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Abstract

This paper investigates the structural and institutional limits of fiscal sovere in Palestine

through a qualitative thematic analysis of public finance documents, internationa and fiscal

and the persistent weakness of domestic tax capacity

guardianship regime. The findings indicate that nearly two-t budget depends

mines fiscal autonomy.
ional reform sustainability, and
weak accountability mechanisms that perpet ation. By combining document-
based content analysis with graphical evid@l emonstrates that Palestine’s fiscal
sovereignty crisis is not merely an ptrative issue but a multidimensional
fiscal sovereignty requires a the Paris Protocol, de-politicization of aid
mechanisms, and capacity-b us revenue generation within a framework of

economic self-determinaja
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Mali Egemenligin Sinirlar1 Altinda: Filistin Kamu Maliyesi Sisteminin
Nitel Bir Analizi

Ozet

Bu makale, Filistin'de mali egemenligin yapisal ve kurumsal siurlarini, kamu maliyesi belgeleri,
uluslararas1 raporlar ve mali veriler iizerinde gergeklestirilen nitel tematik analiz yoluyla
incelemektedir. Bagimlilik teorisi ve postkolonyal kamu maliyesi yaklasimina dayanan calisma,

Filistin’in mali sistemini yerel yonetisimden ziyade dissal kontrol ve yapisall@simetri tarafindan

sekillenen bir yap1 olarak kavramsallastirmaktadir. Oslo Anlagmalari ve Pari omik Protokolii

cercevesinde yapilan analiz, Israil’in “clearance revenues” (tahsil edilen ve sgpiid@en aktarilan

kosullara bagli bir arag islevi gordiigiinii gostermektedir!

reformlarin siirdiiriilebilirligindeki zayifligin ve hesap verebil aki eksikliklerin
ekonomik bagimlilig1 yeniden iirettigi saptanmaistir. Belge ii analjzi ve grafiksel kanitlarin
bir arada kullanildig1 ¢alisma, Filistin’in mali egemen i konomik veya idari bir

sorun olmadigini, ayni zamanda postkolonyal giig 111§k i cok boyutlu bir yapisal durum

oldugunu ortaya koymaktadir. Sonug olarak, niden tesis edilmesi igin Paris

Protokolii'niin koklii bicimde gozden gegiffi rin siyasetten arindirilmasi ve

ekonomik 0Oz-yeterlilige dayali bag: npasitesinin giiclendirilmesi gerektigi
vurgulanmaktadir.
Anahtar Kelimeler: Filistin, b niteli ¢lim, mali egemenlik, Paris Protokolii, mali

vesayet rejimi.

ntroduction

ered cornerstone of a state's economic and administrative
tax collection, public spending, and budget formation

's capacity to act independently.? In this context, the concept of

is not recognized, and which do not have full control over their territory to establish fiscal
sovereignty. The Palestinian Authority (PA), in this regard, operates under a limited fiscal
framework defined by the 1993 Oslo Accords and the 1994 Paris Economic Protocol. Rather
than meeting the requirements of a sovereign fiscal system, this structure is trapped in a

highly fragile cycle of financial dependency in the face of foreign policy developments.*

Established during the Oslo process, the Palestinian Authority was granted limited

administrative powers in the West Bank and Gaza Strip. However, these powers emerged

3 Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and Practice, 5th ed. (New York:
McGraw-Hill, 1989).

¢ Arie Arnon and Jimmy Weinblatt. “Sovereignty and Economic Development: The Case of Israel and
Palestine.” World Development 29, no. 7 (2001): 1051-1067.
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within a fragmented structure both geographically and institutionally, and particularly in

the field of public finance, the distribution of authority and resources has been marked by

significant imbalance. The Paris Economic Protocol, signed in 1994, integrated the

Palestinian economy with Israel’s under an asymmetric customs union and stipulated that

key public revenues (customs duties, import VAT, and excise taxes) be
These taxes, referred to as “clearance revenues,” are collected by Israé
transferred to the Palestinian Authority; however, these transfers are at tj
or delayed based on Israel’s political decisions.5 This situation leaves P
not only in budgetary terms but also in terms of the continuity of public ¢

it to external risks.

The second main pillar of the Palestinian budget is
provided by the European Union, the United States
Nations, primarily supports the provision of essenti
payments, healthcare, and education.¢ However,

political conditions and have served more as s

and the domestic tax base
the revenue a state could

actually collects—is consi

pllected by Israel.

l subsequently

Palestinian pe while Turner’® notes that the functionality of the Palestinian Authority
(PA) in the po#i

-Oslo period has been maintained through financial control. Khalidi and

Taghdisi-Rad,"" on the other hand, assert that due to Israel’s fiscal control and the

conditionality of foreign aid, Palestine’s fiscal policy has become dependent not only

technically but also politically. However, current studies offer limited examples of

systematic analysis of this sovereignty issue through public finance documents. This study

UNCTAD, Economic Costs of the Israeli Occupation for the Palestinian People: Fiscal Aspects (Geneva: United
Nations Conference on Trade and Development, 2020).

World Bank, West Bank and Gaza: Public Expenditure Review (Washington, DC: World Bank, 2023).

Anne Le More, International Assistance to the Palestinians After Oslo: Political Guilt, Wasted Money (London:
Routledge, 2008).

IMF, Staff Concludes Visit to the West Bank and Gaza (Washington, DC: International Monetary Fund, 2022).
Anne Le More, International Assistance to the Palestinians After Oslo: Political Guilt, Wasted Money. London:
Routledge, 2008.

Mandy Turner, “Creating ‘Partners for Peace’: The Palestinian Authority and the International Statebuilding
Agenda.” Journal of Intervention and Statebuilding 3, no. 1 (2009): 1-22.

Raja Khalidi and Sobhi Taghdisi-Rad. “The Economic Dimensions of Prolonged Occupation: Continuity and
Change in Israeli Policy Towards the Palestinian Economy.” School of Oriental and African Studies Working
Paper, 2009.
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aims to fill that gap by evaluating the level of Palestine’s fiscal sovereignty based on a

content analysis of documents and objective indicators.

Accordingly, the main research question of this study is: What structural dependencies
and external constraints does Palestine’s public finance system contain in terms of fiscal
sovereignty? To answer this question, the study adopts a qualitative research strategy,
employing document review and content analysis as its methods. The documents
examined include the Paris Protocol, the Oslo Accords, the annual budget reports of the
Palestinian Ministry of Finance, as well as fiscal monitoring and evaluation reports by
institutions such as the World Bank, IMF, and UNCTAD. The aim ofathe research is to

analyze these documents under systematic themes to reveal the histdriS@and structural

boundaries of Palestine’s fiscal independence. In doing so, the seeks to
reconceptualize fiscal sovereignty not only in political terms but also 3
and administrative levels, thereby shedding light on the public finance c

other semi-sovereign entities with similar status.
1. Theoretical Framework

This section proceeds from a general structural und dency to the

specific institutional and fiscal mechanisms th lestine’s public finance.
Beginning with dependency theory and post-col t then narrows down
to the operational dimensions of fiscal sovereignt acity. This progression from

mprehensive view of the

t also of its political legitimacy. Fiscal sovereignty

collect public revenues, and carry out

that "there

and the sover®

A be no taxation without representation”" —emphasizes fiscal responsibility
y it rests upon as prerequisites for public participation in decision-
making procesSes. 2 Taxes provide the financing for public services, establish a relationship
of mutual obligations between the citizen and the state, and thus ground the state's reason

for existence at the societal level.

In terms of public finance, fiscal autonomy refers to a state's ability to determine its budget
independently, free from external pressures. This is not merely a technical budgeting
authority; it also entails the ability to generate and allocate resources without being
accountable to external economic or political actors. However, this capacity is directly

linked to the state's sovereign boundaries, economic structure, domestic resource wealth,

12 Alex Van den Berg, “Fiscal Sovereignty and the Limits of State Power,” Tilburg Law Review (2022).
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and the level of administrative institutionalization. The Palestinian Authority (PA)
demonstrates a disadvantageous structure in nearly all of these criteria. As Arnon and
Weinblatt™® point out, a very large portion of revenues in Palestine’s public finance system
is generated through external actors, which effectively eliminates fiscal independence.

Especially in the period following the 1994 Paris Economic Protocol, the main revenue

components playing a central role in Palestine’s public finance structure — primarily import

taxes, VAT, and excise taxes—have been collected by Israel and then transferred to the

autonomy are most clearly observed in the sphere

authority remain fragmented.
1.2. Tax Capacity and Fiscal Authority

At the most operational level, fiscal dependenc
and uneven authority over revenue so below. The primary factor
capacity and the authority to

onetary Fund (IMF), tax capacity is

on its economic structure a
by the size of the econo
capacity, administr law enforcement ability, and voluntary tax
compliance. An effe city 1s critically important for the sustainable financing of

cing budget deficits without relying on external sources.

ical indicator; it is also a matter of sovereignty. Taxes are
rough which a state establishes its legitimacy within society.
over the sour® ftes, and distribution of that revenue. A state that lacks tax authority —
or is unable to gXercise it—cannot achieve budgetary independence. Merely having control
over the expenditure side of the public budget is not sufficient to ensure the proper
functioning of the fiscal system as a whole. This situation is even more pronounced in the
case of Palestine. Although the Palestinian Authority legally holds the right to impose and
collect taxes, in practice this authority is exercised in a highly limited and fragmented

manner. Under the structural arrangements introduced by the Paris Protocol, high-yield

13 Arie Arnon and Jimmy Weinblatt, “Sovereignty and Economic Development: The Case of Israel and
Palestine,” World Development 29, no. 7 (2001): 1051-67.

14 UNCTAD, Economic Costs of the Israeli Occupation for the Palestinian People: Fiscal Aspects (Geneva: United
Nations Conference on Trade and Development, 2020).

15 IMF, Revenue Mobilization in Developing Countries, Fiscal Affairs Department Policy Paper (Washington, DC:
International Monetary Fund, 2016).
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tax components—such as import VAT, customs duties, and excise taxes —are collected's by
Israel and transferred to the Palestinian Authority only in a secondary stage, and subject
to political conditions. 17

In this system, tax capacity is determined not only by the limitations of the economic
structure but also by the lack of sovereignty and political fragility. For example, within

Palestine’s administratively divided geography of Areas A, B, and C, tax collection

activities are frequently disrupted by military checkpoints and adminigflative restrictions.

In addition, a large informal economy, a low-income population st re, and an
environment of political insecurity further limit voluntary tax compliag€e.™@@hen these
factors are combined, Palestine’s actual tax capacity remains signif
potential, resulting in a budget structure that is excessively depe

indirect taxes collected through Israel.

One of the most fundamental obstacles to Palestine’s fi dence jlits inability to

build the institutional and political environment necess n tax capacity.
vehue collection but also
the diversification of income sources and the redistributior, of urces based on social
justice. The IMF," on the other hand, emphasi i ng tax capacity is a strategic
priority for low-income and transition ces dependence on external
financing and mobilizes domestic r
Palestine, as the construction of s

also at fiscal and administ
1.3. Dependency on Foreig

One of the most comp#®
@ ; countries and entities with limited sovereignty, the

gources provided by global financial institutions such as the
ary Fynd (IMF) and the World Bank are often delivered within the
adjustment programs aimed at achieving specific macroeconomic
targets, whiCigiiy limits the autonomy of national budget policies.?0 Although such aid
may appear te@fnical in nature, it is well known that in recipient countries, it plays a
decisive role in shaping public spending, the distribution of social services, and tax
policies. Therefore, dependency on foreign aid should be understood not only as an
economic issue but also as a form of administrative and political dependency.

This phenomenon is particularly evident in the case of Palestine. The Palestinian Authority

(PA), established following the 1994 Oslo process, has been financially dependent not on
its own revenues but largely on external financial flows. Between 1994 and 2020, the total

16 Arie Arnon and Jimmy Weinblatt, “Sovereignty and Economic Development: The Case of Israel and
Palestine,” World Development 29, no. 7 (2001): 1051-67.

17 UNCTAD, Economic Costs of the Israeli Occupation for the Palestinian People: Fiscal Aspects (Geneva: United
Nations Conference on Trade and Development, 2020).

18 World Bank, West Bank and Gaza: Public Expenditure Review (Washington, DC: World Bank, 2023).

19 IMF, Revenue Mobilization in Developing Countries, Fiscal Affairs Department Policy Paper (Washington, DC:
International Monetary Fund, 2016).

20 CISA, The Political Economy of Foreign Aid in the MENA Region, Policy Report Series (2022).
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aid provided to Palestine by international donors amounted to approximately 40 billion
USD, with more than 35% of that amount transferred directly to the PA’s general budget.?!
This level of external resource dependency is unsustainable for any government. The
central role that aid plays severely limits the PA’s fiscal autonomy —not only in technical
terms but also in terms of strategic planning. Since foreign aid is often earmarked for
specific sectors, it tends to result in fragmented and conditional financing relationships

rather than being integrated into the overall budget framework.

In this context, dependency on foreign aid stands in direct contrast to the ept of fiscal
autonomy. Fiscal autonomy entails the creation, management, and disty
resources through domestic dynamics. However, in structures like Palé

excessively reliant on foreign aid flows, budget predictability is g

disrupted; long-term investment planning, salary pa
essential infrastructure projects are severely hindere
criticism that, while foreign aid may help man i jses gin the short term, it
overshadows the development of structural refo esource mobilization

policies necessary for long-term transformation.

Moreover, the fact that aid is largely i ect expenditures creates no
incentive to enhance tax capacity. B blished by the Palestinian Ministry of
Finance between 2018 and 2021 a 1ds allocated to tax reforms remained
at a low level. In this con eign aid should be seen as a factor that
undermines both budget inabili he development of institutional capacity. In
particular, the shaping i ing according to the priorities of external actors
budgeting” approach. The link between aid flows

Palestine’s fiscal system highly vulnerable to external

the fiscal goverlance of Palestine. The post-colonial public finance approach argues that
public finance institutions and tax systems are not merely technical and neutral structures
but are, in fact, political, economic, and ideological tools historically shaped by colonial
processes. This perspective serves as a critique of the predominantly Western-centric and
universalist normative approaches found in classical public finance literature.?* According
to post-colonial analyses, especially in regions such as Africa, South Asia, and the Middle

East, public finance systems continue to bear the marks of colonial financial structures even

2t Arab Center Washington DC, “Aid to the Palestinian Authority: Solidarity or Conditionality?” (Arab Center
Washington DC, April 15, 2022).

2 UNCTAD, Economic Costs of the Israeli Occupation for the Palestinian People: Fiscal Aspects (Geneva: United
Nations Conference on Trade and Development, 2020).

2 Anne Le More, International Assistance to the Palestinians After Oslo: Political Guilt, Wasted Money (London:
Routledge, 2008).

2 James Ferguson, The Anti-Politics Machine: “Development,” Depoliticization and Bureaucratic Power in Lesotho
(Minneapolis: University of Minnesota Press, 1990).
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in the post-independence era. Tax policies, budget allocations, and financial management
instruments have functioned —directly or indirectly —in alignment with the economic
interests of former colonial powers.?> This legacy is reproduced under the guise of
“institutional continuity” in the budget processes and tax structures of post-independence
states. In the Palestinian case, this configuration also resembles a form of legal pluralism:
the Israeli and Palestinian legal—fiscal orders formally co-exist, yet the effective exercise of

fiscal authority operates under the dominance of the Israeli legal systerg, Recognizing this

plural structure sharpens the post-colonial diagnosis by showing haVw@gal hierarchies

reproduce material dependencies in taxation, budgeting, and fiscal adminj

and marginalized —particularly in colonial and postc
postcolonial fiscal systems possess structures that Ing citizen from

et transparency and

to a fiscal policy framework in which the Palestinian

owers rather than its own citizens. Such a structure limits

the tax-paying individual on public policy.
In this con¥® the postcolonial public finance approach serves not only as a theoretical
framework for\g@¥Plaining Palestine’s current fiscal structure but also as a tool for critique.
Fiscal sovereighty is not merely a matter of technical capacity; it is also a dimension of
political subjecthood. The structural external dependency within Palestine’s tax system is
not only an economic issue but also a result of postcolonial power relations. Therefore,
reform proposals concerning public finance should focus not only on technical

improvements but also on the transformation of power dynamics. This legacy of external

%5 Thandika Mkandawire, “On Tax Efforts and Colonial Heritage in Africa,” Journal of Development Studies 46,
no. 10 (2010): 1647-69.

26 Abdullah Enes Mollaoglu, “Hukuki Cogulluk Baglaminda Hukukun Niteligi Sorununa Muhtasar Bir Bakis,”
DIHA: Journal of Interdisciplinary Legal Studies 1 (September 2024): 64-87.

27 Aybike Segilmis, “Postkolonyal Kamu Maliyesi ve Siyasal Tahakkiim: Vergi Odeyenin Sesi,” Heretik Diigiince
Dergisi 9, no. 1 (2022): 89-108.
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control has profound implications for fiscal sovereignty and institutional independence,

which the following section elaborates.

1.5. Dependency Theory: Core—Periphery Dynamics

At the macro level, the fiscal structure of Palestine can be understood through the lens of

dependency theory, which frames the broader core—periphery relations that have

historically shaped its economic and fiscal trajectory. Dependency thg

critique of the classical modernization paradigm in development ecq

This unequal exchange relationship prevents periphera i accumulating
capital, achieving technological progress,
development.?” From this perspective, underde

behind, but rather a direct consequence o

external finan€

ory emerged as a

ics, attributing

sustainable
not simply a state of being

core.

and institutional governance. Foreign aid, in particular, is critically

important notfonly for fiscal sustainability but also for paying public sector salaries,

providing social assistance, and funding infrastructure investments. This situation renders

the Palestinian Authority unable to conduct long-term budget planning, as the political

agendas of foreign donors increasingly guide the budgeting process.? Aid conditioned by

political criteria and reform programs supervised by international financial institutions

pose a structural barrier to the development of sovereign fiscal policies.

28
29

30

31

32

Theotonio Dos Santos, “The Structure of Dependence,” The American Economic Review 60, no. 2 (1970): 231-36.
Andre Gunder Frank, Capitalism and Underdevelopment in Latin America: Historical Studies of Chile and Brazil
(New York: Monthly Review Press, 1967).

Arie Arnon and Jimmy Weinblatt, “Sovereignty and Economic Development: The Case of Israel and
Palestine,” World Development 29, no. 7 (2001): 1051-67.

UNCTAD, Economic Costs of the Israeli Occupation for the Palestinian People: Fiscal Aspects (Geneva: United
Nations Conference on Trade and Development, 2020).

Anne Le More, International Assistance to the Palestinians After Oslo: Political Guilt, Wasted Money (London:
Routledge, 2008).
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The core-periphery distinction of dependency theory can be reinterpreted to explain
Palestine’s economic and fiscal fragility not only at the level of the international system but
also within the context of its relationship with Israel. Israel functions as both Palestine’s
largest trading partner and its most dominant fiscal actor. Through mechanisms such as
border control, import approval procedures, and tax collection authority, Israel effectively

establishes Palestine’s status as an economic periphery. As a result, Palestine is positioned

as an “internal periphery” not only within the global capitalist system
local geopolitical sphere. Such structural dependency not only defin ternal trade
relations but also frames the post-colonial fiscal order that emerged i

territories.
2. Literature Review

In line with the theoretical background, the literature review
path—from the broad structural dependencies defin
conditionality, to the more specific issues of fiscal im
limited tax capacity. Palestine’s fiscal sovereignty nof only as an economic
issue but also as a matter of political and instituti
topic is typically examined under three main theri@@e: structdiral external dependency and
the Paris Protocol, a budget model relia
this framework, Palestine’s fisc ish constrained by both domestic
implementation shortcomings an al interventions. The Paris Protocol,
signed in 1994, forms the governing the economic relationship
between Palestine and Isra this protocol, Palestine is subject to a “customs
ols and public finance system are significantly

and implement sovereign fiscal policies. This

issue that 5@-ds far beyond the traditional functions of taxation and expenditure. 3

In this context§#fie Paris Economic Protocol signed in 1994 has not been regarded as a
framework that ensures Palestine’s fiscal autonomy; on the contrary, it has been evaluated
as a mechanism that structurally binds Palestine to Israel. Under the protocol, the
Palestinian Authority (PA) does not have direct control over Value Added Tax (VAT),
customs duties, or foreign exchange policy. These taxes are collected by Israel, which
deducts a 3% commission before transferring the remaining amount to the PA. This

arrangement is known as “clearance revenues” % and accounts for approximately 60% of

3 Abdelrazzaq Alazzeh and Shahzad Uddin, “(Post)Coloniality and the Financialization of Palestinian
Governmentality,” Critical Perspectives on Accounting 92 (2025): 102379,
https://doi.org/10.1016/j.cpa.2024.102379.

3 Raja Khalidi and Sobhi Samour, “Neoliberalism as Liberation: The Statehood Program and the Remaking of
the Palestinian National Movement,” Journal of Palestine Studies 40, no. 2 (2011): 6-25,
https://doi.org/10.1525/jps.2011.XL.2.6.

3% IMF, West Bank and Gaza: Report to the Ad Hoc Liaison Committee, Country Report No. 2023/146 (Washington,
DC: International Monetary Fund, 2023).


https://doi.org/10.1016/j.cpa.2024.102379
https://doi.org/10.1525/jps.2011.XL.2.6
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Palestine’s public finance.’ The fundamental issue with this system is that it distances
Palestine from the principles of sovereignty and transparency in the collection of financial

resources. For instance, in 2017, 66% of the PA's budget was financed through this system.

However, the financial impact of this structure is evident not only in tax collection but also

to the occupation was estimated at $47.7 billion. Arnon¥ (2015) argi
Protocol institutionalized Israeli-Palestinian economic relations vyl
coercive framework, functioning less as a tool of economic cg PTe as an

instrument of economic pressure and control.

Alazzeh and Uddin® argue that this system we accountability

mechanisms, as the lack of clarity in tax revenues ian Authority’s (PA)

internal audit systems ineffective and diminishes

In this context, the opacity of the fiscal creaseglithe risk of corruption and
undermines public trust in governang ve noted that Israel makes
arbitrary deductions from tax reven, pretexts —particularly for “security
expenditures” and “prisoner sa O significant fluctuations in the PA’s

income. This situation dir al planning but also political stability.

The complementary elem
foreign aid. Aid not i€al support but also directly finances the budget.

According

inian Monetary Authority®, foreign aid covers
nues, 43% of public expenditures, and 84% of the budget
s is of vital importance for the fiscal sustainability of the
x). However, this aid structure also generates a significant
after Hamas's electoral victory in 2006, the embargo imposed by
s resulted in the inability to pay public sector salaries, affecting around
160,000 indivig#fals.®? This incident revealed that aid has evolved into a “regime of

conditionality,” and that fiscal guardianship is not limited to Israel alone.*

%  Al-Shabaka, “Israel’'s Control of Palestinian Tax Revenues,” Policy Brief (Ramallah: Al-Shabaka, 2020),
https://al-shabaka.org/briefs/israels-control-of-palestinian-tax-revenues/.

% Arie Arnon, The Palestinian Economy: Between Imposed Integration and Voluntary Separation (Jerusalem: The Van
Leer Jerusalem Institute and Hakibbutz Hameuchad Publishing House, 2015)

3% Abdelrazzaq Alazzeh and Shahzad Uddin, “(Post)Coloniality and the Financialization of Palestinian
Governmentality,” Critical Perspectives on Accounting 92 (2025): 102379,
https://doi.org/10.1016/j.cpa.2024.102379.

% World Bank, Fiscal Impact of Aid and Revenue Trends in Palestine (Washington, DC: World Bank, 2020).

40 Palestine Monetary Authority (PMA), Annual Report 2021 (Ramallah: PMA, 2022), https://www.pma.ps.

4 Linda Tabar and Sari Hanafi, “Donor Agendas and Civil Society in Palestine,” in Where Now for Palestine?, ed.
Jamil Hilal (London: Zed Books, 2005), 215-34.

42 World Bank, West Bank and Gaza: Public Expenditure Review, Report No. 38207-GZ (Washington, DC: World
Bank, 2007).

#  Ercan Pagver, “Yapisal Uyum ve Mali Egemenlik: Filistin Ornegi,” Maliye Dergisi 159 (2010): 157-72.
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Springer*# and Turner® argue that these aid flows are largely accompanied by reform
packages directed by the IMF and the World Bank, leading to problems of ownership and
internalization within public finance. The reforms are shaped around glassical structural

adjustment measures such as privatization, rationalization of publig"&@genditures, and

Bank data, public revenues constitute approximately 22% of G

this revenue is generated through local collection, wile the

inconsistencies between Gaza and the West B
restrictions further weaken this capacity. Awwa
efforts regarding digital tax systems, e- i nd combating informality,
concluding that while these efforts ac i sses, they did not result in a

transformation capable of elimin ependency. In 2019 alone, VAT

th by Israel’s direct control and the indirect influence of
intergftions inance over the Palestinian Authority (PA). This regime
ut also directly impacts political participation, the quality

sresentative power of public opinion.

Gues that although the protocol was intended to be temporary from the

beginning, it héls functioned as a permanent economic arrangement for nearly 30 years,

4 Simon Springer, “Violent Neoliberalism in the Occupied Palestinian Territories,” Geoforum 58 (2015): 78-85,
https://doi.org/10.1016/j.geoforum.2014.10.007.

4% Mandy Turner, “Creating ‘Partners for Peace’: The Palestinian Authority and the International Statebuilding
Agenda,” Journal of  Intervention and Statebuilding 5, no. 1 (2011): 1-23,
https://doi.org/10.1080/17502977.2011.545815.

4 World Bank, Economic Monitoring Report to the Ad Hoc Liaison Committee (Washington, DC: World Bank, 2020).

4 Layth Awwad and Yousef Zidan, “Public Financial Management Reform in the West Bank and Gaza:
Achievements and Challenges,” International Journal of Public Administration 44, no. 6 (2021): 491-501,
https://doi.org/10.1080/01900692.2020.1741615.

4 World Bank, Enhancing Tax Revenue Performance in the Palestinian Territories (Washington, DC: World Bank,
2019).
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hindering Palestine’s economic diversification. Samhouri® contends that unless the current
arrangement is renegotiated from the Palestinian side, it will continue to reproduce
structural dependency. Fraihat’® points out that the “economic disengagement plan”
announced by the Palestinian Authority (PA) in 2019 is unrealistic as long as the Paris

Protocol remains in effect, serving merely as a form of political symbo,

but a matter intrinsically linked to the restriction o i exclusion of the
ny, and the structural
inequalities of the international system. Postcol@Ri finance approaches offer a
' re for conceptualizing this
reality. Ensuring fiscal sovereignty reqgli C inistrative reforms but also a

critical reassessment of structural d thening of political representation,

3. Research Design and Fin
3.1. Methodology

a sovereign budgetary regime, and through which structural

pisms is this sovereignty constrained?

design, following the document analysis and thematic content analysis techniques as
described by Bowen (2009) and Miles, Huberman & Saldafia (2014). This design was

selected because it allows for the systematic interpretation of institutional, legal, and fiscal

52 Mazen Samhouri, “The Paris Protocol: Achievements, Challenges, and Future Directions” (Working Paper
Series 2016/06, Palestine Economic Policy Research Institute [MAS], 2016).

5 Ibrahim Fraihat, “Palestinian Authority’s Economic Disengagement Plan: Between Rhetoric and Reality,”
Contemporary Arab Affairs 15, no. 1 (2022): 102-20, https://doi.org/10.1525/caa.2022.15.1.102.

5 Rex Brynen, A Very Political Economy: Peacebuilding and Foreign Aid in the West Bank and Gaza (Washington,
DC: United States Institute of Peace Press, 2000).

% Toufic Haddad, Palestine Ltd.: Neoliberalism and Nationalism in the Occupied Territory (London: I.B. Tauris, 2016).

5 IMF, West Bank and Gaza: Report to the Ad Hoc Liaison Committee, Country Report No. 2023/146 (Washington,
DC: International Monetary Fund, 2023).

57 Al-Shabaka, “Economic Liberation for Palestine: Policy Alternatives to the Paris Protocol” (Ramallah: Al-
Shabaka, 2023), https://al-shabaka.org/briefs/economic-liberation-for-palestine/.
M. Al Asadi, “Financing Recovery in Conflict-Affected Countries: Essays on Fiscal Sustainability and
Economic Recovery with Evidence from Iraq and Palestine” (PhD diss., Ruhr-Universitat Bochum, 2021),
https://hss-opus.ub.ruhr-uni-bochum.de/opus4/frontdoor/deliver/index/docld/8106/file/diss.pdf
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documents that are not quantifiable through statistical methods, but that reveal power
relations and governance patterns. A qualitative approach was preferred over quantitative
methods because the phenomenon under investigation —fiscal sovereignty under external
control—cannot be adequately captured through numerical indicators alone. The
qualitative framework enables the exploration of meaning, context, and structure within

fiscal and political documents.
The data set consists of primary and secondary documents, including;:

e Foundational agreements such as the 1993 Oslo Accords and the 1994 Paris Economic

Protocol,

e Annual budget and fiscal reports of the Palestinian Ministry of Fjij@mce (2018-2023),
e IMF, World Bank, and UNCTAD fiscal monitoring reports,
e DPolicy briefs by regional think-tanks such as Al-Shabaka and MAS

These documents were selected through purposive sampling, focysing

& and

d b

document was examined and coded under five maj me tified inductively:

directly reflect fiscal governance mechanisms, dependency strug

processes.

The analysis followed a thematic coding process su analysis. Each

1. Dependence on clearance revenues,
2. The fragile role of foreign aid in thedaudg
3. Limited tax capacity,

4. Fiscal leakages under the

The thematic analysis was egcriptive graphical summaries of fiscal data

(tax ratios, aid depejsle ounts), allowing for triangulation between

alitative, document-based analysis
aris Protocol, Oslo Accords, IMF, WB, UNCTAD, PA reports

Analysis Thematic coding under five fiscal sovereignty dimensions

Data Sources

Output Identification of structural dependencies constraining fiscal autonomy

As illustrated in Table 1, the study relies on qualitative document analysis supported by
thematic categorization. This approach allows the identification of recurring fiscal
dependency patterns and the evaluation of Palestine’s fiscal sovereignty through both

structural and institutional indicators.

3.2. Data Limitations
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It should be noted that the availability of consistent and comparable fiscal data for Palestine
is limited, particularly for the years prior to 2015. For this reason, the visual analyses and
quantitative illustrations presented in this study primarily cover the 2015-2023 period,
which represents the most complete and harmonized dataset accessible through the
Palestinian Ministry of Finance, IMF, and World Bank. Earlier fiscal patterns (2000-2014),
however, were incorporated into the textual discussion based on historical data reported
by UNCTAD (2020) and Arnon (2015), ensuring that long-term structural trends were not
overlooked. This limitation reflects the broader data accessibility challenges inherent to
occupied or semi-sovereign economies and does not undermine the analytical validity of

the study’s findings.

3.3. Examined Documents

The analysis was conducted on a selected set of documents that directl the fiscal

governance and sovereignty constraints of the Palestinian Authority (PA

— The 1994 Paris Economic Protocol and the 1993 Oslo Accords, i N and

economic framework;
— The annual budget reports of the Palestinian Ministr inaN@e (2018-2023);

NCTAD;

— Fiscal monitoring and evaluation reports by the IMF,

These documents were chosen because they repr imary sources of fiscal data

and institutional reflections of externa were classified thematically

4. Research Findings

This section presents a i ation of qualitative document analyses and

quantitative graphical to reveal the multidimensional and structural

interpreted@@mnparatively. The findings of the study demonstrate that the constraints on

fiscal sovereig n Palestinian public finance are concentrated under five main themes.

First, the high’dependence on clearance revenues results in a substantial portion of fiscal
income being collected through mechanisms controlled by Israel, effectively suspending
the practical exercise of Palestinian fiscal sovereignty. Second, the structural role of foreign
aid in the budget renders the Palestinian Authority’s fiscal planning fragile and
institutionalizes the financial tutelage of international actors. Third, limited tax capacity
and the unequal distribution of revenues constitute major obstacles to building a self-
reliant fiscal structure based on domestic resources. Fourth, tax leakages arising from the
Paris Protocol —especially losses at border crossings and in import transactions —illustrate

the severe annual revenue losses suffered by the Palestinian treasury. Finally, the lack of
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sustainability despite reform efforts indicates that structural dependencies and external
constraints persist, even in the face of technical improvements. The findings under these
five dimensions demonstrate that the issue of fiscal sovereignty must be addressed not
only from an economic perspective, but also in terms of institutional, legal, and political
dimensions. The data and analyses employed throughout the study clearly contribute to
this comprehensive framework.

5. High Dependence on Clearance Revenues: A Fundamental Weakness in Sovereignty
Clearance revenues hold a central place in the fiscal architecture of the Palestinian
Authority (PA). Under this system, Israel collects import duties, Value Added Tax (VAT),

d transfers the

and income taxes from Palestinian laborers at its border crossing

remaining amount to the PA after deducting a 3% commission. Althougglis mechanism

is formally defined within the framework of the Paris Protocol, in pract gsults in a

significant degree of fiscal control being retained by Israel.

Importent Note: Due to data availability, the figure cover

fiscal system. Earlier patterns (2000-2014) are discuss
(2020) and Arnon (2015).

The chart in the figure below illustrates the share

budget between 2015 and 2023:
Figure 1: Share of Clearance Revenlﬂhe stinj@h Authority Budget (%)
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Source: UNCTV); IMF (2022); Palestinian Ministry of Finance (2023); Al-Shabaka (2023). (Compiled by
the authors based#n IMF, World Bank, and Palestinian Ministry of Finance data; coverage limited to 2015-2023
due to data availability.)

An examination of the data reveals the following:

e In2017, clearance revenues accounted for 66% of the PA’s total revenues. This ratio

remained at approximately 65% in 2023.

e Despite periodic fluctuations, the overall trend indicates that at least two-thirds of
the Palestinian budget has consistently been financed through this channel.
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This situation represents a serious structural vulnerability in terms of fiscal autonomy. The
fact that the highest-yielding tax categories in Palestine—VAT, import duties, and labor
income taxes—are collected by another state is not merely an administrative weakness but
constitutes a direct transfer of sovereign fiscal authority. Moreover, the disruption of
revenue flows during periods of political tension (e.g., in 2006, 2011, and 2019) underscores
the fragility of this arrangement.

According to analysis by the Al-Shabaka think tank, this system is characterized as a

"controlled revenue mechanism" that, rather than institutionalizingaPalestine’s fiscal

independence, reinforces a perpetual regime of external dependency! gugh the Paris
Protocol was initially intended to be a temporary arrangement, it is now ya argued to

have evolved into a permanent constraint on Palestinian sovereignty.

Moreover, reports by UNCTAD and the IMF highlight that this sy ms
of transparency, has weakened accountability, and has de fiscal
planning in Palestine. For instance, the IMF* has r bt delaydl and arbitrary

deductions in clearance revenue transfers have had a

pay public sector salaries and deliver essential servj

aid flows and their pressure on the
illustrates the share of foreign aid in
2010 and 2023. The trend highlig

framework and the vulner@bki

Figure 2: Share of Foreign Aid in the Palestinian Authority Budget (%)

% Al-Shabaka, “Long Overdue: Alternatives to the Paris Protocol,” Policy Brief (Ramallah: Al-Shabaka, 2022).
5 IMF, West Bank and Gaza: Selected Issues Paper (Washington, DC: International Monetary Fund, 2023),
https://www.imf.org.
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Share of Aid in Budget (%)

1 ™ © %
N N S S
W » W »

Year

Source: Palestine Monetary Authority (PMA, 2022); IMF (2023);
(Compiled by the authors based on IMF, World Bank, and Palestinian Ministry of Ei
to 20152023 due to data availability.)

The data presented in the figure show that, between 20 of foreign aid
in the Palestinian Authority’s (PA) budget fluctuated

that aid has become a structural rather than a temp of financing. These ratios

%, indicating

expenditures, salary payments, and developmen j re largely financed through

e. Shifts in donor countries'

fiscal capacity efore, the figure should not merely be interpreted as a trend line, but

as a concrete ifdicator of external intervention and economic vulnerability in Palestine’s
fiscal structure.

5.1. Tax Capacity: Narrow Base, Asymmetric Distribution

One of the most critical aspects of the Palestinian Authority’s fiscal sovereignty problem is
the limited capacity for domestic tax collection. While the majority of revenues are obtained
through external channels, local tax revenues remain significantly constrained due to both
structural weaknesses in the economy and institutional deficiencies. This section presents
graphical analyses of the tax-to-GDP ratio and the distribution between domestic and

external sources, making the structural vulnerabilities to fiscal independence in Palestine
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visibly quantifiable. In particular, the persistently low share of domestic revenues is not
only a reflection of underutilized economic potential, but also of external control over
borders, customs regimes, and trade flows, which are largely governed by another state.
The following figure strikingly illustrates the issue of limited tax capacity through key

fiscal indicators:

Figure 3: Tax Revenues as a Share of GDP and Their Distribution (2023)

=
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o
T

Share of GDP (%)
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-‘-Ota\ Ta nce P\e\[en Domesf‘c Ta

-
Source:. (Compiled by the authors based on IMF, World Bank, and Pllestinian Ministry of Finance data;
coverage limited to 2015-2023 due to data availabilit

According to ag#2019 World Bank report, there is a VAT gap equivalent to 9% of GDP,
representing the difference between declared and collected amounts. Thus, the figure
illustrates not only a limited revenue collection capacity, but also deeper institutional
challenges in establishing and enforcing a sustainable tax base. Without addressing these
structural dependencies, domestic reforms alone are likely to have limited impact on
enhancing fiscal sovereignty.

5.2. The Paris Protocol and Structural Tax Leakages

One of the most significant factors structurally undermining Palestine’s fiscal sovereignty
is the tax leakages directly caused by the Paris Protocol. Under this agreement, Israel

controls the customs procedures and taxation of goods entering Palestine, and in many
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cases, the revenues that should be transferred to the PA are either not delivered or
transferred incompletely. These leakages—arising from border crossing fees, import
commissions, indirect taxes, and especially unreported trade through Gaza —represent not
merely a technical loss of revenue, but a diminution of sovereign authority. The following
figure displays the estimated annual tax leakages between 2011 and 2023, revealing how

these systematic losses have become chronic:
Figure 4: Annual Tax Leakages Attributable to the Paris Protocol (Million USD)
3301

3201
310t

300

Estimated Loss ($ million)

2901

2012 2014 2016 2018 2020 2022

Year
F (ZMCTAD (2020), and the

The data presented in the figure show that hidll amounted to approximately
310 million USD in 2011, increased to ar i D by 2023. This rise indicates

Source: Compiled by the authors based on data fx

Palestinian Ministry of Finance.

that such leakages are not merely oq@@®i ecome an institutionalized form of
fiscal loss over time. The ses include border crossing fees at the
Allenby Bridge, commissi rom import taxes, and the misreporting of goods
entering Gaza through vafi ding to IMF (2023) estimates, these annual
leakages correspond i .8% of Palestine’s GDP —an amount that, in many

low-income countri sufficient to fully fund national healthcare or education
(2020) estimates that the total fiscal loss caused by the
17 amounted to 47.7 billion USD, of which 6.6 billion USD
be noyr-transfer of public revenues to the PA. These figures reflect not
nibalance, but clear evidence that Palestine’s fiscal sovereignty is
being syste ]y constrained by an external actor, thereby directly undermining the
development offState capacity. Thus, the figure clearly illustrates the inequity of the Paris
Protocol’s revenue-sharing mechanism and shows that hundreds of millions of dollars are

diverted from the Palestinian treasury annually at the discretion of another state.

5.3. Tax Reforms and Structural Unsustainability

In recent years, the Palestinian Authority (PA) has initiated a series of structural reforms
aimed at enhancing fiscal sovereignty and increasing domestic tax revenues. These efforts
have included the expansion of the e-VAT system, the establishment of digital tax
declaration platforms, the implementation of anti-smuggling measures, and the
strengthening of audit capacities. Despite these reform initiatives, structural problems in

the tax system persist. The discrepancy between declared and collected amounts,
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particularly in indirect taxes such as VAT, indicates that the PA’s full tax capacity remains
underutilized. The figure below illustrates the VAT collection gap as a percentage of GDP
for the period 2015-2023, highlighting the ongoing systemic weaknesses in the tax system

despite the reforms.

Figure 5: VAT Collection Gap as a Percentage of GDP (%)
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Source: Compiled by the authors based on data from rld (2Q19), IMF (2022), and the

Palestinian Ministry of Finance.

According to the data presented in the figure, the \@AT collegljon gap, which stood at 7.2%
ned at 8.4% as of 2023. These

stem not only from the informal

political constraints. The
evasion, but also to factor

transmission of impgQ

are insuffi§ without sovereignty, and that tax reforms must be understood and

designed in cofg@fiction with political independence.
Conclusion
This study demonstrates that fiscal sovereignty in Palestine represents not merely a
technical matter of budgetary management but a broader structural condition embedded
within asymmetric political and economic power relations. Through qualitative document
analysis and thematic evaluation of fiscal data, the research has revealed that the
Palestinian Authority’s (PA) capacity for independent fiscal governance remains severely
constrained by external mechanisms of control established through the 1994 Paris

Economic Protocol and subsequent aid-dependent financial arrangements.

6 IMF, Staff Concludes Visit to the West Bank and Gaza (Washington, DC: International Monetary Fund, 2022).
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The findings show that approximately two-thirds of the PA’s revenues derive from
clearance revenues collected and transferred by Israel, while around half of total public
expenditures are financed through politically conditioned foreign aid. This dual
dependency—on both Israel and international donors—has institutionalized a fiscal
guardianship regime that undermines the principles of sovereignty, accountability, and
transparency. In practice, this regime transforms fiscal policy into an externally regulated
process, limiting the PA’s ability to plan, collect, and allocate resources according to

domestic priorities.

The analysis further reveals that tax capacity in Palestine remains extremely limited, with

lhe combination of

domestic collections covering less than one-third of total revenues.
weak administrative capacity, large informal sectors, and structural bagiers at border
crossings prevents the development of an autonomous fiscal base. Moreo onic fiscal
leakages under the Paris Protocol —estimated at over 300 million

exacerbate the fragility of the budget and highlight the direct fisca

postcolonial analytical framework, emphasizing that cal confitol reproduces
historical forms of domination under new institutiona
sovereignty becomes both an economic and iti esfion—central to self-

determination, representation, and development.

Palestinian control over customs, : hde policies. Second, foreign aid
mechanisms should be redesigne ioritie 1tttional capacity building over short-
term liquidity support an onditionalities. Third, domestic reforms
must focus on strengthe isjration, broadening the revenue base, and

combating fiscal leak ation and transparency.

ithout substantive structural reform and genuine

not only technical adjustments, but a comprehensive and multidimensional structural
transformation. Such a transformation necessitates a fundamental reassessment of the
existing fiscal regime and a concerted effort to strengthen internal capacity in a way that
reduces external dependency. Accordingly, the following recommendations are presented

under five main axes.

First, a structural revision of the Paris Protocol is essential. The current customs union
regime restricts Palestine’s authority over its taxation and trade policies, leaving the
majority of indirect tax collection under Israeli control. This protocol must either be

restructured on an equitable basis or replaced with a free trade arrangement that reduces
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the existing bilateral asymmetrical dependency. In this context, it is imperative that
Palestine gains the authority to set its own customs tariffs, manage the flow of goods, and

exercise control at border crossings.

Second, the foreign aid mechanisms must be redefined. Rather than merely addressing
short-term financing needs, aid should be reoriented toward strengthening institutional
capacity and developing tax collection infrastructure. To achieve this, aid must be freed
from conditionality, political interference, and donor-driven priorities. Instead, it should
be delivered through transparent, multilateral, and accountable frameworks. Foreign aid
should function not only as a financial tool, but also as a means of supporting Palestine’s

right to build its own fiscal system.

Third, the scope and impact of tax reforms must be expanded. Reforms s as digital tax
declaration systems, e-VAT implementation, and anti-smuggling ges have
contributed to greater administrative efficiency. However, for these refos

they must be accompanied by:
e acomprehensive review of tax exemptions,
e adetermined effort to combat the informal eco
e the institutional strengthening of auditing and en

Moreover, the tax base should be diversified beyoffd trade-rela es to include sources

such as rental income, wealth, and investment ret@kns.

Fourth, Palestine’s authority over its b@fd monetary policies must be

gradually expanded. Fiscal soverei ed to tax collection; it also entails the
ability to manage currency, regul
the PA to exercise long- i omic planning, the existing technical

coordination mechanisms 1d be reformed, and new structures established

Finally, the support tratg i ational organizations and donor countries should
fiscal objectives, but on principles of sovereignty-based

8t align with frameworks that safeguard not only technical

an actors in decision-making processes. A sustainable fiscal

system dep not only on internal balance, but also on the fair and equitable design of
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