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but humanitarian programs and temporary
structures do not. Yet, several agencies have
reported being forced to remove infrastructure
for basic services (electricity, water, schools
clinics), including temporary structures.

35. Access to markets also continues to be

completely severed in the Gaza Strip, and
constrained through commercial crossings
between the West Bank and Israel. West Bank
trade with and through Israel is administered by
five commercial crossings.” Once the Barrier is
complete, all trade with and through Israel will
have to pass through them. The crossing points
use a system of back-to-back cargo transfer
similar to, but less cumbersome than, the system
for crossing into Gaza. While it is still difficult
to assess, initial reports from traders using the
commercial crossing suggest that once all traffic
is forced through these crossings, they may be
unable to accommodate the current volume
of traffic between Israel and the West Bank®.
Palestinian businesses have already begun
expressing serious concerns regarding the impact
of the delays and additional costs entailed in
using these terminals on their continued ability
to compete. If the past experience at the similarly
conceived Karni/ Al-Montar crossing between
the Gaza Strip and Israel is any indication, these
crossings could become the bottlenecks which
constrain the economic development of the West
Bank, much as the Karni crossing did to Gaza.
An efficient and reliable crossing to and through
Jordan, namely at Allenby Bridge, is seen by
traders as necessary for direct market access
from the West Bank. The recent Israeli decision

306.

to extend the hours of operation in Allenby
for the processing of people is a welcome step.
However, Israel’s removal of access restrictions
on Palestinians into the Jordan Valley is a
necessary precondition to develop an efficient
and effective Jordan trade corridor.

Israel’s review of the current network of
restrictions is essential, including restrictions
on the wuse of natural resources and
infrastructure. It is recognized that Israeli
has valid and undeniable security concerns.
However, a balance must be struck between
short-term security concerns and the potential
to achieve long-term security and prosperity
for both Israelis and Palestinians. This must be
matched with PA policies that recognize the
devastating impacts of short-term breaches in
security. Recent announcements by the Israeli
Government in April on the provision of
5,000 new permits for Palestinian construction
workers to enter Israel; the reopening of several
police stations; the issuance of 500 Businessmen
Movement Cards; and the removal of 61 obstacles
in the West Bank are welcome. Moving forward,
it is imperative that these commitments are met
in full. As UN OCHA has noted, only 44 of the
61 obstacles have been identified as removed,
and of those, 5 are regarded as leading to tangible
improvements in access for the Palestinian
population.®* Moreover, the facilitated entry
and movement of regional participants in the
upcoming Palestinian Investment Conference
in Bethlehem in May will be an important
milestone.

37 The main commercial crossings are Jalameh (north of Jenin), Bisan/Bardala (northern Jordan Valley), Irtah/”Sha’ar Efrayim” (south of Tulkarem; referred to
as Taybeh), Beitunya (southwest of Ramallah), and Tarqumia (northwestern Hebron district).

38 In discussions with the PA, officials noted Israeli plans to channel all trade between Bethlehem and Jerusalem through the Tarqumia crossing, which will
pose a significant bottleneck, with increased transportation and transactions costs.

39 UN OCHA presentation to donors, April 8th, 2008. According to OCHA, of the 61 checkpoints referenced, 6 were not removed and 11 were not
recognized as having been in existence. Of the remaining 44, 17 were regarded as being insignificant (already removed, closed military zones, middle of a
field, near a settlement), 9 were regarded as being of minimal significance (path to olive grove, unpopulated area, another obstacle nearby), and 13 were
regarded as being very recently put in place by the IDE.
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lI.LD  Progress and Prospects: The Donor Response and Strategies

37.

38.

While the $7.7 billion in aid pledged at the
Paris Conference is significantly above the
PRDP’s the requirements for 2008-10, its
composition (in particular between support
Jor the recurrent budget, public investment,
and humanitarian assistance) is yet to be
ascertained. The 2008 budget approved on
March 31* puts the required external budgetary
support at $1.634 billion and the development
investment support at $492 million.* However,
only $1.1 billion in recurrent budget support
for 2008 was pledged in Paris, $972 million
in investment support, and $651 million
in humanitarian assistance. Thus, while the
amounts pledged to development investments
significantly exceed the PRDP budgeted needs,
the amounts pledged to budgetary support in
2008 fall short.

Donors have by and large followed through on
their Paris pledges to recurrent expenditures,
with nearly all donors who had pledged
budgetary support having come through with
all or some portion of their commitments.
Indeed, by April, about one-half of Paris
pledges to recurrent expenditures had been
disbursed.*! The international community has
also been responsive to PA needs by providing
flexible mechanisms for support to recurrent
expenditures. The EC took an important step in
moving from the TIM mechanism to PEGASE,
which provides channels for direct support to
the CTA in addition to the types of channels
used for TIM. The World Bank also launched
a PRDP trust fund which would provide un-
earmarked, untied support in the context of
the PRDP’s policy agenda. Furthermore, other
donors availed themselves of direct disbursement
to the PA’s Central Treasury Account.

39.

40.

41.

Moving forward, remaining donor pledges
will need to be transferred expediently to allow
the PA a predictable flow of funds. Moreover,
there remains a recurrent expenditure gap in
2008 that requires donors to convert their
over-commitments to the development budget
towards recurrent budgetary support. Paris
pledges towards recurrent spending are now
about $550 million less than the needs in 2008.
At the same time, pledges towards development
projects are about $500 million in excess of
the needs expressed in the PRDP. While the
support of donors has allowed the PA to finance
its deficits since December, it has only been able
to do so in an ad hoc way, and at times having to
rely on borrowings from the domestic banking
sector.

At the same time, the lack of predictable aid
flows requires the PA to retain excess donor
aid in any particular month, and smooth its
spending patterns further in order to meet
current spending needs over time. During
the fiscal crisis of 2006-07, the PA accumulated
significant arrears in terms of public sector
salaries, as well as private sector goods and
services. In the PRDP, the PA committed to
repayment of $200 million in arrears in 2008.
However, analysis suggests that the PA has in
fact repaid larger amounts of arrears than it had
committed to, which is likely to come at the
expense of other current spending categories.

On the development investment agenda,
efforts are underway by donors and the PA to
link the pledges to concrete project priorities
identified in the PRDP. Donor pledges at the
Paris conference for development investments in
2008 totaled $972.5 million, more than double
the PRDP budgeted amount.*> The Ministry of

40 These numbers are higher than the 2008 needs presented by the PA in Paris, due to changes in currency exchange rates (the 2008 budget was reframed at
the exchange rate of 1 USD — 3.60 NIS) and other factors that have caused these external support figures to increase from $ 1.361 billion and $ 427 million

for recurrent expenditure and development investment, respectively.

41 The EC, USA, Saudi Arabia, UAE, UK, Spain, Norway, France and the Netherlands have led donors in support to recurrent expenditures.

42 The PA had communicated that it does not intend to substantially expand the development agenda on the basis of this additional funding due to the
absorptive capacity of its institutions, however preliminary lists of PRDP projects for 2008 reflect a total of $696 million. While the PRDP allocations
reflected expected disbursements in 2008, the PRDP project totals may in some cases reflect commitments rather than disbursements; this will require
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Planning is leading the effort to turn pledges into
concrete projects, in collaboration with the line
ministries that have prepared proposals under
each of the 29 PRDP programs. The initial long-
list of projects was presented in April, but will
need to be rationalized, prioritized and reduced
in order to meet the parameters of the 2008
budget and the three-year PRDP framework.
Donors are currently in discussions with PA
counterparts on this issue, and on specific
projects. Due to the high level of pledges to
development programs at Paris, funding is not
likely to be a constraint. Rather, the challenge
is related to technical issues and the ability to
implement projects in Gaza. In addition, the
level of disbursement in 2008 may be lower than
planned due to the fact that the first quarter of
the year has passed before commitments could be
linked to the development agenda, which is still
under development and discussion.® Moving
forward, continued coordination between the
PA and all donors through the unified channels
of the local donor coordination mechanisms
will be essential.

43 Donor commitments to the Governance agenda are limited to date. Some support to the judiciary and the Office of the President has moved forward
in 2008. The security sector has received special attention from donors interested in formulating the security program, but has yet to receive significant
commitments. A conference has been organized in Berlin in April for consultations on the security program. Local government continues to be supported
by the MDLE Donor itments toward E ic Development have sh some progress in certain areas, most notably housing finance, trade
Sacilitation, and SME development. PIF, OPIC, IFC, Bank of Palestine, and DFID have committed $500 million for AMAL, a new mortgage facility.
USAID has indicated intentions to provide $14 million towards commercial crossings with Israel. Donor programs will support SME development in
2008, including the new DFID/World Bank Enterprise Learning fund, the German PSD program, and a new USAID enterprise development fund.
Still, the majority of proposed economic programs remain uncommitted. Commitments to infrastructure projects are evident in water, sanitation,
and electricity. A number of wastewater treatment plants are under construction or have been committed. The electricity sector is a priority due to its

relationship to net lending and is expected to receive significant support in 2008. Water is also a priority, although several projects that were committed
earlier have yet to materialize due to movement and access restrictions. The Social Development program has received significant support for social safety
nets, but faces challenges in education and health. Social protection is supported through PEGASE and the World Bank SSNRE, which cover payments
to beneficiaries (nearly $50 million, about half of the total beneficiary payments) as well as improvements in targeting. Efforts are underway to establish a

sector-wide approach in education, which currently has over 20 active donors and nearly $90 million in undisbursed commitments, with new commitments
in 2008 still undetermined. Health is equally fragmented, and is in need of rationalization.
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IV. Conclusion

42.

As atripartite action plan, the implementation
of the PRDP has begun in earnest, but only
partially. The PA’s three-year macroeconomic
and fiscal framework assumes: (a) the successful
advancement of fiscal and other reforms,
including law and order; (b) sufficient and
predictable donor funding to maintain
operations and finance development programs;
and (c) a gradual easing of movement and access
restrictions by Israel. To date, the PA has engaged
in fiscal reforms, which have been underwritten
by donors in a substantial, albeit ad hoc, manner.
However, the private sector revival required to
trigger a virtuous cycle of growth has not been
realized due primarily to continued restrictions

on movement and access/“‘.

. As a result, the economic scenarios presented

at the Paris Conference, proposing that the
implementation of Palestinian commitments
alone is a necessary but insufficient condition
for economic growth, have been confirmed
by the zero GDP growth in the WB&G in
2007. As for 2008, the IMF analysis notes a
projected GDP growth of 3.0%. Taking into
account population growth, it can be concluded
that under the current movement and access
restrictions, per capita incomes will drop or
remain the same.

4. Regardless of the scenario, PA reforms and

sufficient donor support to both recurrent and
development spending remain preconditions
for Palestinian economic recovery. The World
BanK’s previous analysis showed that a scenario
where PRDP reforms continue, where they are
fully funded by donors, and where private sector
growth and trade is revived, will accelerate
growth rates to double digit levels. Embedded
in this scenario is a recovery in Gaza driven
by the resolution of the current stalemate,
and its immediate inclusion in the benefits of
reforms, donor aid, and the lifting of movement
restrictions. The analysis also shown that, even
under the most optimistic scenarios, significant
aid will continue to be needed. However, the
ability of the private sector to resume its place as
a driver for growth will have a major bearing on
future aid requirements, which will therefore be
even larger in the absence of improvements in
movements and access restrictions.

44 The Israeli authorities assert that, while an important factor, movement and access restrictions are not the only impediments. The enhancement of internal
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ANNEX 1:
PA Policy Matrix for the World Bank-
Administered PRDP-Linked Multi-Donor Trust

Fund

Objectives

Prior Actions
By May 2008

Indicators of
Progress Next 12
Months
(2008-2009)

Monitoring and
Evaluation

Indicators of
Progress
2009-11

Medium Term
Objectives (PRDP
Goals)

I. Move toward Fiscal Sustainability

I.1 Control Public ¢ Reduced e PA employment * Ministry of Finance | * Total public ¢ The wage bill
Sector Wage Bill budget financed does not exceed will provide the employment does declines from over
employment from 153,000 anytime IMF and World not grow by more 27% of GDP to
170,000 to less in 2008. New Bank monthly than 3000 per year | less than 23% of
than 150,000 by recruitment pay roll reports e Establish HR GDP
end December goes mainly to and manual management ¢ The PA hasa
2007 the Health and adjustments to procedures that strategy to deal
* No general wage Education sectors determine total emphasize merit with the pension
increase for PA * No general salary employment, and performance as | crisis
employees in 2008 increases for PA average wage the basis for hiring
employees rates and which and promotion in
* Initiate ministries receive the civil service
institutional review |  new hires * Complete the
of public pension | * TOR for pension institutional review
system study to be agreed of the pension
with the WB. system
1.2 Reduce Net
Lending

I.2a Institute
measures to increase
collection of
electricity bills from
users

¢ Initated program
to rapidly
introduce pre-paid
meters in West
Bank.

¢ Installed around
4000 pre-paid
meters by May
2008

e Instituted a
requirement that
citizens present
“certificates
of payment”
confirming their
payment of utility
bills to receive
key government
services.

* Continue to
expand the
distribution of
prepaid meters
throughout the
West Bank.

* Re-establish a
culture of payment
by continuing to
require “certificates
of payment”
before delivering
key government
services

* Continue to
develop programs
to encourage
payment of udlity
bills

* Dalestinian Energy
Authority will
report to World
Bank energy team
on number of
meters installed.
2008 target is
about 40,000 new
meters

e World Bank
energy team will
track collection
rates of electrical
distribution
companies

¢ Continue to
distribute pre-paid
meters and require
certificates of
payment for public
services

e Electricity
collection rates rise
to about 90% on
average in West

Bank
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Objectives

Prior Actions
By May 2008

Indicators of
Progress Next 12
Months
(2008-2009)

Monitoring and
Evaluation

Indicators of
Progress
2009-11

Medium Term
Objectives (PRDP
Goals)

I.2b Remove
municipal and

¢ Established the

Northern Electric

* By end 2008 all
Electric Utilities

¢ Plans will be
submitted through

¢ Local governments
have transferred

¢ Total net lending

declines from

the most vulnerable
populations are
protected

program aimed
at improving
targeting and
preventing
misallocation of
social security
funds.

* Verified at least
4,500 households
in the targeting
database

* Ministry of Social
Affairs initiated
regular assistance
payments to
2,100 households
through the new
social safety net
pilot program

quarter by end
2008

* Increase regular
bi-monthly
cash assistance
payments to 5,000
households by end
0f 2008

monthly reports
on progress in
building the
verified database
and providing
payments to

verified households

targeting database
to confirm
eligibility

* Complete a Social
Protection Strategy

local governments Distribution in West Bank the Palestinian their electricity around $530
from the electricity Company have time bound Energy Authority distribution to million currently to
distribution business action plans, that for review by the the utilities in about $400 million
by establishing are endorsed by World Bank power | accordance with e Electricity
distribution the PA, to transfer team the action plans distribution
companies (DISCO) the electricity e World Bank energy | All udlities throughout the
that operate on a departments of team will review investing in West Bank is run
commercial basis local governments annual audits planned loss on a commercial
including those provided by the (technical and basis where
that will be electric utilities non-technical) distributors pay for
connected to the reduction programs | all electricity they
new feeder system * All electric utilities distribute
issue bills only in | * Municipalities
their name are no longer
¢ Audits for all accumulating
electric utilities arrears to PA for
confirm their electricity
independent status
¢ Audits confirm
that the flow of
funds from electric
utilities to their
municipal owners
are in accordance
with their chart
of accounts, e.g.
dividends can not
be paid until bills
are cleared
I.2¢ Improve * Started * Increase home e The Ministry * Begin a process of |* A fully functioning
targeting of social implementation visits to verify of Social Affairs merging on-going targeting database
safety net to increase of a beneficiary targeting database provides the Bank cash assistance with at least 50,000
efficiency and ensure verification to 5,000 per team with regular programs using verified households

guides all assistance
programs no
matter what the
source of funding

¢ The PA institutes
a Social Protection
Reform and
Integration
Program that
coordinates all
social protection
initiatives and
ensures uniform
payment modalities
and amounts
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Objectives

Prior Actions
By May 2008

Indicators of
Progress Next 12
Months
(2008-2009)

Monitoring and
Evaluation

Indicators of
Progress
2009-11

Medium Term
Objectives (PRDP
Goals)

1.2d Increase financial
accountability
through improved
and more transparent
municipal accounts

IL.1 Establish
upgraded institutional
and regulatory

procedures to support
PFM reforms

¢ Established a
Unified Chart
of Accounts for
municipalities and
finalized a budget
manual that is
now being used by
municipalities in
the West Bank

¢ Finalized a fixed
assets registration
manual that is
being used by
municipalities in
West Bank

e Passed
amendments to
the Basic Finance
Law establishing
a Office of
the General
Accountant in
the Ministry of
Finance

¢ Launched a new
computerized

* Finalize pilot
financial
management
information
system for small,
medium and large
municipalities that
will be tested and
rolled out.

* Prepare and
approve a design
paper for the new
computerized
accounting system
processes and
procedures

* Amend financial
regulations and
related internal
documents to

e Bank team
supporting the
MDLF program
will track
implementation of
municipal financial
management
information system

e The World Bank
will recruit a
governance advisor
who is also a
PFM expert to be
resident in WBG.
He will work
closely with the
IMF to monitor
development of the
new computerized

¢ Rollout the
municipal financial
information
management
system across the
West Bank

¢ Introduce a
standard annual
audit of municipal
accounts based
on international
standards

e MDLF develops
clear criteria for
performance
based transfers to
municipalities

* Roll out
computerized
accounting
system through
out government,
starting with
the Ministry of
Education and
then extending to
all line ministries

e Palestinian local
governments
producing
transparent
accounts that are
audited according
to international
standards

IT Increase Government Transparency and Accountability Through Improved Public Financial Management

o Afully
computerized
accounting system
used through out
the government,
which will
allow the PA
to dramatically
improve its
accounting
procedures and

accounting system provide the system and provide budget preparation
in the Ministry of regulatory backing advice on its process in line
Finance for the new implementation with acceptable
computerized international
accounting system practice.
* Operationalize the
Office of General
Accountant
II.2 Improve e 2008 budget * Develop a e Budget e For pilot ministries, | * Establish a
efficiency and approved combined information is develop program government wide
transparency of the | * Ministry of presentation of publicly available budgets based on system that will
budget preparation Finance began the recurrent and and will be tracked |  simple program allow annual
process publishing monthly |  development by Bank PFM structures budgets to be
expenditure and budgets for each expert * Develop a plan developed on time
revenue statements line ministry for for transfer of in a transparent
the 2009 Annual responsibility manner
Budget Law for development
budgets to Ministry
of Finance
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Objectives Prior Actions Indicators of Monitoring and Indicators of Medium Term
By May 2008 Progress Next 12 Evaluation Progress Objectives (PRDP
Months 2009-11 Goals)
(2008-2009)
IL.3 Strengthen PFM e Strengthen ¢ The Bank PFM e Pilot commitment |* A strong Central

infrastructure and
improve auditing
functions

Central Treasury
Account by closing
non-zero balance
line ministry
and agency
bank accounts
for recurrent
expenditures

* Prepare annual cash
plans for guiding
budget execution

* Develop an
internal audit plan/
produce selective
audit reports

specialist will work
closely with his
IMF counterparts
to both assist the
PA in carrying out
these tasks and

to monitor their
progress. These
tasks are centralized
in the Ministry

of Finance which
will allow them to
be tracked easily
in the quarterly
World Bank/IMF
reviews of reform
progress

control procedures
in the Ministry
of Finance and
Ministry of
Education

¢ Extend the new
commitment
control procedures
to other ministries
in conjunction
with the roll
out of the new
computerized
accounting system

¢ Introduce monthly
reporting of
outstanding
commitments

* Comply with
the reporting
requirement of
the Financial
Regulations
starting with
the production
of audited
consolidated
financial statements
for 2008 in 2009

* Develop a plan to
adopt an economic
classification to
be consistent with
the GFSM 2001
framework

* FACB applies best
practice external
audit methodology
and responds to
public complaints

Single Treasury
Account continues
to operate

* Have a functioning
cash planning
and management
system

e Have a fully
developed budget
classification
system

* PA has a strong
system of external
audits
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