
JERUSALEM: Despite last month’s receipt
from Israel of funds it owed, the Palestinian Au-
thority still faces a financing gap that could top
$1.8 billion, the World Bank said yesterday.
Palestinian president Mahmud Abbas’s PA has
been in deep financial crisis since February
when Israel froze transfers of VAT and customs
duties it collects on the Palestinians’ behalf.

His administration had to impose austerity
measures, cutting almost half the salaries of its
employees.

The cuts hit hard on the Palestinian territo-
ries, already suffering unemployment of around
26 percent in the second quarter of 2019, the
bank said in its latest report on the Palestinian
economy.

Israel collects around $190 million a month
in customs duties levied on goods destined for
Palestinian markets that transit through its
ports, and it is supposed to transfer the money
to the PA.

In February, Israel decided to deduct around
$10 million a month from the revenues-the sum
the PA paid inmates in Israeli jails or their fam-
ilies-prompting the Palestinians to refuse to
take any funds at all. Israel sees the payments

to those who have carried out attacks against
Israelis as encouraging further violence.

The PA describes the payments as a form of
welfare, while Palestinians venerate prisoners
jailed by Israel as heroes for their cause.

Last month, Israel’s debt was reduced with
the retroactive payment of more than $560 mil-
lion (506 million euros) in fuel taxes collected
by the Jewish state.

But that part-payment of arrears has not
fixed the liquidity crisis, the report said.

“The Palestinian Authority faces a financing
gap that could exceed $1.8 billion for 2019,
driven by declining aid flows and the unre-
solved transfer of taxes and import duties col-
lect by Israel on behalf of the PA,” it wrote.
“The outlook for the Palestinian territories is
worrisome,” Kanthan Shankar, World Bank
country director for the West Bank and Gaza,
said in a statement accompanying the report.

“The severe liquidity squeeze has started to
affect the PA’s ability to fulfill its responsibilities
of paying its civil servants and providing public
services.”

The bank’s report will be presented to the
international donor group for Palestinians,

known as the Ad Hoc Liaison Committee, at its
meeting next week in New York. “If the clear-
ance revenue standoff is not resolved, the PA
would embark on the year 2020 after largely

exhausting its domestic sources of financing,
including borrowing from domestic banks,
which will put it in a much worse position than
in 2019,” it said. — AFP 
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Palestinian authority still faces a financing gap that could top $1.8bn

RAMALLAH: Palestinian workers return home after finishing a work-day in Israel, after crossing from an
Israeli security checkpoint near the Palestinian town of Nilin, west of Ramallah in the West Bank. —AFP

Turkey cuts 
interest rate 
by 3.25%
ANKARA: Turkey’s central bank yesterday
slashed its main interest rate by 3.25 per-
centage points, the second cut in three
months after President Recep Tayyip Erdo-
gan said he was “allergic” to high rates.

The bank said the one-week repo rate was
slashed to 16.50 percent from 19.75 percent,
after a bigger cut in July of 4.25 percentage
points. The Bloomberg consensus had pre-
dicted a cut of 2.75 percentage points.

The Turkish lira was at 5.68 to the US dol-
lar, a rise of over 1.1 percent in value towards
1130 GMT after the bank’s announcement. Er-
dogan said he was “allergic to... high interest
rates” last week, as he stuck to his unorthodox
position that high rates cause high inflation.

In July, he sacked central bank governor
Murat Cetinkaya, allegedly after he clashed
with the government over reducing rates. The
markets shrugged off the last rate cut and in-
flation in August dropped from 16.65 to 15.01
percent, a 15-month low, according to official
figures published last week. In the statement
accompanying its decision, the bank said the
“inflation outlook continued to improve” and
that the “moderate recovery in economic ac-
tivity” continued. The MPC is due to meet
again on October 24. — AFP 

US-sanctioned 
Lebanese bank 
self-liquidates
BEIRUT: Lebanon’s Central Bank announced yes-
terday it had agreed to the self-liquidation request
it received from a bank hit by US sanctions last
month over ties with Lebanese Shiite movement
Hezbollah. “Central Bank Governor Riad Salameh
announced today he approved the request made
by Jammal Trust Bank SAL,” the Lebanese state-
run National News Agency reported.

On August 29, Washington slapped heavy fi-
nancial sanctions on JTB, which was accused of
acting as a key financial institution for Hezbollah.

The US Treasury said the bank was used for en-
abling several of the Shiite militant group’s finan-
cial activities, “including sending payments to
families of suicide bombers.”

The news agency quoted Salameh as stress-
ing that the value of the bank’s assets and of its
contribution to the national deposit guarantee
body were sufficient “in principle” to pay back
all deposits and fulfill obligations. Iran-backed
Hezbollah has been a US-designated terrorist
group since 1997 and fights alongside the regime
of Syrian President Bashar al-Assad in the neigh-
boring country’s civil war.  It is Tehran’s most po-
tent proxy on the regional scene and also wields
significant influence in Lebanese politics. One of
a handful of Shiite-owned Lebanese banks, JTB
had specialized in micro-credit in remote areas
of the country’s Shiite-majority south, which is
also Hezbollah’s heartland. —AFP

Why is the NY 
Fed pumping 
billions into 
money market?
NEW YORK: For the first time in more than a
decade, the US central bank this week stepped
into financial markets to keep interest rates on
short-term lending from popping above its target
range. The New York Federal Reserve Bank con-
ducted money market interventions on Tuesday
and Wednesday and planned another for morning,
as a cash crunch drove up the cost of borrowing
for banks that need to replenish the reserves they
hold at the central bank.

What is the money market? 
Financial institutions use money markets to

borrow for very short periods, from one day to a
year, a crucial function to keep the gears of the
economy running. In so-called repurchase or
“repo” agreements, banks borrow by putting up
assets like Treasury notes as collateral and then
repay the loans with interest the following day.
This lets them replenish the cash holdings they
keep at the central bank whenever the amount
falls below the required minimum set by the Fed.

Money market interest rates typically track
closely with the target range that the Fed sets for
the federal funds rate, the benchmark lending rate
that influences borrowing costs throughout the
global economy.

Why did the New York Fed intervene? 
Money market rates began to jump on Monday

afternoon, hitting as high as 10 percent in some
cases, surprising traders. The reasons behind bor-
rowers’ sudden demand for cash were attributed
to a host of technical conditions that converged to
drain money out of the system. There were major
cash withdrawals as quarterly corporate taxes
came due, at the same time as a surge of US
Treasury debt came into the market to finance
deficit spending by the federal government. 

More generally, more government securities
have built up on the balance sheets of private
firms these days as the Fed has begun to wind
down the massive holdings of Treasury paper it
amassed during the global financial crisis-which
has also sucked cash out of the market.

“It looks like a lot of cash left the system in re-
cent days and that demand for dollars was greater
than the number of dollars in circulation,” said
Gregori Volokhine of Meeshaert Financial Serv-
ices. To bring rates down, the New York Fed
pumped fresh liquidity into the system through
repo operations — $53 billion on Tuesday, $75
billion on Wednesday, with another $75 billion
planned for Thursday morning.

Should we be worried?
Investors have wondered whether the sud-

den jump in rates was a purely technical glitch
or a sign of a deeper problem in the financial
system. The event awakened painful memories
of the 2008 financial meltdown, when credit
markets seized up suddenly as banks feared that
borrowers would go bust before repaying. But
after unveiling fresh cut to the benchmark lend-
ing rate on Wednesday, US Fed Chairman
Jerome Powell told reporters the liquidity
crunch was not a concern for the wider econ-
omy. “While these issues are important for mar-
ket functioning and market participants, they
have no implications for the economy or the
stance of monetary policy,” he said. — AFP


