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Abstract: The banking sector is considered one of the most important
economic sectors in any modern society, due to its vital role. This sector is a
bridge that connects economic sectors all together, through mobilization of
savings and financing the socio-economic development process.

As to the Palestinian banking sector, it has started to grow and organize in
the nineties of the past century. This sector has expanded rapidly in terms of
number of branches, size of deposits, size of capital base, size of credit
facilities and number of employees. The growth in banking activities was
accompanied with improvement in the legal and regulatory framework of
this sector, and with more effective supervisory role of the Palestinian
Monetary Authority (PMA). However, this sector is still facing many
challenges and impediments that limit its development role, i.e. political and
economic instability, high operational risk, the absence of national currency
and the dominance of foreign banks. On the other hand, the whole
Palestinian economy is almost closed to the rest of the world due to the
Israeli restrictions. These restrictions has prevented the Palestinian economy
and the banking sector from integrating or connecting with other world
economics, as evident in the very low level of foreign or indirect investment
and the high concentration of trade with or through Israel.

This low level of openness with the rest of the world economics has made
the Palestinian economy in general and the banking sector in particular less
vulnerable to world shocks & crises. This was very evident when the global
financial crisis erupted in September of 2008. This study presents evidence
on the marginal effect of this crisis on the performance and stability of the
Palestinian banking sector, and that fluctuations in the activities and
performance indicators of this sector are normal and result from local
factors.
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