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1. Preface

As a concept and practice, development in the occupied Palestinian territory
(oPt) continues to be a source of major debate within the Palestinian society,
including various political, economic, and development actors. This is mainly
because Palestine is still under occupation. Any treatise of the development
process remains limited under Israel’s control over natural resources, crossing
points, and land. The Israeli occupying forces have consistently destroyed
socioeconomic infrastructure with a view to preclude development of
foundations of the Palestinian society and disrupt national liberation effort.

The Palestinian Authority (PA) has produced a variety of development plans.
Showing contrariety, the PA development planning approach reflects two key
aspects: (1) absolute embracement of liberal economic free market policies
in the development process, and (2) full submission to donor prescriptions
and conditions. The donor community has essentially sought to adapt social
infrastructure to requirements of the “peace process”, and to keep the
PA capable of some public service delivery to consolidate its control. This
approach has gained more momentum after the second Intifada (uprising)
broke out. Western countries provided a full-fledged review of access to
funds and project implementation mechanisms to ensure more “discipline”
and adjust “content” in confrontation of a society in revolt. As a result, liberal
economic patterns have been introduced with a view to “individualise” the
development process. Development has transformed into a commodity that
is exclusively tradable among a group of private sector influential elites, who
are linked to senior PA officials and Israeli commanders.

Encouraged by the Palestinian Ministry of National Economy (MoNE), Ministry
of Finance (MoF), and Palestine Monetary Authority (PMA), international
agencies, including the World Bank, International Monetary Fund (IMF) and
several European organisations, provided reviews of financial, fiscal, and
lending policies. The process was designed to rejuvenate the economic cycle
by promoting private sector initiatives and driving economic growth. In this
context, several investment conferences were organised.

Harvey (2003)'addresses the capitalist system and protective role states play
by control over resources. Allowing capitalists to pile up and concentrate

1 Harvey, David, 2005, The New imperialism. Oxford: Oxford UP.



capital, policies also create new geographical spaces, where profit making is
the key driver of economy.

As a proof positive, banks have focused on consumer loans in the oPt. For
example, over 68% of the loans offered by the Bank of Palestine are consumer-
oriented?. In a society that is still under occupation, production and social
structures are incessantly ravaged in order to undermine any capacity of
perseverance. The fact that loans are directed towards consumption will
definitely dismantle the society’s ability to accommodate any major turmoil.
Without real guarantees of repayment, a large number of people will be
confined to debt for extended years. A significant financial flow is not essentially
designed to develop production structures, which can provide employment
opportunities and create added value.

Contrary to Harvey, there are various perspectives about financial policies and
loans. According to a World Bank report, allowing access to finance and con-
sumer loans to persons with limited income exerts positive impacts on the
economic activity. Access to finance, growth, and poverty alleviation are cor-
related. Although it does not provide direct support to production sectors,
this pattern of finance also boosts an additional economic activity®. Limited
income persons’ capability of consumption is promoted by providing cash li-
quidity, ultimately enhancing the economic cycle. However, this is associated
with focusing consumption, wholly or partly, on local products and/or estab-
lishment of small enterprises.

In the oPt, several actors play a role in the Palestinian context, including Is-
raeli, international, and PA policies. For example, in the West Bank, racist Is-
raeli regulations, which allow access to Israeli settlers to Palestinian water and
resources, have led to convert settlements into fertile land compared to areas
under control of the PA*. Grounded in control over land and resources, colo-
nial practice targets a capital investment, which allows capital accumulation
of looted resources to further entrench Israel’s control. On the other hand,

2 Interview with Shakir as Safadi, Bank of Palestine, 7 July 2014.

3 Bruhn, M.,and Love, |, 2009,The economic impact of banking the un-
banked: evidence from Mexico. The World Bank: http://ideas.repec.org/p/
wbk/wbrwps/4981.htm

4 Wutich, Amber, and Alexandra Brewis.“Food, Water, and Scarcity: Toward
a Broader Anthropology of Resource Insecurity”.Current Anthropology,
Vol. 55, No. 4 (August 2014), pp. 444-468.



Palestinian farmers are subject to an unrelenting process of pillage and de-
struction, undermining their capability of perseverance through production
and reducing their direct contribution to the economy. As indicated below,
this is a result of colonial and neoliberal policies, which view farmers as an
“unprofitable” investment.

The World Bank incorporated a fund for lending policy risk management,
encouraging foreign, Arab and local banks in the West Bank and Gaza Strip
to offer more loans from current deposits. Loans were basically channelled
to personal consumer loans (e.g. purchase of houses, automobiles, etc.).
Merchants and corporations were also encouraged to use overdraft accounts.
Few loans targeted economic enterprises, however. In this case, interest rates
and conditions set by banks as guarantees were excessively protective. More
importantly, banks focused loans on guaranteed enterprises or capitalists
who are capable of repayment. Small producers and SMEs were mostly left
alone to compete with the Israeli occupation, Israeli products, and Palestinian
mega corporations which have sought to reconfigure the map of control and
monopoly.

Since 2011, several socioeconomic protests have been organised against
low wages, high cost of living, fuel prices, etc. In 2012, Palestinian taxi
drivers managed to apply leverage on the government by disrupting traffic
and transportation activity>. The government partially responded to taxi
drivers’ demands. Other protests and sit-ins against the PA went unnoticed
because government policies are associated with the World Bank and IMF
consultancies. Also, the lobby of Palestinian senior businessmen has gained
more momentum.

Against this backdrop, certain demographic groups and geographical areas
were further marginalised and excluded. In the Jordan Valley area, Israel
has declared 87% of Palestinian land as state land, military zones, or nature
reserves under effective Israeli control. Needless to say, the Jordan Valley
harbours the most fertile land in the PA-controlled territorys®.

5 Ash Shayeb, Yousef, “Taxi Driver Strike Paralyses Movement and Ongoing
Protests against High Cost of Living”, Al Ayyam:
http://www.al-ayyam.com/article.aspx?did=199044&date=9/7/2012(in Arabic)

6 Al-Botmeh, Samia. “Implications of the Kerry Framework: The Jordan Val-
ley”. Journal of Palestine Studies, Vol. 43, No. 3 (Spring 2014), pp. 49-5.



A treatise of development in Palestine requires that the Israeli occupation,
colonial activity and colonial formative structures be addressed. Resistance of
these structures is also intertwined with production processes and protection
of Palestinian production sectors against consequences of the Israeli occupation
and economy. Palestinians import over USS 4 billion worth of Israeli goods and
services’.

In relation to production and profitability, the agriculture sector is typically
jeopardised by a range of risks, including weather conditions and prices.
Beyond doubt, however, risks created by financial policies in the agriculture
sector should be examined. In the current context, development prospects
also need to be scrutinised.

Taking account of different standpoints on reflections of loans and financial
policies, this paper is informed by Harvey’s model to explain the role financial
policies play in concentrating and piling up capital, creating a consumer com-
munity, and imparting adverse impacts on the development process. These
policies do not support economic sectors, which promote Palestinian people’s
perseverance through production, provide alternatives for Israeli products,
create new employment opportunities, and generate income for Palestinian
households.

2. Research Methodology

2.1 Objective

This research paper analyses and deconstructs lending policies in the oPt in
light of development approaches embraced by Palestinian governments. It as-
sesses how lending policies have consolidated mega corporations and under-
mined SMEs throughout the West Bank.

The paper provides answers to key questions, including:

* What lending policies are in place in the Palestinian territory? How have
lending policies evolved?

* Who is the main beneficiary of lending policies? What are the working
relationships between banks, financial institutions, and loan holders?

7 Rabbani, Mouin, “It’s Not Over until It’s Over”. Journal of Palestine Studies,
Vol. 43, No. 3 (Spring 2014), pp. 51-55.



* Have SME owners and farmers benefited from lending policies that sup-
port domestic production?

* What effects are exerted by loans given to SME owners? Are bank and fi-
nancial institution policies designed to support production enterprises?
What conditions are imposed on borrowers?

The paper also examines a mega corporation model —Palestine Poultry Com-
pany (AZIZA) —in the Tulkarem governorate and assesses impact on poultry
production, including broiler and laying hens, as well as on local residents.

2.2 Approach

The research paper is informed by a qualitative analysis approach, including
in-depth structured interviews with a number of SME owners, farmers, and
AZIZA representatives. The paper also provides a review of literature, includ-
ing relevant documents and reports.

In the course of reviewing key theoretical concepts of lending, the paper analy-
ses various economic and development schools, which view lending as a finan-
cial and development policy/tool. This conceptual review provides an entry point
to investigating the current lending policy, including reflections on the develop-
ment process.

2.3 Research Community

The research community comprises large and small production enterprises
and lending agencies. Large production enterprises include production com-
panies, whilst small production enterprises cover small scale producers, such
as farmers. Lending agencies include banks and financial institutions.

Operational frameworks and rules of banks and lending institutions show key
variations. Supervised by the PMA, banks operating in the Palestinian territory
are governed by the Palestinian Law on Banks as well as by laws of respec-
tive countries of origin. Subject to a different law, lending institutions are con-
trolled by the Palestinian Capital Market Authority (PCMA).

This variation means that the mechanism for reinvestment of a portion of de-
posits, ratios and procedures are part and parcel of the banking system. By
contrast, lending corporations operate a different mechanism, which does not



entail deposits, reinvestment or injection of a portion of deposits back in the
society. A common denominator between banks and lending institutions is
that both deal with loans as a financial tool to make profit at a high interest
rate and in line with tight guarantees. Banks and lending agencies are also
highly capable of influencing the local economy.

2.4 Sample

The sample comprises poultry farmers in northern West Bank, including in
Kafr Jammal, Kafr Abbush, and Kafr Sur. Seven farmers were interviewed in
these areas.

To assess volume of production, interviews were held with four farmers with
a production capacity of 500-700 chicks/hens and three others with a produc-
tion capacity of 1,200-4,000 chicks/hens.

To investigate lending to production enterprises, two interviews were con-
ducted with AZIZA representatives and one with a staff member of the Bank
of Palestine.

Farmers were selected by field researchers in target research areas. In a first
stage, visits were made to these areas in search of small scale farmers. In a
second stage, interviews were conducted with medium scale farmers.

3. Lending Policies

Successive Palestinian governments have implemented tri-annual national
development planning cycles. As publicly announced, national development
plans are tailored to invest government and donor community efforts in a vari-
ety of development priorities. In a general context, however, a national devel-
opment plan is a key document required by donors to fund the PA. Designed
to recruit funds, this document is subject to a negotiation process, where each
stakeholder attempts to set their own terms and conditions. Therefore, the
Palestinian national development plan ends up as an inhomogeneous basket
of conflicting projects, programmes, and priorities.

The National Development Plan (NDP) 2014-16 provides a set of policy priori-
ties. Of these, the NDP seeks to reinvigorate the private sector and enhance
productive capacity and fair competition, especially in the agriculture sector.



To scale up production and growth, the NDP 2014-16 also identifies as a target
the responsible utilisation of resource-rich areas, such as the Jordan Valley?®.
By invoking the Kerry Framework, the Palestinian government seeks to launch
Sharked, an MSME Investment and Financing Platform. Sharakat’s internally
managed Investment Fund focuses on MSMEs in several sectors and areas,
including industry, agriculture, IT, health, and education®. According to some
Palestinian businessmen, Sharakat has already started to purchase shares in
currently successful production enterprises, particularly in food processing
and dairy production sectors, with a view of further expansion.

The NDP 2014-16 sets development policies, approaches, and priorities in
four key sectors, including Economic Development and Employment. Provid-
ing relevant general policies, the NDP provides two priorities in this sector:

1. Promote investment in income-generating SMEs throughout Palestinian
governorates, provide credit facilities and guarantees, and help estab-
lish linkages between them.

2. Develop informed processes to facilitate access to finance for Palestin-
ian corporations, particularly small firms and individuals®.

Based on the Kerry Framework, the NDP 2014-16 approach is assisted by
establishment of the Sharakat Investment Fund. As government and public
policies, credit and lending have been used to transfer resources to a certain
category of the population. The global context of credit and lending policies in
general, and microfinance in particular, has generally developed from a direct
government involvement to a policy making designed to promote and consoli-
date growth of microcredit®®.

Government national development planning and lending policies are not inte-
grated so as to provide a clear explanation of lending and credit or why these

8 State of Palestine, National Development Plan (NDP) 2014-16,
http://www.mopad.pna.ps/en/images/PDFs/Palestine%20State_final.pdf

9 MSME Investment and Financing Platform (Sharakat): http://www.shara-
kat.ps/wordpress/about-sharakat/

10 NDP 2014-16, op. cit.

11 Duflos, E., and K.Imboden,The role of governments in micro-finance, CGAP
Donor Brief no. 19, June 2004:
http://www.cgap.org/sites/default/files/CGAP-Donor-Brief-The-Role-of-
Governments-in-Microfinance-Jun-2004.pdf
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target certain sectors. Apart from a focus on income-generating small enter-
prises, government plans and policies do not make clear whether agricultural
enterprises can access loans and credit. In reality, agricultural credit is of para-
mount importance in communities that rely on agriculture as a primary source
of income. Most often, finance is in the form of short- or mid-term credits. A
small portion of agricultural credit is channelled to finance long-term projects.
Designed to finance current agricultural crops, produce, structures, and com-
pounds, agricultural credit also contributes to increasing agricultural produce
and promoting agricultural development. If used prudently, agricultural credit
can help improve farmers’ living standards, boost contribution of agriculture
in the national income, reduce food dependency, and alleviate relevant nega-
tive impact on the economic activity*?.

Various approaches shape the understanding of lending policies. The com-
mon, prevalent policy supports personal and consumer loans channelled to
purchase residential properties and automobiles. Another lending practice
targets enterprises. Mostly, mega corporations, particularly those operating
in service sectors, have the lion’s share of credit facilities. An official policy has
not been in place to support the agriculture sector with loans targeting pro-
duction and employment. Nothing but mediocre initiatives (mentioned be-
low) have been taken. Evidently, the PA official policy targets investment pro-
motion, specifically large enterprises which are mainly concentrated in service
and financial sectors. Production sectors have oftentimes been excluded from
the PA approach. Although it has reconsidered SMEs, the NDP 2014-16 does
not devise tangible financial or development solutions for these enterprises.

3.1 Three lending institutions and the Paris Protocol on Economic Relations

Lending and credit are informed by several economic-financial models. Fi-
nance is offered by means of financial tools that belong to the state, state
institutions or public banks, in which the state has a significant contribution.
Secondly, the banking sector, including banks incorporated as public share-
holding companies or banks owned entirely by the private sector, provide

12 Azizah, Bin Saminah, 2006, “The Policy of Banking Finance of the Agricul-
ture Sector in Light of Economic Reforms - Algeria as a Case Study”, in
Financing Policies and Respective Impact on Economies and Institutions
(Proceedings of the International Forum, 21-22 November 2006), Algeria:
University of Biskra.
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loans and credit facilities. In a third (mixed) model, private firms, cooperative
societies or civil society organisations offer loans.

In the Palestinian context, the banking sector dominates lending operations.
Although this paper addresses lending in production sectors, with a particular
focus on loans targeting agricultural and livestock production, it provides an
overview of the role the government and other corporations play in financing
these production operations.

Palestinian, Arab and foreign banks operating in the West Bank and Gaza Strip
are relatively nascent. After they had been closed down by the Israeli occupy-
ing authorities, most banks resumed operations in early 1990s. In addition to
their own procedures and regulations, banks are governed by Palestinian laws
as well as monitored and supervised by the PMA. According to the Paris Pro-
tocol on Economic Relations between Israel and the PA, the PMA serves as the
Central Bank of Palestine. Despite the fact that it does not exercise full powers
of a central bank, the PMA has a regulatory mandate over banks operating in
the Palestinian territory.

Ironically, the PMA was established after banks had already started operations
in the oPt. Without any regulatory framework, banks managed to operate and
make profits. Banks were only governed by legal frameworks in force in rel-
evant countries of incorporation, or by then effective Jordanian or Egyptian
laws. From the onset, banks effectively determined formation and operational
capacity of the PMA. Additionally, the Paris Protocol provides the grounds for
regulation of the Palestinian-Israeli economic relations. The Protocol codifies
and restricts the PMA role and capability influencing financial policies, effec-
tively disabling the Authority to catch up with central banks.

The Paris Protocol on Economic Relations sets the economic cornerstone of
the PA system. In addition to an extended range of procedures and authorised
and prohibited items, the Protocol effectively makes the PA economic system
dependent on the strong, vibrant Israeli economy. These include taxes, cus-
toms, standards and specifications, import and shipping terminals, tax and
customs rates, and items and products that can or cannot be imported. As
a basis to deal with products imported to the Palestinian market, the Paris
Protocol provides average of the standards existing in the European Union
countries, or the USA standards, which parameters have been set at the val-

12



ues prescribed for the geographical conditions of Israel®*. By establishing a
“monetary authority” or the current PMA, the financial system applicable in
the Palestinian market is prescribed by the Protocol. The PMA framework of
operation is set on the basis of free market and global financial transactions.
Israeli banks are authorised to operating within the PA-controlled territory®*.
The New Israeli Shekel (NIS) will be one of the circulating currencies in the
Palestinian territory and will legally serve there as means of payment for all
purposes, including official transactions. Liquidity requirements on the vari-
ous kinds of NIS deposits (or deposit linked to the NIS) in banks operating in
the Palestinian territory is also set according to the type of deposits. More
dangerously, the Bank of Israel will be responsible for managing deposits in
the NIS. Accordingly, given the PMA’s inadequate management, the Bank of
Israel will act like a central bank of the NIS within the PA-controlled territory®.

The Paris Protocol determines taxes, including VAT, which will not be 2% below
the Israeli VAT rate. Palestinian workers will continue to be employed in Israel.
According to the Protocol, Israeli settlements are authorised. Tax rebates, pen-
sion rights and other social benefits are fixed. Deductions made for Israeli in-
stitutions, which provide health care or administrative services to Palestinian
workers employed in Israel, are also determined?®. Strangely, the Paris Proto-
col deals with the Israeli settlements as legal areas, allowing taxes to be levied
on Palestinian workers employed in these settlements for the PA.

The Paris Protocol regulates establishment of the PMA. To put in place “ac-
ceptable” financial management standards, the PMA will comply with ap-
plicable international standards. According to PMA Governor Jihad al Wazir,
the PMA published the Corporate Governance Guide for Banks in Palestine:
Rules and Best Practices in compliance with the standards of the Basel Com-
mittee on Banking Supervision and the decisions taken end of last year by
the Board of Governors of Central Banks and Arab Monetary Institutions at
the Arab Monetary Fund. “In 2006, the banking system faced a difficult situ-
ation, with a reserve of USS 220 million only. However, we devised solutions
and learned lessons from the previous financial crisis. Now, the Palestinian
banking system’s reserve is over USS 1.3 billion. Delinquent loans dropped

13 Article llI(12)(a), Paris Protocol.
14 Article IV, Paris Protocol.

15 Paris Protocol.

16 Ibid.
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from 15% in 2006 to just 2.9% now. Beginning in 2011, we have prepared and
immunised our banking system against financial crises, which resulted from
the so-called Arab Spring events. We have prepared ourselves to geopoliti-
cal fluctuations. From 2010 through 2013, we increased risk ratio from 1.5%
to 2%. To ensure further financial hedging, all banks distributed only 15% of
respective earnings.”*’

This is a clear statement. Following the second Intifada, commitment to loan
repayment has enhanced. During the Intifada, borrowers were incapable of
repaying debt obligations due to suspended wages and collapse of many es-
tablishments. Having resumed functions, the police and judicial system pros-
ecuted delinquent borrowers. Equally important, banks introduced significant
restrictions to lending conditions and procedures. To receive a loan, a borrower
has to provide two guarantors, registration certificate of residential property,
or automobile mortgage. Subject to withholding entitlements, the borrower
will also be committed to transfer their salaries to the relevant bank. In other
words, the bank would take four times as much as a guarantee for personal
and consumer loans earmarked for purchase of automobiles and residential
properties. This is the case of the majority of loans offered by banks.

3.1.The Palestinian Monetary Authority (PMA) and Commercial Banks

In light of short sovereignty and statehood, the PMA was established to ex-
ercise some tasks of central banks. The PMA supervises the banking sector
throughout the PA-controlled territory.

In 1995, the PMA was incorporated in line with a Presidential Decree, which
was later replaced by Law No. 2 of 1997 on the Palestine Monetary Authority.
Accordingly, the PMA carries out many tasks provided by the Paris Protocol
on Economic Relations. It exercise some, though not all, of the tasks assigned
to a central bank, particularly bank control, payment services, research, and
statistics®.

17 Ma’an News Agency, Al Wazir: The Banking System is Capable of Facing
Financial Crises:
http://www.maannews.net/arb/ViewDetails.aspx?1D=694996Last ac-
cessed on 1 July 2014. (in Arabic)

18 PMA, September 2014: http://www.pma.ps/en-us/home.aspx
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By definition, the PMA is clearly bound to the Paris Protocol, which imposes
a set of restrictions on development of the Authority itself, as well as on de-
velopment of financial and economic domains in the PA-controlled territory.
More importantly, the PMA is obliged - based on the Paris Protocol - to pro-
vide ongoing coordination with the Central Bank of Israel and to use the NIS.
Restrictions are placed on various currency reserves. Currency is constantly
linked to the NIS.

The PMA is governed by a legal and legislative framework. This framework
consists of three key laws: Law No. 2 of 1997 on the Palestine Monetary Au-
thority, Law No. 7 of 2013 on the Palestinian Deposit Insurance Corporation,
and Law No. 6 of 2013 on Amendment of the Anti-Money Laundering Law by
Decree No. 9 of 2007. The PMA is also regulated by Law by Decree No. 17 of
2012 Concerning the Law on Reconciliation of National Payments, Decision
No. 62 of 2011 on the Regulation of Bank Licensing Fees, Decision No. 108
of 2011 on the PMA Financial and Accounting System, Decision No. 132 of
2011 on the Regulation of Licensing and Control over Specialised Lending In-
stitutions, Law by Decree No. 9 of 2010 on Banks, and Decree No. 13 of 2008
Concerning the Regulation on Licensing and Control over the Money Change
Profession®.

These regulations govern PMA operations, licensing of banks and various bank
corporations, and anti-money laundering processes. In the context of combat-
ing terrorism, an Anti-Money Laundering Law by Decree was enacted with a
view to dry up the financial resources of some Palestinian parties and organ-
isations. Under a variety of pretexts, banks have recurrently invoked this law
by decree to close accounts of certain civil society organisations, including
agricultural enterprises.

A total of 17 banks, including a network of over 252 branches and offices, op-
erate under the PMA jurisdiction. Of these, seven banks are local and 10 are
foreign. Two Islamic banks also operate in Palestine. Authorised by the PMA,
256 money changers are in operation in the West Bank and Gaza Strip?°. Of all
local banks, seven are listed on the Palestine Exchange (PEX), with the Bank

19 Ibid.

20 PMA, Fact Sheet Q3 2014:
http://www.pma.ps/Portals/1/Users/002/02/2/About%20PMA/Fact%20
Sheet/English/Fact_Sheet_09072014_En.pdf.
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of Palestine having the largest market value of USS 448 million?. The Arab
Bank operates in the Palestinian market, but its shares are listed on the Jordan
Stock Exchange. Arab Bank is the largest in terms of employment and assets
in Palestine.

Comparing total facilities to deposits, according to the Association of Banks
in Palestine (ABP), customer deposits at banks operating in Palestine totalled
USS 8.5 billion towards end of May 2014. That is, total loans comprise almost
52% of bank deposits. The Arab Bank and Bank of Palestine take over 55% of
the volume of deposits in the Palestinian territory. Both banks also provide
60% of bank facilities. The remainder is distributed to all other 15 banks?2.

This large number of banks is not justifiable in light of the small and limited
scale of the Palestinian economy, which is structurally controlled by the Israeli
occupying authorities. By contrast, in the economy of China, the ratio of banks
per lakh population is 0.0223. In Palestine, this ratio is 2.2 per 100,000 persons,
the same as that of developed countries like Denmark. If the same ratio of
banks in China were to be applied, Palestine would only need half a bank.

Table (1): Ratio of banks in developed economies to the population

Country 100,000
Germany 2.3
Denmark 2.2
USA 2.1
France 1.1
Britain 0.5
Palestine 2.2

21 PEX, Periodic Trading Report 3-31 August 2014:
http://www.pex.ps/PSEWebSite/NASHRA/20140831.pdf (in Arabic).

22 Abdullah, Mohammed, “Loans Granted in Palestine Total USS 4.7 Billion”,
Al Quds:
http://www.alquds.com/news/article/view/id/514260 (in Arabic)

23 Raghavan, Pyaralal,India’s stunted banking sector: Number of banks per
lakh population in Germany is 230 times higher than that of India:
http://blogs.timesofindia.indiatimes.com/minorityview/indias-stunted-
banking-sector-number-of-banks-per-lakh-population-in-germany-is-
230-times-higher-than-that-of-india/
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Banks do not promote investment in economic production sectors by offer-
ing concessional loans to be repaid over long, medium and short terms. Par-
ticularly in relation to production loans, some banks have started to finance
SMEs. Banks provide loans for consumption and purchase of properties, which
entails a low risks and a high guarantee of loan repayment. All these loans fall
within consumer, rather than production, expenditures. However, banks do
not issue production loans in light of a high risk of default on the loan. This
type of risk, in fact, ensures development of small, medium, or even large
production enterprises, which rely on bank assets deposited by Palestinian
citizens. Other Palestinian citizens would invest these assets with a view to
expand the cycle of production and employment?.

Banks view the Palestinian economy as an appropriate hub to pile up profits.
They do not have to return a portion of earnings in the form of reinvestment in
production and industrial enterprises. The PA approves this bizarre approach.
Most countries stipulate that foreign banks operating on national territory
designate a certain portion to be used as industrial and production loans. In
2014, the Reserve Bank of India developed a list of priority sectors for lending.
On top of these are agriculture, micro and small enterprises, and education®.

Several treatises compare the ratio of bank investments made in Palestine
and neighbouring Arab countries. In contrast with Jordan and Egypt, banks
invest a mediocre portion of deposits in Palestine. In 1996, banks invested ap-
proximately 68% of total deposits in the form of balances at banks abroad. In
comparison to neighbouring countries, the ratio of credit facilities to deposits
is low (In 1996-2003, the highest ratio of credit facilities to deposits registered
38% in 2000). This indicates a modest bank contribution to financing econom-
ic activities in the Palestinian territory®.

A more recent study casts doubt on the ratio of bank investments: “In terms
of total customer deposits or in terms of total assets, investments of banks

24 Jaber, Feras, 2010, Privatisation of Palestine: On the lllusion of Develop-
ment. Critique of the Palestinian Development Discourse, Bisan Centre for
Research and Development, Ramallah.

25 Reserve Bank of India, Priority Sector Lending - Targets and Classification:
http://www.rbi.org.in/scripts/FAQView.aspx?|d=87

26 Al Ja’fari, Makhoul, et al, 2003, Palestinian Service Sector’s Role in the Eco-
nomic Development Process, Palestine Economic Policy Research Institute
(MAS), Ramallah, p. 4.
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operating in the Palestinian territory are generally the lowest in comparison
to neighbouring countries. In addition to high political risk, this is attributed
to a weak Palestinian financial market in relation the diversity of investment
tools. As these are only limited to shares, banks are incapable of investing
cash surplus in the local financial market. Therefore, banks prefer to target
other investment tools outside Palestine.” In 2008, the ratio of investment to
total customer deposits represented 6.29% and investments to total assets
4.78%. In Egypt, these ratios scored 27.09% and 18.78% respectively during
the reporting period?’. Marking a breach of reciprocity between profit making
and society, banks are actually smuggling funds and deposits of the Palestin-
ian people outside Palestine to gain further earnings. A Palestinian depositor
at any bank would like to see investments flowing inside Palestine, yielding
economic and development benefits for them and for the Palestinian society
as a whole. This statement was made by PMA Governor Jihad al Wazir, who is
in charge of regulating bank operations as well as investments. However, the
PMA does not oblige banks to invest in Palestine, particularly in production
sectors. On the contrary, banks prefer to protect their funds outside the West
Bank and Gaza Strip. In addition to divestment from the Palestinian territory,
banks embrace a foreign investment approach. With a zero repayment risk,
credit facilities (though mediocre) usually target companies and persons who
are capable of debt repayment. To sum up, the banking sector operates within
margins of a profit-making rule, only investing in sectors that harbour guaran-
teed profits?.

Including loans made to cut the government budget deficit, consumer loans
make up the largest portion of bank loans. Alone, the Bank of Palestine of-
fered 68% of total loans in 2014%. Banks rely on loans to make profits.

27 Al Wazir, Jihad, 2008, “Banking Policies Needed to Promote Investment in
the Palestinian Financial Market”, Second Annual Palestinian Capital Mar-
ket Forum, 27 December 2008, PEX, Ramallah, p. 69.

28 Jaber, Feras, op. cit.

29 Interview with Shakir as Safadi, Bank of Palestine, 7 July 2014.
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Table (2): Distribution of loans (PMA, 2013)

Distribution of loans according to sectors, 2013

Sector in millions (USD)
PA 723.2
Palestinian local government units 0.3
Palestinian nonfinancial public sector bodies | 0.1
Other residents 2454.6
Resident corporation loans 957.2
Asset-backed loans 167.7
Construction and development 32.1
Household development 38.9
Other 96.7
Other guarantees 755.3
Agriculture/food industry 10.1
Commercial/industrial loans 554.3
Small enterprise lending 26.3
Foreign trade finance 4.0
Other 160.5
Cash-backed loans 34.2
Agriculture/food industry 3.1
Commercial/industrial loans 24.3
Small enterprise lending 0.1
Foreign trade finance 0.0
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Other 6.7
Loans to resident persons 1435.3
Mortgage-backed loans 303.4
Private automobile loans 219.8
Cash-backed loans 2.2
Other 217.6
Education loans 14.0
Consumer loans 127.1
Instalment loans 80.0
Other consumer loans 47.1
Other 771.1
Credit cards 47.0
Cash-backed credit cards 19.7
Other 27.4
Non-profit household service providers 15.0
Resident loan allocations 50.9
Non-resident loans 35.7
Non-resident loan allocations 1.3
Total loans 3213.8

Source:Palestinan monetaty Authotity, 2013
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3.2 Loans for Agriculture: A “loss-making” business

The Palestinian economy was exclusively agriculture-based. Due to a series
of setbacks and occupation of Palestine, land has ended up under full Israeli
colonial control. Overtime, and as a result of Israeli policies, Palestinian farm-
ers who clang to their land turned into workers in Israeli workshops inside
the Green Line. Before Israel occupied the West Bank and Gaza Strip, Pales-
tine harboured a mainly agricultural trade economy. Then, the agriculture
sector employed almost 40% of the Palestinian workforce, comprising mostly
unskilled workers. By 1993, less than 20% of Palestinian workers were em-
ployed in this sector. The Palestinian “surplus” workforce moved to the Israeli
economy. Part of this workforce came back to the West Bank and Gaza in the
1990s. The agriculture sector contribution to GDP plummeted from 33.7% in
1970 to less than 16% in 1991. The Palestinian economy was transformed into
a service economy, which depends on trade with Israel and on Israeli sources
of demand, rather than on international or domestic sources of supply and
demand. In 1970-90, Israel was the primary business partner, accommodating
70% of the West Bank and Gaza imports and supplying 90% of exports to both
areas. Israeli goods had free access to the Palestinian economy, which com-
prised the second largest marketplace for Israel after the USA. Palestinians
were crippled by customs and non-customs barriers, which impeded access to
Palestinian commodities to the Israeli market®.

The Palestinian economy continued to depend entirely on Israel even after the
PA was established. The Paris Protocol has consolidated Palestine’s economic
dependencein all sectors. At the same time, PA policies have contributed to im-
poverishing Palestinian farmers. Most of the time, farmers found themselves
alone in the confrontation with an expansionist colonial structure, which im-
plements systematic techniques to usurp their sources of income, land, water,
raw materials, and means of production. The advent of the PA, together with
Israeli-Palestinian agreements and international donors, has brought nothing
but more alienation from employment and land. Having “normalised the oc-
cupation”, the PA is practically incapable of providing production programmes
or any tactics needed to overcome ongoing alienation and displacement. In
this context, Palestinians had to choose between available possibilities with a
view tore-produce themselves and their households. Palestinians have chosen
agriculture although it is the least attractive in all employments today, not

30 Adwan, Lora, 2011, Agriculture in the Face of Displacement, BisanCenter
for Research and Development, Ramallah.
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only in Palestine but in developing and capitalist countries as well®Z.

The second Intifada uncovered a high degree of dependence and vulnerabil-
ity caused by the PA policies. The PA established line ministries and govern-
ment agencies, which have not been mindful of conditions of the Palestinian
people under occupation. While PA policies have not seriously contributed
to consolidating perseverance, social structures and adaptation mechanisms
played a role in maintaining a perseverant society during the second Intifada.
As a result of the Intifada, Palestinians were no longer allowed to work inside
the Green Line, prompting some to get back to professions they had forsaken.
Resuming the agricultural activity in a sustained state of alienation has not
helped farmers restore stability nor feel secure. Having been alienated, Pal-
estinian farmers were forced to lose control over their means of production.
Hence, they have been incapable of controlling re-production of their living
conditions and existence as they wished. Given its structure, the PA has not
changed these conditions of alienation. On the contrary, the PA has exacerbat-
ed farmers’ feeling of marginalisation and further entrenched their alienation.
“By alienation, | mean farmers are unable to control their means of produc-
tion and employment due to usurpation of their capacities by the coalition of
external and internal forces mentioned above. As such, farmers are precluded
from re-producing their existence outside the form designed for them within
the condition of alienation.”*?

In the case of a society that depends on limited resources, re-production is
effected by using agriculture, industry, micro-trade, and focus on SMEs with
highly labour intensive capacity. However, substantial barriers have under-
mined capacities of these sectors and tools. According to the Paris Protocol,
“[t]here will be free movement of agricultural produce, free of customs and
import taxes, between the two sides.”* Consequently, the PA is incapable of
protecting Palestinian markets against the Israeli mega agribusiness machine,
which is originally installed on Palestinian land. Adversely affecting and pre-
venting development of this vital sector, Palestinian farmers and agricultural
produce lack protection, and Palestinian market is dumped with Israeli prod-
ucts. Palestinian products can no longer provide a replacement of Israeli ag-
ricultural produce. Land has been viewed as a political commodity, so both

31 Ibid.
32 lbid.
33 Article VIII(1) of the Paris Protocol.
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land and water were waived as such. In the best case scenario, land has been
undermined as a condition posed by the occupying power. Thus, the Palestin-
ian agriculture sector has been so weak to provide a backbone of the economy
of perseverance. Attached to their land, an extended number of Palestinian
households rely on agricultural and livestock production. However, evolution
of an organised, strong agribusiness sector has been effectively disrupted3-.
Added to this, the aforementioned official PA policies identify with free mar-
ket, while at the same time the PA does not exercise control over even one
crossing terminal!

Continued decline of agriculture and livestock production is an outcome of
direct and indirect Israeli practices. In addition, the PA liberal economic poli-
cies have concentrated on privatisation. PA institutions have not provided any
support or sponsorship of key sectors. For example, the budget line item ear-
marked to the Ministry of Agriculture is at best 1% of the PA general budget.
Over three years, the NDP 2014-16 allocates USS 206.5 million of the general
budget to the agriculture sector. Of this sum, USS 83.5 million, or 40.5%, cover
operating expenses (i.e. relevant government sector bodies) and USS 123 mil-
lion, or 59.5%, are designated to provide development expenses (i.e. direct
sector projects). In other words, the PA appropriates USS 41 million to devel-
opment projects in the agriculture and livestock sector®. Beyond doubt, this
sum calls in a detailed discussion.

This amount is supposed to cope with many factors, which played a decisive
role in undermining agriculture-based rural development. These include the
Israeli military occupation and land grab for settlement construction and hous-
ing of new settlers. Lacking needed independence, government policies have
neglected the Palestinian countryside. An increasing number of villages have
been excluded from successive national development plans. Furthermore,
hundreds of villages and rural communities have been isolated by the Separa-
tion Wall across the West Bank, also resulting in seizure of thousands of acres
of land belonging to Palestinian farmers. Later known as marginalised areas,
these communities are entirely beyond the scope of Palestinian development
goals®,

34 Jaber, Feras, op. cit.

35 NDP 2014-16, p. 93.

36 Kuttab, Ellyn, and lyad arRiyahi, Women and Rural Development, Unpub-
lished, Kawthar Foundation.
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3.3 Is there lending?

Small enterprises, as well as the informal economic sector*’which includes
the majority of agricultural activities, operate in line with a strategy of adap-
tation within the Palestinian society. The second Intifada is a case in point.
Then, large economic establishments and service corporations were inactive
and could not save part of the economy. According to PCBS data, the value
of output of Palestinian informal sector projects was about USS 218.1 mil-
lion. Of this, the agriculture contributed 70.2%. However, the PCBS survey
indicates that the number of informal sector projects declined by 20.8% in
2014 compared to 2008%%. The agriculture sector provides employment op-
portunities, reduces unemployment, and alleviates poverty. The number of
employed persons in the informal sector, covering all economic activities, was
estimated at 192,000.0f these, the agriculture sector had the highest share
(40.6%) of the total workforce in this sector®. A significant portion of formal
activities take place outside establishments. After the second Intifada broke
out, these establishments were incorporated as a result of the Israeli closure
regime and harsher socioeconomic conditions. During the Intifada, these ac-
tivities were used as a strategy by Palestinian households to cope with difficult
circumstances, particularly crises, as well as to provide a minimum income to
cover even a fraction of household needs*.

Later, these establishments found it difficult to adapt to a fierce “market” that
is open to competition. Supported by their government, Israeli farmers are
effectively capable of dumping the Palestinian market without checks or bal-
ances. In parallel, enormous resources were directed towards service, bank-

37 According to a recommendation of the International Labour Organisation,
the Palestinian Central Bureau of Statistics (PCBS) defines the informal sec-
tor as household unincorporated enterprises with some market produc-
tion (HUEMs), household projects (non-establishment enterprises), and
paid employees at an establishment/tax unregistered enterprise.

38 PCBS, 2014, Informal Sector and Informal Employment Survey: Main Find-
ings, Ramallah:
http://www.pcbs.gov.ps/Portals/ PCBS/Downloads/book1760.pdf

39 Ibid.

40 Al Malki, Majdi, Yasser Shalabi, et al, 2004, Informal Economic Sectors in
the West Bank and Gaza Strip: Common Socioeconomic Characteristics,
MAS, Ramallah, p. 79.
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ing, and telecommunications sectors in the Palestinian territory. In workshops
organised in the Tubas, Jenin and Qalgiliya governorates®, representatives of
chambers of commerce, municipalities and cooperatives coincided that banks
never offered any type of agricultural lending. Banks view agricultural and live-
stock products as high risk investments, which lack guarantees for loan repay-
ment. Sometimes, banks are of the opinion that it is risky to lend enterprises,
which deal in “living creatures”. On the other hand, to offer loans to large
service corporations would be faster and easier. Interviewed bank representa-
tives highlighted high risks associated with agriculture sector investments. As
project feasibility studies focus on accrued profits, agricultural enterprises are
excluded from lending.

The chart below shows the volume of loans various economic sectors received
from Sharakat’s Loan Guarantee Facility (LGF) of the Palestine Investment
Fund?®.

Figure (1): Breakdown of LGF Portfolio

Sectorial Breakdown of LGP june 30,2014
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41 Minutes, Workshops on Economic Priority Planning, September 2014.
42 Sharakat: http://www.sharakat.ps/wordpress/loan-guarantee-facility/
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The agriculture sector received 9% of loans offered by Sharakat’s LGF. No
detailed figures indicate the type of agricultural enterprises targeted by the
Fund, nor the shares of loans small or medium scale farmers had.

Sharakat LGF invests in companies, which work jointly with SMEs. “The Shara-
kat Fund’s investment in the Palestinian Businesswomen’s Association (ASA-
LA) will provide small loans targeting Palestinian women. Ranging from USS
500-15,000, a loan will be used to meet Palestinian women’s needs, including
incorporation of new enterprises in various economic sectors, with a particu-
lar focus on production projects or expansion and development of existing
projects.”*3

Investment through ASALA and other organisations/companies means a re-
production of the same operational techniques, including the selling of loans
to small scale farmers and housewives at a high interest rate. Sharakat Fund
has not produced a new financial/credit tool, which would develop and boost
the agriculture sector. It has invested in already successful enterprises. En-
terprise success does not necessarily indicate a success of borrowing enter-
prises, however. According to Dr. Dhirgham Mar’i, CEO of Investment Affairs
at the Palestine Investment Fund (PIF), since it was incorporated in early 2013,
Sharakat Fund has invested over US$ 10 million in seven Palestinian compa-
nies. These investments were allocated to corporations and projects operating
in microfinance, tourism, industry, IT and other sectors. Microfinance is all the
more significant because it supports a broad spectrum of Palestinians, who
cannot access finance from banks or other financial institutions. In the past,
Sharakat provided a USS 3 million loan to the Palestine for Credit and Devel-
opment (FATEN) to finance enterprises operating in the agriculture sector and
areas affected by the Separation Wall. Currently, Sharakat Fund contributes to
increasing finance of ASALA’s lending portfolio®.

In relation to the Sharakat Fund’s volume of investment, Mar’i clearly states
that banks do not prefer to lend a wide spectrum of the Palestinian people,
including small scale farmers who work in marginalised area.

43 Donia al Watan, The Sharakat Fund Invests in the Palestinian Business-
women’s Association (ASALA) to Finance Loans to Working Women in Mar-
ginalised Areas across Palestine:
http://www.alwatanvoice.com/arabic/content/print/591635.html

44 |bid.
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To access a loan is not a prerequisite for successful or sustained operation
of an agricultural/livestock project. Loans offered to these production enter-
prises are subject to two conditions. Firstly, banks operating in the oPt set
conditions which owners of small enterprises, particularly in the agriculture
sector, cannot meet. Secondly, civil society organisations and companies that
finance small enterprises also pose a set of conditions and interest rates. If an
enterprise collapses or fails, a household with a loan will certainly incur more
debt. In addition to a high interest rate, payable loan instalments are relatively
significant compared to the household income:

| received a poultry farm loan. | did not have any experience with poultry farm-
ing. The association, from which | took the loan, lends women only. The loan
was registered to my name and my husband established a poultry farm. How-
ever, the project was successful. Now, we have to repay a monthly loan instal-
ment of USS 75%.

Productive households are confined by further debt obligations as a result of
the current lending system. Therefore, the only remaining option is the va-
riety of production enterprises offered by civil society organisations. These
enterprises are primarily designed to alleviate poverty by facilitating access
to farmers and producers to a range of aid and grant programmes (training,
consultancies, purchase of products, marketing, assistance to purchase means
of production, etc.). To this end, civil society organisations promote the idea
of consolidating perseverance of agricultural and livestock producers and
their households. Mostly, such production-based interventions are impeded
by various challenges. Income generated by the project is either insufficient to
sustain relevant households or households are incapable of accessing markets
and selling products at convenient prices. In other cases, households sell the
project in order to convert it into cash.

Several agricultural associations and cooperatives incorporated the Reef Fi-
nance, a private company for agricultural finance and lending. Reef Finance
targets farmers and livestock breeders throughout rural areas. Mr. Moham-
med Abu Dalou, General Manager of Reef Finance, explained that the com-
pany provided USS 19 million worth of funds from early January 2008 towards
end of last month. Reef Finance provided more than 2,800 loans in the West
Bank and Gaza Strip. Distinctive of this company is that it is the only financial
institution with a 100% focus on Palestinian rural areas. It is the first financial

45 Kuttab, Ellyn, op. cit.
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institution that grants payment in-kind loans across economic sectors®.

Towards late 2012, Reef Finance provided USS 6.9 million in finance of the
agriculture sector, covering a total of 1,025 projects. The company provides
in-kind funds that cover farmer and livestock breeder needs, including raw
materials, farming equipment, seeds, seedlings, greenhouses, poultry, fod-
der, sheep, cattle, and other agricultural production inputs. Thanks to regular
monitoring to ensure successful project operations, default on debt declined
by less than 6% in spite of significant risks associated with the agriculture
sector. According to its vision, Reef Finance works towards encouraging land
husbandry and exploitation with a view to materialise self-sufficiency for the
Palestinian people on their land. Reef Finance focuses on, and is willing to,
providing necessary funds to every farmer, who seeks to use their land for
farming purposes?®.

Farmers and producers do not only encounter difficulties accessing finance
to sustain their projects, but are also affected by sale and production input
prices. According to the Director of the Kafr Abbush Cooperative Association
for Agricultural Development:

First of all, chicken price should be fixed by the Authority. On sale, chicken price
may rise. This could happen only once in a lifetime. Chicken price reached NIS
12-13 per kilogram thanks to an immediate intervention from the Ministry of
Agriculture. This is not right. We should have the price of a kilogram fixed at
NIS 10 at maximum... | agree with the Authority. The price should be fixed.
Consumers do have the right to be protected. Likewise, as a farmer, | should
also enjoy protection. If you set a price for the consumer, you should set a
price for me. Why do you let the market, company or establishment that pro-
vide us with hens and fodder manipulate us? As a ministry, it should set the
fodder price. Why do you let the company manipulate us and raise the price?
They set the price of hens as they like; they either raise or reduce it*.

Reference is made here to mega corporations that produce and market fod-
der and hens, but manipulate the market, leaving no profit margin for farm-
ers to help them develop their enterprises. On the other hand, these mega

46 Reef Finance: http://www.reef.ps/atemplate.php?id=2

47 lbid.

48 Interview with Salman Bushnagq, Director of the KafrAbbush Cooperative
Association for Agricultural Development, 6 September 2014.
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corporations sell poultry, utilising their enormous capacities to compete with
small scale farmers in the same marketplace. These corporations make profits
twice: by selling fodder and poultry to farmers at a monopoly price, and by
selling poultry in the market.

3.4 Agricultural lending: The seniors versus the juniors

The majority of poor social groups, farmers, and owners of small enterpris-
es are not potential bank customers in order to qualify for loans. Essentially,
banks provide consumer loans to purchase houses, automobiles, and furni-
ture. According to ABP data, bank facilities and loans totalled USS 4.7 billion
towards end of May 2014. Of total bank facilities and loans, government debt
registered USS 1.35 billion. The remaining amount (USS$ 3.4 billion) was dis-
tributed to the private sector, including both persons and corporations. The
majority of these were consumer loans worth of USS 890 million®.

This idea is the core of banks’ strategy in the West Bank and Gaza Strip. Ac-
cording to a research paper released by MAS, this is because the Palestinian
economy primarily relies on public sector employment, which comprises 23%
of the total workforce in the Palestinian territory. Therefore, public sector staff
area potential clientele to receive loans. Towards 2012, approximately 94,000
government employees received loans. In other words, there is an immedi-
ate correlation between the PA general budget, loan portfolio, and consumer
loans in particular®.

Out of guaranteed loans (those feeding corporations with the resources, capaci-
ties and relations needed to access loans) and enormous consumer loans direct-
ed towards government staff, only fractions are left for producers, particularly
farmers.

However, this approach has changed after reports of international organisa-
tions (European Union and World Bank) have identified Area C as a target
economic zone. In fear of a deteriorated legitimate status of the PA, US Secre-
tary of State John Kerry pledged support to offer loans to SMEs. The Bank of

49 Khabisah, Mohammed, “The Share of Agricultural Loans is 0.8% of Total
Bank Facilities in Palestine”, Al Araby al Jadid: http://www.alaraby.co.uk/
economy/404217fc-3587-40a7-858a-c62a0b517a5a (in Arabic)

50 MAS, 2003, Socioeconomic Impacts and Risks Associated with Loans.
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Palestine’s SMEs Department started to provide these loans. In this context,
the SMEs Department Manager determines the projects that can apply for
loans: “We fund enterprises across service, industry, and agriculture sectors.
We encourage industrial enterprises. However, there is not a larger share for a
particular sector. There are agricultural enterprises, including dates and vege-
table projects, in Jericho and Tubas. There are also sheep breeding and poultry
farming operations, including broiler and laying hens. There is no distinction
between certain areas. However, the majority (poultry farming) is concentrat-
ed in villages across Ramallah, Nablus, and Qalqiliya.”>*

The bank plans to expand and provide up to USS$ 300 million to SMEs over the
upcoming five years. However, the same bank implements the same proce-
dures and cautions in such a lending practice.

Borrowers can apply for one of two types of loans. Microloans range from US$S
10,000 to USS 15,000. A microloan is provided over several phases, with a por-
tion delivered at the end of each phase. Guarantees set for microenterprises
are less strict than those prescribed for SMEs. To access a microloan, the bank
can accept personal guarantees and cheques.

SME loans start from USS 15,000 up to USS 2.1 million. Given their larger size
and broader area of coverage, guarantees should also be met by relevant
SMEs®2,

Cheques, personal guarantees, land titles, and automobiles are guarantees
made to receive microloans. Larger loans entail stricter procedures and guar-
antees. This is why farmers’ access to loans is not easy, precluding any busi-
ness progress.

| have not decided to apply for a loan. Why? Because the project is not guar-
anteed (Livestock breading projects involve a high risk). For example, if the
price is fixed, one might think of borrowing as an option. Then, | can expand
the farm and raise the number of hens from 4,000 to 20,000 per cycle. | do not
want to breed hens and lose. No one watches my back.”*?

51 Interview with Shakir as Safadi, Bank of Palestine, 7 July 2014.

52 Ibid.

53 Interview with Salman Bushnag, Director of the KafrAbbush Cooperative
Association for Agricultural Development, 6 September 2014.
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According to PMA monthly data, total agricultural loans provided by banks
operating in Palestine neared USS 24 million towards the end of 2013. Of total
facilities (USS 3.1 billion) offered to the Palestinian private sector (both institu-
tions and individuals), agricultural loans comprised less than 0.8%. Last year,
around USS 4.4 billion worth of bank loans were injected in the Palestinian
market. These included USS$ 1.37 billion owed by the Palestinian government.
Compared to 2012 data, the size of loans channelled into the agriculture sec-
tor rose in 2013 by almost USS 5.6 million. However, these are still lower by
around USS 7 million of a total of USS 30 million offered to this sector in 2010.
In line with data released by MAS late last year, the agriculture sector’s con-
tribution to GDP would not go beyond 4.8% in 2013. By contrast, Walid Assaf,
then Minister of Agriculture, stated that the sector would contribute as much
as 5.8%.

In comparison to an earlier 35-48% average, this 1% discrepancy of the agri-
culture sector’s contribution to GDP would not make a big difference. In the
past, agriculture provided a key source of income for Palestinian households
throughout rural areas, which make up the majority of the oPt.

It is easy for mega corporations that operate in several sectors, such as AZIZA,
to access loans. According to the AZIZA Senior Customer Department Man-
ager: “At first, the company had a large share capital. In new and modern proj-
ects, however, there is always a need to resort to banks. It was easy to access
these loans from any bank.”**In line with PEX data, the market value of AZIZA
is currently JD 59 million.

Living in close proximity to the AZIZA factory, a farmer from the Kafr Jammal
village in the Tulkarem governorate explained why he did not apply for a loan:
“What can banks do for us? Banks give loans to employees and military per-
sonnel. You need a salary so that the bank can give you a loan.”>®

According to Agel Abu Qare’, an agricultural expert, the [mediocre] facilities
the agriculture sector has received are a proof positive of the condition of Pal-
estinian farming over the past period. Agriculture has declined continuously
since the Oslo Agreement was concluded in 1993. Accessible employment at
the PA institutions and dependence on Israeli agricultural produce marked the

54 Khabisah, Mohammed, op. cit.

55 Interview with AzmiKhalaf, AZIZA, 7 September 2014.
56 Interview with Azmi al Marzouq, a farmer, 29 July 2014.
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start of collapse of the Palestinian agriculture sector. In 1992, the agriculture
sector comprised almost 30% of Palestinian GDP. Combined, PA institutions
and public sector employment have promoted thousands of farmers to mi-
grate to cities. Israeli high quality agriculture produce also contributed to de-
teriorating agricultural activity and reducing the number of farmers®.

An unfair, monopolistic competition has caused damage to small and medium
scale farmers. Also because of price manipulation, an extended number of
farmers have been forced to close down their farms. “In Kafr Abbush, for ex-
ample, there were almost 30 poultry farmers. Of these 30, there are only six
poultry farmers today. There are no poultry farms in Kafr Zibad. Kafr Jammal
has a few farms, but there are more poultry farmers in Kafr Sur.”>®

Mazen Sunnukrut, a businessman and former Minister of National Economy,
asserted that the Palestinian agriculture sector enjoyed more facilities than
those in many developed countries have: “I mean that the EU provides a duty-
free access to all Palestinian crops exported to EU member states, regardless
of volume of exports. However, government support of agriculture and farm-
ers is almost nil. Historically, Palestinians had one profession - farming. The
Palestinian climate is also appropriate for both summer and winter crops. Gov-
ernment focus on other consumer sectors has resulted in a declining agricul-
tural self-sufficiency. Instead, the government relied on Israeli agricultural pro-
duce.” Sunnukrut made clear that banks operating in Palestine offered funds
to low-risk enterprises. This is not the case in the agriculture sector. However,
if it is not affected by natural hazards, the sector might be exposed to risks
created by Israel, including land levelling or confiscation. This is a years-long
Israeli practice in the Jordan Valley - the bread basket of Palestine.”*®

Against this backdrop, of all economic sectors, agriculture and livestock pro-
duction have had the least contribution to GDP. Farmers suffer a great deal to
preserve their land and farms. The current lending policy is not cautious of the
crucial situation of farmers. As untenable guarantees are required, farmers
cannot qualify to receive any loans.

57 Khabisah, Mohammed, op. cit.

58 Interview with Salman Bushnagq, KafrAbbush Cooperative Association for
Agricultural Development, 6 September 2014.

59 Khabisah, Mohammed, op. cit.
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4. Conclusion

PA economic policies are disrupted by relentless Israeli practices, which have
deliberately targeted and destroyed Palestinian land and resources. Using all
available techniques, the Israeli occupying forces also target agriculture - the
forefront sector in confrontation of the Israeli settlement enterprise. Pales-
tinian agricultural activity is impeded by a fierce competition with the Israeli
agricultural produce, which is fully backed by the Government of Israel. Arable
land is levelled, seized and destroyed by the Israeli occupying forces and set-
tlers. In addition to absent government support, Palestinian economic and fi-
nancial policies focus more on investment in service sectors, ultimately driven
serving interests of mega capitalists. By incorporating companies and installa-
tions in the most labour intensive sites, these capitalists compete with simple
farmers, effectively limiting their sources of income. A case in point is AZIZA,
which competes with farmers in a vital area that has long been renowned for
poultry farming. The company further manipulates prices of fodder and hens
and sell livestock products in the local marketplace. Beyond doubt, the farmer
alone is the losing party.

Small enterprise financing/lending is also challenging. Bank lending proce-
dures will plunge many small borrowers into debt. “Many problems that may
take place in the process of financing small enterprises are neglected. Most
importantly, small enterprises may collapse. Sometimes, a loan is not used
to finance a production enterprise, but to repay old debts or provide for daily
needs of poor households. As such, a borrower may shift from being poor to
being both poor and indebted. Therefore, a financing institution or association
should examine economic feasibility of small enterprises, follow up on imple-
mentation, and evaluate success and capacity to market products in local or
external markets. These are essential factor that cannot be ignored.”®°

Support of production, particularly in the agriculture sector, enterprises im-
parts significant, favourable impacts economically, socially, and nationally.
Based on a culture of liberation, land and man are the hub of a development
process. This is most evident in the agriculture sector. “It is equally important
to recognise the added value of production enterprises in the development
process, particularly under the occupation which destroys production infra-
structure across the Palestinian territory. Historically, agriculture has been a

60 Kuttab, Ellyn, op. cit.
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primary sector in the Palestinian society. Hence, the government should play a
major role in developing and boosting this sector with a view to promote per-
severance of Palestinian citizens. Compared to 5.8% in 2013, the agriculture
sector’s share of Palestinian GDP comprised 18% in 1994.”¢!

In light of commonly cited risks, loans are not offered to support agricultural
activity. According to PMA and ABP reports and bank interviews, loans are not
allocated on a sector basis. If any, a certain portion of loans is channelled to
agricultural enterprises. Most crucially, support should be delivered to simple
farmers across the West Bank and Gaza Strip.

Investment in agricultural loans furnishes an enormous opportunity for profit
making. In addition to growing consumption in the internal marketplace, Pal-
estinian agricultural produce enjoys facilities, including a duty-free access to
the EU market. Also taking account of an increasing boycott of Israeli com-
modities, a liberation-based development process can be launched with a
view to build on existing structures, reduce dependence on the occupation,
and dispense with current economic policies of privatisation, monopoly, and
disruption of production sectors.

61 Khabisah, Mohammed, “Bank Concerns Restrict Agricultural Loans in Pales-
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