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able to open a complete bank account ,ask for

a loan or a credit card, and you will receive it in
your mailbox. Moreover, itis available all the time
and all days of the week through identification
techniques, some are secret numbers, electronic
signatures and facial identification.

Although operating banks in Palestine aspire to
improve competency, reduce expenditure and
apply new services, quickly and flexibly on one
hand, and increase its market share on the other
hand; Digital Transformation challenges the
smart use of technology and its effect on daily
activities. One of the most important factors in
defining the future is the operating Palestinian
banks’ intelligence in building, managing and

using technology and techniques

One of the challenges that operating banks in
Palestine face is Digitizing banking operations,
which makes it imperative for banks to invest
Transformation

in Digital beginning with

using interactive language and discovering

new methods in order to communicate with

clients. The failure of keeping up with Digital
Transformation is the reason why giant companies
such as Kodak and Nokia have disappeared.
Since Covid-19 pandemic, the need for Digital
Transformation became more urgent, which
imposed many obstacles on the banking sector

globally and locally.

Latest developments have enforced banks to
keep up updated with the latest technology in its
banking operations, to be more flexible and faster
in their workand. Also in its ability in predicting and
managing the future. Banks with these acquired
features will be able to invent and integrate
quickly, in order to achieve aspiring results and

march towards success.

Business and Corporate Relationship

Manager- Bank of Jordan. *
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Article

The Digital Transformation in
The Palestinian Banking Sector

Yazan Darwish*

In the age of technology and technicalities,
Digital Transformation is considered one of
the most important fundamental challenges
that operating banks face in the Palestinian
banking sector; for its crucial effect in
maintaining current clients’ loyalty and gaining
new ones on one hand, while keeping up with
the new march of a generation who grew up
in the arms of smart application and social
media on the other hand.

The rapid development, the increased
information quantity, and the spread of
communication technology, globally and
locally, resulted in localizing international
trade. For example, travelling to Mars became
similar to taking a trip to Baghdad. Moreover,
smart applications have spread all over work
aspects and levels indispensably; achieving
progress and performing work effectively
and efficiently. However, the risks and
chances which accompany this technological
development cannot be hidden.

Since the journey of the Digital Transformation
is strategical, the Palestinian banks, alike global
banks, are racing to establish a plan, which
require years to execute and adjust in relation
to all banking operations. By transitioning
quickly today, many great benefits shall be

accomplished tomorrow in moving forward
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with the global transformation in economics and
people’s luxury. Also, banks leading this digital
revolution will gain more trust and respect from
clients, in addition to an increase in flexibility and
speed while performing banking operations.
«Digital Transformation» is deemed as a critical
frame for successful banking operations, reforming
the way clients interact and communicate with
their bank based on available technicalities without
visiting the nearest bank’s branch. That is easily
discovered through asking college students, even
high school students, how do they choose which
bank to deal with? Most answers are “ones they
don’t need to visit often”. Therefore, banks must
reconsider more advanced methods in offering
banking services.

A comparison between the Palestinian banking
sector and countries with developed economy,
even emerging economy ones, can identify the
Digital Transformation’s level in Palestinian banks.
In a developed country, via an application, without

needing to visit a specific bank’s branch, you are
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Authorizing electronic

payment companies aims

to expand financial services

and reduce usingcash

What is the impact of the electronic
payment companies authorized by the
Monetary Authority on the national
strategy for financial inclusion on the

one hand, and the banking system on the

other hand?

The authorizing of payment services companies
comes from the PMA'’s strategic interest in
shifting towards electronic means of payment
and financial technology, as they are the most
effective solutions in facing political, financial, or
health obstacles such as those that passes us
these days, and it is imperative that we reduce
dealing in cash currency on the one hand, and
proceed to strengthen the use of electronic
means to implement financial transactions as
a main tool to enhance financial inclusion, and
the transition to a cashless economy on the
other hand. Therefore, authorizing payment
services companies and providing electronic
payment methods will contribute effectively
to the distribution of financial services to wider
segments of society in a faster and more efficient
manner, at a lower cost, meanwhile increasing
the access to financial services for groups that

are not financially included.
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The payment companies will contribute
significantly to compensate the banks ’deficiency
to reach all categories of clients and will
complement the technological infrastructure of
the banks in providing their financial services by
offering electronic wallet service, prepaid cards,
money transfer, payment of bills, shipping and
withdrawal of money from the network of clients
scattered in the country.

In addition to the banks’ support services
represented in paying bills by linking the clients»
system of companies and services related to
issuing, managing and hosting cards issued by

banks.

The Monetary Authority

allowed banks to invest in
growing Palestinian companies
and projects that their aim is
stimulating agriculture, alternative

energy and technology sectors.




compared to 17% in 2019, which mainly resulted
from the clearance crisis with the Israeli side, the
decrease in the size of aid and external support,
and the high governmental expenses to face the
repercussions of the Covid-19 pandemic, but
the government>s debt is still within the limits of
being able to handle its risks, and it didn’t affect
the banks ‘continued role in funding vital sectors
and clients, as for the granted funds to the
governmental sector’s employees, which formed
up to 17% of the total funds in 2020 compared to
18% in 2019.

The Electronic Clearing System
Since the beginning of the year, the PMA
started
Clearing System. What is your evaluation

implementing the Electronic
of the mechanism of working with this
system during this stage?

The launch of this comes from the PMA’s effort to
develop the infrastructure of the banking system
by introducing updated new financial services ,
and moving to an advanced and safe electronic
working environment that keeps pace with the
latest global banking developments in the field
of payment and settlement systems, and in a

way that contributes to increasing the speed

of money turnover in the local economy. Also,
reducing floating cash and increasing the trust in
the check as a fulfillment tool.

The launch of the Clearing system during this
stage is harmonized with the global trend to
reduce daily and direct friction between citizens.
Automating the work environment of check-
clearing systems and banks, including direct
entry in accounts and electronic return, will
contribute to stopping the manual exchange of
check assets through clearance sessions, and
replacing them with the exchange of images and
checks data through the communication lines that
connect banks to the clearance electronic center,
which will also enhance the ability to face all the
problems facing the clearance process in cases
of lockdowns and interruption of communication

between the various governorates of the country

It is emphasized that the percentage of bounced
checks isn’t related in any way to the clearance
system, whether it is electronic or manual, but
it is related to the existence of a balance in the
client’'s account or not, and from here the citizens
who issue checks must ensure that the value of
the check is available in their account before the
due date by one day, especially as the process

has become automated for them.

dplaall
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economic implication through the consumption
channel, however it will short termed and won’t
leave an important essence in the local economy
structure, thus caused by the Palestinian
economic specification, directing credit towards
developmental projects and productive sectors
will gain its value and importance, especially
regarding its big influence on the sustainable
economic developmental case compared to
facilities granted to consumption and trade
during the clear structural imbalance in the
economic structure favoring trade and service
sectors on productive and developmental
sectors. The expected economic revenues in
result of the increased consumption based on
credit facilities, a big sum of it will be arranged for
the states considered the source of imports and
the Palestinian economy will lose many benefits.
The share of the granted credit facilities to the
three vital development activities; agriculture,
industry and tourism, from the credit facilities total
is relatively low which is lower than 8% during the
last five years, in contrast to constructions, trade
and services sectors share which increased by
73%, and the services sector seized on the big
share of average 30%, after it the constructions
and real state sectors of average 21%, preceded
by the trade sector of 17%. This distribution
harmonizes these sectors’ contribution in the
local gross to some level, were a major change
struck the Palestinian economic combination’s
structure since 1994 in favor of trade, service
and construction sectors on the other productive

sectors.

The unprecedented current situation of the
Palestinian economy calls for a necessary need

to unite all efforts to seek in ways and means to
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revive the economy and bring it back to the right
track of growth and development. And that calls
for major focusing on developmental sectors and

activities in the economy more than ever.

Amongst PMA vision and strategies in enhancing
banks role in the sustainable economic

development through investing in growing
projects and companies which contribute in the
economic growth, creating new job opportunities,
encouraging invention, innovation and pilot
projects, the PMA decided to allow banks in a
Palestinian start-up company its aim to practice
agriculture and livestock production activities or
information technology which support innovation
and invention, an amount of money will be spared
equal to the bank’s contribution in the company
from supervised deposits for mandatory standby

requirements.

It is must be noted that the banking sector
possesses a high financial solvency and solidity,
a high liquidity and capital adequacy ratios that
enables it to face risks without affecting its vital
role performance and continue granting funds in
times of crisis, despite the increase in the granted
facilities to the government, which was about
22% of the total funds at the end of year 2020

© 2
Over last vyear, the
granted facilities to the
government have been

constituted about 22%
of total facilities.




Since the early beginnings of Covid-19
pandemic spread in Palestine and what
followed it of declaring emergency state more
than once, a conviction has developed in the
PMA in the importance of adopting a set of
exceptional and anticipatory procedures and
steps, guarantying the safety and persistence
of working institutions supervised and directly
managed by the authority, also its continuation
in providing different financial services for
the citizens on one hand, and reducing the
damages inflicted on the citizens and on the
business sector generally, on the other hand
supporting different economic activities and

sectors, also preserving its continuity.

For this purpose, PMA has issued a series
of instructions to support economic liquidity
and providing additional ones to face any
urgent commitments; includes supporting
banks’ need of liquidity, payment of overdue
loans, managing the circulation of checks and
guiding the credit of productive and working
projects in the health department. In addition
to bringing extra liquidity to Gaza Strip, helping
in providing funding requirements for both
private and public sector equally, to support

economic activity.

Facilities granted to the
governmental sector’s
employees have
constituted about
of total facilities.

17%

Furthermore, with launching the viability program,
the PMA have intervened directly for the first time
through using one of the financial policy’s tools to
provide extra liquidity in the market to stimulate
the economy, for it represents the program’s main
aim in providing extra funding and liquidity worth
of 300 million dollars. In addition to the amount of
25 million dollars offered by the government for
damaged medium and small businesses from the
pandemic especially ones run by women with easy
manageable conditions that don’t pass 3% (the
lowest loaning expense in Palestine) and during a
period that could reach up to 12 months and up to

24 months for tourists’ facilities

The motivation of developmental
sectors’ policy

Some people consider that during the last
years the credit facilities were directed
to consumption purposes more than
contributing it in developmental projects.
what is your review on the credit facilities
distribution and what is the Monetary
Authority’s next plan?

It is expected that the credit facilities would
have positive economic implications regardless
of whether its consumption or developmental,
however, it is also expected that the size, depth
and time frame of these implications will be grander
if given to productive and developmental purposes
compared with personal and consumption ones.
The first type will have a sustainable implication in
economy in terms of job creation and contribution
in offering new , also it improves tax receipts and
minimizes trade balance deficit, in a way or another
it contributes in reducing instability in goods and
services prices in local market to some point. The

second type in return, holds an immediate direct
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Numbers Talk

Some people believe that the banking
sector has benefited from Covid-19
pandemic concerning restructuring
loans of well over due installments
through the emergency period and
enforce fees on the restructuring, also
enforce fees on bounced checks which
are still increasing in few months. Do
numbers show that banks truly have

benefited from this pandemic?

| believe that is a crucial question, especially
that the adopted procedures in facing the
economic effects of the pandemic have been
welcomed and criticized in the same time. |
can state that the instructions of PMA, most
them, have contributed in reducing the two
crises; Covid-19 and the Clearance effects.
banks in Palestine, like others, have been
undoubtedly affected by the pandemic. The
most obvious proof of that is the highly declined
banks’ profits, and it is worth mentioning that
the PMA’s instructions, especially delaying

loans installments, have affected badly on

the Islamic banks specifically. Moreover, the

financial banks’ data show that some indicators
of the banking sector’'s performance have been
decreased in 2020, especially the ones related to
profits which have decreased by 35% compared to
last year, as did the fee income and commissions
by 10.9%. the revenues of the assets’ ratio have
reached 0.86% and the revenues of property rights
have reached 9.41% compared to 1.25% and
12.84% subsequently in 2019

Exceptional Instructions to
support liquidity.

What is banking sector’s interventions
effect on providing liquidity to the economy
during the pandemic?

Although the PMA limited ability ( following working
banks in Palestine) in intervention, compared
to what have other several central banks did, in
the nonexistence of national currency and the
unavailable financial policy, the series of adopted
procedures have undoubtably reduced the effects
of these two crises on governmental level and
financial sector’s institutions supervised and
managed by the Monetary Authority, also on level
of activities, different economic sectors and the

citizens




Crises Adaptation

In year 2020, the banking sector went
through a lot of pressure because of the
Covid-19 pandemic and the Clearance
revenue crisis. How was the sector able to
somehow overcome the crisis? and what

is its effect on the banking sector?

Over the last years, the Palestinian economy
was exposed to several economic crises as
a result of the economic relationship with the
other side. However, Covid-19 pandemic hit the
Palestinian economy differently because of its
timing with the 2020 Clearance revenues’ crisis.
Because of these crises, several economic and
social indicators faced fluctuation and volatility.
Since the banking sector is a component of the
Palestinian economic organization, affects it and
effected by it, the sector wasn’t immune to these

crises’ repercussions.

In the last two years, the challenges we went
through taught us that the Palestinian economy
in general, and the banking sector specifically,
are more than capable of adapting with a tough
political and economic reality. The banking sector
is more than capable of dealing with the crises,
adapting and overcoming it based on experience.
Although, the banks’ profits decreased massively,
the public deposits witnessed a growth which
asserts the growing trust in the Palestinian
banking sector. In this context, primarily results of
the banking sector’s performance in 2020 indicate
that many of its accomplished vital indicators of the
growth levels are almost equal to what it was last
year, also that applies to the assets. Moreover, it
could have been even better than previous levels

as the case of clients’ deposits and facilities. That

The banking sector saved
300 million dollars
as one of the monetary
intervention’s tools to
stimulate economy and
support small businesses.

demonstrates the increased trust given by the
customers of this sector, starting from their belief
that it is safe and secure, working according
the best criteria and international practices.
From here, | would like to thank the board and
executive management of the Palestinian banks
for their effort in facing these series of economic
crises, for PMA has presented wisdom and
high professionalism in dealing with political,

economic and health challenges.

| would also like to thank the banks for their
offered financial contributions to face Covid-19
pandemic through Waqfet Ezz support fund or
through the Ministry of Health efforts in facing

the pandemic

~
The government’s debt

*

and its repercussions are

still manageable

o
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Interview Article

Melhem stated:

numbers prove that the
banking system hasn’t
benefited anything from the
Covid-19 pandemic and the
clearance revenue crisis

o J

The Monetary Authority’s governor confirmed to Banks in Palestine,

that banks’ profits decreased by 35% compared to 2019.

Ramallah — Banks in Palestine- after a short while of being the new Governor of the PMA, he was
faced with several urgent problems especially after the tough year the banking sector went through,
with the Covid-19 pandemic on one hand and the clearance’s revenue crisis on the other, the banking
sector has endured so much to provide the necessary cash-flow to keep active economic sectors
going and limit the negative effects of the most horrible combined crisis that almost blown away the
Palestinian economy.

Dr. Feras Melhem, the Governor of PMA, stated to “Banks in Palestine” magazine about the effects
of Covid-19 pandemic and the followed emergency procedures, in addition to its timing with the
Clearance crisis.

Melhem asserted that only numbers can identify the size of the burden caused by those two crises
on the banking sector, indicating that the profits of banks in Palestine have decreased by 35% in the
year 2020 compared to 2019. In addition, the revenues of assets ratio and property rights’ rate have
decreased, so did assets’ quality as the predicament increased. Therefore, the situation indicates that
the negative effects caused by the two crises not only hit the national economy, but it also affected

banks.

Melhem addressed many topics that included the distribution of credit facilities on the sectors; how
it's directed to serve the developmental process, also authorizing electronic payment companies. The

following is the interview’s script:
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Banking Achievements
Despite the Pandemic

The State of Palestine has been affected by the
Covid-19 pandemic similar to other countries
Since March of last year, the
Palestinian Government hastened to take a series

worldwide.

of precautionary measures, implementing medical
protocols to limit the spread of the pandemic,
which coincided with the declaration of a state of
emergency, which resulted in travel restrictions
between governorates and cities; increasing the
severity of the lockdowns, and a relatively complete
halt regarding the economic activity.

The adopted precautionary measures affected all
economic sectors, and the banking sector was
not exempt from the repercussions of this crisis.
Besides, the banking sector is already operating
in a high-risk environment, both politically and
economically.

Since the banking sector is considered one of the
main pillars of the economic system, its annual
results were negatively affected by the pandemic.
Consequently, declining its profitability rates up
to 40% in comparison to 2019. Despite this, the
banking sector succeeded in rapidly adapting
to the current situation; overcoming hardships
and attracting more customer deposits, which
recorded an approximate increase of 13%, also
increasing the number of credits granted to various
economic sectors; recording an increase of nearly
11% compared to the previous year; reflecting the
Palestinian citizen’s trust in this sector.

On the other side, , the national and social role
of the banking sector rose through community
partnership to address the repercussions and
effects on the national economy caused by the

Covid-19 pandemic. The banking sector
strived to provide the necessary liquidity for
the various economic sectors and individuals
by postponing the due installments for four
months without additional commissions or
delay commissions, contributing positively in
sustaining the economic cycle.

In terms of institutional support, the banking
sector’s contribution to the health sector has
increased over five million dollars a noticeable
increase compared to 2019, to guarantee the
stable supply of medical and health services
to the Palestinian citizen Also, supporting
other economic sectors by over three million
dollars in 2020.

This issue of «Banks in Palestine» magazine
sheds light on the effects of the Covid-19
pandemic on the national economy in general,
and the banking sector in specific through a
comprehensive interview with His Excellency
the Governor of the Palestinian Monetary
Authority. In addition to several specialized
articles that review the development of
financial technology and its use in the banking
industry, and  an informative collection of
various banking materials.

Bashar Yasin- General Director of the Banks
Association in Palestine.
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