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Preface

Consistent with the mandate of PCBS to develop and update statistical reports, the
Performance of the Palestinian Economy report for 2017 has been prepared to provide a
tool for researchers and economic policymakers to draw a picture of economic reality by
using a number of macroeconomic indicators such as: GDP, labor market, prices, balance
of payments, international investment position, external debt position, public finance,
public debt and banking sector).

PCBS hopes that the findings of this report will provide a comprehensive perception of
the characteristics and performance of the Palestinian economy, and help analysts and
decision makers in the analysis and planning of the Palestinian economy in the future.

May, 2018 Ola Awad
President of PCBS
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Summary of Performance of the Palestinian Economy

Gross Domestic Product (GDP) in
Palestine grew by 3.1% during 2017.
And, GDP per capita increased in
2017 where it reached to USD
3,072.4. The growth rate in GDP
varied between the West Bank and
Gaza Strip during the year 2017, the
GDP growth rate in the West Bank was
4.3%. On the other hand, it declined
by 0.3% in Gaza Strip, the GDP value
in Gaza Strip remained higher than its
value in 2014 during which the Israeli
aggression on Gaza Strip broke out in
July. As a result of this variation in
growth rates, Gaza Strip contribution
to GDP decreased to reach 24.7% in
2017 compared to 25.6% in 2016, and
the GDP per capita in Gaza Strip
recorded a decrease as it reached
45.1% of the GDP per capita in the
West Bank in 2017 compared to 47.6%
in 2016. The value added for all
economic activities increased during
the year 2017, with the exception of
agriculture and information and
communication, while the wholesale
and retail trade activities recorded the
highest increase in 2017, the services
and other branches activities remained
with the largest contribution to GDP in
both the West Bank and Gaza Strip.

The labor force participation rate
decreased in Palestine to 45.9% in
2017. The unemployment rate
increased in Palestine to 28.1% in 2017
compared to 27.2% in 2016.

During 2017, the nominal average
daily wage in Palestine increased by
3.9% to NIS 111.4, while real
average daily wage increased by
3.7% during the same period.

The consumer price index in
Palestine recorded a slight increase
by 0.21% during 2017 to 110.98
compared to 110.75 in 2016 (base

year 2010). The rise in the consumer
price index during 2017 was mainly
attributed to the higher prices of some
commodities within major groups with
the highest relative weight, such as
prices of housing groups.

The Value of current account deficit
in Palestine decreased by 19.5% in
2017 compared to 2016 to attain
USD 1,563.7 million. This decrease in
the current account deficit was due to a
sharp rise in the value of net current
transfers, which increased by 29.1%,
and the value of net income account
increased by 5.1% as a result of the
increasing the value of net
compensation of employees by 4.0%.
On the other hand, the value of net
capital and financial account declined
by 18.0% to reach USD 1,395.2
million in 2017.

The net international investment
position (I1P) value for Palestine
increased by 17.1% at the end of the
2017 to a total of USD 1,373 million.
Following the increase in total stocks
of external assets value by 5.8% at the
end of 2017 and the rise in the total
stocks of foreign liabilities value in
Palestine by 3.1% compared to 2016.
Conversely, external debt position
value on Palestine increased by 6.5%
at the end of the 2017 to reach USD
1,720 million.

The value of current deficit for
Palestinian ~ government  budget
increased by 15.2% amounting to
USD 862.8 million in 2017. In
addition to a decrease in the value of
external support to cover the deficit of
the Palestinian government budget
with a total value of USD 5445
million 10.3% in 2017. This increase in
value of current budget deficit stems
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from the rise of current expenditures
and net lending value by 2.8%, despite
of the increase in the value of total net
public revenues by 0.2%, compared
2016.

Gross domestic tax revenues value
totaled USD 761.9 million and
accounted for 21.4% of the total net
public revenues value in 2017, while
gross domestic non-tax revenues value
accounted for 10.9%, earmarked
collections value accounted for 2.1%,
clearance revenues value constituted
67.7% in 2017, representing an
increase compared to 2016.

The total value of public debt on
Palestine increased by 2.4% at the
end of the 2017 rising to USD 2,543.1
million. The percent of public debt of
GDP was 17.5% in 2017.

The total value of deposits increased
by 12.9% in 2017, at the end of the
year rising to USD 11,973.4 million.
Resident individual deposits
constituted 67.0% of total deposits,
while the share of the Palestinian
Central Government was 5.0%. The
total credit facilities provided by the
banking sector in 2017 increased by
16.8% to reach USD 8,027.5 million.

Note: The data for gross domestic product,
labor force, balance of payments excluded
those parts of Jerusalem which were annexed
by Israeli Occupation in 1967.
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Economic Performance in 2017

1 — Gross Domestic Product (GDP) at Constant Prices’

The Gross Domestic Product (GDP) in Palestine grew by 3.1% during 2017, showing a
increase compared to its 4.7% level in 2016. The Palestinian economy witnessed an
increase of 6.3% in 2012 and decline by 0.2% in 2014, before it increased again to 3.1% in
2017.

The growth rates in GDP varied between Gaza Strip and the West Bank in 2017, where
the growth rate in the West Bank reached 4.3%, whereas it declined by 0.3% in Gaza
Strip. The dropping in Gaza Strip resulted to a number of factors, the most important of
which is the continued restrictions on the movements of goods and raw materials. Despite
this decrease in Gaza Strip during 2017, the GDP value remained higher than its value in
2014 during which the Israeli aggression on Gaza Strip broke out in July causing a significant
deterioration in the infrastructure and economic activity. As shown in Table (1), Gaza strip
witnessed steady growth in 2013 by 5.6%, but significant fall in 2014, where GDP dropped by
15.1% following the Israeli aggression and siege on Gaza Strip before rising again in 2015,
2016 by 6.1%, 8.3% respectively, then it declined in 2017 by 0.3%. In the West Bank, GDP
growth rate increased from 1.0% in 2013 to 5.3% in 2014, then declined again to 2.6% in
2015, before it increased by 3.5% in 2016, and continued to increase in 2017 by 4.3%.

As a result of this variation in growth rates, the contribution of Gaza Strip to GDP
slightly dropped to 24.7% during 2017 compared to 25.6% in 2016. It is still
significantly lower than its level in 2005, where it represented 39.4%. As shown in the
following figure, the GDP of Gaza Strip reached USD 3,384.2 million in 2017, while the
GDP for Palestine stood at USD 13,686.4 million.

The data excluded those parts of Jerusalem which were annexed by Israeli Occupation in 1967, and the data for GDP and its
components for 2017 are preliminary based on quarterly estimates and will be revised; there are some minor differences in
the values of variables due to the convergence of standard treatment proceses on the computer, it should be noted that the
base year of the National Accounts data has been updated to 2015 instead of 2004 by calculating the percentage change by
region for the years prior to 2015 as 2015 reference year. The total gross domestic product (GDP) components for both sides
production and expenditure are not equal to itself, due to non additivity. The per capita data were revised based on population
estimates mid-year based on the Census of Population, Housing and Establishments 2017.

[13]
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GDP by region, 2012- 2017 at constant prices: base year 2015
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The GDP per capita in Palestine increased in 2017 compared to 2016, reaching to USD
3,072.4. The standards of living in Palestine during 2017 became more than it was during

2012, when it stood at USD 3,021.3. As a result of the variation in GDP growth, the GDP per
capita in the West Bank increased by 2.4%, whereas it declined by 2.9% in Gaza Strip during

2017. (See figure below).

GDP per capita by region, 2012- 2017 at constant prices: base year 2015
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Although GDP per capita increased in the West Bank and decreased in Gaza Strip
during 2017, the gap increased. The GDP per capita in the West Bank totaled USD 3,996.2
in 2017 compared to USD 1,803.3 in Gaza Strip. This means that GDP per capita in Gaza

Strip represented 45.1% of the GDP per capita in the West Bank in 2017, remained lower than

its level in 2016, which was 47.6%. Nonetheless, it was lower than its rate in 2005, when it

was 97.1%.

(14]
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Table 1: Main Economic Indicators by region, 2012- 2017 at constant prices:
base year 2015

Value in USD million

Indicator 2012 2013 2014 2015 2016 2017
Palestine
Gross Domestic Product (GDP) 12,008.9 12,275.2 12,2529 12,673.0 13,269.7 13,686.4
Final Consumption 14,360.8 13,863.0 14,356.6 15,234.6 15,680.7 15,490.9
Gross Capital Formation 2,727.5 2,841.4 2,446.1 2,677.4 2,806.9 3,088.8
Net Exports of goods and services -5,130.0 -4,532.8 -4,598.0 -5,199.5 -5,170.6 -4,816.4
GDP per capita (USD) 3,021.3 3,015.5 2,940.7 2,973.1 3,044.4 3,072.4
West Bank
Gross Domestic Product (GDP) 8,736.0 88254  9,293.7 9,5389 9,874.1 10,302.2
Final Consumption 10,394.8 10,227.8 10,506.5 11,237.1 11,6519 11,5435
Gross Capital Formation 2,281.0 2,4455 2,573.8 2,652.3 2,520.6 2,675.5
Net Exports of goods and services -3,965.1 -3,8925 -3,811.2 -4,3719 -43226 -3,891.9
GDP per capita (USD) 3,735.7 3,6981  3,817.8 3,843.0 3,902.6  3,996.2
Gaza Strip
Gross Domestic Product (GDP) 3,294.2 3,478.9 2,954.2 3,134.1 3,395.6 3,384.2
Final Consumption 3,954.1 3,635.4 3,845.1 3,997.5 4,028.8 3,947.4
Gross Capital Formation 509.5 490.6 -173.3 25.1 286.3 413.3
Net Exports of goods and services -1,091.8 -657.3 -775.3 -827.6 -848.0 -924.5
GDP per capita (USD) 2,013.2  2,065.5 1,705.3 1,760.3 1,856.9  1,803.3

The value added of economic activities increased in Palestine during the year 2017, with
the exception of agriculture and information and communications. Wholesale and retail
trade activities recorded the highest increase by 8.7%, followed by construction activities with
6.3%, service and other branches by 1.2%, industry and transportation and storage by 2.2%
for each. In contrast, agriculture and information and communications activities fell by 5.7%

for each. (See Table 2).
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Table 2: Value added of main economic activities by region 2012 - 2017, at constant

prices: base year 2015
Value in USD Millions

Economic Activity 2012 2013 2014 2015 2016 2017
Palestine
Agriculture 574.4 525.0 485.2 450.1 413.5 390.0
Industry 1,735.7 1,842.1 1,757.7 1,656.7 1,740.1 1,777.8
Construction 929.4 986.0 711.3 737.8 833.8 886.5
Wholesale and retail trade 2,235.1 2,218.3 2,260.8 2,415.5 2,404.1 2,613.4
Transportation and storage 161.6 179.1 182.0 220.5 262.2 268.0
Information and communications 546.6 528.4 510.0 515.7 542.1 511.3
Services and other branches 4,486.6 4,652.3 4,882.8 4,964.7 5,221.0 5,285.9
West Bank
Agriculture 394.6 333.0 340.1 308.0 2815 266.2
Industry 1,346.9 1,432.5 1,435.8 1,339.1 1,384.4 1,465.0
Construction 553.2 583.5 615.6 593.7 602.6 663.8
Wholesale and retail trade 1,700.6 1,648.2 1,702.7 1,787.0 1,770.3 1,931.8
Transportation and storage 126.7 142.1 145.4 178.7 217.9 218.6
Information and communications 533.4 515.2 496.8 501.0 526.6 495.9
Services and other branches 2,879.5 2,968.7 3,196.7 3,239.4 3,367.5 3,438.5
Gaza Strip
Agriculture 179.9 190.5 1455 142.1 132.0 123.8
Industry 411.7 432.6 315.7 317.6 355.7 312.8
Construction 368.5 394.3 97.4 1441 231.2 222.7
Wholesale and retail trade 521.7 568.2 549.9 628.5 633.8 681.6
Transportation and storage 35.6 37.6 37.1 41.8 44.3 49.4
Information and communications 12.7 12.8 12.8 14.7 155 15.4
Services and other branches 1,618.2 1,689.4 1,700.9 1,725.3 1,853.5 1,847.4

The growth rates varied in economic activities between the West Bank and Gaza Strip in
2017, and it was generally higher in the West Bank than in Gaza Strip. Construction
activities grew by 10.2% in the West Bank compared to decrease by 3.7% in Gaza Strip,
wholesale and retail trade activities rose by 9.1% in the West Bank, compared with 7.5% in
Gaza Strip, industry recorded an increase by 5.8% in the West Bank and a decrease by 12.1%
in Gaza Strip, whereas services and other branches activities increased by 2.1% in the West
Bank compared to a decline by 0.3% in Gaza Strip. On the other hand, the agriculture
activities decreased by 5.4% in the West Bank compared to 6.2% in Gaza Strip, and
information and communications activities declined by 5.8% in the West Bank compared to
0.6% in Gaza Strip.

The disparity in growth rates was reflected on the contribution of economic activities in
the gross domestic product in Palestine in 2017. Indeed, the contribution of services and
other branches, industry, information and communications, agriculture activities
decreased, while contribution of wholesale and retail trade, construction activities
increased. The contribution of services and other branches activities to the GDP decreased to
reach 38.6% of GDP, services and other branches activities represented the largest share of
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the GDP. This may be explained by the fact that the services and other branches activities
include a wide range of activities like financial and insurance activities, accommodation and
food service activities, real estate activities, professional, scientific and technical activities,
administrative and support service activities, education, human health and social work
activities.  While the contribution of the industry, information and communications,
agriculture activities to the GDP dropped to 13.0%, 3.7%, 2.8% respectively. While the
contribution of the wholesale and retail trade activities to GDP increased by 19.1%, the
contribution of construction activities to the GDP increased to reach 6.5%.

The structure of the economic activities differed between the West Bank and Gaza Strip
during 2017, but the services and other branches activities remained the largest
contributor to GDP in both regions; its share stood at 54.6% of GDP in Gaza Strip while it
constituted 33.4% of GDP in the West Bank. The wholesale and retail trade activities ranked
second, contributing 20.1% of GDP in Gaza Strip compared to 18.8% in the West Bank. In
contrast, the industry activities share stood at 14.2% in the West Bank compared to 9.2% in
Gaza Strip, the construction activities contributing 6.6% of GDP in Gaza Strip compared to
6.4% in the West Bank. The information and communications activities accounted for 4.8%
in the West Bank compared to 0.5% in Gaza Strip, while the agriculture activities, contributed
3.7% in Gaza Strip compared to 2.6% in the West Bank, the transportation and storage
activities, share was 2.1% in the West Bank compared to 1.5% in Gaza Strip. (See figure
below).

Percentage contribution* of economic activities to GDP by region, 2017 at constant
prices: base year 2015
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(*) The summation of percentages is not equal 100 due to exclusion of the adjustment items.
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2—L abor Market?

Labor is the most important production factor in the Palestinian economy, especially in the
face of limited natural resources and Israeli control over land, water and mobility of people,
goods and capital. Table (3) shows the main labor market indicators in the years 2016, 2017.

Table 3: Labor market indicators for individuals aged 15 years and above by region,

2016, 2017
Indicator Palestine West Bank Gaza Strip
2016 2017 2016 2017 2016 2017
Labor force Participation rate (%) 46.4 45.9 46.6 46.4 46.1 45.1
Unemployment rate (%) 27.2 28.1 18.1 18.2 41.8 43.9
Nominal average daily wage (NIS) 107.2 111.4 126.5 132.4 61.9 59.5
Real average daily wage (NIS)* 96.8 100.4 111.2 116.4 59.5 57.1

* The nominal daily wage was linked to CPI to monitor the purchasing power of employees at constant prices (base year 2010).

The labor force participation rate decreased in Palestine, from 46.4% in 2016 to 45.9%
in 2017. The labor force participation rate varied between the West Bank and Gaza Strip: it
was 46.4% in the West Bank in 2017, compared to 45.1% in Gaza Strip. This rate shows a
drop in Gaza Strip, since it stood at 46.1% in 2016. This same rate decreased in the West
Bank from its 46.6% level in 2016.

Unemployment rate increased in Palestine to 28.1% in 2017 compared to 27.2% in 2016.
It increased in Gaza Strip to reach 43.9% in 2017, compared to 41.8%, in 2016, and it
increased in the West Bank in 2017 to 18.2% compared to 18.1% in 2016.

Unemployment rate by region, 2016, 2017
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2 The data excluded those parts of Jerusalem which were annexed by Israeli Occupation in 1967.
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In 2017, the nominal and real average daily wage increased in Palestine, where the
nominal average daily wage grew by 3.9%, while real average daily wage increased by
3.7% in the same period, due to the change in prices. As shown in table (3), the nominal
average daily wage was NIS 111.4 during the year 2017 while the real average daily wage
was NIS 100.4 (See figure below). For the same year, the nominal and real average daily
wage in the West Bank was higher than in Gaza Strip. Indeed, the nominal average daily
wage in the West Bank stood at NIS 132.4 compared to NIS 59.5 in Gaza Strip. As for the
real average daily wage, it was NIS 116.4 in the West Bank and NIS 57.1 in Gaza Strip.

Average nominal and real daily wages in NIS in Palestine 2016, 2017: base year 2010
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3 - Economic Activities®

The Palestinian economy encompasses several economic activities. It is predominantly
a service economy as a result of the services and other branches activities contribution to GDP
and to employment (See table 4).

Table 4: Main economic activities by major characteristics in Palestine, 2017

Contribution to Nominal Real average

Activity GDP (%)* average daily daily wage

wage (NIS) (NIS)**
agriculture 2.8 49.2 44.3
Industry 13.0 78.2 70.5
Construction 6.5 96.5 86.9
Wholesale and retail trade 19.1 58.8 53.0
Transportation and storage 2.0 42.6 38.4
Information and communications 3.7 113.0 101.8
Services and other branches 38.6 99.8 89.9

* The summation of percentage is not equal 100 due to exclusion of the adjustments items.

** The nominal daily wage was linked to CPI to monitor the purchasing power of employees at constant prices (base
year 2010).

Services and other branches activities ranked first in the Palestinian economy, value
added in 2017, the percentage contribution to GDP was 38.6%. The value added for
services and other branches activities was USD 5,285.9 million in 2017, which represents an
increase of 1.2% compared to 2016. And the nominal average daily wage for waged
employees in these activities was NIS 99.8, which is considered as the second highest of the
main economic activities (following information and communications activities).

Industry activities contributed by 13.0% to GDP during the year 2017. The value added
for industry activities in 2017 totaled USD 1,777.8 million, an increase of 2.2% compared to
2016. And the nominal average daily wage of waged employees in these activities was NIS
78.2'in 2017.

The construction activities, contribution to GDP increased in 2017 to 6.5%. The value
added in these activities totaled USD 886.5 million in 2017, being 6.3% higher than 2016.
And the nominal average daily wage of waged employees in these activities was NIS 96.5.
The construction activities are a key item of gross fixed capital formation, which constitutes
part of GDP and represents a basic element in the study of the structure and evolution of the
Palestinian economy.

Building licenses are an important indicators reflects the status of construction in
Palestine. During 2017, the number of building licenses decreased by 13.1% compared
to 2016, totaling 9,242 license. Administrative records from the Ministry of Local
Government showed that 64.3% of licenses issued for new buildings.

% The data excluded those parts of Jerusalem which were annexed Israeli Occupation in 1967, also the data for employees
and wages doesn’t include the employees in Israel and settlements and abroad.

[20]



PCBS: Performance of the Palestinian Economy, 2017

Number of building licenses* issued in Palestine, 2012- 2017
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* The data excludes boundary walls licenses.

On the other hand, the quantities of cement imported recorded a slightly decrease by
0.9% in 2017 dropping to 1,728.8 thousand ton compared to 1,744.1 thousand ton in
2016. The quantities of cement imported into the West Bank recorded a decrease by 1.1% in
2017, and in Gaza Strip, there was a slight decline by 0.2%. (See figure below).

Quantities of cement imported by region, 2012- 2017
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4- Prices and Purchasing Power

The cost of living (consumer price index - CPI) recorded a slight increase by 0.21% in
Palestine during 2017 compared to 2016 to reach 110.98 (base year 2010). (See figure
below). The rise resulted mainly from the increase in the housing group by 3.41%, it was
followed by Recreational, cultural goods and services group by 1.98%, Medical care group by
1.62% and Miscellaneous goods and service group by 1.60%.

Trends in consumer price index (CPI) in Palestine, 2010- 2017
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Changes in consumer prices varied by region in Palestine in 2017 compared to the
previous year, prices increased by 2.18% in Jerusalem (J1)*, and by 0.11% in Gaza
Strip, while the consumer price index in the West Bank° recorded a slight decrease by
0.01%. Consumer prices in Jerusalem (J1) was mainly triggered by the rise in the prices of
miscellaneous goods and service group by 7.07%, education by 5.64%, housing group by
2.44%, and food and soft drinks by 0.84%. However, in Gaza Strip, the increase in the
consumer price index was mainly due to price increase in housing group by 2.42%, medical
care by 2.12%, textiles, clothing and footwear by 1.37%, and food and soft drinks by 0.20%.
In the West Bank, prices decreased due to price decreases in food and soft drinks by 1.73%,
and textiles, clothing and footwear by 1.40%.

The relative weight of main groups of expenditure that make up the consumer price
index in Palestine varies. As Table (5) shows, the food and soft drinks group has a higher
relative weight in the consumer basket in Palestine since they constitute approximately 35.0%
of total consumption. They are followed by transportation with approximately 13.8%,
miscellaneous goods and service with approximately 11.5%, housing with approximately
8.9%, and textiles, clothing and footwear with approximately 6.3%, recreational, cultural
goods and services, and restaurants and cafes occupy a lower proportion of the consumer
basket.

4 J1: Those parts of Jerusalem which were annexed by Israeli Occupation in 1967.
® The data excluded those parts of Jerusalem which were annexed by Israeli Occupation in 1967
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Table 5: Average consumer price Index numbers for 2017 and relative weight by
major groups of expenditure and region: base year 2010=100

Palestine West Bank* Gaza Strip Jerusalem (J1)*
Main groups of CPI Relative CPI Relative CPI Relative CPI Relative
Expenditure Weight*** Weight*** Weight*** Weight***
Food and soft drinks 105.17  35.02  107.00 3496 10175 4118  110.76  23.67
Alcoholic beverages 164.81 4.31 160.12 5.22 146.88 2.32 175.74  4.06
and tobacco
fTeX“'eS’ cotingand 4,55, 629 12004 579 91.53 709 12766  6.91
ootwear
Housing 109.05 8.87 113.18 8.83 99.62 8.73 115.47 9.28
gggg;”re’ household 106.00 5.36 113.28  4.83 91.83 6.55 124.02 5.42
Medical care 119.90 3.93 126.82 4.44 97.15 3.08 118.17 3.32
Transportation 101.30 13.83  101.14 15.33  110.03 7.93 107.83 18.37
Communications 94.73 3.55 94.69 3.46 93.33 3.17 96.95 4.69
Recreational, cultural o395 597 10808 178 97.40 239 10761  2.69
goods & services
Education 123.92 3.39 130.89 3.59 106.81 3.38 129.79 2.51
Restaurants and cafes 176 o7 1.92 134.11 1.86 109.88 1.65 119.53 2.70
Miscellaneous goods 12022 1148  121.90 9.91 121.89 1250 11059  16.38
and service _
ﬁ]‘c’jr;“mer Price 110.98  100.00 113.79 100.00 10420 100.00 11539  100.00

* The data excluded those parts of Jerusalem which were annexed by Israeli Occupation in 1967.
** J1: Those parts of Jerusalem which was annexed by Israeli Occupation in 1967.
*** Relative distribution of the weights used in calculating the consumer prices index for the major groups of expenditure and

region based on the Palestinian Expenditure and Consumption Survey 2010.
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5 - Balance of Payments®

The balance of payments is an organized summary record of all economic transactions
between residents in Palestine and non-residents during a set of period time, usually one year.
The balance of payments consists of two accounts: the current account and the capital and
financial account. The current account includes four sub-accounts, which are (trade balance
of goods, trade balance of services, balance of income and balance of current transfers). The
capital and financial account consists of two accounts: the capital account (capital transfers
and acquisition or disposal of non-produced non-financial assets), and the financial account
(foreign direct investment, foreign portfolio investment, and foreign other investments and
reserve assets).

The value of trade balance deficit increased by 2.4% in 2017 compared to 2016, reaching
USD 5,374.2 million. This increase in the value of trade balance deficit resulted from the
increase in the value of total imports of goods and services by 5.8% in 2017, with value USD
440.1 million, which reached USD 8,066.8 million, compared to an increase in the value of
exports of 13.1%, with value USD 311.9 million, representing USD 2,692.6 million.
Furthermore, the ratio of deficit to imports decreased to 66.6% in 2017, compared to 68.8% in
2016. As shown in the figure below, the deficit in the trade balance value worsened
significantly during the period 2012-2017 as a result of the steady increase of imports
compared to exports. (See figure below).

Trade balance of goods and services in Palestine, 2012- 2017

9,000 ~

7,500 -
6,000 -
4,500 -
3,000 -
1,500 -
0 - T T T T T )

-1,500 - 2012 2013 2014 2015 2016 2017

USD Million

-3,000 -
-4,500 -
-6,000 -
-7,500 -

Year

| B Exports ®mports Deficit |

The value of current account deficit in Palestine during 2017 decreased by 19.5%
compared to 2016, dropping to USD 1,563.7 million. This decline was due to a sharp rise
of the value of net current transfers, which increased by 29.1% compared to 2016.
(See table 6).

® The data excluded those parts of Jerusalem which were annexed by Israeli Occupation in 1967.
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Table 6: Balance of Payments in Palestine, 2012- 2017

Value in USD million

ltem 2012 2013 2014 2015 2016 2017+

First: Current account (net) -1,821.0  -2,383.4  -2,149.0  -2,0657  -19413  -1,563.7
1. Goods (net) 41357  -4,682.7  -4830.2  -43004  -43273  -4,439.1
2. Services (net) -293.2 -49.5 -206.5 -899.1 -918.7 -935.1
3. Income (net) 857.5 1,160.3 1,482.5 1,712.3 1,896.0 1,991.9
(net) Compensation of employees 822.2 1,139.7 1,448.6 1,663.0 1,893.6 1,968.9

Investment income (net) 3573 20.6 33.9 49.3 2.4 230
4. Current transfers (net) 1,750.4 1,188.5 1,405.2 1,421.5 1,408.7 1,818.6

Second: Capital and financial

1,522.5 2,144.6 1,765.8 2,450.7 1,701.1 1,395.2
account (net)

1. Capital account (net) 588.2 551.3 691.0 490.7 682.0 397.1
Capital transfers (net) 588.2 551.3 691.0 509.6 694.6 397.1
Acquisition / disposal of non-
financial, non-financial assets 0.0 0.0 0.0 -18.9 -12.6 0.0
(net)

2. Financial account (net)** 934.3 1,593.3 1,074.8 1,960.0 1,019.1 998.1
Foreign Direct investment (net) 20.3 224.0 278 206 341.5 221.9
Foreign Portfolio investment (net) -16.2 186.8 -179.0 124.6 -205.5 68.6
Foreign Other investment (net) 1,087.2 1,203.6 1,268.8 1,714.3 705.0 841.1
Change in Reserve assets -166.0 211 12.8 91.5 268.1 1335

Third: Net errors and omissions*** 298.5 238.8 383.2 -385.0 240.2 168.5

* Quarterly preliminary data.

** Includes reserve assets.

*** Net errors and omissions: It was calculated as the difference between the value of the Current account and net Capital
and financial account.

The value of net income accounts increased by 5.1% in 2017 compared to 2016, totaling
USD 1,991.9 million. The value of compensation of employees received from abroad
contributed 91.6% of total value of received income account, while investment income
accounted for the rest. Notwithstanding 858.3% increase in value of net investment income in
2017, compared to increasing value of net compensation of employees by 4.0% compared to
2016. As it is clear from the following figure, the value of compensation of employees
received from abroad had been increasing since 2012 reaching the highest value in 2017,
totaling USD 1,969.8 million 2015.
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Trend of compensation of employees and investment income received from abroad in
Palestine, 2012- 2017
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The value of net current transfers increased by 29.1% during the year 2017 and reached
to USD 1,818.6 million. This is due to an increase in value of current transfers received from
abroad during the year 2017 by 11.4% reaching to USD 2,112.8 million, compared to USD
1,897.4 million in 2016, reflects a heavy dependency of the Palestinian economy on current
transfers received from abroad to support the general budget and the external transfers to the
private sector.

On the other hand, the value of capital transfers received from abroad decreased by
42.8% reaching to USD 397.1 million during the year 2017 compared to USD 694.6
million in 2016. (See figure below).

Trend of current and capital transfers received from abroad in Palestine, 2012- 2017
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6 - International Investment Position (11P)

The International Investment Position (I1P) is defined as an accounting sheet records of the
investments stocks of residents in Palestine (individuals, institutions and government)
invested in the rest of the world (abroad) under the name of (assets), and the investments
stocks owned by residents outside Palestine (individuals, institutions and governments)
invested in Palestine under the name of (liabilities).

The net international investment position (I1P) value for Palestine increased by 17.1% at
the end of 2017 reaching USD 1,373 million, compared to USD 1,173 million at the end
of 2016. It resulted from the increase of the value of total stocks of external assets for
Palestine more than in the value of total stocks of foreign liabilities in Palestine at the
end of 2017. The value of total stocks of external assets increased by 5.8% by the end of
2017, amounting to USD 6,455 million. Foreign direct investment abroad value contributed
6.5%, portfolio investments abroad value represented 16.3%, other investments abroad value
represented 70.3% (currency and deposits value represented 92.9% of them), and reserve
assets value formed 6.9%. The value of total stocks of foreign liabilities in Palestine
increased by 3.1% by the end of 2017 compared with 2016 to USD 5,082 million. Foreign
direct investment value in Palestine contributed 53.2%, portfolio investments value in
Palestine formed 13.1%, and other investments value in Palestine contributed 33.7% (See
table 7).

Table 7: International Investment Position (IIP) in Palestine at the end of the years

2012- 2017
Value in million USD
Item 2012 2013 2014 2015 2016 2017*

International investment position (net)** 667 880 1,385 1,034 1,173 1,373
Total external assets 5,262 5,828 6,139 6,030 6,101 6,455
Foreign direct investment abroad 232 171 358 445 400 422
Portfolio investments abroad 1,030 1,005 1,172 1,088 1,112 1,055
Other investments abroad 3,336 3,967 3,937 3,916 4,276 4,532
Reserve assets 664 685 672 581 313 446
Total foreign liabilities 4,595 4,948 4,754 4,996 4,928 5,082
Foreign direct investment in Palestine 2,336 2,459 2,487 2,511 2,660 2,703
Foreign portfolio investments in Palestine 676 768 725 821 658 664
Foreign other investments in Palestine 1,583 1,721 1,542 1,664 1,610 1,715

*Represents the data for fourth quarter 2017
** |International investment position (net) equals total external assets minus total foreign liabilities.
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7- External Debt

The External Debt is defined as an accounting sheet records the debt stocks on Palestinian
economy sectors due to non residents, which include (loans from non resident, the non
residents deposits deposited in the banks sector in Palestine, the Palestinian bonds purchased
by non residents, debt transactions between the non-resident enterprises and fellow enterprises
in Palestine, in addition to any other liabilities on Palestinian economy).

The gross external debt position value on Palestine increased by 6.5% at the end of 2017,
reaching USD 1,720 million compared to USD 1,615 million at the end of 2016. The
external debt value on general government contributed 60.6% of the gross external debt
position value with USD 1,042 million, and the external debt value on banks working in
Palestine represented 35.1%, being USD 603 million.

Table 8: Gross external debt position on the economic sector in Palestine at the end of
the years, 2012 — 2017

Value in USD million

Economic Sector 2012 2013 2014 2015 2016 *2017
General Government 1,097 1,109 1,089 1,071 1,044 1,042
Monetary Authorities 0 0 0 0 0 0
Banks 443 552 404 530 496 603
Other Sectors 43 60 49 63 70 70
Direct investment: lending between affiliated 18 4 0 3 5 5
companies

Gross External Debt Position 1,601 1,725 1,542 1,667 1,615 1,720

*Represents the data for fourth quarter 2017
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8- Public Finance’

The current balance in Palestinian government budget in 2017 recorded a deficit of USD
862.8 million compared to USD 749.2 million in 2016, increasing of 15.2%. This is
mainly explained by an increase in current expenditures and net lending value by 2.8%
compared to 2016, despite of the increase in total net public revenues value by 0.2%
compared to 2016. (See figure below).

Components of general budget in Palestine, 2012- 2017
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Total net public revenues value and grants decreased in 2017 by 0.9% compared to 2016
reaching to USD 4,287.3 million, due to a decline of 6.9% in gross domestic revenues value,
and a decrease in external financing (grants) value by 5.9%. Although there was an increase
in clearance revenues value with 3.4%. Total net public revenues and grants value constituted
29.6% of GDP at current prices for the year 2017 compared to 32.2% in 2016 (See table 9).

Total public expenditures value, it increased in 2017 by 3.2% compared to 2016
reaching to USD 4,796.6 million, as a result of the increase in current expenditures and net
lending value by 2.8%, and development expenditures value with 8.7%, during 2017
compared with 2016. (See table 9).

Current deficit, contribution to GDP in 2017 grew to 6.0%, compared to 5.6% 2016 due
to an increase of deficit value in 2017. On the other hand, overall balance (before grants)
was 8.5% of GDP, marking an increase compared to 2016 which was 8.1%. The overall
balance (after grants) was 3.5% of GDP during 2017, growing from its level of 2.4% in 2016.
(See table 9).

" public financial statements do not include local governments (local councils and municipalities), the data during Ministry of
Finance and Planning, and the data at commitment basis.
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Table 9: Fiscal operations, revenues, expenditures and financing sources
(commitment basis) 2012-2017

Value in USD million

Item 2012 2013 2014 2015 2016 2017

First: Total public revenues and grants (net) 3,006.8 3,673.9 4,043.3 3,608.2 4,324.3 4,287.3

1. Total public revenues (net) 2,075.2 2,312.4 2,810.2 2,810.1 3,559.7 3,567.8
1.1 Total public revenues 2,187.9 2,543.3 2,986.1 2,964.2 3,652.7 3,640.2
1.1.1 Gross domestic revenues 728.9 852.8 932.6 910.7 1,315.0 1,224.1
Tax revenues 481.0 597.6 601.9 605.2 625.9 761.9
Nontax revenues 247.9 255.2 270.5 249.0 604.5 388.9
Earmarked collections 0.0 0.0 60.2 56.5 84.6 73.3

1.1.2 Clearance revenues 1,459.0 1,690.5 2,053.5 2,053.5 2,337.7 2,416.1
1.2 Tax refunds (-) 112.7 230.9 175.9 154.1 93.0 72.4
2. External financing (grants) 931.6 1,361.5 1,233.1 798.1 764.6 719.5
Budgetary support 775.5 1,255.3 1,029.7 708.8 606.7 544.5
Development financing 156.1 106.2 203.4 89.3 157.9 175.0
Second: Total public expenditures 3,774.1  3,880.6 4,400.2 4,258.6  4,645.7 4,796.6
1. Current expenditures and net lending 3,530.7 13,6940 4,137.6 4,029.0 4,308.9 4,430.6
Wages and salaries 1,769.4 1,919.0 2,055.0 1,912.5 2,051.7 2,114.0
Non-wages expenditures 1,482.9 1,564.5 1,736.0 1,759.4 1,903.2 1,977.5
Earmarked payments 0.0 0.0 60.2 56.5 84.6 73.3

Net lending 278.4 210.5 286.4 300.6 269.4 265.8

2. Development Expenditures 243.4 186.6 262.6 229.6 336.8 366.0
Financed from budgetary 87.3 80.4 59.2 140.3 178.9 191.0
Financed from grants 156.1 106.2 203.4 89.3 157.9 175.0
Third: Current balance (deficit/ surplus) -1,4555 -1,381.6 -1,327.4 -1,218.9 -749.2 -862.8
Fourth: Overall balance (before grants) -1,698.9 -1,568.2 -1,590.0 -1,4485 -1,086.0 -1,228.8
Fifth: Overall balance (after grants) -767.3 -206.7 -356.9 -650.4 -321.4 -509.3
Sixth: Net domestic bank financing 127.2 -247.9 -141.9 163.0 -127.3 85.0
Seventh: Other 438.4 473.0 508.0 500.4 474.5 289.4
Eighth: Residual balance -47.3 -10.6 -2.0 5.0 4.4 -0.5
GDP at Current Prices 11,279.4 12,476.0 12,715.6 12,673.0 13,425.7 14,498.1*

* Preliminary Data based on the quarterly estimates.
The data for Public Finance was updated for the years 2014 and 2016 based on the final revision.

Regarding grants, the value declined by 5.9% in 2017 compared to 2016 reaching to
USD 719.5 million, due to a decline in grants value to finance budgetary support by 10.3%
reaching to USD 544.5 million which constitute 75.7% of the total grants value in 2017. (See
figure follow).
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External financing (grants) in Palestine, 2012- 2017
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Development expenditures, these values recorded an increase in 2017 by 8.7%,
compared to 2016, to reach USD 366.0 million, due to an increase in the value of
development expenditures financed from grants by 10.8%, reaching to USD 175.0 million
compared to USD 157.9 million during 2016 becoming constitutes 47.8% of total
development expenditures value in 2017. (See figure below).

Development expenditures in Palestine, 2012- 2017
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Gross domestic revenues value constituted 34.3% of the total net public revenues value,
to reach USD 1,224.1 million in 2017 decreasing by 6.9% compared with 2016, as a result
of noticeable decline in the value of non-tax revenues of 35.7%, reaching to USD 388.9
million where its contribution decreased to 10.9% of the total net public revenues value in
2017, on the other hand, the increase in tax revenues value by 21.7%, reaching to USD 761.9
million, grew in contribution to 21.4% of the total net public revenues value in 2017. While
the earmarked collections were USD 73.3 million, decreasing in contribution to 2.1% of the
total net public revenues value in 2017.
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Clearance revenues value, recorded an increase in these values by 3.4% compared with
2016, reaching to USD 2,416.1 million, constituted 67.7% of the total net public revenues
value. Clearance revenues value contributes in covering the current expenditures and net
lending of 54.5% in 2017, in addition to contributing in GDP at current prices of 16.7%,
reflecting the Israeli side's control of a large proportion of the revenues of the Palestinian
government. (See figure below).

Distribution of public revenues by source in Palestine, 2012- 2017
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As for current expenditures and net lending, the value recorded an increase by 2.8% in
2017 compared with 2016, reaching to USD 4,430.6 million, as a result of growing the
wages and salaries value by 3.0%, which reached USD 2,114.0 million, constituting 47.7% of
the current expenditures and net lending value, increasing of non-wages expenditures value by
3.9%, reaching to USD 1,977.5 million contributed 44.6% of current expenditures and net
lending value in 2017. On contrast, the value of net lending fell by 1.3%, reaching USD 265.8
million in 2017, earmarked payments witnessed a decrease in the value by 13.4%, reaching
USD 73.3 million in 2017. (See two figures below).

Percentage distribution of total current Percentage distribution of total current
expenditures and net lending in Palestine, 2016 expenditures and net lending in Palestine, 2017

. Earmarked . Earmarked
Net Lending payments Net Legdlng payments
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expendlgures 47 go/ expenditures 47.7%
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Table 10: Total public debt on Palestine at the end of the years, 2012- 2017

Value in USD million

2013 2014 2015 2016 2017*

Indicator 2012

Total Domestic Public Debt 1,384.7
Total External Public Debt 1,097.0
Total Public Debt 2,481.7

1,267.6 1,128.0 1,466.5 1,439.8 1,501.1
1,109.0 1,089.0 1,071.0 1,044.0 1,042.0
2,376.6 2,217.0 2,537.5 2,483.8 2,543.1

*Represents the data of the fourth quarter 2017

The total public debt value on Palestine fluctuated during the period 2012-2017,
reaching the highest value of USD 2,543.1 million at the end of 2017 which increased by
2.4% compared to 2016, USD 1,501.1 million for total domestic public debt which
contributed 59.0% of total public debt value which increased by 4.3% compared to 2016, and
USD 1,042.0 million for total external public debt which constituted 41.0% of total public

debt value which decreased slightly by 0.2% compared to 2016. (See figure below).

Trend of total domestic and external public debt on Palestine at the end of the years,
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The percent total public debt to the GDP (at current prices) in Palestine fluctuated
during the years 2012-2017, it dropped in 2014 to the lowest level by 17.4%, then
increased in 2015 to 20.0%o, before it declined again in 2017 to 17.5%. (See figure follow).
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Trend of percent of total public debt to the GDP (at current prices) in Palestine for the
years, 2012- 2017
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9 — Banking Sector

Table 11: Main indicators of banking sector in Palestine, 2012- 2017

Value in USD million

Indicator 2012 2013 2014 2015 2016 2017
Total credit facilities 4,199.3 4,480.1 4,895.1 5,824.8 6,871.9 8,027.5
- Credit provided to the public sector 1,407.4 1,373.7 1,239.8 1,452.6 1,418.9 1,474.1
- Credit provided to finance consumption loans 783.0 885.6 921.7 1,088.4 1,366.3 1,406.7
- Credit provided to finance cars and vehicles 113.8 130.5 165.1 200.7 229.3 273.2
- Other 1,895.1 2,090.3 2,568.5 3,083.1 3,857.4 4,873.5
Total deposits 7,484.1 8,303.7 88,9345 9,654.6 10,604.7 11,973.4
- Deposits to resident individuals 5,233.3 5,7985 6,174.3 6,475.6 7,038.5 8,025.8
- Palestinian Central Government 473.3 531.3 612.3 487.6 525.2 599.1
- Other 17775 1,9739 21479 2,6914 3,041.0 3,348.5
Interest rate on USD loans 6.22 6.44 6.05 5.92 5.87 5.79
Interest rate on USD deposits 0.46 0.62 0.83 0.94 1.01 1.39

The value of total deposits in banking sector during 2017 recorded an increase of 12.9%
compared to 2016 and reached to USD 11,973.4 million. The value of deposits to resident
individuals was USD 8,025.8 million, which accounted for 67.0% of the total value of
deposits in 2017, with an increase by 14.0% compared to 2016. While deposits to the
Palestinian Central Government reached USD 599.1 million, representing 5.0% of the total
value of deposits.

The value of total credit facilities, provided by the banking sector, stood at USD 8,027.5
million, showing an increase of 16.8% compared to 2016. The credit facilities provided to
the public sector amounted to USD 1,474.1 million, represented 18.4% of the total value of
the credit facilities provided by banking sector in 2017, showing thus an increase by 3.9%
compared to 2016. The value of the facilities provided to finance consumption loans was
USD 1,406.7 million, constituting 17.5% of the total value of credit facilities, while the value
of the facilities offered to finance cars and vehicles was 273.2 million, which accounted for
3.4% of the total value of the credit facilities.

The interest rate on loans to the USD price recorded a decline during the year 2017 to
reach 5.79%, while the interest rate on USD deposits increased up to 1.39%.
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Annexes

Average exchange rate of USD to NIS, 2012- 2017

2012

2013 2014 2015 2016 2017

Annual average 3.85

3.61 3.58 3.88 3.84 3.60

Economic Activities List

Economic Activities

Agriculture
Industry

Construction
Wholesale and retail trade
Transportation and storage

Information and communications
Services and other branches

Agriculture, forestry and fishing

Mining and quarrying, Manufacturing, Electricity, gas, steam and air
conditioning supply, Water supply; sewerage, waste management and
remediation activities

Construction
Wholesale and retail trade; repair of motor vehicles and motorcycles
Transportation and storage

Information and communication

Financial and insurance activities, Accommodation and food service
activities, Real estate activities, Professional, scientific and technical
activities, Administrative and support service activities, Public
administration and defense, Education, Human health and social work
activities, Arts, entertainment and recreation,

Other service activities, Activities of households as employers;
undifferentiated goods- and services-producing activities of households
for own use.

Adjustment Items

Financial Intermediation Services Indirect Measurement (FISIM),
Customs Duties, VAT on Imports, net.
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