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Consumer prices increase faster than nominal wages:

is there are decline in the standard of living of workers

and their families?
The purchasing power of wages in the Palestinian territories is by
affected two main factors, changes in prices of goods and services, and
currency fluctuations. A large number of employees are paid their wages
and salaries in Jordanian Dinars 13 or US. Dollars | USD . which means
that fluctuations in the exchange rates of these currencies against the New
Tsraeli Shekel ¢ NIS  will affect the purchasing power of wages and salaries
in a positive or negative manner. There is an inverse relationship between
the ing power of wapes and Lhe general price level. and il s directly
proportional to JI or USD exchange rate against NIS.
Inflation is measured by the Consumer Price Index(CPlL whichisa
shatistical tool for measuring relative price change between two periods,
The CPl in the Palestinian territories is measured in lsraeli shekel, and is
affected by two main factors. The first i the level of prices in Israel. which
Is transmitted via imports, also known as imported inflation. The second is
the level of domestic demand, When calculating the standard of living it is
real wages that matter for workers, not nominal wages. Nominal wages are
defined as the total cash received by a worker during a certain period of time
ta month, week. or day . Heal wages are the amount of goods and services
that can be purchased with nominal wages over a certain period of time in
light of prevailing prices.
The inflation rate is reflected directly on the purchasing power of the
nominal wage. If nominal wages increase al the same rate as inflation. the
purchasing power of nominal wages does not change if other relevant
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Anmual vasiation of CP and median daily nominal wage in N1S
in the Palestinian territories {Year of reference is 2004 100)
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factors remain stable. However. if nominal wages increase less than the
inflation rate, their purchasing power decreases. Real wages become
lower resulting in a lower standard of living for workers and their family
members, The contrary 16 true of nominal wages incréase more than the
inflation rate.
For most years during the period 2000-2012, the inflation rate as
measured by CPl has increased more than nominal wages in the
Palestinian territories. Furthermore, it can be noted that in some years,
nominal wages have decreased, while inflation rates were high, Thus,
in 2003 nominal wages decreased by 062 %, while the inflation rate
was 5.71 %, This means that the purchasing power of nominal wages
ior real wages) has fallen by 6.33 %, and that workers” standard of
living has decreased. The same trend can be noted for the years 2007,
2010 and 2011, Nominal wapes declined by 2.26 %, while at the same
time the Palestinian CPI rose by 3,75 %, which means that real wages
fell by 6.37 % In some years. such as 2000, 2004, 2006 and 2009, the
annual change rate of nominal wages was higher than the inflation rate
isee Table vi However, it should be noted that the inflation rate has
reached a dangerous level in 2008, reaching 9.9 % due to the effect of
the global rse in food and fuel prices | Palestinian Monetary Authority,
Annual Report 2008 : 39) . It should be noted that the Palestinian
Monetary Authority used to compare the inflation rate in the occupied
Palestinian territory with inflation rates in some Arab countries and
Israel. However, this comparison was meaningless in the absence of a
linkage between inflation rates and change rates for nominal wages.

Chart (1)
Annual variation of CPL and median daily nominal wages in NIS
in the Pabestinian territories (Year of reference 2004 = 100)

{Does not include workers in Israel and lsracli settlementsy
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variation accarding to area for the years 1996-2012

3. Palestindan Central Barean of Statistics, 2013, data-base for the labor
force 2012, Ramallsh-Palestine
Inflation rate = 100 x I - (Pt + Pt-1)
Pt: Gemeral price level for period of comparison
Pt-1: CPI in previous period
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Table (2) Chart (2)
Annual variation of CPT and daily nominal wages in NIS Annual variation of CPT and median daily nominal wage in NIS in the West Bank
in the West Bank (Year of reference 2004 = 100) =T
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Improving Palestinian labor market conditions is a key

element for addressing the increasing number of Pales- il .
tinian workers in Israeli settlements ]
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Table (4)
Mumber of workers aged 15 and over in Palestine working in Tsrazd
and lsraeli settlements, January-March 2013 and April-June 2013

Placeof | First quarter Differencebetween
i e e
| bnd | 6900 | 6400 | S0 e
sctionens | 16,100 | 19500 | 3400 | oe
| Towl | 93000 | 95900 | 2000 | |

Saurcu: Palestinian Central Burvau of Seatistics, 2013, Lebor force sarvey data,
first and second quarters of 2013, Ramallsh-Palestine

Factors that attract workers to the Israeli labor market
and draw them away from the Palestinian labor market:

High unemployment rates in the Palestinian labor market

! High wages in the Israeli labor market

- Lax implementation of the minimum wage

MFls in Palestine are classified as financial institutions, the majority
of whom are non-profit. They aim at reaching out to the poor and
low-income categories, which cannot obtain financing from commer-
cial banks because they do not have the required collaterals, such as
rcal estate deeds. bank guarantor, securities, a salary transferred to
a bank account, ete. They respond to the simple economie capacity of
these societal groups by facilitating their access to loans. They also
contribute in a way or another to providing employment and ineome-
generating opportunities for large segments of the Palestinian society
in the West Bank and the Gaza Strip. Thus, they contribute in reduoc-
ing the problems of unemployment and poverty. They also contrib-
ute to & certain extent in achievin% economic and family develop-
ment through supporting self-employment projects of families that
help them in improving the educational and ];eﬂlth situation of their
members. Some of these institutions elso contribute in strengthening

the steadfastness and resistance of Palestinian citizens by providing 2

loans to farmers. {ree prisoners and women entrepreneurs living
beside the annexation wall. in seam zones and areas a#&cted by Israeli
settlement expansion. The experiences of these institutions in the
field of lending indicate many success stories in various sectors of
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This means that the boyoott of work in the setflements lurched by the Palestinian
Anthority has not progressed past the stage of a declastion. Creating appropriate
condifinns far the actal implensentation of sach polces s of the highest imporace.
Between the St and second quarters of 2003, the number of Palestinkn workess
emnploped in the local econonsy scressed froen 58,000 woress i 801,000 workess.
Thiss nesans tht the local laibor nearet provided 33,000 jobs, ofwiich 19,000 were
creaed b the Wist Bank and 14000 i the Gasa Sirip. Howeves, in e same questes,
e Beaedl Labwcer prarket i arned arad Laraell settlensents absorbad 10,7% of the totsl
numnber of employees in the Palestisian terriioey, or the squivalent of abot 56,000
woekers in the Wisst Bank. This indicates that e Pelestin baboe farce is sill bighly
dupendent an the kibor mardet in B and brudi sdibements for the provision of
enploymint opportunitiey. Theee who cnnat find a job oppostunity in the lewd
labor mssrlent end wp joining the mnks of the unemployed.

The majority of wage workers in the private sector in
Palestine do not obtain their basic rights

production, including agriculture, fishing and handicrafts. Date

of the Palestinian Wetwork for Small and Microfinance ( Sharakeh 1
which represents eleven MFEls, indicates that the amount of active
loans in Palestine reached 84.2 million US$ at the end of 2012,
There were aroand 49,000 male and female beneficiaries of active
loans. 57% of them women, These figures are based on data from
eight Palestinian MFIs, which are Asala, Faten. ACAD. UNRWA
program. Ryada for Lending and Financial Services. Reef inance,
the Palestinian Development Fund. and Islamic Relief.

MFIs are facing many challenges and difficulties
that hinder their work, and limit their growth and development.
Foremost among these challenges is the Israeli colonial accupation
and its practices, particularly the blockade, Tsraeli settlements and
military checkpoints, which have cut towns, villages and regions
from each other as is the case between the West Bank and Gaza Strip.
between the West Bank and Jerusalem. and between the north.
central and south West Bank. In addition, attacks of Tsraeli settlers
inst Palestinian agricultural land in the West Bank have a negative
effect on the ability of small businesses to grow and develop. On toj
of everything else, internal division has resulted in the formation o
two governments for one people. one in the Gaza Strip and one in
the West Bank, as well as a duplication of procedures due to the
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divergences between the two governments. MFIs also face the problem of a lack of Ha:lljidlq.r duse to the reduction or interruption of doner
assistance, which had a negative impact on the ability of these institutions to expand their loans’ portfolio. In fact. many of them have been

foreed to decrease their arf resorl to part-time world contracts, because of the high Exr:snrﬁnn of administrative expenses. Since
MFIs operate in the ficld of small-size investment, these institutions bear comparatively high

costs, especially 5 and salaries, Asa
result of the small size of thelr Investments, they cannot benefit from economies of scale. Small-size investments, fixed costs and the
fact that some MFls have resorted to borrowing from commercial banks have exposed these institutions to what is known in financial
management as operational and financial risks. These difficult conditions and all the risks surrounding the work of MFIs will necessarily be
reflected on the interest rates charged by these institations, This raises several questions regarding the level of interest rates, collaterals that
are required. and whether these interest rates are higher, lower or equivalent to those charged by commercial banks operating in Palestine,

Table (5)
A review of the interest rates and commissions charged by MFIs ( see micro- credit arganizations (i LISDY)
examples in table 5§ indi s thiat these rat high ¢ ed with th
rates thii Lcr::rrn m¢rc=|1'a| hﬂt: nper-a!ci:g Lrl'-‘11 Ig:lgincg{'lh;:ﬁ:ﬂ t;‘l:le ﬁl.t Organizations Annual interest rate Commission
rate
Asala 7% - 24% 3% . 4%
Tﬂﬁ (6) International Relief | 15% 0
Average annual interest rates charged
i e A YMCA 8% - 12% 1%
Average interest Year meDF ] L o
rate (%) Byucu fielendiipand /o ol 0% - 1%
SeER Financial Services
747 ACAD 7% - 18% 0% - 1.5%
6.19 2009 Reef Finance 2.5%.12.0% 0
6.33 2010 Faten 5% - 18% 0
6.79 2011 UNRWA program 9% . 26% 0
6.97 2012 Islamic Relief 12% - 16% 0
Source: Palestinian Monetary Anthority, Sausce: Palestinisn Netwark for Small and Microdinancs (Sharakeb) eradit
Annual Report 2012, Ramallah-Palestine preducts provided by specialized credit organdzations
I - The interest rates h}rMFIsarenﬁlblganﬂdeﬁnduntheﬁumdt}rpeufhm.Therm igh for micro-loans, and can
reach up to 24% per year for a loan of a 1000 US$ in some MFIs, It can also be noted that a high of the loans

by
these MFIs are not of a productive nature, such as personal or family consumption loans, l.mlpmmlage loans. Such loans do not
contribute in providing employment and income-generating

2 . 'The main collaterals that MFIs guarantors. promissory notes, guarantee checks and salary transfer, Some of them
ittty whoare f

are
require personal guarantors | two mwﬂm«mmumumﬂmahmﬁmmﬂwdam
uotveryp;ﬂfeamfmmﬂnmmquimdbymmrdﬂh ;

Some that collaterals are to ensure the repayment of the loan. and thus allow MFIs to achieve financial sustainability.
Mmm:,meMQMMMMWﬁMMWwW

as well. This may entail administrative restructuring in order to reduce administrative expenses. mnﬂw to moving
towards integration Lo achieve economies of scale, especially sinee many lending institulions offer s products, al under

This newsletter has been issued in cooperation and partnership with the Friedrich Ebert Stiftung,
The Friedrich Ebert Stiftung is not responsible for its content, which is the sole responsibility of the .,
Democracy and Workers” Rights Center in Palestine.
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