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Abstract

Palestine suffers from unemployment and slow economic growth as a result of instability in political situation.
To achieve the stability in the economic growth, the government is working through the policies and procedures
to deliver the financial services to the poor and disadvantaged people in affordable cost which is called the
financial inclusion. This paper was highlighted on the reality of the financial inclusion in Palestine through
discussing the policies and instructions which are adopted by the financial authorities and financial services
companies. The study used secondary data which was collected from differed sources to analyze and discuss the
financial inclusion indicators and compare it with some countries in the area. In this paper a “stock market “was
added as a new factor to the financial inclusion indicators (Access, usage, and quality) which was determined by
Group 20. As the literature studies concluded that the relationship between the stock market and economic
growth very strong. The study found that financial inclusion indicators was improved since Palestine has joined
to the Alliance for Financial Inclusion in addition to the improvement in the infrastructure. But using the
financial services are still limited specially the credit, and need more efforts to improve it. Also some countries
in the area has good financial inclusion indicators as a result of political stability.

Keywords: financial inclusion, economic development, financial institutions, Palestine, GDP, indicator,
government policies, PMA, PCMA

1. Introduction

Financial institutions, particularly banks, are regarded as the main drive of the economy of society, where they
represent the mediator between units of surplus and deficits. These institutions provide the appropriate funding
and financial liquidity, which helps create firms, jobs, and improve the level of economic development.

Countries aim to achieve comprehensive development through economic development and well-being of a
society. They strive to provide the requirements of development by creating an environment encouraging the
individuals and organizations to contribute actively in promoting economic development. Economic growth can
be realized by financial institutions “to attract deposits, develop it, granting the credit and investment for
individuals and firms in production and consumption”. This role requires the government to work on finding the
best ways to get the individuals and institutions in obtaining the appropriate funding in affordable costs.

In order to ensure the contribution of individuals and institutions in the economic process and the overall
development in Palestine, the specialized financial institutions are seeking to ensure access to appropriate
funding with affordable costs. The bulk of the population suffers from unemployment (Palestinian Central
Bureau of Statistics, 2014) and lack financial resources. In addition, the exposure of the Palestinian areas for
many wars and the lack of freedom of movement among the major cities and rural areas are contributing factors
as well, hindering the freedom and ease of access for the people to the sources of funding when needed. The
unemployment rate in Palestine was up 27% (West Bank without East Jerusalem and Gaza Strip) in 2014.

To achieve economic growth, we need to include individuals and firms in the financial system at a reasonable
cost, this is called financial inclusion. Financial inclusion is possible if open access is granted to rural areas and
the poor. This represents a joint effort between all the relevant parties. Since the Palestine Monetary Authority
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(PMA) joined the Alliance for Financial Inclusion (AFI) in July 2010, talks began extensively about making the
concept of financial inclusion in Palestine a reality. Several programs and instructions carried out by the PMA
have urged banks to adopt, participate, and cooperate with other financial supervisory institutions in the process
to ensure the improvement of financial inclusion.

2. Literature Review

Financial inclusion prompted many academic researches and technical studies throughout the world to measure
the financial inclusion indicators and their impact on economic development while also comparing it between
different countries. However, it is a relatively new field, especially in the Arab World. In the context of
developing countries, the main underlying problem is for the poor to access and utilize financial services at a
reasonable cost. (Malik & Yadav, 2014; Kumar & Mohanty, 2011; Gandhi, 2013; Demirguc-Kunt & leora,
wp.6088, 2012; World Bank, wp8314, 2013) measured and highlighted the financial inclusion indicators by
countries, such as banking penetration, banking branches per individuals, ATMs per individual, and POS, while
also comparing them to other countries in the region, on top of discussing the policies and procedures adopted
from governmental institutions and other financial services providers. Demirguc-Kunt and leora (wp.6025, 2012),
in their study, used interviews, phone calls, and cell phones to measure the financial inclusion indicator, in
addition to utilizing the data available in the world bank index for 148 countries, such as banking penetration,
insurance, saving, loans and mobile money. They confirmed that around 50% of adults in these countries do not
have accounts in formal institutions while in the MENA region this figure is 75%.

Clamara et al. (2014) analyzed the correlation between financial inclusion and the socioeconomic characteristics
(individual characteristics) in Peru and its respective effect on financial inclusion adoption for individuals and
enterprises. They determined that factors such as low income, women, low levels of education, and living in
rural areas is increasing the financial exclusion.

Sarma (2008) developed a model to measure the financial inclusion level by countries, the study used three basic
dimension (banking penetration, Availability of banking services, Usage), and the result from using this model
depended on the data available. Sarma and Jesim (2011) used the index developed by Sarma (2008), and
confirmed that the relationship between financial inclusion and the development to be strongly positively
correlated, and also determined that the available infrastructure improves the levels of financial inclusion. Akhtar
and Pearce (2010) discussed the microfinance industry in MENA and the relationship between microfinance;
NGOs and financial inclusion also discussed the Regulatory Structures; infrastructure in MENA countries, in
addition to addressing some approaches of financial inclusion and opportunities in MENA countries. The study
also concluded that Arab countries suffers from high financial exclusion, but there are a several initiatives by
central banks or formal institutions in enhancing the role of MFIs in achieving financial inclusion, such as Egypt,
Yemen, Morocco, and Syria.

Pearce (2011) measured the financial inclusion in MENA and use them as indicators for other regions in the
world. He also addressed the effect of the financial crisis on financial inclusion and highlighted Islamic
microfinance opportunities. The study addresses the fact that there are five countries in the region possessing the
strategies to achieve financial inclusion. Only 21.3 % of adults have bank accounts, while the role of microcredit
is still limited. Bruhn and love (2009) used the Azteca bank case to determine the impact of banking penetration
policy to target low-income individuals on economic development. The bank has more than 800 branches in
2002, and the study found that employment increased by 1.4%, and the average income increased to around 7%,
while informal business owners increased by 7.6% as a result of these branches.

Aduda and Kalunda (2012) browsed the financial inclusion through literature, and they concluded that most of
the global population is out of the reach of financial inclusion while also suffering from social exclusion.
Furthermore, the study found that the achieving financial inclusion is important in the context of financial
stability. The existence of a regulated market for security trading is one of the growth and economic development
factors in the country for its contribution in attracting savings and investment returns, on top of providing
liquidity and funding for companies. A lot of studies were done on the stock market and economic growth; Ben
Naceur and Ghazouani (2006) used GMM estimates to determine whether or not there is a relationship between
the banks and the stock market development and economic growth in MENA. The results from this study is
unexpected, as it was determined that the relationship between banks and stock market development is
unimportant, and it was concluded that the reason for this is a weak financial system and decline in the economic
growth. Levine and Zervos (1998) determined that we could predicate economic growth on the development in
banking sector and stock market. Also, Beck and Levine (2004), in their study, found that the development in the
banking sector and stock market is strongly correlated with economic growth.
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This study will highlight financial inclusion in the context of Palestine. Also, the policies and procedures
followed by government institutions such as the Palestine Monetary Authority (PMA) and Palestine Capital
Market Authority (PCMA) will be viewed through which the financial service companies achieve and enhance
financial inclusion as a path to growth, which will be done alongside the analysis of financial inclusion indicator
of countries in the MENA region. Finally, the stock market was included as a strong factor to the main indicators
(Access, usage, and quality) of economic growth.

3. Methodology and Data

The study is based on analyzing the financial banking and demographics data (secondary data) collected from
different sources, on top of analyzing government policies and procedures to achieve financial inclusion.
Financial inclusion indicators will be analyzed and discussed as well. The indicators will also be displayed in the
charts and diagram to be compared to the indicators of other countries in the region.

The main data was collected from the Palestine Monetary Authority (PMA) annual reports, statistics and
publications, Palestine Capital Market Authority (PCMA) annual reports and statistics, Palestinian Central
Bureau of Statistics (PCBS) Publications and statistics, Association Banks in Palestine, World Bank-Global
findex, World Bank researches, Consultative Group to Assist the Poor (CGAP), International Monetary
Fund( IMF) , Alliance for Financial Inclusion (AFI), Palestinian International Banking Conference brochure 1&2,
Palestine Exchange statistics (PEX), Central Bank of Jordan, and the Association of Banks in Jordan.

4. Financial Inclusion-Definition, Policies, Status and Indicators Analyzing
4.1 Financial Inclusion Definition

The definition of financial inclusion differs in researches and literature. Most researches include access to
financial services and how to use it in the definition, alongside the impact of using financial services on
economic development. The CGAP definition “Financial inclusion means that households and businesses have
access and can effectively used appropriate financial services. Such services must be provided responsibly and
sustainably, in a well regulated environment”. Consultative Group to Assist the Poor website. The PMA defined
financial inclusion as enhancing the access to the financial services for all groups in the society, with fair,
transparent, and affordable costs (PMA website). (Aduda & Kalunda, 2012) defined financial inclusion as
benefiting from financial services at an affordable cost in a suitable place, time, and form, without discriminating
against members of the society.

G20 determined the three main indicators for financial inclusion for measurement across nations. Each main
indicator contains several criteria for individuals and firms i.e. (Access to financial services, usage of services,
the quality of the products and the service delivery). This paper will address the financial inclusion indicators in
Palestine, which can be analyzed through the data collected from different sources, in addition to include a new
factor, which is the stock market, “as it importance in economic development”.

4.2 The Government Policies and Procedures to Achieve Financial Inclusion in Palestine

The Palestinian government is interested in achieving and enhancing financial inclusion through laws and
policies issued by the PMA and PMCA. These authorities aim to achieve financial and monetary sustainability
and enhance the economic growth through the supervision and control procedures that regulate financial
institutions activities, as financial inclusion is one of the factors that help achieve economic growth and
stimulation. Governmental institutions seek to include the society into the financial system in order to benefit
from services and products needed in their daily life. Since the PMA has joined to the AFI, it has been working
towards adopting several policies aimed at achieving financial inclusion in Palestine by:

1) The PMA is the supervisory authority of banks, specialized lending institutions, and money exchangers,
while the PCMA is the supervisory authority of non-banking financial institutions, insurance companies,
mortgage, and leasing. The stock market and financial intermediation signed a memorandum of
understanding in 2013 to implement the national strategy for financial inclusion in Palestine to unify and
coordinate efforts and not waste resources through standardized work in promoting financial inclusion.

2) SMEs contribute about 55% of the GDP, as well as representing 91% of the total existing firms in Palestine
(PMA, annual report, 2013). With the aim of strengthening the role of these enterprises in the process of
economic growth and to highlight the financial needs and ways for providing these financial needs, the
PMA hosted an international banking conference entitled “Empowering Small and Medium Enterprises in
Palestine through Enhancing Access to Finance”. The objective of this conference was to increase
interest in these enterprises and to overcome obstacles in order to obtain the appropriate sources of funding.
Lower borrowing conditions and the reduction of the terms of the restructuring of the debt owed in terms of
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3)

4)

5)

6)

7)

8)

9)

reducing the payment of non-performing loans ratio are generally preferred. In contrast, the PMA
proceeded to exempt banks from risk reserve requirement at a 2% ratio for credit facilities granted to these
enterprises. Also, a database was created especially for SMEs in order to provide all financial data and help
banks direct the products and services needed by this sector. Furthermore, the conference of “financial
inclusion: path of growth”, which was held at the end of 2014, addressed the future prospects of financial
inclusion and promote financial inclusion through innovative products and services that meet the needs of
the community and offer tools and methods to strengthen it.

The PMA launched the annual banking week for children and youths in collaboration with the Ministry of
Education and Higher Education, the Association of Palestinian banks, and the Directorate of the UNRWA
schools. The banks educated, during the events in 2013, thousands of students by visiting 232 branches. In
addition, they met 87,000 students through visits held in the West Bank and Gaza Strip schools through
1,600 schools, and managed to distribute of 170,000 brochures (PMA, annual report, 2013). PCMA
continued the financial awareness campaign to achieve financial inclusion. The campaign aimed to raise the
awareness of small shareholders on subjects such as their rights, voting mechanisms, and the ordinary and
extraordinary meetings of the General Authority. The insurance day programs were held in universities,
where a delegation from the PCMA and insurance companies visited the campus. A program was instituted
in local universities on financial education, which incorporated expert participation from the PMCA.
Further participation will also involve training selected employees via e-awareness and educational
newsletters.

The PMA has worked on restructuring the banking system to enhance its ability to provide innovative
banking products and services, on top of the competition and branching, through liquidating weak banks
either by choice or making it compulsory (The Principal Bank for Development and Agricultural Credit in
2009, Al-Agsa Islamic Bank, in 2010, Palestine international Bank in 2010). Covering multiple
geographical areas, with priority in rural regions, strengthens the branches of the banks, which will also aid
in increasing the banks’ ability to face the expected risks and increase their competitiveness. Banks are also
encouraged to open new branches abroad and improve the quality of services provided to the public. The
expansion of electronic services cost USD 100 million, with the PMA working towards that goal.

The banks are prompted to diversify their services and the addition of modern electronic services. Such
developments include online payments and transfers, which invariably improves the use of banking
services and reduce costs (PMA, WP/12/01, 2011)

To enable the population to obtain banking products and services at an acceptable and affordable cost, the
PMA issued instructions on the fees and commissions. The PMA stipulates that the banks announce these
fees and commissions through websites and on billboards in all branches and offices, and also when
providing the service to the customer. In addition, there is an upper limit of the funds the banks are allowed
to receive or handle. The banks are urged to motivate customers to use credit cards instead of money. It also
gave the bank the right to exempt customers from commissions in order to attract them.

The PMA launched a campaign entitled “Primary Bank Account for Each Citizen” (PMA, annual report,
2012), so that all citizens can get basic banking services at no cost or minimum balance, which suits their
respective financial needs. The campaign targeted the poor/low-income and middle-class people, most of
which lack a bank account. Banks are also directed to offer services to meet the objective of the campaign,
such as (direct cash, deposit and withdrawals from the counter or through ATM, banking services via the
Internet, pay bills automatically, money transfer, and providing an ATM card).

PMA & PCMA have regulated many workshops, seminars, and education lectures for university students
and associations. Also, they receive students in their headquarters and regulate visiting programs that
espouse financial awareness in order to achieve financial inclusion.

The PMA launched instruction on ATM service in order to ensure the safety of the procedures in electronic
dealings. Furthermore, they encourage citizens to benefit from ATM services and any related e-services by
making these services easy and always available (PMA, annual report, 2012).

Increase public confidence in the Palestinian banking system. Depositors are protected, financial stability
maintained, and economic growth promoted via the establishment of the Palestinian Deposit Insurance
Corporation (PDIC) by the government on 29" May 2013, which became operational on 26" Sep 2013,
covering 93% of the depositors in the banking system.

10) The PCMA issued a leasing law, many of the standards and performance measurement cards, which
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evaluate Palestinian companies and its respective governance, and the issuance of ‘“Palestinian securities
sector rules and regulations”. This also involves the development of regulatory laws on the securities
industry, insurance, and project development programs specializing in securities and investment
professional certification. Several instructions, such as margin financing, administration, and auditing
instructions in securities companies, instructions on granting leave for the banking insurance, modifying
financial mortgage actively, increase the margin of fluctuation of stock prices, and the extension of the
continuous trading period in Palestine Exchange was incorporated as well (PCMA, annual report, 2013).

4.3 Status and Analyzing the Financial Inclusion Indicators in Palestine

This section includes the analysis and the discussion of the financial inclusion indicators in Palestine and its
comparison to other indicators in certain countries in the region. On top of these indicators measured in the
literature, this study will discuss and analyze some figures about stock and bond market on the Palestine stock
exchange (PEX). The indicators that were analyzed are:

1

2)

3)

The number of banks reached 17 (7 local banks, including two Islamic banks, and 10 foreign banks), and
the total number of their branches and offices is 255 branches and offices as of 2014 (PMA, annual report,
2013). The total number of banks in Lebanon was 73, while in Jordan; there were 26 banks as of 2013.

The bank branches distribution between large cities and rural areas is 55% and 45%, respectively, as of
2013, shown in Figure (1).

Large
cities
Rural area 45%
55% ’
Large cities

Figure 1. The branches distribution between large cities and rural area

The individuals per branch, which is 17, 844 individuals as of 9/2014, are shown in Figure number (2).
Thereby, it exceeded the accepted rate in the world, which is 10,000 individuals per branch (The number of
bank branches per 100,000 adults that are more than 15 years old is 8.8 branches, and the area per Km 2
branch 25.4 Km 2 as of 2013). The average number of individuals per branch as of 2014 in the West Bank is
13,415 individuals while it is 37,448 in the Gaza Strip. The number of bank branches and offices in the
West Bank is 208, which is 82%, while in the Gaza Strip, it is 47, equaling 18% (PMA annual report, 2013).
In Lebanon, it is 5, 000, while in Jordan, it is 7,957 individuals per branch as of 2013.

20000
—
15000
10000 —_— —_— Individual for Branch
= |ndividual for ATMs
5000
0 T T T 1
2011 2012 2013 Sep-14

Figure 2. Individual per banking branches & ATMs
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4)

5)

The Automatic teller machines (ATMs) increased from 305 ATMs in 2009 to 521 ATMs as of 30th
September 2014. Also, the number of ATMs in accordance with Palestine’s total area (the West Bank
measures 5655 km2, while the Gaza strip measures 365 km2), there is one ATM per 11 km2 as of 30th
September 2014. Every ATM covered 8,733 individuals as of 30th September 2014.

The number of ATMs per 100,000 adults that are above 15 years of age is 18.1 as of 2013, distributed in the
West Bank a total of 454 ATMs (87%), while in the Gaza Strip, it is 67 ATMs as of 30th September 2014
(PMA, Reports, 2014), whereas in Lebanon, it is 2,947, and in Jordan, it is 4851 individuals per ATMs as of
2013.

The number of point of sales (POSs) increased from 1,745 in 2009 to 5,280 until 30" September 2014.
(Number of POSs per 100,000 adults above 15 years old is 172.3 as of 2013; West Bank “79%”, and Gaza
Strip “21%”). Also, the issuance of Credit Cards increased from 29,082 as of 2009, to 68,076 cards as of
30™ September 2014. In addition to the increase in the number of debit cards from 285,228 as of 2009, to
439,075 cards as of 30" September 2014 (PMA reports, 2014).

The ATM withdrawal cards increased from 68,185 as of 2009 to 155,798 as of 30" September 2014. Figure
number (3) shows the increase in the use of electronic payment by customers from 2009 until September 2014.
The POS in Lebanon is made up of 30,517 POS (manual machine, electronic machine) as of September 2014,
while in Jordan; it was 28, 200 as of 2013.

6)

7)

500000
450000
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350000

300000
250000 -
200000 -
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B NO.Credit cards
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NO.ATM withdrawal cards

Figure 3. Growth of number credit and withdrawal cards

The banking accounts, as a result of the penetration policy, issued instructions regarding the opening of an
account for each citizen/Basic account, and ATM services have contributed in improving the financial
inclusion indicators in Palestine. The percentage of adults who have current accounts and deposits with the
banking system were about 59% of the total number of adults as of 201312 (in the MENA region, 18% of
adults have an account in the banking system).

The numbers of customers benefiting from the campaign account for each citizen were almost 60,000 in
2012 and 84,000 accounts in 2013 (PMA, annual report, 2013). There was an increase in the number of
depositors' accounts with the banking system, from 2,011,242 as of 2009, to 2,913,502 accounts as of 30th
September 2014 (as a percentage from the total population is 62% as of 2013, and the number of Deposit
Accounts per 1,000 adults who are above 15 years of age is 1019).

The Palestinian economy suffer from chronic shortage of facilities and credit despite the abundance of
deposits, which increased from 6296.8 million US$ as of 2009, to 8883.9 million US$ as of 30" September
2014, but the development of the total grants increased from 2234.2 million US$ as of 2009 to 4843.4
million US$ as of 30™ September 2014 (as a percentage of GDP in the current price, the deposit was
61.13%, while the credits was 24.9% as of 2013). furthermore, the adult beneficiaries of the lending sources
are only 10%. Also the 32.7% of the total private sector facilities in 2013 went to funding consumables and
automobiles, followed by real estate, construction, and land at 22.8%, while agriculture and livestock
represents 1.2% of the facilities (PMA, annual report, 2013).
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Private deposits in Lebanon totaled 107.7 billion US$, while private credit totaled 47.4 billion US$, while in

Jordan, private deposits totaled 35.727 billion US$, while private credits totaled 17.3871 billion US$ as of 2013.

These increasing development in deposits and credits in Palestine are shown in Figure 4, while Figure 5 show the

comparative Private Sector Deposits as % of GDP in Lebanon, Jordan, and Palestine as of 2013.
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Figure 4. The increasing in customers’ deposits and credits

Lebanon | —
Jordan |
Palestine |G

0 50 100 150 200 250 300 350

Figure 5. Comparative private sector deposits as % of GDP in current price as in 2013

8) The number of money exchangers increased throughout the last six years, peaking at 291 money
exchangers as of 2014. Correspondingly, it is 232 in the West Bank and 38 in the Gaza Strip. The number of
exchangers operating as a company is 184, while 86 were individual firms as of 2013. Jordan has 142 with

237 branches, while Lebanon has 384 as of 2013.

9) There are six lending institutions that were approved for initial licenses to conduct its work in Palestine
(The total number of operating institutions and programs in the field of specialized lending in Palestine 13
institutions and programs are operating through 72 branches). Furthermore, the number of loans granted by
6 institutions licensed by the PMA is 39,898 loans as of 2013. From a total amount of 85.4 million
US$ with more than 54,000 borrowers, half of them are females. Also, the total loans of the small lending
institutions portfolio was 84.2 million US$ in 2012, and 85.4 million US$ as of 2013, while the

microfinance institutions in Lebanon has 6 institutions, while Jordan has 3 as of 2013.

10) The insurance sector has achieved a growth rate of 10% in 2013, on top of a remarkable growth of 68%
since 2008 to 2013, and an increased insurance portfolio of 94,310,529 US$ in 2008 to 158,707,973US$ in
2013. The number of insurance companies reaching Palestine is 10 companies, with a total of 114 branches
and 225 insurance agents, in addition to the 1,075 employees in insurance companies’ branches as of 2013.

There are 59 insurance company in Lebanon and 59 in Jordan as of 2013.
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11) The value added 2 in the financial intermediaries institutions3 was 353.9 million US$ (305.7 million
US$ in banks and financial institutions, 38.4 million US$ in insurance companies, and 9.8 million US$ in
money exchangers) as of 2013. The achieved production 4(output) financial intermediaries’ institutions in
2013 were 470.6 million US$ (banks and financial institutions production reached 379.7 million USS$,
insurance companies 67.6 million US$, and currency exchange firms 13.4 million US$). However, the
contribution of financial and insurance activity in the GDP decreased from 3.7% in 2012 and fell to 2.8% in
2013.

Furthermore, the increase in the GDP of Palestine from 5724.5 million US$ in 2010 to 7286.9 million US$,
as expected in 2014. However, the economic growth rates declined, where the growth rate in 2011, 2012,
2013, and 2014 were 12.2%, 5.9%, 2.1%, -2.5%, respectively. The economic growth in Jordan was 3 % and
Lebanon was 1.5 % as of 2013.

12) The direct impact for branching appears in increased hiring of employees in the banking sector, the
employees as of 2010 were 4687, reaching 5379 as of 2013(PMA, annual report, 2013). The employees in
the Jordanian banking sector are 18423, while the Lebanese banks employ 23136 as of 2013 (Association
of Banks in Jordan, Association of Banks in Lebanon, 2013).

13) Stock Market as a Financial Inclusion Factor: As shown in the literature with the notable exception of Ben
Naceur and Ghazouani (2006), there is a strong correlation between stock market development and
economic growth internationally. To make this relationship more efficient in Palestine and enhance the
economic growth, government policies through PCMA and Palestine stock Exchange (PEX) included
individuals and firms to invest in the stock and bonds market. Those investments benefit individuals by
attracting deposits and savings to realize revenues and maximize their wealth, while also protecting their
capitals. Furthermore, these policies benefit larger firms, however, they also encourage smaller firms to
enter the market and obtain financing, which will improve their chances of obtaining credits from banks
and lending institutions that will contribute to excellent economic growth in Palestine. In order to utilize
these targets as a path to financial inclusion and growth, the stock and bonds market will be made strong
factor for financial inclusion.

The trading in Palestine Exchange (PEX)-representing the stocks and bonds market in Palestine-began on 18"
February 1997, where the listed companies in the market were a total of 49 companies in 2014, on top of one
company that listed its bonds on the stock exchange and 8 brokerage companies.

The statistics showed good growth in key indicators of PEX in 2013 compared with 2012, where the Al-Quads
index rose to 13.37% and the trade value rose by 24.62%. Furthermore, the market value increased by 28.76%,
the total exchange volume by 37.79%, and the number of transactions by 7.2%.

The number of securities owned by Palestinian investors is one billion (63.65%), valued at 1.83 billion US$,
which is 26.6% of the private sector’s deposit as of 2014 (foreign investment of 1.35 billion USS$). The total
number of Palestinian investors is 70,454 (95%). Also, the gross value of securities is 3.2 billion US$, with more
than 1.63 billion securities and 73,959 investors. The gross value of securities, as a percentage from the GDP, is
44 % as of 2014.

The PEX contribution in financial and investment awareness is significant via the issuance of the capital market
magazine in a periodical manner, holding seminars for students and visiting academics, and hosting students and
universities. The PEX received in 2014 was about 1,500 students from schools and universities. Additionally, a
conference specializing in developments in terms of investment in securities and attracting investors to invest in
PEX is held annually. The implementation of simulation of the stock exchange competition at Palestinian
universities was done since 2009 with the aim of educating and training students on the mechanics of investing
in the stock market, thereby encouraging them to save money and invest in financial assets. In 2014, about 240
university students participated in the competition. Seminars were also held for local and foreign investors to
encourage them to invest in PEX and seize promising investment opportunities in the Palestinian market. Table 1
show the comparative in financial inclusion indicators between Palestine, Jordan and Lebanon.
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Table 1. Comparative in financial inclusion indicators between Palestine, Jordan and Lebanon

Indicators Palestine Jordan Lebanon
9/2014 2013 2013
No. Banks 17 26 73
Individuals per Branch 17,844 7,957 5,000
Individuals per ATM 8,733 4,851 2,947
No. POS 5,280 28,200 30,517
% population has account in formal financial institution 62 % 2547 % * 37.02% *
Deposits/GDP*** 61.13 %** 106 % 307.25 %
Credits/GDP 24 %** 51.6 % 242 %
No. Money Exchanger, Insurance Co., MIFs 314 170 449
No. Bank’s Employees 5,379 18,423 23,136
Stock Market Capitalization as % of GDP** 25.65 % 76.36 % 25.45 %

Sources: central banks and association banks in Palestine, Jordan, Lebanon. *: 2011, **: 2013, *** GDP in current price.

5. Challenges

The main obstacle in Palestine is the lack of political and economic stability, leading to the reluctance of
individuals and institutions to borrow or utilize funding sources. Thus, individuals opt for government jobs
instead of setting up their own business. We see that the contribution of some productive activities in the GDP
declined in 2014 for items such as agriculture (7%) and construction (10%). Furthermore, the irregular public
sector salaries led to irregular loan premiums granted by financial institutions. Individuals will also consume
their savings dedicated for investments in firms.

The financial leasing and mortgage sector contribution in the financial inclusion is still poor. Up till this research,
there are no special laws to regulate the mortgage finance sector; instead, it was replaced by a set of instructions
that is intended to assist the development of the sector. These sectors are made up of fewer companies due to the
lack of law guaranteeing protection. There is only one company that works in the mortgage business via a
subsidiary.

Furthermore, the lack of an integrated geographic correlation in the Palestinian territories weakens the process of
achieving financial inclusion and hampering the stability of economic growth rates.

6. Conclusion and Recommendations

The analysis and discussion shows the reality and the infrastructure of financial inclusion in Palestine. The
current situation of financial services being provided reduces unemployment and increases growth.

6.1 Conclusion

The improvement in the infrastructure of financial services encourages individuals and small firms to take
advantage of the financial services. This improvement include a number of branches and banking offices, ATMs,
credit and debit cards, POSs, the amount of deposits and facilities, opened accounts, money exchangers, MFIs
loans, branches and offices of insurance companies, employees in financial institutions, investors and value of
securities in the stock market and bonds. The development of the laws, regulations, and instructions issued by
the regulatory financial institutions (PMA, PCMA) help improve individuals’ access to institutions and the
financial system. These improvements alleviate the inaccessibility of the poor and improve their standards of
living.

The tools and methods in financial education include financial institutions such as educational pamphlets,
seminars and workshops, training courses, participating in the training of students and the hosting of financial
institutions, visiting universities and schools, and educational competitions, and subsequent employment for
university students. This is indicative of the fact that the infrastructure involving financial inclusions is very well
developed.

Despite this marked improvement, the adult beneficiaries of the lending sources are only 10%. This represents a
negative indicator on the utilization of funding sources. Analysis also showed that the facilities for productivity
sector was declined in 2013 such as; agriculture and livestock which represents 1.2% of the total facilities. This
is rather indicative of the decline in productivity and economic growth.

The Gaza Strip suffers from poor infrastructure for financial inclusion and lower indicators (humber of branches,
ATMs, POSs, credit, deposits), despite the high population density in small areas, due to the high levels of
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poverty and unemployment, as opposed to the West Bank. The weakness in the financial inclusion indicators in
Gaza Strip is due to it being constantly besieged and the threat of war, leading to stagnation of banking
developments. These aforementioned conditions led to increasing unemployment and decreasing economic
growth.

It was also determined that the financial inclusion indicators in Jordan and Lebanon are superior to Palestine as a
result of political and economic stability. Examples of these indicators are branches number, ATMs, POS, credits
and deposits, and individuals’ per branch and ATMs.

This improvement in the financial inclusion indicators is the result of restructured and integrated effort by
governmental institutions such as PMA, PCMA, in addition to the financial services institutions. The impact of
this effort in the economic growth as the final target is still minor and inadequate without political and economic
stability to develop Palestine.

6.2 Recommendations

In order to remove the obstacles of achievement the financial inclusion, government institutions should continue
with their program of financial awareness, due to its significant impact on the promotion of financial inclusion.
Furthermore, the prices of Internet access via mobiles should be reduced, and financial apps should be licensed
and encouraged in order to encourage consumers to utilize electronic methods. This will prove to be a catalyst
that will encourage financial lending institutions and banks to provide banking facilities at favorable terms for
small businesses. This also involves promoting Islamic finance, development, and marketing of new financial
products and effective services to ensure their perpetual use.

Finally, individuals should conduct a field survey to determine the factors impeding access to the financial
system.
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Notes
Note 1. PMA, the conference of financial inclusion: path of growth, 2014.

Note 2. Value added is a central concept of production and refers to the generated value of any unit that carries
out any productive activity. Gross value added is defined as the value of gross output less the value of
intermediate consumption. The net value added is defined as the gross value less the value of fixed capital
consumption. Finance and Insurance Survey Report; PCBS, 2013.

Note 3. Financial intermediation institutions are (PMA, commercial and Islamic banks, specialized lending
institutions, Exchange, brokerage institutions, insurance companies, Money exchangers).

Note 4. Production (output) it is defined as the goods and services produced by an establishment, excluding the
value of any goods and services used in an activity for which the establishment does not assume the risk of using
the products in production, and excluding the value of goods and services consumed by the same establishment
except for goods and services used for capital formation (fixed capital or changes in inventories) or own final
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