0 13.0 ... 585.9 
1968 585.9 13.0 15.8 0.5 583.1 
1969 583.1 13.5 1.3 2.5 597.9 
1970 597.9 14.9 5.0 1.7 607.8 
1971 607.8 17.3 2.5 2.4 622.6 
1972 622.6 18.1 7.3 1.8 633.5 
1973 633.5 18.7 0.3 3.0 652.4 
1974 652.4 20.1 2.8 2.7 

I 
669.7 

1975 669.7 20.6 15.1 0.8 675.2 
1976 675.2 22.5 14.4 1.2 I 683.3 
1977 683.3 22.7 10.2 1.8 695.7 
1978 695.7 21. 6 9.4 1.8 708.0 
1979 708.0 23.3 12.6 1.5 718.6 
1980 718.6 22.9 17.3 0.8 724.3 
1981 724.3 23.2 15.7 1.0 731. 8 
1982 732.7 24.5 7.9 2.4 749.3 
1983 749.3 25.2 2.7 3.0 771.8 
1984 771. 8 27.4 5.8 2.8- 793.4 
1985 793.4 . . . ... 2.5 813.4 

I 
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Table 1 (continued) 

r-------

Population Natural Ba lance of Annual Population 
Years at beainnina increase population arowth at end of 

of period movement (percen- oer iod 
(thousands) (thousands) (thousands) taaes (thousands) 

1966 
196 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
197ge 

1980 
1981 
1982 f 

1983 
1984 
1985a 

455.0 d 

389.7 
380.8 
356.8 
363.9 
370.0 
378.8 
387.0 
401. 5 
414.0 
425.5 
437.4 
450.8 
463.0 
444.7 
456.5 
469.6 
477.3 
494.5 
509.9 

GAZA STRIP 

3.3 
8.3 

10.0 
9.4 

11. 2 
12.2 
12.8 
14.3 
15.0 
16.1 
16.3 
16.9 
16.5 
16.9 
17.7 
17.8 
18.2 
20.2 

12.2 
32.3 

2.9 
3.3 
2.4 
4.0 
1.7 
1.8 
3.5 
4.2 
2.9 
4.7 
4.8 
5.1 
5.3 
3.1 
1.0 
4.8 

6.3 
2.0 
1.7 
2.4 
2.2 
3.7 
3. 1 
2.8 

.. 2 

2.7 
2.5 
2.7 
2.7 
1.8 
3.6 
3.1 
3.1 

380.8 
356.8 
363.9 
370.0 
378.8 
387.0 
401.5 
414.0 
425.5 
437.4 
450.8 
463.0 
444.7 
456.5 
468.9 
477.3 
494.5 
509.9 
525.5 

Source: Except for 1961 and 1966, fiaures were obtained from Israel, 
Central Bureau of Statistics, (Jerusalem, 
CBS, 1986), table XXVIII1, P. 683. 

a Includes 60,000 inhabitants of East Jerusalem. See Fawzi, 
A. Gharaibeh, The Economies of the West Bank and Gaza Strip (Boulder and 
London, westview Press, 1985), P. 31. 

~I Piaures for 1967 from census conducted in September 1967. 
£1 Other sources put the POPulation of the West Bank in June 1967 between 

803,000 and 845,000. See Georae Kosseifi, nporced miaration of Palestinians 
from the \~est Bank and Gaza Stripn, in Population Bulletin of ESCWA, No. 27, 
December 1985, P. 94. 

~I Eayptian estimates of 1966 put the total population of the Gaza Strip 
at 455,000 inhabitants. The discrepancy between the fiaures for 1966 and 1967 
could be explained by the collective deportations and emiarations after the 
1967 war. See Ziad Abu-Amr "The Gaza Economv Since 1948", a paper presented to 
the Welfare Association SYmposium on Economic Development Under Prolonaed 
Occupation, Oxford, 3-5 January 1986. 

~I The EI-Arish POPulation, about 30,000 inhabitants, was deducted after 
its return to Eavpt. 

II The population of the Rafah Area, about 7,000 inhabitants, was 
deducted after its return to Eavpt. 

~I Provisional fiQures. 



Estimates of Palestinian 

Kosseifi.§! 
(1) 

(2 ) 

( 3 ) 
( 4) 
( 5 ) (3) + (4) 
(6)"'(1)+(2)+(5) 

Israel CBS£/ 

Israel CBS£ 

lculatedE!/ 
Zaqh10u 

VI-VIII 1967 
Population 
arowth 1968-84 
IX-XII 1967 
1968-1984 

VI 1967-1984 

IX 

1980 
1984 
1984 
1980 

67-1984 
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Table 2 

and labour force, 

Total miarant population from: 
West Bank Gaza Strip Total 

148,000 99,000 247,000 

112,000 90,000 202,000 
15,000 7,000 22,000 

207,000 83,000 290,000 
222,000 9 0 312,000 
482,000 279,000 761,000 

1 000 97,000 253,000 

Total miarant workina population from: 
West Bank Gaza Strip Total 

12,500 
8,400 

96,000 
110,000 

3,700 
7,600 

56,000 

16,200 
16,000 

152,000 

.§!/ These fiqures (calculated by G. Kosseifi, "The forced miqration of 
Palestinians from the West Bank and Gaza Strip, 1967-83", in 

1 No. 27, December 1985, o. 95) use official Israeli data to 
calculate the difference between the actual pODulation of the territories as 
officially reported and the level it would have been had there heen no 
emiaration since 1967 (on the assumption of a population arowth rate of 
3.2 per cent p.a.). Those who work temporarily abroad but maintain residence 
in the territories are not included in these fiaures. 

£/ These fiaures are calculated accordinq to the difference between 
officially reaistered residents at the end of each year (net miaration 
balance) since September 1967 (from Israel, CBS, Statistical Abstract of 
Israel (Jerusalem, CBS, 1985), P. 703) and include the total miqrant 
population which left the territories since September 1967 and resided abroad, 
includinq 22,000 East Jerusalem miarants. 

£/ Israel Central Bureau of Statistics for 1980 from Israel, CBS, 
Statistical Abstract of Israe~ 1985 (Jerusalem, CBS 1985), P. 721 and for 1984 
from Israel, CBS, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS, 
Vol. XV, No.2, December 1985). These sources provide an annual fiQure for 
territories' residents who arE~ 'workinQ abroad' and who are specified as 'not 
in the labour force'. 

~/ These fiqures are calculated accordinq to Kosseifi's above population 
estimates, assuminq a crude lccbour force participation rate of 20 per cent. 

These fiQures (from I. Zaqhloul, Transfers of Jordanians and Their 
_'--"-'-____ -'---'---"--_s-"-_a_e...;;;...;O---".-'--'---'- ( A mm an, C e n t r alBa n k 0 f Jar da n, 1 98 4), p • 11. I 

in Arahic) are calculated usinq several official estimates for the number of 
Jordanians (not includina Gaza Strip residents) workinq outside Jordan and 
assuminq that west Bank (orioin) Palestinians constitute about one third of 
Jordanians workinq abroad. 
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B. ion 

6. From 1950, when the Hashemite Kinqdom of Jordan assumed responsibility 
for the west Bank in accordance with the terms of the "act of unity", and 
until 1967, public administration in the West Bank was larqely entrusted to 
municipal authorities. The 1955 Jordanian Municipal Law and its amendments 
qave municipal qovernment the authority to act in 40 different areas includinq 
town planninq and zoninq, requlation of the use of water, electricity, 
business activities, transportation, public health, town protection and 
others. 13/ At the local level, municipal councils served as the hiqhest 
indiqenous political institutions; they were composed of members who were 
elected on the basis of proportional representation and held office for four 
years. In the Gaza Strip, the 1934 municipal law, under the British Mandate, 
provided for a Leqislative Council and Executive Council, composed of both 
elected and apPointed members. These bodies had developed the capacity for 
self-qovernment and for formulatinq laws compatible with the interests of the 
society.!!/ From 1948 to 1967 when the Strip was under Eqyptian 
administration, no elections were held. An appointive system of local 
qovernment prevailed. 

7. Shortly after the 1967 war, the military command of the Israeli 
occupation forces issued a proclamation whereby the Israeli Minister of 
Defense assumed the authority over the territories which had previously been 
exercised by Jordan and EqYPt.12/ The proclamation further stipulated that 
existinq law in the areas would continue with such modifications as miqht 
result from the establishment of the military qovernment and from any 
proclamation or order issued by the IDF Commander. Policy for the areas is 
determined at the ministerial level, mainly by the Prime Minister and the 
Minister of Defense. Policy implementation and day-to-day decisions are 
entrusted to the Israeli military administration, assisted by personnel 
recruited from the various qovernment ministries and from non-qovernment 
aqencies and local staff.~/ There is no institutional or formal mechanism 
for local participation in the formulation of these policies. Leqislative, 
administrative and judicial authority is exercised throuqh military orders and 
proclamations, based mainly on the 1945 Emerqency Requlations instituted under 
the British Mandate, which were completely abolished under the Jordanian 
constitution. 17/ 

S. Local qovernment in the occupied territories now exists at two levels: 
one comprisinq the Palestinian local bodies which operate under former 
Jordanian law as amended by Israel, and the other involvinq Israeli 
settlements incorporated into Israeli local and reqional councils operatinq 
under Israeli municipal law. 1S / In the west Bank there are 460 municipal and 
villaqe councils and villaqes, in addition to 20 refuqee camps, administered 
by the [Jnited Nations Relief and Works Aqency (UNRWA), and the Arab Jerusalem 
municipality. Arab Jerusalem was annexed by Israel in June 1967. In the Gaza 
Strip, there are four muniCipalities, seven villaqe councils and eiqht local 
committees. 19 / Since 1976, no municipal elections have been held in the West 
Bank, in defiance of Jordanian law. The last elections for villaqe councils 
and Chambers of Commerce were held in 1975 and 1972-1973, respectively. No 
elections have been held in the Gaza Strip under the 20 years of Israeli 
occupation. Most municipalities are now run by Israeli Officials or local 
inhabitants appointed bv the authorities, as mayors have either been deposed 
and/or bave SUSPended operations in the wake of Israeli pressures and 
intimidation or as a protest aqainst their inability to carry out their 
responsibilities. 
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9. A major problem confront ina these municipalities is the control exercised 
by the military authorities over local municipal government. "Municipal 
officials assert that military interference in their affairs has blurred the 
sources of law upOn which municipal authority relies. The confusion resultina 
from existing municipal law and its legal relation to military order has often 
led to serious confrontations between indigenous local officials and 
occupation officials.,,20! The hierarchical system of local, district and 
national planning committees, based on Jordanian law, was eliminated by the 
occupation authorities and its pOwers transferred to the 'Supreme Plannina 
Council' newly created above the municipal government. The Council has the 
authority to amend, revoke or place conditions on municipal decisions. The 
Council's main goal is to implement the Israeli settlement policy in the 
occupied terrItories and to provide municipal services to Israeli settlements 
scattered over a wide area within the occupied territories. 

10. Israeli civilian administration in the territories was introduced in 
March 1981 with a view to preparing the ground for the implementation of the 
so-called "autonomy for residents" plan within the framework of the Camp David 
accords.~! It separated the military branch from the civilian branch of the 
military government. The administration's iurisdiction includes all the civil 
pOwers of the military government but not the authority to enact primary 
legislation, which has remained in the hands of the Military Commander as the 
"source of authority in the occupied territories". The significance of the 
civil administration goes far beyond the exigencies which brouaht about its 
establishment. It represents the passaae from an ad hoc military aovernment to 
a more permanent system of rule over the local population. 22! In the area of 
;ustice,the activities and independent judaement of local courts are 
Similarly constrained. The local courts are almost completely lackinq in means 
of executing court decisions and judgements. This has increasingly weakened 
the leaal framework within which contractual dealings are carried out.ll! 

11. The above developments have rendered an already weak local system of 
public administration in the territories incapable of meeting the arowing 
needs of the population. Indeed, they have deprived the local population from 
effectively participating in the design, formulation and implementation of 
pOlicies and programmes aimed at bolster ina their economic and social 
development. The absence of a national central authority has further 
compounded the problem. As experience has shown throughout the developing 
world, a major limitation on the capacity of government to provide public 
services to a growing pOpulation and to mobilize human and material reSources 
has been the inadequacy of public administration. 24! These shortcomings are 
magnified in the territories, where a weak and fraamented system of local 
government has been subjected to harsh treatment over the past 20 years. The 
inadequate and archaic fabric of government machinery in the territories is in 
need of urgent support to help create an administrative structure with 
capabilities at various levels aimed at providing usual government services 
and meeting the administratiVE! needs of development efforts. 
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C. AQqreqate economic performance 

1. Trends in output 

(al Israeli policies 

12. The most noticeable feature of the immediate post-1967 period was the 
hioh rates of qrowth accompanied by changes in economic structures and 
relations between the occupying power and the territories. However, subsequent 
developments do not show the continuation of this trend. 

13. Israeli occupation of the territories since 1967 has brought about 
radical chan~es in the structure of the territories' economy. Three decisions 
taken by the authorities soon after occupation of the territories have altered 
the economic situation, namely: to annex Jerusalem and so alter the structural 
relationships in the economy of the territories; to adopt the so called "open 
bridoes" policy to Jordan to secure a market outlet for the territories' 
agricultural produce, thus protectinq similar Israeli output from competition; 
and to provide for selective opening of the borders between Israel and the 
territories to ensure a flow of qoods and services beneficial to the Israeli 
economy.l2/ 

14. With respect to aqriculture, Israeli policy has since proceeded along a 
number of axes involving the expropriation of land, increasing restrictions on 
the types and quantities of crops to be grown and exported to the Israeli 
market, and control of water resources. In the area of industry, 
subcontracting arranqements have increasingly involved small-scale industries, 
transforminq them into ancillary industries caterinq to the needs of Israeli 
industries through subcontracting arranqements. The closure of all the banks 
and financial institutions that existed prior to occupation, as well as 
Israeli banks' discriminatory oolicies on loans and deposits, virtually 
deprived the territories' economy of its prime source of finance. Israeli 
commercial policy has qradually resulted in the domination of Palestinian 
imports by Israeli products, with a qrowinq adverse effect on the balance of 
trade of the territories.~1 Parallel to these developments, a rapidly 
qrowing percentaqe of the Palestinian labour force has been obliqed to seek 
employment in Israel and/or to leave the territories in search of work 
oPPortunities elsewhere. 

15. Consequently, the economy of the territories is at present characteriZed 
by a hioh degree of fraqmentation reflecting increasinq distortion in the 
structure of output and income, a wideninq qap between domestic and national 
output, and a high deqree of openness, all leadinq to a lack of internal 
cohesion of the economy as a whole and its increasinq subservience to the 
economy of Israel. The problem is further comoounded by the absence of 
indiqenous institutions capable of dealinq with the adverse effects of 
policies under occupation for the past 20 years. 

(b) Domestic product and national income 

16. After a period of relative qrowth, the domestic contribution to gross 
national product (GNP) fell steadily durinq the period 1978-1984 (see tables 3 
and 4). Developments durinq this period reflect a pattern of structural change 
which brouqht about a rapid decline in the relative share of the traditional 
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sector - an approach witnessed in many deve100inq economies durinq their 
initial period of economic transformation. The share of aqriculture in qross 
domestic product (GDP) fell by more than 12 per cent in real terms over the 
oeriod 1978-1984. 

17. Contrary to exoectations, however, the structural chanqes have not 
brouqht about increased caoacity within the modern commodity-producinq sectors 
for the establishment of a more durable base for the sustained qrowth and 
develooment of the economy. 'rhe share of the industrial sector in domestic 
outout staqnated over a oeriod of 7 years. In fact, for much of the period 
this share too declined from its low level of 9 per cent to a mere 7 oer cent 
of domestic output, only to rise aqain in 1984 to the initial level of 
9 per cent reqistered in 1978. It has hardly shown any increase since 1972. 
Despite modest increases in the services sector, the overall share of domestic 
output in qross national product declined to a low level of less than 
65 oer cent in 1984. 

18. The GDP of the West Bank rose by only 1 per cent in 1984 and 1985. 
Obviously, the qradual deterioration of the economy durinq the period reflects 
the absence of sound planninq or proqramminq with aporooriate DOlicy measures 
based On a coherent economic policy for the development of the territories. On 
the contrary, indiqenous efforts and oroposals aimed at enhancinq economic 
activities and contributinq to develooment have been stifled on security, 
DOlitical and economic qrounds as and when such efforts and proposals were 
considered to undermine Israel's security and create economically based 
Palestinian oower centres and were pOtentially competitive with Israeli 
oroduction.~/ 

19. Around 36 per cent of national disoosable income in 1984 was qenerated 
outside the territories, mostly in the form of remittances of factor income 
consistinq mainly of waqes of Palestinian workers in Israel and the rest of 
the world, and oart1y as transfers from various private and official sources. 
The net effect of these has been a sizeable increase in private income and 
consumption, as well as in transfers (as taxes, social security payments and 
others) to Israel. 28 / Similarly, orivate consumption expenditures have 
increased by an averaqe annual rate of 3 per cent. Since 1978, private 
consumotion has exceeded GDP, with marqins varyinq from 3 to 18 per cent 
durinq the period, with an adverse effect on or ices and the balance of 
trade.~/ 

20. It is the flow of external resources (i.e. factor income and transfers) 
that has made the hiqh level of consumption possible and, at the same time, 
provided for a certain level of savinqs. However, lack of aporopriate 
financial institutions and investment opportunities has orevented the 
mobilization of residual income and its allocation into productive areas. 
Hoardinq, conspicuous consumption and olacinq of savinqs in safer and reliable 
currencies and accounts abroad have provided the main outlet for the use of 
such income in the territories. This is a feature that the economy of the 
territories cannot afford to sustain, qiven the 20 years of neqlect and the 
unstable economic situation. Every effort is needed to encouraqe the 
mobilization of these resources and facilitate their allocation to productive 
areas with a view to creatinq the basis for sustained economic qrowth and 
develooment. 



Table J 

Indu",trial ori at factor cost 

(Millions of Israeli shekels and percentages) 

Year~ I Construction P q ~ I GDP Tota1 i UD _lC ~,erv. 

% % 

1978 1 / 505 32 410 ') 813 17 744 1 / 273 4 / 745 
1979 1 / 116 24 405 921 20 705 15 1 / 544 32 4,691 100 

1980 1/763 32 4117 ,9 846 16 697 13 1,717 :n 5,425 100 
1981 1 / 494 30 3,,)4 7 850 17 711 li~ 1,5e7 3 4 / 986 100 
1982 1,665 31 3cH3 7 891 17 722 13 1/714 32 5 / 390 100 
1983 L491 414 :'3 893 17 74 14 1 / 619 32 5,157 100 
1984 1 / 488 28 471 9 859 16 773 l4 1 / 760 33 5,351 100 

Source: calculated from Israeli Central Bllreau of S!::atistics, ,}ude.:1 Area i.3tatistics 
(Jerusalem, CBS, 1985), vol. XV, Nos. 1 and 21 tables G and 13, pp. 79 1 .L'espectively. 

Sources used for aggregates in constant prices ( .e. Israeli Central Bureau of Statistics, 

GDP as I 
I 

% of GNP! 

Judea Samar'ia and Gaza Area Statistics (Jerusalem, CDS, 1985), vol. XVI No. :2 have revised pre published 
estimates on current are based (i.e. Israel, Central Bureau of Statistics, Judea 

-----,.-----c:---
and Gaza Area Statistics (Jerusalem, CBS, 1986), vol. XV, No.1. I the base year fiqures in e 

two set::; of ,,-q']regates do not correspond with each other. 

Deci.mal percentagc poinLs are rounded up to the ncarest 

c/ 'l'wo dots ( .. ) denote that a~e not available. 



Table 4 

Industrial at factor cost 

; 

I Year Agriculture Industry Construction Public Servo Transp.!trade GDP Total GNP GDP as 
% % % % % % of GNP 

I 

1

1978 409.1 34 105.0 9 195.4 16 165.6 13 339.0 28 1,241.1 100 1,668.9 72.7 
i 1979 591.0 29 177.0 9 400.9 19 273.0 13 630.9 30 2,072.8 100 2,979.5 69.6 

1
1980 1,762.7 33 406.9 7 845.6 16 689.8 13 1,644.7 31 5,349.7 100 7,409.2 72.2 

,198J 3,182.0 30 791.9 7 1,960.7 18 1,740.6 16 3,127.2 29 10,802.4 100 15,913.4 67.9 

1

1982 6,407.1 26 1,709.9 7 4,511.3 19 3,832.5 16 7,716.3 32 24,317.1 100 36,571.5 66.5 
1983 14,027.0 24 4,563.9 8 10,600.9 18 10,309.8 17 19,362.2 33 58,863.8 100 93,470.2 63.0 

1

1984 54,038.0 18 26,927.0 9 50,063.0 17 60,577.0 21 1104 ,110.0 35 ~95, 715.0 100 455,805.0 65.0 

I i 
i 

I 

: calculated from Israel, Central Bureau of Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, 
CBS, , vol. XV, Nos. 1 and 2, tables 6 and 13, pp. 168 and 175, and 72 and 79, respectively. 

a! Decimal percentage points are rounded up to the nearest figure. 

i-' 
o 
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2. Savings and investment 

21. The qrowing domestic resource gap in the economy of the territories has 
increasingly been met from external flows. As indicated above, total 
disposable private income from all sources has increased at a rate much hiqher 
than the rise in gross national product. This risinq trend does not seem to 
have been equally reflected in the level of personal savings (see table 5). 
Private savings have amounted to around one-fifth of gross disposable income 
for much of the period. This is partly due to higher propensities to consume, 
a deterioration in the balance of trade, lack of financial markets, anomalies 
in the structure of interest rates, and increasing inflationary pressure 
coupled with frequent depreciation of the Israeli currency. While domestic 
savinqs depict a neqative trend, national savings amounted to an annual 
averaqe of 28.3 per cent of GOP during the period 1980-1984. Although this is 
entirely attributed to net factor income and net current transfers from 
abroad, it is significant, bearing in mind that the territories have no 
institutional means of mobilizing and/or auamenting the meaqre resources of 
individuals. This is a reasonable performance when seen aqainst the fiqure of 
23.3 per cent of GOP for total savinqs in all developinq countries and 
21.9 per cent for middle-income oil-importing countries. It is also higher 
than that of the industrial market economies.1Q/ 

22. To a larae extent, the level of total savinas has been influenced by the 
stronq impact of external forces and the structural chanqes in the economy of 
the territories. More importantly, it can be attributed to the initiative of 
the private sector and to its savings effort under very difficult 
circumstances. It should be noted, however, that the stagnatinq level of 
domestic sources of income would not have made such a level of consumption and 
savinas possible were it not for the inflow of resources from abroad. 

23. In principle, the investment requirements of the economy should be met 
from the savings of three sectors, i.e. aovernment, bUSiness, and 
household. 3 The first source is virtually non-existent in the territories. 
The economy has therefore been deprived of a source of finance which is 
usually called upon to render the basic public services to citizens and to 
undertake capital expenditures aimed at providing the economic and social 
infrastructures necessary for the successful launching of productive projects 
in agriculture, industry, construction and elsewhere. Similarly, the corporate 
source of savings is neqligible due to the undeveloped state of this category 
of business institutions in the territories. It is largely the third source of 
domestic savinqs on which the economy of the territories has relied upon 
durina the 20 years of occupation. 

24. As for investments, the household sector has also played an important 
role, despite various obstacles brouqht about by occupation, especially the 
non-existence of a financial structure with an adequate bankinq system to 
encouraqe and quide savinas and investments in the economy. However, total 
private investments (table ~, column 3) have laqqed behind private savinqs 
(table 5, column 2) throuahout the period under review, reflectinq poor 
financial intermediation, as well as a hiah degree of political and economic 
uncertainty and risks. Despite these unfavourable factors, the private 
sector's share in total aross domestic capital formation has reached over 
80 per cent (see table 6). 



Years 

1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 

Table 5 

( 1) (2) I (3) 
I 

! (4) (5 ) (6 ) ( 7 ) 
Gross dispo
sable 
income from 

I all sources 

I Private 
Private I consump
savings I tion ex-

~I' 126.3' 

I (2) as % 

of (1) 

Gross domes
tic capital 
[OClUd tiOJ'-~! 

(2) as % of 

GDP GNP 

( 5 ) 

GDP 

as % of 

GNP 

974.7 
1,700.0 
3,025.0 
7,528.0 

16,110.0 
36,622.0 
90,025.0 

431,133.0 

I ~~~:~ I 1,270.9 
682.0 I 2,336.7 

! 
1,773.0 5,774.0 
3,373.0 12,776.7 
9,433.0 27,258.4 

20,155.0 71,300.4 
76,386.0 354,749.0 

13.0 
25.3 
22.5 
23.6 
20.9 
25.8 
22.4 
17.7 

183.3 
394.7 
701. 2 

1,788.8 
3,264.9 
8,560.·1 

18,578.3 
87,979.0 

17.4 13.1 
34.4 25.8 
32.1 22.9 
32.3 23.9 
15.8 21. 2 
37.2 25.8 
32.2 21.6 
24.0 16.8 

25.3 
31. 5 
33.0 
32.6 
29.2 
33.0 
29.7 
27.7 

Source: Israel, Central Bureau of Statistics, Judea 
~--~----~~~----~----~~~~~~ 

CBS, 1985), vol. XV, No.2 tables I, 2, 

19.0 
23.7 
23.5 
24.1 
20.5 
23.4 
19.9 
19.3 

Bureau of Statistics, Gaza Area Statistics (Jerusalem, CBS, 1985), vol. XV, 
No.1 tables 2, 4, 7, , respectively. 

a/ Includes in stock. for a few years (1978, 1980, 1982) there has been a 
net decrease in stock in the \\1est Bank. For a breakdown of investment by sector and type of 
asset, reference may be made to table 6 in this document. 

I-' 
J\) 



Years 

1978 
1979 
1980 
1981 
1982 
1983 
1984 
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Table 6 

Gross domestic capital formation by sector 
and tyoe of asset, 1978 - 1984 

(Millions of Israeli shekels at current prices) 

Private sector Public sector 
Machinery, Build inq and Sub-total (qovt.& local 

transport and cons tr uc tion authorities) 
other equio. work 

(1 ) (2 ) (3 ) (4) 

65.3 247.3 312.6 45.8 
118.3 429.8 648.1 80.2 
220.5 1,148.1 1,368.6 150.8 
440.4 2,669.3 3,109.7 399.4 

1,056.5 5,967.6 7,024.1 1,102.9 
2,810.2 13,049.1 15,859.4 3,196.3 

11,966.0 59,662.0 71,628.0 18,727.0 

Grand total 

( 5 ) 

394.7 
701. 2 

1,788.8 
3,264.9 
8,559.4 

18,578.3 
87,979.0 

Source: Israel, Central Bureau of Statistic , Judea, Samaria and Gaza 
Area Stat1st1cs, (Jerusalem, CBS, 1985), vol. XV, Nos. 1 and 2, tables 4 
and 11, paqes 70, 77, 166 and 173. 

Note: Fiqures in column (5) do not reflect the total of columns (1) 
and (4). The latter columns have been adjusted for chanqes in stocks. 

25. Total qross domestic caoital formation amounted to an annual averaqe 
of 31.3 per cent of GDP over the period 1980-1983. Althouqh this is totally 
attributed to external flows, it comoares favourably to the fiqure of 
23.8 oer cent for all develooinq countries and the fiqure of 21.1 oer cent for 
industrial market economies.lll The share of the private sector in total 
qross capital formation amounted to an annual averaqe of 85 oer cent durinq 
the period 1978-1984. The balance comprises the Israeli Government's small 
share, which is qenerally intended for infrastructural work mostly related to 
Israeli settlements in the territories. 

26. As a result, ohysical and human infrastructure and qovernment services 
for the inhabitants of the territories have remained very limited over the 
occuoation period. Similarly, municioal services have been constrained due to 
the mountinq budqetary difficulties. External assistance is increasinqly beinq 
souqht to provide some of the public services needed in such vital areas as 
health, water, education, electricity, road and others. There has been no 
qovernment involvement in the oroductive sectors. In fact, official oolicy, or 
lack of it, has consistently acted aqainst oroductive projects, even if these 
have involved local resources and entrepreneurs. Heavy investment is badly 
needed to provide an adequate infrastructure and to create a productive base 
for a self-sustaininq economy in the territories. 
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27. For the most part, private investment has been concerned with building 
and construction works. Expenditure on residential buildinqs has absorbed more 
than four-fifths of private investment. This building has been primarily 
intended to meet the growing need for housing, to hedge aqainst inflation, 
which reached over 445 per cent in 1984,211 and to establish a presence on 
land primarily aimed at thwartinq Israeli land expropriation practices. In 
addition, discouraqement and obstacles acting against investment in productive 
projects in aqriculture and industry have led pOtential investors to move into 
speculative dealinas involviru~ movable and immovable property and a range of 
other commercial activities. 

3. Prices and the impact of inflation 

28. The increasinqly close economic links with Israel have rendered the 
territories hiahly susceptible to Israeli price movements and high rates of 
inflation. Table 7 depicts the trend in ~eneral consumer price indices in the 
West Bank and Gaza Strip and Israel since 1970. 

29. Much of the inflationary pressure in the territories is attributed to the 
close economic links established with Israel. This pressure has been felt 
primarily through the prices of increased imports of goods from Israel, which 
have amounted to almost 90 per cent of all ooods impOrted, the wages of 
Palestinian workers in Israel and the declining value of the Israeli 
currency, which also serves as the legal tender in the territories. It is 
equally due to the declining capacity of the domestic economy and its 
inability to meet the risin~ level of demand generated through increased 
income from abroad in the form of factor income and transfers. Other domestic 
factors such as the size of credit, government outlays and the extent of their 
deficit financing are not likely to have played any siqnificant role in 
contributina to inflation. 

30. The impact of inflation on the life of ordinary citizens, civic 
institutions and business enterprises in the occupied territories has been 
overwhelminq, particularly since 1974 and the devaluation of Israeli currency 
in that year. Prior to 1974, inflation was associated with high rates of 
growth in real income and output, thus benefiting those who partiCipated in 
their qeneration. The most important visible subsequent outcome of this 
phenomenon was the sharp and often erratic depreciation of the Israeli 
currency, especially when measured aqainst the Jordanian dinar, which is the 
second leqal tender in the West Bank. Table 8 shows, for instance, that the 
market exchange value of the lsraeli shekel dropped from Jordanian fils 
1000.0 per shekel in 1971 to 1.2 fils per shekel in 1984. 

31. The severe and noticeably erratic deterioration in the exchanqe value of 
Israeli currency has made economic planninq and business activity in the 
territories extremely difficult and unusually risky. An overriding objective 
for all businessmen has been the preservation of the real value of their sales 
and qoods in stock. One immediate measure they took for this purpOse was to 
curtail their credit facilities to customers almost to zero, or else convert 
the unpaid value of goods to Jordanian dinars at the prevailinq exchange 
rate - a measure which often proved unfair to buyers. At any rate, the 
deterioration in the level of prices durinq the period 1975-1984 was extremely 
hard on consumers, as it SUbjected them to harsh inconsistencies in the 
pricing system. On the other hand, it also increased the risk margin for 
sellers and eventually drove some out of business. 
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Table 7 

General consumer price index 

West Gaza 
Bank Strip Israel Remarks 

1970 .. . . 106.1 Base 1969 = 100 
1971 125.9 128.1 118.8 II " 
1972 148.1 153.1 134.1 " .. 
1973 179.9 190.3 160.9 " II 

1974 256.5 294.3 224.8 II n 

1975 367.4 452.7 313.1 II " 
1976 114.9 113.2 411. 2 Base for occupied territories 

is Jan. 1976 = 100. Base for 
Israel 1976 = 100. 

1977 156.3 151. 5 134.6 
1978 235.1 216.4 202.7 
1979 395.3 373.0 361.4 
1980 946.2 954.7 834.9 Base for Israel 1980 100 
1981 2,025.2 2,000.5 216.8 
1982 4,199.5 4,294.0. 477.7 
1983 

I 
10,069.0 10,784.6 1,173.5 

1984 46,384.2 51,006.8 5,560.4 

Sources : FiQures derived from Israel, Central Bureau of Statistics, 
Statistical Abstract of Israel 1975 (Jerusalem, CBS, 1975), D. 694# Israel, 
Central Bureau of Statistics, Statistical Abstract of Israel 1978 (Jerusalem, 
CBS, 1978), P. 774 ; and Israel, Central Bureau of Statistics, Statistical 
Abstract of Israel 1985 (Jerusalem, CBS, 1985), pP. 714 and 265. 

Table 8 

Exchanqe rate for the Jordanian dinar and Israeli shekel 

, Year IS oer JD Jordanian fils per IS 

1971 1.00 1,000.0 
1972 1.26 793.7 
1973 1.34 746.2 
1974 1.72 581.4 
1975 2.05 487.8 
1976 2.91 343.6 
1977 3.20 312.5 
1978 5.48 182.5 
1979 8.37 119.5 
1980 16.96 59.0 
1981 34.23 29.2 
1982 68.06 14.7 
1983 154.97 6.4 
1984 807.07 1.2 

I 
Source: a 1ead1nQ moneychancllnQ off1ce 1n Nab1us, the West Bank, 1986. 

Note: 1000 fils = 1 Jordanian dinar). 

I 
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32. The collapse of sale credit facilities, during the inflationary 
period 1976-1985, was especially serious in certain farming sectors, where 
producers were used to procuring their farming inputs from major suppliers on 
the basis of loans which they usually settled after the sale of their produce. 
Coming at a time when the farmers had practically no alternative source of 
seasonal credit, the collapse of "in-kind" credit arranaements was 
particularly difficult to sustain. 

33. The pronounced and continuously increasing differential in the consumer 
price indices of the territories and Israel has lead to a fall in the value of 
sales to Israeli buyers of output from local markets in the territories. In 
fact, it is now frequently reported that an increasing number of residents in 
the West Bank and Gaza Strip prefer to buy some of their consumer and durable 
goods from neighbouring Israeli towns, as prices there do not appear to be as 
high. This dual impact on demand in local markets has been an important factor 
in precipitatina the current stagnation in economic activity in the 
territories. 

34. The rising rate of inflation, especially since 1980, gradually resulted 
in a decline in the real disposable income of most income groups and was 
accompanied by a widening gap between the monetary income of families and the 
cost of maintainina their standards of livina at the levels prevailing during 
mid-1970s. The arinding impact of this situation has been particularly hard on 
workers paid in Israeli currency, which includes all workers in Israel (close 
to 40 per cent of the employed labour force) and those working for the Israeli 
Civil Administration (around 10 per cent). The impact of inflation on the 
purchasing power of this cateqory of income earners can be judged from the 
fact that the Jordanian dinar value of the Israeli shekel salary of a new 
college graduate (say, working as a teacher in a government school) dropped 
from JD 105 in 1976 to JD 65 in early 1985. Likewise, the value in Jordanian 
dinar terms of wages paid to unskilled Palestinian labourers employed in 
Israel has dropped from around JD 5 per day in the early 1970s to only JD 3 
per day in the 1980s. 

35. These high rates of inflation have no doubt affected the economic status 
of the middle and low-income groups especially and caused a sharp drop in the 
standard of livina of the professionally privileged income group (e.g. a 
medical doctor workina for the Government receives around $300-400 a month). 
The standard of living for most income groups would have dropped to very low 
levels had it not been for the effective role played by remittances earned 
abroad. However, the compensatory role of remittances is expected to be 
greatly undermined in the wake of the severe economic recession in the Gulf 
States and Jordan because of its grave ramifications for the employment 
potential and wage levels of emigrant Palestinian workers. Should all these 
adverse factors continue to bear on the occupied territories, it is certain 
that poverty and unemployment will undergo a dramatic surge over the next few 
years. 
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D. Major developments 

36. The 20 years of occupation have resulted in siqnificant structural 
chanoes in the economy of the territories. As noted earlier, the traditional 
sector has qradually oiven way to areas within the efficient modern sector, 
which oenerally enjoys hiqher rates of productivity. The aqricultural sector 
has lost its predominant role in terms of its contribution to total output and 
employment, laroely in favour of services which have qradually emeroed as 
areas closely linked to the Israeli economy. The industrial sector has 
virtually staonated under occupation, despite its subcontractino arranqements 
with Israeli enterprises. In fact, the composition and pattern of output of 
the commodity-producino sectors themselves have slowly l1nderoone chanqes 
larqely oeared to meetinq the requirements of the Israeli market. Developments 
in these and other sectors indicate an increasinq aliqnment of the economic 
performance of the territories with the economic interests of Israel rather 
than the creation of structures for an independent and self-sustainina economy. 

1. Aqriculture 

37. Aqriculture remains the backbone of the territories' economy, despite its 
declininq contribution to oross domestic product. In addition to beina a 
sionificant source of employment, it also provides the raw material basis for 
immediate consumption and for industrial activities, as well as servinq as an 
important source of foreion exchanqe. For an initial period of over a decade, 
aqriculture was marked by hiqh rates of qrowth. This was larqely the result of 
marked rise in the productivity of certain hiqh-priced products rather than a 
correspondinq rise in aqqreqate output.l11 Since the earlv 1980s, however, 
aqricultural output has underqone a steady decline, especially in respect of 
field crops and fruits qrown under dry farminq conditions where productivity 
larqely depends on the amount of rainfall. 

38. Given the nature of aqriculture, small improvements resulted in 
considerable increases in output, especially of cash crops. Measures such as 
improvements in the use of implements and the introduction of new equipment 
and techniques, includinq drip irriqation, fertilizers, improved seeds and 
other inputs requirinq relatively small amounts of capital, were instrumental 
in increasinq output in relation to labour and land inputs. Most of these 
measures were financed from the farmers' own resources throuqh business 
savinqs and by short-term borrowinqs from the informal financial market 
involvinq merchants, money-lenders and commission aqents. The capacity to 
self-finance and borrowina limits were, however, over-stretched. The 
contribution of qovernment resources, which is crucial for increasino 
efficiency in aqriculture, has been virtually non-existant in the territories. 
Israeli qovernment loans, which continued only until 1970, involved no more 
than token amounts. As in other areas, this sector was soon severely 
handicapped bv the lack of a credit system and beqan to feel the adverse 
effect of the closure of local banks and other financial institutions. The 
result has been severe hardship for small-scale family farms which have 
constituted the bulk of production units and whose sources of finance have 
been very limited. 
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39. Growina limitations on the availability of private and public finance, 
coupled with chanqina output and cropping patterns and markets, as well as 
qrowina dependence on Israeli trade policies, have imposed severe constraints 
on aqricultural producers. Lack of official support for development projects, 
inadequate infrastructure in terms of transportation, power, irriqation 
schemes, research, experimental and other related physical and institutional 
facilities have added to the difficult problem of inducina further increases 
in private economic activity in aqriculture. The impact of these features has 
been further compounded by various administrative and legal constraints 
imposed by the occupation authorities. These include severe restrictions on 
the use of exist ina water resources and the tappinq of new sources, the 
uproot ina of olive and citrus trees and their non-replacement by new ones, 
land expropriations, and other practices detrimental to Palestinian 
aariculture. 

40. In contrast, as part of a process of settlinq an increasinq number of 
Israelis in the territories, a plan for the aqricultural establishment of 
these settlers has envisaqed a total of 55,000 dunums for cultivation and 
145,000 dun urns of marainal land for pasturage. In 1984, approximately 
50,000 dunums of land were under Jewish cultivation in the West Bank,35/ 
much of it in the fertile lands of the Jordan Valley, where a total of 4,000 
Israelis have been settled. A similar pattern of expropriation of land and its 
allocation for Israeli settlements has been seen in the Gaza Strip, especially 
since 1979. In 1985, out of a total of 100,000 dunums possessed by the 
occupation authorities in the Strip, 22,250 dunums were occupied by 
settlements, QivinQ 10.4 dun urns of land per Israeli settler.~/ 

41. Consequently, the total cultivated area in the territories has decreased, 
with no new measures to replace losses throuqh land reclamation and irriqation 
programmes (see table 9). Cultivated land declined from around 37 per cent of 
the total land area in the West Bank in 1966 to about 28 per cent in 1984, and 
in the Gaza Strip from 51 per cent of total area in 1966 to 50 per cent in 
1984. In addition to land seizure, lack of private and public finance has also 
forced farmers to either leave land fallow or abandon it altoqether in pursuit 
of more rewardinq employment. 

42. The adverse effect of all these factors on agricultural output, 
employment and income should not be underestimated. Aqricultural output and 
income in the West Bank showed a steady decline durinq the period 1981-1985 
(see table 10). The decline in the level of employment in aqriculture was less 
drastic over the same period. However, employment in aqriculture declined from 
a total of 60,000 in 1970 to 37,100 in 1985, or by some 38 per cent. In terms 
of total employment in the territories, the share of agricultural employment 
also declined sharply from 38.7 per cent in 1970 to 24.4 per cent in 1985 (see 
table 14 below). This drop has been partly offset by increases in employment 
in the services sector and partly by employment in Israel and other countries. 
Industry, as the potentially crucial sector of the economy, has provided no 
employment opportunities to absorb the labour released from agriculture. 
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Table 9 

Cultivated land in the West Bank and Gaza Strip 
before and after Israeli occupation in 1967 

(Thousands of dunums) 

I 
I West Bank i Gaza Strip 

! 
1966 1982iY 1984 1966 1982Y 

I 

Total cultivated 
land 2,080.0 1,600.6 1,584.8 187.0 164.6 
Cultivated as 
per cent of 
total area 37.3 28.7 28.4 51.0 44.8 

Irriqated land 100.0 78.6 101. 3 75.0 93.7 
Ir-riqated as 
per cent of 
cultivated ar-ea 4.8 4.9 6.4 40.1 56.9 

l \ 

1984 

183.7 

50.0 

.. 

.. 

Sources: Meron Benvenisti (West Bank Data Base Project), A survey of 
Israel's Policies (Washinqton and London, Amer-ican Enterprise Institute for 
Public Policy Research, 1984), P. 13; Sara Roy, (West Bank Data Base 
Project), The Gaza Strip Survey (Cambridqe, Harvard University Press, 1986), 
P. 38; ONCTAD, "Selected statistical tables on the economy of the occupied 
Palest~nian territories" (UNCTAD/ST/SEU/l), table 19, P. 21; ESCWA, Food 
Security in the West Bank and Gaza Strip (Baqhdad, ESCWA, 1985), p. 34. 

~/ Refers to aqricultural year 1981/82. 
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Table 10 

Output, employment and income oriqinatinq in aqricu1ture, 1980-1985 ~I 

1980-1981 1981-1982 1982-1983 1983-1984 1984-1985 

(Millions of current dollars) 
Total value of 
output 387 436 445 314 389 -- -- --
- West Bank 296 346 341 309 297 
- Gaza Strip 91 90 104 105 92 

Income qenerated 
in aqr iculture 303 324 304 271 265 -- -- --
- West Bank 237 266 235 201 204 
- Gaza Strip 66 58 69 70 61 

(Thousands) 

Total aqricu1tura1 
employment 36.9 39.6 38.0 37.4 37.1 --
- West Bank 28.5 31. 35 29.25 29.64 28.3 
- Gaza Strip 8.4 8.25 8.75 7.76 8.8 

Source: (i) Value of output and income oriqinatinq in aqriculture for 
the years 1980-1981 and 1984-1985 are calculated from Israel, Central Bureau 
of Statistics, Statistical Abstracts of Israel, 1984 and 1986 (Jerusalem, CBS, 
1984 and 1986), pp. 769 and 713, respectively. Fiqures for 1981-1984 are 
calculated from Israel, Central Bureau of Statistics, Judea, Samaria and Gaza 
Area Statistics (Jerusalem, CBS, December 1985), Vol. XV, No.2, pp. 97-103. 
Israeli shekels are converted to United States dollars accordinq to the annual 
averaqe exchanqe rate, International Monetary Fund, International Financial 
Statistics (Washinqton D.C., IMF, April 1986), p. 273; 

(ii) Employment fiqures are for calendar years and are calculated from 
Israel, Central Bureau of Statistics, Statistical Abstract of Israel, 1986 
(Jerusalem, CBS, 1986), table 21, P. 705. 

~I Prices are adjusted to April of each year. 

2. Industry 

43. The industrial sector has staqnated durinq much of the occupation period. 
In the early years of occupation, the authorities focused attention on 
deve10pinq industry, even thouqh supoort was limited. In later years, the 
emphasis was shifted to the enforcement of routine industrial requlation.lZl 
In the late 1970s, Israeli qovernment support for industrial development in 
the territories not only carne to an end but was subsequently followed by a 
oolicy statement in 1984 which discouraqed the development of both industry 
and aqriculture in the territories.~1 The industrial sector has therefore 
been operatinq under increasinqly difficult circumstances and has been 
deprived of a strateqy quideline to assist in determininq the deqree of 
emphasis to be placed on issues crucial to industrial development.~1 
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44. Consequently, the share of industry in qross domestic product stagnated 
at around 9 oer cent between 1978 and 1984 (see table 11). The decline durinq 
the period 1980-1983 led to an annual averaqe share of as little as 8 per 
cent. Includinq construction, this share amounted to 25 per cent in 1983, 
which is low qiven the relatively hiqh level of per capita income of the 
territories. In 1983, the correspondinq share of industry, includinq 
construction, was 31 per cent of GOP in Jordan, 25 per cent in the Syrian Arab 
Republic, 33 per cent in Eqypt, and 27 per cent in Israel.iQ/ The relatively 
hiqh level of oer capita income should provide a significant market to induce 
industrial expansion. Economies under colonial or protectorate administration 
and havinq a oer capita income of UP to $200 have had a share of manufacturing 
ranoino from 7 to 11 per cent of GOP,!!/ as compared to only 9 per cent for 
the territories which had a per capita GOP of $848 in 1984. 

Table 11 

The share of industry in total employed persons, gross capital formation 
and qross domestic product, 1978-1985 

Gross 
Employed As percent Gross capi- As percent domestic As percent 

Year persons of total tal formation of total product of total 
(1) ( 2) ( 3) 

1978 - ... 65.3 16.5 105.0 9 
1979 23,184 16.8 118.3 16.9 177.0 9 
1980 22,917 16.3 220.5 12.3 406.9 7 
1981 22,416 16.0 440.4 13.5 791.9 7 
1982 22,258 15.5 1,056.5 12.3 1,709.9 7 
1983 22,862 15.8 2,810.2 15.1 4,563.9 8 
1984 24,613 16.3 11,966.0 13.6 26,927.0 9 
1985 24,584 16.1 . . . . . . . 

Source: Column (1) 1S computed from Israel, Central Bureau of Stat1st1cs, 
Statistical Abstract of Israel, 1986 (Jerusalem, CBS., 1986), table XXVII/21, 
P. 705. Columns (2) and (3) are derived from tables 6 and 4, respectively. 

45. The most recent survey of the industrial sector clearly depicts the 
consequences of the constraints confrontino this sector in the 
territories.~/ By 1984, there were 4,006 industrial firms operatinq in the 
territories (2,991 in the West Bankil/ and 1,015 in the Gaza Strip). Of 
these, 13 per cent were enqaqed in oaraqe and minor repairs, iron smithino and 
simple manufacturinq, includinq that of furniture; 11 per cent in quarryinq 
and manufacture of cement block and floor tiles; 13 per cent in carpentry; 
20.5 per cent in garment manufacturinq; 2 per cent in shoe makinq, leather and 
plastic ooods; and the remaininq 40.5 per cent in miscellaneous products. 
There were as many as 24,600 oersons employed in these activities, 
constitutino 16.3 per cent of total employed persons, compared to 21,000 
employed in the territories in 1970, or an averaoe annual increase of only 
240 persons over 15 years. By 1985, this number had almost stagnated. Around 
98 per cent of establishments in 1984 employed 10 or less persons, and they 
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were mostly financed by owner-capital. The majority of the firms surveyed were 
only working at around 50 per cent capacity due to financial constraints, as 
well as administrative, legal and other obstacles. 

46. On the whole, the sector has been forced to operate within limits imposed 
by three rival forces actina simultaneously on the scene, namely the domestic, 
Israeli and Jordanian markets. Domestically, industry has manaqed to sell more 
than twice as many products as it has sold to Israel. However, the sector is 
increasingly faced with competition from Israeli industries, which enjoy 
qenerous qovernment support in the form of subsidies, credit on reasonable 
terms, tax incentives, concessions on foreiqn exchange earninas, protective 
customs duties and various infrastructural facilities, includinq research and 
training proarammes. The lack of an appropriate body to requlate trade and 
adopt a rational import policy has had adverse effect on the balance of 
payments and the possibilities for an import substitution and export promotion 
drive. The imposition of value added tax (VAT) has further reduced the 
advantaae enjoYed by Palestinian industry UP to 1976 over comparable Israeli 
products. 

47. Local industry is also beinq confronted with competition from Israeli 
plants built in close proximity to the Israeli settlements in the 
territories.iil Israeli settlement policy is complemented by an industrial 
plan for the Jewish areas in the West Bank which is designed to attract 
Israeli industry and labour to this "hinterland". The plan proposes that the 
largest Israeli industrial concentrations be located within the most densely 
populated regions of the West Bank and near the major Israeli population 
areas. 451 Six Israeli industrial parks, occupyinq an area of 1,260 dunums, 
had become operational by 1983 in the West Bank, employina 2,500 workers, 70 
per cent of whom were Israelis. Between January and November 1985, the Israeli 
Government approved investment by Israeli industrial enterprises worth $27 
million in the West Bank. Government qrants amounted to $11 million. The 
reqion is classified as Development Area A+ and A and is thereby entitled to 
massive aovernment assistance. ~I 

48. The occupation authorities are deployina a siqnificant amount of 
resources for the construction of export-oriented factories in the occupied 
territories with the sole purpose of providina jobs for the settlers and to 
compete with the output of Palestinian industries in the territories and 
abroad where Israel can also benefit from free trade arranqements with both 
the United States and the European Community. For the first seven months of 
1986, the qovernment had planned to provide $19.5 million as grants to 
entrepreneurs - nearly one third more than was actually spent in all of 
1985.i21 Current policy is to build only capital-intensive, sophisticated 
factories to achieve two objectives: to minimize the need for settlers to 
commute to work in Israeli cities; and to limit reliance on Palestinian Arab 
employment. As part of a lana-term plan, an additional seven industrial parks 
are envisaqed by the year 2010 which will create jobs for a total of 83,500 
Israeli workers and only 23,000 Palestinian workers. By contrast, future 
policy towards Palestinian industry is aimed at dispersinq it outside urban 
centres and developinq workshop areas in villaaes. While Palestinian 
industries will be allowed to operate within Israeli industrial 
parks in the occupied territories, they will not be eliaible for Israeli 
incentives.~1 At any rate, proposals have seldom received the attention or 
been provided with the support and resources they need. Even when resources 
have been raised, lack of infrastructural facilities {such as electricity, 
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water, drainaoe, transportation and so on) has prevented their implementation. 
In oeneral, industry has not been able to respond to the chanoes that have 
taken place in aqriculture and other sectors by providino job opportunities 
and satisfyino increased demand for industrial output. 

49. Reqardino the Israeli market, there is minimal penetration of industrial 
qoods from the territories, except for shoes, textiles, woodwork, buildinq 
materials and certain processed food products. Much of this business has been 
orqanized throuqh subcontracting arranqements between Israelis and palestinian 
local producers which, on the whole, have contributed to only small increases 
in value added and employment in industry. Subcontractinq has appealed to 
Israeli producers because of the availability of cheap labour and lower 
overheads in the territories. These branches of Palestinian industry have 
therefore been playinq a complementary role to Israeli industry. Althouqh 
subcontractino may also lead to some deqree of specialization in the concerned 
industry branch of the territories, it does not reflect the actual needs of 
the Palestinian economy. The pattern is not similar to that emerginq among 
economies where relations are governed by national considerations. ~ 

50. As for the Jordanian market, large scale expansion of industrial exports 
is limited for two reasons, i.e. the policy of protecting similar domestic 
industries and maintaininq the Arab boycott of products for which the 
equipment and raw materials are not imported from and/or through Jordan. It 
was recently reported that the Jordanian authorities have bequn to relax some 
of the restrictions on the entry of industrial qoods from the territories. 
However, economic recession in the once prosperous countries of the Gulf may 
not allow a more rapid absorption of industrial qoods from the territories. 
While efforts need to be intensified in order to increase the ability of 
industrial output from the territories to enter international markets, it is 
primarily the share of the domestic market in the territories that is crucial 
for the expansion and development of Palestinian industry. 

3. Structure and direction of trade 

51. An important aspect of the territories' economy is its lonqstandino 
international trade links. Historically, the West Bank has supplied 
neiohbourino Arab countries with certain commodities and manufactured ~oods, 
especially olives, olive oil, buildinq stone and soap, which had a stable 
market abroad. Similarly, the Gaza Strip developed well-established markets 
for its citrus fruits in a number of East European countries (inheriting some 
of those established by the pre-1948 Palestinian Arab citrus industry) and 
more recently in the Arab world. As with other developinq economies, chances 
for the qrowth of the economy have always depended upon opportunities for 
expandinq international trade relations. This is especially so in view of the 
relatively small local market and the difficulties in producinq competitively 
many of the capital qoods required for development or the consumer qoods 
demanded by a population increasinqly influenced by reqional consumption 
patterns. 

52. There are three ways in which the Israeli occupation of the West Bank and 
Gaza Strip influences the territories' trade. First, and most siqnificantly, 
is the effect of occupation itself in creatinq factors which alter the 
established patterns and practices of trade and over which the Palestinian 
economy has little or no power. These include most prominently the physical 
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barriers imposed by occupation between the territories and their hinterland, 
the sectoral developments which have occurred as a direct result of the 
domination of the territories' economy by the much more advanced Israeli 
economy, and the boycott policies adopted by Arab countries to prevent the 
import of Palestinian exports containing any measure of Israeli produced or 
imported raw materials. Secondly, Israel has developed a policy with regard to 
trade with the territories which has resulted in a number of measures having a 
negative impact on their trading position. Finally, there are various trading 
procedures and practices which also adversely affect the ability to trade 
competitively. 

53. The maior consideration influencing Israeli policy towards trade with the 
territories is that Israeli exports should be able to flow freely there while 
exports to Israel should be closely controlled to safeguard the interests of 
Israeli producers. This is a deliberate and calculated policy decision, 
established early in the occupation period and scrupulously applied since. The 
existing patterns of trade between Israel and the territories reflect this 
consideration, and official statements confirm this orientation. In announcing 
new policy guidelines for export procedures to Israel, a government official 
affirmed that Palestinian products "threaten Israeli firms with unfair 
competition".50/ Meanwhile, Israeli policy allows the free flow of Israeli 
agricultural and industrial goods to the territories, disregarding the effects 
on Palestinian producers. 

54. A number of specific measures have been enacted since 1967. To begin 
with, some of the territories' most lucrative cash crops (cucumbers, tomatoes, 
eggplant, melons, etc.) which could compete with Israeli prodUce are generally 
banned from Israeli markets, or, if allowed to enter, they are only imported 
in small and controlled quantitites, thus protecting Israeli producers of 
these commodities. Additionally, exports of Palestinian agricultural output, 
notably the Gaza Strip's citrus fruit, to Western Europe and other markets 
secured for Israeli produce is forbidden and strict punishments are imposed 
for contravention of this regulation. 51/ In order to prevent 'the threat of 
competition' from Palestinian manufactures, a new military order enforces 
complex labelling quidelines for all Palestinian products (specifying 
manufacturer, contents, weight, etc.),52/ adding further costs to an already 
burdened manufacturing process. 

55. Furthermore, most Israeli links with the territories' industrial exports 
are geared to taking advantage of the labour-intensive stages of the 
production process, for example in textiles and clothing and certain wood and 
metal products associated with the construction sector. These are most 
profitably subcontracted to the labour-surplus Palestinian economy for export 
to Israel in partially or fully finished form. Little or no control is exerted 
over the quality and quantity of goods entering the territories to safeguard 
the interests of local production caoacity.53/ 

56. In 1985, the occupied territories eXported $283 million of industrial and 
agricultural goods to Israel, Jordan and the rest of the world (see table 121. 
The trend in exports has declined in recent years, after having peaked at 
$403 million in 1981. The trend in imports has been similar. After having 
reached the highest level of $785 million in 1983, imports fell to 
$668 million. External trade has exhibited a deficit which qrew at an averaqe 
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12 

Selected external trade indicators, occupied Palestinian territories (OPT) 
and Israel, 1978-1985 

(Millions of current United States dollars and percentaqes) 

I 1978 1979 I 1980 1981 1982 : 1983 1984 ' 1985~/ I 
ITotal OPT exports 
IExports to Israel 
I As a percenta~e of the total 

I
IExports to Jordan 

As a percenta~e of the total 
Industrial exports 

As a percentaqe of the total 
Aoricultural exports 

As a percentaqe of the total 
Industrial exports to Israel 

As a percentaqe 
of industrial exports 

i As a percentaae of 
total exports 

Aoricultural exports to Jordan 
As a percentaae of 
a~ricultural exports 
As a percentaqe of 
total exports 

Israeli non-milit. imports 
OPT exports to Israel as a 
percenta~e of Israeli imports 
Total OPT imports 
Total OPT imports from Israel 

OPT imports from Israel as 
a percentaoe of OPT imports 

Israeli non-milit. exports 
10 imports from Israel as a 

percenta~e of Israeli 
non-milit. exports: 

\Trade balance (deficit) 

263 
158 
60% 

95 
36% 
165 
62% 
103 
38% 
125 

75% 

47% 
60 

272 343 
169 224 
62% 65% 

92 107 
34% 31% 
174 233 
64% 68% 

99 110 
36% 
137 

79% 

50% 
56 

32% 
179 

77% 

52% 
(49 ) 

63% 61% 44% 

23% 20% 
4520 6499 

3.5% 2.6% 
456 568 
404 493 

14% 
6835 

3.3% 
665 
583 

403 
289 
72% 
105 
26% 
300 
74% 
103 
26% 
245 

82% 

60% 
(51) 

49% 

13% 
7351 

3.9% 
737 
664 

391 
258 
66% 
125 
32% 
286 
73% 
104 
27% 
225 

79% 

58% 
65 

62% 

17% 
7430 

3.5% 
729 
648 

382 
285 
74% 

93 
24 % 

293 
76% 

93 
24% 
245 

84% 

63% 
46 

50% 

12% 
7746 

3.7% 
785 
713 

300 283 
196 192 
62% 68% 
115 85 
36% 30% 
242 191 
77% 71% 

73 78 
23% 
172 

71% 

54% 
45 

62% 

14% 
7364 

2.7% 
686 
620 

29% 
153 

76% 

54% 
49 

62% 

17% 
7034 

2.7% 
668 
598 

89% 87% 88% 90% 89% 91% 90% 89% 
2444 3128 3922 4273 4098 3900 4595 4824 

16% 
193 

16% 
392 

15% 
321 

16% 
334 

16% 
338 

18% 
403 

13% 

I 387 

12% 
385 

ces (1) Fioures for 1985 calculated from Israel, Central Bureau of ----

I 
Statistics, Statistical Abstract of Israel 1986, (Jerusalem, CBS) P. 693~ fiqures 
for 1982-1984 are calculated from Israel, Central Bureau of Statistics, Judea, 
Samaria and Gaza Area Statistics (Jerusalem, CBS, vol. XV, No.2, December 1985) 
PP. 6-7; fiqures for 1978-1981 calculated from Israel, Central Bureau of 
Statistics, Administered Territories Statistics Ouarterly (Jerusalem, CBS, vol. 
XI, July-September, 1981) pP. 6-7, and Israel, Central Bureau of Statistics, 
~~~~~~~~~~~~~~~~~~~8~4 (Jerusalem, CBS, 1984) (1978-81 fiqures 
transformed from Israeli shekels into United States dollars accordin~ to annual 
avera~e exchanqe rates in International Monetary Fund, International Financial 
Statistics (Wash. D.C., IMF, 1985) PP. 364-7. 

(2) Israeli trade fiqures: from International Monetary Fund, International 
Financial Statistics (Wash. D.C., IMF, 1986) P. 409. 

Fioures for 1985 are provisional. 
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annual rate of 14 per cent between 1978 and 1985; in 1985, it stood at some 
$100 million more than the total ~alue of exports in that year. The deficit 
with Israel in 1985 was e~en 1arqer and has been qrowinq constantly since 
1967. It is only the trade surplus with Jordan that helps to lessen the burden 
in trade relations with Israel. Howe~er, that surplus has recently shown 
incipient siqns of a downward trend, fallino to $75 million in 1985. 

57. The direction and composition of trade are hiqhly concentrated. Some two 
thirds of exports are destined for Israel,~/ while most of the rest qO to 
or throuoh Jordan and only a small proportion to other countries. Industrial 
exports account for an increasinq share of total palestinian exports, reaching 
a record 77 per cent in 1984.55/ Since 1978, between 79 and 88 per cent of 
exports to Israel ha~e consisted of industrial goods. This growing percentage 
indicates domination by the Israeli market of the territories' export 
caoacities. This is partially offset by industrial exports to Jordan and 
aqricultural exports to/throuqh Jordan. These, howe~er, have recently 
accounted for a declinin~ proportion of the territories' exports. On the 
whole, while the territories do not supply a significant part of Israel's 
imports (around 3 per cent of Israeli non-military imports), their own trade 
relations are increasinqly influenced by Israel. An averaqe of 16 per cent of 
Israeli exports are destined for the territories, makinq the Palestinian 
economy the second lar~est Israeli (non-military) export market after the 
United States. 56/ Despite the recent slump in Palestinian trade and economic 
acti~ity, there remains a substantial movement of qoods and ser~ices between 
the territories and neiqhbourinq economies which continues to require a 
flexible and effective system for financinq and requlatinq the transactions 
in~ol~ed. 

4. Labour and employment in Israel 

58. Crucial to the economy of the territories is the relationship between 
weak local producti~e capacity and the hioh proportion of national income 
~enerated from sources outside the territories. The phenonomon of miqrant 
labour providinq a substantial part of national income throuoh remittances is 
not uncommon, internationally or reoionally,221 nor is it necessarily a 
ne~ative one: if carefully channelled, it can be a growth-inducing source of 
income in a labour-surplus economy struqqling to de~elop its indigenous 
potential. Since the beginninq of the Israeli occupation of the West Bank and 
Gaza Strip, labour force development there has underqone a number of 
siqnificant transformations, in terms of size, location of work and sectoral 
composition. 

59. Perhaps the most noticeable effect of occupation has been the inability 
of the local economy to absorb its own labour force, leadinq to the phenonemon 
of migration abroad or to work in Israel. Consequently, the size of the 
locally employed labour force remained staqnant over 15 years (see table 14). 
An important feature of the territories' labour force in the past few years 
has been its increasinq rate of qrowth, outstrippin~ that of population (see 
table 13). Between 1983 and 1985, while POPulation grew by an a~erage annual 
rate of 2.9 per cent, the labour force qrew by 3.3 per cent, so that an 
a~eraoe of 7,000 new jobs are now required each year (assuminq full 
emplovment). The difference between qrowth in population and labour force has 
been manifested by an increase in the crude participation rate. A main factor 
contributinq to this de~elopment is a decrease in labour miqration to Arab 
countries.~/ 
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Table 13 

Population, aged 14 and above, by labour force characteristics, 1979-1984 

Employed I Labour Force I 

Pop. Total Thereof Percentage of Percentage I Percentage 
grand labour in Unem- labour force of total employed 
total force Total Israel played unemployed population in Israel 

Year (000) (000) (000) 

1979 641.6 213.9 212.4 74.1 1.5 0.7 33.3 34.6 
1980 643.7 218.5 215.7 75.1 2.8 1.3 33.9 34.4 

1981 650.0 218.1 215.9 75.8 2.2 1.0 33.6 35.1 
1982 652.3 225.2 222.9 79.1 2.3 1.0 34.5 35.5 
1983 682.3 235.9 232.5 87.8 3.4 1.4 34.6 37.8 
1984 701. 2 248.0 241. 3 90.3 6.7 2.7 35.4 37.4 
1985 722.4 251. 3 242.1 89.2 9.2 3.6 34.8 35.4 
1985 I-III 712.5 249.5 240.1 90.4 9.4 3.7 35.0 37.6 

IV-VI 723.2 253.5 244.5 90.1 9.0 3.5 35.1 36.8 
VII-IX 728.9 244.2 234.0 90.5 10.2 4.2 33.5 36.8 
X-XII 726.1 257.9 249.8 86.4 8.1 3.1 35.5 33.5 

Source: All figures, except for 1985, calculated from Israel, Central Bureau of 
Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS) vol. XV, No.2, 
December 1985, p. 27. Figures for 1985 calculated from Israel, Central Bureau of Statistics, 
Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS) vol. XVI, No.1, 1986, pp. 29 and 36. 

Note: Quarterly data for 1984 and 1985 are 'original data' (i.e. not 'seasonally adjusted 
data'). 
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Table 14 

selected economic branch and place of work 

In Israel In occupied Palestinian territories 

Other Const- Indus- Agricu1- Total Other Const- Indus- Agricul- Total 
Years branches ruction try ture % 000 branches ruction try ture % 000 

1970 9.7 54.3 11.6 24.4 100 20.6 39.1 B.4 13.B 3B.7 100 152.7 
1975 12.9 54.4 IB.4 14.3 100 66.3 46.4 7.3 14.5 31. 8 100 138.6 

1976 14.6 50.3 19.7 15.4 100 .64.9 46.0 8.2 14.4 31. 4 100 140.9 
1977 17.2 45.3 21. 3 16.2 100 63.0 46.2 9.1 14.2 30.5 100 141.4 
1979 16.2 46.2 22.8 14.8 100 74.1 45.1 10.1 16.8 28.0 100 138.0 

1980 18.0 47.4 20.9 13.7 100 75.1 45.7 9.6 16.3 2B.4 100 140.6 
1981 18.1 51.0 18.2 12.7 100 75.8 47.0 10.7 16.0 26.3 100 140.1 
1982 16.7 52.8 17.7 12.8 100 79.1 47.0 9.9 15.5 27.6 100 143.6 
1983 18.8 50.4 18.6 12.2 100 87.8 47.8 10.1 15.8 26.3 100 144.7 
1984 19.5 48.3 18.0 14.2 100 90.3 48.5 10.4 16.3 24.8 100 151. 0 
1985 18.8 47.6 17 .8 15.8 100 89.2 48.5 11.1 16.1 24.4 100 152.7 

Source: From Israel, Central Bureau of Statistics, Statistical Abstract of Israel 1986 
(Jerusalem, CBS, 1986), p. 705. 

I 

I\) 

CP 



- 29 -

60. Associated with an overall recessionary climate, it is not surprisinq 
that this qrowinq labour force found it increasinoly difficult to obtain 
employment. The rate of unemployment in the territories had by 1985 risen to 
3.7 per cent, with an averaoe unemployed fioure of 9,200 for the year. In the 
fourth quarter of 1985, the first siqns of an improvement were witnessed, with 
the most siqnificant fall in the number of unemployed Palestinians since the 
precedinq decade. 5 At the heart of this unemployment situation lies the 
fall in work opportunities for Palestinian workers in Israel and in the Arab 
countries, as these workers tend to face dismissal in periods of economic 
crisis in both markets.~ The nature of the local economy, which is 
dependent upon external demand for its output and labour, is such that there 
are few local alternatives. 61/ 

61. Apart from employment opportunities elsewhere, there exist two markets 
for Palestinian labour, i.e. in the territories themselves and inside Israel. 
The main sectoral trend in the territories' resident labour force, which has 
oreat1v influenced labour developments in other sectors, has been the sharp 
decline in the proportion (and numbers) employed in aqriculture (see 
table 14).~/ While employment in other local sectors qrew steadily into the 
1980s, its qrowth in industry was directly linked to subcontractinq for 
Israeli industry. By 1985, 25 per cent of resident Palestinian labour was in 
aoricu1ture, 16 per cent in industry, 11 per cent in construction, and over 
48 per cent in other sectors (mostly in public services and commerce). 

62. Since 1967, an increasino proportion of the Palestinian labour force has 
been drawn into work in Israel. In 1970, the 21,000 Palestinians workino in 
Israel constituted only 12 per cent of the labour force. The number and 
proportion peaked in 1984, with 90,300 Palestinians workino in Israel, 
constitutino some 37 per cent of the total Palestinian work force. By 1985, 
the fiqure had dropped to 89,200, thouoh this still represented just under 
37 per cent of the total. Israeli demand for Palestinian labour exhibits 
trends somewhat similar to those in the local labour market. The share of 
Palestinian labour employed in Israeli aqriculture fell from 24 per cent of 
the territories' labour force employed in Israel in 1970 to 16 per cent in 
1985. Employment of Palestinians from the territories in Israeli industry rose 
in the 1970s only to fall to 18 per cent by 1985. Construction activity in 
Israel has always been the main employer of labour from the territories. The 
share of the miqrant labour force in this sector fell from its hiqh of 
54 per cent early in the 1970s to 48 per cent in 1985, another reflection of 
the Israeli recession. 63/ 

63. While the miqration process is a necessary response to deterioratinq 
economic conditions in the occupied territories, it has had an important role 
in maintaininq subsistence. This is achieved by channellino part of factor 
income into the local economy and providinq resources for the continued 
operation of some farms which miqht otherwise not be able to survive under 
prevailinq circumstances. The process of 'labour export', while oriqinally a 
side-effect of the operation of constraints upon the Palestinian economy, has 
increasinqly become a crucial element in sustaininq and influencinq it. The 
role that this process has played in the oeneration of financial resources for 
the weakened Palestinian economy is of a siqnificance that cannot be 
underestimated. 



- 30 -

5. Housing and Israeli settlements 

64. Despite the growina need for more and better housinq, the housing sector 
remains one of the most neglected areas of the territories' economy. By the 
end of 1983, the population of the territories, excluding East Jerusalem, was 
estimated at 1,266,000. Statistics for 1983 put over 7 persons per household 
for 49 per cent of population in the West Bank and 45 per cent of the 
population in the Gaza Strip.~1 The total population was served by 181,611 
housing units, giving it an averaqe of almost seven persons per unit. In 
practice, however, a more Skewed distribution in dwellina is reported, whereby 
32 per cent of the population lives in one-room units and 46 per cent in 
two-room uni .~I On averaqe, this qives a density of three persons per 
room. About 40 per cent of families live in houses with three or more persons 
per room. At the same time, the proportion of Israeli families living under 
similar conditions did not exceed 1.3 per cent in 1982. 661 

65. The supply of housinq over the years has not kept pace with the 
population increase. Durinq the period 1967-1982, the housing industry 
satisfied housinq needs of 38,589 units resulting from population qrowth, but 
only contributed a total of 6,721 units towards replacinq an estimated 140,000 
dilapidated and substandard units. 67/ • Much of this accomodation has been 
constructed by the private sector in the West Bank, mainly as a result of the 
risinq demand of an expanding population for dwellinqs, increases in income, 
lack of alternative investment opportunities, unwillinqness to invest in other 
branches of the economy because of the prevailing uncertainties, and people's 
determination to assert their rights to the land in the face of continuous 
threats of confiscation. 681 There has been no systematic planninq and zoninq 
to accommodate the normal expansion of the Palestinian communities. The choice 
of bui1dinq sites is, therefore, in a number of instances determined by the 
intent to prevent the execution of Israeli road and settlement construction 
proqrammes, despite the hardships resulting from lack of public services such 
as transport, water, electricity and sewage. 691 

66. There has been no construction of residential buildings for Palestinians 
by the public sector in the West Bank since 1968 and in the Gaza Strip since 
1978, except for some housing projects for the resettlement of refuqees in the 
Gaza Strip.2QI The burden of residential construction has otherwise fallen 
entirely on private individuals with their meaqre sources of finance. The 
Jordanian-Palestinian Joint Committee was able to make a modest allocation of 
around JD 27 million between 1979 and 1985, benefitinq a total of 
3,990 families.2!1 However, the restrictive practices of the occupyinq 
authorities, in terms of administrative obstacles to issuing building permits 
and the transfer of funds from abroad until 1985, have stifled local efforts 
and effectively barred a potentially larae number of families from procurinq 
decent housinQ. 721 A11eviatinq current shortaqes in housing, upqradinq 
substandard existing units and accommodatinq for national qrowth in population 
and return miqration of Palestinians from abroad, especially from the 
oil-producing countries of the Gulf, would necessitate the construction of 
dwe11inq units at a rate of around 50,000 units per year for the next few 
years.IlI 
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67. By contrast, the establishment of Israeli settlements in the occupied 
territories has gone on unabated since 1967 in violation of international 
law.2i/ It has moved in parallel with Israeli land acquisition policies, 
includino measures under such schemes as expropriation of property, seizure of 
possessions and restrictions on use, all of which have assured a virtually 
unlimited reserve of land for Israeli settlements 7 Currently there are 
over 150 non-military hiqhly subsidized Jewish settlements in the west Bank 
(excludino East Jerusalem) and the Gaza Strip. These have a total population 
of more than 52,000 settlers, almost equal to the figure of 52,500 Israelis 
proiected to be settled in the occupied territories by 1985. 76/ Including 
para-military settlements, a total of 267 Israeli settlements have been 
constructed in the territories, presently accommodating around 55,000 Israeli 
settlers Against this, net total Palestinian migration out of the 
territories is estimated at more than 760,000 during the period 1967-1984. 

68. The settlement policy is aimed at establishing an Israeli civilian 
presence in the territories that would make it difficult for the Palestinian 
communities to form an integrated entity and would isolate them from each 
other, thus decreasing the possibility of unified action by them. The pattern 
of settlements that has emerged reflects these considerations. 78/ Although a 
limited area of land is allocated for housina, in presently utilized 
settlement areas, it could accommodate 800,000 to a million settlers (based on 
a aross density of two families per dunum). In 1979, the Government also 
allowed private Israeli citizens to buy Palestinian land, and three years 
later land developers obtained approval to build private settlements. By the 
end of 1985, the Hiaher Planning Committee had processed 191 plans for Jewish 
built-up areas. The total area involved covers tens of thousands of dunums and 
is intended to accommodate over 500,000 settlers. 79/ 

69. The concentration of Israeli settlements in the metrooolitan areas near 
the so-called "areen line" (i.e. the pre-1967 borders of Israel), a trend 
which first appeared in 1981, has become more pronounced. Israeli settlers 
wantin~ to move to such areas were offered an aid packa~e consistinq of a 
mortgaqe of 11.5 per cent, an interest free loan for 65.5 per cent of the 
cost, and an extra loan carrying 6 per cent interest. They receive the 
confiscated land for only 5 per cent of its actual value. Businesses and 
enterprises wishina to relocate just across the "green line" will ~et a grant 
of 30 per cent of their cost and carry loans for the rest at 0.5 per cent 
interest. 8 As a result, in 1985 three quarters of Israeli settlers were in 
these Arab urban centres, where some 340,000 Palestinians are living.~/ 
Most of the Palestinian villaaes and towns have been prevented from 
cultivatina the land near these settlements or building on it. In fact, many 
roads and other infrastructural facilities connectinq these settlements are 
extended throuoh such land. 82 / 

70. Major roads have by-passed Palestinian villages and connected Israeli 
settlements with Israeli cities beyond the "areen line". Once completed, the 
network of roads and other settlement facilities will force Palestinian 
sources of production to increase their links with Israeli regions, thus 
increasing their dependence. Efforts are underway to extend Israeli 
settlements into remote areas, while work on the expansion of the existing 
ones continues. The strategy is to achieve "maximal distribution of a larae 
Israeli oopulation in areas of hiah settlement importance ••• ". 83/ The 
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infrastructure of the existinq settlements is sufficient to double or even 
triple the present number of settlers. In addition to havinq built over 2,800 
homes in existinq settlements in recent years, attempts are underway to end 
the freeze on the establishment of new settlements and proceed with the 
construction of another 13 settlements in both Gaza and the West Bank. 84/ 

71. As part of the overall financial and other incentives aimed at inducinq 
Israelis to settle in the occupied territories, the Government of Israel 
invested a sum of almost S2 billion in settlements in the West Bank between 
1968 and the end of 1985. This does not include investment in military 
installations. In recent years, the level of annual capital outlay has been 
$200-250 million. Accordinq to the State Comptroller's report in 1984, Israeli 
Government expenditures, includinq those of the World Zionist Orqanization 
(WZO), on settlements in the West Bank alone had amounted to around 
$220 million in 1983 8 Investment allocations for 1985 amounted to $150 
million; $95 million was for new projects, out of which 41 per cent was for 
housinq and roads, 42 per cent for WZO settlements, and 11.6 oer cent for 
industrial development related to these settlements. Allocations for the 
development of industrial parks increased by 168 per cent over 1984.~/ 
Outlays on settlements by the WZO alone (not includinq qovernment 
contributions) for the period 1977-1985 amounted to apProximately 
S292 million. In 1985, WZO's expenditure per Israeli unit (family) came to 
S165,000 in the Jordan Valley and about $80,000 in the hiqhlands.~ 

72. By comparison, total public capital formation (includinq that of 
Palestinian municipalities) for the benefit of Palestinians in the West Bank 
amounted to a sum of $300 million during a period of 17 years, i.e. 1968-1984, 
or an averaqe of only S17.6 million per annum. On a per capita basis, public 
investment outlays on Israeli settlements in the West Bank, in 1983, amounted 
to $8,000 per Israeli settler as aqainst $52 per Palestinian inhabitant of the 
west Bank. 88/ 

73. An effective remedy for the shortcominqs in the various sectors of the 
Palestinian economy, as enumerated above, requires serious efforts aimed at 
mobilizinq human and material resources at all levels. In a dynamic setting, 
the 20 years of indifference towards the development of the territories makes 
it essential to avoid any further delay. Sizeable amounts of resources are 
needed to compensate for the inaction of the past. Given the present 
unfavourable circumstances under which the territories' economy operates, not 
much of the material resources required for development can be raised from 
domestic sources. The lack of an adequate and responsive financial system has 
been one of the major determinants of the difficulties encountered. A 
relaxation of the constraints that have so far impeded local efforts would 
certainly create an environment conducive to entrepreneurial initiative and 
promote the role of local institutions in the process of development. External 
support would be crucial for enhancina the pace at which progress can be 
achieved. The extent to which external contributions can provide such 
necessary support will be a profound test of the willinqness of the 
international community to assist the Palestinian people in their endeavour to 
create a sound basis for the sustained growth and development of their economy. 
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Chapter II 

MONEY AND BANKING 

Introduction 

74. All indiqenous financial institutions of the West Bank and Gaza Strip 
ceased to fUnction followinq the territories' occupation by Israel in 1967. 
Branches of Arab and non-Arab banks and other financial institutions were 
closed down bv the Israeli military authorities and replaced by those of some 
Israeli banks and institutions. However, the inability of these branches of 
Israeli banks to enqaqe actively in financial intermediation and the multiple 
currency standard imposed on the territories led to the emerqence of the 
informal monetary sector, with the money chanqers playinq a vitally important 
role. Nevertheless, the resource base of this sector has remained precarious 
and its institutional fabric vulnerable to various unpredictable developments 
and measures. As a result, the day-to-day financial needs of the economy and 
its future development requirements have for lonq been undermined. 

75. Economic manaqement durinq the 20 years of occupation has not been quided 
by or associated with a central indiqenous body directinq an overall and 
well-defined monetary policy. Indiqenous institutional arranqements for this 
purpose are non-existent. While the Central Bank of the occupation 
authorities may preoccupy itself with certain aspects of the territories' 
monetary system and its operation, this effort has had no links with and/or 
participation of the inhabitants of the territories. As a consequence, the 
financial system remains both economically and politically fraqmented, 
inadequate in terms of resources, and technically incapable of meetinq the 
qrowina financial needs of the territories. 

76. This chapter examines certain aspects of the monetary system in the 
territories and explores the possibilities for action with a view to improvinq 
the situation. 

A. Pre-1967 situation; a brief historical account 

77. With the advent of the British military administration in Palestine 
(1917-1918), the Eqyptian pound was introduced throuqhout the whole country 
and declared leqal tender. 891 The introduction of the Eqyptian currency as 
leqal tender rested on two factors, i.e. its stability due to its link with 
the pound sterlinq and the need to meet Palestinian tradinq requirements, 
especially as approximately half of Palestine's trade was carried on with 
Eqypt and the United Kinqdom 9 This arranaement brouqht about an 
interlockinq of the economies involved and increased their interdependence. 

78. Under the Leaque of Nations mandate, the British civil administration in 
Palestine established the Palestine Currency Board in 1926 with a view to 
providinq for and controllinq the sUPply of currency to Palestine. In 1927, 
the Board issued the Palestinian pound, which was linked to the pound sterlinq 
and remained in circulation until the end of the mandate in 1948. The 
Government of Transjordan also adopted the new currency for its own territory 
until the end of the British mandate. 911 
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79. The introduction of the new currency was accompanied by the development 
of a modern bank ina system where foreian and local banks and credit 
co-operative societies beaan caterina for a steadily arowina clientele. 
However, as the Currency Board was not comparable to a Central Bank, which 
also fulfils certain other banking functions besides acting as the currency 
authority, foreign banks pursued a conservative policy in their operations. 
As a result, almost all major foreiqn banks refrained from financina any local 
investment, remittina abroad whatever funds they disposed of beyond their cash 
holdinqs and amounts advanced to palestinians. 92/ Nevertheless, lenient 
bankina legislation induced the establishment of local financial institutions, 
i.e. banks and credit co-operatives, aimed at meetina financial intermediation 
needs within the economy. 

so. With the division of Palestine and the creation of the State of Israel in 
1948, the stocks of the Palestine Currency Board were largely transferred to 
Haifa, under Israeli iurisdiction, and partly to Amman, Transjordan. As per 
an aareement between the Analo-Palestine Bank, Ltd., and the Government of 
Israel, an Issue Department was set UP by the Bank and a new currency, the 
"Israel pound", was issued. The arranqement continued until the creation of 
the Bank of Israel in 1954. 

Sl. A similar currency conversion arranqement was resorted to by what had 
then become. the Hashemite Kingdom of Jordan2l/ to issue a currency of its 
own. By 1950, the Jordan Currency Board was established and the Jordanian 
dinar was declared as the leaal tender throuqhout the Kingdom, includina the 
West Bank.~/ The role of the Jordan Currency Board was confined to 
maintaininq sterlina deposits aaainst the issue of Jordanian dinars. It had 
thus no control over the supply of money.95/ It was not until 1964 that the 
Board was replaced by the Central Bank of Jordan, which was entrusted with all 
the functions of a central monetary authority.~ 

S2. The 1950 developments in Jordan were followed, in 1951, by arranqements 
between Barclays Bank and the National Bank of Eqypt to replace the Palestine 
pound in the Gaza Strip, which had come under Eayptian rule. AcCordinqly, the 
Palestine currency was replaced by the Eqyptian pound. The Palestine pound 
was thus redeemed and ceased to be legal tender. The Palestine Currency Board 
was liauidated and its remainina assets were transferred to Barclays Bank, 
which beaan to serve as Crown Aaent for the Colonies and for any redemption of 
Palestine currency which would take place. 

B. Post-1967 situation: policies and practices 

1. A brief review of Israeli military qovernment orders 

83. A total of 122 military orders, issued from June 1967 UP to the beainnina 
of 1983, aovern banking and monetary activities in the West Bank and 
Gaza Strip. A number of these reflect attempts over the past two decades to 
modify earlier orders, thus creating a complex set of financial rules for the 
territories. The military authorities have been entrusted, via an "Examiner 
of Banks" ,~/ with power over bankinq and monetary operations, including the 
licensing of banks and fore ian exchange dealinqs, administerina bank assets 
and liabilities, closing and/or liquidating banks, establishinq the level of 
credit, interest rates, and liquidity, and determinina a wide ranae of other 
bankinq and monetary requlations.~/ These and other provisions of the 
military orders have either cancelled or amended Jordanian and Egyptian 
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financial laws and regulations in force in the territories up to June 1967. 
They have aradually subjected financial activities in the West Bank and 
Gaza Strip to the provisions stipulated under Israeli rules and reaulations. 
The annexation of East Jerusalem by Israel has placed the sector under the 
direct control of Israeli financial leaislation in force within the oost-1948 
boundaries of Israel. The authorities have, however, allowed money-changinq 
operations, which existed prior to 1967, to continue since the 
annexation.~1 On the whole, the major areas subjected to military orders 
can be classified under two main headinas, namely operation of banks and 
currency dealinqs. 

(al Operation of banks 

84. There were eiqht commercial banks operatina in the West Bank and three in 
Gaza Strip on the eve of Israeli occupation in June 1967. The total number of 
branches had by then reached 26 in the West Bank and 4 in the Gaza Strip 

I 

(see table 15). 

le 15 

Commercial banks and branch locations (May 1967) 

Name of bank Location of branches 

I - West Bank 
l. Arab Bank Nablus, Jerusalem, Hebron, Ramallah, 

Jenin, Tulkarm 
2. Ca i ro-Amma n Bank Nablus, Jerusalem, Hebron, Ramallah, 

Jenin 
3. Ottoman Bank Nablus, Jerusalem, Ramallah, Bethlehem 
4. Jordan National Bank Nablus, Jerusalem, Hebron 
5. Jordan Bank Nablus, Jenin, Jericho 
6. Arab Real Estate Bank Nablus, Jerusalem 
7. The British Bank of the Jerusalem 

Middle East 
8. Bank Intra Nablus, Jerusalem 

II - Gaza Strip 
l. Bank of Alexandria Gaza 
2. Arab Bank Gaza 
3. Bank of Palestine Gaza, Khan Younes 

Source: Interviews with officials in respective banks. 

85. The above-mentioned banks, especially those in the West Bank, rendered 
services of a relatively hiah standard and played an important role in 
developinq such sectors as trade, tourism, small-scale industries and certain 
forms of aaricultural ventures. In June 1967, the total assets of these 
branches in the West Bank alone are estimated to have been more than 
15 million Jordanian dinars (JD), accountinq for over one fifth of total 
assets of Jordan's commercial banking system, with deposits of about 
JD 14 million and credit of around JD 10 million 10 
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86. Followinq the occupation of the territories, all commercial banks and 
their branches, alonq with other financial institutions (e.q. the Aqricultural 
Credit Corporation and the Industrial Development Bank), were closed down by 
Israel, both in the West Bank and Gaza Strip.10l/ Their accounts were 
frozen, documents removed and cash transferred to the Central Bank of Israel 
as deposit accounts in the banks' names. The conversion to Israeli currency 
of the Jordanian dinar and Eqyptian pound was prohibited, only to be allowed 
at a later date. Jordanian State funds were added to the account of the 
military Government with the Central Bank of Israel. 102 / In fact, the role 
played by the Central Banks of Jordan and Eqypt UP to 1967 was taken over by 
the Bank of Israel. "Examiners of Banks" were appointed and entrusted with 
the power to issue bank licences, inspect and freeze accounts, determine 
maximum permissible levels of interest rates and methods of accumulation of 
funds, establish the minimum liauidity ratio and perform a number of other 
functions. 103/ 

87. For its part, the Jordanian Government formally declared the closure of 
the branches and froze their deposits and credit facilities, while retaininq 
their leqal/official existence in the West Bank. 104/ Subsequently, it 
allowed deposits to be withdrawn at a pace that did not undermine the 
liquidity of the Jordanian bankinq system itself. To make this possible, an 
estimated 3.4 million Jordanian dinars of the Central Bank were made available 
to supPOrt the bankinq system's ability to meet claims on deposits. By 
mid-1975 about 80 per cent of the pre-1967 deposits had been paid out, leavinq 
about JD 2 million outstandinq. On the asset side of the account, about 
30 per cent of outstandinq debts were collected, repayment heinq specially 
concentrated on those instances where the headquarters of the commercial banks 
held bills in Amman. No effort was made by the Jordanian authorities to 
enforce repayments of debts to the Industrial and Aqricultural Development 
Banks, which are public development finance institutions. 105/ The closure 
of banks in 1967 siqnalled the beqinninq of hardship for the economy of the 
territories until such time as the inhabitants could devise arranqements to 
accommodate the situation by satisfyinq their immediate minimum monetarY 
needs. As a result, the overall mobilization of savinqs and their optimal 
allocation within the economy beqan to encounter severe constraints. 

(b) Currency dealinqs 

88. Upon the closure of the Arab banks in the West Bank and Gaza Strip, 
Israeli currency was declared leqal tender in the territories. The Jordanian 
dinar was also allowed to continue to serve as leqal tender and circulate in 
the West Bank. Its conversion into Israeli pounds was allowed at rates 
officially established with the involvement of IMF and subsequently adjusted 
whenever chanqes in the international value of the two currencies warranted. 
This beqan to facilitate both the recovery of business activity within the 
West Bank and the restoration of trade across the Jordan River. 106/ The 
Eqvptian pound, however, was declared illeqal and qradually withdrawn from 
circulation, thus leavinq the Israeli pound as the only leqal tender in the 
Gaza Strip. Althouqh residents were allowed to continue holdinq Eqyptian 
pounds, the authorities encouraqed the conversion of these holdinqs into 
Israeli pounds at exchanqe rates established for different denominations of 
the Eqyptian currency. Any commitments made in Eqyptian pounds were 
considered to have been made in Israeli currency at conversion rates 
determined bv the international values of the currencies involved. 107/ 
Subsequently, in 1981, the Bank of Palestine was allowed to resume operations 
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and was accorded special status with respect to old deposits which were 
maintained in EQyptian pounds. 108 / However, it was not allowed to deal with 
any other currency except the Israeli shekel. As such, the Israeli currency 
continues to serve as the only official means of exchanqe, makina the Gaza 
Strip less independent than the West Bank. Nevertheless, both the Jordanian 
dinar and the Eqyptian pound do unofficially circulate in Gaza. 109/ 

89. In line with the general monetary policy of the Government of Israel, 
dealings in foreign exchange in the territories appear to have prompted the 
issuance of a large number of military orders. All transactions in foreiqn 
exchanqe, qold, and bonds can only be carried out with licensed dealers 
desiqnated to operate as individuals and/or institutions (i.e. banks).llO/ 
These regulations effectively replaced the Jordanian and Eqyptian foreign 
exchange requlations in force in the territories up to 1967. Accordinqly, 
money chanqers are not allowed to: transfer foreiqn exchanqe, includinq 
Jordanian dinars, outside the territories unless the foreign exchange was 
oriqinally brought in and declared and/or purchased in Israel; export or 
import Israeli pounds; undertake business transactions which would result in 
transfers of sums outside the territories and which establish a riqht to 
earninqs outside; make payments to or take receipts from outside the 
territories or transfers of riqht, and to intermediate in foreiqn transactions 
outside the territories. ll1/ HoweVer, residents of the territories since 
1985 have been allowed to bring Jordanian dinars over the bridqes from Jordan, 
with no limits on the amount, provided it is declared upon arrival 
Foreign exchanqe, includinq Jordanian dinars and Israeli pounds, illegally 
transported into the territories is liable to confiscation and transfer to the 
so-called "development fund" for the territories established by the military 
authorities. The amount of such foreiqn exchange thus transferred to the 
"fund" is not known, despite the fact that such confiscations have taken place 
from time to time when the monetary authorities have tiqhtened their control 
over the money chanqers. 113 / It is further stipulated that those who hold 
foreiqn exchanqe should eventually sell it. Delays in its sale will force the 
holder to a sale at the conversion rate set by the authorities. ll4 / 

90. In the Gaza Strip, residents are allowed to receive foreian exchange from 
outside, maintain foreign exchanqe accounts with banks (i.e. Israeli banks) or 
keep in their possession an amount of $3,000 per person. This can be obtained 
partly in cash ($500) and partly in cheaues and drafts and disposed of for 
travel, purchase of qoods and services, and transfer for various 
purposes.l1 5/ Israeli citizens are equally subject to these 
provisions. l16/ 

91. As a result of the POst-1967 developments, a monetary system based on a 
combination of Israeli and Jordanian currencies is effectively in operation in 
the occupied territories. The United States dollar is also in use alonq with 
the two currencies. There is no specific currency system belonqinq to the 
territories themselves, as was the case durinq and after the Mandate 
until 1967. The emerqence of the two currencies has been further strengthened 
by the territories' trading realities and the consumption/savinq/investment 
habits of their inhabitants. It now reflects the political and economic 
status of the territories thus closely bindinq them to the economies of both 
Israel and Jordan. It may be inferred that the circulation of the two 
currencies as legal tender in the territories carries with it the premium 
accruinq to the monetary authorities of the two countries, perhaps in return 
for the use of their currencies. 
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92. However, the continuous depreciation of the Israeli currency has led the 
inhabitants of the territories to resort increasinqly to the use of the 
Jordanian dinar, which has remained a stable currency. Moreover, stronq 
financial links have been maintained with Amman for various reasons which will 
be dealt with in the subsequent sections. The shift to dinars has further 
reduced dealinqs with branches of the Israeli banks established in the 
territories where bank deposits in dinars incur a commission instead of 
earninq interest 1 Parallel to the dinar, the United States dollar is 
also used as a unit of account and store of value in view of its relatively 
stable nature. 118! Coupled with the minimal use of the branches of Israeli 
banks, this practice has led to an accumulation of these currencies and 
increased hoardinq by the population of the territories. 

93. The Israeli currency is thus confined to meetinq part of the "transaction 
demand" for money and serves almost exclusively as a medium of exchanqe. 
However, the volume and velocity of the currency in circulation have been 
determined by the extent to which it has been used in transactions with or 
throuqh Israeli individuals and institutions. It is used as a medium of 
exchanqe for small daily transactions and is received in waqe payments by 
residents from the occupied territories workinq in Israel. The lack of 
confidence in the Israeli shekel resultinq from the fact that it is the 
currency of the occupyinq power has been particularly compounded by a series 
of devaluations startinq in 1974, the benefits of which could not be sustained 
in view of the successive declines in the shekel's international value 
followinq very hiqh (three-diqit) rates of inflation. AcCordinqly despite the 
closely structured links that have emerqed, since 1967, between the economy of 
the territories and that of Israel, the use of the latter's currency has not 
made much headway in servinq the basic functions of money in the territories. 

2. Israeli banks 

94. Shortly after the 
openinq of branches of 
to the Bank of Israel, 
banks in the West Bank 
as shown in table 16. 
number rises to 36. 

start of occupation, Israeli authorities permitted the 
Israeli banks in the occupied territories. Accordinq 
there were, at the end of 1984, 30 branches of Israeli 
(exc1udinq East Jerusalem) and Gaza Strip distributed 
If branches in East Jerusalem are also included, the 

95. However, a field survey of Israeli banks in the occupied territories 
(inc1udinq East Jerusalem) revealed that only 22 bank branches were servinq 
Palestinian towns in May 1986 (see table 17). This leads to the conclusion 
that 14 branches are located in major Israeli settlements where they 
exclusively serve Israeli settlers. It also explains why the branches servinq 
Arab towns are only rarely used by Israeli settlers. The distribution of 
branches indicates that each branch qeneral1y has a monopoly of bankinq 
business in its own town,119! except in Jerusalem and Ramallah. A review of 
the list further reveals that all banks in the territories are Israeli-owned, 
except Barclays. 
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Table 16 

Branches of Israeli and non-Arab Banks 
(end of 1984) 

Name of bank Number of branches 

Barclays Discount 1 
Israeli Discount 5 
United Mizrahi 4 
Bank Haooalim 4 
Bank Leumi Le-Israel 15 
Bank Ein Hai 1 

TOTAL 30 

Source: Examiner of Banks, Annual Statistics of Israel's Bankinq System, 
1980-1984, (Jerusalem, Bank of Israel, 1985), o. 35. 

! 

; 

Location 

l. West Bank 
Hebron 
Bethlehem 
Beit Jala 
Jerusalem 
Ramallah 
Jer icho 
Nablus 
Tulkarm 
Qalailia 
Jenin 

Sub-total 

2. Gaza Strio 

TOTAL 

Table 17 

Israeli banks in Arab towns 
(May 1986) 

Leumi Discount 

1 
1 
1 
2 2 
1 1 

1 
2 

1 
1 
1 

10 5 

3 1 

13 6 

Source: Field survey. 

BarclaysY Hapoalim 

1 1 

1 1 

1 

1 2 

a/ A corooration lointly owned by Barclays Bank of the United Kinqdom 
and Discount Bank of Israel. 
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(a) Resource base 

96. Branches of Israeli banks in the occupied territories derive their 
resources from funds deposited by the Government of Israel and by the qeneral 
public in the territories. They are not widely used by the Palestinian 
population. A review of the assets and liabilities of these branches, as 
pOrtrayed in table 18, does not reveal the exact monetary relations existinq 
between the branches operatinq in the territories and their headquarters in 
Israel. It equally does not distinquish between branches in Palestinian 
towns and those in Israeli settlements. 

97. From an operational point of view, however, the table indicates that 
the branches do not really act as financial intermediaries within the 
territories by acceptinq deposits and lendinq them to individuals and 
business institutions in the West Bank and Gaza Strip. Despite an increase 
in deposits, total credit extended by the Israeli banks to the public 
declined from its low level of 1.27 per cent of GDP of the territories 
reqistered in 1977. In 1984, total credit extended to the public amounted 
to only 8 per cent of total assets and as little as 10.7 per cent of 
deposits. The percentaqes had therefore steadily declined from their 
already low levels of 18.1 and 23.8 per cent, respectively, in 1977 (see 
table 19). The low and declininq level of these fiqures contrasts 
sharply with the realities of the situation in the territories, where the 
financial needs of the productive sectors of the economy are far from 
havinq been met. 

98. Credit to the public from qovernment-earmarked deposits has almost 
come to an end. Its share in total credit declined from 43.4 per cent in 1977 
to only 1.8 per cent in 1984. On the other hand, balances with branches in 
Israel have maintained their hiqh level in proportion to total deposits and 
assets. In 1984, these balances amounted to over 80 per cent of total 
deposits and 60 per cent of total assets. It can therefore be inferred that 
instead of contributinq to the financial intermediation process in the 
West Bank and the Gaza Strip, the branches of Israeli banks channel funds out 
of the territories for investment in Israel itself. Coupled with sizeable 
payments by the territories to settle the qrowinq trade deficit with Israel, 
this places at the disposal of Israeli money and commercial markets a 
siqnificant portion of the foreiqn exchanqe which enters the territories in 
the form of remittances and support payments. 120/ This may be one of the 
reasons for the relatively low level of deposits kept by Palestinians in these 
branches. 



Table 18 

liabilities of Israeli banks' branches in the West Bank and the Gaza 
--~~~~~~--~ 

(Millions of current shekels) 

r~~ 

1977 1978 L::- 1980 1981 1982 1983 1984 

~~~~ ~-

ASSETS 

Coins and banknotes 2.6 7.8 10.0 31. 0 ~ 75.7 137.1 676.3 3,526.2 
Balances with branches in Israel 32.0 51.3 95.1 262.7 620.1 1,489.6 3,644.0 26,429.0 
Total credit to the public 9.2 14.1 18.0 34.7 54.3 227.7 699.1 3,525.8 
From government-earmarked 

(9.9)\ (4.0) ( 6.0 ) (6.6) 

I 
(4.7 (3.2) (13.8) (66.2) 

Other ( 5.2) (8.1) ( 11. 4 ) (30.0 (51. 1) (217.8) (685.3) (3,459.6) 
Guarantees and other assets 7.0 10.1 22.0 

I 
41.6 132.8 303.8 1,394.0 18,554.2 

Total assets 5' .8 I 83.5 145.1 370.0 882.9 2,158.2 6,403.4 44,035.2 

Liabilities 

Total of the public 38.6 65.8 116.2 314.6 724.6 1,797.2 4,987.4 32,826.8 
In Israeli currency (34.1) (49.2) (63.9) (127.7 (213.3) (527.3) (1,130.0) (6,798.3) 
In foreign currency (4.5) (16.6) (52.3) (186.9 (511.3) (1,269.9) (3,857.4) (26,028.5) 

Government-earmarked deposits 3.7 5.4 5.6 5.1 3.2 9.9 13 .6 66.2 
Guarantees and other liabilities 8.5 12.1 23.2 50.4 155.0 351.0 1,402.4 

.~ 
Total liabilities 50.8 83.5 145.0 370.1 882.8 2,158.2 6,403.4 44,035.2 

Sources: 

(1) Raphael Meron, Economic in Judea-Samaria and the Gaza District, 1970-1980 (Jerusalem, Bank of 
Israel, 1983), table 

(2) Dan Zakai, Economic in Judea-Samaria and Gaza District 1983-1984 (Jerusalem, Bank of Israel, 
1986), table 3D, p. 

a/ 



Year 

1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
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Table 19 

Ratio of credit to GDP, bank assets and deposits 
1977-1984 

Credit to the public As per cent As per cent 
(millions of current of GDP of bank assets 
shekels) 

9.2 1.27 18.1 
14.1 1.12 16.8 
18.0 0.84 12.4 
34.7 0.63 9.4 
54.3 0.48 6.1 

227.7 0.89 10.5 
699.1 1.11 10.9 

3,525.8 1.10 8.0 

As per cent 
of deposits 

23.8 
21.4 
15.5 
11.0 

7.5 
12.6 
14.0 
10.7 

Source: Computed from table 18. Fioures on GDP are obtalned from 
Israel, Central Bureau of Statistics, Judea, Samaria and Gaza Area Statistics 
(Jerusalem, C.B.S., 1985), volume XV, Nos. 1 and 2, tables 2 and 9, Pp. 164 
and 171, and 68 and 75, respectively. 

(b) Scope of services 

99. Despite their shortcominos, the branches of Israeli banks in the occupied 
territories are responsible for a number of functions which are considered 
vital to economic activity in the territories, aiven the absence of indiqenous 
bankino and financial institutions. 

(i) Deposit accounts 

100. The inhabitants of the territories can maintain deposit accounts in these 
branches in both Israeli and foreian currencies. In 1984, total deposits 
accounted for 74.5 per cent of all liabilities. While total deposits show a 
cumulative annual averaae increase of 5 per cent in constant prices durina the 
period 1980-1984, they remain low in terms of aross national product and/or 
oross disposable private income (see table 20). In 1984, total deposits 
amounted to only 7.S per cent of national income, as aoainst 29 per cent 
in 1966. 121/ Despite a steady arowth of deposits in terms of GDP, the 
level of deposits in Israeli currency has followed a declininq trend. 
In 1984, deposits in Israeli currency amounted to 20.7 per cent of total 
deposits of the public, as aoainst 88.3 per cent in 1977. 

101. The rapid decline and the present low level of deposits in Israeli 
currency is a manifestation of the continuino and substantial depreciation of 
its value vis-a-vis the relatively stable currencies, e,specially the Jordanian 
dinar. Palestinians in the territories have tried to shield themselves from 
the effects of accelerated rates of Israeli inflation by minimizino their 
holdinos of and transactions in Israeli currency. Moreover, lack of 
confidence in Israeli banks, coupled with political instability and preference 
for the bankinq system in Amman, are further reasons for the low level of 
deposits in Israeli currency. In addition to holdinos in Jordanian dinars, 
various types of commercial transactions, salaries and other oblioations are 
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calculated and even paid in dinars Accordinaly, bank deposits in 
Israeli currency are maintained to the extent that is needed for the 
settlement of transactions concluded with or throuoh Israel. 123/ As may be 
expected, cash is deposited in accounts only a short while (usually one day) 
before a cheque is to be honoured. The use of cheques between Palestinian and 
Israeli businessmen and at times between Palestinian residents themselves has 
come to facilitate commercial transactions. Such deposits are much more 
important for the inhabitants of the Gaza Strip, who have few links with 
Jordan and where the only currency in circulation is that of Israel. 124/ 

Table 20 

Bank deposits in relation to main economic aoareaates 
1978-1984 

I Year Deoosits (millions As % of I As % of As % of aross private 
of current shekels) GDP GNP income from all sources 

1977 22.5 3.1 2.3 2.3 
1978 65.8 5.3 3.9 3.9 
1979 116.2 5.5 3.9 3.8 
1980 314.6 5.7 4.2 4.2 
1981 724.6 6.5 4.6 4.5 
1982 1,797.0 7.1 4.9 4.9 
1983 5,235.1 8.4 £/ 5.6 5.8 
1984 34,180.5 a/ 10.7 7.5 7.9 -

Sources: Computed from Israel Central Bureau of Statistics, 
Judea-Samaria and Gaza Area Statistics (Jerusalem, CBS., 1985), vol. XV, 
Nos. 1 and 2, PP. 164 and 171, and 68 and 75, respectively, and from 
(1) Raphael Meron, Economic Development in Judea-Samaria and the Gaza 
District, 1970-1980 (Jerusalem, Bank of Israel, 1983), table VI-5, P. 66, and 
(2) Dan Zakai, Economic Development in Judea-Samaria and Gaza District, 
1983-1984 (Jerusalem, Bank of Israel, 1986), table 30, P. 71. 

~/ Includes IS 247.7 million and IS 1,353.7 million of deposits with 
the Bank of Palestine for 1983 and 1984, respectively. 

£I In 1983, bank deposits amounted to 50 per cent of GDP in Eoypt, 
74 per cent in Jordan, 20 per cent in the Syrian Arab Republic and 26 per cent 
in Yemen; computed from ESCWA, "Review of fiscal and monetary issues and 
developments in the ECWA reoion, 1984" (E/ECWA/DPD/85/9), 30 July 1985, 
tahle 7, PP. 40-41, Handbook of International Trade and Development 
Statistics, SupPlement 1985, (United Nations publication, Sales 
No. E/F.85.II.D.12), PP. 435-442. 

102. Maintainina deposits in Israeli currency is also claimed to help in 
settlina various direct and indirect taxes, an obli~ation which involves the 
hulk of businessmen and commercial institutions. All such payments are 
effected in Israeli currency, althouqh assessments are usually made in 
Jordanian dinars. Convertinq dinars into Israeli shekels at the market rate 
of exchan~e has enabled dinar holders to earn around 5-15 per cent more in 
shekels. Payments to the Government, on the other hand, are made accord ina to 
the official exchanqe rate of the dinar to the shekel. 



- 44 -

103. A major form of deposits in Israeli currency consists of the savinQs 
schemes available to the public. While some of these schemes are attractive 
enouah to draw customers on purely business qrounds, all banks in the occupied 
territories require those in need of credit facilities to open such accounts 
and reqularly deposit funds in them as a precondition for receivinq overdraft 
facilities. This is viewed by banks as a form of collateral on all credit 
facilities extended to clients. In addition, a new measure whiCh discouraqes 
deposits is a 3 per cent charae on withdrawals 

104. As a result of the limited use made of the Israeli currency, the bulk of 
transactions in the territories are carried out in Jordanian dinars kept 
either in cash or in hanks larqely outside the territories and made available 
throuah the services of money chanaers. Bank deposits in foreiqn currencies 
have also increased in the territories, presumably consistinq almost entirely 
of deposits in Jordanian dinars. Such deposits are accepted by the branches 
of Israeli banks in the occupied territories only for safe-keepinq purposes, 
with the depositor incurrina a charqe. Recipient banks charqe depositors a 
fee of 0.25 per cent on all dinar deposits. This appears to cover the 
administrative cost involved since 100 per cent liquidity is maintained for 
these dinar accounts and this prevents banks from earninq income on them. 
Cheques can be drawn on these deposits, but the deposits themselves are not 
transferable amonq the banks. 

105. Some dinars are, however, also exchanQed for Israeli currency and thus 
serve as a useful source of hard currency for Israel. It is arqued that in 
this sort of situation there is always the possibility that the economic or 
political situation miQht chanQe so that the dinars miQht create a claim on 
Jordanian reserves, which would no doubt force the Jordanian monetary 
authorities to place restrictions on convertibility.126/ 

106. Despite the fee on dinar deposits and the deep political uncertainty 
sur round ina the future of the territories, a number of residents have resorted 
to these banks for safe-keepinq of their surplus dinars. Around 80 per cent 
of all bank deposits of the qeneral public in 1984 were in foreiqn currencies, 
includinq Jordanian dinars, as aqainst 12 per cent in 1977. The flow of 
Jordanian dinars into the branches of Israeli banks is precipitated by several 
factors. In the first place, the increase in bank deposits is due to the 
scarcity of lucrative investment opportunities open to residents hold ina small 
amounts of dinars. Coupled with the deterioratinq state of the economy, this 
has reinforced reticence with reQard to either startinq new businesses or 
subscribina to existina ones. The inhabitants have, therefore, been 
confronted with the choice of either placina their excess dinars in branches 
of Israeli banks in the territories or channelling them to banks in Jordan. 
While the bulk of the dinars is handled by the money chanaers and partly 
deposited in Jordanian banks, inhabitants have found it practical also to 
place some of their dinars in branches of Israeli banks operatina in the 
territories to meet their day-to-day needs. 

107. Despite the above developments, the overall volume of depOSits, both in 
Israeli and Jordanian currencies, held in branches of Israeli banks remains 
low in relation to various economic indicators in the territories. 



- 45 -

(ii) Credit facilities 

108. Israeli bank branches aenerally follow the traditional bankinq practice 
of safety and liquidity, owina to the lack of an oraanized money market 
coupled with the deterioratina economic situation and the cash habits of the 
inhabitants. The banks, therefore, extend short-term loans of UP to one year 
for commercial purposes and partly as operatina capital for aqriculture and 
industry. Loans exceed ina a certain limit are only extended upon the appro~al 
of the military qo~ernment and are auaranteed by the Israeli Go~ernment. 

109. Go~ernment quarantees for commercial bank loans to residents of the 
territories were intended to co~er the entire amount of loans which ao unpaid 
for political reasons and UP to 90 per cent of those unpaid for financial 
reasons. In practice, howe~er, they will only co~er up to a maximum of 
50 per cent of the combined total of the latter. The military qo~ernment 
viewed the auarantees as a partial substitute for the underdeveloped bankinq 
system in the territories. It was further araued that an infusion of Israeli 
funds was expected to help stem the economic slowdown that had hit the 
territories in the late 19705 and early 1980s.l 27/ The rate of interest on 
loans so extended is neaotiated on a case-by-case basis. Early in 1986, 
interest charaed on loans over $50,000 was about 11-12 per cent. In addition, 
a collateral, alonq with auarantees by three accredited merchants, was also 
required. 

110. There are no specialized financial institutions aeared to meet the 
medium-term and/or lona-term financial needs in aariculture, industry and 
housinq. Scarcity of equity and workina capital has been a limitina factor, 
especially in aariculture and industry. The problem has been further 
complicated by risinq inflation and the uncertainty of the investment climate. 

111. On the whole, two main types of credit facilities are offered by branches 
of Israeli banks, namely loans and overdrafts. Advancinq loans to borrowers 
in aariculture and industry was promoted on a fairly larae scale in the early 
years of occupation. Funds for this purpose were appropriated bv the military 
aovernment from earmarked deposits and were administered by banks in 
co-operation with local military authorities, as stated above. This was the 
main reason why many potential borrowers were openly suspicious of these loans, 
which they concei~ed as tools used in achievinq certain political aoals, and 
no more than half of the funds earmarked for this purpose was actually 
dispensed to borrowers. At present, this source of funds for the branches of 
Israeli banks in the territories has almost dried UP, as noted earlier. Since 
the chanae in Government in 1977, the loan proqramme has lost its sianificance. 
The rapid deterioration of the Israeli economy itself, durinq the early 1980s, 
provided further justification for the Government's new policy. 

112. The second and by far the more common form of credit comprises overdraft 
facilities. Under this arranaement, as banks do not use ao~ernment-earmarked 
funds, they are free to exercise their own discretion without havina to 
consult with the military authorities. The rate of interest charaed, in 
May 1986, on overdraft accounts ranaed between 39 and 50 per cent per annum 
calculated on the actual duration of the use of the funds. In addition, a fee 
of 8 per cent is charaed on the entire value of the overdraft facility. 
Security requirements consist mainly of mortaaqinq funds deposited by clients 
into their savina accounts. This form of security has the obvious advantaae 
of enablina banks to avail themselves of sizeable amounts of time deposits by 
incorporatina them into their own investment portfolios. 
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113. An overall evaluation of the role of the branches of Israeli banks, as 
lending institutions in the territories, reveals the followinq : 

(a) Israeli banks have increasingly refrained from advancinq term loans 
to entrepreneurs operating in directly productive areas such as aqriculture, 
industry and housing. They have, however, played a modest role in some 
service areas, mainly involving firms that operate public transport 
facilities. Loans in these cases have been extended on attractive terms with 
respect to both the rate of interest and collaterals; 

(b) Lending from government-earmarked funds is viewed by Israeli 
authorities as more of a favour than a purely banking service. Borrowers have 
been granted loans either for political reasons or because of the nature of 
their business, such as public transport. The vast majority of eligible 
borrowers are either unable or not willing to apply for such loans. Moreover, 
the sources of funds for this type of loans have almost dried up; 

(c) Branches of Israeli banks have managed to play a role in the 
external trade sector by advancing overdraft facilities to eligible 
businessmen on purely business grounds. However, clients interviewed claim 
that the said service is handled inefficiently and at high cost; and 

(d) Althouqh Palestinian borrowers may experience difficulties in loan 
repayments, banks can in such instances resort to the Israeli military 
authority for compensation against bad debts which carry government guarantees. 

(ii) Letters of credit 

114. Branches of Israeli banks perform the important function of issuing 
letters of credit to Palestinian importers. Since the occupied territories 
procure a sizeable share of their imports from Israel (amountinq to 
90 per cent in 1984), the volume of imports from the rest of the world is 
noticeably small. Consequently, the role of Israeli banks in facilitatinq 
international trade on behalf of Palestinian businessmen is correspondingly 
marqinal. Nevertheless, that function is crucial to the small number of 
businesses involved in international trade. This is particularly important as 
no alternative facility to cater for such a service is available. 

115. Openinq of letters of credit is hampered more by constraints arisinq from 
Qovernment regulations than by the banks themselves. Procuring of needed 
licenses from the Department of Trade and Industry may impede speedy processinq 
of documents by banks and cause problems for Palestinian merchants. Israeli 
banks charqe a commission of 0.5-1.5 per cent on Qoods imported as a fee for 
providinQ the necessary services. This is not viewed as an exorbitant rate by 
most importers. Nevertheless, Palestinian merchants state that the branches of 
Israeli banks provide a poor service in arranQinQ the finance of international 
trade. They quote the banks' failure to arranqe proper documents, delays which 
lead to demurra~e costs and inefficient service in operatinQ accounts. 1281 

( i v ) ~I_s_s_u_--,---=-__ -,-....;....;,-,-

116. Branches of Israeli banks issue several forms of guarantees on behalf of 
Palestinian businessmen and in faVOUr of other firms or official bodies. 
Guarantees differ markedly in their covera~e of financial commitments and 
hence in the commission charqed aoainst each. The "formal" ~uarantee is the 
least risky and is usually issued in assurance of a client's observance to an 
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aareed undertakina. For example, the Jordan Veaetable Oil Company (in Nablus) 
aarees with a supplier to re-export a certain amount of all the ahee it 
processes from the crude oil imported across the bridaes. The commission 
charaed by banks on such a auarantee amounts to 1.5 per cent. 

117. A second form, described as "implementation quarantee", is usually 
requested by construction firms in connection with projects. Firms undertake 
to honour the terms of a contract they siqn with a third party for the 
implementation of parts of such projects. The commission in this case aoes up 
to 4 per cent. 

118. "Financial guarantees" requested by Palestinian businesses in favour of 
others in the occupied territories or Israel is the most common type of 
auarantee, bear ina in mind the larae volume of trade which is currently beinq 
exchanaed between Palestinian and Israeli firms. The commission on this type 
of auarantee amounts to approximately 7 per cent, which is about three times 
hiaher than the prevail ina rates for similar transactions in Jordan and Israel. 
Bank officials araue that on this type of service they encounter an unusuallY 
hiah risk arisina from the extraordinary political and economic setting which 
aoverns trade relations between Israel and the occupied territories. 

(v) Other services 

119. Branches of Israeli banks also offer other services which may facilitate 
business transactions, without necessarily bearina on their role as 
intermediaries between depositors and borrowers. They act as payment conduits 
between tax payers and the qovernment. Furthermore, the Government resorts to 
these branches to pay salaries and pension dues to most of its employees in 
the territories, as well as to Palestinians work ina in Israel, thouqh some 
recipients prefer to receive their payments throuqh post offices. 

120. The role of banks in handlinq shares offered in the stock exchanqe is 
common in Israel, and branches of Israeli banks in the territories have, at 
times, attempted to promote this form of trade within the Palestinian business 
community. After a brief boom in the late 1970s, tradina in stocks suffered 
from the severe monetary instability in Israel until it almost totally 
collapsed after the stock exchanae crises in Israel in 1983. 

121. Althouah each branch enjoys a monopoly bankina business in its own 
locality, its profitabilitv remains uncertain. Some Israeli sources claim 
losses or low profitability and draw attention to the closure of several 
branches durina the past 10 years for these reasons. Some complaints of low 
profitability are understandable due to the fact that on the whole the 
branches have not been able to attract deposits on a larqe scale and due to 
their failure to carry out financial intermediation by makinq loans to 
borrowers in the territories. 129/ However, some local Palestinian sources 
assert that not only are these branches profitable, but some of them are more 
profitable than their counterparts in Israel itself. The claim is based on 
the fact that the branches operate in a hiqhly favourable situation where they 
have enjoyed complete monopoly of operation. In particul~r, they have manaaed 
to siphon sizeable amounts of funds from deposits in the territories for use 
in Israel. In any case, the Israeli authorities have used the Israeli 
branches' lack of profitability as an arqument aaainst permittinq Palestinians 
to operate banks, reasonina that the latter would also be unprofitable. 130 / 
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(cl Overall assessment 

122. Branches of Israeli banks have failed to restore the pre-1967 level of 
bankino operations, both in terms of scope and volume. In particular, they 
have not been able to play the conventional and fundamental role of servinq as 
intermediaries between depositors and borrowers which is essential for 
mobilizino local financial resources and channellinq them to investment 
opportunities in the territories. Amonq the reasons for this are the economic 
and political uncertainty associated with military occupation, oolitical 
objections to co-operatinq with the occuoyinq power, the inhabitants' 
preference for the healthier and more stable Jordanian currency as aqainst 
that of Israel, hiqh interest rates, and the uncommitted attitude of the 
Israeli banks with reqard to servinq the interest of the territories. 131/ 
While the banks have taken advantaoe of the prevailinq situation in the 
territories, owinq to their monooolistic oosition, and attracted some 
deposits, the bulk of these deoosits is channelled to Israel. As a result, 
their role as a source of credit to the Palestinian borrowers remains hiqhly 
insiqnificant. Aoart from some of the common bankinq services such as 
overdraft facilities, letters of credit and bank quarantees, the Israeli 
banks' role in promotinq economic qrowth and development in the territories 
has indeed remained minimal. 

(d) Other financial ventures 

123. Insurance constitutes another imoortant cateqory of financial ooerations 
undertaken by Israeli institutions. Insurance services are rendered on an 
extensive scale by a larqe number of enterprises ooeratinq in all towns. A 
town of about 20,000 inhabitants is often served by 4-8 insurance offices. 
They are mainly involved in car insurance, which is reoorted to account for 
80-85 per cent of all insurance business. Other forms of insurance include 
fire, theft, work accidents and medical insurance. 

124. Most insurance enterorises ooeratinq in the territories are merely 
aqencies for Israeli firms. There is only one Palestinian insurance company, 
namely the Arab Insurance Establishment (AlE) (see Section 3 (c) below). 
Insurance services orovided by Israeli enterprises do not adequately meet 
local needs. Contracts are issued in Hebrew which is not understood by the 
vast majority of local clients. In case of accidents, the insured is often 
handicapoed by the intricate leqal details. Premium rates are noticeably 
hiqh, eSPecially on cars. A third oarty car insurance oolicy costs 
around $210, which is 3-4 times hiqher than in Jordan~ 

125. Based on a detailed distribution of vehicles accordinq to tyoe and 
insurance rates, premium dues on all vehicles in the West Bank and Gaza Strip 
are estimated at more than $24 million annually. Premiums on other forms of 
insurance are estimated at about $3 million per annum. Israeli affiliated 
insurance businesses transmit all premiums to the account of their main 
enterorises in Israel. No part of the oremiums so collected is invested in 
the territories themselves. Similarly, none of the deposits of AlE kept in 
branches of Israeli banks in the territories are invested locally. 
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3. Arab financial institutions and practices 

(a) Jordanian bankinq policy and operation 

126. As noted earlier, while all banks and other financial institutions were 
closed down by the Israeli authorities in 1967, the Jordanian authorities 
decided to retain, in the West Bank, the physical presence of all branches of 
the Amman-based commercial banks. The purpose was not only to protect their 
leqal status but to facilitate some post-occupation contacts between the 
inhabitants of the territories and the East Rank with respect to withdrawal of 
deposits and maintaininq trade and other traditional links. In practice, this 
meant orderinq all branches of Amman-based banks not to terminate the services 
of their staff, to pay their salaries and to maintain formal contacts with 
them as much as needed. Some branches were asked by their head offices in 
Amman to open their offices periodically in order to answer questions and 
process incominq and outqoinq correspondence. Furthermore, West Bank offices 
were also actively enqaqed in facilitatinq the collection of outstandinq loans 
which became due after the occupation. The rent for the premises of these 
branches is paid from Arab banks' funds which were initially confiscated by 
Israel in June 1967. 

127. In a further move aimed at "supPOrtinq steadfastness of the people in the 
territories", the Jordanian authorities have also allowed some of the 
Jordanian SPecialized credit institutions (namely the Housinq Bank and the 
Industrial Development Bank) to manaqe some funds of the Jordanian-Palestinian 
Joint Committee and encouraqed the Arab Bank and the Towns and Villaqes 
Development Bank to extend their services to the inhabitants of the West Bank 
to the extent possible. 

128. After the closure of banks in the West Bank, no significant chanqe took 
place in their leqal and functional status until 1986, except for the qradual 
evolution of services performed by the Arab Bank branch in Nablus, West Bank. 
This branch has been operational on a reqular daily basis. It has, in effect, 
started to perform certain types of bankinq services. Most importantly, it 
has been activelY enqaqed in openinq new accounts, but in its sister branches 
in Amman. It is claimed that there has been a steady flow of deposits from 
the occupied territories to commercial banks in Amman on a sizeable scale of 
about $3-6 million per month, much of it throuqh the Arab Bank. It is noted 
that the Nablus branch of the Arab Bank still refrains from advancinq any form 
of loans or credit facilities to inhabitants in the West Bank, in compliance 
with Israeli orders. 

129. Commercial banks in Jordan generally do not provide any form of credit to 
Palestinians residinq in the West Bank and the Gaza Strip, except if the 
businesses they fund are located outside these occupied territories. However, 
should any loan be considered, commercial banks demand full-fledqed quarantees 
which are all traceable in Jordan (e.q. estate mortqaqe on real estate located 
in Jordan or siqnatures from 2-3 accredited quarantors). Only very few 
residents in the West Bank and Gaza can meet the needed security requirements. 

130. The financial implications of the present modus operandi of the Arab Bank 
branch in Nablus are obviously siqnificant, both for clients and for the Bank 
itself. On the one hand, the bank is now performinq the badly needed function 
of providinq a safe and reasonably remunerative means of attractinq savinqs, 
qiven the marked unattractiveness of the limited alternatives available to 
Palestinians in the territories. On the other hand, the bank has found itself 
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unable to play the other intermediary function of providinq credit facilities 
to borrowers in the occupied territories and invests deposits outside the 
territories where rates of return are deemed considerably more attractive. 

131. Nevertheless, the Arab Bank has been involved in extendinq lonq-term 
loans to municipalities in the West Bank since 1971. The total volume of the 
loans, which have been quaranteed by the Jordanian Government and were 
extended to 22 municipalities in the West Bank durinq the period 1971-1979, 
has amounted to JD 2.2 million coverinq 39 development projects for 
electricity, water, schools, roads and drainaqe purooses.132/ 

132. The Towns and Villaqes Development Bank has also been extendinq lonq-term 
loans to municioal councils for completion of development projects since the 
occupation of the territories in 1967. As a qovernment bank, its loans, 
carryinq low interest of 5.5 per cent, have been quaranteed by the Government. 
Since 1978, government quarantee of loans was made conditional uoon 
co-ordination between the Bank and the municipalities throuqh the Ministry of 
Occupied Territories Affairs in Amman. Total loans extended to municipalities 
UP to the end of 1984 amounted to JD 609,000, coverinq 18 development 
projects. 133 / 

133. The Housing Bank has also been enqaqed, as per an aqreement with the 
Jordanian-Palestinian Joint Committee in 1981, in extendinq loans to West Bank 
residents for housinq construction and repair. The loans have been extended 
for a period of 15 to 20 years with a 1-2 year qrace period secured with the 
guarantee of a merchant or an employer in the East Bank. A total of 
2,150 loans amountinq to JD 13.8 million were extended durinq the period 
1981-1985. 134/ The resources have been provided by the Joint Committee 
throuqh the Central Bank of Jordan in support of steadfastness. 

134. The Industrial Bank is not engaged in extending loans to West Bank 
residents, mainly due to the difficulty of appraisinq loans, monitorinq their 
use and recoverinq them. However, it has lent money for West Bank projects 
usinq funds placed with it by the Jordanian authorities. 135/ 

135. While the above-mentioned Jordanian bankinq institutions have been able 
to provide limited services to the inhabitants of the West Bank, the financial 
and bankinq needs of the territories' economy are far from covered. The 
situation is much more precarious in the Gaza Strip, despite the re-openinq of 
the Bank of Palestine in 1981. 

(b) The experience of the Bank of Palestine 

136. Prior to 1967, branches of Arab banks were operatinq in the Gaza Strip 
with limited services mainly focused on the financinq of trade. There was 
little willinqness to take on risk and engaqe in the financinq of aqricultural 
and industrial development projects. 136/ 

137. The Bank of Palestine was established in June 1960 with an authorized 
capital of 500,000 Egyptian pounds (LE). The need to establish a locally based 
and owned bank arose, in part, from the fact that there were only 2 branches 
of foreign banks in the Gaza Strip serving 380,800 people, as aqainst 8 banks 
with 31 branches in the West Bank serving 850,000 residents. The two branches 
were owned and operated by Jordanian and Eqyptian banks, namely the Arab Bank 
and Bank of Alexandria respectively. The activities of a third bank, AI-Umma, 
were practically frozen, and the bank was in the process of liquidation. 
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138. The Bank of Palestine commenced operation in 1961 with an actual paid-Up 
capital of only LE 150,590. By the end of 1966, it had opened two branches, 
one in Gaza and another in Khan Yunis. A third branch was due to open in 
June 1967 in Rafah after the completion of its buildinq. Followinq the 
occupation of the Gaza Strip in 1967, the buildinq was taken over by a branch 
of the Israeli bank, Hapoalim Bank. 

139. The Bank of Palestine had manaqed to expand its business until the 
Israeli occupation. Its services were centred on short-term financinq 
operations coverinq trade and other services. No funds were made available 
for medium-term and lona-term investments in industry, housinq or 
aariculture. The total size of loans extended remained limited, amountinq to 
LE 0.6 million by the end of 1966. Deposits stood at LE 2.5 million, as 
aqainst a total equity capital (includinq reserves) of nearly LE 487,700. The 
reasons for the Bank's modest performance seem to have stemmed from the 
competition with well-established banks (Arab Bank and Bank of Alexandria) and 
from the escalatinq political uncertainty and confrontation with Israel. 
Nevertheless, durinq the period 1961-June 1967, the Bank was able to provide 
credit facilities in support of foreiqn trade activities in the Gaza Strip, 
particularly for the export of citrus fruits and its financinq. By June 1967, 
the paid-up capital of the Bank had renched LE 343,000. The Bank appeared to 
be makinq steady proqress and could have been of qreater service to the Gazan 
economy had it not been for its closure by the Israeli occupation 
authorities. 137 ! 

(i) Post-occupation developments 

140. In compliance with Military Order No. 18, which was issued within one day 
of the Israeli occupation in June 1967, the Bank of Palestine was ordered to 
close down and cease all its local and foreiqn operations. Cash assets of 
nearly LE 100,000 were confiscated from the safe of the main branch in Gaza. 
Ten years later, and in view of the mount ina need for normal bankinq services, 
the manaqement of the Bank of Palestine beqan negotiations with the Israeli 
authorities in an attempt to re-OPen the Bank. 

141. After lona neqotiations, an aqreement was reached with the Bank of Israel 
on the re-openinq, only to meet the objection of the Ministry of Defence which 
considered the name of the bank provocative and a security hazard. It was not 
until the intervention of the Supreme Court of Israel that the issue was 
settled and bank was allowed to carry the name it had prior to 
occupation. While the Permission qranted was independent of Israeli 
bankinq leqislation, in practice the bank has been subject to full supervision 
and control by the Bank of Israel throuah the "Examiner of Banksn, as is the 
caSe with all Israeli banks. In addition, the Bank has been in a 
disadvantaqeous position as its activities are liable to scrutiny under the 
strict control of the local military administration. 

142. Essentially, the aqreement permitted the Bank of Palestine to render 
"normal bankinq services" from its headquarters in Gaza City, with a 
commitment also to subsequently consider the openinq of branches in the future 
in Khan Yunis and Rafah. DesPite repeated requests, none has been permitted 
so far. Althouah the Israeli military authorities in Gaza did "in principle" 
approve in June 1986 the openinq of the first branch of the Bank of Palestine 
in Khan Yunis, the final approval of the Bank of Israel is still pendinq. The 
decision to open the branch was described as "a aesture of flexibility to 
raise the quality of life in the territories n • 139! The branch will 
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benefit 100,000 residents of Khan Yunis who in the past year have had to make 
a round trip of 45 kilometers to Gaza City to deal with the Headquarters of 
the Bank of Palestine. The Israeli Bank Leumi closed its branch in Khan 
Yunis, allegedly after failure to make a profit. 140 / 

143. While the Bank's statements of accounts (balance sheet and profit and 
loss) are presented in Egyptian pounds, all its dealings are conducted in 
Israeli shekels. Moreover, customers' loan repaYments are indexed to the 
US dollar. The Bank has been allowed to continue maintaining its pre-1967 
accounts in Eqyptian pounds. However, transactions with these accounts, 
including withdrawals, can only be carried out in Israeli shekels. An appeal 
to allow it to deal in foreign exchange, like the branches of Israeli banks, 
has not been acted upon by the Israeli authorities for the last four years. 
The bank is not permitted to release its financial reports before these are 
scrutinized and approved by the Examiner of Banks, who has assumed full 
responsibility, as the app:linted staff of the military government, for the 
supervision of this and other banks in the territories. 

144. Apparently, the inability of the bank to act as an "authorized dealer" in 
foreign exchange, including Jordanian dinars, has been a major constraint 
adversely affecting the direction and size of its operations and preventing it 
from effectively contributing to the growth and development of the local 
economy, especially in the context of the significance of trade between the 
Gaza Strip, Jordan and other countries. 

(ii) Appraisal of progress 

145. The opening of the Bank of Palestine's main office in Gaza City in 1981 
coincided with a worsening of economic conditions in both the Gaza Strip and 
Israel. Inflation was surging at unprecedentedly high rates. The exchange 
value of the Israeli shekel against other currencies (especial the dinar and 
the dollar) was sharply depreciating, wi th rronetary and fiscal po licies unable 
to check its further deterioration. Amidst these unfavourable developments, 
the bank has continued its fight for survival. However, the nature and volume 
of its operations remain noticeably modest. 

146. An analys is of the balance sheet (table 21) reveals that total assets at 
the end of 1984 were LE 4.68 million, of which there were LE 1.7 million in 
loans and discounted bills, and LE 2.25 million in cash. Equity capital 
amounted to LE 1.25 million, of which LE 0.5 million was in share capital. 
TOtal deposits and client accounts amounted to LE 3.23 million, 4 per cent 
higher than the previous year. The number of shareholders at the end of 1984 
was 1,150 persons. The ratio of credit to total deposits was low, resulting in 
a high liquidity ratio ccrnpared to commercial banking standards prevailing in 
Jordan (i.e. 70 per cent as against 30-40 per cent). 

147. The limited volume of business handled by the Bank of Palestine is 
manifested in the noticeably narrow range of services it offers. Its 
inability to deal in foreign exchange has made it difficult to attract a 
substantial volume of deposits, especially as depositors are able to earn far 
more attractive real rates of interest in Jordanian, foreign and even Israeli 
banks. Suspicion sur rounding the real intention of Israeli author i ties 
regarding the future of the Bank has fur ther discouraged dep:lsi tor s. In an 
effort to promote deposits, the Bank's managernent agreed reluctantly to index 
time deposits to the United States nollar, but it then offered an interest 
rate of about 5 per cent, which is generally consinered unattractive given the 
relatively higher rates of return available on other options. 



Table 21 

Bank of Palestine - balance sheet 

I 1961 1966 1978 1979 1980 
I 

I 

Assets I I I ---

Cash and balances with 
other banks 208,236 2,253,581 1,306,168 1,342,558 1,441,275 2,569,678 2,250,104 

Loans, bills discounted, 
other credit facilities 118,173 730,736 1,034,960 1,006,548 947,999 1,305,580 1,700,730 

Fixed assets 4,700 7,328 57,926 58,439 63,385 324,061 525,679 

Other assets 100,916 1,197,525 603,286 603,279 538,087 406,267 201,342 

Total assets 432,025 4,189,170 3,002,140 3,010,824 2,990,746 4,605, 

Liabilities 

Capital 150,590 343,000 343,000 343,000 343,000 500,000 500,000 

Reserves - 125,856 173,909 173,909 173,909 605,696 745,760 

Deposits 173,105 2,434,737 1,673,975 1,633,663 1,616,404 3,093,623 3,230,753 

Undistributed 7,664 58,845 211,007 259,010 321,383 - -
Other liabilities 100,666 1,226,732 601,249 601,242 536,050 406,267 201,342 

Total liabilities 432,025 4,189,170 3,002,140 3,010,824 2,990,746 I 4,605,586 4,677,855 

I 
Source: (1) Bank of Palestine in Years Gaza, 1980, pp. 22-24, (2) Jalal Dawoud, "Bank of 

Palestine in Gaza , Samed, No. , 1980, p. 12, and, (3) of the Board of Directors of the Bank 
of Palestine for 1984. 

I 

V1 
\.N 
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148. The Bank's non-involvement in foreign currency dealings has also 
prevented it from promoting the foreign trade of Gaza. This was coupled with 
the restrictions imposed by Israeli authorities on local business firms to 
have direct contacts with the rest of the world. 

149. Lending operations and overdraft facilities, covering trade, agriculture 
and industry, have also remained limited. The Bank extends modest loans of 
very short duration, rarely exceeding 10 'months. Some loans are renewed for 
another term, thus giving the borrower more time for repayment. Loans are 
guaranteed mostly by three qualified guarantors, as real estate mortgage is 
viewed by Palestinian residents with deep suspicion in view of the Israeli 
authorities' continued encroachment on Arab land through confiscation. 
Nevertheless, bad debts and defaults are few in number and have posed no 
serious problems for the Bank. Interest charged on loans is 13 per cent, 
which is about half of the rate charged by Israeli banks and a little higher 
than the interest paid on funds placed with the Bank of Israel. Despite the 
interest rates, the Bank was able to make an attractive margin of profit in 
view of the low rates of interest paid on deposits and the low opportunity 
cost for local investments or placement with the Bank of Israel. 

150. In trying to demonstrate its proclaimed concern for local economic 
development, the Bank of Palestine has initiated a lending scheme mainly aimed 
at reviving the ailing citrus industry and at creating jobs for unemployed 
graduates. As regards the citrus industry, the Bank has proposed to offer 
loans to owners of medium and large groves (minimum area of 10 dunums) through 
the Union of Citrus Growers in the Gaza Strip, which acts as an intermediary 
between its members and the Bank. The loan size is $100 per dunum and 
interest charged is 13 per cent. 

151. Projects aimed at employment generation include a range of farming 
activities. By ~ay 1985, the Bank had extended loans to the following 
projects: 

No. of owners Loan ($US) 

l. ~odern rabbit farm 2 12,000 
2. Tree seedling nursery 2 5,000 
3. Sheep farm 1 10,000 
4. Bee project 2 10,000 
5. Bee project 1 3,400 

152. In 1986, the Bank of Palestine developed its operations alonq two major 
lines. Firstly, it has come to an agreement with a United States private 
voluntary organization, the Community Development Foundation (CDF) to act as 
an intermediary in channelling and administering a loan fund of $0.5 million 
earmarked by CDF for individual borrowers. This is equivalent to 
approximately one third of all lending facilities made available by the Bank 
as at the end of 1984. Secondly, it has financed the purchase of 48 Italian 
orchard-type tractors through a loan advanced by an Italian bank. Tractors 
will be resold to individual farmers who have already paid a first instalment 
of $1,000 in cash out of a total of $6,900. Again, interest is charged at the 
rate of 13 per cent. These new lines of activity have been financed from 
external sources. 
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153. The experience of the Bank of Palestine, since its reopening in 1981, 
reveals the following: 

(a) The Bank is confronted with numerous constraints that limit its 
operations. It is not allowed to deal in foreiqn exchange. It has had no 
hedge against the continued devaluation of the Israeli currency. It competes 
with more than six branches of Israeli banks in the Strip which enjoy the 
support of their head offices with regard to risk. It is subject to income 
tax at the rate of 37.5 per cent instead of the 25 per cent applicable 
accordinq to the Egyptian income tax law prevailing prior to Israeli 
occupation - the dispute has reached the Supreme Court of Israel. It does not 
have the final say in approving investment projects, regardless of their 
feasibility, as a decision on this issue continues to rest with the Israeli 
military authorities. The Bank is also not allowed to open new branches and 
thus extend its operations to new areas;1411 

(b) As a result, the Bank has not been able to intermediate effectively 
in the financial market of the Gaza Strip. It has not yet succeeded in 
mobilizing available resources, however small, and allocating them to needy 
and priority areas, and it has thus not contributed to an increase in output 
and income. While the ratio of its credit to deposits is generally higher 
than those of the branches of Israeli banks operating in the territories, it 
is still low for a commercial bank. This partly reflects management's 
policies aimed at maintaining a greater degree of liquidity than is needed and 
partly indicates the overall economic and political uncertainty surrounding 
the operation of the Bank in addition to the constraints enumerated above; 

(c) The capital of the Bank remains small. Attempts at increasing it 
threefold have been obstructed by the Bank of Israel. While it is certain 
that a much larqer capital would enable the Bank to further expand the scope 
of its services to a wider area, the viability of such a move remains 
questionable given the Bank's inability to exploit its relatively high cash 
holdings and reserves; 

(d) The role of the Bank as an intermediary between depOSitors and 
borrowers will continue to be insignificant as long as its ability to mobilize 
savings and external loans remains limited. In order to attract more 
depOSits, the Bank may have to reconsider the structure of its rates of 
interest. It should consider offering a real rate of interest which is higher 
than the rate of inflation and try more actively to promote its credit and 
investment operations which, obviously, may entail assuming higher risks and 
further strengthening its technical capabilities in credit management; 

(e) In view of the prevailing constraints and the wide areas of 
disagreement, relations between the management of the Bank and Israeli 
authorities have not been condUCive to enhancing the role of the Bank in the 
process of financial resource mobilization, allocation and management. This 
has added to the difficulties confronting the Bank and impeded its normal 
functioning. A satisfactory resolution of these disagreements and the 
entrusting ot full authority and support to the Bank in legitimate areas of 
its operations, perhaps through the mediation of an international mechanism 
such as the International Monetary Fund, could enable the bank to play the 
role initlally assigned to it and achieve its declared objectives. 
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(c) Other institutional sources 

154. A variety of establishments are engaged in financial operations in the 
territories to help fill the gap created by the non-existence of appropriate 
financial institutions and by an inadequate and undeveloped banking system. 
The nature and scope of their operations are discussed below. 

(i) Arab Development and Credit Company 

155. The company was established in 1985, with financ~al intermediation 
intended to constitute a major part of its business through the accepting and 
extending of loans. Although established in Jerusalem under Israeli laws, the 
company is allowed to operate within the occupied territories under the 
supervision of the Israeli military authorities. It has a limited capital of 
15 shares, each having a nominal value of 1,000 Israeli shekels, with 
restrictions on their transferability and increases in their number. 142j 

Undoubtedly, its ability to provide investment finance will depend on the 
extent to which the company is able to enlarge its capital and engage in 
financial intermediation, especially that involving external sources of 
finance, both Arab and non-Arab. 

(ii) Arab Insurance Establishment (AlE) 

156. There is only one Arab insurance facility, namely the Arab Insurance 
Establishment, involved in general insurance activities, with reinsurance 
secured in London. It undertakes about half of all insurance business in the 
West Bank and Gaza Strip and has also been permitted to operate in East 
Jerusalem since the mid-1970s. The Establishment is governed by the Jordan 
Insurance Law of 1965, which requires all firms to keep a minimum of 
40 per cent liquidity. Due to low returns on most common forms of investment 
in the territories, AlE keeps an even higher rate of liquidity in the form of 
time deposits, mostly in branches of Israeli banks. AlE has also allocated 
part of its funds to some local investment projects by subscribing to major 
share-holding firms in the West Bank, despite the fact that such investments 
are not lucrative, even when compared with time deposits held in branches of 
Israeli banks. A relatively small part of its resources is used in lending 
for commercial and construction purposes. Analysis of AlE's 1984 balance 
sheet reveals that 80 per cent of all assets ($1.25 million) is in the form of 
time deposits, 0.003 per cent in shares, and 9.4 per cent in loans and 
discounted bills. 

(iii) Co-operatives 

157. By the end of 1966 there were 238 co-operative societies in the West 
Bank, with a total of 14,377 members and share capital of $683,000. The total 
volume of loans made to members was $1.6 million, i.e. around $114 
per member. 143j Of all registered co-operatives, there were no more than 
50 active societies, with the rest remaining inactive and awaiting official 
liquidation. On the whole, this suggests a rather modest role for these 
co-operatives, especially in the area of agriculture, which was supposed to be 
their top priority. In the Gaza Strip, on the other hand, there were 
17 co-operatives involving 2,150 members in existence prior to 1967. 
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158. The co-operative movement remained relatively dormant for 10 years after 
occupation, but it was vigorously reactivated after 1978 following the influx 
of funds from the Jordanian-Palestinian Joint Committee and from certain 
private voluntary organizations, especially, American Near East Refugee Aid 
(ANERAJ. Both the Joint Committee and ANERA have designated co-operative 
societies as their major conduit for channelling funds to desired projects 
(these activities are discussed at greater length in chapter IV, below). 

159. By the end of 1985, there were in the West Bank around 30 active 
agricultural co-operatives and 80 non-agricultural societies, with the most 
important of the latter (24 societies) engaged in housing. In the Gaza Strip 
there were four co-operatives, all engaged in agriculture, two of which were 
closely linked to an Israeli agricultural exporting monopoly (AgrexcO). 

(al Resource base 

160. The financial resources of these co-operatives were raised essentially 
trom four sources: the Joint Committee, the Jordanian Co-operatives 
Organization, ANERA, and equity capital subscribed by members. The total 
amount of aid advanced by ANERA to co-operative societies, up to the end 
of 1983, is estimated at $22.3 million. By the end of 1984, the Joint 
Committee had channelled a total of $64 million through these co-operatives, 
with the bulk (around $40 million) going to housing, followed by agriculture, 
electricity and other areas. The Jordanian Co-operatives Organization made 
available JD 1.2 million Denefiting 37 agricultural co-operatives. 

161. As for equity capital, the amount of resources raised is surprisingly 
low. For example, a regional marketing co-operative requires its members to 
subscribe to $250 worth of shares, which adds up to $175,000 for a relat 

e marketing co-operative soc involving 700 members. Such a 
co-operative society is likely to have received a grant of about $200,000 to 
$300,000 from ANERA and around $800,000 in loans from the Joint Committee. As 
such, the equity capital in the average-size co-operative society is estimated 
to be in the range of 10-20 per cent of its total available resources. 

(b) Services rendered 

162. The following three main types ot loans are offered by co-operatives 
using funds procured from the Joint Committee and ANERA: 

(al Housing loans, whereby each borrower is provided with a loan of 
$17,000 with a view to assisting in the construction of a private house. On 
average, this covers around 35 per cent of total construction expenses and the 
rest is provided from private sources; 

(b) Loans for the purchase of machinery and equipment to be used in 
provid~ng services needed by members. This includes such items as 
agricultural machinery, olive oil presses, oil tinning plants, and soap 
manufacturing machinery; 

(c) Loans for the construction and installation of irrigation canals and 
facilities, and the opening of roads. 
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163. In addition to the above-mentioned services, some co-operatives, 
specifically those described as "regional marketing societies", were being 
asked by the Joint Co~nittee to extend to their members loans in cash ranging 
from $1,400 to $2,000 per borrower at an interest rate of 2 per cent. It is 
estimated that about 2,000 members have received such loans. Since loan 
security requirements are too lenient (two guarantors from among other 
members) and uncertainty surrounds the nature of the loans extended, the rate 
of repayment is rather low, ranging between 30 and 50 per cent of outstanding 
loans in 1986. 

(c) Overall assessment 

164. Co-operative societies have not played their role aimed at meeting the 
pressing needs of their members for medium .and long-term loans. On the other 
hand, they have provided their members with seasonal loans, meeting about 
30-50 per cent of members' needs. The number of farmers who have received 
such loans is around 10 per cent of all eligible borrowers. 

165. Housing co-operatives have succeeded in starting construction work on a 
large number of houses. However, due to a demand for high-standard housing 
and because of the relatively low share of loans in the total cost of the 
house, the vast majority of houses take many years to complete and are 
completed only after causing painful stress and inconvenience to the bulk of 
borrowers. Nevertheless, housing projects have been among the most successful 
achievements of the co-operative movement and the Joint Committee. 

166. In view of the traditional and political orientation of management, most 
co-operative societies are in need of qualified cadres capable of conducting 
their businesses with technical and managerial efficiency. Poor management 
has clearly reflected on the performance of most co-operatives, preventing 
them from achieving their proclaimed objectives, especially in the area of 
agricultural marketing, where their services do not go beyond issuing 
certificates of local origin for goods to be shipped to Jordan. 

167. The repayment record of borrowers from co-operatives is mixed. 
Repayment of housing loans given to government employees has been fairly easy, 
since instalment dues have been deducted at source directly from salaries paid 
by employers in Amman. The situation has been much more difficult in the case 
of less reliable borrowers. The repayment record of individual borrowers in 
marketing co-operatives has been generally low (30-50 per cent), mostly 
because of inadequate safeguards and collateral arrangements. The repayment 
record of co-operatives themselves to the Joint Committee, has been similar 
due to difficulties in management and the lack of adequate and reliable 
guarantees on loans received. 

(iv) Dealers in farm supplies 

168. Dealers in farm supplies have played a major role in meeting the needs of 
most co~ercial farm owners for seasonal credit facilities. This is the case, 
for instance, in such branches as vegetable, poultry and sheep-raiSing 
projects. This source of credit is characterized by relatively Simple 
transactions and great effectiveness in meeting desired needs, whether in 
terms of quality of inputs or volume of credit advanced. 
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169. The role of farm-supply dealers had always been crucial in meeting 
short-term credit requirements of farmers in the West Bank, and to a lesser 
extent in Gaza Strip. This is evidenced, for example, by the fact that by 
~Tune 1967 two poultry feedmills had provided about $1 million in loans in the 
West Bank, Which was roughly equivalent to all loans advanced by agricultural 
co-operatives to some 8,951 member farmers. 

170. The credit role of agricultural companies Which continued to operate even 
after occupation became more important. However, the situation took a sharp 
turn after the mid-1970s because of galloping inflation and the resulting fast 
and unpredictable devaluation in the Israeli currency. This has forced all 
sellers to minimize the duration of credit and insist on cash payment. In 
many cases when lending is deemed risky, transactions are tied to the Jordan 
dinar at the prevailing exchange rate at the time of sale. While the role of 
agricultural dealers has sharply declined in absolute terms, they still playa 
crucial role in the area of seasonal credit and on a scale which is much more 
significant than that performed by co-Operative societies. 

(v) Rural edit 

171. Prior to Israeli occupation, rural credit in the territories had been 
supplied by different specialized Jordanian institutions, each with a defined 
frame of operation. Medium and long-term credit needs in the West Bank were 
handled by the Jordanian Agricultural Credit Corporation (ACC) through its 
district offices. It charged an interest of 6 per cent on loans and insisted 
on real estate as the mortgage. The volume of outstanding ACC loans on the 
eve of occupation amounted to JD 1.7 million. 144 / Production loans for 
seasonal purposes, on the other hand, were handled by the Jordan Central 
Co-operative Union (JCCUI through its member co-operatives, which, in turn, 
advanced loans only to their members (around 10 per cent of all farmers) at an 
interest rate of 9 per cent. By June 1967, loans extended by the 
co-operatives to their members amounted to JD 457,000. 145/ 

172. In the Gaza Strip, the major sources of rural credit prior to occupation 
were the three branches of the Agricultural Credit Bank in Gaza City, 
Khan Yunis and Rafah. Credit was extended both in cash and in kind on 
concessional terms, by virtue of the financial subsidy schemes sponsored by 
the Egyptian Government. Furthermore, there were 17 co-operatives in the 
Strip which provided some form of credit services. However, no information is 
available on the volume of credit advanced by these institutions. 

173. In addition to the institutional sources of rural credit, farmers in the 
occupied territories also had access to other sources of credit for seasonal 
and short-term purposes. Most importantly, they were able to procure loans 
from suppliers of production inputs and from marketing middlemen. 

(al Post-occupation developments 

174. The rural credit situation underwent a sharp transformation in the wake 
of Israeli occupation in June 1967. As indicated earlier, the Government of 
Jordan had to close all West Bank ACC branches and ordered a freeze on the 
lending operation of JCCU branches in view of Israeli conditions. 
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175. Sources of rural credit, durinq the first 6-8 years of occupation, 
consisted primarily of suppliers of production requisites and, to a much 
lesser extent, market ina middlemen. By the late 1970s, rural credit had 
witnessed three major structural transformations. Firstly, farmers displayed 
a arowinq trend toward scalinq down their lona-term investments to the bare 
minimum because of erratic fluctuations in profitability and the noticeably 
insecure political environment, especially followinq the Likud Party's 
accession to power in 1977. Yet it should be emphasized that had there been 
credit available on concessional terms, like that of ACC and JCCD, many 
farmers in the territories would have been encouraqed to apply for it, as that 
would have made the marqinal rate of return of their enterprises markedly more 
attractive. Secondly, the second part of the 1970s witnessed the emerqence of 
a larae number of "pr ivate voluntary orqanizations" (PVOs), many of which were 
involved in providinq financial aid to rural and aqricultural projects. 
However, until early 1986, none of these PVOs was involved in advancina loans 
for production and rural development purposes. They all resorted instead to 
aivinq qrants to "eliqible R beneficiaries. as prescribed in their policy 
criteria (see chaPter IV on this issue). 

176. Thirdly, a major development took place in 1978 when the Arab Summit, 
held in Baqhdad, decided to establish the Jordanian-Palestinian Joint 
Committee and proclaimed it as the main conduit for channellinq Arab aid to 
residents of the occupied territories (see chapter IV). 

(b) Rural credit at present 

177. With the non-involvement of the branches of Israeli banks in rural 
finance and development and the subsequent halt in payments throuqh the Joint 
Committee, potential sources of rural finance are, therefore, confined to the 
followinq: 

(a) Suppliers of production inputs, who have been encouraaed by the 
stability in the Israeli currency since mid-1985 to resume their credit 
services to their customers. While not yet operatinq at the pre-1967 level, 
aqricultural dealers remain by far the most important source of seasonal and 
short-term finance in the territories. No interest is charaed on this kind of 
loan, but the price of inputs supplied is usually set at a level which covers 
the interest on the actual value of such qoods. Quite often the rate of such 
"quasi" interest is neqotiated by sellers and buyers in advance at the time of 
sale. Delays in the supplier recoverinq his loan leads to an interest charqe 
which may be as hiqh as 30 per cent per annum on the 10ans,146! 

(b) Marketinq middlemen, who play an important credit function in the 
Jordan Valley, which is the major production area for veqetable crops in the 
West Bank. Aqain, no interest is charqed on loans made to the borrowinq 
farmer. Lenders are able to earn noticeably hiqh rates of return by charqinq 
hiqher prices on inputs sold to farmers and throuqh the commission they accrue 
on the sale of their clients' produce. Apart from close personal knowledqe of 
their borrowers qathered over a number of years, the only quarantee that 
middlemen require is to bind borrowers to sell their produce throuqh the 
middlemen'S wholesale shops in the markets of Nablus or Amman; 
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(c) One European based PVO, which initiated its own lendinq scheme in 
1986, qivinq priority to unemployed colle~e ~raduates who are interested in 
initiating new businesses in the area of aqriculture, mainly in animal 
production. The scheme has recently also been extended into the industrial 
sector with a view to promotin~ small-scale industrial projects, including 
workshops. The duration of loans is limited to a maximum of five years, with 
a ~race period ranqinq from one to two years dependin~ on the nature of the 
project, and loans have to be ~uaranteed by a solvent ~uarantor. A service 
fee of 2 per cent is char oed on the total value of the loan and deducted from 
the first instalment. An interest of 4 per cent per year is charoed on the 
outstandinQ balance startinq after the Qrace period. 

(dl Some private voluntary orqanizations, which have already approved 
plans to provide credit for a~ricultural and rural development purposes. They 
include the Community Development Foundation and the Aqricultural Development 
Credit Corporation (a Palestinian, Jerusalem-based institution). However, 
neither had commenced its operations by Auoust 1986. 

178. While PVOs have yet to playa more active role in the overall area of 
a~ricultural production, they have succeeded in becomin~ a major donor for 
financinQ a wide ranqe of rural development projects, such as road 
construction, buildin~ and equippinq villaqe clinics, drinkinQ water projects, 
and health education. In fact, following the near total freeze of the Joint 
Committee's operations durinQ the last two years, and in view of Israel's 
reluctance and disinterest in allocatinq any of its own resources, PVOs have 
recently become the only available source of fundin~ for such purposes. It 
should be oointed out, however, that PVOs' activities are largely 
qrant-oriented. As a result, they cannot replace the purely institutional 
and/or individual sources of business finance. 

(d) Money changers 

179. Prior to 1967, money chanqers were allowed to operate in both Jordan and 
the West Bank. However, their number increased sharply in the West Bank after 
Israeli occupation and the closure of banks and other financial institutions. 
Their business now encompasses various kinds of services. They have come to 
playa siQnificant role in the functionin~ of the monetary sector in the 
occupied territories. 

180. A number of factors are behind the success of the money chanqers and 
their contribution to the economy of the territories, especially in the 
west Bank (including East Jerusalem). The absence of national bankin~ 
institutions created an important qap in the monetary and financial 
transactions of the territories, which money changers were able to fill to 
some extent with commendable efficiency. The reco~nition by the Israeli 
occupation authorities of two currencies as le~al tender in the West Bank, 
namely the Jordanian dinar and the Israeli shekel, made money exchanoe a daily 
affair. This was intensified by the continued depreciation of the Israeli 
currency, a fact that forced Palestinians in the territories to hedQe aoainst 
a weak currency by preferrin~ more stable currenCies, namely the United States 
dollar and the Jordanian dinar. Arab financial support, includinq payments by 
the Jordanian Government to employees of public institutions, and Palestinian 
workers' remittances were lar~ely transferred to the territories throuqh money 
chanoers and/or by persons crossinq the bridQes. There are no direct bankinq 
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operations between the territories and the Arab countries. In addition to 
these factors, dealing with money changers would have had certain advantages 
over banking institutions even if Arab banks had still been operating in the 
territories. They are more flexible and speedy and offer exchange rates which 
are usually closer to the regional and international market rates. 

181. The number of money changers, who are mostly not licensed, rose sharply 
in the West Bank to reach 196 in April 1986, as shown in table 22. Prior 
to 1967, their total number was 42. Although Israeli authorities do not 
consider the Jordanian dinar as legal tender in East Jerusalem, it is often 
used by residents and money changers there. A similar situation exists in the 
Gaza Strip, but to a smaller extent as Israeli policy prohibits money changers 
from operating in the Gaza Strip and because of the fact that the Strip is on 
a single currency standard. Nevertheless, there are money changers who 
perform the same types of services as are rendered by money changers in the 
West Bank. In addition, there are numerous peddlers who engage in 
money-changing activities. 

Table 22 

Distribution of money changers by localities in the West Bank 
April 1986 

Towns Number of money changers 

Nablus 64 
Jerusalem 34 
Ramallah 22 
Bethlehem & Bet Sahour 22 
Jenin 16 
Tulkarm 15 
Qalqilia 14 
Hebron 7 
Jericho 2 

Total 196 

Source: field survey. 

(il Functions of money changers 

182. Money changers differ widely in the nature and scope of their service, 
depending on several factors: whether they were established prior to 1967 or 
after; whether they have branches in Jordan and other Arab countries; whether 
located in the West Bank, Jerusalem, or Gaza; their size; and personal 
relationships. In most cases, money changers perform a wide range of 
activities including currency exchange, money transfers, clearing of accounts, 
accepting deposits, extending loans, and managing investment portfolios. The 
first three functions are more common, while the rest are confined to large 
money changers and remain relatively modest. 147/ 
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183. The basic function which all money changers perform is exchanging 
currencies. The exchange of Jordanian dinars and Israeli shekels is requested 
routinely by practically all categories of inhabitants. Merchants and workers 
who receive their wages in shekels prefer to exchange their excess holdings of 
Israeli currency into Jordanian dinars for fear of continuous and, at times, 
even immediate depreciation. On the other hand, merchants change their dinars 
to shekels only shortly before they pay for goods they purchase from Israeli 
suppliers and/or settle an obligation. Even ordinary citizens try to preserve 
the purchasing power of their income by exchanging their dinars to shekels 
gradually and in pace with their family expenditures. While rendering this 
service, money changers earn a narrow spread of 0.6 - 1 per cent. They set 
their own exchange rates bearing in mind market conditions both locally and 
abroad to the extent that contacts with external markets provide the necessary 
information, even if there is some time lag. 

184. In addition to the dinar-shekel exchange transactions, money changers are 
also deeply involved in unofficially handling other currenCies, most 
importantly the United States dollar, the Saudi Arabian riyal, the Kuwaiti 
dinar, the pound Sterling, and other Arab currencies received in the form of 
remittances from relatives working abroad. United States dollars are 
circulated on a considerable scale, often involving Israeli citizens. Israeli 
military and monetary authorities display some degree of tolerance of this 
activity because of its net positive effect on the Israeli economy. 

185. The transfer of money to and from the occupied territories is another 
major function which big money changers perform efficiently on an extensive 
scale. The absence of an adequate banking system has thus given rise to money 
changers performing a function which is otherwise a typical banking 
operation. Given the undesirable circumstances prevailing in the territories, 
big money changers with branch offices and correspondent arrangements in 
Jordan and the Gulf States transfer remittances fairly efficiently. In 
addition to charging a fee of about 1 per cent, money changers also benefit by 
holding the money in their accounts for several days (maybe weeks) and from 
the spread that can accrue while exchanging currencies during the process of 
transfer. 

186. Transfer of money from the territories to residents abroad is also 
efficiently managed, whether to recipients in Arab countries or to Europe and 
North America. That was a vital function for a long time when parents were 
transferring stipend allowances to their children studying abroad, but with 
the recent proliferation of local universities, the demand for this service 
has markedly declined. 

187. Money changers also render two other types of services which normally 
constitute the basic intermediary fUnction of banks and other financial 
institutions. Firstly, they extend loans to borrowers whom they know well 
through the course of their business. Loans are given mostly for short 
periods of less than four months and at interest rates which vary considerably 
from one borrower to another, ranging from zero to 40 per cent if computed on 
an annual basis. Money changers may advance interest-free loans to some of 
their clients as a bonus on what is viewed by them as a more important type of 
business. 
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188. The resource base available to large money changers is derived basically 
from their other major fUnction of accepting deposits from residents and 
institutional entities. In the absence of an adequate banking system in the 
territories and the refusal of the branches of Israeli commercial banks to 
accept interest bearing deposits in Jordanian dinars, which is in fact legal 
tender in the West Bank, the inhabitants have been pushed into dealing with 
the money changers. Due to the non-existence of an indigenous central 
monetary authority, such operations of money changers, while beneficial, 
remain quite vulnerable in the long run. About half of deposits with money 
changers are placed against interest, and the other half is entrusted to money 
changers interest free, mainly for religious reasons pertaining to interest 
charges. The incentive to resort to money changers for the holding of cash 
surpluses is also explained by other hazards such as theft. Money changers 
have learned, as early bankers did, that depositors do not all withdraw their 
total deposits at one time. Thus, large money changers provide an accounts 
clearing service to their customers. They only move across the bridges the 
net balance between cheques cashed and money deposited. 

189. Cashing of bank cheques drawn by merchants on their accounts in Jordanian 
banks is another important service which money changers extend to their 
trusted clients. This is viewed as an important service in the light of the 
difficulty and high cost involved in commuting to and from Amman. Money 
changers charge a commission of 0.5 - 2 per cent on such services. 

190. There are a few examples of large money changers also performing other 
functions on a selective basis, namely investment on behalf of others in 
shares in the Amman financial market. In fact, it is maintained that the flow 
of financial resources from the West Bank into Amman contributed to the 
development and expansion of the Amman Stock Exchange. The stability of the 
Jordanian dinar and the growth of the Jordanian economy evidently contributed 
to this phenomenon. 148/ Some money changers have even subscribed to the 
capital of new firms. This development is likely to have been further 
stimulated by the decision of the Jordanian authorities to lift most of the 
major restrictions on investment by non-Jordanian Arabs in an attempt to 
attract more capital and promote inter-Arab economic co-operation. Such 
investment will be eligible for the various tax concessions available to 
10cals. 149/ On a few occasions, a money changer has also guaranteed clients 
vis-a-vis a third lender. 

(ii) Evaluation 

191. Given the lack of an adequate banking system and the severe financial 
problems encountered by the inhabitants of the territories following Israeli 
occupation, money changers have managed to extend a number of vital services 
to residents and institutions in these territories. The services they render 
have greatly helped in alleviating some of the numerous inconveniences which 
have emerged in the wake of Israeli occupation and the closure of Arab banks. 
However, their role in financial intermediation remains basically limited in 
scope, with credit facilities confined to "first aid" lending in the services 
sector. Their role in financing industry has been virtually nil, and in 
agriculture and the housing sectors they play no role at all. In fact, in 
view of the very nature of their operations and status, money changers are 
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basically ill-suited for financial intermediation even if they were somehow 
allowed to accept money for safe keeping and extend short-term credit to 
people. 

192. The dealings of private money lenders have always remained part of the 
operation of the informal monetary sector. In the economy of the West Bank 
and Gaza Strip, which is void of a national banking system, the operation of 
the informal monetary sector has indeed acquired an institutional character 
where money changers are obliged to act as banks. This, however, has taken 
place in the absence of the requisite laws and regulations and an indigenous 
central authority concerned with protecting the parties concerned and 
regulating monetary policy in the interest of economic objectives. As a 
result, there is always the danger of insolvency if it is necessary to honour 
obligations under unpredictable circumstances. The recent collapse of a few 
money changers in Amman is a clear sign of this. Fear was also expressed that 
the collapse of the money changers in Amman, who carried on business with 
their counterparts in the West Bank and who provided loans at a 16 per cent 
interest rate to their clients, might cause heavy losses to West Bank 
residents and an undisclosed number of Israelis, all of whom use West Bank 
money changers as surrogate banks. 1SO / In view of the risks involved, 
financial intermediation, on a very small scale, is largely confined to a few 
large money changers. However, their ability to mobilize domestic savings as 
an element in economic development is severely 1 imi ted by the risky 
environment. 1Sl/ 

193. In the area of foreign exchange, the money changers' business is not 
confined to exchanges of dinars and shekels alone. Money changers have 
equally found the scope of their operations extended to include also the 
exchange of other desirable currencies. The state of the Israeli shekel and 
inflation has further encouraqed dealings in such currencies as a lucrative 
source of income. However, this has always entailed high risks in view of 
Israeli prohibitions. Transfer of money across the bridges has always been 
difficult, riskY and expensive. Problems with tax authorities have been 
chronic. 1S2/ Despite these difficulties, most well established money 
changers have been able to earn high returns on their business. Newcomers to 
the business, however, provide a considerably narrower range of services and 
their volume of business is much smaller, hence depressing their income to 
barely acceptable levels. Nevertheless, owing to lack of other opportunities 
and the political and economic uncertainties prevailing in the territories, 
dealings in foreign exchange have attracted a sizeable number of businessmen 
whose business outlook has been increasingly tuned to making fast and sizeable 
profits from such dealings. The shrinking trend in the outp..lt of the 
productive sectors of the economy (agriculture and industry) creates a need 
for measures to enhance the deve lopment of the entrepreneur ial class in the 
territories. 

194. The illegal and undocumented nature of the greater part of the 
moneychang ing bus iness has und ermined the potentia 1 of bo th money changer sand 
their clients to pursue legal means in settling business disputes. This 
situation has given rise to numerous incidents of fraud involving substantial 
losses, with victims not being able to resort to legal action. 
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4. Attempts at re-openino banks 

195. Followino the occupation of the territories, attempts were made to 
re-open the local banks both in the West Bank and Gaza Strip. The Israeli 
authorities demanded that the banks concerned should operate under the 
supervision of the Central Bank of Israel - a demand considered to be contrary 
to the laws and requlations prevailin~ in the territories when occupied. 
In 1973, the ne~otiations, which also involved the International Monetary 
Fund, came to an end without any a~reement. However, the two branches of 
fore ion banks, namely the Ottoman Bank and the British Bank of the Middle 
East, were allowed to re-open, but both refused to do so. 

196. By the mid-1970s, a new round of ne~otiations had be~un, but the 
following stumblinq blocks remained: 

(a) Israeli authorities would permit the openinq of all branches except 
those in East Jerusalem, and this had serious political implications 
unacceptable to the Arab Bank; 

(b) Legal reserves of over 70 per cent were to be kept at the Bank of 
Israel (in Jordanian dinars) at no interest; 

(c) Deposits which were held in banks outside the country would have to 
be transferred back to local branches; 

(d) Re-opened banks would be asked to ~enerate more equity capital so 
that they could maintain their finances on an autonomous basis independent of 
their main offices in Amman. 

197. The third round of re-openino ne~otiations took place during the 
period 1982-1985 again involvinq only the Arab Bank. A tentative aqreement 
was reached in late 1985 to re-open the Arab Bank in Nablus, and all other 
differences were settled. However, the Israeli authorities have still not 
responded positively to this move, and most knowledqeable local experts are 
skeptical of any ?Ositive outcome on this issue. In view of the unsuccessful 
efforts to re-open local banks and the continued need for reqular banking 
services in the territories, attempts have been made in recent years to open 
new banking institutions in the West Bank. 

198. In 1984, a group of prominent West Bank businessmen beqan an intensive 
dialo~ue with the Israeli authorities in an effort to license a new bank to be 
based in Nablus, with more branches to be opened later in other cities. The 
request was considered by the Israeli authorities. The Central Bank of 
Jordan, however, demanded that the licensing of the proposed bank should be 
accompanied bv a pled~e from Israel to open the other branches which were more 
advantaqeously placed compared to any new bank in terms of capital, experience 
in the territories, know how, and ability to mobilize external resources. 
Moreover, it did not accept that the Bank of Israel should oversee the 
operation of the bank, maintaining that it must be qoverned in accordance with 
the prevailing laws in the territories. Meanwhile, the Supreme Economic 
Committee in Jordan called for the opening of all banks in the West Bank in 
accordance with international law and subject to the Jordanian rules and 
re~ulations prevailin~ in that territory. The attempt to establish a new 
bank failed. 



- 67 -

199. In January 1986, another reauest was submitted to the Israeli authorities 
to establish a financial institution under the name of the "Arab Finance 
House" (AFH). The foundina shareholders consisted of 20 businessmen 
soearheaded by the laraest rnoneychanaina offices in the Middle East. Unlike 
the bank initiative mentioned above, the founders of AFH were able to orocure 
a license from Jordan, but for a financial institution (lendina bank) aimed at 
oromotina economic develooment for local Palestinians. 

200. After lenqthy neqotiations with Israeli authorities, a tentative 
aqreement was reached alona the follow ina lines: 

(a) The startinq share caoital would be $5 million, half of which was to 
be subscribed to by the main founders (no more than 20); 

(b) AFH would be liable to insoection and suoervision by the "civil 
administration" and not by the Bank of Israel;. 

(c) AFH could retain its dinar reserves abroad, and not in the Bank of 
Israel, orovided that it produced acceotable auarantees that the volume of its 
reserves conformed with required criteria; 

(d) AFH would be allowed to handle Israeli and Jordanian currencies. 
The handlina of foreian currencies, on the other hand, would be orohibited 
until AFH obtained a license as an "authorized dealer"; 

(e) AFH would be oermitted to oerform functions very close to normal 
bank ina ooerations and to ooen branches in a number of locations, except in 
Gaza Strio and Jerusalem. 

201. Bv Aoril 1986, the neaotiations had corne close to comoletion and the 
founders were awaitina a resoonse from the Israeli officials concerned. The 
aooroval of the Israeli authorities was still oendinq at the end of 1986. In 
the meantime, the move beaan to lose momentum. 

202. In yet another attempt, supported by United States Government mediation, 
the Israeli authorities aareed to a request to re-ooen the branch of the 
Jordan-based Cairo-Amman Bank in Nablus. 153/ To that effect, an 
understand ina was subsequently reached in London, late in 1986, between the 
Central Banks of Jordan and Israel. Certain unreSOlved issues, such as the 
securinq of international auarantors, the availability of the bank's services 
to Palestinians of East Jerusalem and the inhabitants of Gaza, and dealina in 
foreiqn exchanQe, delayed the ooeninq of the branch. It is the first Arab 
bank to open in the West Bank since 1967 and follows the re-openinq of the 
Bank of Palestine in Gaza in 1981. 

203. The branch, which finally ooened at the end of 1986, will operate in 
accordance with the Jordanian law in force in the territories, as amended by 
Israel. It will operate under the parallel supervision of Jordan and Israel, 
with Jordan super vis ina transactions in dinars and monetary transfers to 
Jordan allowina dinars to be kept at the Central Bank of Jordan, and Israel 
lookinq after transactions in shekels and other currencies. 
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204. The Eayptian Government owns 12 per cent of the bank's shares, Jordanian 
puhlic institutions such as the Pension Fund hold 10 per cent, and the rest is 
held by Jordanians. One source estimated that there is UP to $250 million in 
uninvested Palestinian savinqs which could be deposited in the bank and used 
also to launch industries in the West Bank. 154/ The bank is expected to 
serve businessmen in both the West Bank and Gaza Strip and hopes to open 
branches in other West Bank cities if proved to be successful. The openina of 
the branch is no doubt a positive development qivina rise to expectations for 
the openina of other Arab and local banks which were operatina in the 
territories before 1967. However, the nature of the arranaement qovernina the 
operation of the bank poses a number of questions with reaard to possible 
effects on small financial businesses, the unwillinaness of individuals to 
disclose all financial operations to the Israeli authorities and the influence 
of these authorities on the direction and size of loans. 155/ 

205. The success of the bank obviously depends on the volume of its capital 
and its ability to attract the savinas of individuals and institutions and to 
effectively allocate resources to borrowers in various needy economic sectors 
of the occupied territories, especially commerce, aariculture and industry. 
The involvement of both the Jordanian and the Eayptian Government and the hiah 
standinq of the bank itself (beinq the second laraest bank in Jordan, with 14 
branches throuahout the country) should enable it to secure funds from outside 
at existinq market rates of interest and to extend to borrowers loans at rates 
lower than the prevailina rates of interest in the territories. Such an 
effort should equally help brina down the level of interest rates and make the 
element of de facto subsidy hiahly concentrated and cost-diffused. It is 
equally, if not more, important to develop an adequate technical cadre capable 
of desianina feasible proarammes for the mobilization, allocation and 
manaaement of financial resources. Above all, the success of the bank in 
servina the economy of the territories will depend on the manner in which the 
occupation authorities treat the bank reaardina the nature and scope of its 
activities and the leaal framework within which it expects to operate. 

C. A aeneral assessment of the monetary sector and its prospects 

206. The closure of the branches of Arab and non-Arab banks since the 
occupation of the West Bank and Gaza Strip has left the territories with 
virtually no bankina and financial system to meet their immediate needs and 
contribute to their economic development. An economy void of such vital 
facilities and deprived of an indiaenous central authority and its requisite 
institutions can never expect to accumulate adequate amounts of resources to 
be channelled into productive sectors to promote qrowth and development. This 
presents a strikinq contrast with the situation in Israel where the short, 
medium and lona-term financial needs of the public are met by commercial banks 
and other specialized financial institutions established to serve aariculture, 
industry, housina, tourism and shippina. These institutions are either fully 
aovernment-owned or owned jointly by the banks and the aovernment. Government 
development funds are channeled throuah both commercial and specialized 
financial institutions. 

207. While foreian sources of finance have helped to alleviate the hardship 
encountered, they are only expected to supplement national efforts to mobilize 
domestic resources and not to replace them. Besides, arants aside, loans and 
private foreian investments which are usually aoverned by a myriad of 
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conditions, cannot be considered under the present situation in the 
territories. Despite the efforts made to establish alternative arranaements, 
the facilities so created remain inadequate in terms of resources, outlook and 
technical capabilities. They have, at best, tried to accommodate the minimum 
immediate needs of the economy under the constraints of occupation. 

208. The branches of Israeli banks and other financial institutions have not 
been able to fill the aap by effectively carryinq out financial intermediation 
and renderinq other bankinq and related services to the inhabitants of the 
territories. In the 20 years of their existence, these branches have manaqed 
to steer away from the mainstream of Palestinian economic development efforts, 
while siphoninq resources out of the territories by holdinq larqe balances in 
banks within Israel itself. The volume of their credit in the territories 
remains neqliqible. Their role in contributinq to the development of the 
territories has been equally nil. The resentment of the population of the 
territories towards dealinqs with the institutions of the occupyinq power, 
coupled with the steadily declininq value of the Israeli currency, partly 
explains the non-involvement of these branches in the economy of the 
territories. 

209. The Bank of Palestine has equally been unable to enqaqe in active 
financial intermediation, larqely due to the constraints imposed on its 
operations. Its capital, qeoqraphic coveraqe and ranae of services to the 
public in the Gaza Strip have remained neqliqible since its re-openinq in 
1981. It has no national central authority to look to for support and 
quidance in carryinq out its mission. As a result, its manaqement has been 
forced to follow a rather conservative line of policy in its operations. 

210. The indiqenous informal facilities that have emeraed in the resultinq 
vacuum comprise a set of fraaile and fraqmented arranqements incapable of 
fillinq the qap and meetinq the mountinq needs of the territories' economy. 
The dual, if not triple, currency standard has in effect caused money chanqers 
to multiply in number and to enqaqe in the business of exchanqinq one currency 
aqainst another with the intention of earninq profits in the process. They 
are hardly able to intermediate between borrowers and lenders on a larqe 
scale. The major part of their business consists of exchanqinq mainly Israeli 
and Jordanian currencies which accrue to the inhabitants of the territories 
from their employment in Israel and Arab countries and from the transfer of 
resources from Jordan and other Arab and non-Arab Governments and 
oraanizations. 

211. So far, these money chanaers have been operatinq under somewhat 
favourable conditions, particularly since 1974 when the reqion as a whole 
benefited from an unprecedentedly hiah level of financial resources resultinq 
from a series of chanaes in the price of oil. The current relative stability 
of the Israeli currency, coupled with hiqh real rates of interest, the recent 
decline in the international value of the United States dollar and, most 
importantly, the fall in the volume of remittances and transfers do not auqur 
well for the continuation of this important seqment of the financial sector. 
These factors undermine its role of servinq the economy of the territories 
even at the economy's present level, let alone meetinq its lona-term 
development needs. The recent move of the Israeli authorities to requlate the 
activities of money chanqers and the payment of their taxes is likely to add 
to the difficulties which will be encountered by these money chanqers. 



- 70 -

212. The economy of the territories is in a more precarious situation now than 
at any time durino the 20 years of their occupation. Indeed, over the past 
few years there has been no marked improvement, and perhaps no improvement at 
all, in livino conditions in the territories. To judoe from the realities on 
the spot, the situation, if anythinq, has deteriorated - in part, it is true, 
because of the oeneral recession in the Israeli economv and the drop in the 
price of oil, which has meant less money reachino the territories from 
Palestinian workers, as well as from official and private transfers. Bold 
measures are needed to remedy the situation. lS6/ 

213. The present financial system in the territories calls for drastic chanoes 
in the institutional structure of finance, with emphasis on a reorientation in 
the nature and scope of its operation. New indigenous facilities are needed 
to replace the very fraqile and vulnerable arrangements, to appeal to a wider 
public, and to provide a variety of interrelated financial services that meet 
the needs of the economy. Above all, the new facilities should be able to 
actively and adequately enoaoe in financial intermediation with a view to 
mobilizinq personal savings and allocatinq them to needy areas. An adequate 
institutional source of finance and the existence of a central monetary 
authority to design and co-ordinate appropriate instruments of monetary policy 
within the frame of overall economic objectives are among the pressino 
requisites for initiatinq and enhancino economic development activities in the 
territories. 

214. The re-openino of one branch of an Arab bank (i.e. the Cairo-Amman Bank) 
is no doubt a move in the rioht direction. It should in principle be able to 
provide the foundation for the provision of services which neither the Israeli 
banks nor the money chanoers have been able to satisfactorily extend in view 
of their inherant limitations relatinq to the problem of leqitimacy, poor 
service, high cost, lack of expertise and risk. 
much to be desired if it is intended to prepare 
the foundation of, an institutional approach to 
financial requirements of the territories. 

However, this new move leaves 
the qrounds for, and create 
meetinq the bulk of the 

215. To beoin with, the resources of the branch should be augmented through 
external contributions until it succeeds in mobilizino savinos within the 
economy. The Central Bank of Jordan should be able to serve not only as a 
repository of reserves but also as the lender of last resort in order to 
enable the branch to take calculated risks and compete with established 
foreiqn institutions which enjoy the support of their Governments and parent 
oroanizations. 

216. An adequate scheme of extending and monitorino credit needs to be 
developed to ensure prompt repayment of principal and interest. Similarly, a 
ranoe of incentives is needed to help mobilize personal savinos over a wider 
oeooraphical area. As experience has shown in many developed and developino 
countries,lS7/ it is the savinqs of the non-corporate sector that provide a 
siqnificant source of finance in the economy. In the context of the 
territories, this is of crucial importance, oiven the virtual non-existence of 
savinqs from the oovernment and corporate sectors. In view of this and the 
fact that oersonal savings have always found their way into other places for 
other purposes, the incentives need to be attractive enouqh to bring about a 
chanoe in attitude and decision. These incentives could consist of different 
deposit schemes with varyino rates of interest and other features aimed at 
increasino their appeal to different cateoories of savers over a wider 
geooraphical area. 
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217. It is equally necessary for the new bank and future financial 
institutions to establish close links with existino formal and informal 
facilities such as the co-operatives, insurance companies and even money 
chanqers with a view to mobilizinq qreater savinqs and channellino them over a 
wider area. It is important for the bank to avoid developinq an urban bias in 
its operation whether directed to trade and/or industry. If it is not 
possible to orovide credit to all sectors and cateoories of borrowers, it 
could at least follow a selective approach Qeared to servina priority areas 
and orojects. Such an approach is likely to prove more effective, since 
limitations on credit tend to affect economic decisions more than does the 
rate of interest. This is of particular importance to attemots aimed at 
supPOrtina small entrepreneurs whose sources of finance are limited. In the 
meantime, the bank should be allowed to widen and deepen the qeoqraphical and 
functional scope of its business. It is particularly important for this bank 
and other subsequent financial institutions to establish orQanic links with 
co-operatives, as the latter are in a better position to tap much of the 
potential savinos from rural areas which are not usually mobilized in view of 
the hioh transaction cost of acquirina, and lack of familiarity with, 
instruments of deposit. They are also in a better position to identify and 
serve oromisinq borrowers and projects than the bank would be under the 
present circumstances. This outlOOk is conducive to promotino complementarity 
between bankina services and services offered by co-operatives, thus creatina 
the basis for a multi-functional facility in the territories. It will further 
contribute to the development of producers' and marketina co-operatives, thus 
enablino farmers to benefit also from the advantaaes of economies of scale in 
the handlinq of inputs, outputs and marketina. 158/ Special emphasis should 
be placed on those co-operatives which serve rural areas. The bank's 
relations with money chanoers is equally important and should be developed so 
as to brina them closer to the norms of the orqanized part of the financial 
market, however small it is at present. 

218. Furthermore, it is necessary to establish a realistic structure of 
interest rates, makina the real rate of return on bank deposits attractive to 
personal savinqs, aiven the political uncertainty prevailinq in the 
territories and the alternative sources of investment available both within 
and outside the territories, especially in unproductive and speculative 
ventures. 

219. The success of the new branch would larqely depend on the extent to which 
it is able to develop an adequate and qualified technical and manaqerial cadre 
capable of evaluatina the economic and financial viability of projects 
proposed by entrepreneurs. Such a cadre would equally be in a position to 
orovide entrepreneurial and manaqerial as well as technical auidance to 
co-operatives and to co-ordinate their activities in channellinq resources to 
their members. 

220. Finally, an appropriate leaal frame of reference needs to be aqreed upon 
if the newly re-opened branch of the Cairo-Amman Bank is to function smoothly 
and achieve its objectives. Such a leqal framework is needed followina the 
suspension of the administrative and leaal structures of the territories upon 
Israeli occupation. It is specially necessary to provide the basis for 
contractual dealinas involvina the bank and the inhabitants of the 
territories. Similarly, the role of the Central Bank of Jordan needs to be 
specified, in line with Jordanian law, in renderinq supervision, in servinq as 
the lender-of-last-resort, and in exercisinq some of the orthodox functions of 
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the central bank, namely in respect of the legal reserve ratio, the discount 
rate and the use of moral suasion. The exercise of authority over these is 
crucial if the central bank has to indirectly reQulate the direction and 
volume of credit and the supply of Jordanian dinars in the territories. 

221. The fact that the newly re-opened branch is allowed to keep its reserves 
with its head office in Amman and to operate under the supervision of the 
Central Bank of Jordan for the operation of its Department dealinq in 
Jordanian dinars should enable the Central Bank of Jordan to exercise its 
authority over these issues. 159/ 

222. There is no central monetary authority in the territories to reQulate, 
inter alia, the supply of and demand for Israeli shekels and/or Jordanian 
dinars. In the absence of such an authority, the supply of and demand for 
money is larQely determined by the capital flows into and out of the 
territories. The stock of money, therefore, Qenerally tends to adjust itself 
throuQh these movements, thus reflectinq a combination of the transaction, 
precautionary and speculative motives behind the demand for money and the role 
of outside sources over its supply. It hardly reflects the level of domestic 
output and income. The dual and often triple currency standard imposed on the 
territories has continued to exacerbate the situation. With the re-openinq of 
the Cairo-Amman Bank, the qround is prepared for the Central Bank of Jordan to 
exercise supervision and control over the volume of, at least, one of these 
currenCies, namely the Jordanian dinar. However, this will not be enouah for 
desiqnina and usinq instruments of monetary policy to regulate the economy as 
a whole. Close co-ordination with the monetary authority of Israel will be 
needed to render the use of monetary instruments more effective for economic 
manaaement in the territories. Such an arranaement is technically cumbersome 
and oolitically undesirable, Qiven the prevailinq circumstances. Moreover, it 
cannot be a substitute for an autonomous indigenous body whose sphere of 
responsibility for economic manaqement is indivisible. 

223. The present financial system has failed to meet the development finance 
needs of the Palestinian economy. The volume of capital formation and the 
share of the financial system in it durina the past 20 years clearly bears 
witness to this fact. The resources that have provided impetus for the growth 
and development of the Palestinian economy have been supplied almost entirely 
from external sources, be they remittances from Palestinians employed abroad 
or transfers of public and private bodies. The existing financial system in 
the territories has hardly played any role in this, except by servinq as an 
intermediary. The lack of an indiaenous central authority devoted to 
development has added to the problem, as has the dual or triple currency 
standard, over the operation of which the authority of no sinale regulatory 
body prevails. 

224. As a result, the short-term as well as the medium-term and lonq-term 
financial needs of such crucial sectors as agriculture, industry, tourism and 
housinq are unattended. The oosition of small farmers and industrialists is 
particularly precarious, as they have had to rely on small personal savinQs or 
resort to other sources of finance at exhorbitant costs, with adverse effects 
on their output and even the very existence of their establishments. It is 
necessary to restore the economic viability of the territories and ensure the 
basis for their self-sustained arowth and development. Arnona other thinas, 
soecialized financial facilities are needed to support private initiative in 
productive areas and encouraqe entrepreneurs to embark on viable projects 
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aimed at increasinq aqricultural and industrial output, promotinq exports and 
improvinq the balance of payments of the territories, despite the prevailinq 
political uncertainties and constraints of occupation. 

225. Indiqenous efforts to establish an Arab finance house or lendinq 
institution deserve full support, as they promise the creation of a nucleus of 
lonq-term financinq arrangements. In addition to mobilizinq domestic 
resources, such an institution can also attract external capital for 
investment in the vital sectors of the Palestinian economy. Multilateral and 
bilateral sources could provide it with funds on concessional terms, if not on 
an interest-free or qrant baSis, which could be crucial in the initial staqe 
of its operation. Subject to its success, the company could also solicit the 
support of such reqional finance institutions as the Arab Fund for Economic 
and Social Development. It would be necessary for the company to diversify 
its sources of funds if it is to avoid qoinq throuqh the experience of the 
Arab Development and Credit Company. In addition to its initial paid-up 
capital and the funds placed at its disposal from various multilateral and 
bilateral sources, the proposed facility could also be allowed to raise more 
funds from the market, local and external, and issue bonds, if necessary. 
This becomes important if the new facility cannot bv law or otherwise attract 
deposits. Low rates of return coupled with hiqh rates of inflation have been 
amonq the factors renderinq deposits less attractive, judqino by the 
experience of the branches of Israeli banks and the Bank of Palestine. 

226. In view of the nature of its fields of operation, it is important that 
the new facility not he viewed as a profit-makinq undertakinq from the very 
outset. However, despite some qovernment budqetarv allocations or a credit 
line to qive it initial support, its loan policies and proqrammes should 
reflect economic considerations. It must aim at a rate of return on capital 
which is comparable to alternative uses. In other words, the opportunity cost 
of capital should always quide loan policies. 

227. Once established, the proposed facility should concentrate on helpinq 
small-scale enterprises, whether in agriculture or industry, until separate 
financial institutions can be created for each sector. It would be preferable 
to aim at creatinq separate institutions for the aqricultural, industrial, 
housinq and construction sectors. While this would make the task of the 
proposed facility difficult and costly, it is the appropriate way of financinq 
the territories' businesses, which are small and privately owned. Moreover, 
less emphasis should be placed on collateral, which has always been difficult 
to secure due to the mountinq constraints confrontinq real estate resultinq 
from continued occupation and land confiscation. More attention needs to be 
qiven to the merit of proposals, the personal qualities of borrowers, 
potential cash flows and other related factors. The proposed facility, once 
established, will find itself obliqed also to help borrowers develop a spaced 
schedule of repayment from their earninqs. It would also be rewardinq to 
enqaqe co-operatives to act as intermediaries for sub-loans of funds to small 
enterprises for workinq capital and term loans. 

228. Whether loans are extended to small or biq businesses, it would also be 
necessary for the proposed facility to develop technical capabilities not only 
for evaluatinq loan requests but also for helpinq entrepreneurs in the 
formulation and valuation of project proposals. In this, the use of technical 
assistance services available from various multilateral sources would be 
appropriate. 
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Chapter III 

FISCAL DETERMINANTS 

In troduc tion 

229. Growth, stabilization and the distribution objectives of public policy 
have been preoccupying economists and planners in an increasing number of 
countries since the 1950s. The role entrusted to public finance in this 
process has increasingly gained acceptance in both developed and developing 
countries. Annual Government budgets have assumed growing importance as the 
most effective instrument of fiscal policy aimed at affecting the level of 
income and dema nd, influencing economic activi ty, redistr ibuting wealth and 
mitigating inflationary pressure. This role became crucial in situations where 
the Government budget also served as the instrument for the implementation of 
socio-economic development plans and programmes. In fact, the Government 
budget under these circumstances has provided a broad frame of reference for 
policy measures and their co-ordination in various areas, especially when 
complementary instruments of economic policy such as those in the monetary and 
other related sectors have been lacking. Many developing economies have been 
characterized by this phenomenon in the process of their development. The 
situation in the occupied Palestinian territories represents an exception to 
this pattern, as public finance has served only a marginal role, if any. The 
purpose of this chapter is to examine briefly the extent to which instruments 
of fiscal policy have promoted efforts aimed at improving the performance of 
the Palestinian economy in the occupied territories during the 20 years of 
the ir occupa tion by Israel. 

A. Pre-1967 situation 

230. The fiscal system applicable in Palestine, prior to the First World War, 
was that obtaining generally throughout the ottoman Enpire, with parts 
directly controlled by the Ministry of Finance at constantinople and parts 
administered at district level from Beirut. Government expenditures were 
largely concentrated on maintaining law and order and providing some other 
public administration services. Traditional taxes on movable and immovable 
property, customs duties and excises constituted the main sources of 
Government revenues. 160/ 

231. With the occupation of Palestine by the British Expeditionary Fbrces, the 
military administration assumed responsibility over matters related to public 
administration and reinstated, in February 1918, a 11 the taxes that had been 
in force under the Ottoman Government. Subsequently, a number of changes were 
introduced in the tax system, including the "in-kind" assessment of tax on 
crops at the village level with provision for appeal within six days to the 
Mili tary Governor of the district .161/ 

232. In 1920, a civil administration was set up under the Fbreiqn Office in 
London and took over the Government of the country from the military 
administration. Several changes and reforms were introduced in the fiscal 
system. These included the reduction or elimination of one or more taxes, the 
modification of assessment and collection methods, and the substitution of new 
taxes for old ones, all aimed at rationalizing the tax system from the point 
of view of generating more revenue, facilitating its administration, 
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especially assessment and collection procedures and practices, and ensuring 
equality. The introduction of a tax on the income of individuals in 1942, and 
on company profits in 1945 also reflected these considerations. Nevertheless, 
the tax system remained reqressive in its burden, as it relied larqely on 
property and consumption taxes at flat or proportional rates. 

233. The budgetary process was not based on expenditure considerations 
determining the level of revenues to be raised. In fact, the size of estimated 
revenues determined the level of Government expenditures. The order of 
precedence followed a fiscal outlook which was based on the need to continue 
necessary services. Proposals for new services deemed necessary or desirable 
were liable to be eliminated so as to produce a balanced budget with a marqin 
of safety, allowinq for conditions which would have vitiated the 
forecast. 162/ This policy resulted in budgetary surpluses in many years 
during the oeriod 1920-1947. Nevertheless, Government expenditures on 
developmental and economic services represented 33 per cent of total 
expenditures in 1936/37. 164/ As the Government of Palestine did not have 
money-creating power, its revenues from local sources were supplemented by 
advances from the Crown Agents and the Joint Colonial Fund or grants-in-aid 
from the British Government. The Colonial Development Fund also extended 
grants aimed at developing export trade with the United Kinqdom and 
particularly at carryinq out various water works. 165/ Only the central 
Government in Palestine also resorted to borrowing to a small extent from the 
public at home and abroad. The debt burden was therefore slight at all 
times 16 The budget of the central Government was supplemented by 
"special" budgets, such as the budget of the Palestine Railways, local and 
municipal budqets and the "Jewish bUdget". 

234. Upon the establishment of the State of Israel, the West Bank was 
subsequently subjected to Jordanian and Palestinian fiscal leqislation. In the 
Gaza Strip both Palestinian and Egyptian legislation provided the basis for 
the operation of the fiscal system. 

B. Post-1967 situation 

235. While it is claimed that fiscal laws and regulations prevailinq in the 
West Bank and Gaza Strip prior to their occupation by Israel in 1967 are still 
in force, a wide range of Israeli military orders and proclamations have 
created a different situation. The tax system alone has been the subject of 
more than 177 military orders and proclamations (includinq amendments), all 
aimed at increasinq Government revenues in order to meet expenditures by the 
occupation authorities. As a result, a colonial pattern of public finance has 
emerqed, whereby revenues and expenditures are more or less balanced. 

236. The Israeli authorities do not publish or provide comprehensive data on 
total Government revenues in the occupied territories. As in the monetary 
sector, Government finance statistics remain fraqmented and inadequately 
reported, apoearinq partly in national accounts, partly in the balance of 
payments and to a small extent in monetary statistics. This shortcominq is 
particularly apparent regardinq the public finances of the Gaza Strip. As a 
result, a thorouqh analysis of the impact of chanqes introduced in the fiscal 
system of the territories throuqh military orders and proclamations on various 
aspects of the economy is rendered difficult. Similarly, the extent to which 
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Government expenditures are financed through local and other sources of 
revenues is also unclear, as no data are published on defici t financing. In 
the light of these deficiencies, public finance statistics available on the 
territories should be treated with caution. 

1. Government expenditures 

237. Figures for Israeli Government expenditures, both current and 
developmental, in the territories are presented in tables 23, 24, 25 and 26, 
covering the period 1984-1986. Although the data fail to Provide the trends 
and developments in Government expenditures, their order of magnitude is 
indeed revealing in every respect. 

238. A brief examination of these figures clearly indicates that the total 
expenditures of the Israeli military Government fall short of providing the 
minimum level of basic Government services to a growing population, meeting 
present investment requirements and creating an adequate infrastructural basis 
for sustained growth and development. The level of Government expenditures in 
real terms is overstated by these figures in view of rapid increases in 
prices. The nominal figures adjusted to take account of price rises indicate 
little, if any, increase in certain areas. In fact, Government expenditures 
have declined in real terms during the inflationary period and have not been 
able to maintain the previously existing level of Government services to the 
inhabitants. Natural increases in population and return migration have further 
reduced the per capita value of these services. 

239. Total expenditures of the Israeli military Government in 1984 amounted to 
only 12.8 per cent of the GNP of the territories, or $US 128 per capita, 
represent ing one of the lowest levels of Government outlays among developing 
economies. By comparison, in 1982 Government expenditures amounted to 
79 per cent of GNP in Israel, 48 per cent in E'gypt, 47 per cent in Jordan, 
46 per cent in Yemen, and 38 per cent in the Syrian Arab Republic. 168 / In 
none of these countr ies, has the Government budget fo 110wed an approach 
whereby expenditures and revenues are balanced. In addition to sizeable 
external budgetary support, deficit financing has allowed increases in 
Government expenditures. This pattern has largely emerged as a result of the 
particular importance attached to public expenditures at the early stages of 
development. It is widely accepted that various infrastructural facilities 
having external benefits must be publicly provided by either the central or 
local Government or both and must be financed through the budget but not 
necessarily produced by the public sector. l69/ 

240. The Government budget has often served as a meChanism for channelling 
resources into the economy for this purpose using the public and private 
sectors, both directly and through a range of financial institutions. The 
significant role of the private sector has been increasingly recognized in 
developing economies where entrepreneurial capabilities have been able to 
demonstrate their vital contribution to the process of growth and development. 
Not much of this widely accepted approach to development and the crucial role 
that the Government budget (central or local) has played in this process has 
been discernable in the occupied ter ri tor ies, especially dur ing the past 
20 years. 
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Table 23 

Israeli Government current expenditures in the West Bank, 1984-1986 
(Thousands of new Israeli shekels (NIS) and percentaqes)~ 

Item 1984 (actual) 1985 (budget) 1986 (budget) --
(NIS) ill (NIS) ill (NIS) ill 

Civil Administration 251 0.1 1,048 1.6 5,308 3.4 
Statistics 101 0.3 198 0.3 538 0.3 
Finance 1,355 3.9 5,306 8.1 12,166 7.8 
Customs 541 1.6 932 1.4 2,158 1.4 
Tax 1,364 4.0 2,648 4.0 5,792 3.7 
Interior 1,151 3.3 2,968 4.5 6,911 4.4 
Justice 366 1.1 545 0.8 1,406 0.9 
Land 75 0.2 152 0.2 320 0.2 
Assessment 14 0.0 27 0.0 60 0.0 
Education 16,119 46.9 27,331 41.6 55,876 35.8 
Archeology 93 0.3 187 0.3 445 0.3 
Relig ion 26 0.1 57 0.1 126 0.1 
Labour 480 1.4 808 1.2 1,295 0.8 
Employment 111 0.3 217 0.3 1,003 0.6 
Health 6,101 17.8 10,873 16.6 31,149 19.9 
Welfare 1,308 3.8 2,746 4.2 6,443 4.1 
Housing 53 0.1 83 0.1 156 0.1 
Public works 1,065 3.1 2,614 4.0 6,546 4.2 
Surveying 42 0.1 95 1.4 205 0.1 
Agr iculture 692 2.0 1,171 1.8 2,586 0.1 
Water expenditure 1,331 3.9 2,400 3.6 8,400 5.4 
Natural reserves 20 0.1 41 0.1 240 0.2 
Industry and trade 282 0.8 441 0.7 919 0.6 
Quarries 8 0.0 14 0.0 33 0.0 
Tourism 23 0.1 37 0.1 80 0.1 
Enerqy 23 0.1 34 0.1 76 0.0 
Transportation 163 0.5 413 0.6 888 0.6 
Postal services 504 1.5 1,023 1.6 2,419 1.4 
Telecommunications 394 1.1 741 1.1 1,619 1.0 
State & absentee property 289 0.8 464 0.7 1,021 0.6 

Total~/ 34,345 100.0 65,614 100.0 156,184 100.0 

Source: Israel, Budget for 1986/1987, Jerusalem, 1986. 

~/ The period average exchange rates for the NIS were as follows: 
in 1984, $1 = NIS 0.293; in 1985, $1 = NIS 1.179; in 1986, $1 NIS 1.488. 

~/ Percentage pOints are rounded for ease of computation. The total 
expenditure figures in NIS, which are the sum of the various expenditure 
items, differ slightly from those officially reported. 
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Table 24 

Israeli Government current expenditures in the Gaza Strip, 1984-1986 
(Thousands of new Israeli schekels (NIS) and percentages)~l 

Item 1984 (actual) 1985 (budget) 1986 (budget) 
(NIS) J.!l. (NIS) J.!l. (NIS) J.!l. 

Civil Administration 215 1.4 562 1.8 940 1.4 
Statistics 76 0.5 137 0.4 308 0.4 
Finance 513 3.4 1,631 5.2 3,550 5.2 
Interior 310 2.0 689 2.2 1,563 2.3 
Justice 384 2.5 806 2.6 1,690 2.5 
Education 5,293 35.1 10,325 33.1 22,411 32.8 
Religion 97 0.6 201 0.6 422 0.6 
Energy 12 0.1 28 0.1 60 0.1 
Labour 304 2.0 623 2.0 1,335 1.9 
Health 5,619 37.3 10,893 35.0 24,003 35.2 
Welfare 948 6.3 2,548 8.2 5,518 8.1 
Agriculture 363 2.4 769 2.5 1,620 2.4 
Trade & industry 47 0.3 98 0.3 206 0.3 
Transportation 105 0.7 224 0.7 517 0.8 
Public works & surveying 107 0.7 266 0.8 570 0.8 
Communications 595 3.9 1,175 3.8 663 1.0 
State & absentee property 85 0.6 170 0.5 358 0.5 
Refugees • rehabilitation - - - - 250 0.4 
Reserve for wages & purchases - - - - 2,264 3.3 

TotalE/ 15,073 100.0 31,145 100.0 68,248 100.0 

Source: Israel, Budget for 1986/1987, Jerusalem, 1986. 

~/ The period averaqe exchange rates for the NIS were as follows: 
in 1984, $1 = NIS 0.293; in 1985, $1 = NIS 1.179; in 1986, $1 = NIS 1.488. 

EI Percentage pOints are rounded for ease of computation. 
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Table 25 

Israeli Government development expenditures in the West Bank, 1984-1986 
(Thousands of new Israeli shekels (NIS) and percentages)~l 

I 1984 (actual) 1985 (budget) 1986 (budget) 
(NIS) ill (NIS) ill (NIS) J.!l 

Development of water resources 535 9.8 2,200 12.6 4,700 11.1 
Loans and grants to local 

authorities 1,634 29.9 3,500 20.1 8,700 20.5 
School buildings 266 4.9 1,200 6.9 3,200 7.5 
Development of post offices 10 0.2 75 0.4 100 0.2 
Electric grids 668 12.2 1,400 8.0 2,600 6.1 
Telephones 556 10.2 1,800 10.3 4,900 11.6 
Roads 563 10.3 2,800 16.1 6,100 14.4 
Health 634 11.6 2,490 14.3 9,540 22.5 
Civil administration 6 0.1 520 3.0 400 0.9 
Archeology 58 1.0 108 0.6 280 0.7 
Natural reserves 20 0.4 16 0.1 20 0.0 
National parks 40 0.8 20 0.1 35 0.1 
Bedouin settlement 55 1.0 120 0.7 140 0.3 
Quarr ies - - 60 0.3 - -
Buses 8 0.1 170 1.0 300 0.7 
Industry & agriculture 405 7.4 60 0.3 100 0.2 
Reserve for inflation - - 845 4.9 1,270 3.0 
Non-recurring items 13 0.2 - - - -

TotalE/ 5,471 100.0 17,384 100.0 42,385 100.0 

Source: Israel, Budget for 1986/1987, Jerusalem, 1986. 

~/ The period average exchange rates for the NIS were as follows: 
in 1984, $1 = NIS 0.293; in 1985, $1 = NIS 1.179; in 1986, $1 = NIS 1.488. 

E/ Percentage points are rounded for ease of computation. 
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Table 26 

Israeli Government development expenditures in the Gaza Strip, 1984-1986 
(Thousands of new Israeli shekels (NIS) and percentages)~7 

Item 1984 (actual) 1985 (budget) 1986 (budqet) --
(NIS) J.!L (NIS) J.!L (NIS) ill 

Miscellaneous 116 3.7 199 3.8 1,076 8.9 
Loans & grants to local 

authorities 1,473 47.1 2,546 49.3 5,572 46.3 
Welfare - - 40 0.8 101 0.8 
Agriculture 10 0.3 52 1.0 82 0.7 
Schools 400 12.8 1,248 24.2 2,029 16.9 
Health 572 18.3 606 11. 7 2,074 17.2 
Planninq 4 0.1 4 0.1 632 5.2 
Telephones 425 13.6 210 4.1 106 0.9 
Reserve - - 258 5.0 348 2.9 
Roads 102 3.3 - - - -
Vocational training 23 - - - - -

Totai!Y 3,125 100.0 5,163 100.0 12,020 100.0 

Source: Israel, Budqet for 1986/1987, Jerusalem, 1986. 

~/ The period average exchange rates for the NIS were as follows: 
in 1984, $1 = NIS 0.293; in 1985, $1 = NIS 1.179; in 1986, $1 = NIS 1.488. 

£/ Percentaqe points are rounded for ease of computation. The total 
expenditure figures in NIS, which are the sum of the various expenditure 
items, differ slightly from those officially reported. 

241. Current expenditures amounted to almost 69 per cent of total Government 
outlays in 1984. Only a few items under this category of expenditures are of 
direct relevance to the Palestinian population in providinq a minimum level of 
public services. They include education, health, welfare, public works, pOstal 
services and telecommunications. However, much of each allocation covers 
salaries and other expenses. The level and standard of services provided in 
some of these areas leave much to be desired, as can be seen from the 
prevailing conditions in these areas. 

242. In the area of education, for example, much of the allocation covers the 
salaries of teachers in public schools and Government employees serving this 
sector. While there are five universities in the territories, their activities 
are severely constrained by lack of financial resources, as contributions from 
the various Arab sources have declined and the occupation authorities have 
imposed restrictions limiting the freedom to design curricula. Financial 
constraints have forced some universities, such as the Bir Zeit University, to 
obtain loans from the Higher Council of Education, a body grouping local 
universities, to pay their salaries. The absence of a central authority to 
plan, co-ordinate and execute programmes involving several universities has 
been an impeding factor. As a result, the curricula often duplicate 
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themselves, with the universities largely concentrating On humanities and not 
on applied sciences, except for one which has a faculty in engineering and 
another in medicine. As a result, the qualifications of around 
20,000 qraduates do not enable them to find suitable jobs. 

243. Tn the area of vocational training, despite the fact that there are 
around 27 centres which have graduated some 52,000 trainees, the training 
provided is essentially for semi-skilled employment in Israel, for example in 
construction, mechanics, plumbing, weaving and clerical functions. Many of the 
t.rainees cannot find work in the territories when they complete their 
training. They either go to Israel for work or emigrate to other Arab 
countries. 170/ 

244. With respect to health, there are indications that the level and standard 
of medical services are very poor, with the number of hospitals and the number 
of beds remaining the same. In fact, with the closure of the "Hospice" 
Government hospital, in 1985, the situation has further deteriorated. On the 
whole, the Israeli G::>vernment budget provides for a total of 34,500 free 
hospital days for the entire population of the territories, allocable upon the 
approval of the military G::>vernment. This means that every 37 persons of the 
population of the territories can benefit from one free hospital day per year. 
For a large percentage of papu lation which is not covered by health insurance 
schemes, hospitalization beyond these days requires self-financing. 171/ The 
area of pharmaceuticals is severely handicapped by lack of research and 
control in respect of the development and production of medicine. The result 
has been increasing hazards to health, under-utilization of production 
capacity in pharmaceutical firms and an increasing drain on foreign exchange 
for imports from Israel and elsewhere owing to lack of confidence in local 
output. 172/ 

245. Of the remalnlng items, much of the allocations cover the operations of 
the military Government and civil administration. Increases shown in 
s uhsequent years (1985 and 1986) for Gover nment expend i tures, both cur rent and 
capital, should be viewed against the risinq rate of inflation and the 
continuous depreciation of the Israeli cur rency. M:)reover, these figures are 
budget estimates. The level of actual outlays remains to be seen. 

246. Capita 1 or deve lopment expend itures involving water resources, 
electricity grids, telephones, roads, civil administration and archeology are 
at least partly aimed at contributing to the construction and/or improvement 
of Israeli settlements and meeting the needs of the military administration. 
wans and grants to local Palestinian authorities constitute an important item 
under this category of Government outlays, the aim being to boost the meagre 
resources of these authorities for the provision of vital social services at 
the municipal level. Overall, actual development expenditures under this 
crucial category of G::>vernment outlays amounted to as little as 1.9 per cent 
of the GNP of the territories in 1984. By contrast and as noted earlier, the 
size of G::>vernment expenditures on the development of Israeli settlements in 
the territories is striking. 173 / Coupled with restrictions on private 
investment, lack of a foll fledged banking system, and policies aimed at 
expanding Israeli settlements and increasing the economic dependence of the 
territories on the Israeli economy, the low level of capital outlays has not 
been able to contr ibute to capi tal formation or growth in errployment, outp.! t 
and income in the Palestinian economy. 
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247. The assistance of the international community, coverinq a wide ranqe of 
activities and carried out independently of the Israeli Government, has 
supplemented the meaqre Israeli budqetary outlays in the territories. This 
assistance includes involvement in the creation of an adequate physical and 
human infrastructure relatinq, for example, to the supply of water and 
electricity and the provision of sewaQe facilities, which are all obligations 
of the Government. While such assistance is welcome since it fills a qap, its 
maqnitude and nature OUQht to be carefully studied. 174/ It is important to 
ensure that external assistance does not relieve the occupyinq authorities of 
their obliqations and/or increasingly lead the people under occupation to 
over-rely on outside assistance and support in respect of activities that they 
could probably undertake themselves. Accordinqly, every effort is needed to 
encourage and enable the inhabitants of the territories to increasingly assume 
direct responsiblity for the development of their economy. Above all, it is 
necessary to create the relevant indiQenous institutional facilities and an 
environment which will assist the inhabitants in desiQninQ their future path 
of develOpment and in mobilizinQ and manaqinq their human and material 
resources within a sound set of priorities. External assistance under these 
conditions will have a more purposeful impact and will effectively contribute 
to local efforts. 

2. Government revenues 

248. The national income accounts of the territories reveal two major sources 
of Israeli Government revenues, namely "income tax and transfers to the 
Government" and "net indirect taxes on domestic production". No definition is 
given as to the composition of these cateQories. A major source of Government 
revenues, i.e. taxes on international trade or transactions effected directly 
or throuQh Israel, is omitted altoQether from these cateqories. Similarly, 
they exclude social security contributions and a number of other tax and 
non-tax sources of Government revenues. As a result, total actual tax and 
non-tax revenues of the Israeli Government from the territories are only 
partially reflected in the two aforementioned cateqories. Despite these 
limitations, Israeli Government revenues from these two sources amounted to 
12 per cent of the territories' GNP in 1984 which is comparable with 
performance in a number of countries. 175/ 

249. Accordinq to available statistics, the Israeli Government budget for the 
occupied territories produced a relatively small surplus in the West Bank and 
a deficit in the Gaza Strip in 1984 (see table 27). The final picture will be 
different if revenues from other sources, as indicated above, are also 
included. Revenues from taxes on the wages of Palestinians workinq in Israel, 
customs duties collected by Israeli authorities on the territories' imports 
throuQh Israel and Jordan, the hidden value added tax charqed on all Israeli 
exports to the territories in lieu of customs duties charQeable by the 
territories, fees on permits for crossinq the bridges into Jordan, and a 
number of other levies can rouQhly be estimated at over $150 million in 1984. 
IncludinQ this sum in the Israeli Government budqet for the territories will 
result in an overall surplus - a development which is contrary to the pressinQ 
need to improve the economic and social situation of the Palestinian people. 
It should be noted, however, that these calculations do not cover the direct 
and indirect benefits that accrue to the economy of Israel from the activities 
of Israeli settlers in the occupied territories. 



Table 27 

Estimates of government expenditures and revenues in the occupied Palestinian territories, 1984 
(Millions of Israeli shekels and percentages) 

Current Development Total Income tax Net indirect Total 
! 

Net 
expenditures expenditures expenditures transfers to taxes on domes- taxes revenues (2 ) - (1) i 

(1 ) the Govt. tic production (2 ) 
(as % (as % (as % (as % 
of GNP) of GNP) of GNP) of GNP) 

----~---

West Bank 34,345 11. a 5,471 1.8 39,816 (12.8) 18,951 19,801 38,752 (12.4) (1064) 
Gaza Strip 15,073 10.4 3,125 2.2 18,198 (12.6) 12,945 2,583 15,528 (10.7) -2,670 

Total 
(occupied 
Palestinian 
territories) 49,418 10.8 8,596 1.9 58,014 (12.7) 31,896 22,384 54,280 (11. 9) -2,403 

Source: Expenditure figures are from tables 25 to 28 and tax figures are obtained from Israel, Central Bureau of 
Statistics, Judea, Samaria and Gaza Area Statistics, (Jerusalem, CBS, 1985), vol. XV, No.2, pp. 73 to 80. 



- 84 -

250. It is, therefore, arqued that the inhabitants of the territories in fact 
oay an "occuoation tax" that can be conservatively estimated after 18 years at 
a total cumulative fiqure of $700 million for the West Bank alone. This 
refutes the Israeli claim that the low level of public exoenditures and 
investment derives from budaetary limitations. If net fiscal transfers had 
been invested in the territories, rather than added to Israeli exoenditures, 
it would have been DOssible to imorove local services siqnificantly and, in 
oarticular, to develoo local economic infrastructures. 176/ 

3. Revenues and exoenditures of municioalities 

251. In the absence of a national authority in the occuoied territories, the 
municioalities of Palestinian cities and towns become the most important 
local institutions in respect of orovidinq public se~vices and collectinq 
local taxes and fees. Were it not for the constraints of occuoation, their 
role could have been instrumental in creatina job oooortunities and 
undertakinq caoital orojects through community and rural development 
oroqrammes. 

252. Prior to 1967, municioalities played an important role in their 
localities, with the helo of the central Government. Municipalities received 
a certain percentaqe of revenues from the tax on the sale of gasoline which 
constituted. a significant oortion of their budaets. The Jordanian Government 
exercised discretion in dividing revenues from this source among the 
municioalities. As for develooment orojects, the Government placed a soecial 
fund at the disDOsal of the municioalities on easy terms. Loans were qranted 
subject to the aooroval by the district commissioner. However, at the 
reqional level the municioalities acted indeoendently with regard to various 
social service orojects. All these arranaements were abolished by Israel 
in 1967. A situation has since emeraed whereby municipalities have been 
subjected to the legislative and executive authority of the military 
commander in the territories. 177/ Although maintaining Jordan's budqetary 
orovision for municioalities, the actual power, both leqislative and 
executive, of municipalities has been severely curtailed. Municipalities are 
not allowed to embark on new orojects (water, electricity, roads, school 
buildina, etc.) without the advance aooroval of the occupation authorities. 
In many cases, aooroval is either not qranted or granted only after a long 
delay. This has led, at times, to a situation where some municipalities could 
not soend available revenues for badly needed projects and services. 

253. In instances when municioalities resorted to the Jordanian-Palestinian 
Joint Committee for financial suoport, the Israeli military Government 
established a "Develooment Fund" and obliged all municioalities to transfer 
into this Fund whatever contributions they received from the Committee. When 
the imolementation of this measure failed, Israeli authorities restricted the 
amount of funds to be brouaht into the territories for municipal and other 
ourooses. 

254. Municioalities cannot exercise leaislative power, and they are therefore 
not allowed to introduce new taxes and fees or change their orevailing rates 
or their collection orocedures without the prior approval of the Israeli 



- 85 -

authorities. This is crucial, as many taxes and fees are not tied to levels of 
income and prices and are levied either at flat rates and/or imputed in an 
arbitrary manner. 

255. It is, therefore, important that the revenues and expenditures of 
municipalities be viewed in the liqht of the above-mentioned constraints. 
Tables 28 and 29 give a consolidated picture of municipal budgets. 178/ 
Revenues, which are divided between "ordinary" and "extraordinary", amounted 
to as little as 4.6 per cent of GNP in 1984/85. Ordinary revenues have 
accounted for about 75 per cent of total revenues in the West Bank in the last 
five years and for 71.6 per cent in the Gaza Strip. Overall, they have 
represented more than 80 per cent in recent years, much of them coming from 
utilities such as water and electricity, followed by revenues from property 
taxes and fees. Extraordinary revenues comprise grants and loans from Arab and 
non-Arab sources, includinq the budget of the Israeli military Government in 
the occupied territories. In addition, they include income from 
municipalities' proiects. 

256. As noted, Jordan was a main source of income for the municipalities of 
the West Bank through loans and grants from the City and Villaqe Development 
Bank and the Arab Bank. This source of fundinq was replaced, durinq the 
period 1979-1985, by the Jordanian-Palestinian JOint Committee. With the 
introduction of Jordan's Development Programme for the Occupied Territories 
(1986-1990), financinq of municipal projects in the territories is envisaqed 
throuqh this Proqramme. Grants and loans from the Israeli administration in 
the territories underwent a steady decline over the period 1980-1984. The 
level of these loans and qrants has often been adjusted in the liqht of 
revenues which the municipalities receive from Jordan and other Arab and 
non-Arab sources. 

257. OwinQ to the unreliable nature of internal and external contributions to 
the budQet of the municipalities in the territories, it has not been possible 
to depend on extraordinary revenues on a reqular basis. Ordinary revenues seem 
to be more reliable, but they have not always been enough to meet the 
development requirements of municipalities, even within the limitations 
imposed by the Israeli occupation authorities on the new projects that are 
approved for implementation. 

258. Current expenditures of the municipalities cover the administrative 
expenses of local services, enQineerinq and technical expenditures and the 
cost of providing water and electricity. Construction of roads and buildinqs 
and other new infrastructural projects come under "capital" expenditures. 
Despite the relative increase in the level of both current and capital 
expenditures, the level of municipal services and development activities has 
followed a declininq trend in real terms. 
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Table 28 

Total municipal revenues, 1978/79 - 1984-85 
(Thousands of current United States dollars and percentaqes) 

Ordinary revenues Extraordinary Total revenues 
revenues 

Year Total Taxes, fees Utilities (Grants and Amount 
and others loans from 

the Adminis-
tration) 

1978/79 20,398.6 (8,532.6) (11,865.9) 15,691.2 36,089.8 
1979/80 25,092.7 (9,827.4) (15,265.3) 22,533.0 47,625.7 
1980/81 33,536.3 (8,170.3) (23,414.3) 23,083.5 56,619.8 
1981/82 32,564.3 (10,890.5) (24,035.7) 17,176.1 49,740.4 
1982/83 40,301. 7 (13,258.4) (27,043.2) 10,878.8 51,180.5 
1983/84 56,707.0 (20,920.5) (35,786.4) 12,563.5 69,270.5 
1984/85 61,864.9 (22,078.5) (36,341.6) 10,772.3 72,637.2 

Source: Israel, Central Bureau of Stat1st1cs, Judea, Samar1a and Gaza 
Area Statistics (Jerusalem, CBS, 1985), vol. XV, No.2, table 1,00.209 
and 239. 

Notes 

- Decimal points are rounded for ease of computation. 

As % 
of 
GNP 

3.8 
4.1 
3.9 
3.5 
3.4 
4.1 
4.6 

- Conversion into United States dollars is based on period averaqe market 
rates in IMF, International Financial Statistics, 1985 Annual Edition 
(Wash. D.C., IMF, 1985). 

I 

Table 29 

Total municioal expenditures, 1978/79 - 1984/85 
(Thousands of current United States dollars and oercentaqes) 

Years 

I 
Current* Capital Total As % of 

GNP 

1978/79 21,633.4 12,617.4 34,250.8 3.6 
1979/80 22,920.2 17,667.4 47,270.0 4.0 
1980/81 39,282.0 15,669.3 54,953.3 3.8 
1981/82 38,148.8 11,042.1 49,190.9 3.5 
1982/83 41,725.2 8,640.3 50,365.6 3.3 
1983/84 49,741.7 14,361.0 64,102.7 3.8 
1984/85 51,992.8 16,526.2 68,519.0 4.4 

Source: Israel, CBS, Judea, Samar1a and Gaza Area Stat1st1cs 
(Jerusalem, CBS, 1985), vol. XV, No.2, table 2, OPe 210 and 240. 

Notes 

- Decimal ooints are rounded for ease of computation. 
- Conversion into United States dollars is based on period 

averaqe market rates in IMF, International Financial Statistics 1985 
Annual Edition (Wash. D.C., IMF, 1985). 

* Does not include loan reoayments. 
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4. The tax system 

259. A detailed system of taxes, duties and fees was in force in the West Bank 
and Gaza Strio at the time of their occupation in 1967. As in most developinq 
economies, the emphasis in the desiqn and structure of the tax system 
reflected revenue considerations of the Government. Nevertheless, attempts 
were made as early as 1951, especially in the West Bank, to introduce also an 
element of equity in the tax burden based on the concept of "ability to pay". 
In view of the limited scope of the tax system as a whole, its ootential role 
in the allocation, stabilization and distribution objectives of oublic policy 
was beinq promoted throuoh a combination of monetary and fiscal instruments. 

260. The different tyoes of taxes prevailinq in the territories by 1967 may be 
orouoed under the two broad cateoories, namely direct and indirect taxes. 

(a) Direct taxes 

261. These comorise taxes imoosed on the income and wealth of individuals and 
juridical entities. 

262. Income tax: This tax was in force in accordance with Law No. 25 of 1964 
and covered the income of residents on a "qlobal" basis from work, craft, 
business, profession or vocation and accruinq as salaries and waqes, orofits, 
dividends, rent, interest and qains. It excluded aqricultural income, interest 
on public loans, pensions, family and education allowances, non-orofit 
oroanizations and juridical entities benefitinq from the Investment 
Encouraqement Law. 179! In addition, a number of disbursements and exoenses 
were allowed as deductions for determininq taxable income. 180! 

263. Salaries and waoes, income of the self-employed and that of 
non-share-holdino juridical entities were subject to orooressive tax rates 
ranoinq from 5 to 50 oer cent, with a maroinal rate of 5 per cent between 
income brackets. Accordinoly, taxable income was divided into 11 brackets, 
with steos of JD 400 movinq to JD 2000, UP to a total of JD 8000. The taxable 
income of share-holdinq comoanies was subject to a flat tax rate of 
35 oer cent. 181! 

264. It should be noted, however, that Income Tax Law No. 25 in Jordan was 
subsequently amended in 1975 and substantially revised in 1982 and in 1985 
with a view to further meetinq equity, resource-allocation and revenue 
considerations. These amendments entailed expandinq income brackets, 
increasinq exemptions and improvinq tax assessment and collection procedures. 
They did not aooly to the occuoied West Bank, where Israeli military orders 
have brouoht about the kind of chanqes deemed necessary by the occuoation 
authorities. These chanqes have, inter alia, increased tax rates and reduced 
exemotions. 

265. Property tax: In accordance with the orovisions of Jordanian Tax Laws 
No. 11 of 1954 and No.9 of 1967, a municioal tax on buildin~s and land 
located within the city limits was imoosed at a rate of 17 per cent of the net 
annual rental value of buildinqs and 10 per cent of the net annual rental 
value of land. The taxes were collected by the Central Government (Ministry of 
Finance) on behalf of municipalities and, after deduction of collection 
charqes, 42 per cent of the tax was transferred to municipal and villaqe 
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councils as their share of total net collections. The balance of 58 per cent 
of the tax remained for the GOvernment. In the assessment of the overall 
income tax liability of property owners, this percentage could apparently be 
deducted in order to avoid double taxation. 

266. Land tax: While aqricultural business was exempt from tax, the Land Tax 
Law of 1955 imposed a nominal fee of an averaqe JD 1 per 1/4 of an acre of 
land planted with fruits and vegetables. 

(b) Indirect taxes 

267. This cate~ory comprises various kinds of taxes and fees imposed at the 
central Government and municipal levels: 

(a) Customs duties and excises: Customs duties constituted the major 
source of Government revenues under this cateqory, followed by excise duties 
on selected local products such as petroleum products, cement, ciqarettes and 
alcoholic beveraqes, imposed in accordance with Law No. 13 of 1963; 

(b) Education tax: in accordance with Education By-law No.1 of 1965, a 
tax at the rate of 3 per cent of the estimated annual rent of buildinqs was 
imposed on residents in municipal areas; 

(c) Fees and other charges: in accordance with Law No. 27 of 1952 and 
its subsequent amendments, fees and stamp duties were charqed on various kinds 
of commercial and leqal transactions. 

(c) Israeli policies and practices 

(i) Chanqes in tax laws 

268. Following the Israeli occupation of the West Bank and Gaza Strip in 
June 1967, military proclamations were issued callinq for the continued 
application of the prevailinq laws in the territories, provided such 
application did not contradict the orders of the Commander of the occupation 
forces and the changes brouqht about by the establishment of Israeli military 
rule. Subsequently, many military orders were issued aimed at amendinq the 
prevailinq tax system. Military Order No. 1106 authorized the civil 
administration to increase maximum income tax rates throuqh by-laws in order 
to facilitate the amendment process. As noted earlier, a total of 177 military 
orders have effected siqnificant chanqes in the tax system. In addition to 
chanqing the SCOPe and rates of taxes, new taxes were imposed with a view to 
increasinq Government revenues and aliqninq the tax system of the territories 
with that prevailin~ in Israel itself. These chanqes are briefly examined 
below. 

(a) The income tax law 

269. Nowhere in the tax system of the territories are chanqes more pronounced 
and frequent than in the area of income tax. These chanqes pertain to rates, 
income brackets, methods of assessment, collection and appeal 
procedures,182/ and they are all aimed at maximizing the revenues of the 
occupation authorities. 
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270. From June 1967 to February 1985, 34 military orders were issued to amend 
income tax rates, income brackets and exemptions. The minimum level of taxable 
income was reduced from JD 400 to JD 40; tax rates were increased, ranqinq 
from 5.5 to 55 per cent with marqinal rates of UP to 5 per cent between income 
brackets; and the amounts of income under the 11 brackets were reduced to a 
maximum of JD 3,768, as aqainst JD 8,000 applicable under income tax Law 
No. 25. 

271. While the top rate has increased by 5 oer cent, the amounts in taxable 
income brackets have been lowered in most cases by more than 50 per cent. It 
is obvious that, because of the lowerinq of taxable income brackets, a hiqher 
tax rate is now levied on amounts which qenerally represent less than half of 
the taxable bracket under the 1964 Law. Consequently, a taxable income of 
JD 1,600 which used to fall within the 15 per cent tax bracket under the 
1964 Law has now moved UP to the 33 per cent hracket, siqnifyinq an increase 
in tax payments of more than 100 per cent (see table 30). Workers and 
entrepreneurs are certainly discouraqed when they see that a qood portion of 
their marqinal income is taken away, especially when the economy is 
increasinqly movinq into a recessionary state. 

272. A comparison with income tax liability in Jordan puts the taxpayer in the 
territories at a qreat disadvantage. In Jordan, the tax threshold for a 
taxpayer with a spouse and four children was raised from JD 320 under the 
1964 Income Tax Law to JD 1,400 under the 1982 Income Tax Law. Likewise, the 
deduction for each university student has been raised from JD 200 to JD 500. 
Taxpayers livinq in rented houses are eliqible for a 50 per cent deduction on 
the amount of annual rent they pay. Medical expenses and insurance premiums 
are also deducted from taxable income. 

273. Upon calculatinq the amount of income tax due on a sample of 10 income 
brackets ranqinq from JD 1,600 to JD 10,600 per annum, it is found that the 
overall rate has declined from 31.4 per cent under the 1964 Law to 
13.8 per cent accordinq to the 1982 Income Tax Law (see table 31). 

274. The net impact of chanqes in the 1982 Income Tax Law of Jordan relative 
to a married couple with four children havinq an annual taxable income of 
JD 2,000 is that income tax due has dropped from JD 165 under the 1964 Law to 
JD 33 under the 1982 Law. However, as a result of the major amendments 
introduced by the Israeli authorities in the 1964 Law, the actual amount of 
tax due for a family of the same size in the territories is presently assessed 
at JD 299, which is nine times hiqher than in Jordan. 

275. Israeli military orders have also lowered personal allowances for income 
tax purposes. In 1984, these allowances were lowered for all family sizes. 
While they were sliqhtly increased later in 1985, they remain below the 
pre-1967 level (see table 32).183/ The allowance ceilinq in the West Bank 
stands at JD 314, which is only 22 per cent and 13 per cent of that prevailinq 
in Jordan and Israel respectively. This is so despite the fact that per capita 
income in the West Bank is only 29 per cent and 72 per cent of per capita 
income in Israel and Jordan respectively. 
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Table 30 

Comparison between income tax rates and brackets under 1964 law and after 
amendments throuqh Israeli military orders, 1985 

Income brackets and tax rates Income brackets and tax rates 
in March 1985 as in oriqinal Income Tax Law of 1964 

Taxable Income Tax Rate Taxable Income I Tax Rate 
(JO) % (JO) % 

144 ~I 5.5% 400 5% 
396 7.7% 800 7% 
648 11.0% 1,200 10% 
900 16.5% 1,600 15% 

1104 22.0% 2,000 20% 
1284 27.5% 2,400 25% 
1452 33.0% 2,800 30% 
1632 38.5% 4,000 35% 
2124 44.0% 6,000 40% 
3024 49.5% 8,000 45% 
3768 55.0% more 50% 

I 
Source: Nidal R. Sabri, "The effects of taxes Imposed on the population 

of the occupied Palestinian territories", a paper presented at the 
United Nations (HABITAT) Seminar on the living conditions of the Palestinian 
people in the occupied Palestinian territories, Vienna, March 1985, p.6. 

~I Converted into Jordanian dinars at the rate of IS 2,000 to one dinar. 

Table 31 

Tax due in accordance with the 1964 and 1982 Jordanian income tax laws 

Annual taxable income Tax due per 1982 Tax due per 1964 Law 
(JO) (JO) (JO) 

1,600 50 122 
2,600 150 347 
3,600 300 705 
4,600 450 1,108 
5,600 650 1,549 
6,600 850 2,118 
7,600 1,100 2,503 
8,600 1,350 3,017 
9,600 1,600 3,567 

10,600 1,900 4,117 

Total 61,600 8,400 19,153 
Overall 
rate 13.8% 31. 4% 

Source: Based on Income Tax Law No. 25, 1964, and Income Tax Law No. 34, 
1982. 
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Table 32 

Personal allowances for income tax purooses 
(Jordanian dinars) 

status 

I 
West Bank Jordan 

1964 present 

150 150 400 
250 242 600 

+ 1 child 275 260 800 
+ 2 children 295 278 1,000 
+ 3 children 310 296 1,200 
+ 4 children 320 314 1,400 

, 
Israel 

737 
1,046 
1,370 
1,694 
2,018 
2,342 

Source: (1) Artlcle 14, Income Tax Law No. 25, 1964, 
Ministry of Finance, Amman, Jordan. (2) Income Tax Scale for 
Fiscal Year 1984-1985, issued by Officer-in-charqe of Taxes 
at the Civil Administration. (3) Article 13, Income Tax Law 
No. 34, 1982, Ministry of Finance, Amman, Jordan. (4) Annual 
Income Tax Computation Scale, issued by the Department of 
Income Tax and Property, Ministry of Finance, Tel Aviv, 
March 1985. 

[ 

276. With respect to business income tax, the Israeli authorities have also 
amended the Egyptian tax laws so that Gaza businesses, including the Bank of 
Palestine, have to pay 37.5 oer cent tax on their income. Several industries 
in the Gaza Strip are claimed to be on the verqe of closinq.184/ 

277. The most striking change pertained to tax collection procedures embodied 
in chapter 14 of Law No. 25. This chapter was totally cancelled and replaced 
by Military Order No. 770 of November 1978 which obliged taxpayers to make 
advance payments on a monthly basis throuqhout the fiscal year and not after 
the end of the year, as had been the case. This pay-as-you-earn (PAYE) method 
of tax collection was enforced without giving due consideration to earnings. 
The monthly installment is based on an estimate which is equivalent to the 
total tax paid for the previous year. This method of assessment is based 
neither on the "Accrual" nor on the "Cash" method which is normally used in 
determining the income of taxpayers for a current fiscal year. It also bears 
no relation to the capital or the volume of business and/or profits of the 
taxpayer. The practice is particularly objectionable not only on legal grounds 
but also from an economic point of view, as it impinges on the limited 
resources available to businesses for investment and/or as working capital. 
The lack of an adequate bankino system has forced businesses to either borrow 
at exhorbitant rates of interest to pay the tax in advance or face fines and 
even closure. 

278. The advance payment of the tax is also practised in Israel itself, where 
the balance of the tax due is indexed to the cost of livin~. In the West Bank, 
however, the balance is indexed to the averaqe exchange rate of the Israeli 
Shekel to the Jordanian dinar. The final amount of tax collected in 
two similar cases has been higher in the West Bank than in Israel due to the 
fact that the exchange rate of the Israeli shekel has been depreciating faster 
than the increase in the cost of livino. This practice is also followed in 
respect of all taxes which are assessed in Jordanian dinar but collected in 
Israeli shekels at the prevailinq rate of exchange. 
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279. The advance payment of taxes was subsequently followed by Military Order 
No. 791 which imposed a fine of 1.5 per cent of the assessed tax on each 
15 days' delay in payment, whereas this fine is set at 1 per cent in Israel 
itself. It should be noted, however, that most of the provisions of the 
two above-mentioned military orders are extracted from the Israeli Tax Law 
of 1961. 

280. The advance payment of tax is also extended to include deductions at 
source of taxes on purchases, sales and services, a practice which results in 
double taxation and contradicts Jordanian law prevailinq in the West Bank. 
Such an approach distorts the principle of income tax or other direct tax 
burden borne by taxpayers at the point of impact. Taxes so paid are likely to 
be added to the cost of business and larqely passed on to the ultimate 
consumer, thus addinq to the inflationary pressure. 

281. In accordance with stipulations made in Law No. 25, a special court, 
known as the Court of Appeal for Income Tax Matters, was set UP to consider 
appeals of taxpayers aqainst the assessments and decisions of tax officers. 
The court, presided over by a judqe with a rank not lower than "second level" 
and havinq two other judQes with ranks not lower than "fourth level" operated 
under the jurisdiction of the Justice Ministry. In accordance with the 
law 18 the verdict of the court could be further appealed aqainst. 
Irrespective of the provisions of the law, Military Order No. 406 deleqated 
the competence of the special Court of Appeal for Income Tax Matters to an 
"Objection Committee", which would present its recommendations for the 
consideration of the Military Commander, who would either accept or reject 
them (Military Order No. 172). The military orders have thus revoked judicial 
consideration of appeals at various levels and confined them to 
administrative/military committee without judicial competence 18 There is 
therefore no machinery within an established judicial system to deal with 
appeals. This has led to widespread discontent and attempts at evasion, as 
well as qenuine reluctance to keep strinqent records. 187 / It has bequn to 
act as a disincentive to work, particularly in the middle and upper-middle 
income groups who usually qenerate new wealth in an economy. 

282. A similar practice is followed in respect of the appointment of 
"assessment officers". Despite the provisions of the Civil Service Code 
applicable in the West Bank until 1967, Military Order No. 120 of 1967 has 
authorized the Military Commander to appoint officials in the territories and 
confer upon them the competence he finds appropriate. 188/ 

283. One of the most serious Israeli violations of the tax system of the 
territories involves the treatment of Israeli citizens (settlers) and 
juridical entities residinq in the occupied territories. Under the qenerally 
accepted norms of tax law - the principle of the territorial application of 
taxes - the income of Israelis livinq in the territories ouqht to be taxed 
under Jordanian law, for such income is "derived, received or obtained" in 
these territories and not in Israel. 189/ In practice, however, no Jordanian 
taxes are collected from Israeli citizens livinq in the territories. Companies 
and associations that were reqistered in Israel but operated in the 
territories paid their taxes directly in Israel while those reqistered in the 
territories paid no income tax at all. 
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284. In 1978, the Israeli Knesset changed the Israeli Income Tax Ordinance, 
stating that the income of an Israeli citizen which was earned, obtained or 
received in the territories will be regarded as income produced, obtained or 
received in Israel. The objective of this amendment was to prevent the 
territories from becominq tax havens for Israeli citizens through avoidance of 
the need to pay any taxes. 190 / While this move has not ended the leqal 
application of the Jordanian tax law, in practice it has prevented the 
territories from collecting the taxes due to them notwithstanding the 
illegality of the presence of Israeli citizens and juridical entities in the 
territories. The chanqes provided that if an Israeli citizen living in the 
territories paid taxes to the taxation authorities in the territories, he 
would be exempt from Israeli tax up to the amount that he had already paid in 
order to avoid double taxation.l 9l / This is a provision which is 
unilaterally applied by an increasing number of countries in view of the 
qlobal treatment of income for tax purposes and the absence of double taxation 
agreements among countries. However, no separate tax is paid to the 
territories to beqin with to justify such treatment under the Israeli tax 
system. The Israeli economy and Government therefore remain the sole 
beneficiaries of the economic activities of Israeli citizens in the 
territories and of their tax liabilities. 

285. The same applies to income tax payments on the wages of, and to social 
security contributions made to the Israeli authorities by, more than 
90,000 persons from the OCCUPied territories workinq in Israel. In this case, 
however, there is no central authority to take this into consideration and 
extend a tax credit when assessinq their overall income tax liability, as 
there is no double taxation arrangement between the territories and Israel. 

286. As for Israeli juridical entities, those which are registered in Israel 
and whiCh also operate in the occupied territories pay their taxes to the 
Israeli authorities in accordance with Israeli corporation tax rates. Here, 
too, the use of the territories benefits only the Israeli economy and Israeli 
Government budqet. On the other hand, Israeli companies registered in the 
territories, with both management and ownership in the hands of Israelis, pay 
no local taxes and thus use the territories as a tax shelter. According to the 
Israeli Income Tax Commission and State Comptroller, there are some 267 to 
300 Israeli firms reqistered in the West Bank. 192 / A number of these 
companies are classified as "dummy" or "inactiv~" and thus have no tax 
liability. It is claimed, however, that those subjected to taxes paid less 
because Jordanian law has allowed them to give inflated figures for their 
expenses and thus reduce their taxable income. There are also doubts as to 
whether these companies have withheld income tax from the salaries of their 
employees. In fact, until new regulations were issued, Israeli firms in the 
territories had been able to avoid paying the value added tax. 193/ 

(b) Property tax 

287. In addition to the prevailing 17 per cent and 10 per cent tax on the net 
rental values of buildings and urban land respectively, the actual rent of 
such property was also made subject, as of 1 May 1985, to the 15 per cent 
value added tax (VAT). However, due to strong opposition among property 
owners, the application of VAT on such properties was suspended, though not 
altogether abolished. 
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(c) Customs duties 

2BB. Imported machinery and other qoods are indirectly charqed customs duties 
as most local enterprises are not allowed to import their supplies directly 
from abroad. They can only do so via Israeli importers and Israeli aqents for 
foreiqn firms. The Customs duties imposed are those applied to Israeli 
imports. They have an interventionist objective and are also aimed at 
increasinq Government revenues. The actual ranqe of tariffs is difficult to 
identify, as they are incorporated into the final prices of imported qoods. 
Constant chanaes in these duties, due not only to the inflationary situation 
but also to economic policy, add to the difficulty of assessinq the exact 
amount of duty imposed and to the uncertainty that confronts importers. An 
accepted approach for assessment purposes relies on the fact that in 1981 
customs duties were levied at a rate of 100-150 per cent on consumer Qoods and 
around 40 per cent on non-consumer qoods. 194/ In addition, the purchaser has 
to pay the 15 per cent value added tax on transactions with importers. 

289. The overall objective of this policy has been to safeauard Israeli 
products and influence the qeneral level and pattern of the territories' 
imports from abroad. While there may be an economic justification for such 
duties to be applied on imports into Israel, the same cannot hold for the 
occupied territories. Israeli customs duties may be aimed at protectinQ 
domestic Israeli industries in which the occupied territories have no 
interest. As such, the payment of such duties by importers in the territories 
represents not only a participation in the protection of Israeli economic 
interests but also a contribution to Israeli Government revenues. In 1985, 
Israel supplied B9 per cent of the territories' imports from the rest of the 
world while Jordan provided 9 per cent, equivalent to a combined total of 
$659 million worth of Qoods. The contribution to the Israeli Government 
revenues from customs duties and from VAT on such a volume of trade cannot be 
underestimated. 

290. The bondinQ system is also widely practised by the Israeli authorities, 
and the cost of this falls on the importers and end users. For example, 
veaetable oil imported throuqh Jordan and over the bridges cannot be taken 
directly to Nablus for use in soap processina. The company concerned has to 
provide bonded warehousing close to a bridqe to store the oil while it is 
beina cleared. Afterwards, the company can transport the oil to its other 
warehouse in Nablus, thus incurrinq extra cost throuqh apparently unnecessary 
duolication. 195/ 

(d) Excises 

291. Excises imposed on local industrial products (Law No. 16 of 1963) 
formerly covered a few articles such as cigarettes and matches. A wide ranae 
of major qoods introduced locally are now subject to excise duties and fees, 
in accordance with the provisions of Military Orders Nos. 31, 643 and 740. By 
May 1985, the followinq rates were charQed on some local products: 

White soap •••.•.• 20 per cent 
Cosmetics •••••••.• 20-30 per cent 
Detergents •••••.•• 20 per cent 
Paints. . . • • • . . . . .. 15 per cent 
Glass ..••••.••••.. 10 per cent 
Hides •...••••.•••. IS 1-2.5 oer hide 
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(e) Education tax 

292. This tax was introduced at a rate of 3 per cent on the net rental value 
of all property within municipal boundaries. The proceeds are credited to 
education departments of municipal authorities and subsequently used in the 
construction and maintenance of school buildings. The tax was raised to 
5 per cent and later to 7 per cent (see Military Orders Nos. 501, 763 and 821). 

(f) Land tax 

293. Following occupation, the rate of this tax was changed to 
JD 0.6 per dunum and was subsequently raised three times. It now stands at 
JD 2 per dunum, collected as a Government tax. 

(g) Soc ial service tax 

294. Prior to 1967, a tax at the rate of 10 per cent was collected on income 
towards financing "social services". It was collected along with incane tax. 
Fbllowing the occupation, the tax has been incorporated into the income tax 
itself and its proceeds are not used for welfare purposes. 

(h) Other taxes, fees and charges 

295. A number of other fees and charges have also been substantially 
increased. For example, fees for notaries and for power of attorney have been 
increased, from 50 fils to 1.6 dinars and from 1 dinar to 10 dinars 
respectively.196/ Similarly, speCial taxes on pharmacies and private medical 
practitioners were introduced in 1981. 197/ Apart from licences and fees, 
there is another important source of Government revenues for the occupation 
authorities, namely "fines" and "penalties" for security and other offences. 
In 1984 alone, revenues from this source amounted to as much as a 
quarter of a million Jordanian dinars. 

296. Permits for crossing the bridges on the Jordan River out of or into the 
territories have been used by the Israeli military authorities not only as a 
security measure but also as a reliable source of Government revenues. These 
permits were given almost free following the 1967 war. However, the 
authorities began to impose fees for allowing people to travel. These fees 
were periodically increased until, in 1986, they reached the equivalent of 
JD 28 ($US 78) per permit for an adult and JD 3 ($(8 8.4) for every child 
visiting the territories. Visitors leaving the territories were charged 
JD 5.5 ($15.40) per adult. 198/ According to Israeli statistics, more than 
400,000 persons (residents and visitors) crossed the bridges in 1985. This 
provides an indication of the magnitude of the revenues collected by the 
Israeli military authorities from this source alone. Table 33 gives a detailed 
breakdown of the various types of fees charged on persons and vehicles 
crossing the bridges. The heavy charges, accompanied by the worsening economic 
conditions of the population in the territories, have adversely affected the 
total number of crossings over the bridges in recent years. In 1986, the 
Israeli authorities reduced the fee for visitors to JD 15 and for the 
residents of the territories travelling abroad to 8 Jordanian dinars. Visitors 
are also charged a departure tax of about 10 Jordanian dinars. 
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Table 33 

Fees charoed by Israeli occupation authorities on the bridges, 1986 

IS $US 

- Exit permit (for a resident of the territories, 
14 years and above) 114.5 78 

- Entry permit (for a visitor of 14 years and over) 114.5 78 
- Fees on companions (residents or visitors) 

Below 12 years of aqe, each 12.6 8.6 
Over 12 years of aoe, each 33.6 23 

- Permit for a taxi driver to get to the bridge 
(per month) 225 154 
plus parking fee (Per month) 64 44 

- Permit for a lorry driver (per month) 225 154 
plUS security inspection fee on return (per trip) 29 20 
plus custom service fee (per trip) 21 14.5 

Source: AI-Fajr, Vol. VII, No. 320, 27 June 1986, and field survey. 

297. Pension contributions constitute another source of Government revenues. 
Pension schemes are available only to workers employed by the Government, who 
account for around 15 per cent of the employed labour force. Deduction and 
remuneration rates are fixed in accordance with Jordanian laws which were 
applicable in the territories before their occupation in 1967. The subsequent 
amendments which have resulted in substantially improved pension benefits in 
Jordan have been disregarded. 

298. Pension benefits are paid to beneficiaries in shekels with ad hoc and 
partial adjustments aimed at reducing the adverse impact of depreciation in 
terms of the Jordanian dinar and/or the risinq cost of livino. As a result, 
the purchasino power of pension allowances is reduced below their oriqinal 
level. Deduction for pension purposes is carried at the rate of 7 per cent, 
and the proceeds are credited to an account which is operated by the Civil 
Administration. No investment of any form in the territories is financed from 
resources originatino from pension contributions. 

299. Contributions to social security schemes similarly provide the Government 
with another reliable source of revenues. No form of social security scheme is 
available to the two larqest labour groups, namely workers in the private 
sector (whether owner-operators or employees) and workers employed in Israel. 
It is noted, however, that the wages of workers in the latter oroup are 
subject to social security deductions at rates on a par with those applicable 
to Israeli workers, but unlike the Israeli workers, workers from the 
territories are not accorded benefits in return. 
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(i) Impes i tion of a new tax (value added tax) 

300. The Israeli authorities instituted, in Auaust 1976, a tax on all goods 
and services in Israel. The tax, referred to as value added tax (VAT), was 
imposed at a flat rate of 8 per cent. The tax was simultaneously extended to 
apply to Israelis livina in the occuoied territories. The legislative 
technique was similar to that used in extendina over the territories the 
apolication of the Israeli Income Tax Ordinance. The provisions of the law 
stated that the tax also aoolied to transactions carried out in the 
territories by Israeli citizens. 199/ The puroose was threefold, i.e. to 
orevent the creation of a tax haven for Israelis in the territories, to raise 
Israeli C~vernment revenues and to further integrate the economic activities 
of Israelis livina in the territories. 

301. The value added tax was also introduced at the same rate of 8 per cent in 
the West Bank under By-law No. 31 of 1976 concerning fees and excise duties, 
without any announcement of its imposition as a new tax. It was related to 
Jordanian Law No. 16 of 1963. A new piece of legislation was thus suoerimposed 
on the existing law. The rate of the tax was subsequently raised to 
12 oer cent in 1977. In 1982, a further increase of 3 oer cent was effected, 
raisina the tax to 15 per cent payable by all businesses and entities except 
croo-farming enterorises. As noted, the tax is also applied on imports 
reaching the territories through Israel. The increase of the tax in 1982 in 
both Israel and the territories was aimed at financing the Israeli invasion of 
Lebanon,2001 which means that the inhabitants of the territories also had to 
particioate in financing that operation. 

302. The introduction and subsequent increase of the tax triggered strong 
opposition, esoecially amona Palestinian businessmen and politicians, because 
of its arave consequences on the economy and life of the inhabitants of the 
territories and because of its violation of international law (the Geneva 
Convention and the Hague Regulations) which forbids the imposition of new 
taxes in occuoied areas. However, when the issue was appealed to the Israeli 
High Court of Justice in 1983, the Court ruled that the military Government 
could levy value added tax on the residents of the territories. There was no 
absolute orohibition on the imposition of new taxes in conquered 
territories. 201 / 

303. It should be noted, however, that VAT was introduced in Israel in order 
to balance the loss of Government revenue due to other oroposals which were 
aimed at reducina some taxes. It was also in keeping with the introduction of 
a similar tax (VAT) in most Eurooean countries. It was araued that the orice 
increases resulting from the imposition of VAT would be balanced by income-tax 
reductions so that the total burden would remain unchanaed. In addition, in 
order to comoensate low-income families which would not benefit from 
reductions in direct taxes, it was envisaaed to increase children's allowances 
and old-age pensions, as well as social welfare services. 202/ None of these 
considerations apoly to the occupied territories. As noted earlier, in 
addition to this tax, the burden of a number of other taxes has been 
simultaneously increased in the territories. The concessions made to Israelis, 
in both Israel and the occuoied territories, do not benefit the Palestinian 
inhabitants of the territories. On the contrary~ the tax burden of the average 
Palestinian, in terms of both individuals and juridical entities, has been 
continuously increased aaainst a comoaratively low and declinina level of 
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income. Generally speaking VAT has evolved over the past few years to become 
one of the most serious fiscal constraints on the development of Palestinian 
industry and trade. 

304. From the administrative coint of view, VAT is also considered by the 
occupation authorities a useful instrument for controlling business activities 
at various staqes, since it necessitates establishinq and operating an 
elaborate system of book-keeping and all that that entails in terms of 
ooerational procedures. Most local Palestinian businesses are either unable to 
maintain such a system or unaware of the overall requirements. As a result, 
many small businesses have been confronted with penalties alleqedly for lack 
of adequate records and non-payment of this and other taxes. 203/ 

(ii) The tax system and economic activities 

305. Since the 1950s, preoccupation with growth and development objectives has 
prompted colicy-makers and planners in an increasing number of developinq 
countries to accord special attention to ways and means of promoting savings 
and investment in the economy. In addition to the increasinq involvement of 
the public sector in this proceSA, particular emphasis has been placed on the 
crucial role of the private sector. Various measures have been resorted to in 
order to induce private savings and investments, thus contributing to the 
rapid qrowth and development of the economy. The tax system has increasingly 
been considered as a promisinq instrument for determininq the pace and 
direction of efforts to achieve such a qoal. In addition to its traditional 
role in serving as a major source of Government revenues, the tax system has 
also provided, through various incentives, the basis for influencing the 
magnitude and direction of resource allocations in the economy. 
Notwithstandinq the conflictinq nature of the two aims, many developing 
countries have offered tax incentives within the framework of investment 
encouraqement schemes. 204/ 

306. Jordan, along with other countries, introduced, in the mid-1950s, laws 
and regulations which provided incentives to the private sector for investment 
in industrial, tourist and transport projects. Income from agricultural 
activities was and still is tax-exempt. Many of the incentives and exemptions 
stipulated under the Investment Encouraqement Laws Nos. 27 and 2B of 1955 were 
later replaced by Law No.1 of 1967. 

307. These laws provided exemptions from Customs duties on all machinery, 
equipment and other capital qoods imported for approved investment projects or 
any approved expansion scheme. The profits of such enterprises were also 
exempt from income tax for up to six years after the production of goods or 
services. Buildinqs and land related to these investment projects were also 
exempt from property tax. The Government also provided, in some cases, the 
land for the location of these projects free of charqe. Needless to say, these 
concessions were applied to all approved projects, whether located in Jordan 
itself or in the West Bank. 

30B. After 1967, new investment encouraqment laws were enacted by Jordan, 
namely Laws No. 53 of 1972 and No. 6 of 19B4, which provide more generous 
incentives for local, Arab and foreign investments in Jordan. In particular, 
the tax holiday period was increased, and projects in other sectors were 
added. The transfer of the foreign exchanqe equivalent of profits and the 
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original capital of non-Jordanians was equally quaranteed by law. The 
objective of all this was to promote savings and investment where prooensities 
are high at the private sector level, even thouqh it may be at the expense of 
some loss in Government revenues for the initial period. While the net effect 
of these incentives is difficult to determine here, it is widely believed that 
at a later staqe the beneficiaries of the incentives may serve as new "tax 
handles" and lead to the creation of a broader tax base and, hence, more 
Government revenues, in addition to contributinQ to national income. 

309. None of the old or new investment-related incentives are applied in the 
territories, althouqh the relevant laws are theoretically still in force. On 
the contrary, as noted, a number of tax provisions have been amended and an 
administrative procedure created to the disadvantaqe of entrepreneurs. This is 
particularly the case as far as industry is concerned. Perhaps this approach 
stems from the overall declared policy of the Israeli authorities concerninQ 
economic development in the territories. As a result, new enterprises find it 
very difficult to survive the first few years of operation as they are beset 
by fiscal and monetary obligations. 

310. The tax system in the territories is, therefore, used in its traditional 
role as the supplier of revenues to the Government. As such, its role in 
influencinQ entrepreneurial decisions on the allocation of resources leaves 
much to be desired. The treatment accorded, especially, to Israeli settlers in 
the territories provides a strikinq contrast. Givinq a complete picture of the 
ranqe of administrative, fiscal, monetary, commercial, legal and other 
concessions made to Israeli settlers falls beyond the scope of this study. 
Nevertheless, some of the financial incentives extended to Israeli businesses 
in some areas of the territories are indicative of the inequality in 
treatment. These businesses enjoy, inter alia, the followinq incentives: 
(a) an "investment qrant" equal to 30 oer cent of the enterprises' total 
investment in fixed assets; (b) a "concessionary loan" equal to 40 per cent of 
the total investment of fixed assets; (c) exemption from income tax on 
retained earninQs for the first seven years; (d) a ceiling of 30 per cent on 
corporation taxes; (e) taxes on dividends to foreign investors limited to 
10.5 per cent; (f) the waiving of the "employers' tax" for five years; 
(q) a number of import and export benefits once the business passes the 
start-up phase. In addition, aid for research-and-development may amount to as 
much as 54 per cent of the business's Rand D outlays.20S/ 

311. It may be inferred from this brief examination of some aspects of 
Government finance in the territories that public finance has not played its 
crucial role in contributinq to the economic qrowth and development of these 
territories. The Government budqet reflects a most restrained and passive 
outlOOK to qrowth and development needs in a dynamic setting. Ad hoc 
manipulations of taxes have made the tax system into a confused and fragmented 
set of fiscal measures which is characterized by deficiencies in concept and 
structures, inequitable in burden and prohibitive in terms of its actual and 
potential impact on economic activities. Given the rapidly deteriorating 
economic situation in the territories, there is an urgent need to restore the 
crucial role of the Government budget. The overall structure of the tax 
system, in particular, is in need of a thorough reform in line with the 
Qrowing requirements of the Palestinian economy. 
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Chapter IV 

EXTERNAL FINANCIAL RESOURCES AND THE DEVELOPMENT OF 
THE OCCUPIED PALESTINIAN TERRITORIES 

Introduction 

312. It has been seen from the precedinq discussion that the restricted local 
financial resource base of the Palestinian economy has acted as a brake on the 
territories' ootential for mobilizing local resources for economic 
development. Indiqenous production capacity, measured by GOP, has become 
increasinqly incapable of coverinq outlays on the use of resources, as 
demonstrated by private and public consumption expenditure, gross capital 
formation and exports. Consequently, the overall process of financinq 
Palestinian economic development has become more dependent upon external 
sources of finance. Given the particular nature of interaction of the 
territories' economy with those of neighbouring countries (Israel and the Arab 
countries), whereby the territories do not have the authority to requlate the 
flows of trade and services, such dependency is neither surprisinq nor 
necessarily undesirable. 

313. In fact, it may be arqued that only by maintaininq these external 
linkaqes have the territories been able to counter restrictions On the economy 
at the local level and withstand the challenges posed within the context of 
relations with the Israeli economy and the influences exerted by the Arab 
economic environment over the past decade. However, the possible positive 
aspects of such external links should be carefully examined in terms of the 
ability of the local economy to qenerate over time the impetus for its own 
development. With the qrowinq gap between actual domestic production capacity 
and total available resources to the economy, it has become necessary to 
evaluate the effects of such trends upon economic development. Specifically, 
it is of interest to discern the extent to which these patterns of external 
linkaqes have sown the seeds of chronic structural shortcomings of 
underdevelopment, an undesirable deqree of dependence and the forfeiting of 
economic independence to external forces. 

A. Factor income from abroad 

314. Since the occupation of the West Bank and Gaza Strip in 1967, 
far-reaching transformations have occurred in the ability of the territories' 
economy to productively absorb the local labour force and lucratively deploy 
local savinqs. This has led to the increasing siqnificance of three distinct 
but interrelated phenomona which are indicative of dependence on external 
sources for employment and finance. These are labour in Israel, short or 
lona-term emiqration for work in Jordan and elsewhere, and private and 
official unrequited transfers from abroad. The first two of these are 
discussed in the present section. 

1. Sources of factor income 

315. Factor income from work in Israel, which became significant as of 1970, 
results firstly from the daily movement of Palestinian labour into Israel for 
employment. Whereas 12 oer cent of the territories' labour force was employed 
in Israel in 1970 (some 21,000 workers), the proportion had reached 
37 per cent by 1984, representinq a total of 90,300 workers. 206/ Indeed, the 
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locally employed labour force of 151,000 in 1984 was still smaller than its 
1970 level of 153,000. 207/ Both the potential gains in terms of income from 
migration and the implicit cost of a decline in labour absorption at the local 
level after 20 years of occupation are visible. Regardless of its benefits or 
costs, this "labour export" feature of the territories' economy is not solely 
an outcome of occupation. There are indications that, prior to 1967, when the 
territories were under Jordanian and Egyptian administration, the migration 
rate had reached 25 per thousand (of popUlation) in the mid-1950s. 20 8/ 
However, the conditions of migration were certainly less inhibiting than at 
present, given the open borders with Arab countries and the absence of the 
oresent pattern of daily commuting to Israel. Moreover, the scale of the 
present "labour exports" by the territories is such as to indicate a relative 
and absolute contraction of local economic opportunities since the late 
1960s. 20 9/ 

316. The second relevant phenomenon is that which has gained momentum since 
the mid-1970s in response to the lack of local job opportunities and the 
attractions of lucrative employment in the oil-producing Arab States. These 
two factors pushed an increasing number of West Bank and Gaza Strip residents 
to emiqrate and/or seek work abroad. This flow of labour involves three 
groups: (i) West Bank families who became refuqees in 1967 in the East Bank -
most of these lost their rights to reside in the territories, while some still 
maintain links with relatives and support them through remittances; 
(ii) residents of the territories who left the territories after 1967 and have 
since then taken UP permanent residence abroad, usually with their immediate 
families, and who regularly transfer remittances to relatives in the 
territories; and, (iii) residents who work abroad for a certain period durinq 
each year, but regularly return to the territories to maintain their residency 
rights. 210/ 

317. According to official Israeli statistics, the size of the latter group, 
i.e. those counted as residents but classified as "not in the labour force -
workinq abroad", fluctuated from 16,000 to 19,000 between 1980 and 1984 (see 
chapter I, table 2 and also table 34 below). When added to the number of the 
territories' residents employed in Israel, the total number of persons working 
outside the territories stood at 91,300 in 1980 and rose to 106,300 in 1984. 
The prOPOrtion of the labour force employed abroad, other than in Israel, fell 
from 18-19 per cent during 1980-1983 to only 15 per cent in 1984, a 
concomitant of the economic downturn in the Arab countries in that year. The 
discussion below of "factor income" concerns this group and their counterparts 
working in Israel; remittances are grouped under "transfers" and are discussed 
in the following section. 

318. Understandably, there are numerous problems in trying to estimate the 
size of each group and of the factor income or transfers (remittances) 
involved. Equally problematic sometimes are the contradictory definitions 
adopted by different sources in separatinq Palestinians' "factor income" from 
"transfers". This is partially due to restrictions under occupation as 
"migrants who used to leave the West Bank to return as they pleased could no 
lonqer do so without a 'reunion permit', which is accorded to them on 
condition that they stay outside the West Bank for certain periods that varied 
according to the emigrants' age. Moreover, a larqe number of Palestinians who 
were outside the West Bank when the war broke out could not obtain a 'reUnion 
permit' and were forced to stay outside their homeland. ,,211/ As for 
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miqration since 1967, it did not only involve individuals, but also covered 
whole families, either as refuqees in the immediate POst-1967 period or over 
the subsequent years. 212 / On the other hand, West Bank Palestinians in the 
Arab count.ries and elsewhere are statistically unidentifiable from East Bank 
Jordanians (as they hold Jordanian nationality). 

319. The difference between permanent and temporary migrants is of special 
siqnificance because of the different consumption, savings and remittance 
habits of the two Qroups, which are affected by the nature of the miqration 
(duration of stay abroad), status in the labour-receivinq country and the 
number of dependents that a migrant has in the host/home country.213/ 
Accordinqly, not all of the miqrant population can be assumed to be actively 
involved in the provision of financial resources to the occupied territories. 
There is evidence that of the total miQrant population since 1967, UP to 
50 per cent has lost its riqht to return to the territories, as accorded by 
the "reunion permits" which are qranted by the Israeli authorities to most 
miqrants with families remaininQ in the territories. 214/ Accordinqly, it 
can be assumed that at most only a half of the miqrant labour force, (Le. 
some 76,000 persons from the miqrant labour force, estimated in chapter I at 
about 152,000 in 1984) maintains reqular links with the territories and 
transfers remittances to the territories. 

2. Components of factor income 

320. Factor income to and from the territories comprises three components: 
factor income from waQes of Palestinians from the territories employed in 
Israel; factor income of Palestinians workinQ in Jordan, other Arab States, 
and the rest of the world; and, other factor income from abroad (i.e. rent, 
profits, interest, and others). Payments for similar items to the rest of the 
world result in net factor payments to the territories. Although official data 
do not completely cover the three components, they are resorted to so as to 
depict the main trends in factor income flows. The fiqures should be treated 
with caution when analysinq the role of external resources in the Palestinian 
economy.215/ The deqree of discrepancy between official agQreQate figures 
and estimates of certain components of factor income is such that it can alter 
findinqs with regard to the volume of qross national income and the analysis 
of the siqnificance of different sources of factor income to the territories' 
economy. 

321. Table 34 represents the official Israeli statistical series for the 
distribution of factor income payments to the territories accordinq to two of 
its maior components, namely wages from Israel (denoted by FII) and wages from 
the rest of the world (denoted by FIA). Accordinqly, it can be seen that 
factor income from Israel (FII) grew steadilY from $180 million in 1978 to 
almost $380 million in 1984, an increase of over 110 per cent, or an averaQe 
of some 18 per cent per annum. In fact, FII peaked at $421 million in 1983, an 
especially prosperous year for the Israeli economy. Factor income from the 
rest of the world (FIA) also qrew, but at a lower rate, from $61 million to 
$107 million durinQ the period 1978-1984, a qrowth of 75 per cent, or some 
12 per cent per annum. Thus, according to official Israeli statistics, the 
major component of factor income payments to the territories is that gained 
throuqh employment in Israel. This component of factor income has accounted 
for almost 75 per cent of total factor income payments to the territories 
since 1978, except in 1984, when its share rose to 78 per cent. 
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322. An alternative calculation of net factor income, however, produces a very 
different result for FII, as depicted in table 34. This involves multiplyinq 
the net averaqe daily waqe (ADW) earned by Palestinians employed in Israel 
(i.e. net of taxes and other deductions at source) by the number of annual 
work days (WD), multiplied by the total number of Palestinians employed in 
Israel (TEl). The result (FIll) indicates a lower level of net factor income 
from Israel, arowina from $122 million in 1978 to $189 million by 1984. 
Furthermore, the rate of qrowth of FIll is less than that of FII, at some 
55 Per cent for the period 1978-1984, or about 9 per cent per annum. The 
fiqures for FIll are between 50 per cent and 65 per cent smaller than those 
for FII over the period. 

323. Certain shortcominqs in the FIll series can be discerned. The process of 
calculating accordinq to averaqe workdays, average waqes and total number 
employed is bound to produce an estimate, rather than an accurate and 
definitive fiqure. Furthermore, the waqe rate used is that for employees, who 
constitute, on average, some 97 per cent of all Palestinians employed in 
Israel. The 3,000 or so self-employed or employers from the territories 
workinq in Israel presumably have a somewhat hiqher income than that of 
employees. 216/ The discrepancy between FII and FIll could be explained by 
the fact that, whereas the former represents the qross waqe bill paid to 
Palestinians employed in Israel, the latter is calculated accordinq to net 
waqes, i.e. after taxes have been deducted. However, the difference between 
FII and FIll rose from 32 per cent of FII in 1979 to 50 per cent in 1984, as 
seen in the calculated series FII/FIIl in table 34. This differential between 
FII and FIll could be due to taxation, pension and social security deductions, 
but this represents a larqe percentage deducted from gross waqes. 217/ 
A further problem with the official data is that FII plus FIA gives total 
factor income (TFI) which excludes other factor income payments (rents, 
interest and profits) which are also supposedly included in the total official 
calculations of factor income. 218/ 

324. A final reason for treatinq the official series with caution arises from 
a comparison of the averaqe per capita factor income of workers "in the rest 
of the world" and those in Israel. Accordinq to the official series, in 1980, 
for example, the 16,200 workers in the rest of the world earned a total of 
$94 million, or $5,800 per capita, while the 75,100 workers in Israel earned 
$275 million, or about $3,700 per capita. Accordingly, it could be said that 
in 1980, migration for work elsewere rewarded the migrant with some 
57 per cent more than he could earn in Israel (assuminq of course the 
availability of work). By 1984, the averaqe Per capita factor income from 
abroad had risen to $6,700, while that from Israel was some $4,200, with the 
Percentaqe differential between the two levels still remaininq almost the 
same, i.e. at 59 per cent. It is not certain, however, that such a 
(relatively) small differential could have the effect of makinq it worthwhile 
for Palestinians to leave the territories for work abroad, incurrinq the 
travel, residence and other costs and practical difficulties associated with 
miqration. These problems, however, miqht be counterbalanced by the fact that 
income from the rest of the world, thouqh qross, is not subject to taxes or 
deductions which are applied to qross waqes from employment in Israel. 
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1979 

1980 

1981 

1982 

1983 

1984 

- 104 -

Table 34 

Factor income to residents of the occupied Palestinian territories, 
1978-1984 

(ADW in current Israeli shekels; FII, FIA and FIll in millions 
of current Israeli Shekels,~1 TEl and ERW in thousands) 

PCM PA 
FI! FIA TFI WD WD AIM TEl FlU ERW 

315 107 422 260 12 68.2 213 
(180) (61) (241) (122) 

649 216 865 22 264 21 74.1 411 
(255) (85) (340) (162) 
1409 483 1892 21. 6 259 40 75.1 788 16.2 
(275) ( 94) (369) (154) 
3595 1047 4642 22 264 108 75.8 2165 16.4 
( 314) (91) ( 405) (189) 
8510 2802 11312 21. 9 263 247 79.1 5138 18.7 
(351 ) (115) ( 466) ( 212) 

23689 7934 31623 21. 6 259 603 87.8 13712 18.7 
(421 ) (141 ) ( 562) ( 244) 

110684 31259 141943 21. 7 260 2360 90.3 . 55408 16 
( 377) (107) ( 484) I (189) 

i 

FIll 
FIll 

68% 

64% 

56% 

60% 

60% 

58% 

50% 

Explanatory note: 

FII: 
FIA: 
TFI: 
PCM WD: 
PA WD: 
ADW: 

TEl: 
FIll: 
ERW: 

Gross factor income from Israel (CBS figures) 
Factor income from abroad (CBS figures) 
Total factor income paynents to the ter ri tor ies (FI I + FIA) 
Per calender month work days 
Annual wor k days (PCM WD x 12) 
Average daily wage of employees in Israel (net) 
Total territories' residents employed in Israel 
Net factor income fran Israel (PA WD x ArM x TEl) 
Total territories' residents employed abroad (CBS figures for 
"not in the labour force - work ing abroad ") 

~I Figures in parentheses are in current millions of United States 
dollars. 

Sources: 

- Dollar figures calculated according to annual average SUS/JD and IS/$US 
exchange rates, from IMF, International Financial Statistics (Wash. D. C., IMF, 
19 85), pp. 384- 8 5 and 364- 7 • 
- For FI! and FIA figures: 

- 1978-1980 figures from R. Meron, Economic Development in Judea, Samaria 
and the Gaza District, 1970-80 (Jerusalem, Bank of Israel, 1983), p. 8) 
- 1981, 1982 figures from D. Zakai, Economic Development in Judea, Samaria 
and the Gaza District, 1981-82 (Jerusalem, Bank of Israel, 1985), p. 59, 
- 1983, 1984 figures from D. Zakai, Economic Development in Judea, Samaria 
and the Gaza District, 1983-84 (Jerusalem, Bank of Israel, 1986), p. 65. 

l 
I 
l 

I 
I 

I 
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Table 34 

- For PCM WD, PA WD, ADW, TEl, and FIll: 

- PA WD and ADW for 1978 estimated accordinq to 1977 and 1978 data; 'rEI for 

ures 
Conditions in 
P. 117; 
- All fi~ures 

Quarterly Statistics of the 

1979 from Royal Scientific Society. Financial and Bankino 
Occupied West Bank and Gaza Strip (Amman, RSS, 1985), 

for 1980 calculated from Israel, Central Bureau of 
Statistics, Area Statist (Jerusalem, CBS, 
vol. XV, No.1, 1985), P. 114; 
- All fiaures for 1981-1984 calculated from Israel, Central Bureau of 
Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS, 
vol. XV, No.2, 1985), P. 174; 
- ERW fiaures 1980-1984 calculated from Israel, CBS, Statistical Abstract 
of Israel 1985 (Jerusalem, CBS, 1985), P. 721. 

325. It would appear, therefore, that the official Israeli data (FII and FIA) 
underestimate factor income from the rest of the world and overestimate the 
factor income accruinq from labour in IsraeL Indeed, since fiaures for factor 
income from the rest of the world (FIA) are net (no tax or social security 
payments are subsequently transferred against these), the analysis of the role 
and sionificance of factor income from employment in Israel will differ 
dependina on which series (FII or FIll) is beino used. Israeli series also 
exclude other factor income payments (rent, interest and profits) which should 
be accounted for in arrivina at a total fiqure for factor income payments to 
the territories (see the followin~ paraqraphs). On the other hand, the 
aqareqated statistics (FIll) miaht underestimate net earninqs from employment 
in Israel. Finally, it is likely that actual factor income from abroad is 
areater than that officiallY reported, possibly as a result of the undeclared 
entry of such income into the territories made possible by the absence of 
formal financial channels through which such flows normally pass. 

326. There is an additional component in factor income flows which, when added 
to the two already discussed, allows for the calculation of total factor 
income accruina to the territories. This component includes rent, profits, 
dividends and interest paid to the territories' residents from investments in 
the rest of the world. The main element in these flows is probably that of 
interest on deposits held by local residents with banks in Jordan and 
elsewhere. Other items, such as rent from property owned abroad, or dividendS 
and profits made on investments inside Israel (stock market speculation, 
investments in Israeli company shares or other holdings), are also likely 
sources for non-waqe factor payments. There is no primary statistical data for 
this item, and therefore a series cannot be estimated. However, the sum of 
earnings of workers in Israel and the rest of the world and the factor income 
from property and investments provides total factor income payments to the 
territories (TFII) (see table 35). Net factor income is then calculated by 
subtractin~ from TFII the total paid out by the territories to factors of 
production of other economies (Israeli, Arab or other), denoted as FlO. 



- 106 -

Table 35 

Factor income payments of the occupied Palestinian territories, 
GOP & GNP (market prices), 1978-1984 

(Millions of current Israeli shekels and percentaqes)~/ 

NFI/ 
Year TFII 9./ FlO NFl GOP GNP GOP 

1978 430 13 417 1252 1669 33% 
(246) (7 ) (239) (717) (956 ) 

1979 881 25 856 2124 2980 40% 
(346) (10) (336) (835 ) (1171) 

1980 1981 61 1920 5489 7409 35% 
(387) (12) (375) (1071) (1446) 

1981 4856 138 4718 11195 15913 42% 
(425) (12 ) (413) ( 979) (1392) 

1982 11312 80 11232 25339 36571 44% 
(476 ) ( 13) (463) (1044) (1507) 

1983 31623 821 30802 62631 93469 49% 
( 562) (14) (548) (1115) (1663) 

1984 141913 4207 137706 318099 455805 43% 
(484 ) (14) ( 470) (1085) (1555) 

j 

Explanatory note 

TFII: Total factor income payments to the West Bank and Gaza Strip 
(aqqreqate official fiaures) 

FlO: Factor income paid out (waqes, rent, interest, profits) 
NFl: Net factor income (i.e. TFII - FlO) 
GOP: Gross domestic product 
GNP: Gross national product (i.e. GOP + NFl) 

NFl/ 
GNP 

25% 

29% 

26% 

30% 

31% 

33% 

30% 

~/ Fiqures in parentheses are in millions of current United States 
dollars. 

9./ The TFII fiqure, taken from official Israeli series, is slightly 
laraer than the sum of the two components of TFI in table 34 for the years 
1978-1982. For 1983 and 1984, TFI is equal to TFII. This results from 
different calculatinq methods used by the two sources (CBS for the agqreqate 
TFII and Bank of Israel for the components FII and FIA). Both series exclude 
any calculations of other factor payments. 
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(continued) 

Sources: 

- Dollar figures calculated according to annual average SUS/IS exchange 
rate, from IMF, International Financial Statistics (Wash. D.C., IMF, 
1985), ~o. 364-7. 

- TFII, FLO and NFL figures: 1978-1983 figures calculated from Israel, 
Central Bureau of Statistics, Judea, Samaria and Gaza Area Statistics 
(Jerusalem, CBS), vol. XV, No.1, April 1985, op. 164, 167, 171, 174. 
Figures for 1984 calculated from Israel, Central Bureau of Statistics, 
Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS), vol. XV, No.2, 
December 1985, PP. 71, 73, 78 and 80. 

- GOP: 1978-1983 fiqures calculated from Israel, Central Bureau of 
Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS), 
vol. XV, No.1, Aoril 1985, pp. 164, 167, 171, 174. Fiqures for 1984 
calculated from Israel, Central Bureau of Statistics, Judea, Samaria and 
Gaza Area Statistics (Jerusalem, CBS), vol. XV, No.2, December 1985, 
PP. 71, 73, 78 and 80. 

327. The level of net factor income (NFL) payments to the territories rose 
from $240 million in 1978 to $470 million by 1984. In 1983, the significant 
expansion still beinq experienced in the Israeli economy helped to generate 
$550 million from factor income in Israel and elsewhere. It is probable that 
most of the factor income payments by the territories is in the form of 
interest paid on loans from Israel, Jordan or elsewhere, returns on 
investments made by Israeli or Arab sources in the territories, and rent for 
property in Jordan and the rest of the world. Whatever waqes are paid to 
non-residents workinq in the territories are most likely minimal. 219/ The 
FLO series in table 35 exhibits a relative stability, growing only slowly and 
maintaininq a generally low level of under SIS million until 1984. This 
underscores the fact that, deSPite dependence on external financial sources, 
the territories provide less attraction to external financial interests or 
labour for productive or profitable deployment. 

3. Role of factor income 

328. The inclusion of net factor income in gross national oroduct (GNP) allows 
for an examination of the extent of resources qenerated outside the economy. 
Table 35 shows the growing degree of dependence of the territories' economy 
uoon the employment of its labour force abroad. In 1968, when a relationship 
had not yet been clearly defined between the Palestinian economy and the 
Israeli and Arab environment, factor income from abroad represented less than 
3 per cent of GNP.220/ Factor income accounted for 25 per cent of GNP in 
1978, reaching 30 per cent by 1984. It had already peaked at 33 per cent or 
$550 million in 1983, illustrating the interplay of weak domestic economic 
growth and external financial dependence. By comparing factor income with 
qross domestic product (GOP), it can be seen that, even for the highest level 
of GOP ($1,115 million) recorded in 1983, factor income equalled 49 per cent 
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of domestic output. It appears that, while the economy has been unable to 
develop its own sources of finance, the size of external resources in the form 
of factor income has qrown, thus acquirinq an increasinqly siqnificant role in 
the overall financing of economic growth and development. Domestic economic 
qrowth has witnessed annual fluctuations (positive and negative), while factor 
income has grown steadily. In 1980, when GDP stood at $1,071 million, factor 
income was $375 million, representing 35 per cent of GDP and 26 per cent of 
GNP. By 1984, though GDP had hardly grown from its 1980 level and stood at 
$1,085 million, factor income had continued to increase, reaching 
$470 million, or 43 per cent of GDP and 30 per cent of GNP. 

329. There is no information available about the pattern of allocation of 
factor income within the tel"ritories' economy, either sectorally or according 
to its deployment between consumption, savings and investment. As already 
noted, up to 40 per cent of gross factor income from Israel is transferred to 
the Government before it enters the territories in the form of income tax, 
social security and other deductions by Israeli employers. There is no basis 
for assuming that net factor income has any specific role, except to 
compensate for the lack of indigenous sources of income needed for private 
consumption and investment. Notwithstanding this role, factor income flows 
cannot be distinguished from other (local or foreign) sources of income unless 
earmarked for certain purposes. There is, therefore, little analysis that can 
be undertaken of its developmental role, except in terms of its comparative 
position vis-~-vis GDP, as discussed above. In this respect, it is evident 
that factor income from abroad has an important role in supplementinq the low 
level of domestic output by guaranteeing a source of income for over 100,000 
(in 1984) of the employed labour force. Together, these services performed by 
factor income flows are vital and increasingly prominent in the territories' 
economic development. 

330. In other economies which have developed a hiqh deqree of dependency on 
miqrants' remittances, a wide range of schemes has been used to attract 
foreign exchanqe, but such schemes have been totally absent in the case of the 
occupied territories. Many labour-exportinq countries have attempted to 
increase total remittances through official channels and encourage workers to 
put their savings into "productive investments" rather than spend them on 
luxury consumer goods. 22l/ There is differinq evidence on th~ success of 
such efforts, which include foreign exchange deposit schemes, premium exchanqe 
rates for remittances, and the channeling of workers' earnings into productive 
investment through official proqrammes. 222/ However, the possibility of 
recourse to such options in the process of managinq and benefitinq from the 
"migratory chain" in all its stages, and especially those options concerned 
with optimal use of the resources generated, has been non-existent in the 
experience of the Palestinian economy, primarily because of the absence of an 
indigenous authority to evaluate and requlate such issues. 

331. One area in which a special position and role for factor income miqht be 
perceived relates to the differential status of the beneficiaries of these 
flows. The main recipients of factor income are the 90,000 Palestinian miqrant 
workers in Israel (1984 fiqures), for whom this income is the major, if not 
sole, source of subsistence. It is difficult to estimate the proportion of 
income from work in Israel which is deployed in savings or investment, 
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although much is expected to be devoted to immediate consumption needs, while 
some might be used for home, farm or workshop improvement. Moreover, as noted, 
the lack of a banking system has made it almost impossible to mobilize the 
small savings of individuals. The second major group of beneficiaries are the 
families of those 16,000 residents of the territories who work elsewhere but 
not in Israel. Factor income from the rest of the world in this case might 
have a more prominent role to play after providing for household consumption 
requirements, namely financing home-building or serving as a sort of 
"start-up" capital for small commercial or industrial businesses in the 
territories. Only with the third component of factor income, that which 
accrues through interest on savings or investment abroad and rent on property 
abroad, might there exist a definite local investment role for factor income 
payments. However, in view of uncertainties in the local situation, recipients 
of this category of income might consider factor income as a secure source of 
income for immediate consumption expenditure. Nevertheless, it is possible 
that factor income payments of this type find their way into limited direct 
investment in the territories. 223/ 

332. On the whole, whatever local uses are made of factor income, it should be 
noted that a portion of it never enters the territories, either being 
appropriated by government as taxes and other deductions (see section B.2 
below), spent outside the territories, or kept abroad, including in banks in 
Amman, because of lack of attractive opportunities and channels for its 
deployment in the territories. Nevertheless, much of factor income accruinq to 
Palestinians working in Israel is spent in the territories, " ••• since these 
workers live in the region and many of them return home daily. Residents of 
the areas who work in Jordan and other countries spend a smaller proportion of 
their income in the areas. The decline in emigration to Jordan and the Gulf 
States for purposes of employment, and the subsequent increase in employment 
in Israel and the areas themselves are likely to increase domestic demand, and 
consequently the gross domestic product . .,224/ 

B. Financial transfers 

1. Gross and net transfers to the occupied territories 

333. In addition to factor income, another type of external financial 
resources is available to the occupied territories, namely that represented by 
unrequited transfers (remittances, official aid), which have become 
increasingly prominent in recent years, especially with the growth of 
Palestinian, Arab and international interest in providing financial support to 
the territories and their inhabitants. The increase in official and private 
aid to the territories has supplemented private transfer flows originating 
from the "permanent" migrants abroad (i.e. those who have lost their residency 
rights but maintain family links in the territories). When combined with the 
factor income accruing to the territories, the scale of external financial 
flows in the economy acquires an even qreater significance. 

334. It is possible to view the flow of transfers to the territories in terms 
of its three major forms. The first involves flows from Israeli and Jordanian 
government institutions to individuals or institutions in the territories. 
These include Israeli military government transfers to local authorities, 
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other institutions or individuals. The second major source of transfers to the 
territories consists of Palestinians who emiorated from the territories after 
1967, but who still support family members in the territories. Although this 
latter component is comparable to factor income from work abroad, it differs 
in one important respect, namely, it orioinates from "non-residents" and is 
thus considered as an extra, non-domestic source of finance accruing to the 
territories. The third component of transfers to the territories, namely 
official aid, can be broken down accordino to its two main sources, Arab and 
non-Arab international aid. The first involves transfers from official 
Jordanian, Palestinian and other Arab sources to institutions in the 
territories, mainly municipalities and local charitable societies, and to 
individuals and various businesses and commercial enterprises in different 
sectors. This form of aid has qrown noticeably in recent years. The other 
constituent of official aid which has also become increasingly prominent 
recently is transfers from non-Arab international agencies to local 
institutions or individuals, for use for relief or development purposes. Until 
the late 1970s, this item was almost solely comoosed of transfers from the 
United Nations Relief and Works Aqency for Palestine Refugees in the Near East 
(UNRWA). Since then, other United Nations and private voluntary organizations 
have also become involved in the process. Consequently, the territories' 
economy has also grown increasingly dependent on this source of finance in 
recent years. 

335. Like factor income, these payments to the territories should be balanced 
against transfers to the rest of the world. Whereas residents do transfer 
funds for safekeepino and deposit in Jordanian banks, the bulk of these 
transfers from the territories appears to be destined to Israel in the form of 
taxes (income, value added tax and others) and transfers to government (social 
security or insurance payments). Transfers to Israel have grown noticeably in 
the past few years, thus indirectly lesseninq the potential economic impact of 
private and official transfers to the territories. 

336. The volume of net transfers (specified in official data as the difference 
between all transfers to the territories and transfers out of the territories, 
and designated as NT in table 36) increased until 1981, when it reached a peak 
of $120 million. By that year, the increase in Arab and international aid had 
bequn to show, 'while economic conditions in the Arab oil-producinq States were 
still prosperous enouqh to allow the oeneration of sizeable remittances by 
miqrants. As of 1982, however, NT beqan a decline which continued until 1984, 
when it fell below its 1979 level of $88 million. It can be seen from table 36 
that one comoonent of NT, namely transfers to private persons in the 
territories (PT),225/ grew qradually from $61 million in 1978 to a peak of 
$95 million in 1982, only to decline in followinq years, reaching $84 million 
in 1984. This is not surprising in the light of the decrease in remittances 
from non-resident miorant workers. However, transfers to private persons have 
accounted for over half of all transfer payments (TPC) credited to the 
territories since 1979. This share reached 58 per cent in 1980, and has 
fluctuated between 51 and 55 per cent since. It remains the laroest component 
of transfer payments to the territories. 
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Table 36 

Transfer payment aaqreaates of the occupied Palestinian 
territories - gross national product, 1978-1984 

(Millions of current Israeli shekels}~l 

PT TPC PT/TPC TPD I TPN NT 

106 221 48% 62 159 159 
(61) (127) (36) (91) (91) 
180 351 51% 126 225 225 
(71) (138) (50) (88) (88 ) 
427 741 58% 263 478 584 
(83) (145 ) (51) (94) (114) 

1057 2089 51% 725 1364 1364 
(92) (183) ( 63) (120) (120) 

2310 4169 55% 1598 2571 2598 
(95 ) (172) (66) (106 ) (107 ) 

5192 9497 55% 4347 5150 4819 
(92) (169) ( 77) (92) ( 86) 

24689 . . . 51% . . . ... 25529 
(84) (165) ( 72) 

i 

(93) ( 87) 

GNP 

1669 
(956 ) 
2980 

(1171) 
7409 

(1446 ) 
15913 
(1392) 
36571 
(1507) 
93469 
(1663) 

455805 
(1555) 

Explanatory note 

PT Private transfers from abroad not entailinq a quid pro quo 

NT Net transfers from abroad (includinq private and public) 

TPC Transfer payments credit (i.e. current transfers to the 
territories)* 

TPD Transfer payments debit (i.e. 
territories)* 

TPN Transfer payments net (TPC-TPD, or NT) 

GNP Gross national product 

transfers from the 

* Official series for transfer payments (TPC/TPD) for 1981-1983 are 
published as of 1985 in United States dollars. These data differ in some 
cases from the calculations made above from shekels to dollars. This is 
due to the fact that in periods of acceleratinq inflation, it is 
preferable if calculations can be made on a more frequent basis than 
accordinq to annual exchanqe rates, e.q. in quarterly periods. It appears 
that the official series in dollars does this, producinq dollar fiqures 
for transfer payments which are hiaher than those calculated above. This 
does not affect major trends discussed. However, it is necessary to use 
the NT series for ca1culatinq GNP, while examination of the TPC/TPD 
fiQures allows for a more detailed look at the components of transfers. 

~/ FiQures in oarentheses are in millions of current United States 
dollars. 
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Table 36 (continued) 

Sources: 

- Dollar fiQures for PT, NT, GNP, and for 1978-1983 TPC, TPD and TPN 
calculated accordinq to annual averaqe $US/IS exchange rate in IMF, 
International Financial Statistics (Wash. D.C., IMF, 1985), Pp. 364-7. 

- PT, NT, GNP fiQures for 1978-1983 calculated from Israel, Central 
Bureau of Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, 
CBS), vol. XV, No.1, April 1985), pP. 164, 167, 171, 174; fiQures for 
1984 calculated from Israel, Central Bureau of Statistics, Judea, Samaria 
and Gaza Area Statistics (Jerusalem, CBS), vol. XV, No.2, December 1985, 
PP. 68, 73, 75, and 80. 

- TPC, TPD, TPN: 1984 United States Dollar figures from Israel, Central 
Bureau of Statistics, Statistical Abstract of Israel 1985 (Jerusalem, 
CBS, 1985), P. 712; 1981-1983 Israeli shekels figures from Statistical 
Abstract of Israel 1984, (Jerusalem, CBS, 1984); 1978-1980 Israeli shekel 
fiqures from Statistical Abstract of Israel 1981, (Jerusalem, CBS, 1981), 
P. 720. 

2. Components of transfers 

(a) Transfers between occupied territories and qovernment 

337. While the benefits accruing to the territories throuQh their relation 
with the Israeli economy might be apparent in terms of job and income 
opportunities (as well as any other possible benefits from trading links), the 
costs are not so easily perceived. One way to measure costs, other than 
estimatinQ the indirect effects of competition and domination in various 
productive and marketinq spheres, 226/ is to look at the scale of financial 
resources transferred by the territories to government in the form of indirect 
production, value added and income taxes and other such transfers. This will 
shed further liQht on the overall discussion of movement of financial 
resources in and out of the territories. Official data series are available 
for transfers from government and local authorities to the territories' 
inhabitants; these are presented in table 37 and denoted as G. Similarly, 
there are official data series for two of the major components of transfers 
out of the territories, namely indirect production taxes and income taxes, 
presented in table 37 as To and Ti respectively. The sum of these two flows to 
Qovernment is denoted by the series in table 37 calculated as Tt, while the 
net transfers to government (G - Ttl are denoted as NTG. It can be seen that 
transfers and 'subsidies from government almost doubled between 1978 and 1984, 
from $9 million to $17 million. Concurrently, the share of G in total transfer 
payments to the territories (TPC) also increased, from 7 per cent in 1978 to 
some 11 per cent in 1984. The growth in this share is especially noticeable as 
of 1982, the year in which the total level of transfers to the territories 
began to decline. The overall increase in the share of transfers from 
Qovernment should be seen in the light of the gradual decline in total 
transfer payments to the territories. The balance of transfers to the 
territories is accounted for by remittances and aid. 
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1978 

1979 

1980 

1981 

1982 

1983 
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Table 37 

Selected components of transfer payments of the 
occuoied Palestinian territories, 1978-1984 

(Millions of current Israeli shekels and percentaqes) 

G G/TPC Tp 
1 

Ti Tt Tt/GNP 

15 7% 38 68 106 6% 
(9) (22) (39) (61) 
26 7% 50 135 185 6% 

( 10) ( 20) (53 ) (73) 
61 8% 140 305 445 6% 

(12) (27 ) (75) (87) 
164 8% 396 765 1161 7% 
(14) (35) (67) (102) 
438 10% 1030 1835 2865 8% 
(18) (42) (76) (118) 

1073 10% 3768 5787 9555 10% 
( 19) (67) (103) (170) 

4914 11% 22384 31896 54280 12% 
(17) (76) (l09) (185) 

NTG 

-91 
- (52) 
-159 
- (62) 
-384 
- (75) 
-997 
-(87) 

-2427 
-(100) 
-8482 
- (151) 

-49366 
-(168) 

Explanatory note: 

G: Government and local authority transfers/subsidies 
TPC: Transfer oayments credit (i.e. = current transfers to the 

ter ri tor ies) 
To: Indirect domestic production taxes 
Ti: Income tax and other transfers to government and local authorities 
Tt: To + Ti 
GNP: Gross national product 
NTG: G - Tt (i.e. net transfer flows to qovernment and local authorities) 

~/ Fiqures in parentheses are in millions of current united States 
dollars. 

-Dollar figures calculated accordinq to annual average $US/IS exchanQe 
rate, from IMF, International Financial Statistics (Wash. D.C., IMF, 
1985), Pp. 364 -7. 

-TPC and GNP figures used in above calculations are taken from table 36. 

-All other fiqures: for 1978-1983 calculated from Israel, Central Bureau 
of Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS), 
vol. XV, No.1, Aoril 1985, po. 164, 167, 171, 1741 figures for 1984 
calculated from Israel, Central Bureau of Statistics, 

istics (Jerusalem, CBS), vol. XV, No.2, December 1985, 
~~~~~~~----~ 
po. 68, 73, 75, and 80. 
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338. It can also be seen in table 37 that the volume of transfers out of the 
territories in the form of taxes trebled between 1978 and 1984. Whereas some 
$60 million was transferred in 1978 by the territories to Israeli and local 
qovernment authorities in the form of income, production and value added taxes 
and other transfers (duties, fees, fines, etc.), this amount reached 
$185 million in 1984. It appears that the bulk of these transfers were 
actually made to Israeli authorities - either to the income tax departments in 
Israel itself or to the tax departments of the Israeli administration in the 
territories. Of the total tax bill of 1983 and 1984, for example, some 
$11 million and $12.5 million respectively was paid to Palestinian local 
authorities as property and fuel taxes, rates and various fees. 227/ This 
local qovernment revenue constituted under 7 per cent of the total tax 
transfers (Tt) by the territories' inhabitants in those two years, both 
directly to the local authorities and through the civil administration. This 
means that the balance of taxes and other transfers to "qovernment and local 
authorities" is most likely destined for the Israeli Government and its civil 
administration in the territories. 228/ 

339. The scale and siqnificance of the transfer of Palestinian financial 
resources to Israeli authorities can be seen in relation to a number of 
indicators, includinq GNP. As shown in table 37, the proportion of GNP 
transferred to Israeli and local authorities throuqh taxation alone has 
doubled, from 6 per cent in 1978 to 12 per cent in 1984, with the increase 
most noticeable since 1982. The amount of tax thus transferred to Israeli 
authorities in 1984 ($170 million) was equivalent to 46 per cent of the qross 
factor income from employment in Israel, 16 per cent of GDP and 11 per cent of 
GNP, more than double all private transfers received from abroad, and some 
$7 million more than the $165 million total of transfer payments credited to 
the territories. 229 / In fact, the transfer flows to government in both 1983 
and 1984 were some $6 million more than total qovernment expenditure 
(includinq its transfers to the territories) in that year. 230/ This means 
that a siqnificant proportion of tax revenue does not appear to be spent by 
the qovernment in the territories, and that the qovernment can subsidize all 
its expenditure in the territories throuqh tax revenue alone (i.e. not 
includinq other revenue sources). Many of the potential benefits resulting 
from these newly emerqent patterns of dependency on external finance can be 
lost through this hiqh rate of transfer to Israeli authorities of domestically 
and externally qenerated resources. 

(b) Miqrants' remittances 

340. In one study of the role of remittances in the Jordanian economy, it is 
arqued that approximately one third of the Jordanian labour force abroad 
consists of migrants of West Bank oriqin and that the same proportion of 
remittances transferred to Jordan throuqh official channels are due to these 
West Bank miqrants. 23l / However, because of the lack of financial securitv 
and incentives for investment in the territories, only a portion of 
remittances which are transferred to Jordan are subsequently transferred to 
the West Bank. This amount, assumed to be enouqh to cover cost-of-livinq 
increases, is estimated at a level equivalent to the total remittances to 
Jordan in 1975, plus an increase of 20 per cent per annum. The balance of 
remittances reachinq Jordan remains in the East Bank (for consumPtion, savinqs 
or construction purposes). 
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341. It is possible to construct two series of fiqures based on official 
Jordanian data for transfer paYments, as is done in table 38, one of which 
shows the portion of remittances transferred to the West Bank (REM in 
table 38) while the other details the amount assumed to be kept outside the 
territories (REMl). Accordinq to these fiqures, the amount of transfers to the 
territories from this one source alone grew from SIlO million in 1978 to 
$257 million in 1984. These fiqures are well above the total for transfer 
payments to the territories from all sources provided by Israeli statistics 
(TPC in table 36). ThoUQh such alternative estimates shed doubt upon official 
Israeli statistics, there are sound reasons for believing that the REM series 
exaQqerates the actual level of transfers 

Table 38 

Remittances of migrants from the occupied Palestinian territories 
working abroad, 1978-1984 a/ 

(Millions of Jordanian dinars)£/ 

Year REM REM 1 REMT 

1978 33 27 60 
(110) (88) (198) 

1979 40 25 65 
(132) (83) (215 ) 

1980 48 37 85 
(159) (124) ( 283) 

1981 57 66 123 
(173) (200) (373) 

1982 69 70 139 
(194) ( 196) ( 390) 

1983 82 63 145 
(226) (174) (400) 

1984 99 72 171 
(257) (187) (444) 

I 
Explanatorv note 

REM: Remittances of West-Bank-oriQin labour force abroad transferred to 
the territories 

REM1: Remittances of West-Bank-origin labour force abroad kept in Jordan. 
REMT: REM + REMI (total remittances due to West Bank origin miqrants 

abroad and transferred to Jordan through official channels). 

~ According to the method used to calculate these series, 36 per cent 
of the total remittances actually t.ransferred to Jordan from abroad are due to 
migrants of West Bank oriqin (see chapter I, section A). However, since 1975, 
it is assumed that : (a) not all remittances which are transferred to Jordan 
are subsequently transferred to the territories i and, (b) a base amount 
equivalent to total remittances transferred in 1975, plus an estimated 20 per 
cent of that amount per annum to account for cost of living increases, was 
actually transferred to the territories (REM). The remainder, REMl, is either 
saved in Jordan and elsewhere, or used for home-building or consumption 
expenditure abroad. 

£/ Figures in parentheses are in millions of United States dollars. 
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Table 38 (continued) 

Sources: 

Fioures are calculated accordino to the method in I. Zaohloul, Transfers 
of Jordanians and Their Effect on the Jordanian Economy (Amman, Central 
Bank of Jordan, 1984), p. 11. REMT is equal to 36 per cent of total annual 
remittances to Jordan recorded in official Jordanian balance-of-payments 
statistics. 
Dollar figures calculated accordinq to annual averaoe $US/JD exchanqe 
rate, in IMF, International Financial Statistics (Wash. D.C., IMF, 1985), 
PP. 384-85 and 364-7. 

342. Ultimately, the sionificance of this series is not to be found in the 
deoree to which the fiqures for remittances are precise. Rather, the 
presentation of such alternative data series shows how official Israeli 
estimations of transfer flows from abroad underestimate the weight of 
miorants' remittances in terms of supPOrtino the territories' inhabitants. 
Also, to the extent that such alternative data series are accurate, official 
national account figures, such as those used in this study, can be Seen to 
seriously distort the actual picture. Consequently, the scale and potential of 
financial resources in the occupied territories remains an issue of the utmost 
importance to researchers and policy-makers alike. 

(c) External aid 

343. A third type of transfers was also noted, namely that of official aid 
from a variety of Palestinian, Arab and other sources of a private, 
oovernmental and interqovernmental nature. These transfers, which have become 
increasingly substantial in recent years, are oenerally easier to trace than 
others. They also have perhaps the most important role, both present and 
potential, in the provision of financial resources for development in the 
occupied territories. Since these transfers represent an expression of 
humanitarian and political will and commitment to assistinq the Palestinian 
people, they are less subject to chanqes in local or reqional economic 
fortunes than are other sourceS of external finance (i.e. factor income, 
includino remittances).233/ However, this component of transfers is under 
the direct control of Governments or funding agencies. Such aid is the only 
source of external finance available to the territories whose deployment and 
size can be actively influenced by a wide ranqe of factors, from changes in 
funding aqencies' priorities and outlook, to the declared (and/or perceived) 
aspirations of the inhabitants of the territories, not to mention the policies 
and priorities of the occupation authorities. In the light of this and the 
relatively larqe size of external aid, its constitution and role deserve 
special scrutiny. 

344. The following paragraphs examine external aid to the territories 
accordinq to several criteria: source (Arab and the rest of the world), 
deployment (sectorally, by major donor agency) and type (orants and loans). 
Thouqh exact data for all years under review (i.e. 1978-1984) are not 
available, estimates are possible for the main items under consideration. An 
initial analySis of the data presented below sheds further doubt on the 
precision and reliability of official statistics related to external financial 
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flows to the territories. It reveals a much oreater pool of untapped financial 
resources actually and potentially available to the territories than official 
data series indicate. In turn, this implies hiQher levels of qross and 
per capita national income as well as consumption expenditure and, probably, 
uninvested and unutilized savinQs. 

(i) Arab and Islamic aid 

345. The scale and comoosition of aid from Arab sources to the territories is 
detailed in table 39. There are five major Arab sources of aid to the 
territories. The 10nQest existinq form of aid is that received by the 
West Bank from the Jordanian Government since 1967 to cover the wages and 
pensions of civil servants, rent paid on Qovernment premises, subsidies to 
municipalities, Quarantees on bank loans to public institutions, direct 
Qrants, education and health services. ComplementinQ government transfers is 
the semi-official charitable aid provided to West Bank welfare and charitable 
societies by their Jordanian East Bank counterparts. Further sources comprise 
Arab and Islamic States which undertake projects throuoh the "Jerusalem Fund" 
to preserve the Arab and Islamic heritaoe in Jerusalem, and reoional 
development funds and banks which have become involved in fundinq specific 
projects in the territories (e.Q. a large-scale irrigation works in the Fara'a 
area of the Ghor Valley in the West Bank is funded by the Arab Fund for 
Economic and Social Development). The major source of aid to the occupied 
territories since 1979 (and the major channel for Arab aid) has been the 
Jordanian-Palestinian Joint Committee for the Supoort of the Steadfastness of 
the Palestinian People in the OccuPied Homeland (referred to henceforth as the 
Joint Committee) which was established at the Arab States' summit meetinq of 
November 1978, held in BaQhdad, Iraq. 

346. The Joint Committee was intended as a common Jordanian-Palestinian body 
for the receipt of official Arab funds and their subsequent disbursement to 
Palestinians in the territories for purooses of what is termed 
"steadfastness".23 The Joint Committee was meant to receive from the 
major Arab oil-producino States 236/ an annual budget of $150 million for a 
10-year period commencinq in 1979. Between 1979 and 1985, however, the total 
receipts of the Committee from these sources amounted to just under 
$400 million (when they should have been over $1 billion) .237/ The 
Committee became fully operational early in 1979 and was active until early 
1986, when its activities were temporarily suspended. It had official 
representation at the ministerial level of both the PLO and the Jordanian 
Government and worked with the support of a "Technical Bureau" based in Amman, 
Jordan. This Bureau had the task of receivino and/or formulatinq project 
proposals, evaluatinQ them and making recommendations on appropriate action to 
the Committee. Fundino, when approved, was done either directly or, more 
often, throuoh various Jordanian financial institutions or specialized banks 
which were entrusted with the task of managino the Committee's fundinQ 
activities (orants or loans) within their particular field of competence. 

347. Despite a variety of operational and political problems affecting its 
activities, it was able to channel siqnificant amounts of Arab funds into the 
territories. In addition to servinQ as a major source of external finance to 
the territories, the operations of the Joint Committee have been siQnificant 
in that they represented a common Palestinian-Arab effort on behalf of the 
Palestinian people to develop approoriate indiQenous capacity for maintaininq 
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Table 39 

Estimates of private and official Arab unrequited transfers to 
the occupied Palestinian territories, 1978-1984, by source 

(Millions of current Jordanian dinars)~l 

Year JGT JNGO ARIS JJPC TAlA 

1978 8.2 .6 NA 
(26.9) (2.0) (4.25) (33) 

1979 6.2 .7 12.83 
(20.6) (2.3) (4.25) (42.7) (70) 

1980 6.4 .8 24.48 
(21.4) (2.7) (3.6) (82.1) (llO) 

1981 6.65 .9 25.15 
(20.1) (2.7) (3.6) (76.2) (103) 

1982 6.9 1 33.04 
(19.6) (2.8) (2) (93. B) (llB) 

1983 7.15 1 13.75 
(19.6) (2.7) (2) (37.9) (62) 

1984 7.35 1 12.66 
(19.2) (2.6) (10) (33) (65) 

Explanatory note 

JGT: Jordanian Government salaries and pensions to West Bank residents; 
Jordanian Government rent paid for premises in West Bank; Other 
Jordanian Government transfers: aid to municipalities, quarantees 
on loans by commercial banks, direct qrants, education and health. 

JNGO: Aid from Jordanian non-oovernmental orqanizations - reliqious 
endowments and charitable associations; 

ARIS: Arab and Islamic States' aid (includinq Jerusalem Fund); 
JPJC: Jordanian-Palestinian Joint Committee grants and loans; 
TAlA: Total transfers from Arab and Islamic sources: total Arab and 

Islamic aid. 

~/ Fiqures in parentheses and those for ARIS and TAlA are in millions 
of current dollars. 

Sources: 

- Dollar fioures calculated accordinq to annual averaqe $US/JD exchanqe 
rate, from IMF, International Financial Statistics (Wash. D.C., IMF, 
1985), PP. 384-85. 
-JGT, JNGO, ARIS fiqures calculated from data in Royal Scientific 
Society, Financial and Bankinq Conditions in the Occupied West Bank and 
Gaza Strip (Amman, RSS, 1985), Pp. 91 -112. 
- JPJC fiqures provided by Jordanian-Palestinian Joint Committee, 
Technical Bureau, Amman, 1986. 
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the local economic base. Throuoh its experience, it stimulated discussion, 
criticism and evaluation of what could and should be done to support the 
territories and contribute to their development. The Joint Committee can thus 
be understood as a sort of testino qround for the Palestinian people's 
capacity to ouide its own development, despite the limitation of its role and 
the constraints under which it operated. In the liqht of the limited scope of 
Palestinian experience in development fundinq and project manaqement 
activities and the fact that international orqanisations have been most 
prominently identified with such activities in the territories, the unique 
nature of the Committee's experience cannot be overemphasized. 

348. The work of the Committee suffered from a number of handicaps, too 
detailed and complex to evaluate fully here. These included the constraints 
imposed by the Israeli authorities upon entry of funds into the territories, 
especially those identified as orioinatino in the Committee, the occasionally 
unclear project support criteria, manaqement and staffino difficulties, 
operational limitations on attemptino to enact a global development-relief 
effort from outside the territories, limited participation by aid recipients 
in policy and project formulation and implementation, the practical problems 
of ensurinq field supervision and follow-up, maintainino the Committee's 
resource base and isolatinq its work from the interference of political 
factors. 238/ 

349. The major component of official Jordanian transfers to the territories is 
in the form of salaries and pensions to qovernment employees in the West Bank. 
Total Jordanian qovernment transfers to the occupied territories (JGT) stood 
at some $27 million in 1978, but fell to $21 million in 1979. This reduction 
was concurrent with the commencement of operations by the Joint Committee in 
1979 and its assumption of certain financial responsibilities of the Jordanian 
Government, mainly those connected with munic assistance. In subsequent 
years, while the dinar value of JGT sliohtly increased, their equivalent value 
in terms of the United States dollar declined to around $19 million, owino to 
a fall in the value of the Jordanian dinar. Meanwhile, direct Arab and Islamic 
States' aid to the territories (denoted as ARIS) increased from some 
$4 million in 1978 to $10 million in 1984 with the commencement of the fundino 
of the Ghor Valley irrioation project. However, after 1979, the bulk of Arab 
transfers to the territories was allocated by the Joint Committee. From a 
level of some $43 million in 1979, the Joint Committee's disbursements rose to 
a peak of $94 million in 1982 and fell to their lowest level ever of 
$38 million in 1983 and $33 million in 1984. In 1985, however, the last year 
in which Joint Committee funds were disbursed on a siqnificant scale, the 
level of fundinq rose to JD 15.6 million, or some $40 million Thus, in 
the 1979-1985 period, thouqh the Joint Committee allocated a total of 
JD 156 million, (approximatelv $462 million) for projects in the occupied 
territories, only some JD 137 million was actually disbursed, equivalent to 
somethinq over $405 million. The difference between allocations and 
disburments to projects is due to the unfulfilled commitments of donor States, 
which accounted for 12 per cent of allocations. Between 1979 and 1983, the 
share of Joint Committee fundino in total official Arab transfers to the 
territories was over 60 per cent, reachino 80 per cent in 1982; by 1984, its 
share had fallen to just over 50 per cent. 
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(ii) Other external aid 

350. Other external aid to the territories comes from a wide range of sources. 
The situation reflects the extent to which different elements of the 
international community perceive needs for fundinq in the territories and 
accordinqly have mObilized resources to address them. There are two major 
cateqories of (non-Arab) external financial sources operatinq in the 
territories: international aqencies (United Nations) and private voluntary 
orqanizations (PVOs). The United Nations has been involved in providing relief 
and welfare services to Palestinian refuqees since 1949. The United Nations 
Relief and Works Aqency for Palestine Refuqeees in the Near East (UNRWA) has 
had sUbstantial proqrammes in the West Bank and Gaza Strip involvinq 
expenditures on education, health and limited social and welfare services. 
More recently, the United Nations Development Programme (UNDP) has been 
channellinq resources to productive, social welfare and infrastructural 
development projects in the territories, thouqh on a smaller scale than 
UNRWA. Various PVOs have also become increasingly active in proiect fundinq 
in the territories in recent years. United States-based PVOs receive private 
contributions as well as official United States Government contributions (from 
the United States Aqency for International Development (USAID» to finance 
their qrowinq proqrammes in such fields as education, health and community and 
economic development. Meanwhile, PVOs based in a number of European States 
(esPecially the Federal Republic of Germany, the United Kinqdom, the 
Netherlands, Sweden, Norway and Switzerland) have been active in similar 
fields, disbursinq both official aid and private contributions in the 
territories. A third, and more recent, actor in international financinq of 
development efforts in the territories is the European Economic Community 
(EEC) , which has worked directly or through European PVOs to fund proiects in 
the territories. 

351. Whereas aid from Arab sources is primarily motivated by considerations of 
Arab solidarity and support for what is seen as Palestinian "resistance" to 
Israeli encroachments on the territories' economy and resources, other 
international aid is motivated by different factors. On the one hand, aid from 
UNRWA and some PVOs is rooted in humanitarian concerns reqarding certain basic 
needs of Palestinians (primary education, health care, material support for 
hardship cases) that are catered for insufficiently by qovernment or local 
institutions. However, much of PVO and UNDP fundinq is aimed at addressinq 
immediate "developmental" requirements, in the same way as commercial or State 
finance acts in other countries. The emphasis is on aqricultural and small 
industrial projects, community development and various self-help schemes, 
job-creation projects and women's advancement proqrammes, as well as certain 
larqer infrastructural requirements. 

352. This ranqe of interests is by no means solely the domain of international 
aqencies. Usually, it is local Palestinian PVOs which have already initiated 
such activities and seek international fundinq for them. Also, some of the 
Arab aid reachinq the territories, includinq that from the Joint Committee, 
has been directed towards development projects, even thouqh much is allocated 
to more "traditional" needs (social welfare, education and health, municipal 
services and infrastructure). Yet it should be emphasized that, while most 
international PVOs consider their role as "developmental" and UNRWA provides 
"humanitarian relief", the Joint Committee is explicitly oriented to support 
"steadfastness". These differences are important because they larqely 
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determine the areas in which different agencies will deploy funds and the sort 
of local institutions with which they will work. They have also acquired 
increasing relevance recently as acencies' priorities have become the focus of 
a vivid debate between those who hold that "steadfastness", or keeping oeople 
on the land, is the only feasible coal for aid donors as long as the Israeli 
occupation continues, and others who are of the opinion that aid should and 
can aim at promoting 'development' or "improvinq the quality of life".240/ 

353. As can be seen from tables 40 and 41, the bulk of non-Arab transfers to 
the territories are UNRWA expenditures serving refuaees in the West Bank and 
Gaza Strip. In almost every year under examination, UNRWA transfers have 
accounted for more than 80 per cent of all international aid to the 
territories. This is not surprising considering that UNRWA provides primary 
education, health care, shelter, sanitation and other basic services to some 
785,000 registered refugees in the territories. Indeed, the average annual 
expenditures from other sources, including UNDP, EEC and PVOs, appear small or 
insignificant compared to transfers from UNRWA. This is not, in fact, strictly 
the case, since it is only in the late 1970s that many other aaencies 
commenced their programmes, and they have since developed them. Thus, whereas 
UNDP implemented a programme including 23 projects between 1980 and 1986 and 
totalling some $9.5 million in resources (i.e. an average annual expenditure 
figure of under $1.4 million), an indicative planning fiqure of $17 million 
was set for total proaramme expenditure for the five-year period 1987-1991 
(i.e. an average annual figure of almost $3.5 million).241/ 

354. Other international sources, such as USAID-supPOrted PVOs, have also 
increased their fundinc levels, while new agencies have recently commenced 
activities or are increasing their commitments (e.a. EEC and some European 
based PVOs). Some of the PVOs involved are dedicated solely to Middle East or 
Palestinian activities, such as American Near East Refuaee Aid (ANERA), the 
Near East Foundation (NEF), the Middle East Council of Churches (MECC), 
Holyland Christian Mission (HCM), the United Palestine Appeal (UPA), the 
American Middle East Educational and Trainina Service (AMIDEAST) and the 
Welfare Association. Others are internationally active agencies with vary ina 
dearees of Palestinian commitment, such as the Community Development 
Foundation (CDF), affiliated to the United States-based organization Save the 
Children, Catholic Relief Services (CRS), OXFAM, Terre des Hommes (TDH), 
Co-operation for Development (CD), the Mennonite Central Committee (MCC) and 
the Protestant Association for Co-operation in Development (EZE). The 
interests of these agencies, as attested to by lists of some of their 
programmes, cover the range of humanitarian, welfare and development concerns: 
vocational training courses, university scholarships, land reclamation 
projects, building loan fundS, higher education institutional support, small 
business start-up schemes, hospital expansion and equipment, community water 
projects, day-care centres, mother and child health programmes, aqricultural 
marketinq and production techniques support, small industry support and 
numerous other projects in such fields. In sum, therefore, it is seen that 
there are a large number of agencies active in providing financial reSources 
in varying forms and deqrees to the territories, from a ranae of political, 
developmental and operational viewpoints, and assisting most sectors of the 
territories. 
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Table 40 

Estimated international (non-Arab) unrequited transfers to 
the occupied Palestinian territories, 1978-1984, by source~/ 

(Millions of current united States dollars) 

UNRWA UNDP EEC USPIlO EURPIlO 

37.4 7.0 2.0 
39.0 1.0 7.0 3.0 
51. 9 1.0 7.0 3.0 
59.5 1.0 1.0 7.0 3.5 
61.9 1.0 1.0 7.0 3.5 
60.5 1.0 1.0 7.0 4.0 
65.1 1.0 1.0 7.0 4.0 

Explanatory notes: 

INTRA 

46.4 
49.0 
62.9 
72.0 
74.4 
73.5 
78.1 

UNRWA: 
UNDP: 

Expenditures by UNRWA in the West Bank and Gaza Strip 
Averaqe annual expenditure by UNDP in the West Bank and Gaza 
Strip; 

EEC: Averaqe annual expenditure by EEC in the West Bank and Gaza Strip; 
USPIlO: Averaqe annual expenditures by United-States-based PIlOs in the 

West Bank and Gaza Strip (CDF, ANERA, CRS, MCC, NEF, AMIDEAST, 
HCM) ; 

EURPIlO: Averaqe annual expenditures by European based PIlOs in the 
West Bank and Gaza Strip (EZE, TDH, MECC, OXFAM, CD, CA); 

INTRA: Total transfers (expenditures) by international aqencies to the 
territories. 

1 fiqures (except UNRWA) are approximations of annual expenditures 
and do not necessarily represent actual transfers in those specific years. 

UNRWA: Data supplied by UNRWA; 
UNDP: In the 1985 Report of the Administrator to the UNDP Governinq 
Council (DP/1985/18), total spent and committed fundinq fiqures are 
provided for the 1980-1984 period (S5.1 million); on the basis of these, 
it is possible to arrive at an annual averaqe fiqure - the level of 
actual expenditure in each year is not available; 
EEC: Field interviews with EEC representative office in Amman, in 1986, 
on total expenditure from 1981 to 1984 (over $4 million); on the basis of 
these, it is possible to arrive at an annual averaqe fiqure - the level 
of actual expenditure in each year is not available. 
USPIlO: In M. Benvenisti, U.S. Government Funded Projects in the West Bank 
and Gaza Strip, 1977-1983 (Palestinian sector) (Jerusalem, West Bank Data 
Base Project, 1984), the annual USAID contribution to United States PIlOs 
between 1979 and 1983 was quoted as $6.9 - $6.5 million. This provides 
the basis for the averaqe annual fiqures above; annual reports of the 
main aqencies (AMIDEAST, ANERA, CDF, CRS and NEF) allow for cross 
checkinq and confirmation of these fiqures for recent budqetary years; 
EURPIlO: From data in annual reports and as communicated by aqencies 
(EZE, TDH, CD, MECC). 
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Table 41 

Estimated transfers to the occupied Palestinian territories 
by selected international aqencies in 1984 
(Millions of current United States dollars) 

Aqency 

Private Voluntary Orqanizations - Total 
ANERA 
CDF 
CRS 
AMIDEAST 
MECC 
Other PVOs 

Non-Arab International Aqencies - Total 
UNRWA 
UNDP 
EEC 

Arab Aqencies and other Governments - Total 
JPJC 
Jordanian Government and others 

Grand total 

Amounts 

11.0 
1.0 
2.3 
2.0 
1.8 
1.8 
2.1 

67 1 
65.1 
1.0 
1.0 

65.0 
33.0 
32.0 

143 0 

Source: Estimates are based on Benvenisti, M., U.S. Government Funded 
Projects in the West Bank and Gaza Strip, 1977-1983 (Palestinian sector) 
(Jerusalem, West Bank Data Base Project, 1984) i Data provided by PVOs and 
from their annual reports; and tables 39 and 40. 

Note: All fiQures (except tmRWA) are approximations of annual 
expenditures and do not necessarily represent actual transfers. 

(iii) Deployment of external aid 

355. It can be seen from table 42 that the pattern of allocation of external 
transfers to the territories from the major fundinq sources discussed was 
heavily biased in favour of social development and welfare services. This is 
to be expected in the case of UNRWA, for example, which disbursed 55 per cent 
and 19 per cent of its expenditures durinq' the period 1979-1985 on education 
and health respectively. Another 14 per cent of UNRWA's expenditures went to 
social welfare (food distribution and emerqency relief) services. However, the 
pattern of expenditure of the Joint Committee was naturally more diversified, 
qiven its wider ranqe of commitments and aims. The Committee's expenditures in 
the period also stronqly favoured social and infrastructural projects. 
Educational institutions (universities, post secondary colleqes and vocational 
traininq, primary and pre-school education) received the larqest share of 
Joint Committee fundinq, namely some 25 per cent of the total disbursements, 
or almost JD 35 million (approximately equivalent to $100 million). Health 
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Table 42 

Sectoral distribution of aid to the occupied Palestinian 
territories from selected agencies (various years) 

UNRWA JPJC lEPVO 

I 1979-1985 1979-1985 1977-1983 
Sm Percent JDrn Percent Sm Percent i 

UNDP 
1980-1986 

Sm Percent 

Agricul ture - - 10.74 8.0 10.1 28.1 1.5 17.0 

Wa ter /sewage - -

I 

1.91 1.0 12.3 34.3 2.2 25.0 

Social/community - - - - 1.2 3.3 0.7 8.0 
ser vices 

I 

Health 79.4 19.5 2.59 2.0 0.7 1.9 2.8 31.8 

Education 225.3 55. 3 34.57 25.0 3.1 8.6 1.5 17.0 

Roads/transport/ - - 21.94 16.0 1.7 4.7 - -
municipalities 

Electr icity - - 9.09 6.6 1.8 5.0 - -

Industry - - 6.05 4.4 • 5 1.4 0.1 1.1 

Social we lfare/ 56.7 13.9 21.86 16.0 4.5 12.5 - -
culture/religion 

Housing 2.3 .6 21.97 16.0 - - - -
Other 43.4 10.6 6.76 5.0 - - - -

'Ibtal 407.2 100.0 13 7.48 100.00 35.9 100.0 8.8 100.0 
1 J 

Expl ana tory note: 

UNRWA: Total expenditures by UNRWA in West Bank and Gaza Str ip} 
JPJC: Total expenditures by Jordanian-Palestinian Joint Committee in 

West Bank and Gaza Strip} 
USP\}): Project funding proposals for the West Bank and Gaza Strip of 

three major United-States-based PVOs (catholic Relief Services, 
Community Development Foundation and American Near East Refugee 
Aid) approved by Israeli authorities} 

UNDP: UNDP-sponsored projects completed or under irrplernentation (i.e. 
committed funding) in the West Bank and Gaza Strip 

Sources: 

UNRWA: 
JPJC: 
USP\}): 

UNDP: 

Da ta suppl ied by UNRWA, 1986} 
Data supplied by JPJC, ~chnical Bureau, Amman, 1986; 
From M. Benvenisti, U. S. G::>vernment FUnded Projects in the 
West Bank and Gaza (1977 - 1983) (Jerusalem, West Bank Data 
Base Project, 1984), table 8; 
Calcula ted from "Programme implementation - special programmes 
of assistance - assistance to the Palestinian people, report of 

the Admin istra tor" (DP/1986/22), 13 March 1986, annex 1. 
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services (hospitals and related large-scale projects) received the second 
larqest share of the Committee's funding (18.9 per cent, or some 
JD 26 million). The third largest sectoral allocations were in three different 
areas, each receiving around JD 22 million, or 16 per cent of the Committee's 
disbursements. These three areas comprised: (il support for municipalities' 
services, roads and transport (especially bus co-operatives): (ii) social 
welfare needs (unemployed graduates' stipends, hardship cases) and religious 
institutions (repair and upkeep of Muslim i.e. endowment properties and 
religious places in Jerusalem); and (iii), aid to housing co-operatives and 
home building. The remainder went to agricultural projects and co-operatives 
(7.8 per cent of expenditure), provision of electricity for villaqes and 
support of the Nablus and Jerusalem electricity companies (6.6 per cent), aid 
to small industries and workshops (4.4 per cent), public health 
(2.0 per cent), land purchase and other activities (5 per cent). 

356. United States-based PVO funding went mainly to drinking water and sewage 
projects (34 per cent; over $12 million) and a variety of aqricultural 
development projects, including irriqation ($10 million or 28 per cent of 
approved expenditures). Social welfare (community services and food provision) 
and education (scholarships, support to universities and pre-school education) 
received some 16 per cent and 9 per cent respectively of PVOs' approved 
expenditures. Industry did not benefit greatly from either PVO or UNDP 
funding, receiving under $1 million from the two sources. The concern for 
health and educational services is also apparent in the allocation of UNDP 
expenditures until 1986, with 32 per cent and 17 per cent of committed 
resources qOing to health and education respectively. Infrastructural needs 
received the second larqest share of UNDP's funding (25 per cent) in the 
period under review. The unique position of UNDP and its favourable relations 
with the parties concerned has allowed it to take the initiative in this 
sector. UNDP fundinq has also been directed to aqricultural projects for both 
training and productivity enhancement (17 per cent of expenditure), while 
various general vocational training and educational projects have received a 
similar share of UNDP funds. 

357. It is likely that the increasinqly active posture adopted by 
international development funding and relief agencies will continue to be 
evident in coming years. The only possible exception to this is the disruption 
of significant Arab aid through the Joint Committee which continued throuqhout 
1986, with temporary alternative arrangements being set in place as of late 
1986. 242 / The pattern of allocation of aid, however, miqht alter with 
changes in the priorities of both the funding agencies and the recipients. 
Indeed, the pattern to date, which has strongly favoured health, education and 
social welfare at the expense of industry, related infrastructure, agriculture 
and other productive and related sectors (tourism, construction, transport, 
trade), is the outcome of a variety of factors, including donors' and 
recipients' outlook. 

358. However, an important factor which colours the eventual pattern of 
disbursement is the policy guidelines laid down by the Israeli authorities. 
It has been argued forcefully that the procedure whereby some PVOs, including 
United States-based ones, and UNDP submit proposals to the authorities results 
in some proposals oriented towards production or economic development being 
turned down while infrastructual and social service projects are 
approved 24 However, there are indications that such factors are becoming 
less influential, perhaps as the authorities develop more flexible guidelines 
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in this regard. 244/ In addition, a number of PVOs and international 
aqencies, as well as the Joint Committee, decline to submit proposals to the 
authorities, either in order to avoid delays and refusals or out of an 
unwillingness to recognize the legitimacy of Israeli occupation authority in 
such areas. If approval is required for legal or other reasons, it is left to 
the local institution or PVO to enter into whatever contacts are necessary to 
secure project initiation and funding. On the whole, therefore, while locally 
perceived and expressed priorities have an initial effect in determininq the 
pattern of deployment of international transfers to the territories, the final 
outcome can be altered by various other faetors, includinq donors' 
preferences, operational and technical considerations, and the policies of the 
Israeli authorities towards such projects. 

(iv) Terms of aid: qrants, loans and financinq arrangements 

359. In order to obtain a clearer idea of the conditions affecting aid 
disbursement to the occupied territories, it is instructive to examine the 
terms on which external aqencies make such unilateral transfers available. 
Specifically, an attempt has been made here to investigate the loan component 
of Arab and other aid, as opposed to its concessionary element, and the degree 
of local participation compared to external financinq. Consequently, it is 
revealed that the bulk of aqencies operatinq in this sphere have not, at least 
until very recently, included loan proqrammes (either through direct or 
revolvinq fund arrangements) as a suitable or feasible tool for delivery of 
aid. Instead, direct qrants have been the favoured form of aid in most cases, 
while local participation in finance has been encouraqed by tying external 
qrants to local counterpart funds. 

360. Accordinqly, it is seen that the aid extended by the three major 
United States-based PVOs active in the territories (ANERA, CDF, CRS) to 
development projects between 1977 and 1983 equalled, on averaqe, 44 per cent 
of total project budqets, with the balance of the project budgets provided by 
the local beneficiaries or from Jordanian and other sources of aid 24 All 
of the aid provided by these PVOs was in grant form, as was the case with aid 
from United Nations aqencies, includinq UNRWA and UNDP. In another example, it 
is seen that the grants made to projects in the West Bank and Gaza Strip by 
the Middle East Council of Churches (MECC) in 1984, mostly in community and 
rural self-help proqrammes, were equivalent to some 57 per cent of the total 
project costs. 246/ In addition to the local participation in finance, the 
projects aided by MECC also included a number of loan-based programmes in 
housinq and for small businesses, thouqh these were equivalent to only 
9 per cent of externally provided aid and 5 per cent of total project 
expenses. Such non-concessionary terms of finance appear to have become 
increasinqly favoured by PVOs in recent years, with more of them initiatinq 
revolvinq fund or other loan arrangements. 247/ One of the agencies that has 
been active in the territories, namely CDF (the local branch of the 
United States-based Save the Children), has recently initiated a revolving 
small-scale enterprise credit fund of $1 million in the West Bank. 248/ With 
the qrowth and increased stability of local credit or banking institutions, 
such as the recently re-opened Cairo-Amman Bank, it is possible that an 
institutional climate favourinq a qreater deqree of locally secured and 
managed loan proqrammes will take effect in external aid activities. 

361. Thouqh the loan element has become apparent only recently in PVOs' 
programmes, it was an essential element of the aid programme supervised from 
1979 onwards by the Joint Committee. From its inception, the Committee was 
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able to offer a significant proportion of its total aid to the territories in 
the form of loans. This was larqely possible because of the involvement of 
Jordanian banking institutions in the aid and loan procedures established and 
followed by the Committee. Thus, the Housing Bank in Amman manaqed individual 
or qroup housinq projects in the territories, the Jordanian Co-operative 
Orqanization supervised co-operative loans in agriculture, industry, water, 
electricity, housing and craft projects, and the Industrial Development Bank 
in Amman was responsible for disbursinq loans for industrial, tourist and 
transportation projects. When loans to individuals, firms or local authorities 
could not be channelled through the existing Jordanian financial institutions, 
the Committee itself became a source of direct loans to projects such as aid 
for village electrification, loans to agricultural firms, and Gaza Strip 
municipality housinq projects. The Committee ado9ted certain guidelines for 
the processinq and approval of loan applications which differed from one 
sector to another. These guidelines included certification establishing the 
loan ap9licants' need and creditworthiness, a personal quarantee for each loan 
from a person residinq in Jordan (East Bank), a repayment schedule whose 
periods ranqed from 15 to 20 years, and a management fee of 1 per cent; all 
loans disbursed directly by the Committee were interest free. As can be seen 
in table 43, of JD 58 million of Committee aid disbursed between 1979 and 1985 
(not includinq certain important sectors also aided by the Committee such as 
mUnicipalities, education and social welfare), JD 49 million, or some 
84 per cent, was in the form of loans. Of this total, JD 15 million, or 
31 per cent, was disbursed directly by the Committee, and the balance went 
throuqh Jordanian financial institutions. The sectors where loan arrangements 
were most prevalent were in housinq and electricity (98 per cent each of total 
aid), agriculture (84 per cent), industry (79 per cent), and transportation 
(77 per cent). Those fields where the Committee was most active as a direct 
source of loans were electricity, aqriculture, public health and religious 
affairs (thouqh the total disbursement in the latter two sectors was 
relatively small). 

I 

3 

Jordanian Palestinian Joint Committee loan disbursements, 1979-1985 
(Millions of current Jordanian dinars and percentages) 

Total aid Loans Loans as Direct Direct loans 
disbursed disbursed % of loans as % of loans 

Sector disbursement 

Aqriculture 10.74 9.06 84.4% 4.88 53.9% 
Industry 6.05 4.79 79.2% -
Transoor ta tion 4.32 3.32 76.7% - -
Water 1. 91 0.05 2.6% 0.01 22.0% 
Electr lci ty 9.09 8.98 98.8% 8.88 98.9% 
Housinq 27.98 22.62 98.4% 1. 22 5.3% 
Public health 2.59 0.05 1.9% 0.05 100.0% 
Reliqious affairs 0,83 0.10 12.0% 0.10 100.0% 

Total: 58.51 48.97 59.8% 15,14 30.9% 

Source: Data supplied by Jordanian-Palestinian Joint Committee, Technical 
Bureau, Amman, 1986. 

l 
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C. External financial sources and the occupied territories' development 

1. The relative importance of different components of transfers 

362. The importance of unilateral transfers to the occu~ied territories has 
been hiqhlighted in terms of their different components, includinq miqrants' 
remittances and aid from Arab sources and from international agencies. It is 
oossible to .obtain a rouqh idea of the relative importance of each of these 
sources from table 44. Whereas remittances (REM in table 44) accounted for the 
bulk of transfers in 1978, Arab aid (TAlA) became the prominent element in 
external aid as of 1979, with the commencement of the Joint Committee's 
operations. This remained the case, with international aid (INTRA) havinq the 
third larqest share of total transfers (TOTRA), until 1983, when Arab aid 
beqan to falloff, thouqh remittances contj.nued to qrow. Consequently, the 
role of international financinq in the territories became more prominent. 
Indeed, it miqht since have become the leading element of transfers from 
abroad to the territories, with the expected fall in migrants' remittances 
commencina in 1984. The siqnificance of the fiqures in table 44 rests not only 
in what they indicate about the relative weiqht of different external 
financial sources. Of similar importance, as was the case with other 
statistical series prooosed above (e.g. factor income payments), is that the 
fiqures for total transfers to the territories (TOTRA), based on the sum of 
the three components mentioned, surpasses the official Israeli data for total 
transfer payments to the territories (TPC). Here aqain, there are valid 
qrounds for doubtina the reliability of official series and thus calling into 
question the range of national income statistics presently available for the 
territories. Further, it implies that the role of external resources in the 
development of the territories is even more substantial than assumed and thus 
deserves even qreater consideration in any analysis of, or active involvement 
in, the economy of the occu~ied Palestinian territories. 

Table 44 

(Minimum) estimates of total private and official transfers to 
the occupied Palestinian territories from abroad, 1978-1984a / 

(Millions of current united States dollars) 

Year REM TAlA INTRA TOTRA TPC 

1978 55 33 46 134 127 
1979 66 70 49 185 138 
1980 79 110 63 252 145 
1981 86 103 72 261 183 
19S2 97 118 74 289 172 
1983 113 62 73 248 169 
1984 128 65 78 271 165 

Explanatory notes: 

REM: Remittances of emiqrant labour force abroad transferred to the 
territories (minimum estimate); 

TAlA: Total transfers from Arab sources; 
INTRA: Total transfers (expenditures) by international sources; 
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Table 44 (continued) 

'TOTRA: Gross transfer paYTtEnts from abroad (not including Israeli 
government expenditure - see table 37). 

TPC: Total transfer paYTtEnts credited to the ter ri tor ies from abroad, 
according to official Israeli statistics 

(All figures have been rounded, in light of their approximate 
nature) • 

Sources: 

REM: The figures here are equal to half the supposed transfers 
recorded as REM in table 38, to provide a reasonable minimum 
approxima tion of wor ker s' remi ttances (this ser ies is used 
bearing in mind the limitations upon it, as discussed in section 
B.2 above); 

TAlA: From table 39; 
INTRA: From table 40; 
TPC: From table 36. 

2. Factor income and transfers within overall sources of Palestinian 
na tional income 

363. A final angle from which it is instructive to view the role of external 
finance in the territories' development involves comparing the performance of 
factor income and transfers. By examining data for net national disposable 
income (NNDI), it is possible to discern the shares of both net factor income 
(NFl) and net transfers (NT) in overall national resources. NNDI grew steadily 
from Sl,047 million in 1978 to Sl,749 million in 1983, an average annual 
increase of some 13 per cent (see table 45). In the saTtE period, NT at first 
grew, but subsequently fell below their 1979 level, such that NT accounted for 
8.7 per cent of NNDI in 1978 but only 4.9 per cent in 1983. In 1984, though 
the level of NT remained almost constant, the general slowdown in the economy 
due to other factors (stagnation in domestic product and factor income) meant 
that NT's share of NNDI rose slightly to 5.3 per cent. It would appear, 
therefore, that the significance of transfers from abroad in overall financial 
reSOurces of the territories has diminished in the past few years, with a 
stagnation in their absolute level and a fall in their share of NNDL 

364. As might be expected, the combination of NFl and NT to the territories 
highlights even more sharply the extent of the dependence of the territories 
upon a pattern of economic relations which is totally removed from its 
control. Following 1978, between 31 per cent and 36 per cent of income at the 
disposal of the territories was generated through labour in Israel and the 
rest of the world and through transfers received from a var iety of pr ivate and 
public sources, mainly Arab, Palestinian and international. In 1983, when GOP 
had reached its highest p::)int, 36 per cent of the territories' net disp::)sable 
income originated in factor income and transfers, also equivalent to 
57 per cent of GOP. In 1984, this share declined slightly to 51 per cent of 
GDP. The situation in both expansionary and recessionary years since 1980 
depict a chronic dependence and continued weakness of doTtEstic Productive 
capacity. 
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Table 45 

Net current transfers, factor income, net national disposable ~ncome 
and gross domestic product in the occupied Palestinian territories, 

1978-1984 
(Millions of Israeli shekels and percentages)~/ 

(NT + 
Year NT + NFl NNDI NT/NNDI /NNDI 

1978 576 1828 8.7% 32% 
(330 ) (l047 ) 

1979 1081 3205 7.0% 34% 
(424 ) (1259) 

1980 2504 7993 7.3% 31% 
I 

(489) I (1560) 
I 

1981 6082 17276 7.9% 35% 
{ 533} (1512) 

1982 13830 39169 6.6% 35% 
(570) (1614) 

1983 35621 98288 4.9% 36% 
(634) (1749) 

1984 I 163235 481344 5.3% 34% 
I (557) (1642) 

I 

Explanatory note 

NT: Net current transfers from abroad (private and public) 
NNDI: Net national disposable income (GNP + NT) 
GDP: Gross domestic product 
NFl: Net factor income from abroad 

NFl) 
/GDP 

46% 

51% 

46% 

54% 

51% 

57% 

51% 

~ Figures in parentheses in millions of United States dollars. 

Sources: 

NT + NFl calculated from NFl series in table 35 and NT series in table 36; 
NNDI figures for 1978-1983 calculated from Israel, Central Bureau of 
Statistics, Judea, Samaria and Gaza Area Statistics (Jerusalem, CBS), 
vol. XV, No.1, April 1985, pp. 164 and 171; figures for 1984 calculated 
from Israel, Central Bureau of Statistics, Judea, Samaria and Gaza Area 
Statistics (Jerusalem, CBS), vol. XV, No.2, December 1985, pp. 68 and 75. 
Percentages calculated from NND1 figures above and GDP figures in 
table 35. 
Dollar figures for NNDI calculated accord~ng to annual averaqe $U8/1S 
exchange rate, in IMF, International Financial Statist~cs (Wash. D.C., 
LM.F., 1985), pp. 364-7. 
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365. As noted, the bulk of these external resources is in the form of factor 
income. Transfers accounted for 27 per cent of all external resources in 1978, 
and steadily declined thereafter, to reach 16 per cent in 1984. As employment 
of Palestinians in Israel continued to increase over the period, and with the 
recent decrease in Palestinian and Arab aid and miqrants' remittances, the 
share of resources aenerated in Israel rose from some 55 per cent of total 
transfers and factor income in 1978 to 67 per cent in 1984. This allows for 
further precision in identifyinq the nature of the territories' reliance on 
external finance. It can be seen that not only is the economy increasinqly 
dependent on external sources of finance, but that this trend appears to be 
larqely in the direction of finance oriqinatinq in Israel. Were it not for the 
continued flow of transfers to the territories from Arab and international 
sources, the deqree of dependency on this source of income would be even 
areater, thus deepeninq and further complicatinq an already disturbinq 
subordination of the Palestinian economy to Israeli financial and economic 
interests. 249! 
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Chapter V 

CONCLUS IONS AND RECOMMENDATIONS 

366. The present chapter draws on the findinqs and conclusions reached in the 
study and examines the possibilities for feasible solutions to the problems 
encountered by the economy of the occupied territories, with emphasis on the 
soecific role of the financial sector. It is hoped that the proposals would 
contribute to the formulation of quidelines for policy action at various 
levels in the territories, both by the parties directly concerned and by the 
international community. As such, attention is focused on some of the main 
issues that are of vital importance to the future of the Palestinian economy. 

A. General economic situation 

367. The period immediatelY followinq the 1967 occupation of the territories 
by Israel was characterized by hiqh rates of economic growth in the 
territories. However, that momentum could not be sustained because of radical 
structural chanqes brought about in the economy of the territories throuqh 
measures embodied in a series of military orders. As a result, the level of 
domestic output and its contribution to qross national product have been 
steadily fallin~ in recent years. 

368. While the relative share of the traditional sector in domestic output has 
rapidly declined, the share of industry has virtually staqnated while labour 
has become increasinqly dependent on employment opportunities in Israel and 
the rest of the world. The closure of banks and other financial institutions, 
since the occupation of the territories, has deprived these and other sectors 
of the economy from short-term and lonq-term sources of finance. That lack of 
financinq has acted as a serious bottle-neck in efforts to expand output in 
these sectors. In the area of trade, the territories have been qradually 
transformed into the lar~est sinqle importer of Israeli (non-military) 
products with a qrowinq balance of trade deficit that can only be met from 
workers' remittances and transfers from abroad. 

369. The inability of domestic outPut to meet rising demand and the orowinq 
imoort of qoods from Israel, coupled with the use of a depreciatinq Israeli 
currency as le~al tender in the territories, have manifested themselves in 
hiqh level of prices. This has, in turn, affected the level of savings and 
investment in the economy of the territories with the existin~ financial 
institutions unable to absorb some of the liquidity that is injected from 
abroad. 

370. Domestic contribution to savin~s has been negative. The risinq trend in 
total private disposable income from all sources has not been adequately 
reflected in the level of personal savinqs. Gross capital formation has also 
followed a declininq trend in recent years. Althouqh the private sector 
accounts for the bulk of total capital formation, much of the investment has 
been in buildinqs and construction works, which have been larqely aimed, 
inter alia, at meetinq the acute shortaqe in housinq and as a hedqe aqainst 
hiqh rates of inflation. The continued political and economic instability, 
lack of investment opoortunities in commodity-producing sectors, and land 
confiscation practices of the occupation authorities have further pushed 
private savinqs into speculative activities. 
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371. In qeneral, the economy of the territories is at present characterized by 
a hiqh deqree of fraamentation reflectina an increasina distortion in the 
structure of output and income, a widening aap between domestic and national 
output, and a hiqh deqree of openness that renders it vulnerable to outside 
economic and political forces. The lack of appropriate institutions to 
safeauard the interest of the local economy throuqh various policy instruments 
has further compounded the problems of indigenous economic management in the 
territories and has led to the increasinq subservience of the local economy to 
the economy of the occupyinq authorities. 

372. Bold measures are needed to reverse this state of affairs, includina the 
followina: (a) initiatinq a policy aimed at developinq the economy of the 
territories; (b) acceleratinq capital accumulation desiqned to increase 
productive capacity in aqriculture and industry; (c) providinq incentives to 
encouraqe local and foreian investors in productive sectors of the economy; 
(d) easing restrictions and licensinq procedures on production and marketinq 
in aqriculture and industry; (e) promotion of equitable trade relations 
between Israel and the territories, especially with reaard to existinq 
limitation on Palestinian aqricultural exports to Israel; (f) allowinq the 
re-emerqence of local financial institutions and promoting their financial 
intermediation; (a) increasinq employment opportunities in other sectors; and, 
(h) promotinq the entrepreneurial spirit that has served as the basis for 
economic endeavour and achievements in the territories. Only throuqh such a 
conscious policy and commitment, coupled with concrete measures at various 
levelS, can the economy of the territories be expected to move out of 
staanation and set itself on a course of sustained growth and deVelopment. 
Indeed, the success of such an approach equally necessitates the creation and 
develOPment of indiqenous bodies capable of manaqina the economy on a 
day-to-day basis and chart ina its future course. 

373. It should be noted, however, that the policy orientation of measures 
aimed at revivinq the economy of the territories should reflect the 
aspirations of the Palestinian people in the territories, articulated in terms 
of overall development objectives and strateqies. Given the resource 
endowments of the economy, its present distorted structure and future 
prospects, the follow ina basic objectives may be considered, amonq others, to 
serve as a frame of reference for desiqnina appropriate policy measures 
required in each area of economic and social endeavour: 

(a) Accelerate the qrowth of the domestic economy at a rate sufficient 
to sustain natural increases in population and to brinq about improvements in 
the level of per capita income; 

(b) Increase productivity in the neglected areas of aqriculture and 
industry and expand the output of essential goods by promotinq import 
substitution industries based on local raw materials, and by diversifyinq 
exports, thus reducinq the overall foreiqn exchanae qap and deficit in the 
balance of trade; 

(c) Stabilize the aeneral price level and reduce the prices of essential 
commodities; 

(d) Create productive employment opportunities throuqhout the 
territories to absorb both natural increases in the labour force and migrant 
Palestinian workers employed in Israel and the rest of the world; 
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(e) Accelerate the rate of development expenditures with the view to 
creatina the basic infrastructural facilities that provide external benefits 
to the economy, and increasinq the absorptive capacity of the territories for 
further productive investment; 

(f) Establish and strenqthen appropriate financial institutions aimed at 
mobilizina, allocating, and manaqing domestic resources in line with the needs 
of the economy; and, 

(a) Establish the requisite institutional capabilities within the public 
administration of the territories for the effective formulation and 
implementation of economic and social policy measures. 

374. Undoubtedly, the realization of such objectives, which are in line with 
the expressed needs of the territories, would be dependent upon institutions 
capable of handling the crucial interplay of various economic and social 
policy instruments. Obviously, such institutions are lacking in the 
territories and the issues involved are dealt with by facilities operated by 
or under the direction of the occupation authorities. 

375. This study has examined one of the important auxiliary areas, namely, 
finance, which contributes towards the realization of certain economic and 
social needs whether or not expressed in terms of societal ooals. The 
institutional and policy shortcomings in this area are striking not so much 
because of their lack of development but because of the deterioration that the 
financial sector has experienced since the occupation of the territories. 

B. Money and banking 

376. Followina the occupation of the West Bank and Gaza Strip in 1967, the 
Israeli authorities immediately issued military orders closina all banks and 
credit institutions operatina in these territories and declaring the Israeli 
currency as leaal tender. Subsequently, however, the Jordanian dinar was also 
allowed to circulate in the West Bank while the Egyptian pound was declared 
illeaal in the Gaza Strip. There is, thus, no specific currency belonging to 
the territories. The rapid depreciation of the Israeli currency, coupled with 
significant trade with Israel, has closely tied the territories to Israeli 
economic realities, which are characterized, inter alia, by high rates of 
inflation. Branches of Israeli banks were opened in the territories with the 
majority located in major Israeli settlements serving the Israeli settlers. 
With these developments, the role played UP to 1967 by the Central Banks of 
Jordan and Egypt was taken over by the Bank of Israel. 

377. Consequently, the inhabitants of the territories lost a system that 
managed monetary activities through regulating the money supply, directing 
credit and supervisina the operations of banking and other financial 
institutions with a view to promoting production, employment, income and 
investment in the territories. There has been inadequate disclosure regarding 
monetary statistics in the territories to allow a thorough evaluation of the 
operation of the system that has emerged under occupation, especially where 
analysis of the behaviour of monetary aggreaates and their interaction with 
economic activities would reflect on the policy instruments at work. 
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378. Branches of Israeli banks that have been opened in the territories have 
not succeeded in restorinq the pre-1967 level of bankinq operations. In 
particular, they have not been able to play the conventional and fundamental 
role of intermediatinq between Arab depositors and borrowers for the 
mobilization and allocation of resources into the economy of the territories. 
A qreat portion of the resources raised by these banks from the territories is 
transferred to and used in Israel under balances held with bankinq 
headquarters. Moreover, apart from providinq some common bankinq operations, 
the role of those banks in providinq medium-term and lonq-term finance for the 
qrowth and development of the Palestinian economy has been minimal, if any. 

379. Consequently, and followinq 20 years of occupation, the territories do 
not enjoy the services of banks and other specialized financial institutions 
desiqned to promote the qrowth and development of vital sectors of the 
economy. Businesses operatinq in these areas have been obliged to meet their 
short-term and lonq-term financial needs by fallinq back on their meaqre 
savings and/or by resortinq to the prohibitive practices of the informal 
financial market which is characterized by high rates of interest and 
difficult quarantee requirements. Even then, the amounts have remained very 
limited and the conditions rather exactlnq. External efforts made, for 
instance, throuqh the Jordanian-Palestinian Joint Committee, to rectify this 
continued anomaly by providinq medium-term and lonq-term finance were 
confronted with restrictions. As such, development finance needs of the 
Palestinian economy have not been met durinq the past 20 years of occupation. 

380. The situation has been particularly serious in rural areas where the cost 
and conditions of finance, even for seasonal credit, are far beyond the 
ability of an averaqe inhabitant. Such credit has been largely supplied by 
money-lenders, suppliers of aqricultural inputs, marketinq middlemen, and 
other similar sources. Rural co-operative institutions, which usually provide 
credit on acceptable terms, are themselves plagued by a shortaqe of capital 
and of technical and managerial cadres. This situation is ironic when 
compared with that of rural areas in the developinq economies in qeneral where 
the credit needs of the inhabitants have not only attracted the attention of 
local authorities on a priority basis but have also attracted the involvement 
of an array of orqanizations from the international community. 

381. The role of insurance companies in finance is equally neqligible, if not 
non-existent. The operations of local companies are generally confined to car 
insurance. The revenues so accumulated are larqely kept as bank deposits in 
view of restrictions on new investment projects. Branches of Israeli 
insurance companies transmit premium dues to the accounts of their 
headquarters in Israel. As such, the potential role of the insurance business 
is not reflected in the economic scene. 

382. Efforts to redress the situation have not met with success. The absence 
of an indiqenous bankinq system, coupled with the dual, if not triple, 
currency standard, and the qrowinq credit needs of the economy have prompted 
local informal facilities to emerqe and fill the qap. The role of 
money-chanqers has been siqnificant in this respect. The major part of their 
business has been exchanqinq Israeli and Jordanian currencies that accrue to 
the inhabitants of the territories. They have not been able to fill the 
crucial aap in financial intermediation. The recent relative stability of the 
Israeli currency, coupled with hiqh real rates of interest, the continuing 
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decline in the international value of the United States dollar and, most 
importantly, the fall in the volume of remittances and transfers to the 
territories do not augur well for the business of money-chanqers. The recent 
move by the Israeli authorities to regulate and tax the activities of 
money-chanqers is likely to add to the problems confrontinq them. Renewed 
efforts are needed to replace the very fragile, vulnerable and ad hoc 
arranqements by appropriate financial institutions reflecting the dire needs 
of 'the economy in the areas outlined above. 

383. Attempts to reopen local banks in the Gaza Strip resulted only in the 
reopeninq of the Bank of Palestine in 1981 which operates under the direct 
supervision of the Bank of Israel. The reopeninq coincided with the worseninq 
of the economic situation in the Strip. However, due to numerous restrictions 
imposed on its operations, the bank has had only a marqinal impact on the 
financial and credit conditions in the Strip. Unlike the branches of Israeli 
banks operating in the Strip, the Bank of Palestine is not allowed to deal in 
foreiqn exchange, or to open new branches covering a wider geoqraphic area, or 
have a say in the approval of investment projects. These restrictions have 
inhibited the bank from financinq foreign trade and attractinq deposits in 
foreiQn currencies, from servinq localities that lack bankinQ and credit 
facilities, and, above all, from carryinQ the crucial function of financial 
intermediation. Coupled with the limited capital and the continued 
devaluation of the Israeli currency, these constraints have forced the bank to 
follow a conservative approach in its lending operations. A re-examination of 
these and other issues that have stifled the operation and role of this bank 
is urgently called for. This is particularly needed at this crucial juncture 
as the Gazan economy is experiencinq the most severe recession in 20 years of 
occupation. 

384. In the West Bank, efforts to reopen banks since their closure in 1967 
were met with various conditions not in line with the laws and reQulations 
prevailing at the time of its occupation. .~fter numerous attempts, the branch 
of the Cairo-Amman Bank was finally allowed to open late in 1986, in Nablus, 
under certain conditions. While the reopeninq of the branch signals the 
beqinning of a move in the right direction, much of the success expected from 
it will depend on the manner in which the branch is treated in terms of its 
resource base and on the nature and scope of its operations. This is 
important in order to prevent the repetition of the experience of the Bank of 
Palestine. 

385. First of all, the resources of the newly opened branch need to be 
auqmented throuqh external contributions until it has succeeded in mobilizinq 
adequate domestic savinQs. The Central Bank of Jordan may be able to serve 
not only as a repository of reserves but also as a promoter and the lender of 
last resort in order to help the branch take calculated risks. The bank could 
also be allowed to open its other branches elsewhere in the territories with a 
view to mobilizinQ the savings of inhabitants over a wider area and thus to 
carry out financial intermediation and provide credit to the urgent priority 
areas of the economy, especially aQriculture, industry and housinq. The 
interrelationship of its branches should increase the overall capacity of the 
bank for credit creation throughout the territory. It is also vital for the 
newly opened branch to establish links with existinq formal and informal 
entities such as co-operatives, insurance companies, money-lenders and the 
large number of professional institutions in order to mobilize qreater 
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savinas. It is imoortant for the branch to avoid developina an urban bias in 
its ooerations whether directed to finanoina trade or industry. The branch 
may be allowed to deal in fore ian currencies so as to enlarqe the scooe of its 
ooerations and enable it to comoete with the branches of Israeli banks 
operating in the territories. 

386. The branch may also be allowed to ooerate with a flexible range of 
interest rates in order to raise real rates of interest above the level of 
inflation thereby influencina the choice between alternative uses of private 
savinas. If need be, this could be accompanied, according to the laws 
orevailina in the territories, by other incentives, such as tax exemotion on 
income from bank deoosits or income from newly established businesses. The 
branch can olav a oioneerinq role in this process. In order to further 
influence the possible insensitivity of the market to a sinqle rate of 
interest, a system of differential rates of interest for different tYPes of 
credit could be instituted to helo direct resources to desired areas. A 
complementary tax policy could further strengthen the effectiveness of such 
measures. In view of the loose nature of the market, it is possible that such 
measures may not produce hiqh results in the immediate future. However, this 
should not be construed as a sign of their ineffectiveness. In an effort to 
develop an entrepreneurial outlook for autonomous investments, it may be 
necessary to accept a lonaer aestation period for the effectiveness of these 
measures. 

387. It should be noted, however, that parallel to these efforts attention may 
also be aiven to promotina financial discipline among the users of bank 
services. An adequate scheme could be developed for evaluating credit 
applications and monitoring loans in order to ensure their effectiveness and 
orovide for the prompt reoavment of princioal and interest. 

388. Bearina the complexity of the measures outlined above, the success of the 
newly ooened branch would be largely dependent upon its ability to develoo an 
adequately qualified technical and managerial cadre. Such a cadre is needed 
to evaluate the economic and financial viability of oroPOsals. 

389. Finally, an approoriate legal frame of reference is needed to support the 
efforts of the branch by providing the necessary basis for its mutual 
contractual obliqations and these of its clients in accordance with laws and 
regulations of the territories. Similarly, the role of the Central Bank of 
Jordan with respect to the operations of the branch, includinq its dealings in 
Jordanian dinars as well as Israeli shekels and other currencies, needs to be 
specified. 

390. Despite recent developments, the institutional arranqements to meet the 
medium-term and lona-term financing needs of agriculture, industry, tourism 
and housinq are still lackina. The position of small farmers, industrialists 
and businessmen remains precarious. Specialized financial institutions are 
needed to provide suoPOrt to private initiative in these areas. The effort to 
establish an Arab finance house deserves full suo~ort as it promises the 
creation of the nucleus of an arrangement for long-term financing includina 
the oossibilities of attract ina external bilateral and multilateral resources 
on concessional terms. 
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C. Public Finance 

391. General qovernment budQets, both of Israel and of local Palestinian 
authorities, serve as the fiscal determinant affectinQ the level of income and 
demand, providinq basic services, influencinq economic activities and 
promotinq Qrowth and development. It should be noted, however, that the 
limited size of the qovernment budget, coupled with the lack of a qrowth and 
development-oriented policy, has rendered the role of the budQet marginal with 
respect to these tasks. 

392. Despite a breakdown of Qovernment outlays for current and development 
purposes, the overall level of qovernment revenues and expenditures reflects a 
neutral budqet approach in the territories. As SUCh, it moves from a certain 
Qiven level of revenues to determine outlays. Total expenditures in Qeneral 
and those for developmental purposes constituted a negligible portion of 
national income. The continuinQ inflationary pressure has further reduced the 
impact of these limited outlays. As a result, the territories seem to suffer 
from a low level of basic Qovernment services at various levels in such areas 
as education, health, welfare, public workS, postal services and 
telecommunications. With respect to development outlays, the low level of 
contribution by the public sector to gross domestic capital formation has left 
various physical and human infrastructural facilities, which provide external 
benefits to the economy, virtually unattended. The lack of a policy favourinq 
and encouraqing private investment in productive sectors has prompted the 
contribution by the private sector to Qross capital formation to be 
concentrated in housinQ and construction works. It is, therefore, the level 
of autonomous external resources that has had some impact on income and demand 
as well as economic activities in the territories durinQ much of the two 
decades of occupation. 

393. The only area where an interventionist Qovernment budgetary policy has 
been pursued is in taxation. Numerous militarv orders and proclamations, 
issued since 1967, have effected siQnificant chanqes in the tax system. In 
addition to changinQ the structure and rates of existinq taxes, the new taxes 
imposed have been intended not so much to stimulate economic activity as to 
increase Qovernment revenues and aliQn the tax system of the territories to 
Israeli economic interests. In fact, it has been solely these objectives that 
have prevailed behind the chanQes rather than the resource allocation, equity, 
and/or stabilization objectives of public policy. Those latter objectives 
Qenerally provide the overridinQ considerations for any chanqes to be effected 
in a tax system. These may have been considered irrelevant in the context of 
the territories' economy under occupation. 

394. In the area of income tax, the threshold for taxable income was reduced 
throuQh a reduction in the minimum level of taxable income, personal and 
family allowances as well as exemptions. In addition, both marginal and 
overall effective rates were increased throughout the schedule. As a result. 
a hiqher tax rate is now levied on amounts that generally represent less than 
half of taxable income under the laws that prevailed in the territories at the 
time of their occupation. This has put the inhabitants of the territories at 
a disadvantaqe when compared to the more liberal attitude reflected in Jordan 
and Israel itself despite a hiQher level of per capita income indicatinQ 
increased ability to pay taxes. Under the present recessionary situation, 
there is hardly any merit in either retaininq, or addinq to, the distortions 
that affect the ihcentives to wor~, save and invest. 
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395. The most striking change in the income tax law pertains to the collection 
procedures embodied in chapter 14 of the law that prevailed in the territories 
at the time of occupation. Those procedures have been altogether replaced by 
military orders introducing measureS that have affected the assessment and 
collection of taxes. More importantly, the court of appeal for income tax 
matters and the right of taxpayers to subsequent recourse to higher judicial 
bodies have been deleqated to an "Objection Committee" with the Military 
Command having the final say in the matter. As such, appeals at various 
levels have been revoked and confined to an administrative/military committee. 

396. It may be stated that the haphazard changes introduced in the income tax 
la'.>J, such as the abolition of its administrative procedures that have left 
assessment and interpretations to tax inspectors, recourse to coercive 
measures in tax collection, and, above all, the arbitrary way of treating tax 
appeals, seem to have eroded public confidence in the purpose and objectivity 
of the income tax system. No direct or indirect participation of the 
taxpayers was solicited before the introduction of changes into the income tax 
system. The leqality of the measures aside, it was of paramount importance 
that those changes, if introduced within the frame of law, could have also 
been accompanied by detailed manual of operation for the benefit of both 
taxpayers and tax officers. The actual inVOlvement of the public, throuqh 
their leqitimate institutions and interest groups, in all these aspects, is 
considered a major factor in the effectiveness of any tax system. The 
application of this important measure leaves much to be desired in the 
territories. 

397. One area deservinq further elaboration relates to tax asseSsment of 
artisans and traders who either are unable or unwillinq to keep books. An 
objective and realistic approach could rely on such factors as capital, volume 
of business, type of trade, the normal level of profit, location and other 
pertinent issues. These factors can be determined in consultation with local 
authorities, chambers of commerce, taxpayers' professional associations and 
tax experts and can serve as an alternative to the direct analytical 
assessment based on inadequate records. Such an approach is bound to 
eliminate the climate of mistrust and disagreement which has strained 
relations between taxpayers and tax authorities. 

398. It is equally necessary to consider establishinq standardized systems of 
accounts that have adequate and clear instructions COUPled with appropriate 
training on the methods and techniques involved. The local authorities could 
play an important role in orqanizinq training programmes on various aspects of 
the tax system including assessment procedures, accounting techniques and 
methods and other aspects of tax administration. It is only throuqh such a 
realistic and systematic approach that acceptable solutions may be found to 
the problems confronting both taxpayers and the authorities. 

399. The success of all such effor ts would obviously depend on a number of 
factors. In the first place, taxpayers need to be convinced that the tax laws 
applicable are those that prevailed in the territories prior to occupation and 
that amendments to those laws are only introduced in line with chanqes 
effected in these laws. Secondly, procedure for tax assessment and collection 
should be made more realistic, as noted above. Thirdly, revenues from all 
taxes should be clearly and adequately reported and spent on the most pressing 
needs of the territories. In all these matters, the taxpayer needs to be 
qiven a feeling of fairness and participation in the efforts made to improve 
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his living conditions, thus instilling in him the pride of contributing to 
that end in order to ensure the creation of a dynamic atll'Osphere encompa ssing 
all aspects of life in the territories, irrespecive of their present political 
sta tus. 

400. An important development which has affected the scope of the income tax 
law of the territories relates to the manner in which the income of Israeli 
citizens (settlers) and juridical entities, residing in the territories, is 
treated by the Israeli authorities for tax purposes. Under the principle of 
"territorial application of taxes", the income of Israelis residing in the 
territories should normally be subjected to the laws of the territories where 
such income is "derived, received or obtained". 

401. According to an amendment introduced in the Israeli income tax ordinance, 
the income of an Israeli produced in the territories is considered as income 
produced, obtained or received in Israel and, thus, is subject to Israeli 
income tax. Meanwhile, the amendment provided the taxpayer with a credit 
equivalent to the amount of tax that may have already been paid to the 
territories which was intended to avoid double taxation - a common feature of 
many national tax systems. However, in practice, no taxes were paid to the 
territories. The share of the territories in the taxes and whatever all'Ount 
was due to the Israeli authorities have both ended up in the Israeli 
treasury. The objective behind the amendment was to prevent the territories 
from becoming a tax haven for Israeli citizens and juridical entities. In 
fact, Israelis residing in the territories were paying virtually no taxes 
until the amendment was enacted in the Israeli law. No statistics are issued 
to ascertain the magnitude of the revenues due to the territories from this 
source. 

402. Another area where the Israeli Q)vernment has followed an interventionist 
policy COncerns the imports of the ter ritories. The customs duties imposed on 
these irrports are those appl ied to irrports of Israel. This is supplemented by 
the payment of the value added tax on IsraE"li importers. The overall 
objective has been to safeguard Israeli products and to raise government 
revenues. Here also, no detailed statistics are made available to ascertain 
the re levance of these duties to the ter ri tor ies' economy and/or to assess the 
amount of revenues accruing to the Israeli budget. 

403. In addition to the changes introduced in the tax system of the 
territories, a tax introduced in Israel in 1976, referred to as the ValUe 
Added Tax (VAT), was subsequently extended to the territories under the 
category of "fees and excises" covering almost all transactions. Here also, 
the purpose was to avoid creating a tax haven for Israelis in the ter ri tor ies 
and to raise gover nmen t revenues. When the issue wa s appealed by the 
inhabitants of the territories, based on international conventions, the 
decision to extend the tax to the ter ritories was upheld by the Israeli High 
Court of Justice. 

404. The legal aspect of the tax aside, its imposition carries elements of 
inequity in the territories. The introduction of the tax in Israel was 
defended on the grounds that the price increases resulting from it would be 
balanced by income tax reductions so tha t the total tax burden would remain 
unchanged. In addition, in order to compensate low income families that would 
not benefit from reductions in direct taxe~i, it was envisaged to increase 
children's allowances, old-age pensions and social welfare services. None of 
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these compensatory considerations has applied to the inhabitants of the 
territories. On the contrary, as noted earlier, the burden of a number of 
taxes has increased against a relatively low and declininq level of domestic 
income. On the whole, the VAT has evolved over the past few years to become 
one of the most serious fiscal constraints to the development of Palestinian 
industry and trade. Indeed, maintaining the tax, if legally justified, 
necessitates a thorough re-examination of the tax system in general and the 
income tax in particular. 

405. Given the prevailing atmosphere surroundina the attitude of the 
Government towards the Palestinian economy, the tax system has been larqely 
confined to its traditional role of providing revenues for the Government. As 
such, its role in resource allocation through influencing entrepreneurial 
decisions has been nil. None of the existing old and/or new 
investment-related incentives are at work in the territories, although the 
relevant laws are theoretically still in force. On the contrary, the 
amendments of exist ina taxes and the imposition of new taxes have served to 
discouraae entrepreneurs. This appears in stark contrast to the range of 
incentives extended to Israeli settlers and their businesses in the occupied 
territories. 

406. The Palestinian economy in its present state is in dire need of 
assistance and support. As in the area of monetary poliCy, fiscal incentives 
can go a long way towards providing such support for the realization of a 
number of the objectives outlined in the early part of this chapter. In fact, 
a combination of monetary and fiscal incentives based on the prevailing laws 
of the territories could encouraqe productive investments. The tax system by 
itself can playa significant role in this process. The benefits accruing 
from tax incentives would not only induce investments even in marginal areas 
by increasing the rate of return but would also serve to diversify businesses 
geoqraphically throughout the territories despite difficulties of shortages in 
basic services. In view of high tax rates and limited allowances, the benefit 
of any tax incentive offered to both individuals and juridical Palestinian 
entities would be high. It may be argued that such incentives could represent 
a loss of the already low-level government revenues. While this may be true 
in the short-run, in the long-run they are believed capable of creating an 
atmosphere favourable to investment that would provide more "tax handles", 
thus broadening the tax base in the economy as a whole. 

407. Efforts could concentrate on promoting the corporate business 
enterprises. The corporate tax rate could be lowered and applied also On the 
profits of limited liability companies as well as other forms of economic 
enterprises and/or organizations. Undistributed profits of these entitites 
could be taxed at a flat rate lower than the present one. Any distribution of 
profits could be subjected to the individual income tax at the prevailing 
rates. In cases where profits are distributed, an additional flat rate, which 
would be equal to or less than the marginal rate of income tax at its initial 
bracket, could be withheld and subsequently taken into account when assessing 
overall tax liability of the recipients of such profits. In the absence of an 
adequate banking system, and capital market, such a move could, at least, 
promote self-financing to a certain extent. 

408. The shortcominas of the tax system briefly outlined could be individually 
examined in detail along with their possible solutions to prevailing 
problems. However, an ad hoc treatment of these shortcomings is not likely to 
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contribute to the improvement of the tax system as a whole. In fact, the 
fraqmented structure of the tax system is the product of such ad hoc 
treatments that have been aimed primarily at raising revenues for the 
Government. While the tasks of the tax system in regard to equity, 
stabilization and, above all, allocation have continued to be neglected, as in 
the case of the instruments of monetary policy, the lack of an overall 
economic outlook is considered to have been behind the piecemeal approach in 
amending the tax system. 

409. It is, therefore, necessary to envision an overall reform of the tax 
system as an integrated and co-ordinated set of policy measures guided by 
short-term and lonq-term economic and social objectives in the territories. 
Such an approach is more likely to bring the conceptual and structural aspects 
of taxation into line with the requirements of a dynamic fiscal system aimed 
at assisting the process of economic and social chanqe and development in the 
territories. 

410. The assistance of the international community in the improvement of all 
the areas outlined in this chapter could appropriately be solicited. In 
addition to finding solutions to the anomalies mentioned, such assistance is 
crucial for establishing and developing indigenous institutions with 
appropriate technical and managerial capabilities. The accumulated experience 
of the United Nations in these and other rE~lated areas could be called upon. 

D. External resources 

411. The pressing inadequacy of the domestic sources of finance, both public 
and private, has forced the inhabitants of the territories to rely 
increasinqly on external financial support for their subsistence and 
accumulation of capital. As with the increasing remittances of workers in 
Israel, the interaction whiCh has developed between the territories and the 
Arab countries has enabled the territories to counter the range of 
restrictions imposed on the local economy and to meet the challenges posed by 
the increasing links with the Israeli economy. However, any possible positive 
aSPect of such external flows into the territories must be seriously examined 
in terms of the capacity that those flows create within the local economy to 
qenerate, over time, the impetus for sustained growth and development. The 
absence of a regulatory body has rendered this issue more critical as the 
volume and orientation of these flows remain beyond the control of the 
territories. 

412. Two distinct but interrelated sources of external finance have emerged 
for the territories, namely factor income and unrequited transfers from 
abroad. Factor income larqely comprises the earnings of Palestinian residents 
of the territories working in Israel and Arab countries because of the lack of 
local employment opportunities. By the early 1980s, the size of the 
Palestinian migrant labour force in Israel alone had reached almost two fifths 
of total Palestinian labour force in the territories. Accordinq to Israeli 
statistics, factor income from labour in Israel has amounted to almost 
four fifths of total factor income payments to the territories. The 
contribution of total factor income to GNP has steadily increased since 
occupation as more Palestinian labour has been displaced and consequently 
absorbed outside the territories. At one point, this contribution amounted to 
almost half of gross domestic output - a very high ratio indeed. In absolute 
terms, it has lately followed a declining trend. 
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413. The lack of appropriate policies and measures has caused much of the 
income from this significant source to be absorbed in hiqh-level consumption, 
which has led to an increasing deficit in the balance of trade of the 
territories. The contribution of factor income to investment has been in 
housing and construction works, with agriculture and industry continuing to 
suffer from shortage of financial resources for short-term as well as 
lonq-term purposes. The increasing reliance on factor income from one .source 
(that is, labour in Israel) has further added to the vulnerability of the 
territories' fragile economy. Its contribution to the creation of a sound 
basis for the sustained growth and development of the Palestinian economy has 
been virtually nil. 

414. The lack of indigenous financial institutions has been a further limiting 
factor in the amount of factor income deployed through formal channels and 
into productive investments. The various incentive schemes (such as, higher 
interest rates on foreiqn exchanqe deposits, premium exchange rates and/or 
productive lnvestments) that labour-exporting countries have devised in order 
to attract more remittances from their labourers abroad, have been absent in 
the territories. While for the majority of Palestinian workers abroad, factor 
income may just be sufficient to sustain their subsistence, for many other 
families it has been a supplementary source of income. However, in view of 
limitations, a pOrtion of such income never enters the territories. Not only 
have incentives for productive investments been lacking for this cateqory of 
income earners, but restrictions have been imposed on the actual size of funds 
oermitted entry to the territories. These restrictions have only recently 
been relaxed - at a time when the level of economic activity, especially in 
the labour-importinq Arab oil-producing countries, is at its lowest. 

415. The entire issue of exporting labour and its resultant income is in need 
of serious consideration in view of the deteriorating economic situation in 
the territories. Some of the incentive schemes designed along the guidelines 
indicated above for the revival of the Palestinian economy can serve as a 
useful frame of reference for efforts aimed at enhancing the contribution of 
this source of income to economic qrowth and development. 

416. The second major external source of finance, that is, private and 
official transfers, has also become increasingly important in recent years. 
It has, in fact, reduced the total reliance on the factor income of 
Palestinian workers in Israel. Combined with factor income it gives the 
overall scale of external financial flows an even greater significance. Such 
transfers include flows from Israeli Government institutions, Palestinians who 
emigrated from the territories since 1967 and official aid from Arab and 
non-Arab sources. 

417. While the level of transfers from Israel has increased, that of the 
territories to Israel has increased at a faster rate, thus indicating a 
negative net transfer from the territories vis Israel. This situation 
supports the claim that the territories are in effect paying an "occupation 
tax". The occupation authorities thus obtain more resources from the 
territories in the form of taxes and other payments than they transfer to it. 
The present deterioratinq state of the territories' economy can hardly support 
such a development. 
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418. As with factor income to residents of the territories working in Israel 
and elsewhere, the remittances of Palestinian migrants who maintain family 
ties with the territories constitute another significant element in the total 
of external resources. According to non-Israeli statistics, this source of 
income has provided the territories with a sizeable amount annually since 1980. 
This indicates an even greater deqree of involvement of migrants' remittances 
in the local economy than reported by Israeli statistics and consequently a 
greater deqree of reliance on non-domestic sources of finance. 

419. Other Arab and non-Arab international support has increasinqly served as 
a substantial source of finance to the territories, reflecting a continued 
expression of humanitarian assistance and of political will and commitment of 
the international community. However, qiven the present status of the 
territories, the magnitude of and areas for deployment of such resources are 
likely to be influenced by a wide range of factors that lie beyond the control 
of the territories. 

420. As for Arab sources of finance, the assistance of the Jordanian 
Government has continued to flow to the territories since 1967 in the form of 
wages and salaries of Palestinian civil servants, rent paid on government 
premises, subsidies to municipalities, quarantees on bank loans to local 
Palestinian institutions, direct grants, and provision of education, health 
and other services. This is complemented by assistance from Jordanian 
semi-official charitable institutions. Other Arab and Islamic sources include 
transfers from the Jerusalem Fund, Arab Fund for Economic and Social 
Development, and the Jordanian-Palestinian Joint Committee. The Committee, 
which was created in 1978, serves as an institutional arranqement to channel 
Arab aid for the "steadfastness" of the Palestinians in the territories. 

421. The Joint Committee was able to channel significant amounts of Arab funds 
into various socio-economic sectors of the territories and to manaqe those 
funds. The share of the Committee in total Arab funding in the territories 
had reached four fifths. However, aid from this source began to decline in 
recent years owing primarily to unfulfilled commitments of donors. 
Nevertheless, the magnitude and breadth of its operations, coupled with the 
active role played by local Palestinian institutions in development projects, 
illustrate the capacity of the Palestinian people to direct and manaqe 
resources in different social and economic activities. Much of the resources 
channelled have gone into education followed by health services, 
municipalities, welfare, housing, aqriculture, small industries and artisans. 
Through its vast experience and relations with a lar~e number of institutions, 
both in and outside the territories, the Committee has, in effect, served as a 
development agency and has increasinqly provided a forum for stimulating an 
integrated approach to dealing with economic and social issues confronting the 
territories. 

422. Despite these successes, however, the work of the Committee has suffered 
from a number of difficulties. These include the constraints imposed by the 
occupation authorities on the entry of funds into the territories, staffinq 
and managerial inadequacies, problems related to project formulation, a total 
freeze in Arab contributions, implementation and evaluation of loans including 
field supervision, and others. These shortcomings deserve serious examination 
at this critical time and especially as resources have again beQun to be made 
available to it for investment in the territories. Both within the framework 
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of the Joint Committee and local Palestinian institutions, there exists a 
great potential for further development of the indigenous capacity to 
formulate, evaluate, prograrrme and co-ordinate present and future 
international aid efforts to the territories. 

423. Non-Arab international sources of finance comprise mainly those of the 
United t-ations system and international private voluntary organizations that 
also disburse much of the official aid from the United States of America and 
European countries to the terri tories; recently the European Fconomic 
Community has also errerged as a separate source, however small. The bulk of 
assistance under these SOurces has continued to be provided by the 
United Nations Relief and \'~ork Agency for Palestinian Re es in the 
Near East (UNRWA) in such social welfare and development areas as education, 
health, shelter, sanitation and other basic welfare services to refugees 
throughout the territories. The contribution of UNRWA is increasingly Deing 
supplemented by contributions from other United Nations organizations, 
including the 1 programme of the United Nations Development Programme 
(m~DP), whiCh has been concentrated on education and infrastructural 
activities, and those of other agencies in various areas within the context of 
a United Nations programne of economic and social assistance to the 
Palestinian as called for by the General Assembly. Pr iva te voluntary 
organizations have also stepped up their assistance in variolls areas through a 
large number of projects ranging from humanitarian to welfare and some 
developmental activities benefiting agriculture. 

424. It should be noted, however, that irrespective of the source, the 
approval of the number and nature of proposals for funding has often reflected 
considerations not in line with the apparent ranking of priority needs of the 
territories. Therefore, while locally perceived and expressed priorities have 
an initial effect in determining the pattern of deployment of external aid in 
the territories, the final outcome has been altered by various other factors. 
These include donors' preferences, operational and technical considerations, 
and the policies of the occupation authorities towards the nature and 
direction of external aid. 

425. On the whole, external aid has largely consisted of grants, primarily 
because of the lack of institutional finance facilities to assist in making 
local counterpart funds available whether at the public or private sector 
level. The loan component of projects was originally witnessed in the 
territories in funding by the Joint Committee. Only recently have direct or 
revolving fund arrangements also been considered a suitable tool for the 
delivery of external aid through private voluntary organizations. However, 
the amount of resources that could be allocated for the revolving fund 
ar rangements has been rather limi ted. 

426. An increase in the use of external aid is dependent not only on the 
relaxation of procedures for the approval of projects but also on the creation 
and development of local financial institutions capable of providing local 
counterpart funds. Along wi th greater involverrent of loca 1 financ ial 
institutions in the channelling and management of factor income and remittance 
flows and a strengthen of the local Palestinian capacity to influence the 
deployment of aid to the territories, increased local partiCipation in 
financing development efforts can assist in providing a more effective 
utilization of external financial resources. 
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HallHH. CeHLtH.fI' no npo#"lan:te E3~aHp..H, HhKl-HopH HJ1H meHe.aa. 
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