
 

 

 

 

 
 

STAGNATION OR REVIVAL?  

PALESTINIAN ECONOMIC PROSPECTS 
 

The World Bank1 
 

Introduction: The Palestinian Authority (PA) 
continues to experience a severe fiscal crisis, which 
threatens to become protracted given recent and 
projected declines in donor assistance. The PA is 
making a concerted effort to strengthen its fiscal 
position, including taking steps to raise domestic 
revenues and control expenditures. However, these 
efforts will not be successful unless they are 
supported by concrete and known actions of the 
Government of Israel, such as the sharing of relevant 
tax information on Palestinian revenues. In addition, 
in the short-term it is imperative that additional 
donor funding be identified as the PA simply cannot 
take enough steps to reduce the projected recurrent 
deficit to the currently expected level of aid. A 
continuation of the current trend of reduction in 
donor aid would likely aggravate the Palestinian 
fiscal crisis, potentially jeopardizing gains made in 
recent years in institution-building.  
 
The West Bank Economy: The West Bank economy 
grew in 2011 at a slower rate than it did in 2010. The 
slowdown in growth in the West Bank can be 
attributed to falling donor support combined with 
the uncertainty caused by the Palestinian 
Authority’s fiscal crisis, as well as lack of significant 
new easing of Israeli restrictions. Ultimately, 
sustainable economic growth and ending the fiscal 

 

                                                 
1 This Quick Note is based on the World Bank’s Economic 
Monitoring Report, a document prepared twice a year to inform 
the Ad Hoc Liaison Committee (AHLC), a forum of donors to the 
Palestinian Authority (PA). The AHLC is due to meet in Brussels 
on March 21. This Quick note was cleared by Mariam Sherman, 
Country Director for West Bank and Gaza, The World Bank.  

 

fiscal crisis will require the unleashing of the 
Palestinian private sector’s potential – more on this 
below.  

Table 1: West Bank and Gaza Real GDP Growth 
Rate 1999-2011

 

Gaza’s Economy: Gaza experienced double-digit 
growth, demonstrating continued recovery. The 
high growth in Gaza reflects, in part, the low base 
from which it is starting – the average Gazan today 
remains worse off than s/he was in the late nineties. 
But it can also be attributed to a combination of aid 
inflows and easing of restrictions by Israel, in 
particular on entry of building materials for 
infrastructure projects implemented by international 
organizations. In addition to increased movement of 
materials through the tunnels from Egypt, this has 
led to a construction boom in Gaza. However, the 
state of Gaza infrastructure is such that massive 
investments in key sectors such as water and 
wastewater, electricity, and solid waste remain 
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desperately needed. Such investments would 
generate short-term employment but also promote 
longer term growth and job creation. These 
investments would not fulfill their potential, 
however, in the absence of a lifting of the Israeli 
blockade on Gaza.  

Figure 2 West Bank and Gaza Real GDP Per Capita 
1999-2011

 

The Fiscal Crisis: The Palestinian Authority’s (PA’s) 
ongoing fiscal crisis threatens its ability to provide 
basic services to the population. In 2011, the PA 
required about US$1.5 billion dollars in budget 
support, of which US$200 million went to cover 
development expenses not funded directly by 
donors. However, it only received approximately 
US$814 million in budget support and US$169 
million in development financing, for a total of 
US$983 million.  

Table 3: PA Expenditures by Category 2011

 

The PA financed this gap by borrowing from the 
local banking sector and accumulating around $260 
million in arrears to the private sector. It is unlikely 
that the banks and the private sector will allow the 
PA to continue to borrow so heavily. Yet the 2012 
budget – though not yet published -- is expected to 

have a recurrent budget deficit of around US$1.1 
billion. Currently, the PA is only able to identify 
about US$610 in external support, leaving a gap of 
some US$540 million. The PA is making a concerted 
effort to strengthen its fiscal position, including 
taking steps to raise domestic revenues and control 
expenditures. However, these efforts will not be 
successful unless they are supported by actions of 
the Government of Israel (GoI). In the meantime, it 
is imperative that donors increase support to the PA 
to keep basic services functioning.  

Figure 4: Donor Recurrent Budget Support

 

The Path to Sustainable Growth: Ultimately, the 
PA can only hope to achieve fiscal sustainability 
through a combination of sustained private sector 
growth and continued internal reforms. Robust 
private sector growth is necessary for the PA to 
generate the revenues needed to sustain service 
delivery. Yet the private sector remains stifled as a 
result of Israeli restrictions on access to natural 
resources and markets. Nearly 60 percent of the 
West Bank remains off limits to Palestinian 
development while Israeli settlements continue to 
grow.  
 
Almost all exports from Gaza remain prohibited and 
imports are still heavily restricted. Without exports 
and access to the traditional markets in Israel and 
the West Bank, the Gazan private sector will not be 
able to recover. In addition, PA legal and regulatory 
reforms, which had helped investor confidence in 
the past, have slowed. Yet, even under the current 
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circumstances, there remains much to be done by 
the PA to create an enabling business environment 
that attracts needed investment. Such actions 
include rapidly expanding land registration in the 
West Bank; reforming the current collection of laws 
governing business; and building the PA’s capacity 
to regulate the economy and ensure competition.  
 
Conclusion: A 2004 World Bank report stated that 
“an unfettered flow of people and goods between 
Gaza and the West Bank is needed to link the two 
territorial elements of the Palestinian economy, and 
to lay the basis for viable statehood” (World Bank 
2004 p. 14). It further elaborated that a functioning 
link between Gaza and the West Bank would create 
a larger effective internal market, help trigger price 
and income convergence by directing factors of 
production more efficiently, and provide a pathway 
from the economy of the West Bank to a future 
seaport in Gaza. These findings remain true today – 
indeed, the mention of the Gaza seaport is a stark 
reminder that the discussion today is in some ways 
behind what it was back in 2004. This reminder 
might serve to prompt all relevant actors – the PA, 
Israel, and the international community – to 
redouble efforts today to ensure sustainable 
economic growth for Palestinians in West Bank and 
Gaza.   
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