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institutions constitute the lion’s share of the income tax of companies,
while taking into consideration that service and telecommunications
companies and financial institutions rarely deal with clearance taxes
and customs declarations. In other words, the fiscal policies can
lead to a reduction or exemption from the income tax regardless of
the service and telecommunications companies and the financial
institutions based on the above-mentioned weights of the income tax
from the tax revenues (does not exceed 1 to 3 %); which will lead to a
small decrease in the current revenues. However, a positive impact is
seen in the fact that this policy leads to financial and moral benefits
to citizens and it gives the opportunity to the Palestinian Authority
(through its tax administration) to adopt the necessary procedure to
formulate policies for combating tax evasion; namely the hiding of tax
clearance invoices resulting from trading activities. The income tax
exemptions are considered a promotional plan to help in declaring
these invoices, thus leading to 20 to 35% as revenues in the General
Treasury of the Palestinian Authority without any increase in the tax
burden on consumers (citizens).

The study also shows the importance of formulating tax policies
related to the amendment of the Income Tax Law and which include
granting exemptions to certain sectors such as Agricultural sector
with its various types and the incentives Industrial Production sector.
Otherwise, these policies can decrease the tax rates in order to reduce
the prices of services provided to citizens and enhance the productivity
of the agricultural and industrial sectors, as well as expanding the scope
of the first income tax bracket, increasing the annual exemptions, and
increasing the percentage of income tax deductions from the higher
tax bracket.



state’s main challenge during the administration of its fiscal policies
is to tackle the negative effects of the increasing rates of tax evasion.
This is especially true when there are no serious policies to confront
tax evasion, thus having a negative effect on committed taxpayers who
will also feel encouraged to commit tax evasion; thus increasing the
general rate of tax evasion among the different citizens of the state.

The dependence on indirect taxes (which are also called “blind taxes”
because they are imposed on the final consumer and the tax burden
is carried by the consumer (citizen) without taking into consideration
his/her social and economic situation) makes the tax evaders the final
beneficiaries. Therefore, the state and policy makers must adopt a
policy which alleviates the tax burden carried by Palestinian citizens
by monitoring the persons in charge of collecting indirect taxes in
order to ensure the correct supply of funds to the state treasury.
Due to the inability to amend the indirect tax laws following the
Paris Economic Protocol and the conventions which were signed
with Israel, it is important to adopt policies which decrease the tax
burden of the direct taxes. The study showed that the highest rates
of tax avoidance and evasion are in the indirect taxes which are paid
by the final consumer (the citizen) and are not paid by some parties
which conceal and hide these amounts from the state in order to avoid
paying direct taxes. This is especially true in the case of the income
tax which constitutes an average of 9% of tax revenues and 8.1% of the
overall general revenues.

If we look at the 9% of direct taxes, it can be seen that the average
rate of income tax deductions in 2013-2017 was 30.8% of the 9%
(overall income tax from the tax revenues). This is equivalent to
2.77% of tax revenues, whereas the income tax rate on individuals
was 7.8% of the overall income tax, i.e. a rate of 0.7% of tax revenues.
The results of the study also showed that the percentage of income
tax on companies was 61.4% of the overall income tax; which is
equivalent to 5.53% of tax revenues. Service companies and financial

5



The achievement of economic development is a key objective which
requires that state bodies would use the fiscal policy in the best
manner. This is because the fiscal policy has clear and direct effects
on the rate of economic growth. The tax policy is one of the main
pillars of fiscal policies and it contributes in achieving the objectives
of economic development. There are also the effects of social policies
which are related to the achievement of social justice in terms of the
distribution of income and wealth among individuals and responding
to economic crises.

The role of the tax system is particularly seen through its contribution
in raising the level of tax revenues; thus affecting the different economic
variables such as savings, consumption, investments and employment
rates. These factors are interrelated positively or negatively depending
on the role of these factors in achieving the recovery and development
of the national economy.

The results of this study show that the tax revenues constitute 90%
of governmental revenues. It was also seen that the indirect taxes
constitute 90% of the tax revenues; which means that the Palestinian
state’s general budget has (approximately) 81% reliance on indirect tax
revenues. Also, the different studies related to tax policies in Palestine
agree in that the rate of tax evasion is at least 35%; which means that if
there was no tax evasion from indirect taxes, the indirect tax revenues
would have been 9.5% more than the required revenues in the budget.
Therefore, during the administration of fiscal policies, it is important
to adopt the policies which lead to tax commitment and the prevention
of tax evasion.

The study also showed that tax evasion is a key factor in the disruption
of efforts which aim to achieve tax justice because of its crucial role in
increasing the levels of the tax burden among citizens; and especially
among the most committed taxpayers. This means that there is a
direct correlation between tax evasion and the tax burden. Hence, the
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