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COMMUNICATION FROM THE COMMISSION TO COUNCIL AND PARLIAI\:IENT ON |

o FUTURE EUROPEAN U"NR;N ECONOMIC ASSISTAN CE TO TEE WEST BANK AN’D

L INTRODUCTION

| THE GAZA STRIP

o ’Thls Comumcanon Is- madc n msponse to the Council Decla.rauon on thc Middle East Peace o

" Process of 2 October 1995, which jnvited the Comxmssxon to present concrete proposals on, thxs-— "
issue (see ﬁdl text cy‘ tke Cozmc:l Declarm‘mn) ¥ _ :

‘_ 'T!ns Commmncaton outlmes the key lémeats of 2 dommen Egogean Umon strategy'to be agrwd o
.. upon following the signature of the second Interim Agreement mgned by the PL.O. and Israel on 28 ,
s 'September 1995. This common strategy should be adopted: prior to the fmternational oonference on, )

o asmstance to the. Palestmzans scheduled to take place before thie end of the y&r

- The goal ofEU assistance to the Palesuman people of the West Bank and the Gaza Stnp should be -
- 4to support Palestxman olru' ‘ EE

| I EURO?EAN UNION STRATEGY . o

. 1. Pohtical empowerment

The democmnc Iegmmacy of the Palcsuman Anthonty is the cenrml plece for Palesnman poh‘acal -

2 Instmmonal empowermenr -'

o empowermeni The European Union support to the ho{dmg of the first: Palesuman general electoral -
o \grocess should bethe focus of Ihe Umons eﬂ"orts L o .

 Itis vxtal to create §gund Palmman aovernmental and adnnmstmnve stmctures able to assume the ‘

'admmxstmtlon of Palestinian self-ryle int the West Bank and the Gaza'Strip including, fnter alia, the-

. prov:suon of an overall Iega[ framework, the provision and administration of essential public services-
.~ and the programiming and mple:nentauon of the szgmﬂcant vohm of mternatxonal assxstance to the -

= '.‘:.Palesnmmpeople . o _ - . ‘ L

3 Econormc empowezmem

o It is essenuallay the foundanons for sustamable social and e economic development mtheWest Bzmk-. .
andﬂleGazaSm;) A sound twin strateg: almedaxachlevmga balanced bud ge_tand_sg;g@g

: Wmamqmmbfemnom empowecment. Integration- ofthePaIesuman economy ar,"

—

, regonalmdmtemmonauev&hsdsoanobgemveofmammmpmmy



m EUROPEAN UNION PRESENT ASSISTANCE O THE WEST BANK AND THE GAZA

STRIP
I. POhtlca.l empowerment

In the DecIaratlon of Pnnmpl&s of 13- Septembcr 1993 Israel and the PL O agreed to the holdmg of o
Palestmlan electlons followmg Israeh rcdeploymem from the West. Bank and the Gaza Strip. -

On 19 Apnl 1994 the Cou.ncﬂ adopted a ]omt action in support of the I\;/Gddle East Peace Process~ L
committing the EU to the implementation ‘of a coordinated programme of assmtance to the
preparation and observznon of Palesuman elecuons - _ ‘ ‘

- On Lh&se baSIS the Commnmty started providing ¢ echmcal suggort to the Palmman Authogty fo ‘
the preparation of the elections. Assistarice has focused on drafting the electoral law, establishing the
national and district election oﬁ‘ioe&‘.5 &c(zbhshmg a press office, drawmg of polling districts, carrying
- out-a civic education campazou, u'ammg elecuon officers and prowmon of electoral eqmpmeut .
(ballots etc) : . - SR . o

Foresha.dowmg the second Palesuman—Isradl Im‘.erxm Agreement of 28 Scptember 1995 by Wthh the -

- TJnion’is requested to participate in and coordinate the international observation of the Palestinian
- " elections, on'25 August 1995 the Council decided to deploy a 300-strong electoral observation team
" and to set Lup a European Electoral Unit to coordmate the mtemaﬁonzl obsewanon operatlon_ '

The Umon isin the process of gradua]ly gglgy_lgg a 3{)0-stron<r obmmxon team on the ground to ‘
caver the whole electoral cycle from the beginning of the registration process. The European
' .Electoral Unit is already set up and Wiﬂ be dep;oyed on thc field by early November 1995 '

‘A total of 17 & MECU has been provlded 50 far out- of the Comzmmrcy budget i in as&stance for the

preparation, obsérvation and: coordmanon of mtemanonal observanon of the elecuons {see T able P

E for dez‘mls)
o 2 Inshtuhonal empowermem

The Commumty started prowdmg direct’ support to Paiesuman msﬁtutlons in the West Bank and the
" Gaza Strip in 1987, Following the first P.L.O.-Israel Inteim Agreement of May 1994, which

.established ‘the Palestinian Authority in the Gaza Strip and Jericho, this’ assistance focused on .
téchnical and_ finanéial support to the new administration. This ‘comprises techinical assistance,
. equipment and funding the start-up costs of such bodies as, among others, the Palestinian Central
" Burean of Stafistics, the Palestinian Broadcasting Corporahon, the Project Managemem: Unit for =
- ‘rehabilitation of ex-detainees and the Palestinian Energy Center. The ‘Community has recently offered .-

a programme of technical support to the mimistries of the PA. Tn addluon, a develogmem Qroam : S

- aof assnsfance to PaI&suman Iocal authonues has been lmmched y

-~ In view of the transfer of Farther spheres of powers and the tcmtorml enlargement of Palesuman -
- - agtonomy as per the second P.I.O.-Istzel Interim Agreement of 28 September 1995, presen
programumes of assistance to iititurionial building will have to be extended intimeand in size. - - -

- ‘ Institutional buildmg asssmm:e prowded S0 far ﬁom the Commnmty budget amoun:s to 12 1 MECU .
" (see Table 11 for detazls) , ’



The Community has, since the establishment of the PA, committed considerable grant resources to
_ the recurrent costs of the Palestinian administration. This' assistance has focused on universities and
- community colleges, primary and secondary education. centres, the ppolice force and the unit of
rehabilitation of ex-detainees. The Commission believes.it is necessary to maintain this support for
a lrmrted period with a view to raprd and ratronal progress towards a Palestrman balanced budget

At present; ‘the total of Community financing of the recurrent costs of the Palestrman admrmstratron
amounts to some 80 MECU (see Table i for detatls)

" 3. Economic empowerment

. Total Communrty a_.gsrstgnce to the Palestmran populatron of the West Bank and the Gaza Strrp since -

- the signature of the Declaration of Principles of September 1993, amounts to 215.3 MECU in grants
(see Table IV for details). The qualitativé and quantitative expansion of Palestinian autonomy has,
substantial economic implications which require a continuation of the assistance effort on the part
of the international donor commumty

The European' Union is as a whole (Community, European Investment Bank and Member States)

so far provrdmg 183 MECU for Palestinian development in 1995 alone (see Table V for details),

that-is,; 45% of the entire donor effort, making the Union by far the largest donor to Palestinian

development. According to World Bank figures, the three next largest donors are Saudr Arabia (76
MECU/19%), the US, (64 MECUI 16%) and Japan (30 MECU/8%).

As to the Community itself, it has provrded development assistance to the Palestinian population of
the West Bank and the Gaza Strip since 1980, at first through NGOs, and since 1987, through
. Palestinian institutions. In addition to this, it has provided support to Palestinian refugees through
UNRWA srnce 1971 (between 1993 and 1995, 136 MECU).

Followmg the September 1993 Declaration of Prrncrples Community funding for Palestmlan \
-development was substantially increased. At the Washington donors conference of October 1993,
the Council pledged 500 MECU to the development of the Occupied Territories for 1994-98. This

package would comprise 250 MECU in grants from the Community budget (50 MECU per year)
and 250 MECU in long term loans through the European Investment Bank '

Since 1993, the Commission has used grant funds to support the development of the Palestinian
-administration, especially of the education sector, but also to finance large scale projects of basic
infrastructure. The Community has more than lived up to its pledge. The grant component has beén
greatly exceeded in both 1994 and in 1995. An amount of 75 MECU was committed out of the
- Community budget in 1994 and some further 88 MECU will have been commrtted by the end of
- 1995. . , :

"The European Investment Bank has signed w1th Presrdent Arafata Memorandum of Understandmg
to assure a Palestinian Authority guarantee of loan financing. It is in the process of committing the
available funds in loans for.a number of large scale infrastructure developments, and, to- stimulate
economic development, as credit for Palestinian commercial enterprises through local banks. It has

- already finalised an agreement for one of such credit lines through two local banks for an amount '
of 26 26 MECU. : :



IV. PROPOSED PLAN OF ACTION
1. Political empowerment

The Union's current involvement in supporting Palestinian political empowerment ‘is already’
substantial and only requires its continuation without any additional financial effort. The Union
should continue to provide technical support to the Palestinian Authority for the holding of
Palestinian elections. The gradual deployment on the field of the European Electoral Unit, as
well as of the 300-strong observation team, will also ensure that the Umon is perceived as a
vital partner in this field.

2. lnstitutional empowerment

The Union should support the extension of the Community's present programmes of assistance
to Palestinian institutional building. These programmes will have to. be adapted to the new
situation created by the extension of Palestinian autonomy. They will alse have to be tailored -
to the needs of individual Palestinian ministries and local authorities, in order to pass on
expertise in the administration of public services, and to advise on future strategies and
policies.

3. Economic empowerment

Consistent with the objectives of EU assistance to the Palestinian people, and -in line with the
strategy. laid out in the present communication, the Union should adopt the following positions in
the lead up to the ministerial donors conference, and beyond.

A. Tripartite Action Plan (T AP)

The European Union mtroduced to the international commumty the idea of a Tripartite Action Plan
in order to help balance the Palestinian Authority budget. Agreed by the Palestinian Authority,

Israel and the international donor community on 25 April 1995, the TAP obliged all parties to take
action together to address the structural deficit of the Palestinian Authority (full text of the TAP in
Annex A). The framework set up by the TAP has proved its effectiveness so far by achieving a
substantal reduction of the Palestinian Authority budget deficit. In the light of the challenges
posed by the economic conmsequences of the expansion of Palestinian autonomy, the TAP needs

to be revnewed

The Union should play a central lmle im the review of the Tripartite Action Plan. It sheuld
argue to the other donors, to the Governiment of Israel and the Palestinian Authority, that:

the TAP should specify the actions to be taken by the Palestinian Authority to impmvé
fiscal administration and expenditure control, and economic management more’
generally, and, crucially, set up a timeframe for the implementation of such actions;

the TAP shouid be more detailed regardmg the actions to be téken by Hsfael to facilitate
the cross-border passage of goods, labor, Palestlman Authority staff and consultams,
and project staff amd pm.uect equipment;

donors should not be expected to provide support for start-up costs beyond a certain
period, but the deficit problem should be treated accordmg to a medium term
framework :



‘ This Wlll permit the. semng ofa reahstlc tnnetable for the elimination of the defic:t and the |
' thns the phasmg out of donor contrihutlons :

the TAP should define more pnec:sely the means by whlch mternatlonal momtormg of the _
performanee of all three partms to the Plan should be effected.

P AN
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| B. Development strategy

- The donor approach to the development of the territories has 50 far been plecem&l In order o
' ensure the effectiveness of :any fresh donor fundmg while avordmg the fragmentation of donor - .

".'effons ltlsnecessarythata rebensive and | evelopment sty esigned. .
v sential ¢ Palestini thori and pr the donors jts.own - -

development strategx within the context of a macroecononnc framework also defined by the PA.
- Such strategy should, in the context of a-medium-term macroeconomic framework, establish the

* preconditions necessary for. the attraction of foreign non debt-creating investment flows, for the
promotlon of private investment and for -the creation of jobs. The Union shonld assist the

_Palestinian Authority i in its efforts to prepare snch a strategy whleh is to be owned bx th e

Palestinian people.

: The Commumty should argue for the creatlon of a mal workmg group, formed by the

Palestinian Authority, the three main bilateral donors (EU, Japan and the US), the United Nations - - .

Special Coordination- Office (UNSCO) the World Bank and the IMF, to assist with the .

preparatmn of such a development strategy, including actions in the fiéld of industrial cooperauon L k

(the main elements of such a strategy are outlmed in Annex B).s -

To promote a coordmated approach the Umon should act]vely support the Palestlman Authorrty

in its efforts to ensure that all new funding be pro ed in line with the Palestinian
AMM@M.», ' o

- C 'Trade

The Commumty has taken’ steps towards the integration of Palestnnan economy at regmnal and .-
" international level. At prescnt all Palestinian manufactured products enjoy free access to the
- Community market and key Palestinian_agricultural products are granted, accordmg to Councxl
regulations, free or concessional access. However, these concessions have not so far generated ,
§1gmﬁcant trade flows tg the European market as expected, mamly due to institutional obstacles.’

~Thus, in addition to granting further agricultural trade concossmns_, the Cgmmg_ltx should B '

. g,xplore practical means to nromote Palestlman er_(p_orts "

: ‘4 Future Commumty Assxstanoe .
- -The Commgn_Lty should remain comlmtted tg nlay a eentral rgle !_n the effgrt of p r'ovic_ling~,, E |
- gglgance to the West gank and the Gaza Stnp ' ' :

_ The Commmon is engaged in discussions w1th the Palestinian Authorxty for the prOgrammmg

of grant funds for 1996 and beyond, always taking care to coordinate the programming and o

" implementation ef Community funding with the Member States and other donors. '

In addition, the Comumission is negotlatmg a convention between the Commnmty and UNRWA' o )

| . to govern the Commumty contnbutlon to this Agency for the years 1996-98. ,

11



"In order to facilitate the committment of a'va'l‘lable reﬁouroes, the Commission is also’

discussing with the European Investnent Bank a formula which would allow for subsrdjsmg

the interest rates throngh a contributlon from the Commumty budget.

Vo
. L
i

5. Euro-Medrterranean Partnershrp | "'- , TR

. The Umon has invited the Palestlman Authonty to partlcrpate as a fu_u_gam_g in the Euro- -

. Mediterranean Ministerial Barcelona Conference of November 1995. The Conference will mark the -
* launching of the Euro-Mediterranean Partnership based on the progressive establishment of a free .

trade area and a substantial increase in financial cooperation in accordance with the conclusxons of

-the European Council in Cannes. This multilateral framework for Euro-Mediterranean relations aims o

atcgr_nplgggtmghgﬁgﬂ_r_e_]ggmbetween the Union and its Mediterranean partners. 'Membership '
~ to this Partnership will bring added value to relatlons between the Palestinians, the other
Mechterranean partners and the Umon ‘

As to the bilateral relations between the Commumty and the Palestinian Authonty, the .
Commlssron, in the light of the conclusions of the General Affairs Council of 2nd October

1995, is exploring suitable solutions to create a bilateral framework for relations in the context )

" of the Euro-Mediterranean pohcy, takmg into account present legal hmrtatrons. :
V. CONCLUSIONS |

Thé Commission proposes that the Councrl adopts the foregoing strategy and proposed plan of action
as the basis for a European Union common position on future assistance to the West Bank and the -
Gaza Strrp in view of the Ministerial Conference to take place on this issue before the end. of 1995 :

The Commxssxon calls upon the Presidency to organise the necessary coordmatron meetmgs to
. prepare the position of the Umon at the Conference - .
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N TA.'BLEI

Euronem Umon assxstnncc to Palmg 'electio‘n_si .

1. Amstance to the preparation of decnons ('European Commisswn)

Prolect

Anmunt

Funnc:al assustanceto théPaleetxman anmm

Governaient and Elections .

1,766,125 |

- | Civic education campaign and press oﬁce

891663 |

Support of the registration process

1,391,386

. 221324 |

Training of election officers

Drawing of polfing districts ~ o

629,046 |

835289

Polling day and the count

1,080,715 |-

TechmcalaSmstance
. Eqmpment -

775,710

Total

7592758

Prmect

g Em*opwn Electoral Unit and Jogistics support team ':

: Amount

3,400,000

European Union observers (300 observem)

" 4,300,000

©1,150,000] . -

. Eqmpment and prenuses
caa ‘I ] nnel .

150,000

4

L 2. Ohservaﬁon of dMons and coordinanon of the mtemat:onal observanon (Europm
E Unjon) C : A - .

1,000,000 .

- | Contingencies — S

[ Total: -

. Yall fguresin ECU - -

- 10,000,000 |
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i ¥ P.rolect and year of commitment

+ | Various projects - 1993 : 03
- | Palestinian Broadcasting Corporation - 1993 ‘2
Palestinian Bureau of Statistics- 1994 . | 14 -
- {'Equipment for Police Force -1994 = . .. . . ' ' S
E SupportforMmsﬁyofSomalAﬂ'mrs(throughProgrammeforRehahxlttanon L
. { of Ex-Detainees) - 1994 | 0.4.
- | Palestiman Enéergy Centre ~ 1994 ) . 035
. Instzh:tona] support progamme (vanous mmzsu-m and mumcmalmes) 1995 2.5
Total .- : 12.1

Project and year of commitment Committed

L T d -

- { Universities and commumity colleges - 1993 - - 15 " 14.8

| Rehabilitation of ex-detainess - 1994 100 .. 5

Palestinian police force® - 1994 15 15

.. | Universities and conimunity col]eges 1995 15. 108
Primary and’ secondary schools - 1995 - : T ‘10 - 10 -
-{ Support for the recurrent costs of the PA-’ (to be commﬂ:ed in. Now) 15 0
: 55.6

_'Total .

—allﬁgmrn\iECU

nemsammcludedmthebudge:ofﬂaehlmanﬁmhorm' ulherlternscanbeooumedasconmbutlonslo

the recurrent-costs of the pubuc sector roore broadly




- committed since Sep_tgmber.l993 ‘

’..~'

1. Total ﬁnancmg made avaﬂable by the Communny td pFOJCClS for xmplementatxon solely in
the W&t Bank and 1he Gaza Stnp ' : ‘ .

H

199319941995TOTAL DRETRSED] B
(o[malmlass [ os5 ] -~ - -

2. Pro;ects ﬁnaneed under direct aid budget lme and fmanced solely in the Wost Bank and "

the GazaStnp
Bndgetlinc Projeadsmpuonisector T ] 1993 S5 1994 1 1995 - | Disbursed | -
- L : Sep-Dcc | = : :
Dmec: A:d(B?-‘;’Il)_ 'Umvemnsandcommumvcunegts- . B o I
i recurrent costs : : 151 - 108
DnectAxd(B‘I-ﬂl)‘ ananandseeondaxyschookd ' i ' - N
' .| recutrent costs _ : R (N MRS | PO
Dn'wl. A.xd (B?-‘II 1) | -Gaza City solid waste prog:mmne - i ' ' : -
" completion ‘ -5 0
- Direct Axd(B?-’lll) . Institutional sapport Jom | 2.5 0
Diract Aid (B7-711) Mmmmlsgggonprme | 10 .0
*{ Divect Aid (B7-711) | Completion of the construction of the | Lol -
4o 70 |.Xhan Younis hospital . e I 7.5 0 -
Direct Aid (B7-711) - | Final technical prepararions of elections | - . - _ 3]
" Diregt Ad (B7-7T11) 'Contn'bmiontothemcmemoostsof B : o
L the Pilestinian Authority?. . . . ' . S 15 - ol .
-| Direct Aid B7-711) Housmgpr__oggme B 101 . 8t
.. | Direct Aid (B7-711) SChooIcorstmcnonandrchabﬂnanon |- : : 10]. . - . .o 48
| Direct Afd (B7-711)" | Credit for SMEs/dcvelopment'bank : 8 N 25
.| Direct Aid (B7-711). | Rehabilitation of ex-detainees . 551 - .26
. .~ DifectAid (B7-711) | Suppont for Palestinian police force 20 - - 153
Direct Aid (87-711) | Demographic indcators . -~ - | 14} 13
Direct Aid (B7-711)° Elecuonregzsumannmtmals o 0.1 005 -
Direct Aid (B7-711) | Techmical assistance e 5 S " S4p
Direct-Aid (B7-711) | Universities and commumity coDeg&— 5 o 178
- | SUB-TOTAL g - . oo b 20 - 604 67 - 7275

" *as Contribusion to PA budget 1996, condiitional on respect of Tripartite Action Plag -



3. Pro_,ecm financed under othér hudoet Jimes and xmpiemented in the West Bank

mmdthe GmStnp
. Bndgetlme ) ijectd@cﬁpumlseaor - 1993 |, 1994 | 1995 | Disbarsed
CommonForetgnand EUopcrauonforlhcubscrvanonof ' .
- Secu.myPohcv " .-| Palestinian elections, and for the o
" . memcfthzmtemzmoml R
cbservation operstion . - 10 |- )
. Recousuucﬁcnax_zd . { Supplement to projéct for the o o
sehabilitation "} rehabilitation of ex-detainees . 45 24
Regional cooperation. | Rafah sewage pwoject © -15 - - 89
| Regional codperation Raﬁmmjea 2 0.3
o '-solidwastcﬁwmogamms 28 - 0.8 231
", | Democracy and Assistance for election preparation - '
| eveloping countries ~ L 154 .09 approx. @S-
Energy cooperation in PalsnmanEnergCame T
third countries 03 | approx. 0.3
1 MEDA . ana:cscctardcvdopmmprogmmme 3] 0
| Actiops infavour of | Various pro;eas ) '
danocxwandlmnau
- ':ishis(mnousbndset ' v
N : : - 031 03 0.5 | approx. 0.5
' MOco-ﬂmncmg Health .05 0.6 o5
AR . Edveation 02 09 2.3
' .’ Sopport 10 womsen . 6! or 0.4
- Ecomomi development’ 0.4 a4 :
" Agriceluze - o1 0.02
Environment 0.02
) - Homep Righs 0.2 0.02 .
: ' Social Welfare . o 0.5
'WGOco-ﬁmncmg : 14 2.1 1.6 rox. 1.2
... | Exopean Commission. Foodadandmeﬁu]sq;pbcs S B S _ approx.
.| Homamitadao Office, ' 10.4 4.7 13.9-
- { Popularion . .1 4.7 _ 0
| SUB-TOTAL - 31.9 C 154 - 20.7 2.8

a4, Reg:onal projects in the Med:terranmn area in wmch Palestinian orgamsatxous .

are involved

: 1994 | 1995

'Rcmonal , C : U
cooperauon/MBDA Microprojects: 0:5- 1
-\ Med programmes Peace Network" ' 14
| ' - MedUrbs 2 07
Med Media . 1E
1 B Med Campus : IR ¥ |
Med programmes | | 2 | .5
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gPlFA EAQI!ON PLAN Qi!
QEJCN! !=c £XP NDITUR NQR FUNDING

"TORTHE F‘ALESTTN!AN AUTPORJTY

" THE ADHOC LIAISON COMMITTE._ (E\HLC) METIN P,o&ts ON APRIL 27-25 1685 TO CONSIDER

THE NTW REQUIREMENTS CON\.."QNING TINANCING FOR DA&_CST]NIAN Sch-GO‘J'r’RN(NG

.’-\RRANG::MEN lS 1:\ THE WEST BANK AND GAZA.

' Dtscus':lom ATTHE MsEnNG =ocus=D ON HOW DONORS COULD ASSIST THE
PALESTINSAN AUTHORITY.(PA) IN FINANCING ITS BUDGET DEFICIT FOR THE PERIOD APRIL 1, 1905

. THROUGH DECEMBER 31, 1985. THE DISCUSSIONS tEADING TO THIS ACTION PLAN TOOK PLACE N

v

ACCORDANCE WITH THE EXISTING AGREEMENTS BETWEEN THE PLO AND ISRAEL, INCLUDING THE
SEPTEMBER 13, 1533 DECLARATION OF PRINCIPLES ON INTERIM SELF-GOVERNNMENT - .

- .ARRANGEMENTS (THE "DECLARATION OF PRINCIPLES™); THE AGREEMENT ON THE GAZA STR!P AND

THE JERICHO AREA. SIGNED AT, CAIRO ON MAY 4, 1684 (THE "MAY 4 AGREEMENT OR.THE

SGAZAIJERICHO AGREEMENT™); AND THE AGREEMENT ON PREPARATORY TRANSFER OF POWERS'

I'\ND RESSONSIBIUTIES, SIGNED AT EREZ ON AUGUST 29, 1994 (THE "AUGUST 22 AGREEMENT).
HE DISCUSSION ALSO TOOK NOTE OF THE OSLO DECLARATION OF SEFTCMBER: 13, 1€94 SIGNED

: 8‘( CHAIRMAN ARAFAT. FOREIGN MINISTER PERES, AND FOREIGN MINISTER GODAL AND THE

“UNDERSTANDING ON REVENUES, EXPENDITURES AND DONOR FUNDING FOR THE FALESTINIAN
AUTHOQ!T" OCTOBER 1, 1994 - nﬂARCH 31 1885” (T‘ HE 'UND:RSTANDING") $16NED IN BRUSSELS
ON NOVEMBER 30, 1994, : _

ATT:.N"‘CN WAS ALSO F’nTD IO THE NtCt:SSI_Y OF ENSURING trL_ LONGER TERM.

SOLVENCY OF THE PALESTINIAN AUTHORITY BUDGET AS WELL AS THE DEVELOPMENT OF THE

PALESTINIAN ECONOMY. ' IN.FACT, THE CURRENT SITUATION REQUIRES THAY. ASIDE FROM .

" : . ADDRESSING THE SHORT TERM PROELEM OF FINANCING THE PALESTINIAN AUTHORITY'S BUDGET,

ACCOMPaNYI\iC MEASURES ARZ UNDERTAKEN TO ASSIS" THE PALESTINIAN ECONOMY. WHICH
WILL IN HEMSELVES IMPROVE THE REVENUE BASE OF THE BUDGET. THE CONCERTE

’ COOP‘:D\A'TOI\ OF THE PALESTINIAN AUTHORITY, "T-u: GOVE?\IVCNT OF ISRAEL AND THE DO\IORS

1S REQUIRED TO MOVE ‘HE PATC APOINT WHEZ ._XPC?\DITURES CAN BE MET 5Y REv:NUES

A ACHIEVED SINCE SEPTEMBER 131992 AND CONCLUDED THAT FURTHER PROGRESS WOULD

- THE °AR1 ICIPANTS AT THE Mr::ﬂ\JG wg LCO\ASD T'rf’ DROGRESS zHA: |~{F\S BECI\-

~

DEPEND UPON GCOD V\’IL AND SINC"R" EFFORTS OF THE PALESTINIANS, ISRATUIS AND THE. -

, DONORS, SASED UPON A CLEAR UNDERSTANDING OF THE STEPS EACH WAS PREPARED TO TAKE.

PALESTINIAN REQUIREMENTS AND RESPONSISILITIES -

THE PALESTINIAN AUTHORITY ADVISED THE DONORS OF THE FINANCIAL REQUIREMENTS'

_FOR '%E NINE MONTH PERIOD APRIL 1. 1895 THROUGH GECEMSER 31, 1993 ARISING FROM THE .

MAY £TH.AND AUGUST 267TH AGREEMENTS. THEST REQUIREMENTS AR: REFLECTED IN THE -

T“PALESTINIAN AUTHORITY'S DRAFT.BUDGET FOR APRIL - DECEMBER 1965 PRESENTED AT THE .
- MEETING BY THE PA REPRESENTATIVE {SEE ATTACHED). THESE REQUIREMENTS DO NOT INCLUDE

ADDITIONAL FINANCIAL NEEDS WHICH ww RESULT FROM 'n—— INTERIM- AGTZ':':\‘—N TTO a"
CONCLUCED B:T'.» EEN ISRAS( AND ;H-— DLo '

IN CONNZCTION WITH THESE "‘\n'\YCInL R:QUIREI\‘.EN"S TH:: S"RL:SS..D TS

"'co..wrmw-'rom: FOL! owucsr:-'s

rlSCALPGLJCY e . S

1. ENSURE A FUNCTIONAL TAX QOLLE TION SYS"- M THPOLC!—OUT T’-'= WEST BPNr( AND

A CO-\‘TINUE'_O I--PL::M—'N S HH RECOV-M"NDATO\S ON IMPROV; NG TS TAX

AD-;u\INiSTRATlON AND .._XQ-NDI TURE. &AMGE.‘.% ENT C‘.’ THc DP TES INDICATED (S._.E }‘-"TACHCD)
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- . . 3. PREPARE QUAR""?L" PE"ORTS FOR TH: AHL c0r~ TAX "O-L--"-'O\‘ ND
£X NovruR_s N COF\JUNCTIO\! WITH THE IM . .

s A 'CONT!NUE EFFECJ IVELY 10 UTIUZ: 1Mr r\SSlS—ANCE IO IMPPOV i '1- OQ:P.AJ!ON OF

-+ THE TAX SYSTE EM, INCLUDING THE IMF OFFER OF RZSIDENT ADVISERS PARTICULARLY WITH - Lo
- RESPECT TO-BUDGETING, TREASURY AND REVENUE ADMINISTRATiON BY. MAY 15, THE PA W L.L

ALSQ APPCINT QUALIFIED AND FULLY AUTHORIZED DIRECTORS FOR THE CENTRAL BUDGET ) .

L 'once CENTRAL TREASURY. AND INTERNAL AUDIT UNIT iN THE MINISTRY OF FINANCE.

: -REEZ:: SAI.AQI“‘S AND H!RING AT LEVELS commso N st: suoc commm )
wrn-u 'HE, az-:oma MENT FOR EXPcRﬂSE w:mu THE PAAT semoa LEVELS. | . _

. s B.. CEN"RALIZ:: ALL FISCAL REVENUES FISCAL Expcnorrua.s AND. qu °AYMENT e

-+ PROCESS Pu.cme TH::SE UNDER THE BIRECT CONTRDL or= THE MINISTRY OF FINANCE BY JUNE
. 30.__, SN R

7. DISCUSS WITH ISRAEL AND RESOLVE BY JUNE 1 OU"STANDING !SSUES RELA"ED TO TAX o

CLEARANC:S AND COOPERATlON !N THE JOINT ECONOMIC COMMITT'E.

8. MAIN" AIN TAX OP...RATIONS IN THE WEST BANK, IN ACCOQDANCE WT'H JHE AUGUST 2° 2

AGR:"M:NT AND THE NOVEMBER 30, 1994 UNDE?:STANDING

St 9 :ST ABLISH 8Y OCTOSER- 199'5A SINGL.. BUDGET rORECAST “OR 1985, BINDING OoN ALL
MINISTRIES AND COVERING ALL PUBLIC ACTIVITIES FOR WHICH CENTRAL ADMINISTRATION IS

RZSDO&SI::L’: \M—'IC‘-{ REPR"S::NTS THE PRINCIP £ THAT REVENUEZS N’UST ...EnD ..XPENDI"URES. .

SRR Y ESTA.L.SH A CO&'PR:HENSN“ TAXA"‘!ON PLAN FOR 19°5—19°o INTHE CONTEXT OF .
PREPARING THE ANNUAL BUDGET FOR 1956, THE PA WILL SET REALISTIC REVENUE TARGETS. -
. BASED ON'MEDIUM:TERM FISCAL AND MACROECONCMIC FRAMEWORKS. THE PA WILL ALSO

© PROVIDE FOR ADEQUATE PERSONNEL WITH APPROPRIATE EXPERTISE AND SYSTEMS SU‘:‘PORT
©ANDE '-STABLISH DQOCEDUQ-S SO AS TO MEET REVENUE TA‘%G‘-'TS iN 1995- .9% oo

i vnx._ BEST EFFOST TSSO THAT. DONCR SUPPORT FOR START. royp COSTS WiLL NOT =
EQUIRED SEYOND DECEMSER 31, 1995:. THE DONORS UNDERTOCK TO REVIEW THE CONTINUING -

i ::3 FOR START-UP COS"SS YOND 1H.-.T DATE FF’JOR TQTHE £ '_'ND OFTHEYEAR. .. .

L GEN:RAL :conomc POLICY *

' . BY ./.nY 15. F"-"E:‘A:t" nND Cif C'ULATZ TO Oa\OPSm DOCL: A_N"' CUTLINING -
FU:\C: ION'AL DIAGRAMS AND POLICY RESPONSIBILITIES OF P‘:CDAR. THE MINISTRY OF ECONOMY .
 AND TRADE, THE MINISTRY OF INTERNATIONAL PLANNING AND COQPERATION.. THE PALESTIMAN
-HMONETARY AUIHOQ!T‘" (PM:-\) AND THE MINISTRY OF FINANCE. SPECIFICALLY. T=E DGCUMENT,
. SHOULD'IDENTIFY A SINGLE POINT-OF CONTACT FOR :—'\CHOF THE FOLLOWING: FiNANCE :

{INCLUDING TAXATION AND: ")\PE\IDI—UP £3). ECONOMY.AND TRADZ (INCLUDING TRADE, PRNAT:

SECTOR INVESTMENT AND COMMERCIAL CONTRACTING), THE DEV:LOPUIFNT PROGRAM
' (!NCL.UDIN lr‘ COORD!NATIO\J) ‘\ND \QON ARV Ar‘-A!RS (NCLU*"NC BAN:('NG)

v . BY MAY 15 D‘:SIG‘\'A; IS "(‘:ﬁREQ:N TAT v._s IO 1HE J INT LLAESON COWHTTE
- ESTABL 1S‘-‘=D PURSUANT 70 THE NOVEMBER AHLC MEETING IN BRUSSELS. THE COMMITTEE, AS
* | THE PRIMARY FO%UM FOR womme ouT PRO::L:NS P.cum:o 1'o THE O‘JE‘QALL ASSISTA\C" i
:-ORT s—aow.o MEEST BY MAY 3 -

= sy JU'\I-1 19°a UNSFY THE Cov'w-PC!nL ND .chsm.:rr CODES O:- GA:_.AIJERICH\J .

AND DEVELOP APPROPRIATE IMPORT AND EXPORT PROCEDURES. BSTWEEN GAZA/JERICHO AND
-THIRD COUNTRIES. ESTABLISH A CLEAR UIST OF PRIQRITIES FOR INVESTRENT AND TECHNICAL
B ASS.aTA. CE THAY Cr\N 3% MADE AVnILABLE TOB Tc-l uO\lO:’S AND THE P-’-EN TE s:c‘ros )

DEC E\i"QALIZ: SROJECT I?JPLEM';NMHO D':-'_s_l \Jmm ‘Cuuon .H°OUCH
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; PECDAR UTlLlZING MUNICIPALI i I:S VILLAGE COUNOLS NGOS MlNiS TRIES AND UN AG‘*ICIES IN
N ACCORDA»\CC WITH EXISTNG S (STEMS AND R:.GULATIONS

FJNAUZ_ WITH !SRAEL A JONT CONCEPT PAPER ON 1wus"=zm. ZONES AND CONT!NU:" .

10 WORK WITH THE DONORS AND THE WORLD BANK ON THE ESTABLISHMENT OF mous*ram

- .ZONES.

' - 6 WORK TOWARD THE EST. ABLISHMENT OF AN APPROPRIAT: REGULATORY FRAMEWORK
FOR THE MOBILIZZATION OF PRIVATE SECT OR lNVESTMr;NT .

7. DCPEDIT' NEGOTIATIONS WITH lSRAz.-.L ONTHE ARRANG:MEN" S. QEGARDNG THE GAZA .

i 'HARBOR IN ACCORDANCE WITH THE MAY 4 AGREEMENT.

. \SRARL REQUIS , AR -
[+ . TOGETHER WITH THE PALESTINIANS AND THE DONORS, ISRAEL INTENDS TO CONTINUE ITS
© OWN EFFORTS TQ CONTRIBUTE TO THIS PROCESS. IN PARTICULAR, ISRAEL INDICATEDITS |
COMMITTED TO THE FOLLOWING stePs:

FiSCAL POUCY

" 1, COOPZRATE WITH THE PATO ENSURE A FUNCYIONING TAX OPERATION IN THE WEST -
BANK. ISRAEL WILL EXPEDITE TRANSFER TO THE PA OF ALL TAXES DU"= PURSUANT TO TH':
AUGUST 29 AGREEMCN" AND ALL aT HER R‘LWANT AGREEMENT _ )

2. WITH RESPECT TO GAZNJERICHO COOPERA"E WITH THE PA IN SUPPORTING THE
NEWLY ESTABLISHED TAX STRUCTURE. ISRAEL WILL RESPOND POSITIVELY TO A PA REQUEST TO:
 REESTABLISH THE COMPUTER CONNECTION FOR THE TAX SYSTEM IN GAZANERICHO. ISRAEL. -

ALSOWILL ENSUR': MONT-lLV TRANSFERS OF TAXES PROV:DED FOR IN THE MAY4 AGREEMENT

3 DISCUSS WITH THE PA AND PESC‘LV: OUTS \’D"\pC MAY - DECE \13:? 1c84 VA:

. CLEARANCES FOR GAZAJERICHO.

’ 4 DlSCUSS AND R:SO‘ VE WITHTHE DA OU_STANU[N\J ISSL:S ‘?CLA_D 10 TAX AR

- CL._A%\ICES AND COCPERATION IN THE JOINT ECONGMIC COMMTIES e

5. COQPERATE WITH _HE PA xO PROWDCTRAIN!NG rOR DA.::S'l\lf\N TaX nDV‘-SE‘!S FOR.

T THE NINE MON'H P:—.R]OD AS REQUESTED BY Th— F’n

6. ISRAEL WILL ENSURE THAT AGREED TAXES RELATED TO ZCONOMIC ﬁcnvx'-v IN TH._ .

WEST BANK AND GAZA WiLL A‘CCRUE TOTHE PA ACCOPDING "'O THE MAY 4 AND AUGUST T 29
. AGREEMENTS. - .

GENERAL ECONOM!C POLICY

] 1. OcS iGNAT: THE DIRECTOR GE NERRL OF THE IVN!S"RV o FI\IA'\IC: ASTTS C‘NTRAL
- oOIN i OF CONTACT ON :CONOM&C lSSUES RELATII\G 707 H_ PAL:S"T’\“A\J ASSISTANCE EFFORT.

o 2. ISRAELIS COMHITFED TOTHE. F’ELEVANT PROVISIONS OF THE MAY 4 AGREEMENT AND:
WILL CONTINUE TO DO ITS UTMOST TO EASE THE TRANSFER OF GCCDS BETWEENISRAELAND -

" GAZAJJERICHO, GAZA AND THE WEST BANK, THE W"ST BA\K AA‘\D JOPDAN AND GAZAAND EGYP’ _.

'j‘co.\:sxs T EN' wm—. ITS SECURI’IY covccams

o003 r-‘N—J_u_: wr’-1 THE BA AJOI\'_'CONC:P" APER ON iIND ..1°~"°!ALZON..S
. ‘4. ENSURS THE swmr INSP-_—CTION AND PASSAGE OF GO"‘Db DESTtN:D 'on -
E DEVELOPM:NT PROJECTS IN THE WEST BANr( AND GAZA

&



s RELEVANT INTERNA'HONAL CINANCXAL INS'TI'U'UONS TO ENSUR:. Tl-'lS SFFORTIS A SUCC:SS

: h‘ __9

4 .

\'-

-+ 5 ExFEDITE N‘:GOTIAT!ONS WITH THE PA ONTHE ARmr\G:n ENT sﬁésemome‘me GAZA
' HARBOR.IN. ACCORDA?\CE WITH THE MAY 4 AGREEMENT. - L o

IR

"8, TAKE ALL Possxsus CONTINGENCY MEASURES 1N ORDER TO MARNTAIN mr\xwum

Y Poséia:.s PALESTINIAN ECONOMIC ACTIVITY WHENEVER SECURITY MEASURES ARE  ARPLIED, 1N

Accoaomce WITH THE RELEVANTAGREEMENTS BETWEEN THE PARTIES.. . .
| ISRAEL STANDS READY TO comsw:r WITH THE ‘AHLC, THE PAAND

~

THE AHLC DELEGATIONS WELCOMED THE PRESENTATION BY THE PA. THE AHLG .

© . - DELEGATIONS ALSO WELCOMED THE SUFPLEMENTARY EFTORTS ANNQUNCED BY. THE 1$RAEU
' DELEGATION TO EASE THE BUDGETARY DIFFICULTIES OF THE PA ANO TO ASSIST THE PALESTINIAN
-ECONCOMY, AND ITS INTENTION TO-PURSUE THESE EFFORTS, THE DELEGATIONS EXPRESSED

THER WILLINGNESS TO WORK COLLECTIVELY 'TO MAKE BEST ErFOR' S iN ADDRESSING THE

© - FINANCING GAP DESCRIBED IN THE PALESTINIAN PRESENTA"ION. "THE AHLC DELEGATIONS

* . STRESSED THE NEED FOR ALL DONORS TO IMPLEMENT PROMPTLY THEIR PLEDGES MADE AT Tl-“"=

OCTOBER 1993 DONORS CONFERENCE TO SUPPORT.MIDDLE EAST PEACE AND.AT THE: .-
SUSSEQUENT, THREE AHLC MEETINGS IN PARIS AND BRUSSELS. THE AHLC AGAIN CALLED ON

" - DONORS TO DEVOTE 25 PERCENT OF THEIR OVERALL PLEDGES TO START-UP COSTS THE AHLC
: DEL:GnﬂO!\S COMNWED '"HEMS::LVES TO PROCEED AS FOLLOWS:: '

1 FOR THE P_RlOD APRIL 1, .095 DECEMBER 31, 1888 THE DONO°S WOULD STRNE. TO
PROVIDE ADDF']ONAL SUPPORT FOR ST ARTUP, COSTS AS CU'"L!NED INTHE PA SUDGE"

?_ IN ADDIT {ON DONORS ACKNOWLEDGE THAT.UNDER THE TEQN‘S OF THE BRUSS:LS

. UNDERSTANDING (COVERING OCTOBER 1. 1894 - MARCH 31, 1965) CERTAIN SXPENDITURES WERE
" INOTFULLY COVERED. TO ADDRESS THIS ISSUE, DONORS WILL ENCEAVOR TO PROVIDE T '
: REQUIRED FUNDS, INCLUDING 515,85 MILLION FOR THE POLICE, CONORS ALSC INDICATED THAT

" THEY YViLL MAKE AN EFFORT TOEXPEDITE ™E RELEASE OF OUTSTANDING PLEOGES FOR -

- START -UP COSTS MADE IN BRUSSELS. r!NALLY THE ANLC CALLED UiPON DONCRS TO RELEASE.
' 'NOW ANY U\COMN‘!: TED 'BALANCE OF THEIR ‘1994 PLEDGES TO THE HOLST "UND SRR

e~

‘3. DONO""ZS '\JOT:D THAT 'ALL. O\.NOR rUl\DING FOR ST ART-U:-' COS_S WwOULD QhQUHE

© THE PALESTINIANS TO CONTINUE TO MEEST ALL ACCOUNTABILITY REQUIREMENTS FOR THE HOLST -
" rUND UN PAYMENTS TO THE POLIGE, AND, 81LA"'ERAL MECHANISMS. - ""“S HAVE AGREED TO

"EXTEND OPERATION THRCUGH DECEMEER 31 1593 O‘- EOTH m-— IB?D'S = _S" FUND nND UN' S

- POLICE DISBURSEMENT MECHANISMS. -~ . L

£, DO'\TORS NO’F‘D T."‘AT THE GOVERNMENt O‘-T ISRAZL AND THE °..O AR: CONTINUING

THE!;;-’ NEGOTIATIONS ON THE TRANSFER OF AUDITIONAL SPHERES AND THER FINANCING. THEY -

ALSO NOTED THE WILLINENESS OF: ISQazLAND i HE PA T0 "(..L:P THE DONOQS iNFOQN‘ED OF xh‘

P"OCQ_.SS CF TH":SE NEGO»IATO'\IS

3. DO'\O"S !I\DICATED 7HAT T'r"‘f VWOULD CONTINUE T° SE::( TO RAISE THE VECESSARV
RESOURCES FOR QUICK-DISBURSING JCB CREATION PROJECTS. THE DONORS INDICATED THEIR

TWILLING NESS 7O OFFER PREFERENTIAL TRADE ACCESS FOR PALESTINIAN GOODS. T THEY ALSO :

" DECLARED THEZIR READINESS TO OFFER. INCENTIVES AND GUARANTEES FOR PRIVATE

swz—:sn. ENT IN THE WEST BANK AND GAZA. THEY STATED THAT THEY WiLL CONSIDER
FAVORABLY, iN DUE TIME, THE FINANCING OR CO- “-‘SNAI\CIN"‘ OF PPGJCCTS FOR THE GA.ZA

. HAQ’:OP A\D THE ]I\DUSTQ!AL .LO\h:S

‘6. THE DONORS REQUESTED !n’“"'!-’c AHLC SECRETARLAT AND IMF pom'T'zNUE“'ro:

i REVIEW ACTUAL REVENUE COLLECTIONS. THEAHLC SECRETARIAT AND THE IMF WOULD ALSO -
_CONTIMUE TO REVIEW THE RECORD OF PALESTINIAN AND ISRAELI EFFORTS YO ESTASUISH AND
- OPERATE. T:’-..-"{ SYS"EN’S ‘XcRC‘S" F!SCmL CONTROLS AND ”FPOQT THE RESULTS 10 TriE
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. DONORS THE CONORS NOTED THAT IF THESE REPORTS REVEALED ANY PROSLEMS WITY.
REVENUE COLLECTION, EXPENDITURES. OR lemUTxONAL D"V"LOFVE\"T FREAHLC \Nil..'

CONVENE 7O CONStOER THE MATTER. ) _ . y

THE DONORS STRESSED THAT THEIR OWN CO'\JTINUING EFFORTS WOULD g& -
CONTINC:'\IT UPON PERFORMANCE BY PALESTINIANS AND ISRAELIS IN IMPLEMENTING THE STEPS
’ :DCSCRIBEO IN THIS ACTION PLAN. TRE DONORS NOTED THE PALESTINIAN PLEDGE TO MAKE BEST

"+ EFFORTS SO THAT DONOR SUPPORT FOR START-UP COSTS WILL NOT BE REQUIRED BEYOND.

_ .DECEMBER 31, 1885, THE DONORS UNDERTQOK TO REVIEW THE CONTINUING NEED FOR STAR;r_
: UP COST S BEYOND THAT DATE, PRIOR TO THE END'OF THE YEAR. .

St 8 DONORS NOTED THAT THE PA‘S DRAFT BUDG FOR APR!L-DECEMBER 198518 BASED
. ON A NUMBER OF KEY ASSUMPTIONS 70 BE MONITORED BY. THE iMF AND THI: AHLC i .
' SECRETARWT. - R :

o AHLC RES?ONSIB!UTIES _HE AHLC WILL BE RESPONSIELE FOR A P’RFORMANCE
. REVIEW PROCESS TQO OVERSEE THE IMPLEMENTATION OF THIS ACTION PLAN. THE AHLC ASKED
THE IMF TO MONITOR THE PALESTINIAN BUDGET. {TAPPOINTED THE AMLC SECRETARIATTO - -
© FOLLOW-UP ON DONOR CONTRIBUTIONS. AND THE IMPLEMZNTATION OF THE PUBLIC SECTOR
- INVESTMENT PROGRAM. THE. AHLC WILL UTILIZE THE LOCAL AID COORDINATION COMMITTEE:
{LACC) AND THE JOINT LIAISON COMMITTEE (JLC) TO. OVERSEE ON A CONTINUING BASISTHE =

. IMPLEMENTATION OF THE ACTION PLAN BY THE PA, GOVERNMENT OF ISRAEL AND THE DONORS. |

" ONBEHALF AND WNDER THE INSTRUCTION OF THE AHLC. THE LACC AND THE JLC WILL REVIEW
“THE QUARTERLY'REPORTS:PREPARED BY THE PA IN CONJUNCTION WITH THE#MF AND .
© INFORMATION PROVIDED BY THE AHLC SECRETARIAT DN 'STEPS TAKEN TO IMPLEMENT THIS'
© - ACTION PLAN. THE AHLC WILL MEET TO MONITOR THE SI 1UATION AT T-it: R:QUEST Or THC CHAIR .
: UPON THE RECOM MEVDATION OF ANY OF s MEN'BEQS ' . :

-

ATTAC HMENTS:

—ME RE"O%‘-‘AENDATIO\IS .
— PA DRAFT'BUCGET FOR APRIL-D‘C"MBE‘—? 1885

FORTHEPLG . = .- . - .FORTHE GOVERNMENT OF ISRAEL . .
-FORTHE B:NEFI v OF . : ) - , L
THE PALESTINIAN AU.T'-IOQI"V R |

. FOR THE AD KOC LIAISON COMMITTEE

APRIL 27, 1995



ANNEX B~ S

”ECONOMIC ASPECT'S OF THE S'IRATEGY FOR THE PAIESTINIAN ,

TERRITORIES

The” signing of the Interim A greemem on 28 September signals a new era in

Palestinian autonomy and means that intemational donors will have 10 rethink their

. priorities and action. The. European Union believes the Palestinians should be helped

" to draw up a comprehensive strategy within an @pmpnare macroeconomic framework
which takes. account of medium-term rmpemnves and acts as a reference poml Jor the

action of donor countries. ~ :

As the EU sees zt this strategy shauld have three mterdependent goals
- to sustain a balanced budget,
- to kick-start productive investment,

-. " to help draw the emerging Palesnman economy into regwna] and world tmde

To do this, the EU sugges(s a two-pronged appmach mcludmg

; a redefined and stmnger Tnpanue A greem ent to consolxdate pmgress made on the ‘

budget

- lhe swift creation of a coonlmatron gmup to outhne a development plan for the
West Bank and Gma Strip:

L SUSTAINING A BALANCED BUDGET

1 Good budgetary prosfeds for 1995 and bejwmi

For the first time since the Palestinian Authority was set up, budgetary prospects are
‘looking good. This should help calm the ongoing tensmn whlch has: so far- marked

e mtemauonal assxstance to the Palestinians,

. This year, there are few addmona] deﬁclts to be covered Imtla.l indications post— C

1995 are also very encouragmg

. Implementation of the Interim Agreement is expected to have a positive effect on

tax receipts. Next year's deficit should be halved to USD 75 million. Tax receipts =
_ for 1997 should meet the Admmxstrauons current expendmn'e and there could even -

be a budget surplus in 1998.

msmmmpmmmoﬁ&cm(mepnmmmmwmeImaeM)WMwmwmgng-

developments such as;

(1)augh1squeaeonspendmg(eg freazeoncwﬂsemcepayandrecnuuncm &e&eonpohcer

recruitment);
(3i) the benefits of a new tax collectmn system
(iii) the prompt transfer of tax receipts by the Israelis.



2. Risks
However, for this to happen, a number of conditions must be met.>

. The main risks have to do with the ‘aésumptions on which the budget forecasts are

based, namely that: (i) budget policy remains problem free and (ii) security does not™
deteriorate. (no repeated. sealing off of the Palestinian Terntones reducmg the

number of Palestinian workers in Israel to 35 000).

Another risk concerns the timetable for tralisferr'mg' authority since any additional .

delay would have immediate effects on tax receipts.’ More generally, the alternative
economic policy scenarios drawn up by the IMF show that the above factors
(number of workers in Israel or transfer timetable) have a2 marked impact on budget
equilibrium. - : '

3. EU proposal (TPA)

The TPA has been instrumental in steadily reducing the Palestinian Authority's deficit by ' , ’

encouraging:

- (i) Palestinians to implement an extremely prudent budgetary policy;
(ii) Israelis to make taxation transfers on time and

(i) donor countries to take steps to meet any outstanding deficit.

The TPA has also enabled the ad hoc liaison committee and the IMF io play a real part .

in overseeing the respective commitments of the three pariies. Even though budget
prospects have improved, the EU feels that the TPA must remain in place not only
because- of the potential loss of control over taxation outlined above.but also because the

impact the transfer of authority under the Interim Agreement will have on taxation has

not yet been fully gauged.
However, although the TPA must remain, changes are required to it:

it must be simplified and made to focus on issues directly relevant to the budget.
Any provisions in the Agreement which refer to other matters such as investment
or industrial zones must be deleted;

obligations (sﬁch as the timetable for the steps to be taken by the Palestinians and
the Israelis) must be clarified and made more binding. Monitoring mechanisms must
therefore be strengthened; ‘

the TPA must take a medium-term view. The search for a lasting solution to the
Palestinian tax deficits must look beyond the short term if persistent factors are to
be accommodated alongside purely cyclical ones. The fact that we are not yet

certain of the economic and fiscal consequences that the transfer of authornity will

In addition to budget discipline and tax collection efforts.

For example, forecasts for 1996 state that by the time of the elections in March the Palestinian
Authority will be in receipt of all levies on oil and all customs clearances on direct imports.

2
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have increases the need to develop a medium-term approach. The EVU wouldf

therefore ask that the working party suggested below be given explicit responsibility

_for analysing - as quickly as p0551b1e what impact the Agreement will have on the
‘ _budget .

L ENSUR!NG THAT PRODUCTIVE INVESTMENT Gm OFF 'I‘HE-\GVROUND k

- 1. Situation: delays and weaknessaf It is true that investment in mfrastructure could'f

have been more substantial if (i) conditions on the ground have been more favourable and
(ii) the administration of the aid, notably on the Palestinian side had been more effective.

- However, one of the key reasons for the lack of investment has been the unexpected
surge of recurring costs which have needed some 150 million dollars more to finance than

antuupated over the last 18 months

2 Approach. anate mvestment wﬂl of necessity be the driving force of economic -
~ growth and the main source of employment. Private investment must, however, be made
‘easier in two ways: . (1) an enhanced programme of publlc investment to restore the basic .

infrastructure mdlspensable for a resumption in economic growth, (ii) promotion of an

" investor-friendly legal and ‘regulatory  climate and (iii) underpmmng mstltutlonal ’

structures

3 European Umon proposal

BzIateraI cooperation. As set out above the EU has already camed out an m-depth :

study to determine the content of and arrangements for its assistance in 1996 on the
strength of intense consultat:on with the Palestlman Authonty

'MuItilateml appn’oach, -The EU is proposing that a task force be set up ‘as soon as
possible to help the Palestinians hammer out the exact content, priorities, schedule
:and arrangements for their development strategy. This strategy would also serve as
- a framework for the intervention of donor countries- and would be made up of the
. three main donors, the European Union, the United States and Japan, together with

. .the IMF, the World Bank and the UN special coordinator. Its prime ob]ectlve would

be to help the Authority put the finishing touches to its public mvestment programme
for which it has received help from the World Bank, taking care to integrate the
programme into the macro-economic background and affording it a medium' term
dimension. This task force should be set up at the next meeting of the Consultative
Group in Paris and would put forward a detailed work programme at the m1mstena1
‘coordination meetmg in December on Palestme :

9



- HIL H\ITEGRATING AN EMERGING ECONOMY INTO REG!GN?':!:‘A‘NU W
TRADE

1. The challenges Lasting economic development of the West Bank and Gaza Strip

must go hand in hand with the integration of the Palestinian economy into regional and

.global trade in goods, services and technology, and this therefore constitutes one of the

main planks of the European Union's proposed development strategy. Such integration,

which should be gradual and consistent with the E.C. / Israel Association Agreement, is

warranted on a number of counts. Market discipline and competition are necessary to .
bring about a change in thinking (there has been a trend in some quarters to consider the

issues in isolation), to grasp the expected opportunities of progress toward peace and

stability in the region, and to be able to make inroads into certain European or world

markets. The small scale of the West Bank and Gaza Strip economy, coupled with its’
marked dependence on the outside world, lend weight to thls need for relevant

international spemahzatwn

2. EU proposal. The Palestinian Authority would be helped to devise a development
strategy that fosters the integration of the West Bank/Gaza Strip into regional and world
trade. We propose a three-pronged approach:

Regional integration. There would be two goals to pursue: (a) helping the
Palestinians play a full role in the increasing number of regional projects and
programmes forming part of the peace process, which concern transport links, power
links, energy and water, and (b) encouraging the Palestinian Authority to negotiate
trade accords with other countries in the region.

Intemational integration. There are two avenues that could be followed: (i)

.-encourage the industrialized countries to follow Europe's example and grant far-
reaching trade concessions to Palestinians goods and services and (ii) help the
Authority to approach the WTO with a view to familiarizing the Palestinians with that
institution's practices and rules.

. EU-Palestinian bilateral relations. Bilateral relations between the European Union
and West Bank/Gaza Strip should be bolstered on a number of fronts: the Union has
already decided to make the Palestinians a fully fledged member of the Barcelona
Forum. The Community could, moreover, look at the possibility of strengthening and
extending the trade concessions it has already granted to Palestinian products (their
key farm products already enjoy free or preferential access and manufactures enjoy
free access). The Community could also embark on exploratory talks with the
Palestinian Authority to step up and formalize bilateral relations and - in the light of
the conclusions of the General Affairs Council of the 2nd October 1995 - extend their
scope to economic, trade and institutional cooperation.

Qo
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