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Foreword to Investment Guide
Palestine is changing. Of course, we continue to face many of the same challenges and difficulties as before, but there is a new recognition that our fate
lies in our own hands. We are determined to create a better and more prosperous future and we understand that we must do so through the development
of our economy.
We are blessed with the most valuable of resources – a strong supply of well
educated people, of which an unusually high proportion is approaching working age. To make the best use of this resource, we know that we must empower people by increasing the extent to which they feel engaged in their work.
This is especially true in business. We are focussed on expanding our private
sector and in championing the entrepreneurial spirit. By necessity, ours must
be both a market–based and customer–focused economy. Through the Palestine Investment Conference, we invite you to join us and become our partners
for change.
By doing so, you will not only participate in attractive investments but also
help to build a country in which we can all take pride. In this guide, you will
find information about the Palestinian economy and information about doing
business here. I hope you find it useful and that you decide to stand shoulder
to shoulder with us in building a better, peaceful tomorrow.
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Highlights
Growth: Palestine experienced rapid economic growth between 1994 and 1999, with GDP averaging over
10% per year. While GDP growth sharply declined during the peak years of the 2nd Intifada, 2000-2002, it
resumed growth in 2003 and by the end of 2005 regained its pre-2nd Intifada level. This suggests a real growth
opportunity in Palestine during relatively normal economic conditions. The macroeconomic framework
unveiled in December of 2007 forecasts GDP growth increasing by a further 15% by 2010..

Human Capital: The Palestinian population living in the West Bank and Gaza Strip reached 3.8 million
by the end of 2007. The level of education of the Palestinian population is the highest in the whole region, with
the exception of Israel. A youthful population, 57% below the age of 20 and 65% below the age of 25, means
that the labour force will increase by 500,000 in the next five years. Over five million Palestinians live outside
the country constituting an important source of capital and links to international markets. Palestine’s skilled and
well-connected work force is a unique asset for investors, and provides a real opportunity for growth.

Trade: Palestine’s location at the crossroads of Europe, Asia and Africa make it excellently placed for trade.
Products made in Palestine benefit from preferential trade agreements with the European Union, the US,
Canada, Russia, Turkey and 19 Arab countries.

Natural Resources: Fertile soil and a clement climate make Palestine ideal for agriculture, and some land
is harvested twice a year. Dead Sea salts and minerals represent a unique natural wealth. The West Bank also
possesses large amounts of good-quality stone and marble, whose exploitation is worth almost $500m per year.
Lastly, 1.4 trillion cubic feet of natural gas reserve have been discovered off the Gaza coast.
Government: The Palestinian National Authority is committed to a private sector-led approach to economic
growth. Its Reform and Development Plan for 2008-2010 demonstrates a clear commitment to creating an
enabling environment for a thriving private sector: “The Palestinian economic vision is to have a diversified and
thriving free market economy led by a pioneering private sector that is in harmony with the Arab world, is open to
regional and global markets, and that provides the economic basis for a free, democratic and equitable society.”
Regulatory Framework:

The PNA is focused on creating a comprehensive and coherent legal
framework to facilitate enterprise, investment and trade. Special incentives are offered by the 1998 Industrial
Estates and Free Zones Law and the 1998 Investment Promotion law, which include income tax, fixed assets
and export exemptions, and preferential access to regional and international markets. The top rate of tax for
individuals and companies is only 16% (soon to fall to 15%), with extensive exemptions available.

Infrastructure: The PNA and the donor community spent an annual average of
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$250 million between
1995 and 2000 to rehabilitate electricity, road, water and waste-disposal networks. The private sector contributed
by investing in electricity generation and telecommunications. The PNA is currently committed to spending a
further $400 million in the next three years on upgrading infrastructure.

List of Abbreviations
BGG

British Gas Group

CCC

Consolidated Contractors Company

EFTA

European Free Trade Association

EU

European Union

FDI

Foreign direct investment

GIE

Gaza Industrial Estate

ISPs

Internet Service Providers

JIE

Jenin Industrial Estate

JD

Jordanian Dinar

LPG

Liquefied Petroleum Gas

mcm

Million cubic metres

MOF

Ministry of Finance

MONE

Ministry of National Economy

NIE

Nablus Industrial Estate

NIS

New Israeli Shekel

PCMA

Palestinian Capital Markets Authority

PFI

Palestinian Federation of Industries

PIEDCO

Palestine Industrial Estate Development and Management Company

PITA

Palestinian Information Technology Association
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PLO

Palestine Liberation Organisation

PMA

Palestine Monetary Authority

PSE

Palestine Securities Exchange

PalTrade

Palestine Trade Centre

PALTEL

Palestine Telecommunications Company

PCBS

Palestinian Central Bureau of Statistics

PHAEI

Palestinian Higher Agency for the Encouragement of Investment

PIEFZA

Palestinian Industrial Estate and Free Zone Authority

PIPA

Palestinian Investment Promotion Agency

PLC

Palestinian Legislative Council

PNA

Palestinian National Authority

PSI

Palestinian Standards Institute

PRDP

Palestinian Reform and Development Plan

R&D

Research and Development

TIE

Tarqumia Industrial Estate

US

United States

WBGS

West Bank and Gaza Strip

WHO

World Health Organization

WTO

World Trade Organisation

Historical Landmarks1
1917- 1947

The Palestine problem became an international issue towards the end of the First World War, with the
disintegration of the Turkish Ottoman Empire. Palestine was among the several former Ottoman Arab
territories which were placed under the administration of Great Britain under the Mandate System adopted
by the League of Nations pursuant to the League’s Covenant.
All but one of these Mandated Territories became fully independent States, as anticipated. The exception was
Palestine, where instead of being limited to “the rendering of administrative assistance and advice”, the Mandate
had as a primary objective the implementation of the Balfour Declaration issued by the British Government in
1917, expressing support for “the establishment in Palestine of a national home for the Jewish people”.
During the years of the Palestine Mandate from 1922 to 1947, large-scale Jewish immigration, mainly from
Eastern Europe, took place, the numbers swelling in the 1930s with the Nazi persecution of European Jewish
populations. Palestinian demands for independence and resistance to Jewish immigration led to a rebellion in
1937, and while Great Britain tried to implement various formulas to bring independence to a land ravaged by
violence, in 1947 it turned the problem over to the United Nations.

1947- 1977

After looking at various alternatives, the UN proposed the partition of Palestine into two independent States,
one Palestinian Arab and the other Jewish, with Jerusalem internationalized (Resolution 181 (II) of 1947)2. One
of the two States envisaged in the partition plan proclaimed its independence as Israel, and in the 1948 war
expanded to occupy 77% of the territory of Palestine. Israel also occupied the larger part of Jerusalem. Over half
of the indigenous Palestinian population fled or were expelled. Jordan and Egypt occupied the other parts of the
territory assigned by the partition resolution to the Palestinian Arab State which did not come into being.
In the 1967 war, Israel occupied the remaining territory of Palestine (the West Bank and Gaza Strip), until
then under Jordanian and Egyptian control. This included the remaining part of Jerusalem, which was
subsequently annexed by Israel. The war brought about a second exodus of Palestinians, estimated at half
a million people. Security Council Resolution 242 of 22 November 1967 called on Israel to withdraw from
territories it occupied in the 1967 conflict.
In 1974, the UN General Assembly reaffirmed the inalienable rights of the Palestinian people to selfdetermination, national independence and sovereignty, and to return to their land. The following year, the
General Assembly established the Committee on the Exercise of the Inalienable Rights of the Palestinian
People. The General Assembly conferred on the PLO the status of observer in the Assembly and in other
international conferences held under United Nations auspices.
1 http://www.un.org/Depts/dpa/ngo/history.html
2 See map (2) in annex
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1977-1990

Events on the ground, however, remained on a negative course. In June 1982, Israel invaded Lebanon
with the declared intention to eliminate the PLO. A cease-fire was arranged, and PLO troops withdrew
from Beirut and were transferred to neighbouring countries after guarantees of safety were provided for
thousands of Palestinian refugees left behind. Subsequently, a large-scale massacre of refugees took place
in the camps of Sabra and Shatila.
In September 1983, the International Conference on the Question of Palestine adopted the Geneva Declaration
containing the following principles: the need to oppose and reject the establishment of settlements in the
occupied territory and actions taken by Israel to change the status of Jerusalem, the right of all States in the
region to existence within secure and internationally-recognized boundaries, with justice and security for all
the people, and the attainment of the legitimate, inalienable rights of the Palestinian people.
In December 1987, a mass uprising against the Israeli occupation (the Intifada) began in the Occupied
Palestinian Territory. Methods used by the Israeli forces during the uprising resulted in mass injuries and
heavy loss of life among the civilian Palestinian population.

1991-2000 Peace Process

A Peace Conference on the Middle East was convened in Madrid on 30 October 1991, with the aim
of achieving a just, lasting and comprehensive peace settlement through direct negotiations along two
tracks: between Israel and the Arab States, and between Israel and the Palestinians, based on Security
Council Resolutions 242 (1967) and 338 (1973) (the ‘land for peace’ formula). A series of subsequent
negotiations culminated in mutual recognition between the Government of the State of Israel and the
Palestine Liberation Organization, the representative of the Palestinian People, and the signing by the two
parties of the Declaration of Principles on Interim Self-Government Arrangements in Washington on 13
September 1993. The subsequent implementation agreements led to several other positive developments,
including the partial withdrawal of Israeli forces, the elections to the Palestinian Legislative Council and
the Presidency of the Palestinian Authority, the partial release of prisoners, and the establishment of a
functioning administration in the areas under Palestinian self-rule.

2000 Second Intifada
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The controversial visit by Ariel Sharon to Al-Haram Al-Sharif in 2000 was followed by the outbreak of the
second Intifada. A massive loss of life, the reoccupation of territories under Palestinian self-rule, military
incursions, extrajudicial killings of suspected Palestinian militants, bombing attacks, rocket and mortar fire, and
the destruction of property characterized the situation on the ground. Israel began the construction of a West
Bank separation wall, mostly located within the Occupied Palestinian Territory, which was ruled illegal by the
International Court of Justice in 2004. In 2002, the Security Council adopted Resolution 1397 affirming a vision
of two States, Israel and Palestine, living side by side within secure and recognized borders. In 2003, the Middle
East Quartet (the US, EU, Russia, and the UN) released a detailed Road Map for a two-state solution, endorsed
by Security Council Resolution 1515. In 2005, Israel withdrew its settlers and troops from the Gaza Strip as part
of its ‘Disengagement Plan’, while retaining effective control over its borders, coast and airspace.

Main Governorates
West Bank Governorates/Districts
1. Tulkarem
2. Jerusalem
3. Bethlehem
4. Jericho
5. Ramallah & Al Bireh
6. Hebron
7. Nablus
8. Jenin
9. Qalqilya
10. Tubas
11. Salfit
Gaza Governorates/Districts
1. Rafah
2. Gaza
3. North Gaza
4. Deir Al Balah
5. Khan Younis

Main Office Holders

President: Mahmoud Abbas (Abu Mazen), January 15, 2005
Prime Minister: Salam Fayyad, June 15, 2007

Main Newspapers

1. Al Quds Newspaper (Arabic), Daily From Jerusalem
Tel.: 02-6272663 , Fax: 02-6272657, www.alquds.com
2. Al Ayyam Newspaper (Arabic) , Daily From Ramallah
Tel.: 02-2987341 , Fax: 02-2987342, www.al-ayyam.com
3. Al Hayat Al Jadeedah (Arabic), Daily From Ramallah
Tel: 02-2400583 , Fax:02-2407250, www.alhayat-j.com
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1. Overview of the Palestinian Economy
1.1 Geography and Climate
The location of Palestine is geographically
excellent, forming an economic and cultural
platform and point of contact between three
continents – Europe, Asia and Africa. The
combined area of the West Bank and the Gaza
Strip (WBGS) is 6,020 km², which constitutes
23% of the area of pre-1948 Palestine under
the British Mandate and is about one third
the size of the State of Israel. The West Bank
covers 5,655 km², is 130 km long and ranges
between 40 and 65 km in width. The land
area of the Gaza Strip is equal to 365 km², and is 40 km long and 5-12 km wide1.
The Gaza Strip is mainly coastal plain and sand dunes, while the West Bank is more diverse, featuring
four topographic zones. The Jordan River Valley is a fertile plain, offering excellent conditions for
agricultural production, while the Eastern Slopes overlooking the Valley are a rocky, semi-arid area,
leading down to the Dead Sea. The Central Highlands constitute the largest zone, rising 1,000
metres above sea level in places, and a semi-coastal zone is found in the west and north-west.

As a Mediterranean country, the climate in Palestine is hot and dry in summer, but wet and
mild in winter. The temperature and rainfall vary with altitude and between topographic
zones. This variation provides an attractive setting for tourism as well as cultivation.

1.2 Natural Resources
1.2.1 Land
Over 1,800 km² of Palestinian land is under
cultivation, and some agricultural land is
harvested more than once a year. At present,
however, the Palestinians do not control all
1 PASSIA Yearbook 2008.
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of the available land in the WBGS. Since 1967, and especially since the late 1970s, Israel
has pursued a policy of confiscating Palestinian public and private land, mainly to construct
settlements and to create land reserves for future expansion.
In 2007, two years after the Israeli disengagement from the Gaza Strip, entailing the evacuation
of 17 settlements in the Gaza Strip and four in the West Bank, the Palestinian Central Bureau
of Statistics (PCBS) counted 144 ‘formal’ Israeli settlements in the West Bank, of which 26
are located in Jerusalem1. Besides these settlements, there are over a hundred other so-called
‘unauthorised outposts’. The settlements are inhabited by 450 thousand Israeli settlers, and
40% of them live in the large settlement blocs around Jerusalem2.

1.2.2 Water
The primary source of water in Palestine is groundwater,
extracted via wells or springs. The Mountain Aquifer system
has an annual recharge of 679 million cubic metres (mcm) –
83% of which lies within the occupied Palestinian Territory
– while the Gaza Coastal Aquifer has a much smaller annual
recharge of about 55 mcm. However, over-pumping of
Gaza groundwater, at a rate of 110 mcm, has resulted in
salination and deterioration of the aquifer’s water quality.
Palestinians also rely heavily on rainfall, although the amount
of precipitation varies considerably between different years.
Rainwater harvested in cisterns supplies an estimated 6.6
mcm annually3.
The Palestinian use of water resources in the WBGS is strictly controlled by the Israeli authorities,
which divert up to 85% of Palestinian groundwater resources for use in Israeli settlements and
in Israel proper4. The daily average per capita consumption is estimated at 65 litres for domestic
use (compared to the 100 litres/day/capita recommended by the World Health Organization
(WHO)), while the gross per-capita water supply has increased to 106 litres per day. This disparity
is due to the high system losses resulting from the poor quality of the supply network5.
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5

PCBS, Statistical Report about Israeli Settlements, 2007.
PASSIA Yearbook 2008
Palestinian Hydrology Group (2004) Water for life.
Ibid.
World Bank, West Bank and Gaza Update, November 2004.
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1.2.3 Other Natural Resources
The Palestinian Territory is not generously endowed with natural resources, but there are
a few important exceptions. One is the Dead Sea, whose salts and minerals represent a
unique natural wealth. The West Bank also possesses large amounts of good-quality stone
and marble, whose exploitation is worth almost $500m per year.
In 1999, the British firm British Gas Group (BGG) was given the rights to search for natural gas off
the coast of the Gaza Strip. Exploration indicated the existence of commercial quantities of natural
gas totalling nearly 1.4 trillion cubic feet, with a market value of an estimated $4 billion. After BGG
won the majority stake in the concession to develop the Gaza marine field, it originally targeted
Egypt for the sale of natural gas, but later the company redirected its efforts towards developing
an underwater pipeline that would transport the gas to an Israeli Refinery at Ashkelon.
BGG owns 90% of the licence, while Consolidated Contractors Company (CCC) owns the
remaining 10%. The deal could have eventually provided Israel with 10% of its annual energy
requirements, and generated approximately $1 billion for the Palestinians. However, in December
2007 BGG announced its decision to end negotiations with Israel due to disagreement on
pricing issues. The British firm is now reconsidering Egypt as a buyer in an option which
includes liquefying up to a third of the gas for export to the U.S.A. and Europe.

1.3 Population
The Palestinian population in the WBGS, including
East Jerusalem, reached almost 3.8 million by the
end of 2007 (2.4 million in the West Bank and 1.4
million in the Gaza Strip)1. Meanwhile, the total
worldwide Palestinian population is approaching
10 million2. Although Palestinians are still
considered to have one of the highest population
growth rates in the world, this has declined from
4.3% per year in 2000 to 3.3% in 2007. PCBS
estimates indicate a sustained decrease in national
fertility rates from 6.1 in 1994 to 4.9 in 2000 and 4.6 in 2006.
1 Palestinian Central Bureau of Statistics, Population Census, 2007.
2 PLO Negotiations Affairs Department website, http://www.nad-plo.org
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Most the population of Palestine is young, with about 57% below the age of 20 and 65%
below the age of 25. Declining fertility rates, however, will reduce the relative size of the
youngest section of the population - those under 16 years of age. At the same time, the
portion of the population that is of working age, i.e. between 16-65 years, is expected to
increase. This change in the population structure is estimated to last about 30 years, at which
time the proportion of elderly will begin to grow relative to that of working age.
This offers a golden opportunity for growth in the next two decades, as dependency rates are reduced
by the increase in the proportion of those of working age against the proportion of children. It is
estimated that about 500,000 persons will join the labour force during the next five years.
The population density differs markedly in the Palestinian Territory for 2007. In the West
Bank there are 464 persons per km², whereas in the Gaza Strip the comparable figure is 3,881
persons per km², which is on a par with cities like Bangkok and Toronto.

1.4 Human Resources: Labour, Wages and Productivity
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1.4.1 The Labour Force and Employment
The WBGS has an
abundant
labour
supply with a high
level of education
and skills. Table (A1)
in the annex lists the
main indicators related to the labour
force in the Palestinian Territory for
the fourth quarter
of 2007. One of the
most striking features is that female
labour force participation rate, both in
the WBGS, is particularly low (18.4% and 10.2% respectively). This provides a potentially huge labour reserve
which is not yet tapped into.
Despite all the political obstacles caused by the separation wall, frequent closures, and the
difficulty of moving within and between the WBGS, the labour market has been successful
in creating more employment locally. During 2006 and 2007, 54,000 new jobs were created
in the Palestinian Territory, which led the unemployment rate to drop from 23.6% in 2006 to
21.5% in 2007. However, the dependency ratio remains high, with each worker supporting
5.6 people (compared to 4.8 in the third quarter of 2000).
The services sector makes the highest individual contribution to employment (36.4%),
followed by commerce, restaurants, and hotels (19.7%), agriculture and fishing (15.3%), and
mining, quarrying and manufacturing (12.3%).
The labour force in the Palestinian Territory is highly educated, which offers huge potential
for investors. Tables 1 and Table 2 show the labour force participation rate in the Palestinian
Territory by years of schooling, sex, and region.
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Table 1: Labour Force Participation Rate in the Palestinian Territory by
Years of Schooling and Sex, Q4 2007
Sex

Years of Schooling

Total

Male

Female

19.9

8.8

11.3

1-6

71

16.2

45.4

7-9

72.7

9.0

43.3

10-12

64.3

7.7

35.7

+13

67.4

40.7

55.4

Total

66.8

15.5

41.4

0

Source: PCBS, LFS, Q4 2007

Table 2: Labour Force Participation Rate in the Palestinian Territory by
Years of Schooling Region, Q4 2007
Region
Years of Schooling

Palestinian Territory

West Bank

Gaza Strip

0

11.3

12.2

9.7

1-6

45.4

44.6

47.2

7-9

43.3

46.6

37

10-12

35.7

39.4

29.2

+13

55.4

57.8

51.1

Total

41.4

44

36.6

Source: PCBS, LFS, Q4 2007

The public sector is an important source of Palestinian employment, accounting for an
estimated 22.5% of jobs in the Palestinian Territory at the end of 2007. However, this figure
is slowly falling, and the Palestinian National Authority (PNA) is committed to further
reducing the number employed by the state1.
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1 For more information on public sector reduction see section 7.2.4 Palestinian Reform and Development Plan (PRDP)
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1.4.2 Wages
At the end of 2007,
average daily wages
reached $20 in the
West Bank and $16.2
in the Gaza Strip.
Wages for Palestinian workers in the
Palestinian
Territory are significantly
lower than those in
Israel and the settlements $33.7 (see table 3 and figure1). In
the past few years,
average real wages
have declined fairly
consistently in the
WBGS. This can be attributed to the increase in low-paid jobs and unpaid family workers
during the years of the Intifada.
Table 3: Average Monthly Work Days and Daily Wages in the West
Bank, Gaza Strip and Israel, 2007
Indicator

West Bank

GS

Israel & Settlements

Average monthly work days*

22.2

23.8

19.8

Median daily wage

$17.7

$15.4

$34.1

Average daily wage

$20.0

$16.2

$33.7

Source: PCBS, LFS round four, 2007
*Including paid holidays
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Figure 1: Average Daily Wages in the West Bank, Gaza Strip and Israel, 2007
$35
$30
$25
Average daily $20
wage ($)
$15
$10
$5
$0

West Bank

Gaza Strip

Israel &
Settlements

Source: PCBS, LFS round four, 2007

1.4.3 Productivity
Annual productivity1 in
the industrial sector in
the Palestinian Territory (excluding East Jerusalem) was $20,863,
while annual compensation per worker in
this sector stood at
$4,328. Within the industrial sector, annual
productivity in textiles
was $31,400, in food
and beverages $17,462,
and in mining and
quarrying $45,259 (See
Table 4).

28

1 Annual productivity refers to value added per worker. Value added stands for output minus intermediate consumption.
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Table 4: Value Added per Worker and Annual Compensation in the WBGS, 2006
Value added per worker
($)

Annual Compensation per worker
(wages $)

Industry*

20,863.2

4,328.0

Textiles

31,399.7

4,982.8

Food & beverages

17,461.8

5,070.3

Mining & quarrying

45,259.3

4,967.2

Furniture

13,836.4

4,542.2

Construction

42,231.0

5,269.0

Internal trade

26,066.2

4,066.2

Services

9,483.0

5,354.9

Transport & storage

46,937.1

12,021.8

Source: PCBS, Economic Survey, 2006.
* Data excludes East Jerusalem.
* This is the average of 36 different sub-industries. The four noted have the highest value added.
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2. The Palestinian Economy
Economy

2.1 National Accounts
The Palestinian economy has witnessed many ups
and downs, mainly due to the general political
situation. GDP growth averaged over 10% per year
between 1994 and 1999, but slumped following the
outbreak of violence in 2000, with the Palestinian
economy experiencing one of the worst recessions
in modern history1. However, GDP has always
rebounded when given the chance, increasing by
8.5% in 2003 and 6% in 2005. It has now reached
the same level as 1999. The numbers in Table 5 illustrate not only the ability of the Palestinian
economy to function under harsh conditions, but also its capability to improve significantly
given the required circumstances.
Table 5: Economic Growth
Indicator

2002

2003

2004

2005

2006

2007

GDP in Constant Prices (USD million)

3,838.9

4,165.3

4,247.7

4,502.6

4,107.0

4,135.5

GDP/Capita (USD)

1,191.3

1,272.3

1,246.2

1,281.6

1,129.2

1112.8*

* GDP/Capita figures for 2007 are preliminary and subject to review and adjustment, and are for the Remaining WBGS in
constant prices (base year 1997).

2.2 Economic Sectors
2.2.1 The Services Sector
The services sector plays a leading role in the Palestinian economy2. During the third quarter
of 2007 it contributed more than 65% of GDP and 60% of total employment. The sector has
grown substantially since the establishment of limited self-rule in 1994. A considerable part
of that growth was related to the need to significantly improve and expand certain branches
of producer services, whose contributions are essential to facilitate the increase in industrial
1 World Bank (2004) Disengagement, the Palestinian Economy and the Settlements, Jerusalem: World Bank
2 This includes financial, insurance, real estate, engineering designs, accounting, legal, transportation, communications,
information, domestic wholesale and retail operations, public administration, personal services (tourism), and health and
education services.
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and construction activities. These include transport, engineering, design, communications,
software and financial services. The sector has also grown as a response to the substantial
increase in the role of public institutions that resulted from the PNA’s effort to rehabilitate
public services.
The services sector is expected to play a pivotal role in the future as it takes advantage
of the new trading opportunities in international business arising from the twin processes
of technological advancement in communications and the continuous integration of the
Palestinian economy into regional and world markets. The following section highlights some
aspects of major sub-sectors.

2.2.1.1 Internal Trade
Palestinians have strong entrepreneurial
talent and tradition, and cities and villages
in the WBGS are crowded with small shops
and workshops. The majority (57%) of all
the private, public and NGO establishments
in the Palestinian Territory operate in the
field of internal trade. More than 80% of
these establishments are in retail trade - half
of which sell food products – while 4% are
wholesalers and the remaining firms sell and
repair motor vehicles1.
Just like Palestinian enterprises in general, internal trade establishments are predominantly
small-scale activities, and 97% of them employ fewer than five people. Most of the persons
engaged in this sector are men; only 7% are women. Internal trade establishments are found
all over the Palestinian Territory, with approximately one third of enterprises, and jobs, in
the Gaza Strip2.
The sector has suffered from the internal and external closures imposed on the movement
of people and goods in the WBGS. Israeli security procedures delay transportation and lead
to large increases in transaction costs, which have reduced competitiveness.
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1 PCBS, Establishment Census 2004, July 2005.
2 Ibid.

2.2.1.2 Transportation
Economy

The transportation sector has been severely affected by the
Israeli occupation policies. The border regime and closure
policies imposed by Israel have made continuous transportation
impossible in the Palestinian Territory. Increased transportation
costs and the inability to meet deadlines has put immense
pressure on practically all Palestinian economic activities, as
most sectors depend on transportation services.
The development of the transportation sector will depend heavily on policy-makers’ ability
to find political solutions to linking the West Bank and the Gaza Strip, increasing control
over the road network, and gaining direct access to land crossings, seaports and airports that
connect the Palestinian Territory to the outside world.
In 2006, there were 598 establishments in the transportation sector. 271 of these firms dealt
with land transport and 245 offered supporting services, such as cargo handling, storage and
warehousing, travel agencies etc. These establishments employed a total of 5,223 people, of
whom almost 60% worked in the field of ‘non-scheduled passenger transport’.
The combined length of the road network in the WBGS is around 5,147 kilometres, divided
into main roads (10.4%), district roads (8.5%), local and access roads (66.3%), and bypass roads
(14.9%)1. The number of licensed commercial vehicles using these roads is approximately
37,910. Around two thirds of these vehicles are trucks and commercial cars, one quarter are
taxis, and the rest are tractors and other vehicles2.

2.2.1.3 Information and Communication Technology
ICT is one of the fastest-growing sectors in the Palestinian
Territory, mainly thanks to private telecommunications
services and an innovative software industry. The growth
rate of this sector has averaged 25–30% annually since
2000, and its output amounted to US$128 million in 2005.
The significance of ICT development goes beyond its sales
1 PCBS, Land Use Statistics 2004.
2 PCBS, Transportation and Communication statistics, http://www.pcbs.gov.ps
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figures and export potential as it also has important linkages to other productive sectors, as
well as the potential to create high value-added jobs for Palestinians1.
Economy

Before the creation of the PNA, telecommunications infrastructure and services in the
WBGS were in a very poor state, due to underinvestment, neglect, and Israeli restrictions.
Since the mid-nineties, however, the ICT sector has developed rapidly. The Palestine
Telecommunications Company (PALTEL) was established in 1995 and Pal-Cell (Jawwal)
was set up in 1999 to provide mobile phone services. In 2006, the number of telephone
lines was approximately 321,999. Meanwhile, Jawwal counted 821,800 subscribers by 2006,
compared to a mere 22,500 in 19992 (some more figures on ICT are found in Section 3.3 on
Infrastructure and Utilities).
According to the PCBS Establishment Census of 2004, there were 115 telecommunication
firms and 339 computer-related enterprises in the Palestinian Territory. About 3,750 people
were employed in the telecommunication sector and 1,000 in computer-related activities. The
establishments were concentrated in Gaza, Ramallah/Al-Bireh and Hebron governorates,
where most of the demand is located. IT companies provide a range of products and services
including software (representing 25% of sales), hardware, Internet services, data processing,
IT services and consulting3.
The existing regulatory framework guiding the telecommunications sector is based on
the Post and Telecommunications Law No. 3 approved in 1996. This act assigns the
Ministry of Telecommunications and Information Technology important regulatory
functions, such as licensing new operators and enforcing licenses, managing frequencies,
setting tariffs, encouraging investment, and monitoring and protecting consumers’
interests.
The supporting framework for the ICT sector also includes the Palestinian Information
Technology Association, founded in 1999 as a membership-based organisation for
locally-registered IT companies, and the Palestine Information and Communications
Technology Incubator, set up to offer professional business services to Palestinian
entrepreneurs.
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1 PCBS, Statistical Abstract of Palestinian, No. 8.
2 PCBS, Main indicators of Transportation and Communication in the Palestinian Territory, 2004, and PASSIA Yearbook 2006.
3 PCBS, Establishment Census 2004, July 2005.

2.2.1.4 Tourism
Economy

The tourism industry stands to gain most from any improvement in
the security situation. The strong cultural and religious heritage of
Palestine provides an environment to develop a tourism sector that
could make a significant contribution to growth. The Palestinian
Territory contains more than 1,600 archaeological sites.
Palestine is central to the three major monotheistic religions and home of most of their sacred
sites. The millennium celebrations in Bethlehem during December 1999 and early 2000 marked
a high point in efforts to develop a Palestinian tourism industry. The PNA, the private sector
and donors have invested heavily to rehabilitate the infrastructure and tourism services in the
Bethlehem area. The effort was a major success, attracting visits from the Pope, the President of
the United States, many other world religious and political leaders, and thousands of pilgrims.
The tourism sector was hard hit by the outbreak of violence at the end of 2000. However,
partial recovery started in 2004, and there are hopeful signs that the situation might become
more stable. During the fourth quarter of 2007, 82 hotels were in operation, with 4,094
rooms and 8,901 beds. The number of guests and guest nights totalled 88,912 and 199,132,
respectively. This is a significant increase from the same quarter of the previous year.1
The sector’s contribution to GDP is expected to substantially increase once peace and stability are
restored. The reopening of borders with the other Arab countries is expected to bring new tourists,
both religious and recreational. The former include Muslins who would be able to complete their
pilgrimage to Mecca by visiting holy shrines in Jerusalem and Hebron. The latter include Arabs and
Palestinians workers who work in Jordan and the Arab Gulf countries and who would welcome the
chance of spending their summer vacation in more climatically hospitable Palestine.

2.2.2 The Manufacturing and Mining Sector
A major task of the reconstruction programme adopted by the Palestinian National Authority
(PNA) is directed toward reviving the manufacturing sector. The task involves removing the
causes of stagnation that characterized the occupation period. Efforts are being made to create
a support system which can both stimulate private sector investment in industry, and facilitate
linkages between manufacturing and other sectors, especially agriculture and construction.
1 PCBS, Hotel Survey, fourth quarter, 2007
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Thanks to these efforts, the level of industrialisation has dramatically improved, and its
contribution to GDP increased from 8% in the mid-1980s to 17% in the mid-1990s and
around 16% in the last few years. During the first three quarters of 2007 the sector employed
an average of approximately 81,586 workers, or 11.3% of total employment.
Agro-industry has great potential to expand, provided it secures access to foreign markets.
Presently, agro-industry firms satisfy a sizable portion of the local demand. These include
olive presses, citrus packing, food processing, cigarettes, and dairy plants. There is also room
for expansion in chemical fertilisers and agricultural machines and instruments.
Its relative wealth in human capital would enable Palestinian manufacturing to develop new
industries, starting from small tool and light engineering industries, and gradually moving
toward more sophisticated electrical, electronic, plastics, and other highly-skilled industries.
The PNA introduced the concept of industrial estates with the close cooperation of the
World Bank. The first of these was the Gaza Industrial Estate (GIE), which cost US$85.4
million to construct (funded by a range of international institutions) and opened in 1999. The
idea was to create employment within Palestinian-ruled areas while encouraging industrial
development, export-led growth and local and foreign investment.
The GIE lies in the north-east of Gaza, alongside the Israeli border. It is managed
and operated by the privately-owned Palestine Industrial Estate Development and
Management Company (PIEDCO). The Palestinian Industrial Estate and Free Zone
Authority (PIEFZA) provides regulatory oversight and offsite infrastructure. However,
recent events in the Gaza Strip have halted work in the GIE and led to the destruction of
most of its buildings.
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Special incentives are offered by the 1998 Industrial Estates and Free Zones Law and
the 1998 Investment Promotion law, which include income tax, fixed assets and export
exemptions, and preferential access to regional and international markets. Moreover,
streamlined business procedures are provided to companies planning to establish
operations. PIEFZA coordinates and delivers all permits, licenses and official registrations
needed in less than six weeks, acting as a ‘one-stop shop’. Four more industrial estates
are planned: Jenin Industrial Estate (JIE), Nablus Industrial Estate (NIE), Tarqumia
Industrial Estate (TIE), and Khadouri for IT, which are near the cities of Jenin, Nablus,
Hebron and Tulkarem.

2.2.2.1 Quarrying and Stone
Economy

Quarrying and stone is one of the most important Palestinian sub-sectors, and contributes
more than 5% of GDP. The total annual sales of this industry averages around $450 million, of
which 65% is exported to Israel and 6% to the rest of the world, leaving a major opportunity
for expanding exports in this area.
Stone-based industries are concentrated in Hebron, where the quality of the stone makes
it competitive in export markets. Marble and stone exports to Israel, Jordan, other Arab
countries and international markets have gradually increased, reaching 40% of total industrial
exports compared with less than 10% in the early 1980s.

2.2.2.2 Textiles and Garments
The Palestinian garments and textiles sector
contributes approximately 15% of Palestinian
manufacturing output, and employs almost 10%
of the labour force. Palestinian producers sell
approximately 70% of their production locally
(accounting for 20% local market share) with an
additional 20% being sold to Israel (and through
Israeli agents to oversees markets). There is a lot
of room to invest in the sector to export directly
to European and US buyers.

2.2.2.3 Food Processing
The food processing sector witnessed a rapid
growth in the second half of the 1990s as local
market share increased from 25% to 30%. Market
studies show that the average Palestinian family
spends 42% of its income on food, demonstrating
the importance of this sector and the ample room
for investing in it to develop a competitive local
industry to provide high quality food products.
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2.2.2.4 Metal Products and Engineering
Economy

The metal products and engineering sector
satisfies an estimated 60-80% of the local
market demand, and its products have been
increasingly successful in export markets.
These products include wire, nails, welding
rods, office furniture, warehouse shelving,
household utensils, industrial scales, agricultural equipment, industrial machinery and
tools, abrasives and others.
A) Chemical Industries
The following three product lines constitute the bulk of the chemical industries in Palestine.
* Soaps
The traditional Nablus soap is based
on olive oil and is popular in the
region and worldwide. The industry
is centralised in Nablus and satisfies
100% of local demand and is also
exported to many countries in the
region.
* Paints
This sector is characterised by
diversity of its production lines.
These include water- and oil-based
paints, industrial and car paints.
There are 10 major factories in
Palestine and their production covers 25-30% of the local market consumption.
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* Detergents
The detergent industry has around 50% of the local market share. It produces powdered as
well as liquid detergents, high foam for hand washing and semi-automatics and low foam for
automatic and compact washers.

Economy

B) Pharmaceuticals
The pharmaceuticals industry has witnessed both great
expansion and internal restructuring in the last two decades. Many mergers left the industry divided between six
companies. It is rapidly expanding and recent estimates
suggest that the industry satisfies more than half of the
local demand. All six companies are currently participating
in a continuous programme of training and technical assistance aimed at complying with international standards.
The range and quality of products have increased and allowed the companies to target
external markets in the Arab countries and Eastern Europe. This was affirmed in early 2008
when four Palestinian pharmaceutical companies were awarded Good Manufacturing Practice
certificates, which are critical international safety and quality standards that pharmaceutical
companies must meet in order to sell in world markets.
C) Plastics
The plastics industry is quite developed with a few leading companies that produce for the local
market and some for export to Israel. Their products include electricity and telecom cables,
sewage pipes, agricultural plastics, furniture, window shutters, polystyrene and other materials.
In Annex 3 of the Palestinian-Israeli Agreement, a protocol exists enforcing cooperation of
the two sides in the field of industry. This includes industrial development programs, which
will provide for the establishment of joint Palestinian-Israeli industrial research centres. This
in turn will promote joint ventures and provide guidelines for cooperation in the textile,
food, pharmaceutical, electronics, and computer-based industries.

2.2.3 The Construction Sector
The construction sector is currently expanding,
contributing around 2.5% of GDP and 11.6%
and of employment in the Palestinian Territory in
the third quarter of 2007. The sector is important
for growth as it carries significant forward and
backward linkages, ranging from simple manufacturing plants to major construction materials and
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processing industries. In addition, the sector has also provided an impetus for local investment, and has contributed to the consolidation of the Palestinian economic base.
Economy

Demand for residential construction is expected to increase substantially in the
eventuality of an inflow of Palestinian returnees. Assuming the influx of perhaps
one million returnees, the total population of the West Bank and Gaza could reach
over 6 million. It is expected that the demand for residential construction is expected
to increase substantially in the next ten years. Furthermore, the sector will have to
build the necessary infrastructure, including public schools, health centres, hospitals,
cultural and recreation facilities, post offices and police stations. In performing
these two tasks the sector will have a prominent role in the growth of the whole
economy, creating employment and stimulating linkages to other sectors, in particular
manufacturing.

2.2.4 Agriculture, Forestry and Fishing

Agriculture contributes around 8% of GDP, 10% of all exports and 16% of total employment1.
Exports include fruits, olives and olive oil, vegetables and, more recently, cut flowers.
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1 These figures are for 2006, but are good indicators of the contribution of the sector in the last five years.
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With a positive change in the political situation, exports can be quickly increased (including
exports to Israel), which would generate an increase in the sector’s production and
employment
About 1,826 thousand dunums1 are cultivated in Palestinian Territory, of which 137,557
and 12,341 are irrigated in the West Bank and Gaza Strip respectively. One third of the land
is used for marginal cultivation or grazing or is left fallow, and a significant proportion is
used by Israeli settlers.
The variety of climates permits cultivation of around 60 different kinds of agricultural
products. Because of the dependence on rainfall, however, crops are grown using traditional
low-risk, low-input methods. Agricultural productivity is reasonably high when compared to
other neighbouring countries.
Fruit trees represent more than 60% of the harvested land, followed by field crops and
vegetables. Olive cultivation is the backbone of West Bank agriculture, accounting for
some 75% of the area planted with trees and 50% of cultivated land. Local production
exceeds consumption and both oil and olives are exported. Olive production, which
follows a 2-year cycle, contributes around 15% of total agricultural output and about 20%
of exports. The olive sector is particularly important for women and rural employment.
The last two decades have witnessed a major shift in Palestinian agriculture towards the
cultivation of vegetables. This was more profound in the Gaza Strip, where the value
of vegetable production now accounts for 50% of the total value of agricultural output,
compared to 11% in the late seventies.
Livestock and fishing account for almost half of agricultural production in the West
Bank, and around a third of that in Gaza. With the exception of red meat, local
demand is currently satisfied by local production. Fisheries are important to the
economy of the Gaza Strip, but their future depends on the removal of restrictions
imposed by Israel on the area allowed for fishing and on negotiating an agreement
with the Egyptian Government allowing Palestinian fishermen access to Egyptian
territorial waters off north Sinai.
1 10 dunums = 1 hectare
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3. The Investment Environment
3.1 Market Size and Access

Environment

The Palestinian market is not large, with
a population of 3.8 million people, but is
strategically located as a gateway between three
continents – Europe, Asia and Africa. Income
levels increased during the second half of the
1990s and reached US$1,612 per capita in 1999.
The outbreak of the Second Intifada in 2000
led to a 26% drop in GDP per capita, but
the economic situation has partly recovered
during the past three years, and GDP per capita
equalled US$1,113 in 2007. The latest available data on GDP by expenditure reveal that final
consumption in the WBGS (excluding Jerusalem) reached US$6.07 billion in 2006, which is
higher than its pre-Intifada level (US$5.5 billion). Meanwhile, investment equalled US$0.79
billion, which is 58% lower than in 1999.
Approximately two thirds of consumption and investment were financed by domestic
production and the remaining third was served by foreign production (imports). Palestinian
net imports amounted to US$2.7 billion in 20061.
Local Palestinian demand, as well as the labour force, is expected to grow substantially over
the next decades as more than half of the Palestinian population is currently below the age
of 18. Young people and children are important market segments for local and international
businesses, and they also constitute the human capital base on which Palestine will build its
future competitiveness.
The cultural and linguistic skills of the Palestinian people facilitate the access of foreign investors
to the local market. The main language spoken among Palestinians is Arabic, a language shared
with over 300 million people in 22 countries. English is widely used in business, universities and
government. In addition, knowledge of Hebrew, French and German is relatively common.
1 PMA, Twelfth Annual Report, 2006
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The Palestinian people maintain strong social and economic networks both inside and
outside Palestine. The presence of almost five million Palestinians abroad, in addition to
the approximately 1.4 million Palestinians living in Israel, constitutes an important source
of support for the development of the occupied Palestinian Territory. These diaspora
communities can contribute to building Palestinian competitiveness by providing human and
financial capital and links to international markets.

Environment

The Israeli occupation of the WBGS has complicated movement and access within the
Palestinian Territory, to Israel itself, and with respect to third countries. Israel controls
all Palestinian borders, including the airspace and the Gaza coastline. An agreement on
movement and access was signed on the 15th November 2005 between Israel and the PNA,
following international pressure to improve trade and personal mobility in the WBGS. The
agreement discusses the re-opening of the Gaza airport, the resumed construction of the
seaport, and a passage between the Gaza Strip and the West Bank1.
Thanks to the numerous trade and cooperation agreements signed between the PNA and
third countries, there is a large potential for Palestinian access to regional and international
markets. The PNA has concluded free trade agreements with the European Union, the
European Free Trade Association (EFTA), the US, Canada and Turkey. In addition, the PNA
has signed agreements regulating trade relations and cooperation with Russia, Jordan, Egypt,
Saudi Arabia, United Arab Emirates, Yemen, Morocco, Tunisia and other Arab countries.
Palestinian economic and trade relations with Israel are regulated in the Paris Protocol of
1994, which in principle stipulates a customs and monetary union between the two sides (see
also the sections on trade and the regulatory framework).

3.2 Foreign Trade
Israeli occupation policies, including its control over Palestinian borders, have stifled the
development of Palestinian foreign trade. Exports and imports were particularly hard hit by
the outbreak of the Intifada in 2000 and the ensuing closures. Between 1999 and 2002, exports
and imports of goods and services declined by 60% and 47% respectively. Palestinian exports
decreased from $763 million in 1999 to $306 million in 2002, while imports dropped from
$3,712 million to $1,977 million (See Figure 2)2.
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1 Agreement on Movement and Access of 15 November 2005, obtained from http://www.nad-plo.org/palisraeli/roadagree/
Agreement%20Access.pdf.
2 PCBS, Foreign trade statistics, various issues and Ministry of Finance unpublished data, 2004.

The World Bank identifies three reasons for the reduction in exports: increased transportation
costs resulting from closures, making Palestinian products less competitive; foreign purchasers
switch to more reliable sources of supply due to production and shipping interruptions; and
Palestinian producers shifting towards domestic markets1.

Environment

However, trade indicators have recovered considerably since 2002. Data for 2006 from
the PCBS indicate that total Palestinian imports (goods) amounted to $2.8 billion, while
Palestinian exports (goods) reached $339 million2. Palestine has a great opportunity to export
to other countries, particularly thanks to the decision of the Arab League in 2004 enforcing
customs, fees, and tax exemptions on Palestinian products.
Figure 2: Palestinian Foreign Trade 1999-20063
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Source: PCBS, Foreign trade statistics, various issues.

The latest available data on the commodity structure of Palestinian trade show that the three
most important groups of imports are mineral fuels (petroleum, electricity and gas), food and
live animals, and manufactured goods. Together they made up about 64.4% of Palestinian
imports in 2006. As for Palestinian exports in the same year, manufactured goods, especially
1 World Bank, West Bank and Gaza Update, November 2005.
2 For more on balance of payment see table (A5) in Annex.
3 PCBS, Palestinian foreign trade statistics 1999-2006, published and unpublished data.
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stone and marble, accounted for 36%. Miscellaneous manufactured articles and food and live
animals rank second and third, with 19.3% and 12.5% respectively1.
Israel is the main trading partner of the Palestinians. Trade with Israel made up 72% of total
Palestinian exports and import in 2005. Palestinian net imports from Israel represented 68%
of the total trade deficit of the PNA in that year, which amounted to 52% of GDP. The
deficit is covered mainly by external assistance and worker’s remittances2.

Environment

Palestinian economic and trade relations with Israel are regulated in the Paris Protocol of
1994, which in principle preserved the Israeli-imposed customs and monetary unions. The
Protocol stipulates that Palestinian products are not subject to export restrictions and that
trade to and from the WBGS should have free access to, and equal treatment at, Israeli ports
of entry and exit (except for security measures).
Israeli regulations on customs, purchase taxes and quality standards apply to Palestinian
imports, with the exception of some goods listed in the Protocol (lists A1, A2 and B). As
the external tariff is set by Israel without regard to Palestinian comparative advantage, the
effective rate is much higher on Palestinian imports than on Israel’s (16.6% compared to
11%), due to the different types of goods imported by the WBGS3.
Nevertheless, the agreement has also brought certain advantages for the Palestinian economy,
as recent Israeli trade liberalisation policies have enabled liberalisation for Palestinian imports
as well, at a level inherent in World Trade Organisation (WTO) membership4.
Seeking to expand and diversify its trading base, the PNA has concluded free trade agreements
with several important countries and economic entities, including the European Union,
EFTA, the US, Canada and Turkey. In addition, the PNA has signed agreements regulating
trade relations and cooperation with a number of other countries5:
* The trade agreement with Russia grants ‘Most Favoured Nation’ treatment for Palestinian
products in Russian markets and vice versa.
* With Jordan and Egypt, the PNA has trade agreements giving bilateral duty-free status and
reduced duties to certain products.
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1
2
3
4
5

PCBS, Palestinian Foreign Trade Statistics, various issues.
PCBS, Statistical Abstract of Palestine No. 8.
World Bank, Long-Term Policy Options for the Palestinian Economy, 2002.
Israel has been a member of GATT/WTO since 1962.
Economic Agreements, PNA Ministry of National Economy website, 2004, accessed 22/01/2006.

* The Arab Summit of Heads of State decided in 2001 to grant Palestinian products dutyfree access to all Arab states. This decision has been partially implemented in Saudi Arabia,
United Arab Emirates, Jordan, and Yemen.
* The PNA has signed cooperation agreements with the governments of Morocco and
Tunisia in different fields.

3.3 Infrastructure and Utilities
Environment

Before the establishment of the PNA,
Palestinian infrastructure suffered from
continuous under-investment (less than
1% of GDP) and very little maintenance.
After 1994, the PNA and the donor
community focussed their efforts on
infrastructure development, and spent an
annual average of $250 million between
1995 and 2000 to rehabilitate electricity,
road, water and waste-disposal networks.
Meanwhile, the private sector contributed
by investing in electricity generation and
telecommunications.
The violence that erupted in 2000 resulted in a physical capital loss of around $3.5 billion,
as a result of the destruction of private and public infrastructure and capital stock, and the
overuse of surviving physical capital1. However, considerable progress has since been made
in extending infrastructure services and rehabilitating distribution networks, and the priority
attached to sector by the PNA is evident in the recent Reform and Development Plan (PRDP),
which earmarks over $400m of public funds to the sector over three years (see Annex).
The PNA has also focussed on developing the institutional and legal framework. Several
Credible public and private-sector institutions have been established in a relatively short
space of time, including the Palestinian Energy Authority, the Palestinian Water Authority,
PALTEL, Pal-Cell/Jawwal, and the Palestine Electricity Company. New laws have been
enacted for telecommunications and water, and an electricity law has been drafted.
1 UNCTAD, Report on UNCTAD’s Assistance to the Palestinian People, 2005.

51

3.3.1 Telecommunications and IT
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In 2006, about 50.8% of households in the Palestinian Territory had a fixed telephone line, 81%
had at least one member with a mobile phone, 32.8% owned a computer, and 15.9% had internet at
home118. Until the mid-nineties, the Palestinian Territory lagged behind all neighbouring countries
in terms of telecommunications infrastructure. Since the establishment of PALTEL in 1995,
however, the number of fixed-line telephones has increased considerably and PALTEL has played
a major role in preparing the Palestinian communications infrastructure for integration into global
networks. Table 6 illustrates other IT indicators compared to neighbouring countries. The table
shows that while the number of telephone lines per 100 people in Palestine is less than the number
in some of the neighbouring countries, mobile phones per every 100 people is the highest. Two
points are worth mentioning in this regard. First, this is the case while there is only one mobile
operator in Palestine. Second, this relatively high number is probably due to the ongoing changes
in day-to-day political events, road blocks with families regularly unable to reach each other.

Table 6: Telecommunications in the West Bank and Gaza Strip Compared
to Neighbouring Countries in 2005
Telephone main lines per 100 people

Mobile phones per 100 people

WBGS

9.43

29.57

Egypt

14.04

18.41

Jordan

11.00

28.41

Lebanon

27.68

27.68

Syria

15.24

15.49

Source: ESCWA, Statistical Abstract of the ESCWA Region, issue 26

Between 1998 and 2006, the number of telephone lines more than doubled to approximately
321,999 in 2006. Moreover, Pal-Cell (Jawwal) was established to provide mobile phone
services and counted 821,800 subscribers by 2006, compared to a mere 22,500 in 19992.
Internet Service Providers (ISPs) offer Palestinians a wide range of IT services and web
access through dial-up connections, leased lines or ADSL. Some providers also offer special
business packages, including email addresses and domain name registration3.
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1 18 PCBS, Computer, Internet and Mobile Phone Survey, October 2004.
2 PCBS, Main indicators of Transportation and Communication in the Palestinian Territory, 2004, and PASSIA Yearbook 2006.
3 See for instance Palnet Ltd. at http://www.palnet.com.

3.3.2 Energy
Almost all Palestinian households (99.5%) are connected
to the public electricity network1. The bulk of the
electricity supply is still provided by Israel, with only 17%
of Palestinian demand met through a local power plant.
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The private Palestine Electricity Company was established
in 2001 and started operating its 140 megawatt generation
plant in Gaza in 2002, ending more than 35 years of Israeli
monopoly over the WBGS power supply. There is still a need
for further investment in the electricity transmission system,
however, as system losses are estimated to reach 20%2.
Other sources of energy include solar heaters, used by 69.2% of Palestinian households
(63.8% in the West Bank and 79.7% in the Gaza Strip), and Liquefied Petroleum Gas (LPG),
used for cooking by 98.8% of households3.

3.3.3 Roads
The combined length of the road network in the WBGS is 5,147 kilometres, covering an area
of 109 km². Of the total length, 10.4% are main roads, 8.5% are district roads, 66.5% local
and access roads, and 14.8% bypass roads4.

3.3.4 Airport and Seaport
The Gaza International Airport was established in
1998 after a long delay caused by Israeli objections. The
airport operated limited flights to Amman, Cyprus and
Cairo, but following the Intifada of September 2000 the
Israeli army closed the airport, damaged the few planes
owned by Palestinian Airlines, and ploughed up the
airport’s runway.
1
2
3
4

PCBS, Household Energy Indicators, July 2006.
This section builds on data from the World Bank, West Bank and Gaza Update, November 2004.
PCBS, Household Energy Indicators, July 2006.
PCBS, Land Use Statistics 2004.
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The Israeli policy towards the establishment of the Gaza seaport was very similar. In 1999,
again after a considerable delay, the PNA started establishing a seaport south of Gaza City
with European financing. The seaport is designed to handle large vessels of 50-70 thousand
deadweight tons, which would enable the port to become a major trans-shipment facility.
The first construction phase was to be concluded in 2001, but work came to a complete halt
in September 2000.
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The Israeli disengagement from the Gaza Strip in 2005 generated expectations of repairing
and re-opening the airport and continuing construction of the seaport. The Agreement on
Movement and Access of 15 November, 2005 between the Government of Israel and the
PNA stipulated that the construction of a seaport could resume and that the parties would
establish a US-led committee to work out security and other relevant arrangements for the
port. As for the airport, no decisions were made, but discussions will continue on the issues
of security arrangements, construction and operation1.

3.4 The Financial Sector
3.4.1 Banking and Insurance
The establishment of the PNA, and the
subsequent establishment of the Palestine
Monetary Authority (PMA) in 1994, led
to a surge in financial-sector activity. The
number of banks increased from 3 banks2
with 13 branches in 1993 to 22 banks with
162 branches at the end of 20073. Palestinian
banks represent 50% of the number of
banks and 52% of the branches and offices.
There are also 8 Jordanian, 2 Egyptian and
one international bank – HSBC – operating
in the WBGS4.
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1 Agreement on Movement and Access of 15 November 2005, obtained from http://www.nad-plo.org/palisraeli/roadagree/
Agreement%20Access.pdf.
2 The three banks are the Bank of Palestine, the Cairo-Amman Bank and the Israeli Mercantile Discount Bank.
3 Palestine Monetary Authority, unpublished statistics, 2007.
4 Palestinian Monetary Authority, The Palestinian Banking System, http://www.pma.gov.ps accessed 6/2/2006.

Palestine does not yet have its own national currency,1 but three different currencies are used
extensively– the New Israeli Shekel (NIS), the US Dollar and the Jordanian Dinar (JD). Bank
deposits and withdrawals can be made in all of these currencies.
Private deposits grew from less than US$150 million prior to 1993 to US$3.51 billion in
September 20002. This declined considerably during the first period of the Intifada, but
recovered to reach US$5.15 billion at the end of 20073.

Environment

After September 2000, banks increased their liquidity ratios (with 42% of assets held in
foreign banks) at the expense of lending to the Palestinian private sector. Bank credit to the
private sector declined from US$1.06 billion in September 2000 to its low point of US$737
million in March 2003. Credit facilities have since resumed an upward trend, and grew to
US$1.9 billion at the end of April 20074. However, at around 69.5% of GDP for 2006, credit
to the private sector is still very low relative to other countries in the region.
The number of financial and insurance establishments in the WBGS (excluding Jerusalem)
became 47 in 2006. Besides the 22 banks, there were 9 insurance companies and 16 other
financial institutions in 2006. The value added by these companies was US$254.6 million in
the same year, which is 46% higher than in 20045.
Insurance companies provide a very limited range of services, relying mainly on car
insurance (80-85% of annual premiums), which has profit margins too thin to permit capital
accumulation. This is a major reason for the financial instability and under-capitalisation
(almost insolvency) of the sector. As a result, insurance industry investment of premiums
and reserves, which represents a major source for mobilising capital in a developed economy,
is insignificant.

3.4.2 Stock Exchange6
In 2005, the Palestine Securities Exchange (PSE) was the best performing stock
exchange in the world, as the Al-Quds (Jerusalem) Index of 12 leading shares rose by an
1
2
3
4
5
6

For more information see: Cobham, David, “Alternative currency arrangements for a new Palestinian state”, 2005
World Bank, West Bank and Gaza Update, November 2005.
Palestine Monetary Authority, Statistical Bulletin, 2007.
Palestine Monetary Authority, Statistical Bulletin Issue 107, May 2007.
PCBS, Financial and Insurance Surveys, 2006.
Palestine Securities Exchange, trading activity statistics 1999-2005 and News Bulletin 24/01/2006, http://www.p-s-e.com.
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incredible 306.6%. This impressive performance materialised despite ongoing political
conflict and instability, and reveals that investors perceive that there are promising
investment opportunities in the enterprises listed on the PSE and that these companies
are in a good position.
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A total of 35 companies have been approved for listing on the PSE so far, spanning
a wide range of sectors including pharmaceuticals, utilities, telecommunications and
financial services, and more are expected to be listed soon as the Securities Law and
the Capital Markets Authority strengthen the legal framework of securities exchange
in Palestine.
In 2007, data show that the Al-Quds Index decreased to 527.3 compared to 605.0 in 2006,
but trading volume increased from 222 million shares in 2006 to 299 million shares during
2007 (See Figure 3).
Figure 3: PSE Trading Volume 1997-2007
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Source: Palestine Securities Exchange, statistics on trading activity 1999-2005 and News Bulletin 24/01/2006, http://www.p-s-e.com

56

The value of shares traded during 2007 reached $813 million, which is less the value previously
traded on the PSE in 2006 (See Figure 4). Meanwhile, market capitalisation decreased to $2.5
billion, which is $200m less than in 2006 (See Figure 5).

Figure 4: PSE Trading Value 1997-2007
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Source: Palestine Securities Exchange, statistics on trading activity 1999-2005 and News Bulletin 24/01/2006, http://www.p-s-e.com

Figure 5: PSE Market Capitalisation 1997-2007
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3.5 Human Resources

Environment

The most impressive asset of the Palestinian
economy is its human resources. Palestinians are
well-educated, and have managed to sustain a strong
commitment to education throughout several
decades of conflict. It seems that the usurping
of Palestinian resources and wealth (land, water
and other assets) and long periods of political
instability have directed the Palestinian people to
invest in human beings through education.
The level of education of the Palestinian population is the highest in the whole region, with the
exception of Israel (see Table 7 below). In the UNDP Education Index, based on literacy and
gross enrolment in primary, secondary and tertiary education, the Palestinian Territory scores
0.89 compared to an average level of 0.69 for Arab States, 0.84 for Middle Income Countries,
and 0.75 for the world1. The illiteracy rate among the Palestinian adult population is declining
steadily and equalled 6.5% in 2006, compared to 10.8% in 2000 and 15.7% in 19952.
Table 7: A Regional Comparison of Education Levels3
Country
Israel

Literacy rate (%
aged 15 and above)

Combined gross enrolment ratio for primary,
secondary and tertiary schools (%)

Education
Index

97.1

89.6

0.95

Palestinian Territories

92.4

82.4

0.89

Jordan

91.1

78.1

0.87

-

84.6

0.87

80.8

64.8

0.76

Lebanon
Syria
Egypt

71.4

76.9

0.73

Arab States

70.3

65.5

0.69

Middle-Income Countries

89.9

73.3

0.84

World

78.6

67.8

0.75

Source: UNDP, Human Development Report 2007.
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1 UNDP, Human Development Report 2007, http://hdr.undp.org
2 Palestinian Central Bureau of Statistics (2006) Education Indicators, http://www.pcbs.gov.ps.
3 Data refer to national literacy estimates from censuses or surveys between 1995 and 2005.

Statistics for 2006 show that 27.4% of the labour force had completed more than 12 years of
education, 31.3% had finished 10-12 years, and 24.5% had completed 7-9 years of schooling1.
Such figures indicate that the Palestinian labour force has sufficient skills to develop new,
knowledge-intensive industries that depend on modern technology.
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Students in basic and secondary education (0-12 years of schooling) number 1,104,208 in
the academic year of 2007/2008, divided almost equally between males and females. 70% of
these students receive their education in government schools, 23% in schools administered
by UNRWA (the United Nations Relief and Works Agency) and 7% in private schools2.
There are on average 25.7 pupils per teacher and 34 pupils per class in these institutions,
although the rates are lower in private and governmental schools3.
The number of higher education institutions in the WBGS amounts to 43, divided into 11
universities, 13 university colleges and 19 community colleges (up to diploma level). In the
academic year of 2006/2007 a total of 119,054 students were enrolled in these institutions,
of whom 53.7% were female. About 25% of the students studied Social Sciences, Business
and Law as their main programme and 28% focused on Education. Meanwhile, 18% were
enrolled in Humanities and Arts and 11.3% in Science courses4.
7,002 students were enrolled in vocational training schools in 2007. According to the latest
survey by the ministry of Education and Higher education at the end of 20065, there were a
total of 90 private and governmental vocational institutions in the Palestinian Territory: 66
commercial, 14 industrial, 7 religious, 2 agricultural and one hotel-oriented school.
The above-mentioned educational achievements represent a potential asset for future
economic development rather than a real resource already optimally utilised. The restrictive
economic environment since 1967 has subjected the Palestinian labour force development to
several constraints on growth and productivity.
Lately, the natural growth of the labour force has significantly outpaced the growth of
employment opportunities. This compelled many to seek work outside the Palestinian Territory,
forced others into prolonged unemployment and underemployment, and encouraged some
to leave the labour market altogether. In spite of this, the possibility of reactivating this
underused pool of manpower represents a promising opportunity for the establishment of
labour-intensive and knowledge-based industries in Palestine.
1
2
3
4
5

PCBS (2005) Labour Force Annual Report 2006.
Ministry of Education and Higher Education, General Education Statistics 2007-2008
PCBS (2007/2008).
Ministry of Education and Higher Education, Higher Education Statistics 2006-2007.
Ministry of Education and Higher Education, General Education Statistics 2005-2006.

59

There are also considerable resources and accumulated experience available in Palestinian
expatriate communities over the world. The presence of almost five million Palestinians
abroad1 constitutes an important economic asset that is expected to serve as a source of
human and financial capital, technology transfer, research and development, and as a tool to
access international export markets and attract foreign investment to Palestine.
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Palestinian society exhibits advantages in many fields required for the development of a
competitive, globalised and knowledge-based economy. Its human capital base is characterised by
a high level of education, abundant and relatively skilled labour, well-developed entrepreneurial
capacity, good language skills and strong social and economic networks – both inside and outside
Palestine. These features open up a range of possibilities for investment in the WBGS.

3.6 Prices
Inflation in Palestine is comparable to rates in Western countries, and significantly below the
MENA region average. In 2007 the Consumer Price Index (CPI) rose by 2.7%, mainly due
to the increase in the prices of beverages and tobacco by 5.23%, food items by 4.75%, and
miscellaneous goods and services by 3.15%.
Yearly CPI Numbers and Percent Changes by Major Groups of Expenditure, 2005-2007
Major Expenditure Groups
Food

Change
Change
Change
Average Average Average
2004-2005 2005-2006 2006-2007
2005
2006
2007
(%)
(%)
(%)
137.29

143.95

150.79

4.86

4.75

Beverages and tobacco

162.72

168.06

176.85

5.60

3.29

5.23

Textiles, clothing and footwear

129.46

130.28

129.30

1.63

0.64

-0.75

Housing

158.42

163.60

166.24

4.23

3.27

1.61

Furniture, household goods & services

129.00

130.81

131.32

2.85

1.40

0.39

Transport and communications

189.54

200.10

202.52

2.54

5.57

1.21

Education

135.47

137.57

138.26

1.07

1.55

0.50

Medical care

148.67

150.91

150.81

2.60

1.51

-0.06

Recreational, cultural goods & services

93.90

93.01

91.40

-1.40

-0.96

-1.72

Miscellaneous goods and services

156.54

165.32

170.53

5.30

5.60

3.15

All items of consumer price index

146.79

152.31

156.41

3.47

3.76

2.69

(Base Year 1996=100)
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3.77

1 Not including the approximately 1.4 million Palestinians living in Israel.

3.7 Taxation
A major component of the Palestinian reconstruction and development programme is an
overhaul of all laws and regulations related to economic activities, and a top priority is a
comprehensive reform of the tax system. The centrality of this issue stems from the fact that
the system imposed by the Israeli occupation authority was neither efficient nor equitable.
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To give one example, at the time of the PNA was established (1994), the Palestinian income
tax had eight brackets, with 48% as the highest marginal rate, compared with rich countries
like the US and Canada that have three brackets and a top marginal rate of 33%. VAT was
also set at the high rate of 17%, which was the rate for Israel, whose income per capita was
more than 11 times that of the Palestinian territory.
The system was quite regressive due to the fact that the majority of taxes (67%) were raised
from VAT, which is a proportional tax and thus inherently regressive. The tax reform
program, which was discussed at length by officials of the Ministry of Finance (MOF) and
representatives of all branches of the private sector, was guided by the following principals:
* Broaden the base of all taxes and reduce their rates.
* Apply the same income tax rate to all business establishments, including partnership and
state-owned companies.
* Integrate personal and company income taxes by aligning the single company tax rate with
the top bracket of personal taxation.
* Adopt a unified treatment of income subject to taxation from agriculture in the WBGS so
as to emphasise the universal basis of income tax.
* Increase the reliance on wealth tax by restructuring the property tax system and introduce
consumption taxes.
The PNA has succeeded in implementing parts of the reform agenda, especially those
related to the objective of strengthening efficiency, and adopted a new income tax law
and reduced the VAT rate. Further reforms are still needed to strengthen the equity
dimension of the system, and increase its capacity to raise revenue. The following is a
description of the current tax system.
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3.7.1 Income tax
(a) Individuals
Base: The tax is levied on residents on a universal basis (including income from work, craft,
business, profession or vocation, and accruing as salaries or wages, profits, dividends, rent,
and interest). Rates: See Table 8
Table 8: Palestinian Income Tax Schedule
Environment

Yearly Taxable Income (US Dollars)

Rate (%)
Individuals

1-10,000

8

10,001-16,000

12

More than 16,000

16
Companies

Domestic

15

Foreign

16

Source: Income tax law Number 17 for the year 2004.

Deductions: The taxable income is calculated after allowing for the following deductions:
* $3,000 for the resident tax payer.
* $500 for each parent, spouse, and dependent child.
* $2,500 for each dependent enrolled in higher education institute, except those with scholarship.
* A deduction for the rent paid by the taxpayer with a yearly maximum of $2,000.
* A once-in-a-lifetime deduction of $5000 for buying or building a house.
* A deduction for medical expenses paid by the tax payer or his/her dependents provided the
total does not exceed the income subject to tax.
(b) Companies
Base: Corporate profits
Rates: See Table III.6.1.
Exemptions: The Investment Promotion Law adopted in 1998 allows for the following
exemptions:1
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1 Section 3 has a more detailed account of the incentives and exemptions offered to foreign investors.
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* Five years exemption for a project with a paid-up capital between $100,000 and $1 million.
Additional eight years of paying a tax rate of just 8% on net profit.
* Five years exemption for a project with a paid-up capital between $1 million and $5 million.
Additional twelve years of paying a tax rate of just 10% on net profit.
* Five years exemption for a project with paid-up capital of more than five million dollars.
Additional sixteen years of paying a tax rate of just 10% on net profit.
* A special exemption may be granted to certain projects by the Cabinet of Ministers,
upon the recommendations of the Palestinian Higher Agency for the Encouragement
of Investment (PHAEI), depending on their nature and the priorities of the Palestinian
development program.
Future Amendments
On 31 December 2007, the Palestinian Cabinet approved major amendments to the income
tax law. The planned measures will include alterations to both the personal income tax and
the corporation tax rates. The changes for personal income tax would include:
* Increasing the basic threshold of tax-free income from $3,000 per annum to $7,200
* Raising the top tax bracket limit from $16k to $20k p.a.
* Reducing the rates as following:
> Basic rate from 8% to 5%
> Middle rate from 12% to 10%
> Top rate from 16% to 15%
For companies, the amendments would include the following:
* Reducing the rate paid by businesses from 16% to 15%.
* ncreasing deductibles :
> Training - 1% of gross income or $100k
> Research and Development – 1% of gross income or $100k
> Investment in meeting quality standards – 1% of gross income or $100k
The law was signed by the President at the end of March 2008, and is awaiting being gazetted
in order to come into force.
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3.7.2 Property Taxes
(a) Buildings and non-farmed Land
Base: Buildings and land within municipalities.
Rates: 17% of the net annual value (net value = gross value minus 20% depreciation)
Base: Buildings and land outside municipalities.
Rates: 10% of the net annual value.
Environment

(b) Farm land tax
Base: All land planted with fruits and vegetables.
Rates: Varies from year to year and according to crop.

3.7.3 Taxes on Domestic Goods and Services
(a) Value Added Tax
Base: All domestically-produced goods and services (after deductions of purchases of
intermediate goods)
Rates: 16% except for zero rate on exported goods, tourist services and fruits and
vegetables.

(b) Purchase Tax

Base: On all the wholesale prices of consumer goods, and several raw materials and processed
goods.
See Table 9 for the rates.
Table 9: Purchase Tax for Selected Goods
Item
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Rate (%)

Cigarettes

62% of the consumer price before VAT+
66.20 NIS for every 1000 cigarettes

Alcohol

32%, 66%, 72%, 127.2% or 192% (according to alcohol content)

Cars

75%

Electric Equipment

10%, 15% and 45%

Source: Palestinian Ministry of Finance

Exemptions: Conditional exemptions apply to certain products in the education, health,
industry and agriculture sectors.
(c) Fuel Tax
Base: A specific rate for 1,000 liters updated every three months, according to the rise in
consumer prices.
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Rates:
Gasoline: $489.73
Diesel oil: $223.23
Kerosene: $223.23

3.7.4 Taxes on International Trade
(a) Custom duties
Base: On the c.i.f. value of
imports.
Rates: From 0 to 340% for
food, animal and agriculture
products, and from 0 to 22%
for all other products.
(b) Purchase tax
Base: c.i.f. value of imports +
customs + TAMA1
Rates: 5-200%
(c) Value added tax
Base: All imported goods.
Rates: 16%.
1 TAMA is a calculation procedure that reflects domestic wholesale prices as the basis of valuation.
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4. The Regulatory Framework
The legal framework for foreign investment in Palestine is based on the Investment Promotion
Law, as amended in 1998. However, several other amendments were added in 2005 and are
awaiting the PLC approval. Such amendments aim to keep the law up to date and provide
more incentives to foreign investors.
The law provides for non-discriminatory treatment, protection against expropriation, and
repatriation guarantees. In addition, the law provides incentives for investors in the form of
tax and customs exemptions which are granted automatically upon the fulfilment of certain
conditions (see section 3.6). This section provides a brief summary of the main aspects of
the legal system relevant for foreign investment in Palestine.
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4.1 Institutional Framework
At present, companies may be registered under Companies Law No 12 for 1964, applicable in
the West Bank, and the Companies law of 1929 applicable in Gaza. However, a new Palestinian
company law has been drafted and is awaiting approval. The new legislation aims to provide
a modern and unified framework for companies across the Palestinian Territory, and closely
follows the Jordanian model, incorporating revisions made in Jordan in 1997 and 2003.
All business entities registered in Palestine must be registered with the Companies’ Registrar
either in the West Bank or Gaza. Presently businesses in the West Bank and Gaza are registered
with the Ministry of National Economy.
According to the company laws, there are three different types of companies which may be
incorporated.
* General Partnership
The liability of each partner in a general partnership is unlimited. All partners are personally
responsible for the liabilities of the partnership. The name of at least one of the partners
must be included in the title of the General Partnership.
* Limited Partnership
Limited Partnership includes two different types of partners: general and limited. A limited
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partnership must have at least one general partner who is personally responsible for the
liabilities of the company. There is also at least one limited partner whose liability is limited
to the amount of the capital.
* Local Companies (Limited Liability Company and Public Liability)
LLC companies are the form of business that most investors prefer to use for the purposes
of conducting commercial affairs. The procedures that have to be followed in Palestine to
register this form of company are as follows:
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1. Obtain temporary copy of certificate of registration from the Ministry.
2. Deposit initial capital, which is 25% of the capital plus official bank fees (1/1000 of
stated capital).
3. Obtain signature of the required documents by a local lawyer.
4. Register with the commercial Registry.
5. Pay registration fee.
6. Register for income and VAT.
7. Register with Chamber of Commerce.
8. Obtain business license from the Municipality.
9. Obtain and legalise special company books1.
Foreign companies and representative offices may do business in Palestine provided that
they register with the Companies’ Registrar and file their Memorandum and Articles of
Association and other relevant information.

4.2 Legal Protection
Commercial disputes are resolved by way
of conciliation, mediation or arbitration.
Arbitration in Palestine is governed by the Law
No. (3) of 2000. The law sets out the basis for
court recognition, and enforcement of awards.
As a general rule, every dispute may be referred
to arbitration by the agreement of the parties,
unless prohibited by the law.
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1 Section 5 gives a more detailed account of the procedure for setting up a business in Palestine.

Article 4 of the law states that certain disputes cannot be referred to arbitration, including
those involving marital status, public order issues in Palestine, and cases where no conciliation
is permitted. In the event that parties do not agree on the formation of the arbitration panel,
each party shall choose an arbitrator and arbitrators shall choose a casting arbitrator unless
the parties agree to proceed otherwise.
Judgments made in other countries that need to be enforced in Palestine are honoured in
Palestine according to the prevailing law in the West Bank, mainly Jordanian Law No 8 of
1952. The law covers many issues in relation to the enforcement of foreign judgments.

4.3 Guarantees and Incentives for Foreign Investors
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The PNA guarantees to all investors the unrestricted transfer of all their financial resources
outside Palestine including the capital, profits, dividends and capital profits, wages and salaries,
interest, debt payments, managements fees, technical assistance, other fees, and compensation
money for cancellation of licenses. Furthermore, Article 22 of the law provides that fixed
assets are given the following exemptions:
a. ‘The project’s fixed assets shall be exempted from customs duties and taxes provided that
they are brought in within a period specified by the Authority’s decision approving the lists
of fixed assets of the project ……’
b. ‘The spare parts imported for the project shall be exempted from customs duties and
taxes, provided that the value of such spare parts does not exceed 15% of the value of the
fixed assets and that they are brought in or used in the project within a period specified by
the Authority …..’
Article 23 of the law provides that the projects approved by the Authority and which have
obtained the licenses required under the law shall be granted the incentives mentioned in this
law in the following manner:
a. Any investment with a value ranging from $100,000 to $1 million shall be granted
an exemption from income tax for a period of five years beginning from the date of
commencement of production or carrying on the activity and shall be subject to income
tax on the net profit at a nominal value of 10% for an additional period of 8 years.
b. Any investment with a value from $1 million to $5 million shall be granted an exemption
from income tax for a period of five years beginning from the date of commencement of
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production or carrying on the activity and shall be subject to income tax on the net profit
at a nominal rate of 10% for an additional period of 12 years.
c. Any investment with value of $5 million and above shall be granted an exemption from
income tax for a period of five years beginning from the date of commencement of
production or carrying on the activity and shall be subject to income tax on the net profit
at a nominal value of 10% for an additional period of 16 years.

4.4 Foreign Trade
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The PNA has signed various
trade treaties with the European
Union (EU), EFTA, US, Canada,
Jordan and Egypt. Licensing is
required for importing goods into
the West Bank and Gaza. The
imported goods should comply
with the health and environmental
standards as set by the Palestinian
Standards Institute (PSI).
It usually takes up to 15 days to
obtain the necessary documents
for imports. Licenses are valid
for a period of six months to a year depending on the product. The documents that are
required for import are as follows:
* Certificate of Incorporation if the importer is a registered company.
* Certificate of Foreign Trade Dealings obtained from the Ministry of National Economy.
* Pro-forma invoice with the estimated value of goods to be imported.
* Import license for items that are on the specified list.
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Applications or licenses are not required for companies exporting from the West Bank and
Gaza, except for certain categories of goods that need to meet specific standards. Exporters
must submit a certificate of origin to the Ministry of National Economy (MONE) for final
approval. The MONE will pre-approve and issue multiple certificates of origins to businesses
that export the same product on a regular basis.

4.5 Banking and Insurance
Banks in Palestine are regulated by law No 2 for the Year 2002, but the PMA has recently
drafted a replacement to this law. Although it is still a work-in-progress, the draft law is expected
to tackle several issues overlooked in the current law such as microfinance institutions, bank
mergers, e-banking and other important aspects.
The law specifies the following conditions that must be fulfilled for the establishment of a
bank:
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* The bank must be incorporated in the form of Joint Stock Company, unless it is a foreign
bank, which must be registered as a foreign company in accordance with the Company
Law.
* The PMA must approve the Memorandum and Articles of Association and all other
management agreements/contracts signed with the manager.
* The applicant must also submit the necessary documents to be approved by the PMA. The
law details guidelines for both internal and external auditing of banks, data obligations to
the PMA, and sets out the guidelines for on-/off-site inspection, penalties, liquidations and
mergers.
The PMA shall decide on the licensing of banking activities within three months and inform
the applicant accordingly. The law also allows for opening foreign branches according to
specific conditions. The law specifies lawful and unlawful banking practices, and allows the
establishment of Islamic banks in accordance with special conditions.
The PMA supervises activities in accordance with the needs of the Palestinian economy. It
issues permits and supervises banks and other financial institutions and ensures compliance
with the banking law. It also has the authority to levy penalties on banks and institutions who
do not comply with the regulations.
The insurance industry is currently regulated in the West Bank and Gaza by the Jordanian
Law No. 5 of 1965 on the supervision of insurance, Law No. 76 of 1965 on insurance
companies in the West Bank, and Laws No. 2 of 1966 and No. 1 of 1967. The types of
insurance available include insurance for air, land and sea, and for movable and immovable
property. Personal insurance is also widely available and extends coverage to life, theft, health,
employees and vehicles.
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4.6 Competition and Intellectual Property
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A draft law on competition is
in the pipeline, which aims at
creating free competition in
the exchange of services and
goods and bans any agreements or arrangements that
may result in restricting or
weakening competition. The
PNA is keen to obtain membership in the different organizations and agreements
concerned with intellectual
property such as the TRIPS1
and the World Intellectual
Property Organization, where
it has held observer status since 2005.
Palestine has developed new draft laws to update its intellectual property laws, but these are
still awaiting PLC discussions. They include the Industrial Property Protection Law, which
emphasizes patent rights and trademarks, and the Copyright and Related Rights Law, which
sets out the nature of copyright and ownership rights.
Currently, intellectual property is governed by the Civil Claims Law of 1933 in Gaza, and
the Commercial Law No. 19 of 1953 and the Patent Law No. 22 of 1953 in the West Bank.
These operate as follows:

4.6.1 Trademarks
Trademarks are governed by Law No 33 of the 1952 in the West Bank and Trademark Law
No. 35 of 1938 in Gaza. The period of initial protection of trademarks is seven years, and
trademarks may be renewed for successive periods of time.
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1 Trade-Related Aspects of Intellectual Property Rights

The law prescribes imprisonment for a maximum period of one year or a fine not exceeding
100 JD for infringement of a registered mark. A foreign company is entitled to register its
trademark in Palestine by giving power of attorney in this regard either to a trademark agent
or to a lawyer. Trademarks are registerable unless they fall within the recognised prohibition,
such as being similar to or identical to an already registered trademark, are likely to lead to
deception of the public, or are contrary to public morality.
It should be noted that trade names are registered in Palestine according to specific procedures
and conditions that are laid out in the Jordanian Trade Names Registration Law No. 30 of
1953, which is still applicable in the West Bank, and Law No 1 of 1929 in Gaza.
In order to register a trademark, four copies of the proposed trademark must be attached
to the application, one of them in colour, along with a copy of the company’s Certificate of
Registration.
Framework

4.6 2 Patents, Drawing and Designs
The Patents and Design Law No. 22 of 1953
is applicable in the West Bank and the Patents
Design Law No 64 of 1947 is applicable in
Gaza. A foreign company is entitled to have a
patent or design registered by giving power of
attorney in this regard to a patent agent or to a
lawyer, with the requisite documents.

4.6.3 Copyright
Copyright in Palestine is governed by the
Copyrights laws of 1911 and 1924. The
protection lasts for a period of 50 years after
the death of the author of the work. The law
also deals with infringements, compulsory
licenses, and many other procedural issues
as well.
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5. Areas of Opportunity
The Palestinian economy is, and has been for a quite a long time, operating below potential.
Once an improvement in the political situation occurs promising peace and stability, the
economy is expected to move rapidly ahead to regain ground lost in the last three decades. At
such a time, it is expected that every sector will grow. This is not just a hopeful proposition,
but a realistic expectation given the way the economy performed during the periods of
relative calm in the 1990s.
Economic activities in every sector responded so rapidly to the partial improvement in the
security situation during this period that GDP was able to grow at rates of over 10 percent.
In addition to investment opportunities offered by growth in the domestic economy, the
Palestinian economy offers foreign investors’ access to major markets with which it has free
trade agreements.

5.1 The Construction Sector

Opportunities

Naturally, any reconstruction programme will
start with building physical infrastructure and
public institutions that were damaged in the
past few years. There are huge opportunities
in rehabilitating the Airport and in the
construction of the Seaport, as well as the
destroyed residential areas in Gaza.
Building hotels, restaurants and recreational sites would be needed to revive the tourism
sector, which was stagnant in the past seven years and only increased in the year 2007. In
addition, building activities for residential homes would increase to accommodate the natural
growth in population, the rehabilitation of the refugee camps, and the expected inflow of
Palestinian returnees. One of the most important might by in the city of Jerusalem, where
numbers show that there is an opportunity for building thousands of residential units.
In the end of 2007, PALTEL Group and ‘Baiti’ real estate Company announced plans for
establishing two new Palestinian cities between Ramallah and Nablus, with an investment of
approximately $900 million, on an area of 4,000 dunums of land. The smaller one built on
1,000 dunums will contain 4,000 residential units housing nearly 25,000 Palestinians.
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5.2 The Agricultural Sector
The early stages of economic recovery are
expected to witness substantial expansion in
the agriculture sector for two main reasons.
The first is due to the expected expansion
in the production of food to accommodate
the expected increase in both income and
population. For certain food items, supply
could increase automatically as unused capacity
is utilised. Supply, however, will be inadequate
for other items, where there is little or no local
production and where shortages are already evident. Investments in such items as wheat, seed
oil and sugar would have very good returns.

Opportunities

The second reason for the expected expansion in the agriculture sector is the very profitable
prospect of regaining the lost share of Palestinian cash crops in foreign markets, including
exports to Israel. The major cash crops are tomatoes, cucumbers, eggplants, beans, peas,
and olive oil. These items continue to be exported to and through Israel, suggesting that
they are competitive and capable of regaining their old share in neighbouring markets
given a suitable investment in export facilities.

5.3 The Manufacturing Sector
Successful expansion of the construction and agriculture sectors will require an expansion of
the manufacturing sector. Construction of infrastructure will increase the demand for building
materials substantially, especially cement, concrete, asphalt, crushed stones, aluminium, and
iron and steel rods. At the same time, expansion in agriculture requires a parallel expansion
in agro-industries as an outlet for agricultural surplus and a supplier of processed food. The
PNA has a great incentive to encourage domestic production to meet this increased demand
so that a shortage of foreign exchange is avoided.
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The manufacturing sector is expected to grow at a rate similar to the overall growth rate
of the economy. There is a great opportunity for investing in stones, textiles, leather,
pharmaceuticals, in addition to agro-industries and building materials industries.

5.4 The Tourism Sector
With an improvement in the security
situation, the tourism industry has the
potential of becoming an important
growth-enhancing sector. In the early
1990s, the World Bank estimated ‘that
given political stability, the Palestinian
tourism industry can expect to receive
between 500,000 and one million
tourists (both religious and recreational) on an annual basis, generating
income in the entire tourism sector of
$250-300 million’1.

Opportunities

Realising this potential, however, requires an effective partnership between the public and
the private sectors. The former has to coordinate with neighbouring countries to establish
a regional framework needed to facilitate the expected increase in the number of foreign
tourists. The latter has to put up the financial resources needed for investment in hotels,
restaurants and places of entertainment. Additional activities may include publishing
pamphlets, and organising trade fairs conferences, festivals and exhibitions.

5.5 The Information and Communication Technology Sector
As described in Section 2.2.3.1, ICT is one of the fastest-growing sectors in the Palestinian
Territory, mainly thanks to private telecommunications services and an innovative software
industry. In fact, the growth rate of this sector averaged an impressive 25–30% annually
before 2000.
The high level of education of the Palestinian human resource pool indicates a potential to
explore knowledge-intensive industries that depend on modern technology. Clusters could be
developed around ICT-based services, including software development, hardware industry,
IT consultancy etc.
1 World Bank: Developing the occupied territories: an investment in peace, Washington D.C., September 1993, Vol.3, para.156, p.44.
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Some specific areas in which the Palestinian people could present a comparative advantage
are translation services and development of software and internet contents adapted to the
Arabic language and the cultural context of Arab and Muslim societies.
The liberalisation of the telecommunication sector presents new investment opportunities.
The exclusive license to operate the landline network granted to PALTEL ended on 15th
November 2006, and in September 2006 the Kuwait-based Wataniya telecommunications
company successfully bid 251 million Jordanian Dinars ($355 million) for the required licence.
Wataniya Palestine, which is 30% owned by the PIF, will build and operate a GSM network,
and has plans to roll out a high-speed 3G network in the future.
The development of the regulatory framework for the ICT sector is also making it more
attractive for investment. Laws are currently being developed to establish a regulatory
authority for the sector and to regulate electronic transactions and signatures.

Opportunities

5.6 The Education and Health Sectors
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The education sector is
one of the sectors with
the most potential for
investment. As mentioned above, Palestinian people value education highly, and private
schools flourish in the
WBGS. Furthermore,
the Palestinian Reform
and Development Plan
(PRDP) presented at
the Donor meeting
in Paris in December
2007 is positively slanted towards education,
emphasizing that it is the major pillar that the Palestinian economy will be built on, and
includes several projects to improve the quality of education in Palestine.

Student enrolment increased by 1.7% during the academic year 2007/2008, which
translates into an annual rate of increase of around 19,000 students1. At the same time,
the number of schools in the Palestinian Territory increased by 78, i.e. 3.3%. Despite
these developments, the two-shift system in schooling - morning and evening - remains
the prevailing phenomenon in the Palestinian Territory. Additionally, a number of schools
and kindergartens continue to operate in rented buildings, which are often unsuitable for
schooling.
Given this situation, and the fact that the public sector is overstretched in terms of
its capacity to invest in educational facilities, there are excellent prospects for private
investment in this sector. Student per classroom and student per teacher ratios are better
in the West Bank than in the Gaza Strip, which is in dire need of further investment in
education. Within the West Bank, the situation is better in the centre and worse in the
north and south.

Opportunities

There were 78 hospitals in the Palestinian Territory in 2006, with a capacity of 5,346
beds. Of these, 24 were public hospitals, while the rest were operated by international
organisations and the private sector. The majority of hospitals are concentrated in the
central region of the West Bank and in Gaza City. This means that there is huge potential
for investment in the health sector in the north and south of the West Bank, as well as
outside Gaza City in the Strip.
Primary healthcare centres increased in the Palestinian Territory from 616 in 2003 to 731 in
2004. However, the continued closure of roads between the various areas in Palestine and
the restrictions in access to big urban centres makes it necessary to have many more primary
health care centres. This opens up the door for further investment in this area.
Because of the lack of many specialisations in health care in the West Bank and
Gaza, many people go abroad for treatment. In 2006, a large percentage of health
care expenditure was allocated for transfers abroad, amounting to approximately $60
million. This represents a great opportunity for investment in tertiary health-care
facilities in the WBGS.
1 All figures in this sector are taken from the Ministry of Health and the Palestinian Central Bureau of Statistics.
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6. How to Start a Business: A Step by Step Guide
Step 1: Obtain a Temporary Copy of Certificate of Registration From the
Ministry of National Economy
The purpose of this temporary registration certificate is to enable the entrepreneur to open
a bank account prior to depositing the initial capital in the bank. No charge levied.

Step 2: Deposit the Initial Capital in the Bank
This normally has to be 25% of initial capital plus official bank fees (1/1000 of stated capital).
Upon payment, a receipt is obtained and supplied back to the Ministry of National Economy.

Step 3: Select a Company Name and Reserve Proposed Name
Once a name is selected the Ministry will check whether the name has been taken by someone
else, and if not will approve it. Fee: $221.

Step 4: Hire a Local Lawyer to Sign the Company Documents
Although it is recommended to hire a lawyer for the drafting of the articles, it is not required.
The documents must, however, be signed by a lawyer once drafted. Fees charged range
between $200 and $3,000. For example, a company starting up with $11,000 would be charged
around $500-700.

Start a Business

Step 5: Register With the Commercial Registry
Documents required include:
1. Articles of association
2. By-laws
3. Copies of shareholder identification cards
4. Verified company name
1 The US$ equaled 3.5 NIS and 0.709 JD at the end of March 2008
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The fee to be paid is broken down as follows:
1. Name verification: $22
2. Application fee: $81
3. Signature verification fee (signing before the Company Register: $24 per signature;
minimum two required to form a Ltd or seven to form a Plc).
4. 1/1000 of the stated capital.

Step 6: Payment of Registration Fees
The fees noted in Step 5 have to be paid at a local bank. The fees should be paid upon
submission of the registration documents. The Ministry of National Economy would not
review the application until the fees are paid.

Step 7: Register for Income Tax and VAT
The registration number for income tax and VAT is the same. In most cases, accountants
register the company for tax (over 90% of cases). There is a fee for accountants, which starts
at $400/per annum. However, there are no official fees.

Step 8: Register With Chamber of Commerce
Cost of registration depends on the company’s capital and varies from chamber
to chamber. As a guide, the fees for the Ramallah Chamber of Commerce are as
follows:
•
Start a Business

•
•
•
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Grade Excellent: Companies whose registered capital is over 50,000 JD pay an initial fee
of $140 plus an annual fee of $140.
Grade A: Companies whose registered capital is 15,000 to 50,000 JD pay an initial fee of
$106 plus an annual fee of $106.
Grade B: Companies whose registered capital is 6,000 to 15,000 JD pay an initial fee of
$70 plus an annual fee of $70.
Grade C: Companies whose registered capital is below 6,000 JD pay an initial fee of $35
plus an annual fee of $35.

Step 9: Obtain Business License From Municipality
Normally costs between $120-700.

Step 10: Obtain and Legalise Special Company Books
All corporate and financial records must be legalised by the Companies Controller and
auditors. While this applies to all forms of companies, supervision is more stringent with
respect to public shareholding companies compared to others.

Step 11: Obtain Approval From Fire Department
The cost of this varies according to the area of the business to be registered, but is in the
region of $0.20 / square metre / year. For example, registering 100 m2 in Ramallah costs ILS
80 annually, while 1,000 m2 costs ILS 650.

Start a Business

The cost of registering a company depends on both the company’s capital and type, but is likely
to range between $1,000 and $5,000. The whole process usually takes less than a month, and
is expected to take less than that as soon as PIPA introduces its new procedures.
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7. Annexes
7.1 Supporting Institutions
7.1.1 Ministry of National Economy
The function of the Ministry of Economy is to create an economically-enabling environment for private sector development. This is also expressed in its three strategic
objectives:
* Provide a wide range of high-quality services responsive to private-sector needs.
* Coordinate with the private sector to form a national consensus on economic policy.
* Help expand trade relations between Palestine and other countries.
The Ministry’s operations are organised according to the following departments:
* Policy Analysis and Statistics
* Company Registration and Industrial Licences
* Intellectual Property Rights
* Industry, Trade and Consumer Services
* IT, MIS and Information Services
* International Trade Relations
* Regional Office Management – West Bank
* Regional Office Management – Gaza Strip

Contact:
		
		
		

www.mne.gov.ps
Tel: + 970 2 2981218
Fax: +970 2 2981207
Email: info@met.gov.ps

93

Annexes

These departments provide a long list of important services to the businessmen, investors
and consumers, including trade licences and facilitation, company registration, consumer
protection, information and research.

7.1.2 Palestinian Investment Promotion Agency (PIPA)
PIPA was established in 1998 as an autonomous agency of the PNA, following the
promulgation of the Investment Promotion Law. Its mission is to create and maintain a
competitive investment environment by providing high-quality services and incentives to
foreign and domestic investors, and facilitating cooperation between the private sector and
the government.
The services provided by PIPA include the following:
* Implementing the Investment Promotion Law to stimulate the flow of foreign and domestic
investment in line with national priorities.
* Contributing to expand Palestinian exports and increase the flow of foreign exchange.
* Operating a One-Stop-Shop to assist all investors in licensing their projects, acquiring
permits, obtaining incentives and acquiring income tax exemptions.
* Offering ‘Aftercare Support’ to provide continuous assistance to investors.
* Promoting the transfer of modern technology in all priority sectors.
* Monitoring legal developments and their impact on the private sector.
Contact:
		
		
		

www.pipa.gov.ps
Tel: 02- 2988791/2
Fax: 02- 2988793
E-mail: query@pipa.gov.ps

Annexes

7.1.3 Palestinian Industrial Estates and Free Zones Authority (PIEFZA)
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PIEFZA was established in 1998 as an autonomous agency of the PNA, following the
promulgation of the Industrial Estates and Free Zones Law. The objectives and responsibilities
of the Authority are outlined in this law and include the following:
* Applying and following up the Industrial Estates and Free Zones Law and the Investment
Promotion Law in favour of investors in Palestinian Industrial Estates and Free Zones.
* Preparing, promoting and supervising the development of all Palestinian Industrial Estates
and Free Zones.
* Providing investors with the needed services for a successful business operation.
* Establishing good-quality infrastructure needed to support new investment activities.
* Offering a One-Stop-Shop to facilitate investment procedures and minimise bureaucratic
requirements.

PIEFZA consists of the following departments:
* The Operations and Administration Department
* The Public and International Relations and Marketing Department
* The Artistic Department
* The Financial Affairs Department
* The Information-Technology Department
Contact:
		
		
		

www.piefza.org
Tel: 08-2801028
Fax: 08-2801034
E-mail: info@piefza.org

7.1.4 Palestine Trade Centre (PalTrade)
PalTrade is a national trade development organisation dedicated to improving Palestinian
competitiveness by providing sector-based services to the business community. Over 200
leading Palestinian businesses are members of PalTrade and benefit from the available
services under preferential terms. PalTrade’s main objectives are as follows:
* Advocating a competitive, business-enabling environment.
* Improving trade competitiveness through trade promotion and capacity building.
* Fostering international business practices and standards among firms and business organisations.
* Providing trade-enabling knowledge.

Contact:
		
		
		

www.paltrade.org
Tel: 02-2406383
Fax: 02-2408370
E-mail: info@paltrade.org
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PalTrade is made up of the following four departments:
1. The Trade Development Department supports and develops sector-specific, firm-level trade
services and training programs.
2. The Trade Promotion Department prepares national and international trade exhibitions,
international trade missions, and national and sector-specific marketing activities.
3. The Trade Policy Department deals with trade and market access facilitation, and advocacy
focusing on the needs of specific sectors and the national regulatory environment.
4. The Trade Information Department provides an information centre, trade leads, and other
market information.

7.1.5 Palestinian Federation of Industries (PFI)
The PFI was set up in 1999 to facilitate industrial development as the basis for Palestinian
economic progress. It seeks to achieve this objective by educating, advocating, and communicating
the value of a developed, socially-responsible and globally competitive industry.
The PFI represents a wide range of industrial sectors: stone and marble; construction; metal
and engineering; pharmaceuticals; food and beverages; textiles and leather; plastic and rubber;
wood and furniture; paper, printing and packaging; chemicals; and traditional industries. PFI’s
activities are focused in the following three areas:
1. Information and Communication
a. Collects and disseminates important information to industrial associations and companies,
civil society, government, and international organisations.
b. Establishes and maintains a modern communications infrastructure.
c. Offers services to industrial associations for developing communications programs and tools.
2. Industrial Policy
a. Assists in the drafting of legislation governing the jurisdiction of the PFI and industrial
regulation.
b. Acts as the central depository of industrial policy information and operates the PFI Media
Resource.

Annexes

3. Institutional Development
a. Formulates by-laws for industrial associations according to its strategic vision.
b. Designs an organisational structure appropriate to the needs, activities and functional
requirements of each association.
c. Creates a strategic plan covering the needs, current conditions of each association.
d. Brings industrial associations directly into PFI projects.
e. Provides technical assistance and training in the area of institutional development.
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Contact:
		
		
		

www.pfi.ps
Tel: 02- 2407334
Fax: 02- 2407335
E-mail: info@pfi.ps

7.1.6 Federation of Palestinian Chambers of Commerce,
Industry and Agriculture
The Federation was established in 1989 to represent the Palestinian Chambers of Commerce
and industry. Its membership base includes 14 chambers and nearly half of the operating
businesses in the Palestinian Territory. The Federation’s main task is to strengthen and enhance
the capacity of chambers to cope with the requirements of the global business environment.
The Federation organises its work around different departments providing services to its
members. The most important of these departments are the following:
* The Directorate of Economic Affairs, which consists of two main divisions: the private
sector strategies and policies unit (research & studies, foreign trade and credit & investment)
and a unit proving services & technical assistance to the business community.
* The Information Department prepares and disseminates information on the private
sector needed for the research studies and other documentation, organises training for
the employees of the chambers, disseminates information on local and international trade
fairs, conferences and workshops, and upgrades software applications and the website.
* The Vocational Training Department seeks to upgrade the skills and productivity
of Palestinian workers in order to improve the quality and efficiency of Palestinian
production.
* The Small and Medium Enterprises Department supports the interests of SMEs by
producing specialised studies on the economic and social role of these enterprises, the
problems they face and the type of training and other services that should be provided to
alleviate them.
Contact:
		
		
		

www.pal-chambers.org
Tel: 02-2345236/7
Fax: 02-2344924
E-mail: fbccia.palnet.com

The PSI is a public institution founded in 1994 to facilitate trade and investment in the
Palestinian Territory by meeting the needs of business and industry for metrology,
standards, and quality assessment. It is headquartered in Ramallah and has branches
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7.1.7 Palestine Standards Institute (PSI)

in Gaza, Hebron and Nablus. The PSI seeks to advance citizens’ health and safety
and environmental protection, and is currently developing a new legal framework
for quality infrastructure in Palestine.
The PSI provides a range of services to business start-ups and existing firms seeking to
ensure that they conform to quality standards and specifications, and understand the potential
benefits of doing so. It provides access to national and global standards, accredited testing
facilities, product calibration and certification, and continuous inspection services.
The PSI also provides training in all these different areas, and information on local and
international measurement standards. Finally, the PSI seeks to promote cooperation between
the public, private and academic sectors to encourage investment in the fields of product
examination, measurement, specification and quality.
PSI activities and services are organised according to a number of departments, including
Technical Services, Cooperation and Relations, Standardisation, Quality Certification,
National Measurement, Approval, Media and the Promotion, and Information Systems.
Contact:
		
		
		

www.psi.gov.ps
Tel: 02-2984144/2989650
Fax: 02- 2964433
E-mail: info@psi.gov.ps

7.1.8 Palestinian Businessmen’s Association
The PBA is a non-governmental organisation which was established in 1996 to serve as
a think-tank for the Palestinian business community. It addresses issues of concern to its
members, and to the business community in general, by analysing policies and regulations,
conducting field studies and surveys, providing technical assistance and training aiming to
improve working conditions and managerial practices.
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In addition, the PBA seeks to provide a forum for advocacy, lobbying and discussion of
private sector priorities and concerns, seeking to promote good governance, economical and
social reforms, free trade and democratic values.
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PBA organises and participates actively in conferences, seminars, trade missions, exhibitions

and other activities promoting trade and investment in Palestine and maintaining economic
ties with the Palestinian business communities in the Diaspora. PBS services are directed to
all Palestinian businessmen but give special privileges to PBA members.
Contact:
		
		
		

www.pba-palestine.org/
Tel: 02-2974636/2974637
Fax: 02- 2974004
E-mail: palba@palnet.com

7.1.9 Palestinian Capital Markets Authority (PCMA)
The Capital Markets Authority was established to organise, develop and monitor the capital
market in Palestine, seeking to secure capital stability and growth and to protect the rights
of investors. In order to fulfil these objectives, the authority is responsible for organising
and monitoring the activities and development of non-banking financial institutions and
services, including the securities market, insurance companies, leasing firms, and mortgage
finance enterprises.
The operations of the authority are governed by the Capital Markets Authority Law, and are
divided into the following departments:
1. The Administrative Department:
a. Setting the policies and principles of monitoring, inspecting, and investigating the persons
subject to the provisions of this law.
b. Preparing the rules and regulations relevant to sanctions and dispute resolution.
c. Reviewing and approving licensing requests.
d. Suspending, cancelling or freezing licenses and imposing fines in accordance with the law.

3. The Supervision of Insurance Department supervises and regulates the
activities of the insurance industry. It has also started a rehabilitation programme
for the insurance sector seeking to fix one unified insurance premium and help
solving the problems facing insurance companies.
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2. The Supervision of the Stock Market Department supervises and regulates
the activities within the Palestine Securities Exchange, emphasising disclosure
and transparency.

4. The Supervision on Mortgage and Leasing Department drafts the mortgage and leasing laws.
Contact:
		
		

Tel: 02-2973334/2973562
Fax: 02- 2973563
E-mail: ceo@cma.gov.ps

7.1.10 Palestinian Information Technology Association (PITA)
PITA was founded in early 1999 as a membership-based organisation for locally-registered
companies in the IT sector. The association represents approximately 69 companies from
various sub-sectors including hardware distributors, software development firms, office
automation vendors, Internet service providers, telecommunications, IT consulting, IT
training and related businesses. PITA’s objectives include:
* Advocating business-enabling policies, mechanisms and environment through publicprivate partnerships.
* Promoting the Palestinian IT sector locally and internationally by facilitating access to
markets for the benefit of PITA members.
* Engaging the technical and non-technical IT human resources and related institutions in
order to expand the qualified pool and uphold the level of professional standard.
PITA provides a range of services to its members and the IT community, including business
development services, training programs, IT policy analysis, and preparation of specialised
exhibitions and workshops.
Contact:
		
		
		

www.pita-palestine.org
Tel: 02-2408478
Fax: 02-2408479
E-mail: info@pita.ps
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7.1.11 Palestine Monetary Authority (PMA)
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The PMA was established in 1994 and is Palestine’s equivalent to a national central bank. Since
there is not yet a Palestinian currency, however, the scope of monetary policy is very limited
and the PMA is mainly concerned with regulating banking operations and with supervising
and restructuring the domestic banking sector.

The PMA is also responsible for keeping and administering the PNA reserve of gold and foreign
currencies. Moreover, the PMA has a research and policy unit to follow the economic and financial
developments in the WBGS and to formulate appropriate monetary and banking policies.
The PMA has played an important role in increasing the number of banks and the quality of
banking services in the Palestinian Territory. The number of banks increased from 3 banks
with 13 branches in 1993 to 22 banks with 137 branches at the end of 2005.
Contact:
		
		
		

www.pma.gov.ps
Tel: 02-2407777
Fax: 02-2409922
E-mail: info@pma.gov.ps

7.1.12 The Palestinian Central Bureau of Statistics (PCBS)
The PCBS main function is to provide official and accurate statistics on demographic, social,
economic and environmental conditions and trends to serve the Palestinian community, and to
serve the instrumental needs of businesses and their organizations for statistical information.
The main functions of PCBS include:

Contact:
		
		
		

www.pcbs.gov.ps
Tel: 02-2426340
Fax: 02-2426343
Email: diwan@pcbs.gov.ps
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* Establishing a comprehensive and unified statistical system to serve Palestinian authorities
as an instrument of guidance for diagnosing problems and evaluating progress made.
* Conducting a population and housing census and agriculture census every ten years or less
in accordance with the rules of a special census act issued by the President of the PNA,
and to conduct an Establishment census every five years or less.
* Participating in the international cooperation and exchange of official statistics in accordance with
international standards which guarantee Palestinian membership in international organizations.
* Establishing statistical training centres in order to prepare qualified personnel to carry out the
statistical activities conducted by governmental or non-governmental departments or agencies.
* Creating and maintaining a library of Palestinian and international statistics and an archive
of Palestinian censuses and surveys covering the areas listed.

7.1.13 Other Related Palestinian Ministries
* Ministry of Agriculture		
* Ministry of Finance 			
* Ministry of Interior			
* Ministry of Tourism			

www.moa.gov.ps
www.mof.gov.ps
www.moi.gov.ps
www.visit-palestine.com

7.2 General Profile of Palestine
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7.2.1 Historical Background and Political Framework
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The area west of the Jordan River has been known as Palestine since ancient times. The
Ottomans ruled the area from 1517 until the empire’s defeat in the First World War. After the
war, the territory was entrusted to the United Kingdom under a League of Nations mandate.
The British promised the Jews in Europe to help them establish a national home in Palestine
in the Balfour Declaration of 1917. However, the British had made different promises to the
Arabs of Palestine in return for their support during the First World War.

These conflicting promises resulted in tensions and outbreaks of violence between
the Arab population and an increasing number of Jews who moved to Palestine from
Europe. The Palestinians attempted to assert their identity against the dual challenge
of a colonial administration and increasing Jewish immigration. The culmination of
these efforts was the Palestinian general revolt of 1936-39, which gained widespread
popular support.
In 1947, the UN General Assembly passed Resolution 181, known as the Partition Plan, dividing
Palestine into two separate states. The Palestinians rejected the plan as it gave Jews, who owned
6% of the land, a state that controlled 55% of the country. The Jews proclaimed the State
of Israel on May 15, 1948 and the developments connected to this event are known to the
Palestinians as the ‘Nakba’ (catastrophe).
In the ensuing military conflict of 1948-49, Israel gained control of a larger area than it had
been allocated, totalling 77% of Mandatory Palestine and more than half of the designated
international zone of Jerusalem. The war also forced at least 750,000 Palestinians to leave their
homes. While some of these Palestinians were internally displaced, the majority of them became
refugees, taking refuge in neighbouring Arab countries, especially Jordan, Syria and Lebanon.
In 1964, the Palestinians gained an independent voice by establishing the Palestine Liberation
Organisation (PLO). Following the Arab defeat in the 1967 war and the Israeli occupation
of the West Bank, Gaza Strip and East Jerusalem1, the Palestinians adopted a policy of selfreliance in their resistance against Israeli control of their land. Numerous guerrilla operations
were carried out against Israel by the PLO and other factions.
These raised the influence of the resistance movement among the Palestinians and in the
region, enabling it to press the Arab governments into recognising a separate Palestinian
identity. The PLO’s efforts were formally acknowledged by the Arab League in 1974 when it
recognised the PLO as “the sole legitimate representative of the Palestinian people”.

1 The Gaza Strip had been controlled by Egypt, and the West Bank and East Jerusalem by Jordan, since the 1948-49 war.
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The outbreak of the Palestinian uprising, or Intifada, in 1987 led to a world-wide recognition of
the Palestinians’ plight under the Israeli occupation and their legitimate struggle for freedom
and independence. Consequently, the PLO declared an independent state in November 1988,
and shifted its strategy from armed struggle to pursuing a negotiated solution.

This provided a basis for the US/USSR-sponsored peace initiative in 1991 and paved the way
for mutual recognition by the PLO and Israel in 1993 by the signing of the Declaration of
Principles and the Oslo Accords. In these documents the two sides committed to negotiating
the end of their historical conflict. As specified in the accords, a limited system of Palestinian
self-government was established over parts of the WBGS.
The new arrangement engendered high expectations of improvement for the Palestinian
areas. Self-government was envisaged as setting free the WBGS from the harsh conditions
of the Israeli occupation, and creating a new environment conducive to the expansion of
production and trade. Peace and stability would encourage domestic economic activities,
attract foreign investment, and open the door to regional coordination and integration.
In addition, the international community’s commitment to underwrite part of the cost of
the Palestinian reconstruction programme was seen as supplying much needed capital and
foreign exchange.
Fourteen years of limited self-rule, however, have not lived up to these high expectations.
The continued Israeli confiscation of Palestinian lands and the building of new Jewish
settlements, as well expanding old ones, have created a poisonous atmosphere of strife.
The reversion to the old habits of daily clashes between the Israeli security forces and the
Palestinians protesting Israeli settlements and land policies has suffocated the euphoric mood
that had greeted the signing of the first peace accord. It led to a deterioration of economic
conditions and prevented any serious movement toward reconstruction and development of
the Palestinian economy.
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This untenable situation precipitated the eruption of the Al Aqsa Intifada on 28 September 2000.
This second Palestinian uprising was started by Palestinian youths demonstrating against the
provocative visit of the leader of the Likud party Ariel Sharon to the Haram Al-Sharif (the Noble
Sanctuary) in Jerusalem, accompanied by 1,000 Israeli police. Israel reacted by unleashing its
superior military force, equipped with the most advanced technology, inflicting terrible suffering
on the Palestinians in terms of loss of life and destruction of homes and infrastructure.
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Palestinian militant organisations reacted to this Israeli brutality by attacking Israeli soldiers and
settlers, and by a wave of suicide bomb attacks on Israeli cities, which resulted in the death of
scores of Israeli civilians. This created a vicious circle of escalation from one side and counter
escalation from the other side, culminating at the end of March 2002 with the Israeli Army
reinvading most of the West Bank

Despite all these enormous political problems, including the Israeli closure policy, settlement
construction and, recently, the building of a Separation Wall, the PNA and the Palestinian
people have taken several important steps towards nation-building and economic recovery
(see next section). In the midst of ongoing Intifada and Israeli military closures and incursions,
the PNA has embarked upon an intensified reform and democratisation process, leading the
way in the Arab World towards free elections and good governance.
The reform agenda has included measures to improve the accountability and transparency
of fiscal management as well as a reform of security mechanisms. The Palestinians have also
continued on the road towards democracy by holding both presidential and local municipal
elections during 2005 and parliamentary elections in 2006. Those elections were described by
the foreign observers who monitored them and by the international media as fair, transparent
and democratic.
According to the Palestinian Basic Law which was signed by the President of the PNA in
2002, the structure of the PNA is based on three separate branches of power: executive,
legislative, and judicial. The president of the PNA is directly elected by the Palestinian people.
An amendment to the Basic Law was approved in 2003, stipulating that the president appoint
a prime minister who also heads the national security services. The prime minister chooses a
cabinet of ministers and runs the government, reporting directly to the president.
The Palestinian Legislative Council (PLC) acts as a parliament. It approves all cabinet
positions proposed by the prime minister, and must also confirm the prime minister himself
upon nomination by the president. The amended Election Law of 2005 raised the number
of parliamentary seats from 88 to 132, elected through a mixed electoral system (majority
and proportional representation).

Since the formation of the Emergency Government following the events of June 2007 in
Gaza, ten laws and amendments have been made by presidential decree, including legislation
on money laundering, insurance, and the 2007 and 2008 budgets, while seven others await
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By the end of 2007 more than 100 Palestinian laws related to economic and financial matters,
judicial matters, and social issues, had been passed and signed, while others are awaiting
signature by the President or are still being drafted. Some of these laws are of particular
interest to investors, such as the Investment Promotion Law, the Industrial Zones Law, the
Labour Law and many others.

the President’s signature. However, according to the Palestinian Basic Law, these laws must
be ratified at the first possible meeting of the PLC.
The Judiciary has the power to administer justice by means of its judges and courts. The
Judicial authority is independent and is exercised by the different courts spread across the
Palestinian Territory. Judges are also independent and need not be subject to any authority
other than the authority of law while exercising their duties.
Two laws govern the judiciary in Palestine: the Law of Judicial Organisations No 15 of
2005, and the amended Law of the Formation of Regular Courts No 5 of 2001. Courts in
Palestine are of three types: religious, special and ordinary. Courts include Shari’a Courts,
which adjudicate Muslim personal status matters, and religious courts which adjudicate
matters relating to non-Muslim faiths that are recognised in Palestine.
Special Courts are assigned to look into specific matters, such as the Customs Court,
Juvenile Court, Labour court, Municipality Court and Military Court. Ordinary Courts
are divided mainly into civil and criminal courts. Ordinary courts are hierarchically
divided into Magistrate’s Courts, Courts of First Instance, Courts of Appeal and Courts
of Cassation.

7.2.2 Reconstruction and Economic Development Program

Annexes

The challenges that faced the PNA after its establishment
in May 1994 were enormous. In addition to the problem
of reconstructing a new political system and government
administrations, it faced the equally urgent task of reviving
the economy.
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At that time, the economy suffered from a chronic incapacity
to create enough jobs to employ the labour force, generate
enough saving to finance investment and produce enough
exports to pay for imports. Despite the crippling political
situation described above, the PNA managed to implement
various changes that contributed to an improvement in the
economic environment.

7.2.3 Achievements of the PNA (1994-2000)
Despite all the obstacles that were imposed by the political situation, the PNA managed to
accomplish certain improvements in the areas of building new institutions, rehabilitating old
ones, and creating a better environment for economic activities. These include the following:
* The establishment of various ministries concerned with economic issues, which began to
address the restrictive regulatory regime imposed on business activities during the occupation
(see Section 4).
* The removal of some of the impediments to domestic and foreign investment through
new laws and regulations which encourage investment and provide special tax treatment
(see Section 3)
* The establishment of a new regulatory environment for private business, which has
stimulated private investment, especially in communications, tourism and services. Several
major Palestinian holding companies with an international reach have been established and
have begun to operate in various fields, capitalised primarily by Palestinian expatriate and
domestic sources (see Section 4).
* The removal of pre-1994 restrictions on Palestinian and Arab banks and the establishment
of the PMA. Improved financial intermediation as the new stock exchange, which began
trading in late 1996, matures (see Section 3).
* A major expansion of economic activity in the public sector, in which there was a rapid
increase in the number of employees, reflecting the urgent need to provide public services
neglected during the occupation, to ensure public security and to relieve unemployment by
providing public sector jobs. The PNA has launched an impressive and widely recognised
programme to rehabilitate physical infrastructure and social services in the territory under
its jurisdiction (see Section 3).
* A functioning, though not wholly satisfactory, framework for Palestinian external trade relations
has been established, which has allowed a degree of diversification in Palestinian trade flows (see
Section 3).

The PRDP for 2008-2010 was launched at the Paris donor conference on 17 December 2007.
Its objectives are institutional reform and economic and social development, and the plan
emphasizes commitment to civil and security governance reforms, fiscal stability, generating
employment, and improving public services.
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7.2.4 Palestinian Reform and Development Plan (PRDP)

The chief economic elements of the PRDP include public-sector wage bill reduction1,
reducing the cost of net lending, improving revenue performance, and the payment of
arrears owed to the private sector and government employees totalling $500 million. The
plan also sets out 7 major programs to improve the economy, and another 7 which focus on
infrastructure development.
The plan originally requested $5.6 billion for development assistance, but donor pledges
reached $7.7 billion2. The major donors include the European Commission ($1,192m),
Saudi Arabia ($776m), the U.S.A. ($555m) and the UK ($500m). To help in the process
of the plan implementation, the World Bank announced the creation of a new multidonor trust fund for donors to channel international direct budgetary support. The
precise disbursement criteria were finalized and funds started flowing at the beginning
of March 2008.
The development projects outlined in the Plan are shown in section 7.3

7.2.5 Urgent Tasks Facing the PNA
It is widely agreed that there are four main challenges facing the Palestinian economy: dealing
with the situation in Gaza, dismantling the legacy of occupation, responding to the popular
demand for democratisation and fighting corruption, and responding to the ongoing process
of globalisation.

7.2.5.1 The Situation in Gaza
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The economic, political, and social situation in Gaza has been constantly deteriorating since
the events of June 20073. Unemployment has jumped sharply, reaching 35% in the fourth
quarter of 2007, primarily due to the fact that 95% of factories in Gaza have closed. Karni
crossing has been closed to all but humanitarian shipments since 12 June, and the energy
supply of Gaza is in the balance after a combination of fuel and funding cuts deprived large
parts of Gaza of electricity.
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1 In 2007 the Palestinian wage bill equaled 27% of GDP due to the large number of public workers (189,000), the PNA aims to
reduce that to 22% by cutting the number of public employees to 150,000 by 2010.
2 Until February 2008.
3 In June 2007 Hamas took over the Gaza strip following a series of clashes between the movement’s militants and the PNA
security forces.

The damage caused to the private sector in Gaza by the Israeli blockade will not easily be
reversed. Investors have lost confidence and exporters have lost hard-won market share.
Unlike after shorter previous periods of closure, when sectors such as textiles and furniture
rebounded quite quickly as Israeli companies took advantage of Gaza’s skilled and relatively
low-cost labour force, the prolonged blockade has meant such firms have had to look
elsewhere for other partners to fill their orders. Furthermore, many manufacturers have
relocated to Egypt, Jordan or the West Bank.
If and when agreement is reached to reopen the crossings with Israel, some sectors will
recover more quickly than others. Construction, which has lost at least $370m worth of
projects since June 20071, will be able to start almost as soon as the first truckload of cement
is allowed in. Likewise, although machinery which has sat idle for months will need to be
serviced and repaired, many factories will be able to restart manufacturing soon after the
necessary inputs are allowed in.
The food industry and plastics and packaging firms will likely be among the first to recover.
Companies which manufacture products for the domestic market will be at an advantage,
so chemicals and metalwork firms should also recover. However, the vital furniture and
textiles sectors (which export 76% and 90% of their products to Israel respectively) will need
assistance to re-establish themselves.
Schemes such as PalTrade’s peer-to-peer programme to promote cooperation between Palestinian
and Israeli firms (launched in 2006 but now suspended in Gaza) will play a vital role in restoring
ties, although it will take years to restore exports to anything like the level of 400 truckloads per
day which Karni processed at the end of 2006, or the 750 which it is capable of processing.

1 See ochaonline.un.org/OchaLinkClick.aspx?link=ocha&docId=1059290
2 Theoretically, the termination of the Customs Union between Israel and Gaza would allow Egypt and the PNA to negotiate an
agreement directly over opening the crossing, but the likelihood that this could be achieved without Israeli approval is small. For
more information, see Oxford Research Group ‘Conflict, Economic, Closure, and Human Security in Gaza’, (October 2007) (http://
www.ldf.ps/file/download/home_-_aid_publications/Oxford%20Research%20Group.pdf?version_id=86287)
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In the long term, the private sector in Gaza will have to develop other markets than Israel, and the
obvious place to look is south. Discussions with Egypt in 2005 reached agreement on opening
the Rafah crossing point to commercial traffic, which would give Gazan firms access to the
airport at El-Arish and the sea port at Port Said. The Rafah terminal would need to be upgraded,
and some agreement reached which satisfied the security concerns of the three sides2.

Under the Agreement on Movement and Access (2005), the legal underpinnings are already
in place to develop Rafah for exports, while the Arab League Agreement on Transit allows
for duty-free passage of Palestinian goods through Egypt. This option needs to be further
explored and sensitively developed1.

7.2.5.2 Dismantling the Legacy of Occupation
The harsh economic measures imposed by the Israeli occupation on the Palestinian economy
have created an adverse situation of dependence, which has locked in a path of subordination
to and dependency on the Israeli economy. These measures, which were dubbed by the
American economist Sara Roy as ‘De-Development’, include the following:
* Restriction on the use of natural resources by confiscating Palestinian land to build Jewish
settlements. Palestinians in the West Bank were allowed the use of only 15 to 20 per cent
of the annually available water originating in the area.
* Restriction on the economic activities of the productive sectors by placing all economic
activities under the scrutiny of the Israeli military administration. Restriction of trade by
imposing a customs union arrangement, which was in effect an asymmetric trade regime.
* A transfer of resources to Israel that amounted in any given year to 15-25 per cent of
Palestinian GDP. These include value added taxes and custom duties on products imported
from Israel, as well as income and social security taxes collected from Palestinians working
in Israel and its settlements.
* The separation wall built by the Israeli government stands for more than 425 miles isolates
about 240 thousand Palestinians from the rest of West Bank by surrounding villages and
separating farmers from their lands. The International Court of Justice announced in
July 2004 that the wall is illegal and must be removed, ordering the Israeli government
to compensate Palestinians who were affected by its construction. Although Israel has
ignored this judgment, the wall has also been challenged in the Israeli Supreme Court,
which resulted in three resolutions which ordered the Israeli military forces to re-route
parts of the wall.
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The cumulative impact of these restrictions on resource use, business activities, and domestic
and international trade has subsequently weakened the traditional productive sectors of
the Palestinian economy. This has caused a general reallocation of factors of production,
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1 For more details, see World Bank ‘Potential Alternatives for Palestinian Trade: Developing the Rafah Trade Corridor’ (March
2007). (http://siteresources.worldbank.org/INTWESTBANKGAZA/Resources/RafahCorridorMarch07.pdf

combined with reorientation of trade flows, to the benefit of Israel. As a consequence, a
major structural transformation of the Palestinian economy has taken place. It has become
an economy characterised by two growing disequilibria: a resource gap and labour market
imbalance, and great and unhealthy dependence on external sources of income. It also
features a sectoral disarticulation and an infrastructure gap.
The programme of reconstruction and development has to achieve the following objectives:
* Expanding the productive sectors (agriculture and industry) so as to contribute around
50% of GDP (instead of the present situation of less than 30%) and to create enough
employment opportunities to absorb the labour force and replace the export of labour by
the export of goods and services.
* Integrating the Palestinian economy into regional and world markets and ending its
dependence on one trading partner.
* Adopting a strategy of sustainable growth grounded on a basis of equity, social security
and a continuous narrowing of the income gap between urban and rural areas.

7.2.5.3 Democratisation and Fighting Corruption
Since 2000, the PNA has launched a number of reform agendas. They include the economic
Policy Framework (2000); the 100-Day Plan of the Palestinian Government (June 2002); the
One-Year Reform Action Plan (September 2004-September 2005); the 100-day Work Plan of
the PNA cabinet (March 2005); and the Medium Term Development Plan (2005), and finally
the Palestinian Reform and Development Plan (see section 7.2.4).

A lot of work has to be done to reform and renew public institutions. Some of these institutions
currently have an ineffective bureaucracy that imposes barriers to entry, high operating costs,
and increased risk and uncertainty for firms. There is public demand for training a wellqualified bureaucracy capable of serving the public interest and lowering transaction costs
and reducing uncertainty for firms, especially small and medium-sized enterprises. Having
said that, it would be misleading to belittle the achievements accomplished already. These
include the following:

111

Annexes

The declared aims of these initiatives were to establish a participatory, consensus-oriented,
accountable and transparent policy-making process; improve efficiency and effectiveness at
the implementation level; and ensure responsiveness to the economy’s development interests.
Most observers contend, however, that not much has been done to achieve these objectives.

* In a little more than a year, the Palestinians were successfully able to hold presidential,
municipal, and legislative elections. The three were monitored by foreign observers who
described them as democratic, fair and transparent.
* Despite unfavourable political conditions, and the attention paid to the three elections, the
PNA has displayed a strong commitment to proceed in implementing reform measures.
In fact, reform has become a nation-wide dialogue involving the participation of various
representatives of the private sector, academia, NGOs, labour unions and the media.
* Reforming the judiciary and nurturing the rule of law is perceived by all participants to be
the most important component of the reform program. It is the cornerstone of a strong,
secure and democratic state. In March 2005, the PNA announced the creation of a Judicial
Steering Committee in charge of dealing with the inherent structural weakness in the
judicial system. The committee has gone a long way in drafting and redrafting the judicial
authority law. In addition, the committee has identified various bylaws pertaining to hiring,
evaluating and promoting judges and members of general prosecution. It also introduced
various measures designed to deal with backlogs and delays in court cases, and to clarify
the role and working mechanism between the police and public prosecution.
In terms of reforming the economy, the PNA has taken various initiatives aimed at improving
the efficiency of the market, and fighting corruption in both the public and the private sectors.
In the former area, a National Competitiveness Council was established by the Ministry of
National Economy MONE to ensure that the practices of economic firms confirm with
standards set by the ministry. Furthermore, the MONE, in collaboration with the private
sector, was successful in preparing and sending to the PLC a Consumer Protection Law, an
Industry Law, a Movable Assets Law, an Export Promotion Law, a Chambers of Commerce
Law, an Intellectual Property Law, a Commercial Agency Law, a Companies Law and an
Industrial Federation Law.
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In the latter area, the PNA has adopted an anti-corruption campaign as a main priority
of the reform program. In this regard, the MOF has introduced a single treasury account
that consolidated all public revenue and expenditures The MOF has also eliminated all
payments to security personnel except through bank accounts. It is widely believed that the
two measures have resulted in considerable savings.

112

The campaign against corruption achieved a major accomplishment in 6 January 2005 when
the PLC passed the Law on Illicit Wealth. Subsequently, the Cabinet referred to the Attorney
General several corruption cases involving some senior civil servants. Similarly, the MONE

has made two important changes in areas that were dogged by rumours of shady business
practices. The first was reassessing and restructuring the Palestine Investment Fund with
the aim of ensuring transparency, accountability, and sound investment practices in all its
activities The second was creating a special privatisation programme to end the undesired
role of the PNA in companies importing cement and petrol1.

7.2.5.4 Responding to the Ongoing Process of Globalisation
Since the mid 1980s, Israel has followed a policy of liberalisation of trade and increased
capital mobility so as to integrate its economy with world markets. This has benefited the
Israeli economy but has had an adverse impact on the Palestinian economy. Cheap Asian
products have flooded the Palestinian market, forcing many Palestinian firms to stop their
manufacturing activities and become vendors of imported goods.
This has taken place because the Palestinian economy was not prepared for the ongoing process
of globalisation. It has to devise some suitable response policies to deal with further dislocations
that are bound to happen as external pressures for homogenisation of trade regimes increase,
and as cross-border flows of capital pose the continuous threat of a currency crisis.

7.2.6 Three-Pronged Strategy of Reconstruction and Development
The upshot of all of this is that Palestinians are facing tough economic challenges and
demanding radical changes in the role of the PNA so as to achieve three goals. First, they want
more economic opportunities and the jobs they create. Second, they want the freedom to be
able to participate in political life so as to choose leaders and policies. Third, they want new
sets of policy responses to the dislocations caused by globalisation. To meet these challenges,
a strategy based on three pillars has evolved after long and intensive deliberations involving
the PNA, the private sector and the civil society. The following is a description of each.

7.2.6.1 Improving the Investment Climate

1 For a detailed account of the reform see Progress Report on Palestinian Reform (December 2005), issued by the Reform
Coordination & Technical Support Unit in the Prime Minister>s Office.
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A change in the role of the PNA is required so as to reduce the perceived risk and increase
the return associated with investment. This change involves four factors. The first is to ensure
stable macroeconomic conditions. Sound monetary and exchange rate policies that result in

low inflation and unemployment rates reduce uncertainty and risk and create a hospitable
environment for investment. Openness to trade attracts foreign direct investment (FDI),
which promotes competition and innovation.
The second essential component of the investment climate is the quantity and quality of the
physical and financial infrastructure. Improving the investment climate fundamentally depends
on improving the quantity as well the quality of physical infrastructure, especially that related
to transportation, electricity, water and telecommunication. Studies have demonstrated that the
impact of investment in infrastructure on economic growth represents startling high rate of return
(up to 60%)1. The PRDP allocates over $400 million for various infrastructure projects including
road improvement, electricity sector investment and water & wastewater management.
The third important factor affecting the investment environment is the state of technology
and the ability to conduct research and development activities (R&D). In this regard two
facts have to be considered. The first is that in the long run technological progress is the
major source of improving investment efficiency and economic growth. The second is that
technological progress is advanced by R&D activities, which has the characteristic of public
good. These two facts necessitate a leading role for the PNA in promoting R&D activities.
This includes financing universities to conduct scientific research, and subsidising the private
sector to carry out R&D activities.
The fourth factor affecting the investment climate is the quality of public institutions. State
institutions that have a corrupt bureaucracy impose barriers to entry, high operating costs, and
increase risk and uncertainty for firms. On the other hand, a well-trained rational bureaucracy
characterised by embedded autonomy is effective in facilitating entry, lowering transaction costs
and reducing uncertainty for firms, especially SMEs.

7.2.6.2 Empowerment and Inclusion
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Improving the investment climate would spur growth. But growth patterns vary, and growth
episodes that occur with large inequality and which exclude many people cannot be sustained.
Concentrating the fruits of growth in the hands of elite can create adverse incentives and
discourage investment in physical capital, human capital and technology, leading to stagnation
in the future.
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1 See World Development Report, World Bank (1994, p.15)

Various empirical studies have demonstrated that the exclusion of sizable portion of the
population results in poor distribution of income and is bad for economic growth. The
findings of these studies have demonstrated that in countries where income inequality is
higher, the accumulation of human capital through education is lower, which is bad for
growth. Other studies have demonstrated that there is a significant tendency for countries
with less equal income distribution to have a higher degree of political instability.
Sustained growth, therefore, requires the effective participation of the majority of the citizens
through the process known as empowerment. Empowerment is a dynamic process directed by
the state aimed at enabling the majority of people to participate effectively in society and the
economy. In particular, the process is directed to empower the poor to improve their health
and education so as to enable them to acquire assets, information, and legal standing to achieve
two tasks: first, to become part of the socio-political structure of the country, capable of
shaping their lives and expanding the scope of their economic activities; second, to acquire the
power to challenge corrupt officials, bureaucratic hurdles and unsound economic policies.
People in the WBGS feel, along with most people in the Arab World, that they suffer from
a ‘freedom deficit’ and they demand a complete political reform which establishes a political
system that guarantees civil liberties to all citizens in their daily lives and in acts of political, social
and economic participation. Reform should also ensure the existence of checks and balances
and institutions that can constrain the power of the executive branch of the government. The
PRDP allocated $392 million for enhancing good governance and creating programs such as
the “Open and Accountable Government” and “Efficient and Effective Government”.

The PRDP sets out several programs for the social sector, allocating a total of $506 million
over three years to projects including social protection reform, education and health care, and
women’s and youth empowerment programs. Such projects aim to enhance the quality of life,
providing social protection, and restoring economic growth by developing human capital.
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It should be emphasised that these principles of democracy cannot become a reality in the lives
of the citizens of the West Bank and Gaza by merely running elections monitored by foreign
observers. Above all, democracy requires effective participation of the citizen, which depends
on their capabilities, and most importantly on their income, education, and security. Accordingly,
the strategy of empowerment should be based on the allocation of public expenditure that
gives top priority to education, health and social security for the poor. In short, the programme
of reconstruction and development should be a pro-poor growth program.

7.2.6.3 Regional Coordination
An important aspect of the Palestinian reconstruction and development programme
is the need to diversify Palestinian economic relations with other countries so as to
reduce its dependence on one major economy. In this regard, and especially as regards
the movement of goods and people, Jordan is a gateway for the Palestinian economy
to the Arab Mashreq and the Gulf States, and Egypt is a gateway to Arab Maghreb
and Europe.
The reintegration of the Palestinian economy into the economies of the neighbouring
Arab countries is a logical move as it complements and cultivates strong and persisting
bonds of history, culture and religion, resting on a common language and shared
values. It should be emphasised here that such integration would be inspired by the
new concept of regional economic integration and not the old one. The old concept
that was popular in the 1960s and 1970s, especially in the Middle East, Latin America
and Africa, was considered as a move away from integrating the participating countries’
economies into world markets. Most of these arrangements were based on the premise
that member countries could achieve industrialisation and growth by creating a wall of
protection around their combined markets and allowing a strict import-substitution
approach to development.
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The arrangements were, in effect, the application of an inward-looking approach to
development on a scale larger than the national state. They were bound to fail, as they
did, once the limitations of that strategy became self-evident. In contrast, the new
view of regionalism that has emerged since the mid 1980s is considered as one option
available to developing countries intent on integrating their economies at the global
level, while still providing them with means for dealing with the adverse effects of
globalisation.
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Regional integration is sought in order to ensure a larger market supportive of more efficient
production units, which in turn allows the region to pursue a viable export-promotion
strategy of development, and, where needed, import-substituting industrial activities are
carried out at minimum cost. Thus, Palestinian interests are served by cooperating with
neighbouring countries in building regional infrastructure, rationalising production and trade,
and harmonising economic reform measures.

2008
($m)

2009
($m)

2010
($m)

Total
($m)

Grand Total

427

550

667

1,644

Governance Sector

108

137

147

392

Program Title

Primary linkages to PNPA

Security Sector Reform &
Transformation (SSRT)

Goals: Safety & security, good governance
Objectives: Increase professionalism of
the security services, strengthen criminal
justice system, fiscal stability

55

76

97

228

Justice Now (JN)

Goals: Safety & security, good governance
Objectives: Strengthen criminal justice
system

12

10

4

26

Open and Accountable
Government (OAG)

Goals: Good governance
Objectives: Strengthen public institutions,
enhance efficiency & effectiveness of
government

17

20

5

42

Efficient and Effective
Government (EEG)

Goals: Good governance
Objectives: Enhance efficiency &
effectiveness of government, slimmer PNA,
fiscal stability

13

18

28

59

Accountable Local
Government (ALG)

Goals: Good governance
Objectives: Strengthen local government,
enhance efficiency & effectiveness of
government, move towards fiscal stability

11

13

13

37

141

164

201

506

4

4

2

10

30

40

65

135

Social Sector
Social Protection Reform
and Integration (SPRI) Note:
Includes development
Goals: Enhanced quality of life
component only. Social
Objectives: Provide social protection
assistance element is
included in budget
support.

Access To Education (ATE)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop social capital, develop
human capital, restore economic growth
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7.3 Development Projects listed in Palestinian Reform and Development Plan
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2008
($m)

2009
($m)

2010
($m)

Total
($m)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop social capital, develop
human capital, restore economic growth

40

45

45

130

Education Performance &
Efficiency (EPE)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, restore
economic growth, fiscal stability

2

2

1

5

Vocational Training
Initiative (VTI)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, restore
economic growth

5

7

13

25

Health Quality
Improvement (HQI)

Goals: Enhanced quality of life
Objectives: Develop human capital, develop
social capital, provide social protection

25

30

45

100

Health Care Affordability
(HCA)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, fiscal
stability

7

9

4

20

Women’s Empowerment
(WE)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, restore
economic growth, develop social capital,
reinforce social coherence

7

6

7

20

Youth Empowerment (YE)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, restore
economic growth, develop social capital,
reinforce social coherence

4

4

3

11

Employment Generation
Initiative (EGI)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Develop human capital, restore
economic growth, develop social capital,
reinforce social coherence

17

17

16

50

93

109

141

343

Program Title

Primary linkages to PNPA

Quality Education For All
(QEFA)

Economy Sector

2009
($m)

2010
($m)

Total
($m)

Goals: Increased national prosperity, good
governance
Objectives: Restore economic growth,
enable private sector development

9

9

9

27

Trade Infrastructure &
Facilitation (TIF)

Goals: Increased national prosperity
Objectives: Restore economic growth,
develop physical capital, enable private
sector development

9

9

9

27

Enterprise Investment and
Development (EID)

Goals: Increased national prosperity
Objectives: Restore economic growth,
develop physical capital, enable private
sector development, develop human
capital

15

15

13

43

Goals: Increased national prosperity,
enhanced quality of life
Agribusiness Development
Objectives: Restore economic growth,
(AD)
develop physical capital, enable private
sector development

16

19

19

54

Industrial Capacity
Development (ICD)

Goals: Increased national prosperity
Objectives: Restore economic growth,
develop physical capital, enable private
sector development

12

17

31

60

Tourism Industry
Development (TID)

Goals: Increased national prosperity
Objectives: Restore economic growth,
develop physical capital, enable private
sector development

12

10

10

32

Affordable Housing (AH)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Restore economic growth,
develop physical capital, develop social
capital

20

30

50

100

85

140

178

403

Primary linkages to PNPA

Institutional Reform for
Enterprise (IRE)

Infrastructure Sector
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2008
($m)

Program Title
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2008
($m)

2009
($m)

2010
($m)

Total
($m)

Road Improvement (RI)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Restore economic growth,
enable private sector development,
develop physical capital

28

35

52

115

Road Safety (RS)

Goals: Increased national prosperity,
enhanced quality of life, good governance
Objectives: Restore economic growth,
develop social capital

4

6

10

20

Air & Sea (AS)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Restore economic growth,
enable private sector development,
develop physical capital

3

11

16

30

Electricity Sector
Investment (ESI)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Restore economic growth,
develop physical capital, enable private
sector development, fiscal stability

16

21

22

59

Water & Wastewater
Management (WWM)

Goals: Increased national prosperity,
enhanced quality of life
Objectives: Restore economic growth,
develop physical capital, enable private
sector development

27

48

47

122

Solid Waste Management
(SWM)

Goals: Enhanced quality of life
Objectives: Restore economic growth,
develop physical capital, enable private
sector development, develop social capital

4

12

16

32

Public Recreation and
Culture (PRC)

Goals: Enhanced quality of life
Objectives: Develop physical capital,
develop social capital, reinforce social
coherence, preserve heritage and culture

3

7

15

25

Program Title

Primary linkages to PNPA

7.4 Tables
Table (A1): Population (aged 15+) by Labour Force Status and Region, (ILO Standards)
Region

2003

2004

2005

2006

2007

Labour Force Participation Rate

41.8

42.5

42.9

44.1

44.1

Full Employment Rate

68.7

68.8

71.2

72.0

72.8

Underemployment Rate

7.5

8.3

8.5

9.4

9.5

Unemployment Rate

23.8

22.9

20.3

18.6

17.7

Employed in Agriculture

14.9

16.9

15.7

17.8

16.6

Employed in Construction

14.3

13.0

14.4

12.9

13.6

Employed in Manufacturing

14.0

14.0

14.8

14.6

14.9

Employed in Services

29.4

29.5

28.5

29.0

29.8

Elementary Occupation Workers

13.3

14.8

16.0

15.6

15.8

Craft and Related Trade Workers

19.9

18.0

18.9

18.1

17.8

Employed in Israel & Settlements

12.5

11.6

13.8

13.0

13.1

Employers

4.1

5.0

5.0

4.4

4.4

Self - Employed

29.3

28.1

27.6

27.0

25.4

Wage Employees

55.3

55.1

56.4

55.7

57.9

Unpaid Family Members

11.3

11.8

11.0

12.6

12.3

Average Monthly Work Days *

23.7

24.0

23.6

23.1

22.2

Average Weekly Work Hours *

42.3

43.0

42.5

42.2

41.7

Median Daily Net Wage (NIS) *

60.0

61.5

65.4

69.2

70.0
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West Bank
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Gaza Strip
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Labour Force Participation Rate

37.5

36.4

36.7

36.1

38.0

Full Employment Rate

67.2

62.5

67.4

60.6

65.6

Underemployment Rate

3.6

2.1

2.3

4.6

4.7

Unemployment Rate

29.2

35.4

30.3

34.8

29.7

Employed in Agriculture

17.5

13.4

11.7

11.1

13.1

Employed in Construction

10.4

8.2

9.3

6.0

4.3

Employed in Manufacturing

9.2

9.1

8.3

6.3

6.6

Employed in Services

40.8

49.1

49.4

53.7

50.9

Elementary Occupation Workers

15.8

13.0

14.4

13.2

10

Craft and Related Trade Workers

15.9

14.7

14.0

10.5

11.7

Employed in Israel & Settlements

3.1

1.1

0.4

-

-

Employers

2.2

1.9

2.6

4.2

3.2

Self - Employed

24.5

22.2

22.4

19.4

21.2

Wage Employees

61.7

66.5

67.1

69.6

64.4

Unpaid Family Members

11.6

9.4

7.9

6.8

11.2

Average Monthly Work Days *

22.6

23.2

24.0

24.0

23.3

Average Weekly Work Hours *

40.6

41.6

41.2

39.9

39.9

Median Daily Net Wage (NIS) *

50.0

52.5

57.7

65.4

57.7

PCBS, Palestinian Statistical Socioeconomic Monograph, 2008
* Workers in Israel and settlements are excluded

Table (A2): Basic and Secondary Education Indicators, 2002/2003-2007/2008
Indicator

2002/2003

2003/2004

2004/2005

2005/2006

2006/2007

2007/2008*

1,493

1,580

1,661

1,726

1,775

1,832

UNRWA

269

272

273

279

286

303

Private

244

257

258

272

276

280

2,006

2,109

2,192

2,277

2,337

2,415

Males

495,162

512,490

526,038

535,028

543,265

552,932

Females

488,946

504,953

517,897

532,461

542,009

551,276

Both Sexes

984,108

1,017,44

1,043,935

1,067,489

1,085,274

1,104,208

Males

16,719

17,179

17,810

19,520

19,080

20,849

Females

18,566

20,047

20,994

22,865

23,215

24,673

Both Sexes

35,285

37,226

38,804

42,385

42,295

45,522

Males

10,888

11,554

12,097

12,604

12,961

13,599

Females

10,811

11,560

12,137

12,724

13,199

13,509

Co-Education

5,581

5,556

5,581

5,691

5,803

6,117

27,280

28,670

29,815

31,019

31,963

33,225

Schools
Government

Total
Students

Teachers

Total

PCBS, Palestinian Statistical Socioeconomic Monograph, 2008
The data do not include the Israeli Municipality and Culture Committee Schools in Jerusalem

123

Annexes

Classes

Table (A3): Higher Education Indicators 2002/2003 – 2006/2007
Indicator

2002/2003

2003/2004

2004/2005

2005/2006

2006/2007

University Students*
Males

49,950

57,168

61,479

64,453

72,034

Females

48,489

56,249

67,658

74,123

86,098

Both Sexes

98,439

113,417

129,137

138,576

158,132

Males

4,950

6,439

7,129

7,321

..

Females

5,872

8,407

9,108

10,046

..

10,822

14,846

16,237

17,367

..

1,940

1,862

2,021

3,921

2,614

328

352

386

689

533

2,268

2,214

2,407

4,610

3,147

Males

2,938

4,423

5,070

6,294

6,319

Females

2,954

4,088

3,932

4,753

4,922

Both Sexes

5,892

8,511

9,002

11,047

11,241

Males

598

781

831

1,482

..

Females

905

946

967

1,342

..

1,503

1,727

1,698

2,824

..

Males

..

219

170

512

505

Females

..

137

58

155

158

332

356

228

667

663

University Graduates*

Both Sexes
Teaching Staff at Universities**
Males
Females
Both Sexes
Community College Students

Community College Graduates

Both Sexes
Teaching Staff at Community

Annexes

Both Sexes
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PCBS, Palestinian Statistical Socioeconomic Monograph, 2008
* University data include students and graduates of intermediate diploma, bachelor and graduate studies in universities and
university colleges.
** Full time only.

2000

2001

2002

2003

2004

2005

2006

- 949.70

- 571.80

-735.20

- 903.20

- 1.281.70

- 1.064.23

- 993.00

As % of GDP

21.38

15.26

13.80

24.92

31.44

23.77

22.60

Export of Goods and
Service ($ mill)

731.30

506.80

418.40

435.80

482.10

497.00

482.10

As % of GSP

16.46

13.53

13.26

12.03

11.83

11.10

10.97

2,985.70

2,338.50

2,128.80

2,404.90

2,749.40

2,954.80

2,925.30

As % of GDP

67.22

62.43

67.45

66.36

67.44

65.98

66.57

Income from Abroad
($ mill)

669.20

326.10

224.10

253.80

230.40

356.00

300.00

As % of GDP

15.07

8.71

7.11

7.00

5.65

7.95

6.85

Of Which:
Compensation of
Employees ($ mill)

620.00

200.20

141.10

204.00

204.30

268.30

235.00

As % of GDP

13.96

5.34

4.47

6.63

5.01

5.99

5.35

Current Transfers ($
mill)

635.60

933.90

1.051.60

793.30

756.10

1.037.60

1.150.00

As % of GDP

14.31

24.93

33.32

21.89

18.55

23.17

26.17

1,086.00

720.00

413.90

1,130.10

1,319.50

986.43

1,017.00

24.45

19.22

13.11

31.18

32.36

22.03

23.15

Current Account ($ mill)

Import of Goods and
Service ($ mill)

Capital and Financial
Account ($ mill)
As % of GDP

Source: PMA, Annual Report, 2006
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Table (A4): Foreign Trade and Balance of Payments
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