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Palestinian development within the occupation reality. This includes study-
ing the interactions between the economic, social and political determinants of
development as well as the structures of power and dominance which preclude
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tance for relevant decision makers.
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Executive Summary

By the end of 2007, the Palestine Monetary Authority (PMA) announced a series
of measures to reform the banking system. These included a promotion of local
credit and strengthening of linkages with the real economy by reducing the size
of foreign private investment. Accordingly, a cautious lending policy has receded.
Promotional campaigns have flourished, encouraging individuals to access banks
for soft and long-term loans with a view to reduce cash surplus, which banks are
required to release into the local market. In a few years, the new lending policy
has led to soaring household and personal debt to record levels (over USS 3 bil-
lion). Before openness to lending, household and personal debt did not exceed
USS 70 million.

Loans offered to people are of a consumer type. These loans are often used to
purchase imported products. In addition to economists, current and former CEOs
of three major banks in the occupied Palestinian territory (oPt) highlight risks
associated with existing lending policies. The majority of loans are channelled
to consumption, but do not contribute to developing the economy. These funds
are not prudently invested to be injected back into the local economy. Therefore,
loans pose a burden on people. Both economists and CEOs stress the need for a
shift from this pattern of lending to financing investment enterprises, which con-
tribute to creating new employment opportunities.

Consumer loans may later transform into a tool of deprivation and disposses-
sion. When they have access to lending, people soon pile up debt, but suddenly
find themselves subject to ever increasing interest rates. Therefore, they declare
bankruptcy and are forced to sell assets, with the value of latter decreasing. A
case in point is the real estate market in the USA. Usually, borrowers are the most
vulnerable group in the society.

The size of lending grows larger. However, according to the distribution of loans
between the West Bank and Gaza Strip, severe restrictions are imposed on the
latter in terms of access to finance, including on both the deposed government
and individuals. Credit facilities appropriated to the Gaza Strip scored a mediocre
USS 0.5 billion.

Government debt climbed from USS 534.2 million in 2008 to USS 1.374 billion in
2013, marking a rise of 275% in just five years. In other words, debt jumped from
USS 21.9 million in 1996 to USS 1.374 billion in 2013, representing an increase



of 6274%. In addition, the Palestinian Authority (PA) has borrowed from foreign
banks and local institutions, including the Palestine Pension Authority. Towards
H1 2014, PA debt registered over USS 4.3 billion from banks, private sector corpo-
rations, as well as international agencies and banks.

In the context of competition between banks, to attract more customers, and to
sell more loans, banks breach laws to sell certain types of consumer and personal
loans, credit card loans, personal loans, housing loans, automobile loans, educa-
tion loans, etc.

According to this paper, the fact that personal debt creates multiple effects is
logical. Most importantly, personal loans help maintain the current system, which
provides employment opportunities that enable individuals to pay their debt ob-
ligations. Of particular note, more than 140,000 public sector employees, NGO
staff and their families are haunted by any change. This is a result of an experi-
ence of an 18-month financial siege and of self-centred concerns. The majority
of interviewees, including specialists or bank staff, are of the view that consumer
loans targeting households and persons have consolidated individualism and self-
centred personal interests. In contract, interest in public affairs has declined. In a
society where the poor and unemployed comprise 27% of the total population,
banks cannot tempt all people into consumer loans. However, to create incessant
needs for such an essential class, a common characteristic of which is an ability to
repay loans, would be a logical assumption.

In addition to compromising rights of future generations, government debt is
prone to surge in light of an incapability of repayment. Further financial burdens
will affect the PA as a result of late interest charges and interests. Political con-
sequences are at work as well. Countries that fall short of repaying foreign debt
have traditionally been more vulnerable to political blackmail.

This paper recommends that a balance must be stricken between consumer loans
and production and investment loans. Channelling funds into investment enter-
prises generates employment opportunities, ultimately benefiting the Palestinian
economy. To approve disadvantages of loans and consumer life patterns requires
that the PMA provide more restrictions on the lending policy. At least, a balance
should be in place with other sectors. Hence, new lending policies need to be
implemented with a view to create new employment opportunities and reduce
poverty rates. This necessarily implies the need for a review of the policy of im-



ports either from Israel or the rest of the world. A revision should also address
PA policies which, according to PA national development plans, promote com-
petitiveness at the expense of local production support as well as individualism
at the expense of community action. Capital structure of the system will be over-
ridden by new mechanisms designed to deliver needed resources to people for
re-production. Taking account of public, rather than capital, needs, resources will
also be delivered to institution, which provide housing and construct residential
neighbourhoods.

To reinstate older economic forms will minimise bank control and hegemony.
Banks will not be the most dominant in our life and business transactions.

1. Introduction

Current global debate on prospects of the economy, problems associated with
economic justice and fear of collapse of the economy pays special attention to
debts resulting from excessive lending to households and governments, including
broader impacts on the economic system. In addition to inappropriate real wage
policies in place, high cost of living and high loan interest rates, lending is clearly
causing impoverishment of an extended number of borrowers. For these, lending
has been portrayed as the sole solution for their financial problems.

Impoverishment generated by lending policies may also produce a scattered au-
dience of protestors. Though this is still a loose assumption, a more in-depth ex-
amination is needed in the future. Many examples of this assumption exist in
the global context, however. Although new anti-capitalist social movements have
been initiated, the fact that millions of people lost their homes has not paved the
way to overriding the economic system through more equitable alternatives. In
the local context, household and personal lending policy is categorised by politi-
cians, researchers and bankers (interviewed in the course of this report) as a po-
litical problem as well. This policy has removed the public from collective action
by creating personal concerns for many. Thus, openness to loans has not only re-
flected disorder caused by the banking system, but has also provided an informed
and planned strategy of control, which is established under the slogan of linking
banks to the domestic economy.

As a substantial from of neoliberalism, capital growth plays a pivotal role in how
to articulate power and authority in the oPt. Patterns of household and person-



al consumer debt remarkably affect how people view their capability of coping
with social struggle. In particular, people interact in order to change individual
behavioural patterns by promoting the idea that solutions for their problems are
individualistic, rather than collectivistic. This is virtually in harmony with a dete-
riorated social service delivery, which is part and parcel of neoliberalism®. Open-
ness to lending has increased over the past years. Banks have been a destination
for Palestinian individuals and households. Palestinians have further marked a
transformation, using private finance to meet basic needs, which could have been
provided beyond the market scope?.

To plunge individuals into debt is not only meant to provide a tool of control and
to entrench self-centred personal concerns as is our case in Palestine. When they
have access to lending, people soon pile up debt, but suddenly find themselves
subject to ever increasing interest rates. Therefore, they declare bankruptcy and
are forced to sell assets, with the value of latter decreasing. A case in point is the
real estate market in the USA. Usually, borrowers are the most vulnerable group
in the society. For example, in 2008, Wall Street announced that increments paid
to CEOs of mega corporations were as high as US$ 38 billion. Meantime, almost
two million families lost their homes. When a link is drawn between these two in-
cidents, it appears as if the poor’s properties were seized and granted to the rich?.
In the Palestinian context, however, banks do not rush to dispossess borrowers
of their assets in light of current political conditions. As in the Gaza Strip, banks
reduce lending to a minimum. If a public crisis takes place, such as an unpaid wage
bill, bank deduct a portion of the salaries transferred to public sector employ-
ees to avoid public resentment. Dispossession only affects individual delinquent
cases, so it has not transformed into a general phenomenon. Ironically, while the
world was already affected by the lending crisis, local banks have started to ex-
pand loans in the West Bank.

The World Bank publicises positive impacts of allowing access to finance and con-
sumer loans to persons with limited income on the economic activity. Access to
finance is linked to growth and alleviation of poverty. Despite the fact that it does
not provide direct support to production sectors, access to finance also generates

1 Haniya, Adam, 2012. Development as a Tool of Struggle: Confronting the Context of Hegemony in Palestine,
Centre for Development Studies, Birzeit University.

2 Ibid.

3 An Nissf, Marzouq. April 19, 2009. “A Dialogue with Professor David Harvey: Global Financial Crisis, Neoliberal-
ism, Marxism, and Democracy”. http://adabmag.com/sites/default/files/7_8-09/11-david_harvi.pdf (in Arabic)



an additional economic activity®. In the Palestinian context, however, this per-
ception compels a further investigation because the economic activity resulting
from financing is channelled to importation of foreign commodities. It has not
offered much assistance to supporting domestic production. Also, household and
personal consumer finance makes these groups more vulnerable as to confront
economic crises. Creditors are always given the lien.

Apart from socio-political reflections imparted by lending, it is widely recognised
by observers that the most significant cause of the financial crisis, which is still in
action and poses a threat of a renewed global economic recession, was excessive
household borrowing in the USA and Europe. Particularly in the real estate sec-
tor, personal debt reached an unsustainable level. Consequently, the “bubble”
blew off at once in 2008°. On the global level, a relative decline of the real wage
rate has made the capitalist system suffer from a deficit in “effective demand”;
i.e. working force’s capability of purchasing products they manufacture by them-
selves. As a result, demand generally receded, but the number of capitalists re-
mained as it was. This meant a reduced production. Caused by rising production
and plummeting demand, this gap was rapidly bridged by increasing personal and
small household debt, especially in developed capitalist systems. As long as public
wages (which are originally low) are steady and public debt is rising, such a situa-
tion cannot sustain. Sooner or later, an economy resting on these grounds will col-
lapse. Today, we are experiencing a general collapse because of this unbalanced
formula between real wages and debts. Therefore, the crisis currently affects all
countries that have embraced these policies®.

The Palestinian labour force is in a similar situation. Erosion of real wages has
been accelerating for years now, but has not at the same time been compensated
in tandem with rising prices of food supplies, energy, or services. Since the lend-
ing policy has been expanded, payrolls have eroded. As a result, unions have or-
ganised protests and declared public strikes. These were in parallel to increasing
doubts cast on the way high cost of living was being calculated. Unions demanded
that the high cost of living include primary commodities, but the Palestinian Cen-
tral Bureau of Statistics (PCBS) used to apply it to 950 primary and secondary

4 Bruhn, M., and Love, |, 2009. The Economic Impact of Banking the Unbanked: Evidence from Mexico. https://
openknowledge.worldbank.org/bitstream/handle/10986/4173/WPS4981.pdf?sequence=1

5 Khalidi, Raja. February 28, 2012. “The Palestinian Crisis of Living between Consumption, Household Indebted-
ness and Financialisation”. http://www.jadaliyya.com/pages/index/4505 .(in Arabic)

6 Harvey, Ibid.



commodities. Therefore, unions and researchers believed that real wage erosion
has scored 40% vis-a-vis current the high cost of living’. Loosely combining luxu-
ries and essential items consumed by people, this earlier method which the PCBS
used to calculate the high cost of living was modified later. The new standard
consumer price now covers approximately 650 commodities®.

This research paper investigates the increasingly large-scale lending policy imple-
mented by local banks since early 2008. With guidance from the PMA, this bank
policy has been widely criticised, however. Questions have been raised about the
purpose of granting such a tremendous volume of credit facilities, so far over US$S
4 billion. An overwhelming majority of these are concentrated in the West Bank
with a population of just less than two million. Credit facilities are associated with
disproportionately high economic and political risks as well as decreasing income
of a large number of borrowers. Palestinian banks, and the banking system in
general®, have developed over a relatively short span of time. In light of declining
foreign financing, government lending policy has been publicly criticised.

The paper monitors changes that affect the size of consumption in the automo-
bile and real estate sectors as well as their correlation with developing consumer
patterns, which have brought people into a context of imagined welfare. In the
political sphere, the paper envisages scenarios for banks in case the PA, which is
already indebted to a large number of banks, collapses or is dissolved. Special fo-
cus is given to the West Bank debt compared to low facilities granted in the Gaza
Strip. It is worth noting that 2006, 2007 and 2008 saw a remarkable rise of foreign
aid. Additionally, the research paper assess the impact of lending as to consoli-
date individualistic behaviour among Palestinians

The research initiative is informed by a qualitative analysis approach, using many
structured interviews conducted with economists and CEOs of major banks in the
city of Ramallah. It also provides an analysis of the PMA quantitative data on the
size and distribution of loans across the oPt. Reports released by the Association
of Banks in Palestine (ABP) have also helped come up with a clear picture of finan-
cial position of banks in Palestine.

7 Ma'an News Agency, Zakarnah casts doubts on the way the high cost of living is calculated, January 17, 2011.
http://www.maannews.net/arb/ViewDetails.aspx?ID=351853 (in Arabic)

8 “Interview with Ashraf Samarah, PCBS, Ramallah”. Personal interview by Nahed Samara.

9 Al-Riyahi, lyad, 2013. Development and Financing in Palestine, Social and Economic Policy Observatory
(MARSAD), Ramallah.
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There’s a certain chemical that gets released in your stomach when you make ten

times your money. And it’s addictive.
William Browder

2. Banks Operating in Palestine

On the eve of Israel’s occupation, a total of 12 banks were in operation in the West
Bank in 1967. Due to Israeli military measures, the banking activity was curtailed,
restricted, and put under strict control. All bank branches were closed down in
the reporting year. All bank balances were transferred to a special account at the
Central Bank of Israel. Israeli banks monopolised banking operations in the oPt.
However, Israel allowed the Bank of Palestine to reopen in Gaza in 1981 and Cai-
ro-Amman Bank in the West Bank in 1986,

Since 1994, the West Bank and Gaza Strip have seen a growing bank activity. New
banks opened branches in throughout Palestinian cities. Sometimes, more than
one branch was inaugurated in the same city. ATMs were also installed in public
places. Currently, 18 banks operate in the West Bank and Gaza, including eight
local banks, nine Arab banks, and one foreign bank. Bank branches and offices
total 226, distributed to various areas. Banks employ approximately 5,000 staff
members. Half of these work at local banks.

According to ABP estimates, there is a bank branch per 19,000 and an ATM per
11,000 people. In mid 2012, operating bank assets grew to over USS 9 billion*!.
From 1997 towards late 2013, banks operating in Palestine made profits of USS
1.23 billion. Profits made by these banks over the past three years were USS 398
million?2. Palestinian banks managed to survive the global financial crisis with a
minimal damage. Only HSBC Middle East, which operates in the Palestinian ter-
ritory, experienced a series of losses throughout past years, registering a loss of
USS 0.5 million in 2012 alone. HSBC Middle East did not offer credit facilities,
which provide significant profits for banks in the Palestinian territory.

Apart from some Palestinian banks with deposits abroad, impact of the global
financial crisis on the Palestinian banking system were minimal®. Over the past

10 Al Hajj, Tareq, 2004. “Potential Impacts of Local Developments on Palestinian Banks in the West Bank”, Jour-
nal of Bethlehem University, vol. 23, p. 6.

11 ABP, Bank Financial Position 2012, Ramallah.

12 Jihad al Wazir. May 18, 2014. “Banks Operating in Palestine Make US$ 1,023 Billion in Profits since 1997”, interview
with Al Hayat al Jadidah, : http://www.alhayat-j.com/newsite/details.php?opt=7&id=235918&cid=3305 (in Arabic).

13 Al-Riyahi, lyad, 2013. Development and Financing in Palestine, Ramallah: Social and Economic Policy Observa-
tory (MARSAD), p.11.
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years, banks mounted earnings, scoring a steady rise every year. According to ABP
data, banks make over USS$ 53 million in profits towards the end of 2013.

Chart 1: Bank profits before taxes*

profit before tax

49.97 53.04
34.54 37.73 41.87
2009 2010 2011 2012 2013

The Palestinian government also benefits from these profits, which mostly accrue
from commissions and interests on lending. For example, financial data released
by the Ramallah-based Cairo-Amman Bank indicate that profits made towards the
end of 2013 were over USS 12 million. Of these, the government deducted almost
USS 5 million in taxes?®. Profits reflect overall banking activity in the West Bank.
These could have multiplied if it were not for restrictions imposed on banking op-
erations in the Gaza Strip. The volume of taxes collected by the government from
banks provides an incentive for a continued consumer loan policy.

3. The West Bank and Gaza Strip: Distinction in Credit Facilities

According to the distribution of credit facilities, and in comparison to loans grant-
ed in the West Bank, severe restrictions are imposed on the lending activity in the
Gaza Strip, affecting the government, individuals, and households. Needless to say,
the West Bank-based government borrows, but people in Gaza should repay a por-
tion of this government debt. Government borrowing is seen as public debt of the
Palestinian people, regardless of the nature or leadersjhip of the Palestinian re-
gime. In general, banks have had the tendency to grant large-scale credit facilities
in the West Bank. Registering USS 296.6 million in 1996, these jumpstarted to USS
1411.1 million in 2007. In 2013 alone, credit facilities totalled USS 3986.4 million?.

14 ABP, Bank Financial Position 2013, Palestine: http://www.abp.ps/files/server/Financial%20Position%202013.pdf
15 lbid.
16 PMA, various reports, 2013.
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Chart 2: Size of credit facilities in the West Bank
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Banks have been so cautious as to give Gaza residents or deposed government the
same opportunity to access credit facilities. If they did it, it could not only be clas-
sified as high credit risk. Even though political issues also control the size of loans
in Gaza, credit facilities granted to Gazans were less than USS 0.5 billion in 2013.

Chart 3: Size of credit facilities in the Gaza Strip
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In the West Bank, criticism directed at the PMA and banks mainly addresses the
size of credit facilities that have effectively plunged people into debt. By contrast,
different forms of criticism are posed in the Gaza Strip. In addition to declining
financial transfers to the deposed government, local banks sometimes refuse
internal remittances from the West Bank or abroad to Gaza residents. On sev-
eral occasions, Gazans were prompted to close down and damage properties of
these banks. In this vein, special attention should be paid to the city of Ramal-
lah, where line ministries and NGOs are based. A large number of people have
moved from across Palestinian governorates to Ramallah. Financial operations,
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business enterprises, and landmarks of civilisation and development are visible
in the city. Distinguished from other Palestinian urban centres, Ramallah appears
as the “capital of Palestine”. Expanding financial markets sheds light on the fact
that many development projects seen throughout the West Bank, particularly in
Ramallah, are fuelled by debt. This is reflected in the significant transformation,
which has affected the landscape of Ramallah over the past few years. Large sign-
boards promote banks and purchase of commaodities, including houses and auto-
mobiles, by loans?’.

In this context, Harvey addresses an unbalanced development and formation of
a new landscape®®. In other words, concentration of finance and business opera-
tions in Ramallah has ignored and contributed to impoverishing other cities. At
the same time, Ramallah has been transformed into a model of a modern city
with exorbitant prices. Banks were not solely responsible for this outcome or for
what Ramallah has become to be today. In addition to line ministries and gov-
ernment bodies, other factors have made Ramallah exclusively a city of service
economy. Continued closure of Palestinian cities since 2001 has driven people
to settle in Ramallah and avoid Israeli checkpoints. Besides a huge number of
Palestinian and foreign NGOs, the city houses representative offices of European
countries to the PA. The Al Mugata’ah (PA presidential compound) is the hub of
Palestinian political and diplomatic activity. All these factors have contributed to
developing a service economy that meets needs of a large number of the rich and
middle class citizens.

4. Government Debt and People

The process began as if it were a reform and linking of the banking sector to the
local economy. The size of foreign investments was reduced and banks were di-
rectly associated with the economy. However, besides the government, individual
and household debt soon saw a jumpstart after 2007; i.e. in the aftermath of the
internal Palestinian political divide. Personal debt climbed to as much as USS 4 bil-
lion. Government debt owed to local banks and other institutions well exceeded
this amount despite the fact that a significant portion of budget line items ear-
marked to Gaza were deducted. The Ramallah-based government has continued
to pay the wage bill of former public sector staff in Gaza. However, recurrent ex-

17 Haniyah, op. cit. p.20.
18 An Nissf, Marzougq, op. cit.

14



penditures appropriated for the Gaza sharply declined, including in health, educa-
tion, security, social aid, and infrastructure sectors.

Over 11 years (1994-2005), PA debt from local and foreign banks totalled USS 421
million. It should be noted that PA debt jumped from USS$ 21 million in 1996 to
USS 416.7 million in 2000. Accordingly, debt soared by 1800% in just four years.

Table 1: Bank loans to the Palestinian government, 1996-2007%°

Year (1996|1997 1998|1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Public
219 | 629 | 85.7 | 98.0 | 416.7 [ 363.6 | 139.6 | 248.6 [414.1(592.2 | 486.0 | 421.5

sector

Post-2007 borrowing also marks high rates, indicating a rising government trend
since 2000. A set of conditions might have contributed to increasing government
debt. In particular, tax collection plummeted after the second Intifada broke out.
Combined with Palestinian clearance revenues withheld by Israel, Emergency Pro-
gramme expenditures grew as a result of rising unemployment and poverty. In
addition to inadequate foreign financial support of the PA, government debt was
associated with the banking policy approved later, obliging banks to use almost
half of their deposits in the form of credit facilities.

Chart 4: Government loans, 2008-13
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According to Chart 4%°, Government debt climbed from USS$ 534.2 million in 2008
to USS 1.374 billion in 2013, marking a rise of 275% in just five years. In other
words, debt jumped from USS 21.9 million in 1996 to USS$ 1.374 billion in 2013,

19 PMA, various reports, Ramallah: http://www.pma.ps/Default.aspx?tabid=91&language=en-US
20 Data derived from PMA reports, 2013.
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representing an increase of 6274%. In addition, the Palestinian Authority (PA) has
borrowed from foreign banks and local institutions, including the Palestine Pen-
sion Authority. Towards H1 2014, PA debt registered over USS 4.3 billion from
banks, private sector corporations, foreign countries, and transnational financial
institutions?!. Government officials announced an estimated budget deficit of USS
600 million towards the end of 2014. If the government cannot secure foreign
aid, public debt is projected to reside within the limits of USS 5 billion. In an in-
terview with a local newspaper, Mohammed Mustafa, Deputy Prime Minister for
Economic Affairs, stated that the Palestinian government is in default on its debt,
imposing late interest charges in the amount of US$ 100 million?. In addition to
the current budget deficit, delinquent debt will pose a further burden on the PA.
It is feared that the debt is recompensed by a further reduction of social service
delivery, including in health and education sectors. This is usually the case when
debt servicing is set as priority by creditors. Debt servicing is supposed to be sec-
ond in line after development initiatives?.

4.1 Inflating GDP to access larger loans

During the economic crisis that pushed Greece to the verge of bankruptcy, pros-
ecutors charged Andreas Georgiou, Head of the Greek Hellenic Statistical Author-
ity, with adjusting the GDP budget deficit target after he announced that Greek
GDP accounts had been exaggerated and inflated by more than a quarter of the
GDP real value. Georgiou, who had resigned his office at the IMF, said he was only
tasked to apply European standards to estimate condition of the economy?.

In Palestine, at the same pace and to align borrowing with GDP, the Palestinian
Prime Minister announced in a public accountability session organised by civil so-
ciety organisations that the GDP was near USS$ 10 billion. Public debt was 38% of
GDP, lower than the prevalent rate in borrowing countries in the region. There are
internationally recognised standards, though. In Europe, public debt should not ex-
ceed 60% of GDP. In this sense, the Prime Minister considered that the current situ-

21 Al Awad, Walid, 2013. “Who Will Bail out the Palestinian Authority from its Financial Crisis?” http://www.
alquds.com/news/article/view/id/458567 (in Arabic)

22 Awadh, Walid. June 11, 2013. “Debt Crisis haunts Palestinian Government in its First Meeting: Al Hamdallah
and Deputy prepare for an Arab tour to address the crisis and rejuvenate the Arab Safety Network as PA debt
exceeds USS$ 4 billion”, Al Quds. http://www.alquds.co.uk/?p=53181 (in Arabic).

23 Woods, Ngaire, 2006. The Globalizers: The IMF, the World Bank, and their Borrowers, Cornell University.

24 Jamal, Wael, June 2, 2014. “Significant Economic Reviews - The Most Dangerous Economic Invention in the
20th Century: GDP”, Aswat Misriyyah. http://www.aswatmasriya.com/analysis/view.aspx?id=986c3ce9-d54a-
45cb-8fc3-027adb8881f0.
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ation was not as bad as commonly rumoured?®. Inflation of the GDP is premised on
a publicised growth in Gaza at the time. According to the United Nations Conference
on Trade and Development (UNCTAD) Report, the growth in Gaza mainly involved
a reconstruction activity following the Israeli offensive of 2009. Currently, however,
the situation is entirely different. The latest Israeli offensive of summer 2014 has
resulted in rising poverty, destitution, and unemployment. To announce growth is, in
fact, an inflation of the real GDP per se. Default on debt-servicing payments, rather
than debt repayment, is a bad indicator and should be reviewed in two aspects: (1)
current lending policy and conditions, including a reduction of debt distress; and (2)
spending of loans is beyond any parliamentary or civil society accountability. Most
often, these loans are used to cut deficit in the public sector wage bill.

Economic arguments have been used to justify the government ability to borrow
as long as debt does not step up to 60% of GDP. These statements should still
be analysed and investigated in view of relevant political and social impact of
debt-servicing payments. The arguments posited may not necessarily apply to the
Palestinian economy, which is still under occupation and relies heavily on foreign
aid. Let alone the economic and humanitarian catastrophic situation in the Gaza
Strip, exacerbating public debt in this way will override GDP itself over the next
few years. It will open room for further debt. Having now been a UN non-member
state, new opportunities are furnished to Palestine to borrow from international
agencies, including the IMF. Earlier, these organisations refrained from offering
loans to Palestine because it had not been a state.

4.2 People’s Debt

Rising debt is not exclusive to the Palestinian government. People are up to their ears
in debt too. At banks, credit facility departments began to extend services to a large
number of borrowers, who have entrusted banks to solve their financial problems.

In the context of competition, banks have come to violate relevant laws with a
view to attract customers to certain types consumer and personal loans, credit
card loans, personal loans, housing loans, car loans, education loans, and non-
corporate loans. Associated with each type of loan are fraudulent techniques that
infringe on regulations and procedures set by the Banque du Liban. For instance,
an extended number of banks offer administrative facilities to customers, allow-

25 Palestine News Agency (WAFA), Fayyad Presents Draft 2013 Budget with an Estimated Deficit of US$ 3.8 Bil-
lion, 25 March 2013: http://www.wafa.ps/arabic/printnews.php?id=150652 (in Arabic).
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ing them to borrow above and beyond their overall incomes. To offer larger loans,
banks would probably help customers valuate their residential properties at a
price higher than real market value. Some banks do not count credit card loans as
part of loans. Moreover, banks seem to “fight one another” as to offer automobile
loans and tempt sales agents with high commissions. This is at the expense of cus-
tomers, who are utterly ignorant of the real situation. All they look for is to receive
a loan regardless of their real capability of paying debt obligations?. As a result of
fierce competition and limited intervention, banks do not take account of credit
worthiness of borrowers. If a bank decides to not offer a loan to a person, they
will certainly find many others that would do so?. The current situation, including
a combination of uninformed competition between banks, banks’ incapability of
discharging determined percentages, and desire for quick profits and negligence
of credit ratings, are a cause of future breakdown.

Table 2: Individual consumer loans, 2008-2013

Loan purpose / Year 2008 | 2009 2010 2011 2012 2013
Automobile finance 39.7 57.0 85.7 118.7 113.8 130.5
Consumer loans 70.0 76.6 1443 | 417.0 783.0 885.4
Credit cards 20.4 304 33.7 413 50.5 52.5
Other 49.6 46.3 110.7 | 375.6 732.6 833.0
Real estate & constructions | 188.2 | 221.5 | 331.6 | 406.4 589.5 650.4
Constructions 49.8 63.5 101.6 | 147.0 151.0 168.0
Residential properties 1249 | 119.5 1849 | 209.1 351.3 403.3
Commercial and investment

) 135 38.5 45.2 50.3 87.1 79.2
properties
Land development 34.5 44.7 76.7 22.9 41.7 57.1
Personal use 25.0 20.7 51.7 14.4 37.7 55.2
Total sectors 3314.6

This is an indicator of soaring debt. For example, automobile loans were around US$
40 million in 2008, but increased annually, marking over USS 130 million in 2013.

When access to credit facilities was proffered, consumer loans were USS 70 mil-

26 Wahbeh, Mohammed, June 20, 2014. Indicators Trouble Riyadh Salameh, Al Akhbar, Lebanon. http://al-
akhbar.com/node/208917 (in Arabic)
27 “Interview with Lua’ay Hwash, Arab Bank”. personal Interview by Nahed Samara.
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lion only, but jumped to USS 885.4 million in 2013. As shown in the table above,
the PMA classifies credit facilities into automobile finance, and consumer, credit
card, real estate, or personal loans, etc. However, these are all consumer loans of
over USS 3.3 billion. As they are often used to purchase non-domestic products,
these loans have not helped support domestic production.

We certainly must not stop eating for fear of choking®®

Consumer Loans: Developments in the Palestinian Context

In the USA, poor households with an income of less than USS$ 10,000 did not have
access to credit facilities. In the 1980s, the situation changed, however. Then, it
was easier to receive credit cards and loans, widening further the gap between
the poor and the rich. Social inequalities were also entrenched, including in em-
ployment opportunities. Americans now encountered problems they had not
seen before. In particular, households had to allocate available incomes to daily
expenses needed to ensure sustenance, pay due debt obligations, and convert
income from consumption and saving to debt repayment?®.

In 2007, the PMA announced a series of measures to reform the banking system,
including a promotion of domestic credit and strengthening of linkages with the
real economy by reducing the size of foreign private investment.®® Accordingly,
a cautious lending policy has receded. Promotional campaigns have flourished,
encouraging individuals to access banks for soft and long-term loans with a view
to reduce cash surplus, which banks are required to release into the local market.

PMA quarterly data show that bank consumer loans offered to customers totalled
USS 938 million towards the end of Q2 2014. Of aggregate private sector loans
(both individuals and companies), consumer loans comprise almost 26.5% of
total loans and facilities of USS$ 3.520 billion. Total loans, including government
loans, comprised approximately USS 4.9 billion. Excluded from consumer loans
are real estate loans (USS 447.6 million towards end of Q2 2014) and automobile
loans (USS 130.5 million). Compared to Q2 2013, consumer loans scored a rise of
around USS 1 billion, and of around USS$ 880 million compared to Q2 20009. In late

28 Klein, Naomi, 2009. The Shock Doctrine: The Rise of Disaster Capitalism.

29 Tach, Laura M., and Sara Sternberg Greene, 2014. “Economic and Cultural Explanations for How Lower-In-
come Families Manage Debt”.http://www.jstor.org/discover/10.1525/sp.2013.11262?uid=3738872&uid=2&
uid=4&sid=21105242592703

30 Al Wazir, Jihad. May 18, 2014. “Banks Operating in Palestine Make US$ 1,023 Billion in Profits since 1997”,
Al Hayat al Jadidah. http://www.alhayat-j.com/newsite/details.php?opt=7&id=235918&cid=3305 (in Arabic).
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2008, the PMA approved directives to raise facilities to deposits ratio from 24%
to 50%. According to relevant data, loan distributions showed a concentration
on consumer and real estate loans. Compared to USS$ 1.337 billion in Q2 2013, a
total of USS 1.382 billion were offered in loans and facilities by banks operating in
Palestine to the Palestinian government towards the end of Q2 201431, The PMA
report highlights two significant issues: (1) soaring government debt; and (2) ris-
ing people’s debt.

Apart from adequate guarantees taken from customers, controls on lending ap-
proved earlier were minimal. Controls currently in place address payments from
income, but these are sometimes circumvented. The key problem resides with
the nature of loans people have access to. For example, like other banks operating
in the oPt, over 68% of the loans released by the Bank of Palestine are consum-
er-oriented. The Palestinian government borrows some loans to cut the budget
deficit. Rising consumer and government loans comprise the majority of credit
facilities offered by banks. Making major bank profits, these facilities were over
USS 100 million in 2012, but rose by 14.5% to around USS$ 122 million in 20133,
In comparison to the total population (the majority of loans are released in the
West Bank with a population of just less than two million) and to the size of de-
posits in neighbouring countries, these are high, quick profits earned by banks by
means of long- and short-term consumer loans. In contrast with countries in the
region, banks in the oPt seem to be content with these earnings. In an interview
with Ma’an News Agency, Board Chairman of the Islamic Bank stated: “The status
of banks in the Palestinian territory is excellent and better than many others in
neighbouring countries. No banks achieve revenues like here. The best credit port-
folio in the Arab world is in Palestine. In relation to rules of corporate governance
and international standards, the most disciplined banks are Palestinian. In other
countries, banks have surplus liquidity, but want customers. Here, the market is
emerging and active.”®

31Mohammed, Abdullah. September 29, 2014. “Consumer Loans in Palestine Total USS 938 Million”, Al Quds.
http://www.alquds.com/news/article/view/id/526470 (in Arabic)

32 ABP, Bank Financial Position, Palestine: http://www.abp.ps/folder.php?id=N5DOQ9KT0La970971A05hcTrUCh
u&ms_id=QF5Pm8GBvqa6657AiDRHs2TZZS&mn_id=25 (in Arabic)

33 AL- Riyahi, lyad, 2013. Development and Finance in Palestine, The Social and Economic Policy Observatory
(MARSAD), Ramallah.
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Chart 5: Distribution of loans at the Bank of Palestine, 2014**
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Distribution of loans at the Bank of Palestine, 2014

In addition to economists, current and former CEOs of three major banks in the
oPt highlight risks associated with existing lending policies. The majority of loans
are channelled to consumption, but do not contribute to developing the econ-
omy. These funds are not prudently invested to be injected back into the local
economy. Therefore, loans pose a burden on people. Both economists and CEOs
stress the need for a shift from this pattern of lending to financing investment
enterprises, which contribute to creating new employment opportunities.

To address the imbalance between consumption and production sectors, invest-
ment financing is included on bank development plans over next years. Combining
risk on the one hand and desire to earn quick, guaranteed profit by means of con-
sumer and long-term loans on the other, this policy is still preferred by many banks.
This is bad given that the majority of loans are consumer-based. In other words,
loans are not invested, nor do they generate income or employment opportunities.
Consequently, loans exert a negative impact on the Palestinian territory as neither
production nor investment is promoted. Loans are bad on both an individual and
a collective level. Because they are long-term, bank consumer loans do have mar-
keting advantages. Though luring borrowers, consumer loan interests are higher
given a longer period of repayment. Meantime, borrowers do not earn an annual
raise of salary (salaries are essentially low and incompatible with such an abnormal
high cost of living). In view of interests on loans, salary raise - if any - is mediocre
(Interview with lbrahim Al Hussari, Palestinian Businesswomen’s Association (ASA-
LA), Ramallah, 21 August 2014). Most often, consumer loans are spent to finance
purchases of foreign, rather than national, products imported from abroad. For in-
stance, automobile loans saw a rise in 2013, but companies with flourishing sales
do not provide adequate employment opportunities. In the real estate sector, with

34“Interview with Shakir Safadi, Bank of Palestine”. personal interview by Nahed Samara.
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the exception of stone and marble industry, the majority of construction materials
are imported®. Returns are, therefore, limited to creating temporary employment
opportunities. Personal and poor household debt comprises a bulk of bank profits.
Demand on new automobiles and residential flats have been increasing after real
estate corporations and automobile dealers allied with banks.

5. Flourishing Real Estate Market: Consumer Loans Increased De-
mand and Raised Prices

In a late intervention, the PMA issued new directives to regulate housing and
mortgage loans in an attempt to bring them in line with borrowers’ capability and
credit solvency. Accordingly, the real estate loan portfolio will be reduced. Hous-
ing and mortgage loans are now linked to borrowers’ credit rating. This is based
on a set of factors, including current and historical commitment to repayment of
credit facility instalments on time. In other words, the higher the borrower’s cred-
it rating is, the greater the opportunities they would have to receive a larger loan
to be repaid over a longer period at a reasonable interest rate or profit®*. Issued
after people had already been overburdened with debt, PMA directives do not
address consequent risks nor do they review the current lending policy or how
it affects people’s priorities or ability to meet their own needs. Even though they
impose some restrictions on delinquent borrowers, PMA disrectives implicitly en-
courage a sustained lending policy with more incentives. The new PMA policy
does not stress the need for balanced lending policies between loans to produc-
tion enterprises and consumer loans. In reality, this relatively new legacy, which
is overburdened with consumer loans, has to be strengthened and sustained be-
cause it is profitable for both the banks and the government, which collects more
earnings than banks do.

Loans sold by banks have been easy money for borrowers, who managed to pur-
chase luxury items and properties. It is quick money, but brief luxury. Holders of
long-term loans spend the first 5-7 years of the loan term paying due interests.
Not only has provision of loans enhance purchasing power, but it has also con-
tributed to empty high prices. In some areas in Ramallah city, a square metre of

35 ‘Interview with Muhannad Abu Rujeilah, Birzeit University. Personal Interview by Nahed Samara.
36 PMA Issues New Directives on Regulation of Housing and Mortgage Loans, Donia al Watan, 8 April 2014.
http://www.alwatanvoice.com/arabic/news/2014/04/08/519751.html#ixzz3LZkXW5PD (in Arabic)
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land is over USS 2,000. Also higher than Paris, Singapore, Rome and Mumbai*’,
a square metre of a residential flat is sometimes beyond USS 1,200. Such high
prices in a city, which still does not have a public sewerage network, puts itin line
with the most expensive cities around the world. How did this happen? Several
causes have contributed directly to these high prices, including:

1. Affluent real estate credit facilities have contributed to increasing demand,
furnishing an opportunity to lower-income families to purchase of real es-
tate and houses, consequently leading to sharp high prices.

2. Banks have not contributed to the sharp rise in prices alone. Other factors
are at play, including the limited area of land and zoning plans of Palestinian
cities, which are still controlled by the Israeli occupying authorities. Com-
pared to over 18,400 licences given to Israeli settlers, only 91 construction
licences were issued to Palestinians in 2008%%. Therefore, construction has
been concentrated in particular areas. Due to Israeli restrictions on con-
struction licences, Palestinians have focused construction projects in areas
where Israel’s approval is not needed.

3. Money laundering has contributed to an exaggerated price increase, which
does not reflect the real value of real estate. The price of certain properties
more than doubled over a short span of time. In five years, prices jumped
from USS$ 100,000 to over USS 2 million. Land has transformed from a pro-
ductive value to mere real estate on sale and of interest to an increasing
number of brokerage and real estate firms, which have prospered with the
surge of consumer loans. In addition to movement restrictions across the
West Bank, the fact that government and NGO offices are concentrated in
one city made tens of thousands of public and private sector staff settle in
Ramallah, thereby scaling up demand on housing units.

4. Easy access to credit facilities has made people prefer to purchase a house,
rather than rent one. By raising the price in agreement with the owner,
buyers are not required to pay the 20% of the property value, which the
bank stipulates since they are incapable of paying this amount. Knowingly,

37 See Top 10 Most Expensive Real Estate Cities in the World: http://arabic.people.com.cn/32959/6878257.html
(in Arabic)

38 Land Research Centre, Area C and the Dilemma of Construction Licences Issued to Palestinian Residents,
August 2009, http://www.poica.org/preview.php?Article=1753 (in Arabic)
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the bank endorses the transaction as long as it is in tandem with its own
processes. In addition to this fraudulent practice, income transactions are
manipulated so as to circumvent laws, which set monthly loan instalments
to be paid from the borrower’s income.

In 2013, credit facilities targeting real estate and construction sector
amounted to USS 1.358 billion. Allocation of the largest portion of this sig-
nificant sum to a single city will definitely promote investment in this sec-
tor. Table 3 below shows the size of credit facilities offered by banks over
the past three years. These have not only assisted people, but banks as
well. By development of the real estate market, banks has managed to dis-
charge surplus deposits.

Table 3: Size of personal loans in the real estate and constructions sector, 2008-13

Loan purpose / Year 2008 | 2009 | 2010 | 2011 | 2012 2013
Real estate & constructions 188.2 | 221.5| 331.6 | 406.4 | 589.5 650.4
Constructions 49.8 | 63.5 | 101.6 | 147.0 | 151.0 168.0
Residential properties 124.9 |1 119.5| 184.9 | 209.1 | 351.3 403.3

Commercial and investment properties | 13.5 | 38.5 | 45.2 | 50.3 87.1 79.2

Land development 345 | 44.7 | 76.7 | 229 | 41.7 57.1

Total

USS 1358

This is reflected in a significant increase of buildings. For example, buildings and

installations in the Ramallah city, which has been more affected by the spurt of

consumer loans, have doubled. According to the Ramallah Municipality data, con-

struction activity significantly flourished over the past years. Compared to 75,000

new square metres constructed in Ramallah in 2010, 273,000 square metres were
built in the city in 2011. A total of 330,000 square metres were constructed in 2014.
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Chart 5: New construction activity in Ramallah (in square metres)*®
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In relation to land or high borrowing rate, this recent transformation and trend
are an established reality. Different interpretations or analyses of this phenome-
non should not underestimate subsequent impacts, though. Sometimes, the said
shift cancelled the form of economic transactions, which were in place between
people until recently; that is, direct economic relations without bank mediation.

Man does not own a luxury car for comfort only, but because it reftects the money

paid to purchase it and, consequently, the class he comes from. )
David Harvey

Rising Automobile Sales is an Indicator of More Consumer Loans

Local banks had to exert a great effort to discharge surplus capital in the form of
credit facilities. Combined, banks paid millions of shekels for promotional cam-
paigns to market this surplus. These included signposts across West Bank streets
(e.g. Small Payment, Big Car). Real estate credit facilities provide a long reim-
bursement time of as long as 20 years. Some employees at certain institutions
could receive 30 times as much as their salaries. To avoid a stifling capital which
they are legally bound to discharge locally, banks have alleviated lending terms
and conditions in two aspects: (1) loan value; and (2) reduced criteria that limit
employees’ access to loans.

In the first place, banks discharge surplus cash by means of contracts concluded
with automobile dealers. In light of fierce competition in a relatively small market,
some automobile agencies have had to pay a portion of their earnings to banks
in consideration of interest-free sales to customers. Some dealers’ sales share in

39 Interview with Eng. Usamah Hamidi, Ramallah Municipality, personal interview by Nahed Samara.
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the market declined as a result of increasing number of car agencies. For exam-
ple, Palestine Automobile Company Ltd. (PAC), distributor for the Hyundai Motor
Company in the West Bank and Gaza Strip, saw a gradual decrease of car sales due
to competition with other automobile agencies®. Incorporated in 1996, PAC sales
have not receded as a result of a public reluctance to own new cars, but because
more options are now at hand. Aggregate new automobile sales in the oPt have
risen. In addition, car shows which import and resell second-hand automobiles
in Palestine have increased remarkably. Thanks to contracting banks, Automobile
Trading Company (Auto Zone), dealer of the French automobile maker Peugeot,
has shown an unprecedented rise in sales. According to the Auto Zone data, sales
climbed from 20 in 2009 to 1,480 cars in 2013.

Table 4: Peugeot car sales in the Palestinian market, 2009-14

Year Cars sold
2009 20
2010 880
2011 998
2012 1200
2013 1480
H1 2014 780

Through the Arab Bank-Auto Zone joint campaign launched in May 2010, this
policy (Small Payment, Big Car) has helped sell an extended number of Peugeot
cars. According to the PMA data, automobile loans reached USS$ 150 million in
2014. From an economic perspective, this trend is not instrumental because it is
not supported by relevant industries. In Egypt, for example, consumption went
hand in hand with a local role, including manufacturing of original equipment,
spare parts, and after-sale items. Global car makers and corporations, including
Mercedes, BMW, GMC, American Motors Corporation (AMC), Suzuki, Citroén,
Daewoo, Kia and Peugeot, inaugurated branches in Egypt. Car making has grown
in parallel with assembly industries. Today, Egypt manufactures a range of original
spare parts and items that match international standards in Euromarkets. These
include wheel tyres, pipes, safety glass, electrical wirings, oil and air filters, and
exhaust systems®.. In Palestine, economic feasibility of the growing automobile
market has ever been limited to imports and sales.

40 ‘Interview with Palestine Automobile Company Ltd - Hyundai (PAC). personal interview by Nahed Smara.
41 General Authority for Economic Zone, Egypt: http://sezone.gov.eg/ar/index.php?page=automotive-assem-
bly-and-components
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Who is Responsible for this Policy?
Banks have the right to use all forms of temptation. Victims are to be blamed!

Over the past seven years, an extended effort has been invested in many economic
policies, most notably personal consumer loans. In addition to promoting current
economic growth, these polices give a quick impression of improving economic
conditions in the West Bank. Unsustainable as it is, this growth is a result of some
facilities offered by the Israeli occupying authorities. It has not necessarily served
the society from across the spectrum. Although it relies in many aspects on the flow
of foreign aid, economic growth has been depicted as a reflection of the Palestin-
ian statehood effort as well as of transparent, anti-corruption government policies.

“Unrestrained openness to lending was devised by a change of the PMA and Fayy-
ad-led government. Before 2008, people were incapable of borrowing. With laws
in place and absent governmental action to restrain openness to lending, every cit-
izen who affords to apply for a loan started to borrow. Originally, people are poor
and need loans. They found out that loans could solve their financial problems. In
this context, the government is largely responsible for the current unrestrained
lending policy. Some governments make a similar decision with a view to improve
a particular sector. In contrast, the PA has used lending as a vehicle to invigorate
consumption. Lending indicates active consumption, economic growth, and a bet-
ter environment to boost consumption. A better economic activity would affect
the sale-purchase cycle.”*? Others argue that it was the borrowers’ fault because
they have not used the money they accessed prudently. This is not to be blamed
on banks or PMA policies. “Banks are not accountable for the current situation. |
do not think that banks have contributed to impoverishing borrowers and people
in general. On the contrary, banks enhance people’s living standards and wellbe-
ing. The problem is associated with the borrower, who mismanages his funds.”

Beyond doubt, loans have influenced political interests, collective concerns, and
popular direction. People are now more occupied with daily concerns than with
the public interest. They are engrossed with payment of debt obligations and
self-concerns. Of course, this argument defies the announced logic and notion
of consumer loans. The capitalist system uses this tool to pillage surplus value
accrued by workers, peasants, employees and persons with low income. Hence,

42 Interview with Samia Botmeh, Director Centre for Development Studies, Birzeit University. personal interview
by Nahed Smara.
43 Interview with Shakir as Safadi, Bank of Palestine. personal interview by Nahed Smara.

27



these people are caught in three fires. Firstly, stagnant and low wages, where
the wage surplus value are forwarded to capitalists and executives, further in-
creasing their wealth. Secondly, high prices, where capitalistic monopolies and
state agencies join forces to use up the purchasing power of workers, peasants
and employees, piling up more profits by exhausting the poor. Thirdly, ostensibly
soft consumer loans effectively eat up the purchasing power of persons with low
income**. Loans are yet worse when people borrow money to consume imports
from abroad. These borrowings do not drive demand on domestic products, in-
crease sales, enhance employment capacity, etc.

Although they do solve some of the problems borrowers encounter, loans come
at the expense of other household priorities. Poor households allocate incomes
to daily (living) expenses and debt payment. Usually, a household replaces daily
expenses by payment of due debt obligations. To deal with debts, households use
one of three strategies: (1) prioritise payment of debt obligations; (2) pay all debts
at once; or (3) neglect or refrain from debt payment. Possibly, a household can
use one or more strategy(ies) (sometimes in a contradictory manner)®.

Consumer loans have not only created new strategies, prompting households to
align their priorities. In its applications, large-scale lending has generated new
household and personal economic and social patterns. Primary features of these
patterns include a hasty purchase of luxuries, high-level consumption, and search
of quick solutions for earlier financial obligations (Some people borrow in order
to repay a delinquent loan). Access to loans was not only limited to meet current
needs. Affluent funds have created a perception of new needs, which people have
become to be interested in. This would have not been the case if it were not for
a broad targeted media and publicity campaign, which depicts many products as
essentials. These can be easily and quickly provided by access to bank loans.

To consume food supplies using bank loans has also overburdened Palestinian
households with payment of monthly debt obligations. In addition to furniture,
automobiles and housing, many households rely on consumer loans to pay finan-
cial obligations. Pursuit of luxury consolidates the power of money. According to
Harvey, money, as the supreme representation of social power in capitalist soci-
ety, itself becomes the object of lust, greed, and desire. Yet here, too, we encoun-

44 Adbul Salam, Adib. February 11, 2009. Consumer Loans are a Political Tools to Plot Capitalist System Crisis and
Pillage Surplus Value of Persons with Low Income, Al Hewar al Mutamaddin, 2554. http://www.ahewar.org/
debat/show.art.asp?aid=162510

45 Tach and Greene, op. cit.
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ter double meanings. Money confers the privilege to exercise power over others
- we can buy their labour time or the services they offer, even build systematic
relations of domination over exploited classes simply through control over money
power. Second, money - rather than product merchandise - is “what matters”. In
other words, man does not own a “luxury car” because it provides means of com-
fort, but because it reflects the “money paid to purchase it”. It, therefore, reflects
man’s class. If a car with exactly the same specifications, but with the “motto” or
some formal features removed, that man would not own it. The magical power of
money is compounded by the way owners ‘lend their tongues’ to commodities by
hanging a price ticket on them. So even though money is the signifier of the value
of social labour, the perpetual danger looms that the signifier will itself become
the object of human greed and of human desire?.

This is exactly what has made West Bank streets overcrowded with modern car
brands, which banks played a significant role, injecting hundreds of millions of dol-
lars to finance them. To own a modern car directly from the showroom only takes
three days, including licensing and loan transactions. This way, a customer owns a
luxury car and pays instalments from an originally low income over a reimburse-
ment period of seven years. Loan advertisements have flooded West Bank streets.
To facilitate customer transactions, car dealers have linked their trade activity to
many banks. To resell a car later to the same dealer for a newer version has brought
people into an endless cycle of consumption, and consequently, an open-ended
cycle of loans, or so-called loan rescheduling. With the construction of new resi-
dential neighbourhoods, demand on housing loans has increased as well. Owners
contract banks to facilitate customer loans. Gradually, the old form of economic
relations, including a direct business relationship between purchasers and sellers,
has faded away. Banks are now the primary mediator between both parties.

Who Serves Who?

When a large group of rentier stakeholders meet togther, especially in the bank-
ing, real estate or tourism sector, they start, thy start to talk about an economy of
the typ which does not need a nation or society, but speculators and investors in
quest of the highest profit margins®.

An established security force is a prerequisite to developing an economic system

46 Harvey, David, 1989. The Condition of Postmodernity: An Enquiry into the Origins of Cultural Change, Black-
well Publishers, Cambridge MA and Oxford UK, p. 101-2.

47 Abu Musleh, Feras. June 21, 2014. Rentier Stakeholders: Banks Wronged and Wage Adjustment Unrighteous,
Al Akhbar, Lebanon. http://al-akhbar.com/node/209002
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and creating an enabling investment climate. Allegations of security coordination
with the Israeli occupying authorities are exaggerated and incomplete. Security
forces are supposed to protect the economy and create an enabling environ-
ment for corporations, including banks. In parallel, private security companies
have developed. Relevant staff are deployed outside offices of many economic
establishments and companies in Ramallah. From the onset, the service-based
Palestinian economy has espoused a theory premised on absenting the public
sector and converting the state from one of service delivery to a security state,
where citizens are left to take care of themselves. The state is occupied with creat-
ing a climate that attracts foreign investments; i.e. facilitate a process of pillage.
It also provides human resources to work for investors, while at the same time
it represses any protests against the injustice resulting from pillages, which are
usually associated with the opening of markets*. Also incapable of influencing
general economic trends, the government’s effective control of banks is reduced.
“Banks impose their own policies and programmes on the government. The latter
borrows from the former. The government does not support small enterprises,
nor does it have the appropriations to do so. Guarantees are given by financers,
not by the Palestinian government. Those finance the implementation of projects
and programmes.”* In this relationship and in line with the liberal logic, the gov-
ernment supervisory power is fragile and ineffective as to enforce laws or approve
regulations that run counter to corporate and bank interests.

6. What if the Government Collapses?

Every time negotiations stall, dissolution of the PA is posed as a public demand.
(For over 20 years, Palestinian-Israeli negotiations have recurrently stalled and
resumed. Each time, Palestinians are forced to start from scratch.) However, it is
doubtful if the Palestinian President is serious or determined to go on with this
option. Political feasibility of the PA dissolution has not been assessed. As an al-
ternative of this argument, the PA’s role and relationship with the Israeli occupy-
ing authority need to be redefined.

This statement has not disrupted bank operations, however. Although they are
key economic establishments in the Palestinian territory, banks have not organ-
ised even a single meeting to address this scenario and potential impact on their
operations and future capability of collecting debt from individuals and govern-
ment. Such an encounter has never been held either on the level of the ABP and

48 Harvey, David. 2005. A Brief History of Neoliberalism, Oxford: Oxford University Press.
49 Interview with Ibrahim al Hussari, ASALA. Personal interview by Nahed Smara.
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bank, or at least between branch managers. For example, at the time the unlim-
ited access to loans was offered, public sector staff have been a primary target by
banks. Earlier, some banks used to stipulate that a government employee serve
as a guarantor. When the number of borrowers was over 70,000, World Bank ex-
perts were stating in their economic reform plans that the public sector employed
a very excessive number of staff that their wage bill was high. In spite of real wage
erosion, World Bank was of the opinion that public sector personnel posed a large
burden on the general budget. One third of these employees could be laid off
by retirement on pension. Accordingly, the public sector could be slimmer, less
costly, and more productive!

Other economic reflections, on e.g. prices, have never realised. Not an official
report was issued as to address declining investments are a result of the above
statement. To this effect, banks envisaged two scenarios: (1) Banks can get
through the crisis and the PA collapse will not necessarily imply a breakdown of
the banking system.

“Banks will not close down. Lessons were learned from the unpaid wage bill crisis
in 2006. Although the government and public sector staff borrow, the bank does
not lend over 50% of deposits at hand. The bank is ready to cope with such a fi-
nancial situation. Banks are cautious and never grant large loans to public sector
personnel. In light of less risks, higher payroll and job security, banks prefer to
target the private sector. Banks also requests that private sector staff be guaran-
tors of borrowers employed by the government.”* In case of total collapse, half of
bank deposits will be lost. This is, presently, the worst case scenario.

Under deteriorated political conditions, local banks apply new mechanisms to help
them cope with political crises, which delay or reduce payments. In this context,
unions should play a clear role in oversight and defence of borrowers with a view
to minimise seizure of mortgaged houses and properties. Rescheduling of loans or
bounced cheques will not include further commissions or interests. For example,
following the June-July 2014 war on Gaza, all bank managements were requested
to postpone loan instalments payable by borrowers (including individuals, insti-
tutions and companies) until the end of 2014. Postponement will be at the bor-
rower’s request and written approval. If a guarantor’s written approval could not
be provided, the borrower’s application should be endorsed. Any further commis-
sions/interests would not be added to postponed instalments. These directives,

50 Ibid.
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however, do not apply to customers who had defaulted on debt before the Israeli
offensive was launched on the Gaza Strip®. This risk is afforded by banks, ensuring
a direct clash with the local community is avoided. On the other hand, the PMA
obliges banks to deduct 15% of new profits (known as cyclicality reserves) per an-
num. Annual deduction continues until it reaches 20% of the bank’s paid-in capital.
Cyclicality reserves are meant to enhance bank capacity to afford credit and mar-
ket risks as well as to cope with delinquent or doubtful debts>2.

7. The Society in Confrontation with Itself: Exacerbating Individualism
Many research papers, studies and articles by Palestinian authors and researchers
indicate a widespread individualistic trend within the Palestinian society, exerting
an immediate impact on the Palestinian national cause. Use of private finance
has been diverted to meet basic needs, which could have been provided outside
scope of the market. Also by tightening the grip within the network of financial
relations, individuals are taught to meet their needs through the market - mostly
by borrowing - rather than wage a collective struggle in order to obtain social
rights. Accordingly, the individual sense of personal value has transformed. Per-
sonal value is no longer measured by solidarity with the society or the collective
struggle, but by individual properties. After such a financial relation with debt
was established, our relationship with the society has taken over an individualistic
nature, imparting a profound influence on the broader political project. People
are increasingly interested in stability and capability of debt payment, effectively
exterminating the potential group struggle®.

According to Jamil Hilal, an increasing number of Palestinians have been legitimat-
ing and protecting a self-interested complacency, putting it into a higher rank
than wider collective interests and community concerns. This is a result of several
factors. Most importantly, the neoliberal economic system embraced by the PA
has been supported by key donors. Staff of the bloated PA public sector are haunt-
ed by any change which may jeopardise their livelihoods. Depending on foreign
aid, Palestinian NGOs have been playing a growing role, showing a clear neolib-
eral political bias and priorities designed to maintain the Oslo “peace process” at
any price. Additionally, the power and reliability of

51 PMA: Citizens’ Bank Loans Postponed in the Gaza Strip, September 01, 2014. http://www.maannews.net/
arb/ViewDetails.aspx?ID=724467. Ma’an News Agency, (in Arabic).

52 Abu Rujeilah, Muhannad, and Fathi Surour, 2013. Socio-economic Impacts and Risks of Expanding Consumer
Loans, Palestine Economic Policy Research Institute (MAS).

53 Haniyyah, op. cit.
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political organisations and parties has dwindled®. To put Palestinians in a liberal
context, including in economy, governance and human rights agenda, was not suf-
ficient. It has already been clearly announced that the struggle would be a costly
process. “Economic initiatives have become a fashionable tool for resolving armed
conflicts. For example, it is now common to hear in policy circles ... that if people
can be given ‘an economic stake in their own future’, then the costs of a turn or
return to violence will be sufficiently high that violence will become much less like-
ly. More generally, many have come to believe that economic initiatives (broadly,
sanctions or the threat of sanctions, aid, investment and favourable trading ar-
rangements, or the promise of these) can provide effective incentives for giving
up - or abstaining from - violence.”>> These measures affect one side of the struggle
only. While these incentives are employed to drive Palestinians away from “vio-
lence, Israel - the Occupying Power - has never been threatened of any type of
sanctions against its current practices, including pillage and confiscation of Pales-
tinian land and property. Theorists have always provided political coverage of Is-
raeli offensive actions throughout the prolonged years of occupation. To raise cost
of the struggle now means an exorbitant price, which Palestinians might pay later.

The current deficiency (that is, promoted individualistic trends among a large
number of Palestinians) is attributed to political factors. Most importantly, de-
clining political party activity is of a broader impact than bank loans, which trap
dozens of thousands of individuals and households. Personal, household and gov-
ernment debt is logically associated with a higher cost of any upcoming protest
movement. This theory affects states more. Third world debt has grown to more
than $2.5 trillion, and the cost of servicing it - over $375 billion per year as of
2004 - is more than all third world spending on health and education, and twenty
times what developing countries receive annually in foreign aid®. According to
Perkins, the loans are so large that the debtor is forced to default on its payments
after a few years. The price often includes one or more of the following: control
over United Nations votes, the installation of military bases, or access to precious
resources such as oil. Of course, the debtor still owes us the money - and another

54 Hilal, Jamil. May 21, 2014. ‘What Impedes the Outbreak of a Third Intifada?”. http://al-shabaka.org/ar/
node/771 The Palestinian Policy Network (Al-Shabaka), (in Arabic)

55 Keen, David, 2011. Economic Initiatives to Tackle Conflict: Bringing Politics Back In, DESTIN, LSE, Crisis States
Occasional Papers 9. http://www.Ise.ac.uk/internationalDevelopment/research/crisisStates/download/op/
OP9Keen.pdf

56 Perkins, John, 2000. Confessions of an Economic Hit Man, Berrett-Koehler Publishers, California.
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country is added to our global empire®’. Logically, personal debt has multifaceted
impacts. In particular, the current system should be maintained as it provides em-
ployment opportunities that enable individuals to pay debt obligations. According
to Hilal, more than 140,000 public sector employees, NGO staff and their families
are haunted by any change. This is a result of an experience of an 18-month finan-
cial siege and of self-centred concerns. The majority of interviewees, including
specialists or bank staff, are of the view that consumer loans targeting households
and persons have consolidated individualism and self-centred personal interests.
In contract, interest in public affairs has declined. In a society where the poor and
unemployed comprise 27% of the total population, banks cannot tempt all people
into consumer loans. However, to create incessant needs for such an essential
class, a common characteristic of which is an ability to repay loans, would be a
logical assumption.

8. Conclusion

Repeated lending does nothing to make the debt repayable.

What is wrong? Is it about these banks, the way they operate, or about the PMA
policies? Can banks operate in a better fashion? Can people come to avoid con-
sumer loans? Can they look for a source to finance their businesses away from
bank mediation? This is possible. It takes place in the many business transactions
conducted directly remotely from banks. It is frequently the case in many transac-
tions between people.

To deal with debt and borrowing as a handy mechanism in order to solve finan-
cial problems piles up deficit, choking the government with it. Repeated lending
also does nothing to make the debt repayable, as debt keeps mounting without
countries becoming more able to service the loans. Countries that received high-
er loans have plunged further into debt®®. Therefore, lending does not provide
a substantial, future solution for budget deficit. To be indebted means a speedy
piling up of debt without being able to repay it. Debt has often been depicted as
the only entry point to development. According to official statistics, the output of
this process was greater poverty and more poor in those countries which were
subject to political blackmail by creditors and donors. Palestine is one model in

57 Ibid.
58 Easterly, William, 2006. The White Man’s Burden: Why the West’s Efforts to Aid the Rest Have Done So Much
Ill and So Little Good, The Penguin Press, New York.
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terms of political blackmail both through conditional financing and in terms of in-
effective foreign aid. For example, per capita share of foreign aid was US$ 391.8 in
2006, and increased to USS 488.6 in 2007 and up to USS 685.5 in 2008. In spite of
this unprecedented rise of foreign aid, public debt increased by 100% during the
reporting period - from USS 1 billion to USS 2 billion under the caretaker govern-
ment*. This debt piled up at the same pace over next years.

On anindividual level, banks offer the so-called loan rescheduling, allowing access
to a larger loan to cover an earlier loan. This has made individuals rely further on
banks to finance their obligations. Debt rescheduling or access to a loan to cover
earlier financial obligations has made individuals more vulnerable and weaker in
any economic crisis or even to meet their basic needs.

Balanced lending policies necessitate that funds be channelled into investment
enterprises, which generate employment opportunities, ultimately benefiting the
Palestinian economy. To approve disadvantages of loans and consumer life pat-
terns requires that the PMA provide more restrictions on the lending policy. At
least, a balance should be in place with other sectors. Hence, new lending policies
need to be implemented with a view to create new employment opportunities
and reduce poverty rates. This necessarily implies the need for a review of the
policy of imports either from Israel or the rest of the world. A revision should also
address PA policies which, according to PA national development plans, promote
competitiveness at the expense of local production support as well as individual-
ism at the expense of community action. Capital structure of the system will be
overridden by new mechanisms designed to deliver needed resources to people
for re-production. Taking account of public, rather than capital, needs®®. Banks
are a priority in our government policy. Gradually sinking in bank loans, this policy
has driven our government (still under occupation and sustained by foreign aid)
to pay hundreds of millions of dollars in interests, debt servicing, and late inter-
est charges. Banks are committed to strict security measures in opening accounts
and providing financial transfers. Worse, the key investment managed by banks is
focused on how to grant us more loans at higher interest rates. Simply put, banks
give us the deposits we keep in our bank accounts, but returns them to us in the
form of loans at high interest rates. In other words, banks resell our money back
to us. This situation should necessarily change. The PMA must restore balance to
lending policies and retrain consumer loans.

59 Riyahi, lyad, 2011. Rising Foreign Aid and Poverty in the Occupied Palestinian Territory. http:ll www.bisan.org
60 Harvey, op. cit.
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Recently, banks have engaged in various forms of business transactions between
people. Nothing is isolated from bank mediation. To reinstate older economic
forms will minimise bank control and hegemony. Banks will not be the most domi-
nant in our life and business transactions. You can buy a house directly without
a bank’s mediation. This is no exaggeration. Economic transactions will not be
affected. This was the case in the past and is partially currently the case in some
areas. It should be further consolidated and turned into a main practice when
individuals refuse to access banks. It is fine that bank profits are damaged by this
policy. In reality, we are piling up profits for bank board members and some senior
bank shareholders.

Interviews
No. Institution/researcher Person interviewed Venue Date
1. Ramallah Municipality Eng. Usamah Ramallah Municipal- | 12/6/2014
Hamidi ity offices
2. Arab Bank Luay Hawwash Masyoun 7/8/2014
3. Bank of Palestine Shakir as Safadi Bank of Palestine, Ein 7/7/2014
Mishah
4, Housing Bank Bank main office 28/8/2014
5. Ibrahim al Hussari 4. Housing Bank Palestinian 21/8/2014
5. Asala Association | Businesswomen»s As-
6. under the insti- | sociation (ASALA)
tutiona name put
Birzeit University,
and under person
name put Muhannad
Abu Rujeilah
7. in the blank put
Nissan Company
8. putin all the blanks
Hyundai Co.
6. Muhannad Abu Rujeilah Birzeit University | 28/8/2014
7. | MENA Investment Co. (MENA), Yihya Saleh 10/8/2014
Dealer of Nissan Motors
8. | Hyundai Motor Palestine Ltd.
9. | Automobile Trading Com- Amin Jaradat Main office, Jerusa- | 18/6/2014
pany (Auto Zone), dealer lem road
Peugeot
10. | Palestinian Central Bu- Ashraf Samarah PCBS offices 18/8/2014
reau of Statistics
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