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High food prices in the international
markets; conflicting interpretations: The
FAO food price index rose from 168 points in
June 2010 to 234 points in June 2011. This box
discusses the different schools of thought which
offer competing accounts of the rise in food
prices. While some schools gives optimistic
interpretation which argues that the rise in food
prices is a natural, cyclical phenomenon and
will not continue in the long run, others gives
pessimistic explanation, arguing that the rise in
food prices is an early indication of a long-term
food crisis which is the result of slowdown in
agricultural production due to the depletion of
natural resources and rapid population growth.

The effects of the devaluation of the dollar
and dinar on the Palestinian local economy:
This box discusses the impact of the devaluation
of the dollar and dinar against the shekel on both
the economy and individuals. The devaluation
lead to higher prices for goods and services
denominated in dinars and dollars, increase the
local revenues of government budget (taxes
collected in NIS but reported in dollar), lowere
the value of saving deposits held in dollars or
dinars, weakened the competitiveness of
Palestinian products abroad and increased the
Palestinian demand for the shekel.

The World Bank: public investment is not a
substitute for good governance in the Middle
East and North Africa region: The World
Bank issued a report last September entitled
"Investing for growth and jobs”. The report
predicted that the growth rate in the MENA
region would reach 4.1% this year, but forecasts
a 3.8% decline next year due to the
transformations brought on by the Arabic Spring
and the risk of slowing global economic growth
more generally. The report indicates that the
expansion of public investment in oil-exporting
countries is a source of concern in the absence
of law and good governance. Moreover, private
investment in oil-importing countries requires a
legitimate legal environment.

Traffic violations on the roads between
Palestinian cities: draining the treasury:
Palestinians paid $3.7 million shekels between
September 2008 and July 2011 in the form of
traffic violations to the Israeli authorities (this
figure represents only tickets paid through
Palestinian banks). This box shows the increase
in the amount of tickets issued by Israeli
authorities recently. While Palestinians has to
pay a total of 796.4 thousand shekels in 2009 in
the form of traffic violations, this figure jumped
to about 1.7 million shekels in 2010, and to 1.1
million shekels during the first seven months of.
Most of the observed traffic violations were in
southern and central West Bank.

Do the Palestinians attack or react?: This box
discusses the findings of an article called “Both
sides retaliate in the Israeli—Palestinian
conflict”. It aims to refute the argument that
Palestinians are inherently violent, and instead
demonstrates that a significant proportion of
Palestinian violence occurs in response to Israeli
aggression.

The relative weight of Jerusalem, the Golan
Heights and West Bank settlements in the
Israeli economy: The Organization for
Economic Cooperation and Development
(OECD) issued a detailed report to discuss
Israeli statistics, focusing specifically on the
areas that were occupied after 1967 (Jerusalem,
the Golan and various settlements). This box
focuses on the economic weight and
demographic status of the three areas which are
usually combined in Israeli statistics.
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Trade balance: The total value of commodity
imports recorded during the second quarter of
2011 was about $1.1 billion. The value of
commodity exports recorded during the same
period amounted to approximately $202 million.
Consequently, the commodity trade balance
deficit dropped to $969 million when compared
to the first quarter deficit of $1,114 million.

Health Status: The number of registered live
births during the first half of this year was
55,269; 29,505 of these were in the West Bank,
and 25,764 took place in the Gaza Strip. The
total number of registered deaths during the
same period was 5,575, including 3,028 males
and 2,547 females. According to traffic accident
figures, the number of injuries resulting from
traffic accidents registered in the Ministry of
Health during the same period was 3,612.

Box topics — The following boxes cover the
twelve different topics that have been
discussed for this issue:

The cost of the Israeli occupation: $7 billion a
year!: The Palestinian Ministry of National
Economy recently issued a report measuring the
cost of the Israeli occupation on the Palestinian
economy. According to the report, the costs
inflicted by the Israeli occupation amounted to
about $6.8 billion in the year 2010 (85% of
GDP). It is worth noting that the report argues
that the occupation costs the Palestinian budget
about $1.8 billion annually. This means that the
end of the occupation would cancel out the
Palestinian Authority’s reliance on international
aid.

PISA report: The Organization for Economic
Co-operation and Development (OECD) has
been conducting periodic tests on 15 year old
pupils to assess the efficiency of the education
system in different countries. This evaluation is
known as the Programme for International
Student Assessment (PISA), and is done every
three years. The last PISA report, conducted in
2009, examines the efficiency of education in
about 65 countries, including 4 Arab countries.
This box discusses the main results of that
evaluation. The report finds that there are four
factors that play an important role in the
evaluation of the efficiency of the educational
system: the decentralization of schools, a special
focus on the most vulnerable students, the use of
various methods of teaching, and most
importantly; the presence of competent teachers.

Palestinian national authority financial crisis:
The Palestinian Authority experienced a
financial crisis beginning in the middle of 2011
which resulted in delays in the disbursal of
public sector employees’ salaries for a number
of months. The analysis in this box shows that
there were defects in the structure of the
Palestinian budget which have contributed to the
crisis; particularly, the imbalance in the size of
government spending (50% of GDP), including
a wage bill which totals 58% of all government
expenditure.

Higher education institutes budgets in the
Palestinian territories: This box analyzes the
causes of the financial crisis suffered by the
Palestinian higher education sector. Universities
rely heavily on premiums paid by students while
the bulk of their resources go toward faculty
salaries. It appears that the higher education
sector is caught in a vicious circle: the decline in
premiums leads to the fiscal deficit which is
reflected in lower salaries for teachers. This in
turn causes a decrease in the quality of
education and a reduction in scientific research.
Taken together, these elements work to reduce
the efficiency of the graduates and may justifies
the increase in premiums.

Big Mac Index: the dollar should equal 4.86
shekels!: 25 years ago The Economist created
the ‘Big Mac Index’ to measure the deviation of
exchange rates from the levels predicted by the
"purchasing power parity" theory. This theory
holds that exchange rates between currencies
must equalize so that prices of goods in different
countries are comparable. The Economist has
used the idea of a standardized commodity
available in almost all countries of the world -
the Big Mac - to compare prices. In the latest
survey conducted (July 2011), The Economist
concluded that the dollar should be equivalent to
4.86 shekels.

A new income tax law in the Palestinian
Territories: The Palestinian president signed a
decision recently to abolish the previous income
tax law and all its amendments. The aim of the
new law is to increase tax revenue; primarily by
expanding the tax base and by closing loopholes
found in the old law. While income tax rates
remained the same they are now calculated in
the shekels instead of dollars. The box reviews
the amendments in the new law.
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Executive Summary

Gross Domestic Product: The Palestinian GDP
grew by 7.1% between the first and second
quarter of 2011. Moreover, GDP per capita
increased by 6.3% in the second quarter 2011
compared to the previous quarter, and increased
by 10.6% compared with the second quarter
2010.

The labour market: The number of workers in
the West Bank and Gaza increased from 780.2
thousand in the first quarter to 852.4 thousand in
the second quarter of 2011. Distribution of
workers by region is as follows: 60.7% in the
West Bank, 29.4% in the Gaza Strip, and 9.9%
in Israel and Israeli settlements. The
unemployment rate decreased from 21.7% in the
first quarter to 18.7% in second quarter of this
year. Furthermore, the average wage of workers
in the Gaza Strip increased by some 6% in the
second quarter 2011 when compared to with the
corresponding quarter in 2010. Consequently,
the average daily wage rose to 61.8 NIS; up
from 58.1 NIS in the second quarter of 2010.

Public Finance: Net domestic revenues
decreased to $537 million in the second quarter
2011, a drop of 8.8% from the previous quarter.
Additionally, public expenditures increased to
$745 million in the second quarter 2011, an
increase of 10% from the first quarter. The
combination of these two factors increased the
second quarter budget deficit to $208.2 million,
compared with the $89 million budget shortfall
in the first quarter of 2011.

The banking sector: The net assets of banks
operating in the Palestinian territories (18
banks) were up by 1.2% from the first quarter
2011. Total direct credit facilities accounted for
$3.4 billion, an increase of 11% when compared
to the first quarter of 2011.

Palestine Securities Exchange: At 72 million,
the number of shares traded during the second
quarter of 2011 rose 45% when compared to the
previous quarter. Moreover, the value of shares
traded increased by 57% during the same
period. At the end of the second quarter of 2011
the Al-Quds index closed at 492.71 points, a
decline of 4.96 points from the first quarter
2011.

Company registration: At 373, the total
number of new companies registered in the
West Bank during the second quarter of 2011
was less than 4% of the first quarter of 2010,
and 13% less than the same quarter in 2010.
Moreover, the total capital (53.5 million
Jordanian dinars) of newly-registered companies
decreased by approximately 34% from the first
quarter of 2011, and a decrease of 27%
compared with corresponding quarter of last
year.

Building licenses and cement imports: The
number of building permits issued in the West
Bank in the second quarter of 2011 increased by
12.4% when compared to the second quarter of
2010. In line with the increase in construction,
the quantity of cement imported into the West
Bank during the second quarter of 2011 rose by
about 28.5% from the previous quarter. In the
Gaza Strip, the quantity of cement imported rose
by 338% between the first and second quarters
of 2011.

Car registration: In the second quarter of 2011,
9,600 cars were imported into the West Bank.
This represents an 84% increase when compared
to the first quarter of 2011, and a 65% increase
when compared with the second quarter of
2010.

Hotel activity: The total number of guests
staying in hotels located in the Palestinian
territories was 131,659 in the second quarter
2011. 15% of hotel guests were Palestinians
while 32% were European. The total nights
stayed during the second quarter of 2011
(338,639 nights) represents a 16.4% increase
compared to the previous quarter.

Prices and purchasing power: The Consumer
Price Index (CPI) in the Palestinian territories
decreased by 0.05% in the second quarter of
2011 when compared to the previous quarter.
Conversely, the Construction Price Index for
residential and non-residential buildings in the
West Bank increased by 0.43% when compared
to the previous quarter. Moreover, the second
quarter of 2011 saw the purchasing power of the
US dollar and the Jordanian dinar decline by
4.5% and 4.8% respectively, when compared to
their values in the first quarter of 2011.
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FOREWORD

This issue of the Economic and Social Monitor presents a general statistical review and analysis
of the main economic trends in the Palestinian Territory during the second quarter of 2011. Among
the topics discussed in this issue are: National accounts data, public finance, labor markets, the
indicators of economic activity, and prices and purchasing power. Also included in this addition, is
an analysis of foreign trade figures (the trade balance and balance of payments). Finally, the
traditional sections of the Monitor, such as banking sector data, Palestine securities exchange are
also included.

The Economic and Social Monitor is a quarterly bulletin. We would like to emphasize once more
that economic activity has a seasonal nature, meaning that some activities flourish in certain
quarters and naturally shrink in others. Thus, comparing the economic activity in successive
quarters often fails to account for seasonal dynamics and produces a skewed view of the inherent
tendencies in economic performance. In order to account for seasonal shifts, the Economic and
Social Monitor favors comparing analogous quarters from various years and thus provides time-
series of quarterly figures.

The present issue of the Monitor includes twelve independent text boxes, each of which addresses
a topical issue either directly or indirectly related to the policies and economic situation in the
Palestinian Territory. For example, one box concentrates on the severe fiscal crisis faced by the
Palestinian National Authority while others deal with issues such as the cost of the occupation on
the Palestinian economy, and the increase in food prices on the international market. An additional
box reviews with an econometric study that distinguishes between who attacks and who retaliates
in the Palestinian-Israeli conflict. Another sheds light on traffic violations as source of fiscal
leakage of Palestinian income to the Israeli budget.

We hope that this issue further strengthens the role of the Economic and Social Monitor as a
reliable reference to the regular changes occurring in the Palestinian economy. Finally, we hope
that this issue opens the door for necessary debate on the current restrictions and future
possibilities of economic growth in the Palestinian Territory.

Samir Abdullah Ola Awad Jehad Alwazir
Director General President of the Governor
Palestine Economic Policy Palestinian Central Bureau  Palestine Monetary Authority

Research Institute (MAS) Of Statistics (PCBS) (PMA)
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