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EXECUTIVE SUMMARY

he ongoing conflict in the Middle East

continues to have a catastrophic impact

on the Palestinian economy, pushing the
territories into a crisis of unprecedented magni-
tude. The war has resulted in a staggering number
of casualties, widespread displacement affecting
roughly 1.9 million individuals, and massive destruc-
tion of infrastructure in Gaza. The continuation of the
hostilities has led to a sharp reduction in economic
output and a collapse of basic services in both the
West Bank and Gaza, amid skyrocketing poverty
across the territories.

The economic downturn triggered by the
conflict is unmatched in recent memory. Real
GDP has plummeted, with the West Bank experienc-
ing a 23 percent contraction in the first half of 2024,
and Gaza suffering an 86 percent decline in the same
period. For 2024, the World Bank estimates a real GDP
decline of 26 percent for the Palestinian territories. All
sectors have been severely affected, with construc-
tion, manufacturing, services, and trade experiencing
the most significant declines. The conflict has also
disrupted labor markets, leading to a surge in unem-
ployment, particularly in Gaza, where more than 4 out
of 5 people are currently unemployed.

The Palestinian financial sector remains
resilient, despite the conflict exacerbating exist-
ing challenges. While the banking sector remains
well-capitalized, it is facing increased risks of credit

losses, dwindling profits, and practical operational
challenges, especially in Gaza. The cash shortage in
the Strip has intensified, impacting aid delivery, remit-
tances, food security, and access to basic services.
Overall, the banking system’s exposure to the pub-
lic sector has also increased, amplifying underlying
financial sector risks.

The recent renewal of Correspondent
Banking Relationships (CBR) arrangements with
Israeli banks provides vital predictability and sta-
bility to financial sector operators. The renewal
of the indemnity period' has just been extended to
November 2025. Despite substantial international
efforts to engineer a shift away from temporary solu-
tions, CBRs remain a potentially significant source of
risks, over time, to the Palestinian economy.

Prices in Gaza continue to climb, with the
consumer price index (CPI) year over year surg-
ing by over 300 percent (October data), driven
mainly by supply chain disruptions caused by
the conflict. The most notable price increases have
been registered among foodstuffs, which rose by over
440 percent in October 2024 compared to the same
month one year ago; fuel costs, increased by over
200 percent.

The private sector in Gaza has endured
massive losses, with 88 percent of its establish-

T See further in the Assessment for more details.
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ments reported as damaged or destroyed. More
specifically, 66 percent of Gaza’s private sector estab-
lishments are estimated to have been destroyed, while
22 percent have incurred partial damages. The com-
merce and trade sector has been particularly hard hit,
with almost all establishments affected.

Gaza residents have by and large lost
access to essential communication services. The
destruction of infrastructure in Gaza has led to wide-
spread outages in mobile and internet connectivity,
disrupting critical communication services, includ-
ing emergency response and life-saving services,
and exacerbating the hardships facing civilians. The
main private sector telecom operators have made
efforts to maintain connectivity, by providing mobile
services free of charge, deploying mobile towers on
trucks, positioning them near shelter sites, and relo-
cating them as people moved between shelters under
military orders. However, these efforts have come at
a steep cost to the operators, who face large finan-
cial losses.

The erratic access, limitations and looting
of goods entering Gaza have contributed to food
insecurity at unprecedented levels. According to
the latest Integrated Food Security Phase Classifica-
tion (IPC) report, 91 percent of Gaza's population is
on the brink of acute food insecurity, and the risk of
famine is elevated in the northern area of the Gaza
Strip.2 This includes over 875,000 individuals facing
emergency levels of food insecurity and 345,000 at
catastrophic levels. The situation is particularly dire
for vulnerable groups, including children and preg-
nant women, who are experiencing severe distress.
This situation has both immediate negative impacts
and poses long-term risks to human capital, under-
mining health, productivity, and resilience.

The conflict continues to exacerbate the
Palestinian Authority (PA)’s pre-existing fiscal
challenges, risking systemic failure, amid wide-
spread public service disruptions and partial sal-

ary payments. Increased deductions from clearance
revenues by Israel and reduced domestic fiscal rev-
enues have led the PA to reduce public salary pay-
ments to an average of 60 to 70 percent since the
onset of the conflict with increasing uncertainty if
they can meet the following month’s payroll. The
PA’s financing needs have reached US$1.04 billion
for the period January-October 2024. Bridging this
deficit will not be possible unless aid flows substan-
tially increase. The only other alternative for the PA
continues to be borrowing from domestic banks and
increasing the already considerable arrears to private
sector suppliers, public employees, and the public
pension fund.

Addressing such a deep economic cri-
sis, avoiding a worsening of poverty, and avert-
ing socioeconomic collapse will require several
critical and urgent actions from the Palestinian
Authority, the government of Israel and the inter-
national community. Ending hostilities is paramount
to allow for the restoration of basic services and the
initiation of socioeconomic recovery. Reversing uni-
lateral deductions and transferring the stock of previ-
ous withholdings from clearance revenues is crucial
to provide the PA with the basic resources needed to
meet non-deferrable budgetary obligations and basic
service provision. Additionally, the international com-
munity needs to markedly increase funding to sustain
essential public services and begin planning for long-
term recovery and reconstruction. Measures to facil-
itate income generation, trade, and bolster private
sector activity are vital to achieve economic stabiliza-
tion. Finally, Palestinian decision-makers must remain
committed to advancing an urgent reform agenda,
focusing on strengthening governance, transparency
and fiscal sustainability.

2 Source: IPC, ttps://www.ipcinfo.org/fileadmin/user_uplo

ad/ipcinfo/docs/IPC_FRC_Alert_Gaza_Nov2024.pdf.
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s the conflict has entered its second

year, Palestinians continue to endure

an unprecedented level of trauma, vio-
lence, economic hardship and uncertainty. The
war has resulted in a staggering number of casualties
and widespread displacement, in addition to mas-
sive destruction of physical assets in Gaza, increased
violence in the West Bank, sharp reduction of eco-
nomic output, and widespread collapse of basic
service provision across the entire Palestinian terri-
tories. As of mid-November 2024, over 43 thousand
fatalities and 102,000 injuries have been reported in
Gaza.® Reportedly, more than half of the casualties
are women, children, and the elderly. An estimated
1.9 million individuals, approximately 90 percent of
Gaza’'s population, are currently internally displaced.
In many cases, households have experienced multi-
ple displacements, some up to 10 times in the last
12 months, with shelters providing an average of
1.5 square meters per person.* More than 80 per-
cent of commercial facilities, 70 percent of Gaza's
road network, and close to 90 percent of housing
units in Gaza have either been destroyed or severely
damaged.® With the cold season approaching, the
urgent need for emergency shelter and winterization
support has become non-deferrable for 1.34 million
people, with nearly 0.9 million requiring essential
household items. Since October 7, 2023, the UN has

documented over 1,500 clashes between lIsraeli set-
tlers and Palestinians in the West Bank, resulting in
casualties, property damage, and displacement. Over
1,600 Palestinians, roughly half of whom are chil-
dren, have been displaced due to increased settlers’
violence and access restrictions.® Additionally, exist-
ing fiscal constraints and growing security concerns
have disrupted service provision in the West Bank;
for example in the education sector, where public
schools have reduced in-person attendance, affect-
ing around 600,000 students who currently attend
school only up to three days per week.’

Onthe macroeconomic front, the West Bank
and Gaza face a collapse, which is unmatched in
recent memory. Real GDP dropped 29 percent year-
on-year in the fourth quarter (Q4) of 2023.2 The situa-
tion has deteriorated sharply since then, with the first
half (H1) of 2024 experiencing a 34 percent plunge.

3 Source: WHO, Health Cluster platform, consulted online

4 Source: OCHA; https://www.ochaopt.org/content/repor
ted-impact-snapshot-gaza-strip-29-october-2024.

5 Source: OCHA: Ibid.

6 Source: OCHA https://www.ochaopt.org/content/huma
nitarian-situation-update-234-west-bank.

7 Source: ReliefWeb; https://reliefweb.int/report/occupi
ed-palestinian-territory/unprecedented-education-crisis
-west-bank.

8 Source: PCBS.
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FIGURE 1 « Real GDP Growth (percent)
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The conflict’'s impact has now exceeded all previous
economic crises in the Palestinian territories over the
past two decades, including the Second Intifada in
2000, the 2006 “internal divide” between Palestinian
political parties, the 2014 Gaza war, and the COVID-19
pandemic shock in 2020 (Figure 1). Beyond the dev-
astating immediate impacts, this raises concerns
about the conflict’s long-term implications for the Pal-
estinian economy and people.

Inthe West Bank, economic activity dropped
by 23 percent in the first half of 2024, reflecting
a deep fiscal crisis and demand-side factors such
as mobility restrictions and a strained labor mar-
ket, which sharply reduced incomes and weak-
ened demand. Since the start of the war, increased
restrictions on movement within Palestinian governor-
ates and decreased access for Palestinian commut-
ers to the Israeli labor market have deeply impacted
income generation, affecting aggregate demand in
the West Bank. This shock compounded new mea-
sures by the Government of Israel related to withhold-
ing more clearance revenues.® The convergence of
these crises in both the real and fiscal sectors has led
to a 23 percent contraction in the West Bank econ-
omy in the first half of 2024 (year-on-year). During
this period, trade and services—two sectors tradition-
ally driving growth in the West Bank—contracted by
22 percent and 23 percent, respectively. However, the

most significant sectoral declines were observed in
construction, falling by 42 percent, and manufactur-
ing, which dropped by 30 percent (Table 1). On the
expenditure side of GDP, consumption in the West
Bank declined by 27 percent, in the same period.
Consumer spending has been heavily impacted by
the loss of income among Palestinian commuters
previously employed in Israel. Concurrently, civil ser-
vants have received only partial salaries due to the
PA’s intensifying fiscal crisis, compounding the nega-
tive impact on consumption levels.

In Gaza, the conflict has caused a cata-
strophic downturn, widening income disparity vis-
a-vis the West Bank, and profoundly impacting
Gaza’s contribution to Palestinian total output.
Since the onset of the conflict, Gaza’'s economy has
plunged into a never-seen-before recession, with eco-
nomic activity nearly at a standstill. The economy con-
tracted by 86 percent year-over-year in the first half
of 2024. Virtually all sectors have stalled, except for
minimal public service activity. The conflict has dra-
matically curtailed Gaza’'s economic role in the over-

9 “Clearance revenues” are revenues collected by the Gov-
ernment of Israel and transferred to the PA after certain
deductions have been made. Most clearance revenues
are VAT and import duties, and they should be remitted
on a monthly basis according to the Paris Protocol.
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TABLE 1 - Percentage Change in Economic

Sectors in Gaza and in the West Bank;
H1-2024 vs. H1-2023

Agriculture, forestry and fishing -92.7 -10.6
Mining, manufacturing, electricity and water -94.3 -28.1
Manufacturing -94.7 -29.6
Construction -98.4 -417
Wholesale and retail trade -96.2 -22.4
Transportation and storage -96.7 -25.8
Financial and insurance activities -98.4 -14.7
Information and communication -91.7 -171
Services -67.2 -234
Public sector -87.7 -96
Total -85.9 -233

Source: Palestinian Central Bureau of Statistics.

all Palestinian economy, shrinking its share from
17 percent pre-conflict to only 3.5 percent at present,
despite Gaza accounting for roughly 40 percent of the
population living in the Palestinian territories. The con-
flict has sharply deepened income inequality between
Gaza and the West Bank. Real income per capita in
Gaza has fallen to its lowest recorded level, plummet-
ing from US$2,328'° in 1994 to under US$200'"" today.

While official national accounts data is
unavailable beyond the first half of 2024, other
high-frequency indicators point to continued
severe challenges in the economy in more recent
months. The Business Cycle Index' for Gaza is esti-
mated at zero also in Q3-2024," signaling a near-com-
plete halt in economic activity. In contrast, the West
Bank experienced a short-lived improvement in early
Q2-2024, while declining since June 2024 (Figure 2).
Similarly, industrial production has shown no mean-
ingful signs of recovery over the last year (Figure 3),
further underscoring the depth of ongoing economic
challenges. Based on prevailing conditions, output is
projected to decline by 26 percent in 2024.

An already fragile labor market has been
disrupted by the ongoing conflict and the result-
ing drastic economic downturn. The severity of

9 Source: PCBS.

' World Bank estimate based on H1 2024 preliminary data
by the PCBS.

2 Source: Palestine Monetary Authority (PMA).

The BCI is represented as a diffusion index, which

means that it gives a central tendency within the group

of businesses surveyed. A value of zero indicates

unchanged conditions, a positive value indicates improv-

ing conditions (up to 100) and a negative value indicates

deteriorating conditions (up to -100). Since October

2023, the Gaza index is estimated to be at its lowest.
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FIGURE 3
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the situation across the Palestinian territories is
highlighted by the fact that labor force participation
dropped™ from 45.2 percent before the conflict to
43.5 percent, while unemployment has surged to an
unprecedented 51 percent for the Palestinian territo-
ries overall. The West Bank, specifically, is grappling
with severe employment losses, largely reflecting jobs
that have been lost or are inaccessible in Israel and
the settlements, resulting in an unemployment rate
of 35 percent. Prior to October 2023, the number of
Palestinian workers in Israel was roughly 177,000 indi-
viduals. In the second quarter of 2024, this dropped
to just 27,000." Working conditions have also deterio-
rated. Increasing anecdotal evidence is appearing of
a growing reliance on informal work in Gaza, such as
street vending and other small, irregular activities, as
families struggle to survive with minimal humanitarian
and social aid. The increasing involvement of children
in informal economic activity also raises concerns.'®
The private sector in Gaza has endured
massive losses, with 88 percent of its establish-
ments reported as damaged or destroyed. More
specifically, since the start of the conflict, 66 per-
cent of Gaza's private sector establishments are esti-
mated to have been destroyed, while 22 percent have
incurred partial damages.” The commerce and trade
sector has been particularly hard hit, with almost
all establishments affected. The following graph

(Figure 4) illustrates the damage trajectory to key
selected economic sectors between February and
October 2024

A combination of rising unemployment and
declining productivity has driven wages down,
which in a context of rising prices has further
deepened the economic hardship faced by the

™ Source: “A Year of War in Gaza: Impacts on Employment
and Livelihoods in the West Bank and Gaza Strip”, by the
Palestinian Central Bureau of Statistics (PCBS) and the
International Labor Organization (ILO), October 2024.

® Source: PCBS.

6 Source: “A Year of War in Gaza: Impacts on Employment
and Livelihoods in the West Bank and Gaza Strip”, by the
Palestinian Central Bureau of Statistics (PCBS) and the
International Labor Organization (ILO), October 2024.

7 As of October 2024,

® Definitions in use for Figure 4. Destroyed: when struc-
tural damage exceeds 40 percent of the original asset,
the asset is considered 100 percent damaged, and its
full replacement cost is used. For example, if a build-
ing has sustained significant structural damage from a
disaster, including collapsed walls, roof destruction, and
foundational damage. Partially Damaged: for assets that
have sustained damage between 20 percent to 40 per-
cent, the calculation applies a 40 percent damage value
to reflect partial loss. For example, the furniture has been
partially damaged—some chairs and desks are broken,
and storage units have structural damage, but about
60 percent of the furniture remains usable.
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FIGURE 4 « Progression of Private Sector Damage Distribution from February to October 2024
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population. Prices in Gaza continue to climb, with
the consumer price index (CPI) increasing by over
309 percent on annual basis, driven mainly by sup-
ply chain disruptions caused by the conflict. The
most significant price increases have been regis-
tered among foodstuffs, which rose by 448 percent
in October 2024 compared to the same month one
year ago; fuel costs, increased by over 207 percent.
Widespread shortages of essential goods have mark-
edly limited the purchasing power of hundreds of
thousands of households in Gaza, regardless of dis-
posable liquidity affecting people across all income
levels. In contrast, the West Bank has experienced a
more stable price trend, with the CPI for October 2024
rising by just under 2 percent over the last year. How-
ever, the economic strain in the West Bank remains
evident in the drastic decline of average daily wages,
which have dropped by approximately 20 percent—
from NIS184 (roughly US$50) in Q3-2023 to NIS142
(roughly US$40) in Q2-2024.1°

Market conditions in Gaza continue to dete-
riorate amid acute shortages of basic commod-
ities, increased presence of monopolies, and
extreme cash shortage. Anecdotal evidence and
reports from local merchants and citizens describe
shortages of vegetables, fruits, meat, and frozen foods.
Markets in Rafah have been closed since May 2024,
and those in Deir al Balah, Khan Yunis, and Mawasi

face irregular supply and fluctuating prices. North
Gaza markets are nearly shut down following military
operations in October 2024, with limited humanitarian
supplies and acute shortages of basic commodities.?°
The lack of storage facilities among wholesalers and
retailers also contributes to destabilizing markets, and
a deepening cash liquidity shortage has reduced pur-
chasing power, leading to black-market withdrawals
with high commissions.

The unpredictability of entry of goods into
Gaza has contributed to supply shortages and
price hikes, worsening an already dire humani-
tarian crisis. Severe communication problems and
access disruptions have hindered essential relief
efforts. According to the UN Office for the Coordina-
tion of Humanitarian Affairs (OCHA), from October 6
to October 28, 2024, only half of urgent coordination
requests were facilitated for critical aid in the North
Gaza governorate.?’ This coincided with a marked
reduction in truckloads entering Gaza between
August and October 2024. While in August and Sep-
tember the number of commercial trucks remained

¥ Source: PCBS Labor Force Survey.

20 Source: Office of the Quartet: Gaza Update - 8 to 24
November.

2" Source: OCHA; https://www.ochaopt.org/content/hum
anitarian-situation-update-233-gaza-strip.
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TABLE 2 - Effect of Conflict on the Prices of Select Commodities
Vegetables
Tomatoes m2/kg w50/kg 2400 percent
Potatoes n2/kg w40/kg 1900 percent
Legumes and grains
Flour m40/25 kg 900/25 kg 2150 percent
Sugar n3/kg w30/kg 900 percent
Beverages
Coffee n12/250¢ n70/250¢ 480 percent
Water w1/250 ml w6/250 ml 500 percent
Hygiene products
Shampoo 15/ mb5/I 266 percent
Soap n2/piece w11/piece 450 percent
Fuel
Diesel w6.7/1 n80/I 1050 percent
Gasoline mB.7/I w170/1 2437 percent

Source: Office of the Quartet Gaza Update 24 October-8 November.

relatively stable at around 1400-1500 per month,?
there was a steep decline in October, with the num-
ber dropping to approximately 220 trucks. Similarly,
the number of humanitarian trucks nearly halved dur-
ing the same period, going from over 2000 in August
to roughly 1200 in October.

Food Security and Nutrition in Gaza are at a
crisis point. Food insecurity has escalated to unprec-
edented levels in Gaza, with alarming projections from
the IPC indicating that 91 percent?® of the population,
or roughly 1.9 million people, is on the brink of expe-
riencing acute food insecurity, and the risk of fam-
ine is especially elevated in the northern parts of the
Gaza Strip. Approximately 875,000 individuals face
emergency levels (IPC Phase 4) and 345,000 at cat-
astrophic levels (IPC Phase 5). Particularly vulnerable
are the less populated areas such as Rafah and the
northern Gaza governorates. The situation for vulner-
able groups is equally distressing. According to the
Global Nutrition Cluster, over 96 percent of children
aged 6-23 months and women in Gaza lack the min-
imum dietary diversity needed for basic health.?* This

crisis affects an estimated 350,000 children under
five within Gaza, and approximately 160,000 preg-
nant and breastfeeding women, all of whom urgently
require feeding support and essential micronutrient
supplements.

The fiscal challenges faced by the PA have
continued to escalate through 2024, reflecting
higher deductions from clearance revenues by
Israel and reduced domestic fiscal outturn. Since
October 2023, the deductions applied by Israel to the
clearance revenues payable to the PA increased to
an average of NIS500 million per month, up from an
average of NIS200 million a month prior to the con-
flict. This caused the clearance revenue transfers (the

22 Against and average of roughly 500 trucks per day, prior
to the conflict. Source: United Nations; https://news.un
.org/en/story/2024/09/1154401.
Source: IPC, integrated food security phase classification
https://www.ipcinfo.org/ipc-country-analysis/details
-map/en/c/1157985/?is03=PSE.
% Source: Global Nutrition Cluster, https://response.relief
web.int/palestine/nutrition.

23
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FIGURE 5 « Number of Trucks per Crossing, August-October 2024

]
West Erez (Zikim) L

Erez
Gate 96

Kerem Shalom

=

500 1,000

1,500 2,000 2,500

[ 0ct'24 M Sept'24 MAug 24

Source: United Nations, November 2024.

FIGURE 6 « Number of Commercial and Humanitarian Trucks Entering Gaza in August and September 2024
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PA’s main source of fiscal revenue) to roughly halve in
the conflict’s aftermath. Clearance revenue transfers
were also halted for roughly two months, in the ear-
lier part of 2024, before resuming on June 30, 2024.
These developments, on top of the natural decline in
revenues given the economic contraction and a con-
tinuation of depressed aid flows, led the PA to fur-
ther reduce public salary payments to an average of
60 to 70 percent, since October 2023. Official Data

by the Palestinian Ministry of Finance (MoF) indicate
that the PA’s financing need, after aid and increased
clearance revenue deductions, reached US$1.04 bil-
lion.?® Despite some uptick in aid compared to the
same period in 2023, largely attributable to higher
contributions by the European Union and the World
Bank, and to the resumption of aid from Saudi Arabia,

% The figure refers to the period January-October 2024,
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available resources are far from being able to cover
the gap. Absent more external aid or a resolution to
the clearance revenue dispute, the only option for the
PA continues to be borrowing from domestic banks
and arrears to the private sector, public employees,
and the pension fund.

According to the PA’'s 2024 emergency
budget, the deficit after aid and after account-
ing for Israeli deductions is expected to reach
US$1.86 billion by the end of the year. This esti-
mate is indicative, as it assumes full salary payments
to public employees (at 100 percent; which has not
been the case since the end of 2021) and that the
current level of deductions by Israel from clearance
revenues is unmodified throughout 2024. Given the
severe constraints on domestic financing, bridging
such a deficit is likely to be unattainable for the PA.
This situation entails significant risks of breakdown
of the system, including essential services and pub-
lic sector operations.

Telecommunications have faced years of
slow development, particularly in mobile broad-
band (BB),*® with the West Bank limited to 3G
access and Gaza to 2G. The ICT infrastructure has
been greatly impacted by the ongoing conflict.
Even prior to the crisis, Gaza operated with outdated
2G technology, lacking mobile broadband coverage
and facing significant restrictions on international con-
nectivity.?” This limited infrastructure left the telecom
sector in Gaza vulnerable, depriving residents of the
benefits of high-speed internet and data-driven appli-
cations, which could have enhanced quality of life,
opened new business opportunities, and supported
entrepreneurship and startups. Compounding the
sector’s fragility, Gaza’s electricity shortages forced
heavy reliance on costly diesel generators to fill the
supply gap. Yet, despite these challenges, Gaza had
a high internet usage rate before the conflict, with the
West Bank and Gaza ranking 81st on the Speedtest
Global Index®—outperforming other regional coun-
tries such as Jordan. Gazans widely used the internet
for purposes ranging from education and research to
social media, business transactions, and entertain-
ment. However, since the onset of the conflict, the
ICT infrastructure has sustained extensive damage.
Initial assessments reveal that approximately 7 4per-

cent?® of fixed and mobile communication networks
have been destroyed in Gaza. This destruction has
led to widespread outages in mobile and internet con-
nectivity, disrupting critical communication services.
The breakdown in telecommunications has exac-
erbated the hardships facing civilians, who are now
unable to call emergency services or access human-
itarian aid networks. The psychological toll has also
been widespread, as the disruption cut off people
from their loved ones both locally and abroad, making
Gazans unable to confirm their safety or access reli-
able news online. This digital isolation was even more
pronounced following the shutdown of all local broad-
casting centers at the onset of the conflict.

Amid the crisis, private sector telecom oper-
ators continue to sustain connectivity though at
great cost. The ICT sector in Gaza is fully owned and
operated by private companies, with two main mobile
operators dominating the mobile market and multi-
ple providers competing in the internet market. The
two primary operators®® have continued to serve the
population through the conflict by repairing partially
damaged sites and powering their facilities with die-
sel generators. Since hostilities began, both mobile
operators have gone to extraordinary lengths to pro-
vide mobile services free of charge. Each registered
subscriber receives a monthly bundle of call minutes,
automatically renewed, ensuring people can stay con-
nected. In a remarkable demonstration of adaptabil-
ity, the companies deployed mobile towers on trucks,
positioning them near shelter sites and relocating
them as people moved between shelters under mili-
tary orders. Additionally, customer service represen-
tatives were assigned to shelters, helping individuals

% According to the Israeli-Palestinian Oslo Interim Agree-
ment from 1995, any use of radio spectrum in West-Bank
and Gaza is subject to the approval of Gol.

2" The agreement sets the dependency for Palestinian
operators to go through Israeli operators for international
connectivity. This also applies to terrestrial connectivity
cables to Egypt and Jordan, which can only be accessed
by purchasing capacities through the Israeli operators.

28 https://www.speedtest.net/global-index/palestine#fixed

2 In accordance with the damage assessment performed
by IPSOS on ICT assets baseline, date 01 October 2024.

30 PALTEL Group and Ooredoo
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activate new subscriptions and stay connected amid
the turmoil. This extensive support reflects an unprec-
edented level of corporate social responsibility during
wartime, helping citizens maintain connectivity and
enabling essential rescue and humanitarian aid oper-
ations. However, this effort has come at a steep cost
to the operators. Both companies have sustained sig-
nificant financial losses, compounded by large infra-
structure damage. Since the conflict's onset, they
have lost all pre-crisis revenue from Gaza, and these
financial strains have spilled over into the West Bank,
worsening their commercial losses. The extra costs
associated with diesel fuel, spare parts, and repairs
have further added to their mounting losses.

The electricity
requires extensive and urgent

infrastructure in Gaza
repairs and
replacements. The destruction of fixed assets in the
electricity sector in Gaza includes the electricity distri-
bution network, encompassing transformers, cables,
and smart meters, as well as ground-based and roof-
top solar photovoltaic (PV) systems in public buildings
such as schools and hospitals. The Gaza Power Plant
(GPP) and high voltage connection points importing
electricity from the lIsrael Electric Corporation (IEC)
have also been heavily impacted. Additionally, the
Gaza Electricity Distribution Company’s (GEDCO)
warehouses, offices, vehicles, and the Supervisory
Control and Data Acquisition (SCADA) system have
sustained extensive damage. Initial assessments indi-
cate that a lion’s share of the damaged equipment
may not be repairable, necessitating replacements.

Severe losses in Gaza’s energy sector have
crippled essential services, widened social and
economic disparities, and increased reliance on
costly and more polluting energy sources. The
energy sector losses in Gaza have directly led to dis-
rupted service delivery, significantly reduced pro-
ductivity, increased operating costs, and made job
recovery efforts more challenging. A prolonged, com-
plete blackout has stalled industrial and commercial
activities, deepening existing social and economic
inequalities and increasing dependence on combus-
tive—highly polluting—energy sources.

Post-conflict recovery will need to prioritize
restoring the electricity distribution network, and
expanding off-grid solar PV systems to support

sustainable, cleaner energy solutions in the short
to medium term. In the immediate term, recovery
efforts should focus on restoring the electricity distri-
bution network and off-grid solar PV systems. Short-
term interventions also include deploying mobile solar
kits, and—for critical facilities like hospitals and water
provision systems—providing diesel fuel for backup
generators. Medium-term efforts should instead focus
on repairing the Gaza Power Plant (GPP), reinstating
fuel imports, and rehabilitating high-voltage connec-
tion points to restore electricity imports.

The conflict has raised risks to the Pales-
tinian financial sector, which remains robust for
now. The Palestinian financial sector has traditionally
been a pillar of stability in the face of economic chal-
lenges and past shocks. However, the magnitude of
the ongoing conflict and its economic repercussions
are unprecedented. While the banking sector remains
well-capitalized and liquid, it is facing increased credit
losses, reduced profits, and complex operational
challenges, particularly in Gaza. Importantly, Palestin-
ian banks retain strong capital and liquidity buffers.
As of June 2024, the banking sector's Capital Ade-
quacy Ratio (CAR) was robust at 16.1 percent, with all
13 operating banks reporting CARs above 14 percent.
Additionally, banks have taken action to bolster resil-
ience further, with some issuing new capital, bringing
total own funds to US$ 2.1 billion. The current eco-
nomic crisis followed a period of post-COVID finan-
cial sector recovery, growth, and profitability, which
has placed the financial sector in a better position to
weather new shocks. Overall, the Palestinian finan-
cial system is currently deemed adequate and robust,
though a continuation of adverse conditions could,
over time, erode capitalization.

The financial landscape in Gaza has suf-
fered significant damages, weighing heavily on
service delivery. While core banking systems have
remained relatively intact due to preemptive physical
relocation and robust business continuity planning,
traditional banking services have been severely ham-
pered, with virtually all bank branches and ATMs in
Gazanolonger operational. Of the 57 head offices and
bank branches, 33 have been completely destroyed,
and an additional 19 partially damaged, resulting in
nearly 98 percent of the banking infrastructure being

IMPACTS OF THE CONFLICT IN THE MIDDLE EAST ON THE PALESTINIAN ECONOMY
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out of commission. Among the non-bank financial
institutions, over 80 percent of microfinance institu-
tions (MFls) have been directly impacted.

The conflict has intensified existing chal-
lenges and introduced new ones, including a
critical cash shortage in Gaza, difficulty access-
ing bank deposits, savings, and remittances, and
negative implications for humanitarian service
delivery. The cash shortage in Gaza exacerbates the
already difficult conditions in the Strip, impacting a
wide spectrum of cash-based transactions, including
those related to aid delivery, food security, and access
to basic services. Alternative digital financial ser-
vices, primarily digital payments, have recently seen
an increase in both usage and volume, driven by the
inflow of cash assistance to e-wallet accounts. This
uptick coincides with emergency response measures
implemented by the PMA to alleviate the ramifications
of the cash shortage. These measures include the
launch of cost-free instant payment services in Gaza,
the introduction of offline USSD?' capabilities, the
adoption of electronic Know Your Customer (e-KYC)
procedures, and the increase of account and trans-
action limits.®® While these measures are deemed
positive and expected to facilitate greater financial
inclusion, there remains a need for a faster scale-up
of digital financial services, to ensure wider access
among private individuals and merchants.

The banking system’s exposure to the pub-
lic sector has continued to increase, exceed-
ing the US$2.5 billion ceiling established by the
PMA, and reaching its highest level in recent
years. This surge compounds the financial sec-
tor risks outlined above. The elevated exposure of
the Palestinian banking sector to the public sector—
US$2.8 billion as of October 2024—is the highest in
years. In a context of widespread economic disrup-
tion and rising risks, financial regulators should pri-
oritize limiting both direct and indirect exposure of
the banking system to the public sector. Maintaining
a stable financial system will require strong pruden-
tial regulations and a rigorous supervisory framework,
with particular emphasis on the interplay between fis-
cal balances and financial sector stability. Ensuring
the PMA's independence as the ultimate banking sys-
tem’s supervisor and prudential regulator in the West
Bank and Gaza is essential to achieving stability. In
addition to direct government borrowing, bank loans
to public employees (secured, at least partly, by antic-
ipated future public salaries) have increased the sec-
tor's indirect exposure. Combined, government and

81 Unstructured Supplementary Service Data.

32 https://www.centralbanking.com/central-banks/financ
ial-stability/fmi/7961314/pma-launches-instant-paymen
ts-amid-gaza-cash-shortage.
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public employee borrowing amounts to approximately
US$4.6 billion, accounting for nearly 37 percent of
total banking-sector credit.

With the exception of loans made to the PA
and the consumer loan portfolios, the banking
sector has largely scaled back its lending activi-
ties, heavily impacting private sector borrowers.
In 2024 (year-to-date), the Palestinian banking sector
has firmly maintained a risk-averse posture, with over-
all lending levels remaining flat and a gradual decline
in the credit-to-deposit ratio. Available data for 2024
indicate a steady increase in customer deposits in
Gaza, contrasting with a modest decline in deposits
in the West Bank. The profitability of the banking sec-
tor has declined significantly in 2024, primarily due
to a 50 percent year-on-year increase in provisioning.
Return on Assets (ROA) decreased from 1.74 percent
to 0.47 percent, and Return on Equity (ROE) declined
from 11.07 percent to 3.32 percent, respectively, com-
pared to one year ago.

The recent extension of correspondent
banking relationships (CBRs) between Palestin-
ian and lIsraeli banks is a crucial development,
providing vital predictability and stability to finan-
cial sector operators. The Palestinian economy
relies on the Israeli shekel as its primary currency,
making stable financial ties with Israel indispens-
able for facilitating transactions both with Israel, its
main economic partner, and with the wider interna-
tional community. These transactions are processed
through the Bank of Israel and private Israeli banks.
To mitigate risks, the Israeli Government has long
provided time-limited “letters of indemnity and immu-
nity” to shield Israeli banks from legal exposure within
Israel, including risks tied to perceived or actual
issues of money laundering and terrorism financing
associated with services to Palestinian banks. These
indemnity letters are typically renewed for periods
of six months to a year by the Israeli Finance Min-
ister. The letters were renewed three times earlier
in 2024—in March, June, and in October—for a total
of eight months. At the end of November 2024 the
arrangements were extended by one year, till the end
of November 2025. Establishing a stable cross-bor-

der payment framework is vital—one that addresses
persistent obstacles to shekel cash repatriation, a
problem that has led to excessive cash accumula-
tion and remains a chronic issue for the Palestinian
banking sector.

As signaled in the previous World Bank Eco-
nomic Updates, several critical actions remain
necessary to alleviate the steep recession, rising
poverty, and worsening humanitarian crisis in the
West Bank and Gaza.

o First and foremost, ending hostilities is critical
— not only to reduce the devastating human toll
but also to allow restoration of basic services
and to initiate socioeconomic recovery.

. Second, itis crucial to reverse unilateral deduc-
tions from Clearance Revenues and release the
stock of previous withholdings to provide the
PA with the resources needed to meet essential
budgetary obligations, including salaries, pen-
sions, and social services.

. Simultaneously, the international community
needs to considerably increase funding to sus-
tain essential public services for the Palestinian
population, and begin planning for long-term
recovery and reconstruction.

. Measures to facilitate income generation,
trade, and bolster private sector activity in both
the West Bank and Gaza are vital to achieve
economic stabilization.

. Finally, it is imperative that the Palestinian deci-
sion-makers remain committed to advancing
an urgent reform agenda, focusing especially
on strengthening governance, transparency
and fiscal sustainability while the international
community needs to take account of the PA’s
deep fiscal crisis and lack of standard macro-

fiscal policy tools available to all other govern-
ments. Since the new Government took office

in March 2024, it has
willingness to contemplate and design a

comprehensive set of reforms. Efforts ought
now to be focused on accelerating their
implementation, especially regarding critical

demonstrated a

fiscal strengthening measures.
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