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The Growth of Debt in Palestine: Policy Briefing

EXECUTIVE SUMMARY

Levels of  debt in Palestine have almost trebled since 2008. However, the supply of  credit has not produced 
economic growth. Instead, money has primarily been borrowed for consumption rather than investment, 
with harmful consequences for both individuals and communities outweighing the benefits. The debt 
situation is both cause and consequence of  a broader crisis of  the Palestinian economy and society. 
The continued growth of  debt is causing growing impoverishment for the majority of  borrowers, negative 
debt spirals, increased social inequality, and is accentuating a housing crisis and leading to societal 
fragmentation. Policy responses have been weak and uncoordinated.

In order to address the complex problems posed by the growth of  debt in Palestine, policy making practices 
should focus on four things:

 i) Reducing the need to borrow, by making saving more attractive and addressing the high cost of   
 living;

 ii) Developing economic policies that actively support anti-colonial struggle, since the Israeli   
 Occupation plays the most significant role in harming the Palestinian economy and society;

 iii) Cultivating an approach to policy making that develops collective solutions to collective   
 problems, rather than delegating the cost of  living crisis to banks, which offer individualised and  
 market-based solutions;

 iv) Coordinate policy-making between PA Ministries, Palestinian civil society and relevant   
 international actors.

The following nine steps are needed to realise these goals:  

1.  tighter financial regulations, 
2. develop a national investment savings scheme that channels investment into agriculture, 
3. implement a living wage, 
4. develop new zoning laws that promote the construction of  smaller sized and low priced units, 
5.  tax unused non-arable land and increase property taxes for the wealthiest members of  society, 
6.  increase municipal tax collection powers and transparency, 
7. reform the law around debt repayment, forgiveness and foreclosure, 
8.  create an independent financial advisory body for citizens, 
9.  set recommended dowry and bride prices.
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THE GROWTH OF DEBT IN PALESTINE

Levels of  bank debt in Palestine have grown 
rapidly since 2008. Palestine Monetary Authority 
(PMA) figures show that the amount of  money 
owed to banks has risen from US$1,828 million to 
US$5,420 million between 2008 and September 
2015. Of  this latter figure, the Palestinian 
Authority (PA) owe US$1,159 million, while 
private individuals account for US$ 4,246 million 
(with non-residents responsible for the small 
remainder). A recently completed three year study 
by researchers at Durham University (UK) shows 
that the amount of  money Palestinian citizens 
owe to other lenders, including friends, family, 
employers, traders and property developers has 
also risen substantially1. This is not a coincidence, 
since often people have to borrow money from 
other sources because so much of  their income 
is committed to repaying bank loans. Palestinian 
municipalities are also caught in the middle of  this 
debt crisis. On the one hand they owe money to 
the PA for utilities, and on the other hand they 
are owed money by citizens who do not pay their 
taxes. Geographically, most money is owed to 
banks in the Ramallah governorate. This is partly 
because the PA institutions are concentrated there 
and partly because of  the higher cost of  living 
in the Ramallah-Al Bireh-Beitunia conurbation 
(Ramallah).
 
Where credit is used for investment, growing 
levels of  debt can be economically productive. 
However in Palestine, GDP has fallen. 
Money is being borrowed for consumption 
rather than investment purposes. In other words, 
it is socially productive, but not economically 
productive. Furthermore, in depth qualitative 
research has shown that taking credit has more 
harmful consequences for both individuals and 
communities than benefits2.

CAUSES OF DEBT GROWTH

Demand for credit in Palestine is the result of  
economic strangulation, political and social 
changes that have increased the cost of  living. 
The Israeli Occupation is largely responsible 
for the weak and highly precarious Palestinian 
economy. The Protocol on Economic Relations 
(‘Paris Protocols’) signed in 1994, created a 
free market that enabled Israeli domination 
of  Palestinian production, distribution and 
retail sectors. Movement restrictions imposed 
by the Israeli Occupation have had disastrous 
consequences for the Palestinian market, and the 
Israeli government has also frequently withheld 
tax revenues collected on behalf  of  the PA. 
Political and economic stagnation has led to shifts 
in Palestinian society, and more citizens embracing 
consumerism3. 

Geographically, these changes have been felt most 
acutely in Ramallah, after high levels of  migration 
to the central West Bank during and after the 
Second Intifada. This migration is a result of  
the fracturing of  the West Bank into areas A, B 
and C, the growth of  a centralized public sector 
in Ramallah, and the uneven development of  
the West Bank amplified by flows of  aid money 
to Area A. Migration has led to increasing 
demand for housing and services, which in 
turn has fuelled land and property speculation. 
The increase in private debt was also catalysed by 
massive increases in foreign aid entering Palestine 
after Salam Fayyad became Prime Minister in 
2007, and the growth of  the banking sector. 
 The development of  an electronic credit registry, 
and limits on foreign investments introduced after 
the 2008 global financial crisis, enabled banks in 
Palestine to rapidly expand the supply of  credit.

1 Harker, C. 2014. Debt and Obligation in Contemporary Ramallah. Jadaliyya. http://www.jadaliyya.com/pages/index/
 19665/debt-and-obligation-in-contemporary-ramallah
2 Ibid.
3 Taraki, L. 2008. Urban Modernity on the Periphery. Social Text 26: 61-81.
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POLICY IMPLICATIONS

The growth of  debt has a number of  negative 
effects, which will only intensify over time 
as indebtedness becomes more entrenched. 
Policy makers will be faced with:

• Growing impoverishment for the majority of  
people who use debt for consumption rather 
than investment, and thus have no new 
economic resources for repayment.

• Negative debt spirals, as people take debt to 
off-set the cost of  living, but then face increased 
payments because they must repay interest in 
addition to the money borrowed.

• A housing crisis as people can no longer afford 
the high cost of  housing, and have to remain 
in overcrowded family homes. This in turn will 
generate social conflict within families. 

• Increased social inequality as a wealthy 
minority is able to buy assets, particularly land 
and property, which they then rent for profit to 
an impoverished majority who can only afford 
to rent rather than buy. This further increases 
income inequality.

• Taken together the above processes will lead 
to societal fragmentation, which in turn 
undermines organized political resistance 
to the Israeli Occupation. Other forms of  
resistance and protest that emerge will likely 
seek to undermine the PA as much as the Israeli 
Occupation forces.

EXISTING POLICY FRAMEWORK

In the National Development Plan 2014-2016, 
the PA commits to ‘ensure a decent standard of  living 
for all Palestinians. In doing so, we will take account 
of  the differing needs and conditions of  our people. 
We will diligently work towards alleviating poverty, reducing 
unemployment, and promoting equality and social justice’ 
(p.4). These aims will be met by economic, social 
and infrastructure development underpinned by 
good governance. However, the inherent volatility 
of  living under Occupation and relying heavily on 
external donor funding have in effect voided this 
strategic planning process. The PA has borrowed to 
ensure continuity of  income, while private citizens 
have borrowed to enable their own expenditure in 
the face of  mounting daily costs.

The banking and microfinance sector is heavily 
regulated by the PMA. Financial institutions 
are required to assess a borrower’s economic 
circumstances before selling them debt, and must 
structure repayment programs so that all of  a 
borrower’s debt repayments do not exceed 50% of  
their monthly income. Banks must also maintain a 
diverse credit portfolio, which cannot exceed 20% 
in any one sector.

Limitations of  the existing framework
The key limitation of  the existing policy framework 
is the lack of  any policy explicitly designed 
to support Palestinian citizens as they make 
decisions about taking credit, or dealing with the 
economic and social problems that emerge once 
they become indebted. While the PMA provides 
effective regulation of  the banking sector, they 
only indirectly regulate consumers. 

Furthermore, the problems posed by the growth 
of  debt run far deeper than the consumption 
choices of  individuals and the business practices 
of  bank. They encompass housing, employment, 
legal reform, social obligations, and the 
relationship between urban and rural space. 
They are rooted in the practices of  colonial 
occupation, political and economic choices made 
within those constrained circumstances, and social 
changes within Palestinian society. To address these 
problems, a far more coordinated and engaged 
policy approach is needed than at present.
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RECOMMENDATIONS

In order to address the complex problems posed by the growth of  debt in Palestine, four broad principles 
should underpin policy making practices.

i)  Reduce the need to take debt, and facilitate the opportunities to save money.
ii)  Support anti-colonial struggle by moving away from the principles of  a free market economy,  
 which are inappropriate and harmful for an occupied society. 
iii)  Develop collective solutions to problems, rather than delegating the cost of  living crisis to  
 banks, which offer individualised and market-based solutions.
iv)  Develop novel forms of  policy-making practice that are more coordinated across PA   
 Ministries, Palestinian civil society and relevant international actors.

These four principles should be pursued through the following practical solutions, which address the causes 
and consequences of  harmful debt.

1.  Financial Regulation: Lower the maximum percentage of  a person’s wage that can be spent on 
repayments from 50% to 30%. Limiting individual borrowing protects individuals’ incomes, brings 
Palestine in line with regional standards and enables banks to lend to more people and grow the credit 
market in a sustainable fashion.

2.  Financial Infrastructure: Develop a national investment & savings scheme that Palestinian citizens can 
contribute to. The capital raised by the scheme will be used for development projects in area C, where 
private actors are least likely to intervene because the risk is greatest. These investments in agriculture 
should be supported through a rebalancing of  the PA budget. To increase their trust in the scheme, 
citizens should be able to support specific projects. 

3.  Employment: Change (and increase) the minimum wage into a living wage, which is calculated according 
to the cost of  living. To promote income equality, introduce a law that creates a maximum ratio between 
the maximum and minimum salary in any one organization. 

4.  Housing: Develop new zoning laws that prioritize the construction of  smaller sized units in places there 
is pressing need for housing. Develop new regulations that enable all residential developments built 
primarily for resale to include low income units.

5. Taxation: Tax all unused non-arable land as percentage of  the value, which will encourage deflation of  
land prices, and the use of  non-arable land. Increase property taxes, and develop measures for enforcing 
the payment of  property taxes, particularly by those who can afford to do so.

6. Municipalities: Give local government increased powers to enable tax collection, while continuing to 
increase transparency to encourage payment of  taxes.

7. Law: Implement legal reform in relation to debt repayment, forgiveness and foreclosure to support 
Palestinian citizens and the banking system.

8. Public awareness: Create an advisory body so gives Palestinian citizens independent financial advice. 
This body should promote the four principles above.

9. Social policy: To limit the need to take a loan, the PA should recommend a dowry and bride price that 
takes into account geographical and social difference.

Briefing prepared by Dr Christopher Harker         For more information, please email: christopher.harker@durham.ac.uk
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