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Executive summary

In 2015, Israel withheld Palestinian fiscal revenior four months, donor aid
declined and Israeli settlements continued to edpamo the Occupied Palestinian
Territory, while poverty and unemployment remaineidh. The Occupied Palestinian
Territory continued to be a captive market for expdrom lIsrael, while occupation
neutralized the potential development impact ofataaid. Genuine reconstruction has yet
to take off in the Gaza Strip despite $3.5 billiondonor pledges. Gaza's socioeconomic
conditions worsened and the infant mortality ratéased for the first time in 50 years.

Occupation imposes a heavy cost on the economghefOccupied Palestinian
Territory, which might otherwise reach twice itsrrant size. Yet, to date, attempts to
estimate the economic cost of occupation remaitighaand ad hoc. There is a need to
establish a systematic, comprehensive and sustaiffabmework within the United
Nations system to report to the General Assemlslyeguested in its resolutions 69/20 and
70/12. Despite limited resources, UNCTAD contindesdeliver technical cooperation,
training and advisory services to the Palestinianpte. While funding from Qatar will
allow UNCTAD to maintain a third professional pastthe Assistance to the Palestinian
People Unit for 18 months, additional resourcesrameded for long-term retention of the
post and the implementation of unfunded projects.

*%
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The designations employed, maps and the presemt@tihe material in this document do not imply
the expression of any opinion whatsoever on thegfdhe United Nations Secretariat concerning the
legal status of any country, territory, city orarer of its authorities, or concerning the delti@aof

its frontiers or boundaries. In accordance withrillevant resolutions and decisions of the General
Assembly and Security Council, references to theupied Palestinian Territory or territories pertain
to the Gaza Strip and the West Bank, including Besisalem. Use of the term “Palestine” refers to
the Palestine Liberation Organization, which essaleld the Palestinian National Authority.
References to the “State of Palestine” are comgtigtéh the vision expressed in Security Council
resolution 1397 (2002) and General Assembly remoig7/19 (2012).
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Impact of the 2014 recession persists into 2015

1. 2015 was yet another difficult year for the Patgati people. With weak recovery
from the 2014 recession, gross domestic productR)GiPowth was too modest to improve
per capita income. The impact of the 2014 recesdidggered by the Israeli military
operation in Gaza, persisted into 2015. In the VBestk, growth decelerated from 5.3 to
2.5 per cent in 2014-2015, while in Gaza, followimdl5 per cent contraction in 2014,
growth was a mere 6.8 per cent in 2015, which wasweak given the vast grounds the
local economy had lost during the last decade. 3:Beper cent overall rate of economic
growth in the Occupied Palestinian Territory leapes capita income stagnant and still
lower than its 2013 level, prior to the Israeliibaity operation in Gaza.

2. The main reasons for the 2015 stagnation were #wing in foreign aid; the
suspension by Israel of clearance revenue trangfetise Palestinian National Authority
(PNA) in the first four months of 2015; the slowcpaof reconstruction in Gaza due to
continuing restrictions by Israel on imports thag¢ &ssential for reconstruction; and low
levels of disbursement by donors.

3. The observed GDP growth in Gaza was not in any wegted to enhancing

productive capacities to pave the way for sustdinaevelopment. Growth in Gaza was
concentrated in the construction sector, and gesraebuilding infrastructure destroyed
during the Israeli military operation in 2014, ratithan on gaining new ground. In the
West Bank, the modest level of growth was concéedrdan the services sector and
wholesale and retail trade, while agriculture arahaofacturing both contracted in 2015.

4, The weak GDP growth in the Occupied Palestiniamifbey is unsustainable as it is
driven by consumption, facilitated by an expansiorbank credit to PNA and its public
employees. Credit to the private sector grew bylgeEd per cent in 2015, while bank
credit extended to PNA increased by 17.5 per aathe private credit-to-deposits ratio
has nearly doubled in the last four years. Howesgeich credit was concentrated on
construction and consumer loans; the productivéose®f the economy were excluded
from credit expansion.

Permanent unemployment crisis persists and foomsecurity expands

5. In 2015, high unemployment persisted despite al&dwur force participation rate
of 46 per cent. This means that if discouraged earkvho dropped out of the labour force
are taken into account, the official rate of unesypient is much higher. The
unemployment rate in the Occupied Palestinian Teyriwas 26 per cent in 2015,
compared to 12 per cent in 1999, prior to the &ghtg of restrictions on movement and
access of Palestinian labour and goods (table tyording to the Palestinian Central
Bureau of Statistics (PCBS), a modest reconstmgiimcess boosted the labour market in
Gaza, and unemployment declined by 9 percentagesptn the still high level of 38 per
cent in 2015. In the West Bank, due to weak growtiemployment increased by one
percentage point to 19 per cent.

6. Full control of Area C (61 per cent of West Bankarby Israel, other restrictions
and the blockade imposed on Gaza have generatedrapent unemployment crisis in the
Occupied Palestinian Territory. Lack of employmespiportunities in the domestic
economy forces thousands of unemployed Palestiniaasek employment in Israel and in
settlements in low-skill, low-wage manual activitieln 2015, nearly 12 per cent of
employed Palestinians worked in Israel and in essigtints (table 1). Employment in Israel
and Israeli settlements accounted for 16 per cénth® employed population in the
West Bank. However, this figure is problematic,aasignificant number of Palestinians
working in Israel are not able to obtain a workmi¢rand therefore lack legal protection.



Without the employment in Israel and Israeli setiats, unemployment in the West Bank
would be in the range of 35 per cent, a rate as &fythat in Gaza. This forced dependence
on employment in Israel and in settlements magmiffiee vulnerability of the Palestinian
economy to political shocks, as Israel can at amg tar Palestinian workers, even those
with Israeli permits, from entering Israel and lsetients.

7. Weak economic growth and high unemployment havepetesd chronic food
insecurity. Recent data show that two thirds obBt#tians are affected by food insecurity,
with 33 per cent food-insecure, 21 per cent maflyirsgcure and 13 per cent vulnerable to
insecurity (Office of the United Nations Special dzdinator for the Middle East Peace
Process (UNSCO), 2016). In 2016, 1.1 million pedgle per cent of the population) in the
West Bank and 1.3 million people (73 per cent ef population) in Gaza need some form
of humanitarian assistance.

8. House demolition continued in 2015 and acceleratedearly 2016, with
587 Palestinian structures demolished between Bdyete 2015 and April 2016, while
construction of 1,800 housing units in Israeli Isetents was initiated and greater
expansion planned for 2016. The long-term trendiruiexation of Palestinian land also
continued. In March 2016, Israel declared 2,342uduw of land south of Jericho as State
land (UNSCO, 2016). At present, there are approximately 142 settlemént the
West Bank, which brings the number of Israeli se$tito about 21 per cent of the
Palestinian population of the West Bank (PCBS, 2016

9. In April 2016, the Secretary-General of the Unifddtions advised the Security
Council that demolition of Palestinian homes andibesses in the West Bank was
continuing at an alarming rate. By early April, timember of Palestinian structures
demolished had exceeded the total of those destrioy2015, displacing 840 people, while
accelerated settlement activity created facts @n ground and cast doubt on Israel’s
commitment to a two-State solution (United Natid2316).

Fiscal sustainability is unlikely without rolling back occupation

10. In 2015, PNA continued its ongoing efforts (sinc@08), to narrow the budget

deficit. These efforts have been implemented in uarfavourable politico-economic

environment characterized by recurrent and costhfrontations, a small tax base, lack of
sovereignty over 60 per cent of the West Bank, rdfavourable fiscal situation in Gaza and
the leakage of hundreds of millions of dollars dldé3tinian fiscal revenues to Israel
(UNCTAD, 2014a).

11. In 2015, PNA succeeded in reducing the overalkfiseficit to 11 per cent of GDP,
down from 27 per cent in 2006 (table 1). Total rexegrew by 9 per cent, to 22 per cent of
GDP. However, the potentially positive effects avenue growth were offset by a
30 per cent decline in donor aid. The $800 million donor aid received covered
55 per cent of the $1.45 billion budget deficit &dA financed the ensuing $650 million
gap through the accumulation of arrears. Its netomong from domestic banks increased
by $163 million, inflating total domestic and extel debt to $2.5 billion by the end of
2015. This will add pressure on future PNA budgetsirrears, loans and interest fall due.

12. Following recent trends, donor aid was mainly umdbudget support, with near
total neglect for development support. Only 11 ¢gemt of donor aid financed development
expenditure (World Bank, 2016a). Consequently, R unable to reverse the downward
trend of public investment, which has recently baeund 2 per cent of GDP.

1 One dunum equals 1,000 square metres.



Table 1
Economy of the Occupied Palestinian Territory: Keyindicators®

1995 1999 2002 2006 2010 2013 2014* 2015*

Macroeconomic performance
Real gross domestic product growth (percentage) 7.18.3 -125 -3.9 8.1 2.2 -0.2 3.5
Gross domestic product nominal (millions of dad)ar 3283 4271 3556 4910 8913 12476 12716 7126
Gross national income (millions of dollars) 3723 0% 3775 5333 9512 13636 14198 14059
Gross national disposable income (millions of dslla 4122 5398 4826 6624 11503 14825 153882505
Gross domestic product per capita nominal (doftars 1427 1553 1182 1449 2339 2992 2960 2866
Gross national income per capita nominal (dollars) 1618 1827 1255 1573 249 3271 3305 3178
Real gross domestic product per capita growth
(percentage) -0.2 48 -15.0 -6.8 5.0 -0.8 -3.1 0.5
Real gross national income per capita growth
(percentage) 0.5 47 -16.1 -54 2.7 0.5 -1.9 -0.2
Population and labour
Population (millions) 2.34 2.96 3.23 3.61 4.05 4.42 4.55 4.68
Unemployment (percentage) 18.2 12.0 31.2 23.7 23.23.4 26.9 25.9
Total employment (thousands) 417 588 452 636 743 3 88 913 959

In public sector 51 103 105 147 178 203 209 211

In Israel and settlements 68 135 42 55 78 99 107112
Fiscal balance (percentage of gross domestic prodjic
Revenue net of arrears/clearance withheld 13.0 23.48.2 25.0 21.6 18.5 221 22.2
Current expenditure 15.0 221 28.0 46.4 34.5 29.6 325 31.8
Total expenditure 25.1 29.3 34.2 52.1 39.6 31.1 34.6 33.6
Overall balance (commitment basis) -12.1 -5.9 -26.627.1 -179 -126 -125 -114
External trade
Net current transfei(millions of dollars) 400 373 1051 1291 1991 8P1 1190 1191
Exports of goods and services (millions of dollars) 562 752 478 736 1367 2072 2172 2323
Imports of goods and services (millions of dollars) 2441 3364 2234 3683 5264 6804 7209 7501
Trade balance (millions of dollars) -1879 -26121756 -2947 -3897 -4732 -5037 -5179
Trade balance (percentage of gross domestic poduct -57.2  -61.2 -494 -60.0 -43.7 -379 -39.6 -40.8
Trade balance with Israel (millions of dollars) 292 -1 598 -886 -1887 -2737 -3167 -2920 -2748
Trade balance with Israel (percentage of gross dtime
product) -28.1 -374 -249 -384 -30.7 -254 -230 -217
Palestinian National Authority trade with Israeféo
Palestinian National Authority trade (percentége) 83.5 67.5 56.9 64.4 66.6 60.4 56.7 55.3
Palestinian National Authority trade with Israeféo
Israeli trade (percentage ) 4.2 3.7 1.8 2.2 2.7 2.9 2.9 3.1

Sourceslsrael Central Bureau of Statistics; PCBS; Palest Ministry of Finance.
*  Preliminary estimates.
2 While the new shegel value of nominal GDP incrdase?015, its dollar value does not show this éase
due to changes in the dollar-new shegel exchange ra
®  Except for the population figures, all data exellghst Jerusalem, due to the fact that PCBS hasaess
to the city.
¢ Israeli and Palestinian trade data refer to g@masnon-factor and factor services.



13. Despite the repeated withholding of Palestinian alace revenue (see
paragraph 16) by Israel since 1994, the heavylfiszst of occupation and the reorientation
of public expenditure to meet emergency and huradait needs, PNA has managed to
consistently narrow the deficit-to-GDP ratio. Thigggests that its fiscal management is
relatively sound and that the chronic fiscal crisisnainly caused by occupation. However,
this is not recognized by PNA development partnetsp continue to implicitly, and at
times explicitly, suggest that PNA reforms alona aahieve fiscal sustainability.

14. UNCTAD analysis of the Palestinian fiscal crisiitinues to set the agenda of the
Palestinian economic policy discourse. Pioneeresgarch on Palestinian fiscal leakage to
Israel by UNCTAD (2011a; 2012; 2014a) has been maxstntly cited by the International
Monetary Fund (2016), Office of the Quartet Repnésive (2016) and World Bank
(2016a). These three agencies formed a task forcgudy this problem and facilitate a
resolution. UNCTAD work also led to the commencemainegotiations between Israel
and PNA on this problem. An agreement was reachédreby Israel will transfer
$128 million to cover some of the losses accumdlateer the years by the Authority.
Furthermore, the Palestinian fiscal leakage wa®miment topic at the April 2016 meeting
of the Ad Hoc Liaison Committee (see http://wwwdagrs/article.aspx?id=6), and its chair’s
summary emphasized the great potential in Isradl RNA closing fiscal leakages and
addressing revenue losses under the current amamge (Ad Hoc Liaison Committee,
2016).

15. The combination of stricter occupation and declindonor aid constrain economic

growth and may roll back PNA achievements in buaiddihe institutions required for a

well-functioning economy to underpin a viable f@uBtate. Fiscal compression, under
conditions of worsening occupation, necessitateddéglining donor aid, could lead to

painful and unpredictable consequences.

Excessive handling fees on Palestinian imports

16. In accordance with the Protocol on Economic Refetigigned in Paris in 1994
(Paris Protocaol), Israel collects value added taxPalestinian imports from Israel, and
clears Palestinian imports transiting through Iksaports, collects customs and value
added tax on these imports and transfers (cle@siss)ax revenue to PNA. Israel’s control of
clearance revenue, which accounts for about thoeghs of PNA revenue, enables it to
exercise undue control over Palestinian fiscalieffdUNCTAD reports and studies have
highlighted the consequences of Israel's recurreithholding of Palestinian clearance
revenue; the last such withholding occurred inftret four months of 2015 following the
PNA decision to join the International Criminal GbuThis clearance arrangement also
results in the annual leakage of hundreds of midlidollars of Palestinian fiscal revenue to
Israel (International Monetary Fund, 2016; UNCTAID14a; World Bank, 2016).

17. This process also involves unjustifiably high hamglifees charged by lIsrael for
collecting taxes on Palestinian imports on behaPHA. The administrative handling fee
was set in 1995 at 3 per cent of clearance revaou® deducted before Israel transfers the
remainder to PNA. However, while Palestinian impagcently represented 6 per cent of
all imports handled by the customs and value adaediepartment of Israel, fees deducted
by Israel financed one third of the department'ddmi. If the handling fees were
proportional to the share of Palestinian importsotal imports handled by the department,
they would drop from 3 to 0.6 per cent of totalacknce revenue and would have prevented
$50 million (1.7 per cent of Palestinian revenueytiv of overpayment to Israel in 2014
(World Bank, 2016).



Massive trade deficit with Israel

18. In 2015, the exports-to-GDP ratio increased fromtd718 per cent, while the

imports-to-GDP ratio jumped from 56 to 59 per ceespite the dampening effects of slow
GDP growth and lower global fuel prices (table Qonsequently, the trade deficit
expanded to $5.2 billion, or 41 per cent of GDHlerting a weakened tradable goods
sector and deep dependence on imports, espediag from Israel.

19. Despite restrictions on trade, the Palestinian eocgnremains highly open, with
total trade accounting for 77 per cent of GDP. Hesvethis openness is largely with Israel,
which alone accounts for 55 per cent of total Redes trade. On the other side of this
asymmetric trade dependence, the Occupied Pabastiférritory accounts for a modest
3 per cent of total Israeli trade.

20. The one-sided customs union, enshrined in the Pao®col, and obstacles to trade
and productive activities effectively render thecQgied Palestinian Territory a captive

market for exports from Israel. In recent yearsads accounted for more than 70 per cent
of Palestinian imports and absorbed about 85 petr @ePalestinian exports. In 2015, the

Palestinian trade deficit with Israel accounted3drper cent of the total Palestinian trade
deficit and stood at 230 per cent of net currearigfers.

21. The efficacy of international aid to the Palestinipeople has been nullified by

occupation, which either eliminates Palestiniandpitive activities or renders them

uncompetitive by elevating production and transerctiosts. However, there exists a strong
correlation (0.71) between donor aid and Israefade surplus with the Occupied

Palestinian Territory (Hever, 2015). Israel’s latgade surplus with the captive market of
the Occupied Palestinian Territory (table 1) iggédy financed by donor aid, remittances
and the income of Palestinians working in Israel emsettlements.

Slow reconstruction in Gaza and disregard forhie productive base

22. Israel's blockade of Gaza, in its ninth year, comés to exert a heavy toll.

The population of Gaza is locked in, denied acteshe West Bank and the rest of the
world. Even people in need of medical treatment @oé allowed to travel to obtain

essential health care. The blockade has affected’&ance vibrant export sector. In 2015,
a monthly average of 113 truckloads of goods wdiewad to exit, equivalent to

27 per cent of monthly exports from Gaza in 200&fote the blockade was tightened
(UNSCO, 2016).

23. A prominent element of Israel’s restrictions oné2#hian productive activities is
the dual-use list, which prohibits the importatioh civilian goods deemed by Israel as
potentially having other, harmful uses. The lisflides essential factors of production, raw
materials, agricultural fertilizers, telecommunioat equipment, steel, pipes, spare parts
and other capital goods. Recently, more items h&en added to the list, and the thickness
of wood classified as dual-use has been reduced $rto 3 cm, then to 1 cm. This has far-
reaching implications for Gaza's furniture industrgmong other harmful effects.
Enforcement of the stringent dual-use restrictiobstructs reconstruction efforts, raises
production costs and forces Palestinian firms éutuginess.

24. The Cairo Conference on Palestine — Reconstructiaga was convened in
October 2014 to address the devastation of thelisnalitary operation that took place
during the conflict in July and August 2014. Howewbe pace of reconstruction has been
disappointing. Of the $3.5 billion in pledges malole donors at the conference, only
40 per cent had been disbursed by April 2016. Asesult of the slow pace of
disbursements, and Israel's restrictions on impdfis per cent of the houses destroyed



during the operation have not been rebuilt and 0b,people remain displaced nearly
two years after the end of the operation.

25. A shocking indicator of the grim situation in Gagahe rising infant mortality rate,
one of the best indicators for the health of a camity. Infant mortality has risen for the
first time in 50 years. The rate of neonatal mdstahas also risen significantly, from
12 per 1,000 live births in 2008 to 20.3 in 2018cérding to the United Nations Relief and
Works Agency for Palestine Refugees in the Neat 84.5), progress in combating infant
mortality does not usually reverse. The trend ir&ia unprecedented and rarely observed
outside communities affected by HIV epidemics.

Darkness falls upon Gaza

26. As a result of damage to Gaza's sole power plaminduthe Israeli military
operation in 2014, as well as restrictions on tigdrtation of critical inputs and spare
parts, the power plant has been operating at hess half its capacity of 200 MW, while
current demand is 450 MW (Office of the Quartet fRepntative, 2016).

27. In 2015, Gaza’s electricity crisis deepened and todoll on every aspect of public
and personal life. The United Nations Office foe tBoordination of Humanitarian Affairs
(2015) highlighted some consequences of the er@igjg, including the following:

(a) Up to 90 million litres of partially treateéwage is discharged daily into the
Mediterranean Sea;

(b)  Waiting time for some surgeries can be as b8 months;
(c) Malfunctioning of sensitive and life-saving dieal equipment is recurrent;

(d)  More than 70 per cent of households are segpliith piped water for only
6—8 hours every 2—4 days, resulting in seriougetistto households, not least due to the
fact that essential housework must be completethgluhe erratic times when electricity
and water are supplied.

28.  Full recovery of the Gaza Strip is challenging with a lifting of the blockade,
which collectively negatively affects the entir® illion population of Gaza and deprives
them of their economic, civil, social and culturigihts, as well as the right to development.

Economic cost of occupation for the Palestinia people

29. It must be emphasized that any estimation of thenewmic cost of occupation
should not be perceived as an attempt to put & jpaig on occupation or set a substitute for
ending occupation. Furthermore, not all occupatelated costs can be evaluated
monetarily.

No monetary value can be assigned to the disteassed by the destruction and loss of life,
community, culture, shelter and homeland. Therefassessment of the economic cost of
occupation for the Palestinian people is, at keegiartial measurement of losses incurred
since the onset of occupation and an essential tstgprds ending the occupation and
reversing its distortions.

30. In its note to the General Assembly in 2015, UNCTAddicated that military
occupations typically involve the exploitation, ioyerishment, marginalization and
displacement of the occupied people, as well as destruction of their assets
and appropriation of their resourceEqually damaging are measures and policies by the
occupying Power that undermine the capacity of pexlipeople to access and utilize their

2 AJ70/35, annex | — economic costs of the Israetiupation for the Palestinian people, pages 28-32.



resources, move freely within their homelands aaddact normal trade, economic and
social transactions with neighbours and tradingness.

31. Such measures may not only deprive a people und®rpation of their freedom,
land and resource, but also of their internatighedcognized human right to development
and the ability to produce, and thus force thentdasume products produced by the
occupying Power. The denial of the right to devetept of a current generation of
occupied people also entails denial of the rigtitfuture generations to safe water, food
security, education, work and many other basic huaral economic rights.

32. In the Occupied Palestinian Territory, followingethonset of occupation in
June 1967, Israel assumed full control of the Rialas economy until the establishment of
PNA in 1994. However, PNA and the Palestinian pedphve not had full sovereign
control over their economy, due to many reasonigf @mong which are the following two
factors:

(@ The Gaza Strip and West Bank, including E&stishlem, remain under
occupation, with tight restrictions on the movemefitpeople and goods; systematic
erosion and destruction of the productive basesdesof land, water and other natural
resources; a fragmented domestic market and sepafedm international markets; a tight
blockade on Gaza since 2007; the expansion of lissattlements; construction of the
Separation Barrier and closure policy in the WesmnlB and the isolation of East Jerusalem
from the rest of the Occupied Palestinian Territory

(b)  The Paris Protocol was intended to define Riagestinian economic policy
framework for the five years (interim period) follng the establishment of PNA in 1994,
yet two decades on, the Protocol continues to icesthe policy space available to
Palestinian policymakers (UNCTAD, 2009), reinfomeguasi customs union and ensure
Palestinian economic dependence on Israel.

Deformation of the economic structure and low pductivity

33.  Such constraints have placed Palestinian agri@iltand industrial producers at
marked disadvantage in Palestinian and externaketea{UNCTAD, 2011b) and set in
motion a continuous process of de-agriculturalaratand de-industrialization, thereby
depriving the Palestinian people of their abilibyproduce, and cultivating dependence on
aid and on Israel’'s economy. The structural defoionaof the economy of the Occupied
Palestinian Territory in the past four decadeshisws in figure 1; in 1975-2014, the
contribution of the tradable goods sector (agriceltand industry) to GDP dropped by half,
from 37 to 18 per cent, while its contribution tongoyment decreased from 47 to
23 per cent. This may be explained by the facttttgricultural and industrial sectors are
comparatively more vulnerable to the confiscatibRalestinian land and natural resources
and Israel’s restrictions on the movement of lakand goods.



Figure 1

Structural deformation of the economy of the Occupgd Palestinian Territory,
1975-2014

(Percentage)

Sectoral share of the economy: Real gross dompsiduct at factor cost
(base year=2004)

1975 gross domestic product: 31,627 milion 1985 gross domestic product: 53,048 milbon 2014 gross domestic product: 35,448 million

Services

55

Sectoral share of total employment

1873 total employment: 138 500 1995 total employment: 343 445 20144 total employment: 534, 505

Services : ' Services
46 L 50

Source UNCTAD secretariat calculations, based on daienfPCBS.

34. Since the onset of occupation in 1967, the Occupiakstinian Territory has lost
access to more than 60 per cent of West Bank laddngore than two thirds of grazing
land. In Gaza, half of the cultivable area and &5 pent of fishery resources are
inaccessible to Palestinian producers. Furthernmsragl has been extracting water above
the level determined in article 40 of appendix | tbe Oslo Il Accord, signed on
28 September 1995 (see http://lwww.mfa.gov.il/miiefignpolicy/peace/guide/
pages/the%20israeli-palestinian%20interim%20agre¢¥h20-%20annex%20iii.aspx), and
confiscates 82 per cent of Palestinian groundwéderuse inside its borders or in its
settlements, while Palestinians must import fromads over 50 per cent of their water
(UNCTAD, 2015a). The World Bank (2009) has notedttbnly 35 per cent of irrigable
Palestinian land is actually irrigated, costing de®nomy 110,000 jobs and 10 per cent of
GDP. Agricultural activities have therefore becotess viable, and many farmers have
been forced to abandon cultivation.

35. In the industrial sector, occupation and relatedentainty, and the restrictions on
movement and access, have stifled investment amitetl the Palestinian private sector to
small-scale operations with low capital intensitydaefficiency. The World Bank (2014)
has indicated that microenterprises and small prise's dominate Palestinian business,
with 90 per cent of firms employing fewer than 20rkers. The small size of firms is
correlated with capital intensity and low laboupghuctivity. Labour productivity in small
firms, at $10,000, is only one third of that ofgarfirms. In 1994-2010, the economy of the
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Occupied Palestinian Territory experienced a stetjhnological regression, with a
0.5 per cent annual decline in total factor proditgt Had the pre-Oslo Accords growth
trend continued, real GDP per capita in 2010 mighte been 88 per cent higher
(International Monetary Fund, 2011). In 2013-20th®, industrial sector witnessed further
deterioration, indicated by a 9 per cent drop enRCBS industrial production index.

36. The impact of occupation on productivity is illesied by comparing the
productivity levels of Palestinian firms in the Wé&ank, Gaza Strip and East Jerusalem.
Productivity is highest in East Jerusalem as, umgeeffective annexation, its firms face
comparatively lower levels of restrictions on asces markets and have a better supply of
electricity and other inputs. Productivity per werkof the median Palestinian firm is
$23,000 in East Jerusalem, $10,000 in the West Bawk$6,800 in Gaza (World Bank,
2014). Save for the blockade and the systematicudi®n of its infrastructure, there is no
other plausible reason for firms in Gaza to be tmel less productive than firms in
East Jerusalem. The same reasoning applies taededtivity of firms in the West Bank,
which is less than half of firms in East Jerusalem.

37. Palestinian economic indicators have deterioratedhe last two decades, with

serious ramifications for the welfare of the Pateah people. In 1995-2014, the

population grew by 3.6 per cent annually, whilel r&DP per capita grew by only

1 per cent (table 2). In addition, productivityléai to grow and unemployment increased
by 9 percentage points to 27 per cent. The trafleilat 40 per cent of GDP, continued to
be extremely high, while economic dependence oaelsincreased, as reflected in the
greater share of Israel in the Palestinian tradieitjevhich increased from 49 per cent in
1995 to 58 per cent in 2014 (see table 1). Degfiitets by PNA to reduce expenditure and
undertake serious fiscal reforms, the budget deffias not improved in the last 20 years.
Reliance on donor support continued to be heavyefected by the high level of current

transfers, which currently hover around 10 per o&i@DP.

Table 2
Economy of the Occupied Palestinian territory: Longterm changes, 1995-2014*

Trade deficit

Real GDP with Israel Budget Net current
per capita Real average  Unemployment Trade deficit (percentage deficit transfers
(real 2004  Population productivity rate (percentage of trade (percentage  (percentage
dollars) (million) (dollars) (percentage) of GDP) deficit) of GDP) of GDP)
1995 1435 2.34 7914 18.2 -57.2 49.1 -12.1 12.2
2014
1737 4.55 8123 26.9 -39.6 58.0 -12.5 9.4
Average
annual change
(percentage) 1.0 3.6 0.1
Period change
(percentage) 8.7 17.6 8.9 -0.4 -2.8

Source UNCTAD secretariat calculations, based on daienfPCBS.

* Except for the population figures, all data extdiEast Jerusalem, due to the fact that PCBS has
no access to the city.

38.  Structural deformation is only one aspect of theneenic cost of occupation for the
Palestinian people. A comprehensive assessmenhisfcbst requires a complicated,
detailed, integrated and multisectoral process wiahous methodologies. It should be
capable of estimating the direct and indirect ecoisocosts of a number of losses
including, but not limited to, the following: physil; water and other natural resources;
opportunity and economic; microeconomic, macroeoaunoand fiscal; human capital;



community and neighbourhood; psychosocial. However,date, all efforts made to
guantify the economic cost of occupation have bdene on ad hoc basis, mostly by
UNCTAD. The following paragraphs note some of thkesit points in the literature.

39. UNCTAD (2015b) indicated that in 2014, 9,333 prailec Palestinian trees had
been destroyed or vandalized, while in January 2dlaéBe another 5,600 trees had been
vandalized. The same study noted that the direotades of the three Israeli military
operations that took place in Gaza between 200@8atd had been at least three times the
size of the GDP of Gaza. The total cost of thedéami operations was much higher if the
indirect costs arising from lost human capital ainel loss of future income streams from
destroyed or damaged productive assets were takeagcount.

40. UNCTAD (2014a) estimated Palestinian revenue leaegm taxes on imports and

fiscal losses incurred by smuggling goods from dkriato the Occupied Palestinian

Territory at $305 million each year, or about 368 pent of GDP or 17 per cent of total

Palestinian public revenue. The study showed tha&ptured, the leaked revenue could
expand the fiscal policy space available to Pal&sti policymakers and thereby increase
annual GDP by about 4 per cent and generate ab®@00d additional jobs per year.

The study emphasized the need for further rese@rastimate fiscal losses from other
sources that remained to be investigated, sudheaf®liowing:

(a) Leakage of revenue from taxes levied by Ismaeincomes of Palestinians
working in Israel and in settlements (under theisPRrotocol, Israel is required to transfer
social security and other tax revenue to PNA);

(b)  Seigniorage loss due to use of the currencyiscdel in the Occupied
Palestinian Territory, estimated to be between @8 4.2 per cent of gross national
income;

(c) Revenue loss from underpricing of importeddgon invoices, owing to the
lack of Palestinian control over borders and lacaaress to proper trade-related data;

(d)  Revenue loss related to lack of control oeedland natural resources;

(e) Financial resources loss related to goodssandces imported through the
Palestinian public sector, such as petroleum, gremg water;

)] Loss of customs revenue as a result of Wonldd& Organization rules of
origin, on goods finished in Israel but with lekan 40 per cent Israeli content, not being
applied;

(9) Fiscal loss as a result of the smaller taxelmmsised by the decimation of the
productive base and loss of natural resourcesdopation.

41. The World Bank (2016a) followed up on UNCTAD (20)4sy estimating some
other sources of Palestinian revenue losses. Uty stuggested a loss of $285 million
(2.2 per cent of GDP) from seven sources in a sigghr. However, the overlap between
UNCTAD and World Bank estimates stands at about kon.® Adding UNCTAD and
World Bank estimates (excluding overlapping iteragjjgests an annual loss of at least
5 per cent of GDP (equivalent to $640 million inl8D The World Bank stated that Israel
also retained a stock of $668 million worth of Rélgan revenue (5.3 per cent of GDP).
However, this was a conservative estimate thatndidtake into account the impact of
inflation and interest earnings over time.

42. UNCTAD has continued to assess different aspectsthaf economic and
employment costs of occupation, and estimatesdif@fing:

This overlap is the sum of $24.4 million estimatydUNCTAD as a loss from value added tax on
imports (table 7, UNCTAD, 2014a) and $30.6 milliorlosses from taxes on direct imports (table 2,
World Bank, 2016a).
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(& In 2000-2005, cumulative GDP loss was $8.Hohil(real 1994 dollars) or
twice the size of the Palestinian economy;

(b) By 2005, at least one third of the pre-200§9gital capital of the Occupied
Palestinian Territory had been lost;

(c) Losses caused by Israeli military operation&aza in December 2008 and
January 2009 were half the size of the Occupiedd®alan Territory economy ($4 billion
(real 2004 dollars); UNCTAD, 2015b);

(d)  More than 2.5 million productive trees (indlugl 800,000 olive trees) have
been uprooted since 1967;

(e)  Only 35 per cent of irrigable Palestinian landthe Occupied Palestinian
Territory is actually irrigated, costing the econo10,000 jobs per year and 10 per cent of
GDP;

() At least 10 per cent of the most fertile laindthe West Bank has been lost
due to construction of the Separation Barrier;

(@) PNA and Palestinian farmers are prohibitednfrmaintaining or constructing
water wells;

(h)  Fishing off the coast of Gaza is restricted3toautical miles and was only
recently extended to 6 nautical miles, instead lef 20 miles stipulated in the Oslo
Accords.

43.  UNCTAD (2009) assessed the cost of shrunken ecangmlicy space due to
occupation and the Paris Protocol, using an UNCT#Bcroeconometric model of the
Palestinian economy to simulate the prospects ef ébonomy under various policy
options. The study assessed the impact of an etedjrpolicy alternative that included
features of expanded fiscal, exchange rate, traddabour policies, and demonstrated that
if PNA were empowered with relevant policy instruntee annual GDP could increase by
24 per cent and unemployment could drop by 19 eet point (figures 2 and 3).

Figure 2 Figure 3
Impact of policy space on gross domestic Impact of policy space on unemployment
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44. The World Bank (2013) has provided partial estimaiethe cost of occupation in
Area C by constructing a counterfactual scenarsmgéng no physical, legal or regulatory
constraints on the ability of Palestinian economigents to invest, produce and sell in
Area C. The study estimated the direct and indieszinomic costs in specific sectors,
including agriculture, Dead Sea minerals explaifati stone mining and quarrying,
construction, tourism, telecommunications and cagsieThe study estimated the potential
additional output in Area C as 23 per cent of GBR.g billion in 2015) in direct costs plus
12 per cent of GDP ($1.5 billion in 2015) in inditeosts, giving a total cost of 35 per cent



of GDP. Furthermore, the fiscal cost was estimaad$800 million, equivalent to
50 per cent of the Palestinian fiscal deficit i€ tbccupation of Area C ended. The study
stated that Palestinian employment could rise bge3tcent.

45. A recent study by the World Bank (2016b) of theeBahian telecommunications
sector concluded that the total revenue loss ferRhlestinian mobile telephone sector in
2013-2015 was in the range of $436 million to $@,bdllion, including value added tax
fiscal loss for PNA of between $70 million and $1&dlion. The direct cost was in the
range of 1.0 per cent of annual GDP.

46. In 2007, General Assembly resolution ES-10/17 distadd the United Nations
Register of Damage Caused by the Construction efWall in the Occupied Palestinian
Territory, with its main focus on the damage emiagefirom construction of the Separation
Barrier in the West Bank, not covering any otheamee taken by the occupying Power.
Its mandate is to serve only as a record, in dootang form, of the damage caused to all
natural and legal persons concerned as a resaiorgdtruction of the Separation Barrier,
including in and around East Jerusalem. As at Ferl016, the Register of Damage had
completed the records of damage claims in severnef affected Palestinian governorates;
52,870 claim forms and over 300,000 supporting dwmnis had been collected in
233 Palestinian communities, with a population 46,285. Of the total number of claims,
20,459 have been processed and reviewed by thetBegf Damage Board for inclusion in
the register. Damages are grouped into the follgwéix categories: agriculture (A);
commercial (B); residential (C); employment (D)cess to services (E); public resources
and other (F). The vast majority of claims are gatezed as agriculture losses (A).

47.  The Palestinian Ministry of National Economy and #pplied Research Institute —
Jerusalem (2011) estimated the cost of occupatior2G1l0 at about $6.9 billion, or
85 per cent of GDP. This cost did not include tinpact of Israel's security measures but
focused mainly on the impact of the tight restdnt imposed on the Palestinian people and
on their lack of ownership and access to natussdueces, most of which are exploited by
Israel. The estimated cost included the impacthef blockade on Gaza, restrictions on
water and natural resources (including naturalffigéds) and mobility and other restrictions
on people and domestic and international tradewelt as loss of Dead Sea tourism,
uprooted trees and public utility costs.

48. The Applied Research Institute — Jerusalem (20Esessed the direct cost and
foregone revenue due to restrictions imposed kaelssn the mobility of people and goods
in the West Bank, as well as restrictions on actesnd development of the natural gas,
fishery, irrigation water and agricultural sectoffie assessment also calculated the direct
cost of the destruction of Palestinian infrastruetinouse demolition in the West Bank and
the military operation in Gaza in 2014 and estirdateat such costs were 74 per cent of
GDP ($9.95 billion). However, the study coveredyotfle direct cost of some constraints
imposed by occupation, not all, and therefore $icgmitly underestimated the total direct
and indirect costs.

49. Mustafa (2016) focused on Israel’s restrictionsRalestinian activities related to

natural resources in the Occupied Palestinian fbeyriincluding building stone, sand in

the Gaza Strip, phosphate and mineral resourcéiseirbead Sea, petroleum and natural
gas. The study indicated that expropriation of ding stone in Area C by Israel was

estimated at about $900 million annually (0.7 pentcof GDP in 2015), and stated that
“Israel has illegally seized Gaza’s sea basin ardetl Palestinians the right to explore for
oil and gas resources in the West Bank and the Siga.

50. In line with General Assembly resolution 194, whistipulates refugees’ right to
return and compensation, Kubursi (2001) studie@$Riaian losses in 1948 and elaborated
on the rights of refugees in terms of restitutidnpooperty and compensation for lost
opportunity. The assessment focused on the humaitacaand property losses of

13
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A.

Palestinian refugees, and indicated that from 18483000, the cumulative value of human
capital and material losses suffered by the Palestirefugees totalled $275 billion and
$173 billion, respectively, in real 2000 dollars.

A single comprehensive framework for assessmeistneeded

51. All of the estimates surveyed in the previous sectvere performed on an ad hoc
basis and not within a single comprehensive framkwmrat could add the different types of
costs while reconciling and taking into accounternbnnectivity between direct and
indirect costs in all economic sectors. These stitliave merely scratched the surface of
the much larger economic cost of occupation for tiRalestinian people.
Without occupation, the economy of the Occupiede$talian Territory could produce
twice the GDP it currently generates; chronic tradd budget deficits, as well as poverty
and unemployment, could recede; and economic depeedn Israel could end.

52. It is therefore important to establish a systematigorous, comprehensive and
sustainable framework to assess, on a periodis,bidE economic costs and consequences
of measures taken by the occupying Power. This ne&sl recognized by the General
Assembly in resolution 69/20 and resolution 70ABjch request UNCTAD to report to
the General Assembly on the economic cost of odtupdor the Palestinian people.
The two resolutions also highlight the proven eiiperof UNCTAD with regard to the
Palestinian economy and to its capacity to lead aodrdinate the work of other
United Nations entities to implement such an imguatrtask.

53. The examination of such costs, and other obstdcdsade and development, is

essential to identify the policies required to pladbe Palestinian economy on a path of
sustainable development and, more importantlyatilifate future negotiations for a just

settlement to the Israeli-Palestinian conflict émrda lasting peace in the Middle East.

UNCTAD assistance to the Palestinian people

Framework and objectives

54. In 2015, UNCTAD continued to extend technical dssise to the Palestinian
people to build its economic and institutional czipes. Numerous institutions benefited
from UNCTAD initiatives, research findings, advigoservices and recommendations.
Guided by paragraph 35 of the Sao Paulo Consepsuagraph 44 of the Accra Accord
and paragraph 31 (m) of the Doha Mandate, anchawith the United Nations Strategic
Framework for 2014-2015, the UNCTAD programme ofistance to the Palestinian
people was centred on the following four clusters:

(a)  Trade and macroeconomic policies and developsteategies
(b)  Trade facilitation and logistics
(c) Finance and development

(d)  Enterprise, investment and competition policy

Operational activities under way

55. Since 2006, UNCTAD has been contributing signifitartowards enhancing
Palestinian capacities for trade facilitation. BiL8, with support from Canada, UNCTAD
successfully completed a $2.1 million project tovelep the trade facilitation capacity of
the Palestinian private sector; enhance the knayeled shippers (exporters and importers)



and increase their awareness of best practicesdie facilitation; and provide specialized
training to the private sector and policymakers.

56. Major achievements included building the managerégacity and organizational
structure of the Palestinian Shippers Council amichacing its capacity for servicing the
shipper community and private sector at large.ddition, UNCTAD, with the Palestinian
Ministry of National Economy, Palestinian ShippeZsuncil and Birzeit University,
developed a professional training programme onrnational trade management and
logistics entitled Supply Chain Management Diplonidforts for accreditation of the
diploma by the Palestinian Ministry of Educatiordatigher Education are under way.

57.  Numerous studies on trade facilitation were coreldictcovering relevant topics

such as smuggling, the environmental dimensionsaofe facilitation and the Agreement
on Trade Facilitation of the World Trade Organiaati Such studies form the background
for Palestinian positions on national and inteovadl trade facilitation issues.

58. UNCTAD has a rich history of cooperation with PCB&the area of economic

modelling and forecasting. For example, UNCTAD s$fenred ownership of its

macroeconometric model of the Palestinian econ@®QBS and trained Palestinian staff
on using the model for economic forecasting and dealuating alternative economic
scenarios. Such cooperation led to the establishwfethe PCBS Economic Forecasting
Unit. In 2015, UNCTAD provided advisory servicesttos Unit for the construction and

estimation of a regionally disaggregated macroecminc model for the Occupied

Palestinian Territory. UNCTAD followed up with aview and interpretation of the

econometric results. UNCTAD also provided advisegyvices to the newly established
Palestinian International Cooperation Agency of Biaistry of Foreign Affairs, and the

United Nations Country Team in the Occupied Palésti Territory.

59. UNCTAD has published the following three policy datents:Trade Facilitation in
the Occupied Palestinian Territory: Restrictionsdahimitations (UNCTAD, 2014b);
The Besieged Palestinian Agricultural Sec(tdNCTAD, 2015a) andThe 2013 World
Trade Organization Agreement on Trade Facilitatiolsrael's Obligations towards
Palestinian Trade(UNCTAD, 2015c). In addition, UNCTAD continued touild the
capacity of professional staff from the Palestinggivate and public sectors by providing
training in key economic policy areas such as roifft measures, gender and trade
facilitation and multilaterally agreed equitableingiples and rules for the control of
restrictive business practices.

60. The recognition by member States, in paragraph Geieral Assembly resolution
69/20, of UNCTAD as the United Nations focal poifdr Palestinian trade and
development was reaffirmed in 2015 in paragraptf 8esolution 70/12. The resolutions
request UNCTAD to exert all efforts to secure tksources necessary to report to the
General Assembly on the economic costs of the lismeupation for the Palestinian
people.

Coordination, harmonization and resource mobilzation

61. In 2015, UNCTAD continued its development supporttie Palestinian people in
coordination with PNA, Palestinian civil societiietUnited Nations and other international
agencies and the donor community. UNCTAD continteedork closely with the United
Nations Country Team and contributed to the comommtry assessment and to numerous
reports by the United Nations and other agencies.

62. The implementation of General Assembly resoluti@20 and 70/12 requires
significant additional resources. Securing suchoueses is necessary to establish a
systematic, rigorous, comprehensive and sustairfedaeework for assessing the ongoing
and historical cost of occupation for the Paleatinpeople.

15
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63. UNCTAD continues to provide substantial assistatwethe Palestinian people.
However, a shortage of resources may limit theitsgbdf UNCTAD to deliver urgently
needed technical cooperation support. Due to stifymon Qatar, UNCTAD will be able to
maintain (for 18 months) a third professional pwstthe Assistance to the Palestinian
People Unit. However, securing additional resourcemains crucial for long-term
retention of this post and to implement three prigj¢hat remain without funding.

64. Finally, difficult field conditions and political olatility negatively impact the
delivery of UNCTAD support to the Palestinian peopprhe arrangement and conduct of a
two-day mission to Gaza in April 2016, to asseszdimns on the ground and meet with
United Nations agencies and non-governmental orgéions, was difficult and costly.
UNSCO (2016) has noted that United Nations and gmrernmental organization staff
members who are Palestinian with Israeli citizepdive been entirely prohibited from
accessing the Gaza Strip. Restrictions on the recgraf personnel represent an impediment
to the delivery of urgently needed humanitarian dedelopment support to Gaza.
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