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Foreword

This publication is one volume in a series of four being published
simultaneously by MAS, addressing the strategic economic implications
for the State of Palestine of the aftermath of the Israeli war against the
Gaza Strip and, indeed, all of Palestine. The conceptual framework of
the series was designed during the first stage of Israeli aggression in early
2024, in close consultation with the Palestine Liberation Organization
(PLO) Department of Economic Affairs, as a necessary set of in-depth
original economic policy research to prepare for addressing post-war
challenges and future Israeli-Palestinian economic relations. The
Institute was fortunate that a research grant from the Arab Fund for
Economic and Social Development enabled it to take on the task
systematically.

Certainly, these four studies are predicated on an assumption of a
“pathway to statechood” emerging from the ashes of the war on Gaza, as
promised by the international community early on in this long trek, and
to which it is still committed. That, in turn, assumes an Israeli partner
willing to engage in a process of enabling Palestinian self-determination
and sovereign statehood, a prospect that today, 30 years after Oslo,
appears more distant than ever. The studies were prepared in the course
of 2024 by a versatile team of Palestinian economists. Still, MAS,
following closely the genocidal war, withheld publication until a
moment when their political pertinence may be as evident and urgent to
policymakers as the subject appeared to the authors to be, even while
writing above an unknown future during the darkest moment of the
genocide.

As these studies are being published, the war has raged on brutally for
two years amidst mass starvation, killing, and pressures that risk ethnic
cleansing, while the extremist Israeli government remains firmly in
power, with impunity in the face of anemic international pushback.
However, there have been, in mid-2025, important political
developments that render these studies urgent reading for all those
committed to ensuring the establishment of a sovereign and independent
State of Palestine. In particular, the NY Declaration of July 2025 on the
two-state solution was followed by a wave of recognitions of the State



of Palestine by major world powers and countries, otherwise unable to
stop Israel’s war. These countries appear to hope that such recognition
will consolidate unprecedented global popular and official solidarity
with Palestinian rights, as well as send a message to Israel that its policies
have a political cost that cements in a new international consensus and
frame of reference for any future peace process that might yet emerge.

The four studies are intrinsically linked by a logical sequence premised
on the ultimate goal of establishing a Palestinian state in all of the
Palestinian territories occupied since 1967, not in part of the land, nor in
a way that separates the Gaza Strip, governance or economy-wise, from
the rest of the State of Palestine. They also confirm that designing
Palestine’s optimal economic relations with Israel, in their permanent
shape, requires beginning with a 2-3 year “state inception phase” that
brings partners back to some form of normal economic relations
(Volume I). This would lead to an economic permanent status agreement
that guarantees core Palestinian sovereign economic rights and the
optimal economic relation with Israel, benefiting from previous
experiences and numerous “day-after” economic plans since 1947
(Volume II). These are followed by a comprehensive investigation of the
economic (theoretical and empirical) underpinnings and political
governance of the monumental task of reunifying the fragmented
Palestinian national economy (Volume [III), and finally a study on
principles, modalities, and comparative experiences in post-war
reconstruction (Volume IV).

MAS 1is privileged to have been commissioned to deliver on this
important task at such a crucial juncture in Palestinian history, which
confirms that the economy of the State of Palestine is well conceived in
Palestinians’ visions of their future ahead- we know what we want. It is
from that basis that any future negotiations on state-formation processes,
the reconstruction and governance of the devastated Gaza Strip, and
national economic development strategies that restore the unity of the
national economy should emerge.

Raja Khalidi
Director General
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Summary

1. Inception of the State of Palestine

1.1 The Paradigm Shift: Statehood on the Horizon?

Regardless of outcomes on the ground, the war since October 7 has
already put in motion the beginning of the movement towards a new
paradigm. What is known for sure is that the (unsustainable) pre-war
status quo has been upturned - indeed, we are already in the “day after”
of a prolonged period of growing perils that had intensified in recent
years. In the postbellum phase, the State of Palestine must play a
significant role in shaping the political outcomes of this war, however
terrible its human and economic cost. Such a vision will comprise
political, security, institutional, and socioeconomic dimensions.

If recent promising declarations of the need to move towards a two-state
solution turn into a policy that is firmly adopted by the international
community as the only endgame, the negotiation process and phased
implementation could take some years yet. Indeed, while the State of
Palestine remains committed to that outcome, it is well known that many
forces in Israel are totally opposed to that goal. An essential difference
of this prospective 'post-war transitional period' as opposed to the Oslo
interim period that began in the 1990s is that it can only begin with a
clear vision of the endgame of two states and concrete commitments by
the parties to an implementation time schedule guaranteed and monitored
by the international community.

The aftermath of the war, regardless of military outcomes on the ground,
entails nothing less than a paradigm shift. The international community
is almost unanimously calling for the need to move away from 'managing
the conflict' to the implementation of an end to the conflict along the
parameters of the two-state solution. For the Israeli ruling coalition,
changing the status quo ante will be predicated on a political change that
produces a leadership willing to make the compromises that Israel has
resisted since the signing of the Oslo Accords in the early 1990s. In the
occupied Palestinian territory, oPt (West Bank including east Jerusalem



and the Gaza Strip), political and institutional reunification of the oPt
will create a new political reality that must lead the regional and
international efforts for the reconstruction of the Gaza Strip, and the
transformation from the status quo toward the realization of the two-state
solution.

Apart from the overriding priority for the Government of Palestine to
lead the relief and reconstruction efforts in the Gaza Strip, the
consequences of the war will have great destructive effects on the
Palestinian economy as a whole. It goes without saying that the post-war
situation cannot begin with the 'status quo ante' of 7" October. It is
unacceptable that Gaza return to the miserable economic situation it had
reached by 2023, down to 17% of the national economy, with annual
GDP/pc levels at $1500. Nor that the West Bank economy remains
strangulated by an annexationist Israeli settlement policy and its
aggressive measures on the ground.

The destruction of the economy of the Gaza Strip, the reduction of the
GDP and the GNI in the oPt due to the direct effects of the war outlined
above will have the cumulative impact of a human disaster in the Gaza
Strip, coupled with multiple economic and financial shocks in the West
Bank increasing unemployment and poverty levels. This overall picture
of the economic consequences on the West Bank of a continuation of
war forewarns a state of insurrection and lawlessness.

Addressing the institutional and macroeconomic issues of the
consequences of the October war will continue to be constrained by the
parameters of the Oslo signed agreements, until they are replaced by an
agreed end of conflict, permanent status agreement. Nevertheless, the
stepping-stone and regulatory framework of the 'status quo ante’, the
Oslo Accords and their appendices, provide the only internationally
recognized framework on which to build the transition from the post-war
phase to the permanent status arrangement. These are also the only
signed commitments Israel has ever made towards Palestine, however
much they have been violated or ignored by Israel.

The paradigm shift here is that, suddenly, the possibility of statehood
seems real and attainable, a horizon that Palestinians could not
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contemplate even months ago. Hence, the endgame is now explicit, and
Palestinian demands, which are commensurate with international
legality, are known. Therefore, a renewed political process is only
feasible if it explicitly recognizes a new reality in the balance of forces
and realistic expectations of the endgame. That does not mean that the
tools at our disposal can reflect that shift overnight, it will take time to
conceive/agree/build a new framework for permanent relations... what
we suggest should be a time-bound “Statehood Inception” (not indefinite
interim) phase.

The rationale for working now on pending pre-2005 issues and required
actions is that (in the best political scenario we might envisage) we
cannot suggest inventing a new framework in the current hostile
international environment. And those pending issues are still very
relevant to economic recovery in the short term and future viability. By
tackling pending obstacles in the existing framework, with two years to
resolve those pending issues (2024-2025), the State of Palestine is
making a totally reasonable demand of the international community and
Israel.

If a state tomorrow is seriously on the table, then good faith and concrete
steps based on the already agreed roadmap to statehood are needed
today. The usual “confidence-building” and facilitation measures are no
longer adequate, as they imply a new status quo built on the misery,
conflict, and collapse of Gaza. Israeli re-engagement with those
agreements would send a clear and concrete sign that the endgame is
something we can realistically plan for and expect.

The “North Star” or guiding compass for any State Inception period
requires, to begin with, a clear concept of the type of economy,
reconstruction, and development strategy, and external economic
relations that Palestine needs to become an independent and sovereign
state. That is the core purpose of this research project, addressed here
and in several other Papers.
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1.2 From Inception Phase to Permanent Status

The starting point in 2024, as soon as a durable ceasefire is in place,
would be the mobilization of regional and international support to
enforce the full implementation of signed economic and related
agreements between PLO and Israel, as a necessary prelude to the
transition to permanent status, and a litmus test for Israel and
international commitment to such a goal within a reasonable time frame.
Multiple articles in the Oslo-II agreement of 1995 were not implemented
in the 1990s, and had they been achieved, this could have changed the
socioeconomic performance of the PA for the better over the following
two decades.

The full implementation of key pending articles in the Oslo Accords
provides a necessary point towards launching the economic
rehabilitation that the economy of the oPt will need. Indeed, it is
politically and legally reasonable and justified to pick up from where we
left off in 2005, seeking to implement or repair what needs to be done to
move closer to sovereign statehood. An institutional and macroeconomic
vision for postwar Palestinian economic viability should comprise
policies, programs, and projects that are conceived in two distinct, time-
bound phases:

a) The postwar Statehood Inception phase economic relations, 2024-
2025 (Paper Volume I).

b) The permanent status macroeconomic vision, 2026- (Paper Volume
10).

Each of these two phases will require specific institutional and
macroeconomic policies and programs, and agreements with Israel and
other economic partners, provided that those formulated for the
Inception Phase would be structurally linked to, and pave the way for
those related to Permanent Status. The Inception period will inevitably
be characterized by the constraints of the status quo and the signed
agreements under the most optimistic scenario of Israeli political
engagement currently envisaged. Phase II will outline a vision for the
institutional and macroeconomic outline envisaged for a Sovereign
Palestinian State once an Israeli partner of peace returns to the table.
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In contrast with the five-year interim period of the Oslo Accords, the
State Inception Phase differs in two important aspects:

1) The State Inception Phase, 2024-2025, begins with a Palestinian
definition of parameters and framework for the permanent status of
the two-state solution. The institutional and economic measures and
steps for the State Inception Phase outlined in this and other papers
represent a form of 'reverse engineering' outlining the institutional
and economic policies and measures in the postbellum period that
transform the status quo to the threshold of the independent and
sovereign Palestine State.

2) The essential and substantial 'third party role' represented by an
expanded and empowered international mechanism built on the
International Quartet with additional regional and international
participation that will carry out guaranteeing, facilitating, and
monitoring roles.

In this context, the determination of the parameters of the realization of
the two-state solution on one hand, and the formation and roles of the
proposed international mechanism on the other hand, should be the
outcome of the deliberations of an International Peace Conference that
should be coherent with this two-phased process.

In particular and with special relevance to the situation today in the
Gaza Strip, it is imperative that the international community affirm the
urgency of applying the 2005 Agreement on Movement and Access,
signed between Israel and the PLO as part of the former’s withdrawal
of forces (disengagement) from the Gaza Strip. No alternative
framework is legally acceptable or politically feasible today, and
demanding that the AMA be reactivated constitutes the only acceptable
starting point for the beginning of a return to agreed parameters for
managing the movement of goods and persons from/to the Gaza Strip,
ensuring safe passage with the West Bank, and establishing a seaport
and other transport facilities.

Key Messages
The need for the stocktaking of the Oslo Accords in general, and the
Protocol on Economic Relations (PER) in particular, is a prerequisite for
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any serious movement toward institution-building and the achievement
of meaningful rehabilitation in the State Inception period. This Paper
with its detailed Addendum on the PER is, by design, limited to the
objective of identifying what the ministries and public bodies on the
Palestinian side would regard as ‘priorities’ once the PER were to be
reactivated in good faith. The issues that have been highlighted above
are only the most pressing ‘examples’ of what can and needs to be done
in this context. Indeed, as the Addendum explains, Israel has violated
every paragraph of the PER, and it would appear that any of these items
that can be corrected would improve immediate Palestinian economic
prospects.

On the other hand, it is our belief at MAS that the much-discussed need
for revision, updating, and re-negotiation of the PER was possibly an
appropriate strategy in the pre-October 2023 environment and prospects,
but is no longer really an aim, except in the short term as a roadmap to
reestablishing some normalcy in economic relations. That is a necessary
prelude to agreeing on permanent economic status, which will most
likely not resemble or build upon the PER so much as replace it. It is
only on the basis of lessons learnt from the PER that the subsequent
logical step, the State Inception phase, can realistically lead to a
Permanent Status Economic Accord.

It is clear from this review that the most important, though at the same
time the most difficult thing that needs to be done, is to separate the
economic institution building and economic policy formulation from
being ruled over by Israeli unilateral security and the political concerns
and priorities. It will require a political decision to reactivate the PER for
operational purposes in the short term, which requires political will. The
current situation vis-a-vis the PER, or rather its non-implementation and
its subordination to the security sector, unfortunately, serves the vested
interests of some, so it will again be imperative to involve as much third-
party support as possible to bring it back into the economic sphere and
actually start to implement it as was begun during the 1990s. In this
context, the expanded and empowered International Mechanism that is
mentioned in the Introduction is expected to play the important and
indispensable roles of facilitator, guarantor, and oversight mechanism.



Key Recommendations

Within the confines of the currently signed agreements in the State
Inception phase, there is plenty of room for qualitative improvement in
the overall economic situation, and in the performance of internal and
external trade in particular. This improvement is, to a large extent,
related to the simple requirement that Israel would abide by the signed
agreements and implement them. With the objective of restoring the
performance of the Palestinian economy, especially in trade, labour, and
fiscal areas, the priority recommendations for policies and measures for
immediate action during the State Inception period would include:

1.

The reactivation of the Joint Economic Committee stipulated in the
Paris Economic Protocol at the ministerial level and the re-institution
of 13 sub-committees that were active for a short period in the mid-
1990s, along with an international Quartet+ monitoring role.

The ending of the blockade on the Gaza Strip and the immediate
activation of the 2005 Agreement on Movement and Access,
including Rafah commercial crossing.

Beginning work on reconstruction of the airport and a temporary
maritime facility in the Gaza Strip, as stipulated in agreed-upon
arrangements in the Oslo Accords and the AMA.

The unhindered operation of the two safe passages connecting the
West Bank to the Gaza Strip.

The reinstatement of PA personnel at all international passages as
stipulated in the PER.

Israeli permits for the construction and setting up of bonded and free
zone areas in the oPt and for Palestinian access to Area C for vital
agricultural, energy, and housing.

Organize the movement of Palestinian labour to Israeli markets
between respective employment services on an agreed predictable
basis that guarantees labour rights.

The rehabilitation and operation of the Prine Mohammad (Damieh
Bridge on the Jordan River in the West Bank to handle commercial
exports and imports.

Obliging Israel to apply provisions on the 2013 WTO Trade
Facilitation Agreement in its treatment of Palestinian transit trade.
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10. Addressing fiscal leakage, revenue sharing violations, and
discriminatory practices.
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Background — Inception of the State

The paradigm shift: statehood and the renewed purpose of the State
of Palestine

Regardless of outcomes on the ground, the war since October 7 has
already put in motion the beginning of the movement towards a new
paradigm. What is known for sure is that the (unsustainable) pre-war
status quo has been upturned - indeed, we are already in the “day after”
of a prolonged period of growing perils that had intensified in recent
years. In the postbellum phase, the State of Palestine (SoP) will play a
significant role in shaping the political outcomes of this war, however
terrible its human and economic cost, once it presents its vision to its
national constituencies, the region, and the international community.
Such a vision will comprise political, security, institutional, and
socioeconomic dimensions.

Even if recent promising declarations of the need to move towards a two-
state solution turn into a policy that is firmly adopted by the international
community as the only endgame, the negotiation process and phased
implementation could take some years yet. Indeed, while the SoP
remains committed to that outcome, it is well known that many forces in
Israel are totally opposed to that goal. An essential difference of this
prospective 'post-war transitional period' as opposed to the Oslo interim
period that began in the 1990s is that it can only begin with a clear vision
of the endgame of two states and concrete commitments by the parties to
an implementation time schedule guaranteed and monitored by the
international community.

The aftermath of the war, regardless of military outcomes on the ground,
entail nothing less than a paradigm shift. The international community is
almost unanimously calling for the need to move away from 'managing
the conflict' to the implementation of an end to the conflict along the
parameters of the two-state solution. For the Israeli ruling coalition,
changing the status quo ante will be predicated on a political change that
produces a leadership willing to make the compromises that Israel has
resisted since the signing of the Oslo Accords in the early 1990s. In the



occupied Palestinian territory (oPt, the West Bank including East
Jerusalem and the Gaza Strip), Palestinian political and institutional
reunification will create a new political reality that must lead the regional
and international efforts for the reconstruction of the Gaza Strip, and the
transformation from the status quo toward the realization of the two-state
solution.

Apart from the obvious overriding priority for the SoP of leading the
relief and reconstruction efforts in the Gaza Strip, the consequences of
the war will have great destructive effects on the Palestinian economy as
a whole. It goes without saying that the post-war situation cannot begin
with the 'status quo ante' of 7" October. It is not acceptable that the Gaza
Strip return to the miserable economic situation it had reached by 2023,
down to 17% of the national economy, with annual GDP/pc levels at
$1500. Nor that the West Bank economy remains strangulated by an
annexationist Israeli settlement policy and aggressive measures on the
ground.

The destruction of the economy of the Gaza Strip and the reduction of
the GDP and the GNI in the oPt due to the direct effects of the war
outlined above will have the cumulative impact of a human disaster in
the Gaza Strip, coupled with multiple economic and financial shocks in
the West Bank increasing unemployment and poverty levels. While the
Gaza Strip experienced wide-scale devastation, the West Bank continues
to be subject to a low-level war, confronting attacks by the Israeli Army
and settlers who are driving villagers and communities out of their
homes. This overall picture of the economic consequences of the 2023
war forewarns a state of insurrection and lawlessness in the West Bank.

In the coming stage, the key objective and highest priority will be to
establish the address and role of the SoP as the sole legitimate Palestinian
interlocutor and leader of the regional and international efforts to address
the urgent needs in the Gaza Strip: Humanitarian and relief efforts,
transitional human shelter, reactivation of electricity, water treatment,
and water desalination facilities, etc. Meaningful reconstruction and
development activities in the Gaza Strip can only begin after a ‘relief and
recovery’ phase.



Addressing the institutional and macroeconomic issues of the
consequences of the October war will continue to be constrained by the
parameters of the Oslo signed agreements, until they are replaced by an
agreed end of conflict, permanent status agreement. The stepping-stone
and regulatory framework of the 'status quo ante’, the Oslo Accords and
their appendices, provide an internationally recognized framework on
which to build to transition from the post-war phase to the permanent
status arrangement, as well as the only signed commitments Israel has
ever made towards the PLO.

The paradigm shift here is that suddenly the possibility of statehood
seems real and attainable, not something on the horizon we could not
contemplate only a few months ago. Hence, the endgame is now explicit,
and Palestinian demands, that are commensurate with international
legality, are known. So, if there is to be a renewed political process, it
can only be feasible if it explicitly recognizes a new reality in balance of
forces and in reasonable expectations of the endgame. That does not
mean that the tools at our disposal can reflect that shift overnight, it will
take time to conceive/agree/build a new framework for permanent
relations... what we suggest should be a time-bound “Statehood
“Inception” (not indefinite interim) phase.

The rationale for working now on pending pre-2000 issues and required
actions is that (in the best political scenario we might envisage) we
cannot suggest inventing a new framework in the current hostile
international environment. And those pending issues are still very
relevant to economic recovery in the short-term and future viability. By
tackling pending obstacles in the existing framework, with two years to
resolve those pending issues (2025-2026), the SoP is making a totally
reasonable demand of the international community and Israel.

If a state tomorrow is seriously on the table, then good faith and concrete
steps based on the already agreed roadmap to statehood are needed
today. The usual Israeli “confidence-building” and facilitation measures
are no longer adequate, as they imply a new status quo built on the
misery, conflict, and collapse of Gaza. Israeli re-engagement with signed
agreements would send a clear and concrete sign that the endgame is
something we can realistically plan for and expect. The guiding compass



for any State Inception period requires, to begin with, a clear concept of
the type of economy, development strategy, and economic relations
Palestine needs to become an independent and sovereign state. That is
the core purpose of this research project, while keeping a close eye on
the political dynamics on the ground that will make or break this quest.

From Inception Phase to Permanent Status

To reflect the paradigm shift underway, the SoP vision of the economic
permanent status needs to be elaborated at the outset and readied for
communication to both the Palestinian people and sympathetic partner
nations. This will send a message that the SoP has a clear-cut economic
goal with which all political solutions must be coherent and supportive,
even while waiting for conditions to materialize to allow for their
resolution.

The starting point in 2025, as soon as a durable ceasefire is in place,
would be the mobilization of regional and international support to
enforce the full implementation of signed economic and related
agreements between PLO and Israel, as a necessary prelude to the
transition to permanent status, and a litmus test for Israel and
international commitment to such a goal within a reasonable time frame.
Multiple articles in the Oslo-II agreement of 1995 were not implemented
in the 1990s, and had they been achieved, this could have changed the
socioeconomic performance of the PA to the better over the following
two decades.

The full implementation of these and several other key pending articles
in the Oslo Accords provides a necessary entry point towards launching
the economic rehabilitation that the economy of the oPt will need in a
Statehood Inception period. Indeed, it is politically and legally
reasonable and justified to pick up from where we left off in 2000,
seeking to implement or repair what needs to be done to move closer to
sovereign statehood. An institutional and macroeconomic vision for
postwar Palestinian economic viability should comprise policies,
programs, and projects best conceived in two distinct, time-bound
phases:



¢) The postwar Statehood Inception phase economic relations.
d) The permanent status macroeconomic State-to-State vision.

Each of these two phases will require specific institutional and
macroeconomic policies and programs, and agreements with Israel and
other economic partners, provided that those formulated for the
Inception Phase would be structurally linked to, and pave the way for
those related to Permanent Status. The Inception period will inevitably
be characterized by the constraints of the status quo and the signed
agreements under the most optimistic scenario of Israeli political
engagement currently envisaged. Phase II will outline a vision for the
institutional and macroeconomic outline envisaged for a sovereign SoP
once an Israeli partner of peace emerges.

In contrast with the five-year interim period of the Oslo Accords, the
State Inception Phase differs in two important aspects:

1) The two-year State Inception Phase begins with a Palestinian
definition of parameters and framework for the permanent status of
the two-state solution. The institutional and economic measures and
steps for the Inception Phase outlined in this study represent a form
of 'reverse engineering' outlining the institutional and economic
policies and measures in the postbellum period that transform the
status quo to the threshold of the independent and sovereign SoP.

2) The essential and substantial 'third party role' represented by an
expanded and empowered international mechanism built on the
International Quartet model with additional regional and
international participation that will carry out guaranteeing,
facilitating, and monitoring roles.

In this context, the determination of the parameters of the realization of
the two-state solution on one hand, and the formation and roles of the
proposed international mechanism on the other hand, should be the
outcome of the deliberations of an International Peace Conference that
should be coherent with this two-phased process and that will be held in
the postbellum phases, in compliance with internal law and the relevant
UN resolutions.



The Palestinian position on the framework and broad parameters of the
permanent status and the vision for future economic relations with Israel
and the rest of the world are presented in other papers of this project.
This vision comprises the following essential elements:

- The independent SoP is understood to be the political sovereign
entity that enjoys clearly identifiable and effective elements: defined
territory, permanent population, a central government with complete
and exclusive control over its population and territory, and the
capacity to enter into relations with other states based on sovereign
equality between them.

- Palestinian national socio-economic macro vision that ‘reclaims the
physical, economic, policy and policy space” and reunifies its
regions, comprises the general aims and objectives of the
rehabilitation and development of productive sectors (agriculture,
industry), the development of its infrastructure: transportation
networks, energy (electricity production and distribution, and water
desalination and networks.

- The reunification of the oPt’s regions, the four shreds of institutional
formations in the oPt, comprising the occupied east Jerusalem
annexed to Israel, areas A&B in the West Bank, arca C under full
Israeli control, and the Gaza Strip currently under the jurisdiction of
Hamas, constitute the building blocks of the Palestinian entity that
would merge to constitute the prospective independent and sovereign
SoP.

- A corollary of the right to self-determination is the right to maintain
all aspects of sovereignty, including economic sovereignty, which
denotes the right of a nation to make its own economic decisions
without interference from other nations, including the right to control
its natural resources, regulate foreign trade, set tariffs, and formulate
regional and international economic relations.

- Regaining national sovereignty and control over the territory and its
natural resources will represent a fundamental change to the status
quo of the Israeli control of land and water and other natural
resources, including the Dead Sea and the Jordan River. Specific
national policies for the optimal utilization of these national
resources and their mobilization in the implementation of



developmental policies will represent the first new crucial inputs in
developmental policy formulations.

The integration of the domestic economy in the regional sphere and
the facilitation of regional cooperation through Palestinian-regional
joint ventures and investments in the new economy of the State.

The formulation of social policies of inclusivity, equitability, respect
of human rights, and free political participation will facilitate and
accelerate social and economic development. The emancipation from
the occupation and colonial rule that lasted decades will release and
activate the long-suppressed moral and normative positive outlook in
society as a whole and contribute to the acceleration of the state-
building and development efforts in the new entity.

The modality and scope of future economic relations between the
sovereign SoP and Israel will be determined by the government of
the SoP that will be entrusted with ensuring the implementation of
this Inception Phase.






1. Baseline Economic Status - 2024

It is recognized that the road to the day after will be tragic and costly in
terms of human suffering and economic and financial losses. Unless the
ongoing war expands into a more destructive regional war, it will
eventually end with an open political horizon, moving away from
'managing' the conflict to the realization of the two-state solution. This
open political horizon requires implementing a set of political, security,
institutional, and economic policies and measures that will transform the
status quo into an 'inception' phase of the reunification and rehabilitation
of the economy and institutional framework of the Occupied Palestinian
Territories (0Pt) into a sovereign independent state.

This section of the paper explores the socio-economic and institutional
setup and the key indices on the eve of the Israeli offensive in the autumn
of 2023, in addition to the effects and consequences as they appear after
the first months of this offensive.! We highlight those structural
weaknesses that will shape no less than the outcomes of the war and the
coming economic challenges, both for the national economy as a whole
and in different ways for its component regions, which are today
separated and dealt with under different legal and political regimes. It is
expected that by the end of hostilities, all these losses and challenges will
have been compounded immeasurably.

1.1 The Palestinian Macroeconomic Context

Addressing the fallout of the war through a programme of economic
recovery, reconstruction, and restoring economic relations cannot ignore
the dismal baseline macro-economic predicament that Palestine faced
before this earthquake. These issues make it more imperative to have a
swift set of policy measures and enablers that should form the Palestinian
demands to Israel and the international community.

Israel's war on the Gaza Strip is a continuation of a long history of
massacres, atrocities, ethnic cleansing, and displacement that the
Palestinians living between the Jordan River and the Mediterranean have

' This chapter reflects economic impacts until mid-2024.



gone through for almost a century, since the early decades of the
twentieth century. The all-out war that Israel declared in the wake of the
Hamas attack of 7 October, targeting more than two million civilians in
the Gaza Strip with collective punishment, displacement, and the
destruction of whole neighborhoods and infrastructure in contravention
of the rules of war and International Humanitarian Law.

The destruction of the economy of the Gaza Strip, the reduction of the
GDP and the GNI in the oPt due to the direct effects of the war outlined
above will have the cumulative effect of human disaster in the Gaza Strip
coupled with a series of shocks in the West Bank causing high
unemployment and poverty levels. This overall picture of the economic
consequences of October threatens to forewarn a state of insurrection and
lawlessness in the West Bank.

At this stage, the war in the Gaza Strip has yet to signal a clear
conclusion, indeed by Israeli narratives, battles remain to be waged in
the south and other areas of the Strip. It is premature to assume the
ultimate duration of the war, or warlike conditions, and the economic
consequences as they might appear in the 'day after'. In the context of
this position paper, it is possible to note some of the prevailing structural
1ssues that will affect the social, institutional, and economic outcomes of
the current struggle.

Prior to the eruption of the aggression since October 7" 2023, the
occupied Palestinian territory had been subjected to Israeli military
occupation since June 1967. The cumulative effects of the Israeli
economic policy of "dispossession and pauperization" over more than
five decades have resulted in the suppression of actual and potential
growth in the oPt and access to resources, especially in area C in the
West Bank, which comprises over 60% of its total area (Sayigh, 1988).

The Oslo Accords of 1994 between the PLO and the government of Israel
as a presumptive five-year interim period, during which the Palestinian
National Authority (PNA) would have been given adequate space to
build its economic and governing institutions, to be followed by a
permanent status of end of occupation, conflict and claims and the
presumed establishment of an independent State of Palestine. While
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many of the more important articles in the signed agreements have not
been implemented, this transitional period continues to be the de facto
and de jure status quo in the oPt.

In the past three decades, Israeli economic policies and unilateral steps
that contravene the Oslo/Paris agreements caused persistent and growing
strains on the PNA's financial position, increasingly eroding its available
options to meet the Palestinian population's basic needs and quality of
life, essential for preserving stability and security within the oPt. The
potential stimulus of an emergency assistance program amounting to
USS$ 2.4 billion financed by the donor countries in the 1990s to assist in
the building of the economic and governing institutions of the interim
governing authority was offset by the economic and financial losses
resulting from Israel’s imposition of 412 days of closure, or about 20%
of total working days in the six years between the establishment of the
PA in 1994 and the eruption of the second intifada in 2000 (Hass, 2002).

In the third year of the second intifada, the International Quartet issued
its Road Map, which the UNSC adopted. The PA complied and fully
implemented its commitments in phase I of the RM in all the areas that
fall under its jurisdiction in the WB (cessation of violence; security
reform). In the first phase of the RM, Israel: “...takes all necessary steps
to help normalize Palestinian life. Israel withdraws from Palestinian
areas occupied from September 28, 2000, and the two sides restore the
status quo that existed at that time”. Israel did not comply with these
requirements in restoring the ex-ante status quo before September 2000.

A UN study in 2019 estimated total losses incurred by the economy of
the West Bank since 1994 at about US$58 billion due to Israeli closures,
restrictions, and military operations. These estimates do not include the
economic costs of land expropriation, the usurpation of natural and water
resources, and other policies and practices that were imposed since 1967
and continued after establishing the PNA, resulting in more than half a
century of poverty and arrested development. In the past two decades,
the deterioration of the economic situation was exacerbated by the
consequences of the 15-year-long blockade imposed on the Gaza Strip,

2 UNCTAD, system file a76d309_eng., 2019.
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diminishing the Gazan contribution to the Palestinian GDP from 38% in
1994 to an alarmingly low 18% by 2021 (PCBS, National Account Data,
2023).

Another negative trend in the previous years is the diminishing
contribution of the donor community, whereby international assistance,
which peaked at US$1.4 billion in 2013, declined by 80% to US$350
million in 2022 (World Bank, 2023a). The consequences of several
decades of Israeli economic policies imposed on the oPt gave rise to a
situation marked by a high level of dependence on the Israeli economy,
a trade deficit whereby total exports in 2021 (about US$1 billion) amount
to less than 20% of total imports, mostly from Israel. Similarly, the labor
market shows extreme levels of dependence, whereby up to 250,000
Palestinians, around one-third of the West Bank’s labor force is
employed in the Israeli labor market (including the settlements), while
the Gaza Strip labor force is still only able to access Israel in
comparatively small numbers.

In the three decades since the Oslo Accords, the economy of the oPt has
gone through other negative structural deformations. The contribution of
the productive sectors over 1994-2020 declined: manufacturing used to
represent 22% of GDP in 1994, diminished to 12% in 2020, agriculture
declined from 12% to 7%, while the share of the services sector increased
from 60% in 1994 to 76% in 2020 (PCBS, 2021).

Facing these negative trends, the PA took several austerity measures in
order to deal with the growing financial shortfalls. In 2022, the
Palestinian government improved its total revenues by about 18 percent
while maintaining the same level of expenditures as the previous year,
reducing its total deficit after aid by more than 80 percent compared to
the previous year, from $953 million USD to $176 million USD (IMF,
2023). However, the growing strain on the PA's financial position
increasingly eroded its options to meet the Palestinian population's basic
needs and quality of life, essential for preserving stability and security
amidst growing Israeli settlement and occupation pressures. Multiple
crises, increasing instability and conflict, stagnant economic growth,
high inflation, and a fiscal crisis are pushing for a strategic shift
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necessary to reverse the current unsustainable trajectory, eroding the
PNA’s institutional, economic capabilities, and development.

The Palestine Central Bureau of Statistics (PCBS) and the Palestine
Monetary Authority (PMA) project a continued decline in the GDP in
2024 (PCBS, 2023; PMA, 2023). The economic consequences of the
extension of the Israeli offensive on the Gaza Strip in 2024 will not be
limited to the destruction of its economy but will have serious
implications for the West Bank as well. These will be reflected in further
reductions in public and private consumption, investments, and most
value-added economic activities. These reductions will further diminish
public revenues and increase unemployment to one-third of the labor
force in the West Bank.

Failing a positive scenario which includes the cessation of the Israeli
offensive on the Gaza Strip, the beginning of a major international relief
program, the lifting of the closure on the West Bank, the re-activation of
work permits for Palestinian labor in the Israeli economy, the cessation
of the daily attacks by Israeli settlers on Palestinian communities, the
lifting of Israeli restrictions on the movement of goods and persons, and
the expansion of donor assistance, may lead to a recovery and
recuperation in the second half of 2024.

1.2 The Gaza Strip — Total Devastation

Since the beginning of the Israeli offensive on the Gaza Strip in October
2023, all aspects and sectors of economic activity in the Strip have come
to a near-complete standstill. PCBS, estimated that by the end of the third
month of the Israeli offensive, the Gaza Strip operated at less than 16%
of its productive capacity. Throughout the past two decades, the Gaza
Strip has been subjected to a series of Israeli offensives since the eruption
of the second intifada in 2000. The Israeli-imposed blockade on the Strip
since 2007 was appended by five wars in the past 15 years that destroyed
infrastructure and residential buildings, and economic losses:
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Table 1-1: Israeli Offensives on the GS and
Estimates of Economic Losses

Estimating direct

Year(s) Length of War (days) economic losses to
Gaza
2008-9 23 days USD 1.9 Billion
2012 8 days USD 370 Million
2014 51 days USD 460 Million
2021 5 days USD 500 Million

Source: Palestine Economic Policy Research Institute, MAS,
"Gaza War Economic Brief #3", Ramallah, October 30,
2023. The World Bank and UNCTAD produced estimates
of the losses in Table 1.1.

The Gaza Strip is one of the most densely populated areas in the world,
where about 2,3 million Palestinians live in an area not exceeding 365
km?. The humanitarian, environmental, and economic catastrophe in the
fourth quarter of 2023 resulted in the loss of physical capital, the
displacement of 90% of its population, and the spread of famine among
the besieged population (OCHA, 2023). A joint report issued by PCBS
and PMA estimated the decline of industrial and construction activities
in the Strip by 96% in the fourth quarter of 2023, a decline in agricultural
activities by 93%, and a decline in services by 77% in comparison with
the fourth quarter of 2022 (PCBS & PMA, 2023). By the end of the
fourth quarter of 2023, unemployment in the Gaza Strip was estimated
at 74|% by the joint PCBS-PMA statement and at 85% by the World Bank
(PCBS & PMA, 2023; World Bank, 2023b).

Comparison of the indices of the fourth quarter of 2023 with the fourth
quarter of 2022 needs to take into consideration that the Gaza Strip has
been subjected to an Israeli blockade and successive military offensives
since 2007. The indices of 2022 reflect the cumulative effects of these
facts and do not reflect the economic potential of the Gaza Strip. While
the Strip's contribution to the PNA's GDP accounted for 16% in 2022, its
contribution to GNP in the Oslo years of the 1990s had been at 35-40%
(MAS, 2023b).
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The immediate requirements for the Gaza Strip are the ending of the
Israeli offensive, the acceleration of relief activities, and the unhindered
flow of humanitarian assistance, including nutrition and medical
assistance, as well as the provision of transitional human shelter to the
displaced population. The framework and requirements for the multi-
year efforts for the rebuilding of the almost total destruction of the Strip?
and its reintegration within the national economy will be the subject of a
separate PLO position paper.

1.3 The West Bank — Growing Fractures and Pressures

Worsening political tensions and security crises since the formation of
the present Israeli government, which reflected the outcome of the
November 2022 Knesset elections, further exacerbated the already
fragile socio-economic conditions in the West Bank. Prolonged
restrictions on investment and movement of people and goods,
restrictions on access to resources, and the unilateral deductions by Israel
of Palestinian public revenues were further compounded by intensified
attacks by Israeli settlers on Palestinians. According to the United
Nations (OCHA), 2023 has been the deadliest year since 2005 (OCHA,
2024). The intensive acceleration of settlement activities in 2022 and
2023 has led to the establishment of at least 25 new “outposts”, many of
which are slated for legalization (ARIJ & MAS, 2023).

The repercussions of increasing restrictions and tightening the
stranglehold on the governorates in the West Bank, disconnecting
communication and roads between the governorates, obstructing goods
access from abroad, preventing the Palestinians living in 1948 territories
from entering the governorates of the West Bank, as well as obstructing
access to places of work, have paralyzed economic movement in
Palestine. Since the beginning of the war, Israeli authorities canceled all
work permits for Palestinian labor, thus adding as many as 180,000
workers to unemployment. The imposition of closure on the West Bank
caused the cessation of economic and trade activities across the Green
Line, whereby daily visits to the West Bank by Israeli Palestinians used
to contribute as much as $1.5 billion annually to the economy of the West

3 The extensive destruction of the Strip, a crime against humanity, was characterized as

"Domicide" (Ahituv, 2024)
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Bank (MAS, 2023c¢). Import-export activities were disrupted due to the
imposition of the closure. Since last October, Israel has unilaterally
deducted close to 40% of the tax and customs revenues that are part of
Palestinian entitlements through the revenue-sharing mechanism that is
part of arrangements agreed upon in the Paris Economic Protocol.

These recent developments caused an immediate reduction in public and
private consumption, causing a reduction in aggregated demand.
Furthermore, the fact that Palestinian communities in the West Bank fall
under the jurisdiction of the PNA in Area A and Area B are fragmented
into over 200 enclosures surrounded by hundreds of Israeli military
checkpoints, and Area C is under full Israeli control in about 60% of the
total area of the West Bank. The imposition of the closure and the attacks
of the settlers that intensified in the past months, since the eruption of
the war, caused further deterioration in the regular access of Palestinians
to places of work.

The cumulative effects of multiple economic shocks and the loss of over
80% of revenues are causing a vicious downward cycle of contractions
in revenues, private and public consumption, and aggregate demand.
One of the direct consequences of these negative developments is the
banking network. The almost total destruction of the economy of the
Gaza Strip forced the banks to write off about $1 billion of loans to
businesses and individuals in the Gaza Strip (The Economist, 2023). The
expansion of financialization in the past years and the shocks of the
October wars threaten the banks with serious challenges, such as the
reductions in revenues, consumption, and economic activities, coupled
with inevitable capital flights, which will lead to defaults and shortfalls
in repayments of loans.

In 2023, although GDP was expected to grow by 3%, it decreased by
about 6% due to the effects of the October war. The economic shocks of
the fourth quarter of 2023 show a drop in GDP of 33% in the oPt and
22% in the West Bank (PCBS & PMA, 2023). In addition to the almost
total destruction of the economy of the Gaza Strip, these economic
shocks led to a reduction of 27% in construction activities in the West
Bank, 12% in agriculture, 21% in services, and 24% in industry (PCBS
& PMA, 2023). The October war on the Gaza Strip and the closure
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imposed on the West Bank led to a reduction of imports and exports by
about 33%. Before 2006, the Gaza Strip had accounted for about 23% of
total trade in the oPt. This decline in imports exacerbated the reduction
of public revenues. Preliminary estimates have indicated that private
sector establishments in the West Bank have suffered losses estimated at
more than USD 713 million in the fourth quarter of 2023. Despite this
overall decline in public and private consumption, the consequences of
the war and the closure resulted in an increase in inflation.

1.4 East Jerusalem — Isolated and Dependent on Israeli
Economy

It must be emphasized that while the Palestinian economy in the West
Bank and the Gaza Strip suffers its own specific conditions and
challenges, east Jerusalem’s faltering economy faces a grave prospect.
Throughout the past decades since the war of 1967, the occupied east
Jerusalem was annexed to Israel and gradually disconnected from its
vital social and economic sphere in the oPt and connections eastward to
Jordan and beyond. This isolation intensified with the construction of the
separation wall, disconnecting about 310,000 Palestinians living beyond
the wall (J1). This disconnection and isolation have resulted in a
continued decrease in its economic contribution to the Palestinian
economy and placed the economy in a limbo between its de-integrative
relation with the rest of the West Bank economy and the demands of the
predominant Israeli economy.

The weight of the economy of occupied east Jerusalem, supposedly the
future economic and political capital of the State of Palestine, has been
steadily diminishing relative to that of the rest of the oPt since the signing
of the Oslo agreements thirty years ago. In 1990, the governorate of
Jerusalem's contribution to the GDP of the oPt was estimated at 15%,
which declined to 7% in 2021, while its participation in the Palestinian
workforce also declined from 18% in 1990 to 3% in 2021 (MAS, 2024).
While the area of east Jerusalem was annexed to Israel, its Palestinian
citizens, under Israeli rule, are forced to pay Israeli taxes while they have
neither Israeli nor Palestinian citizenship. This harsh condition of
colonial exploitation leaves the economy of occupied east Jerusalem to
fend for itself (UNCTAD, 2012).
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1.5 Economic Infrastructure, Natural Resources, and Population

Limited developments in the various aspects of the economic
infrastructure of the West Bank and the Gaza Strip reflect the
accumulated consequences of a century-long set of policies of enforcing
arrested development since the British military occupation in 1917. The
Israeli military occupation in 1967 subjected the oPt to economic
policies of dispossession and pauperization. The Israeli military orders
that were issued in the first weeks that followed the June 6, 1967 war
reflect a policy of de facto annexation of the oPt. On June 7, 1967,
military proclamation #2 stated, "All authority of government,
legislation, appointment and administration pertaining to the region or
its residents will now be exclusively..." assigned to the Israeli military
governor, transferred public ownership and the right to levy taxes to the
occupying power (Herzog, 1967). Subsequent military proclamations
expropriated water and natural resources and extended the jurisdiction of
the Israeli law of Absentee Property to the oPt.* This Israeli policy is in
contravention of International Humanitarian Law and of multiple United
Nations resolutions asserting the right of the Palestinian people to self-
determination and sovereignty over their territory and natural resources.
But these legal barriers to the development of infrastructure and natural
resources in the occupied territory remain critical determinants of what
can and cannot be achieved under prevailing de jure and constraints.

Since the signing of the Oslo Accords three decades ago, the agreed-
upon redeployment of its military forces by 1997 has not been realized,
and about two-thirds of the area of the West Bank remains under full
Israeli control. A report commissioned by UN-Habitat and UK aid in
20135, entitled "Spatial Planning in Area C of the Israeli-occupied West
Bank of the Palestinian territory" (UN-Habitat, 2015), documented the
fact that the Israeli Civilian Administration and Israeli courts continue to
rigidly apply the regional plans of the British Mandate that were
developed in the 1940s. The report notes that:

"The regional tier of statutory planning is still provided by plans
made under the British Mandate in the 1940s. These covered the
rural areas, with separate “outline plans” for the cities. The British

See: Military Order # 59, establishing the Custodian of Government Property to take
control of land owned by the Jordanian government.
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Mandate aimed to update the regional plans every five years, but
the plans have not been updated in the seventy years that have
followed. The IAB (the International Advisory Board of UK Aid) is
unaware of any example from elsewhere of 70-year-old plans still
being statutory today. Furthermore, the plans reflect 1930s British
perceptions of planning” (UN-Habitat, 2015, p. 22)

The estimates of population growth in the various districts will more than
double the congestion and delays on the existing dilapidated road
networks and will sufficiently justify the expansions and upgrades
outlined further below. The estimates of population growth in the various
districts will help planners use these estimates in order to adjust the needs
for circle roads, light trains, and highways accordingly. The challenges
of such a demographic cannot be possibly met as long as Palestinian
communities continue to be confined within the boundaries of areas A
and B in the West Bank.

According to PCBS, the total Palestinian population all over the world
will approach 14.3 million by the end of 2022, of which 7.1 million
reside in historical Palestine, including 1.7 million who reside in Israel
west of the Green Line.

The total population of the oPt, including East Jerusalem, is estimated at
5.5 million: about 3 million in areas A, B, and C in the West Bank, 2.2
million in the Gaza Strip, and 344,000 in East Jerusalem.

Table 1-2: Projections of the Population of the West Bank
and the Gaza Strip, 2020-2050 (million)

2020 2025 2030 2040 2050 % inc. 2020-2050 %
West Bank 3,2 3,5 3,8 43 4,7 46,9
Gaza Strip 2.2 2,7 3,1 4,0 4.8 118,2
Source: Courbage, Y., & Awad, F. (2022). Current and Future Demographic
Trends and Changes in Palestine: A Socio-economic Analysis. In
MAS (Proceedings and Papers: The Palestinian National

Population Conference: Palestine’s demography— Resilience and
Development, 2024).

By 2050, various studies provide estimates for demographic growth in
the oPt to approach 9.5 million, as follows: It is “projecting” from 2020.
In the West Bank (where close to 344,00 people reside in East
Jerusalem,) the bulk of the population, 2.8 million, are concentrated in
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arcas A and B on about 20% of the total area of the West Bank, while
the remaining roughly 200,000 reside in area C which comprises just
over 60% of the total area of the West Bank (MAS, 2023a).

The estimates of demographic growth in the coming 2-3 decades,
coupled with the fact that most of the population of the West Bank (apart
from East Jerusalem), are confined within areas A and B, present us with
a rough estimate of the outlook for the immediate- and the longer-term
future regarding infrastructure needs in general and road networks and
transportation in particular.

Table 1-3: Projection of the Palestinian Population, by
Governorates (1000), 2020-2050

Governorates 2020 2030 2050 Incr.2020-2050 (%)
Hebron 819 1006 1394 70,2
Jerusalem 466 533 642 37,8
Nablus 416 466 532 27,9
Ramallah/Al-Bireh 395 468 602 52,4
Jenin 347 398 481 38,6
Bethlehem 243 284 354 45,7
Tulkarm 197 212 227 15,2
Qalqilya 124 143 174 40,3
Salfit 78 88 101 29,5
Tubas 76 94 133 75,0
Jericho 59 70 89 50,8
Gaza 753 1037 1500 99,2
North Gaza 457 680 1154 152,5
Khan Younes 412 567 821 99,3
Deir Al-Balah 323 455 691 113,9
Rafah 278 398 623 124,1

Source: Courbage, Y., & Awad, F. (2022). Current and Future Demographic
Trends and Changes in Palestine: A Socio-economic Analysis. In
MAS (Proceedings and Papers: The Palestinian National
Population Conference: Palestine’s demography— Resilience and
Development, 2024).

While the present situation in road networks and transportation is thus
characterized by acute deficiencies and shortages and clearly needs
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expansion and development for both the medium-term and the long-
term, given the growth rates in population, in vehicles, and potentially in
trade, there will be a need for even greater expansion. Estimates of
population growth in the districts and governorates (muhafazat) of the
West Bank and Gaza Strip are shown above:

In the meantime, in area C, under full Israeli control, Palestinians are
being subjected to Israeli demographic transfer through the expanding
settlement project, in contravention of international humanitarian law,
while the military governing authority in the West Bank, known as the
‘Civil Administration” and COGAT, continues to ‘de-develop’ area C.

1.6 The Days Before the Day After

Needless to say, the ambitious agenda outlined in the above proposed
action plan assumes several transformations in the political environment
that are prerequisites for initiating the proposed “Statehood Inception”
process. At the moment of finalization of this paper, in the first year after
the genocidal war against Palestine, none of these prerequisites are in
place or may be clearly envisaged, as long as:

- Israel pursues its war without restraint, without being obliged to end
it and withdraw from the Gaza Strip that it has demanded should
remain under its direct security control, including fertile agricultural
land and the strategic Rafah crossing and border corridor.

- The current Zionist nationalist settlement/annexation bloc, headed by
Netanyahu, Ben Gvir, and Smotrich, continues to dominate the
Israeli government, political and security establishment, and
explicitly considers the PA/PLO as no less of an enemy than the
resistance, while threatening to turn the West Bank into another
Gaza.

- Palestinian national reconciliation has not been achieved, including
a unified Government of the State of Palestine with jurisdiction and
enjoying popular and political consensus throughout the oPt.

- The international community, in particular the USA and EU,
continues to ignore the implications of complicity in Israeli massive
violations of IHL, in particular the most recent advisory opinion of
the ICJ on the illegality of Israeli occupation.
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- Arab states continue to be implicated in internal Palestinian political
decisions and self-determination, while not distinguishing their
position towards the genocide from that of any outraged, but
ineffective, member of the internal community.

There may well be no golden scenario in which the above key political
obstacles to achieving Palestinian statehood are all removed at once.
Developments could still take any direction, more or less explosive.
However, there are some reasonable prospects that Israel may be obliged
to ultimately withdraw from Gaza Strip, that once a ceasefire is achieved
internal dynamics inside Israel could yet result in the removal of the
current government and usher in a positive change within Israel, that
internal reconciliation could allow for a unified Palestinian governance,
and that the international wall of solidarity with Israel is beginning to
break in unprecedented ways, both in the USA and Europe. And as
history has taught, the most successful firewall between Palestinian and
Arab politics has been Palestinian national unity.

For the coming year, by which time the above obstacles may have been
removed or prospects more clearly established, it cannot be expected that
the return to a political process would allow resumption of any of the
economic facilitation measures proposed here. Even though they remain
the only logical steps to an irreversible state preparation process, clearly,
we are not there yet. In these uncertain times, both defeat and victory of
the Palestinian people in the current battle seem equally likely options,
depending on the interaction of the above-mentioned dynamics.

Hence, the best that policy makers can do is prepare, advocate, and
expose the Israeli war against Palestine for what it is. For the immediate
period the scale and intensity of the humanitarian relief effort is one that
takes absolute priority, going beyond the basics of food, water, medicine
and health, to restoring energy, sanitation decent transitional shelter for
1.5 million homeless, rubble and ordnance removal and taking stock on
the ground of the extent of social, human, infrastructure, housing and
other damage. Only serious progress in this Relief stage can enable a
Recovery phase, which will be about restoring incomes, jobs, markets,
supply chains, services, and reconnecting shattered and dispersed
communities. And then, only then, can the real Reconstruction
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commence, but all of these remain today contingent on the end of the
war, Israeli withdrawal, and an agreement on enabling a significant flow
of consumer goods and the range of equipment and facilities required to
ensure adequate relief and permit gradual recovery. There will be no
bounce back from this war under foreseeable circumstances.

In this regard, it is imperative to understand that Israel has been
attempting, and could yet succeed, to redefine the rules of the game,
indeed the game itself. Palestinian, Arab, and international stakeholders
risk being drawn into a new Israeli web of procedural, security, and other
negotiating complications that have been expertly deployed over the
years to engage Palestinian negotiators in endless and fruitless tugs of
war. In fact, that has characterized the past months of excruciating
ceasefire negotiations, and Israel is well versed in moving the goal posts
and the other players along with it. While policymakers will attempt to
stick to Palestinian principles (“thawabit”), external political pressures
are already building. These could aim to thwart the possibility of
Palestinian statehood and sovereign governance, for example through
formulae for a separate path for the Gaza Strip than for the West Bank
(i.e. a new recipe for Palestinian political division and institutional and
geographic fragmentation), or by postponing a reckoning to the
outcomes of elections in the USA and Israel (thus allowing Israel to
further entrench its forces in Gaza).

In navigating these hostile forces in the coming immediate period,
several guiding principles may be considered to ensure that Palestine
emerges from this catastrophe towards a concrete outcome of recognition
of its rights and its destiny of national self-determination:

- It is essential to avoid any new agreements or informal
understandings with Israel on economic matters, including border
operations, that contradict or replace existing agreements signed until
2005. Jeopardizing the chance of implementing the practical set of
steps in economic relations with Israel towards the inception of the
State, as outlined in this paper, would signal the beginning of a new
indefinite “interim period” of bilateral processes with Israel that
would dash the last hopes for statehood.

- Any arrangements for reopening Rafah crossing must be coherent
with the 2005 AMA and should be extended to include crossings with
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Jordan, both to speed the flow of aid to the Gaza Strip, but also to
enable the Palestinian economy to reorient trade eastwards.

- Government policies and available resources should continue to
favor the Gaza Strip’s relief and recovery, while remaining vigilant
about addressing the new costs incurred by the West Bank economy
as a direct and indirect impact of the war.

- The preparations for intensive reinsertion of unified Palestinian
central and local government functions throughout Gaza,
reformation of the local civil service, and its reintegration into the
existing administrative structures should be well planned, merit-
based, and depoliticized.

International partners, including the UN and international organizations
and sympathetic States, should rally around the recently pledged ONE
PALESTINE program to curry support with the Palestinian vision
towards a two-state outcome as clearly outlined in this paper and others
that constitute the Palestinian “economic pathway to independence and
peace” vision.
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2. Pending and New Institutional Arrangements

Picking up from where the peace process left off in 2000, the set of
institutional arrangements and economic measures outlined below are
non-exhaustive examples of the steps that the PLO, Israel, and the
international community should be implementing in the state inception
phase to move from the status quo into a plausible and viable path to the
sovereign Palestine state.

PER of 1994 purported to formalize Israel’s relations with the oPt in its
dual status as an occupier and ostensibly as a partner. The five-year
interim period that was agreed upon in the Oslo Declaration of Principles
in 1993 was supposed to serve as a preparatory period of peacebuilding
and institution-building in a temporary form that would pave the way for
the end-of-conflict negotiations on the outstanding permanent status
issues.

This rationale has been asserted in the preamble of the PER, which stated
that this agreement: “...lays the groundwork for strengthening the
economic base of the Palestinian side and for exercising its right of
economic decision making in accordance with its own development plan
and priorities. The two parties recognize each other's economic ties with
other markets and the need to create a better economic environment for
their peoples and individuals”.

However, 30 years later, the economy of the oPt remains with little
progress in ‘strengthening’ its economic base or exercising its ‘right in
economic decision making’. Irrespective of the reasons that caused this
lack of progress (which is beyond the scope of this report), the fact of the
matter is that important parts of the arrangements and measures that are
stipulated in the text of the PER are now, in the year 2024, either
suspended or shelved by Israeli unilateral action.

The priority institutional arrangements and economic measures listed
below are the most urgent priorities for the state inception phase that lie
within the constraints of the signed agreements. These measures and
steps relate to the economic dimension; they do not address other
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important political, security, and institutional priorities for the state
inception phase.

2.1 Third Party Role

The postbellum phase begins with an international peace conference that
sets out the parameters of the two-state solution that are commensurate
with the relevant UN resolutions and the Arab Peace Initiative. The
implementation of the outcome of the peace conference will necessitate
the expansion and empowerment of an International Quartet+ to include
regional and international members. This revitalized international
sponsor of the two-state solution will be empowered to carry out the roles
of facilitation and guarantee implementation in various aspects and
dimensions.

2.2 The Revitalization of the Joint Economic Committee

In the mid-1990s, the Joint Palestinian-Isracli Economic Committee
(JEC), as agreed upon in the PER, used to meet periodically at the
ministerial level, supported by the extensive work of 13 subcommittees
that dealt with sectoral and institutional issues. In 1999-2000, shortly
before the eruption of the second intifada, the meetings of the
subcommittees were attended by representatives of the US embassy in
Tel Aviv and the US Consulate in Jerusalem. The revitalization of the
JEC in the state inception phase will similarly necessitate the
participation of representatives of the above-mentioned international
mechanism to monitor progress and commitment to implementation.
Designated members by the two parties at the Ministerial level must have
decision-making authority in order to allow for progress in the
negotiations and in the implementation of the agreements, while the
representatives of the International Mechanism will carry out their
facilitation role and monitor the fulfillment of commitments and the
implementation of agreements.

2.3 Redeployment of Israeli Military Forces

The Oslo II Agreement specifies three phases of the redeployment of
Israeli military forces that should have been completed in the 1990s.
Article 1, clause 1 in the Protocol Concerning Redeployment and
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Security Agents states that the first phase of redeployment " ...will cover
populated areas in the West Bank — cities, towns, villages, refugee
camps, and hamlets", to be completed 22 days before the election of the
legislative council (1996). This first phase was to be followed by two
further phases. While the first phase of redeployment is still incomplete,
the two further phases that were supposed to be completed 18 months
after the inauguration of the Council remain unimplemented despite
several international conferences and agreements on further
redeployment, such as the Wye River Memorandum of 1998. The
resumption of the redeployment's second and third phases, as specified
in the agreement, will provide the PA with more access to additional
territory and natural resources.

2.4 Withdrawing the Israeli Military Government

Article 1, paragraph 5 of the same Protocol states that "After the
inauguration of the Palestinian Council, the Israeli Civil Administration
will be dissolved, and the Israeli Military Government will be
withdrawn." This will fully implement the transfer of powers on civilian
affairs, as per paragraph 6 in this Article: "The Council will assume
powers and responsibilities of civilian affairs as well as for public order
and internal security." This should remain a critical demand in the
direction of dismantling the occupation.

2.5 The Palestinian Institutions in East Jerusalem

As an integral part of Oslo Accords, the Israeli government gave its
written assurances respecting the presence and operation of Palestinian
institutions in east Jerusalem in Shimon Peres' letter dated October 11,
1993, which asserted that "... all the Palestinian institutions of east
Jerusalem, including the economic, social, educational and cultural, and
the holy Christian and Muslim places, are performing an essential task
for the Palestinian population. We will not hamper their activity; on the
contrary, the fulfillment of this important mission is to be encouraged".
The reactivation of the Palestinian institutions in occupied east Jerusalem
is an integral part of the state inception phase.
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2.6 PA Personnel at the International Passages

Article 3 of PER outlines the arrangements for imports and exports in
the international passages that are under full Israeli control. These
include the Israeli seaports of Ashdod and Haifa and the Lod airport. In
the West Bank, the signed agreements deal with the arrangements for
two passages on the Jordanian borders: the Allenby Bridge and the
Damia Bridge (Prince Mohammad Bridge). The original arrangement
was to operate two separate commercial international passages for the
West Bank: the Allenby Bridge for imports and the Prince Mohammed
(Damia) Bridge for exports. The Prince Mohammed Bridge has been
closed by Israeli authorities since the year 2000 ‘for renovation’ and has
remained closed throughout the past two decades. By 1998, only four
Palestinian customs officers were allowed to be present at the Allenby
Bridge. Since the year 2000, up until now, the Israeli authorities have
prohibited the presence of any Palestinian customs officers there.

Moreover, Paragraph 14/b in PER states that: “The inspection and
collection of taxes due in the Palestinian customs lane will be conducted
by customs officials of the Palestinian Authority. Israeli customs
officials will be invisibly present in the Palestinian customs lane and
entitled to request inspection of goods and collection of taxes when due”.
At the end of the year 2000, the presence of Palestinian officials was
gradually phased out, and since 2002, no Palestinian officials have been
allowed to resume their operations at the international passage. In the
Gaza Strip, the Rafah passage was closed in 2007 but resumed operation
in 2010 under Egyptian/Palestinian control.

According to these articles, a 'Palestinian Wing' will be operating in each
international passage where PA personnel will carry out passport and
customs duties, a raised Palestinian flag, and a Palestinian deputy of the
general manager of the passage will be appointed by the PNA. Appendix
5, Section I, details the arrangements for Palestinian passengers
presenting their documents for processing by PA personnel. Appendix 5
states that 90 Palestinian personnel will be appointed at the Allenby
Bridge.
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As for the Gaza Strip, the original arrangement was that four commercial
passages would be operated: Eretz/Karni, Sofa, Nahal Oz, and Rafah
(further below under International Trade). Since 2007, Israeli authorities
have closed down all of these commercial passages and replaced them
with Karam Abu Salem. The Israeli authorities destroyed all the donor-
financed infrastructure and facilities in Karni.

In the state inception phase, the blockade on the Gaza Strip needs to be
lifted and all commercial passages to be operational in accordance with
the signed agreements.

2.7 Movement Into, Within, and Outside the West Bank and the
Gaza Strip

Section 2/A of Article XI of the Protocol states that "...movement of
people, vehicles, and goods in the West Bank, between cities, towns,
villages, and refugee camps will be free and normal, and shall not need
to be affected through checkpoints or roadblocks". In the baseline
situation of early 2024, over 200 Palestinian enclosures in areas A and B
are surrounded by as many as 700 military checkpoints, roadblocks, and
earth mounds, according to OCHA. Israeli overall security needs do not
justify these roadblocks and checkpoints, which disrupt the freedom of
movement of goods and people. In the inception phase, checkpoints,
roadblocks, and earth mounds must be lifted, and the dual road and
transit system of 'Palestinians-free' bypass roads will be phased out.

2.8 The Repatriation of the 1967 Displaced Palestinians

Article XII of the Oslo Declaration of Principles deals with the agreed-
upon repatriation of the Palestinians displaced from the oPt in 1967,
setting up a " Continuing Committee” that will decide by agreement on
the modalities of admission of persons displaced from the West Bank
and the Gaza Strip in 1967.

The agreed-upon Continuing Committee, comprising Israel, the PLO,
Jordan, and Egypt, held one meeting at the ministerial level in Amman
on March 7, 1995, and agreed on the launching of the Committee
activities. As no other meetings of the Continuing Committee took place
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in the past decades, then its reactivation in the state inception phase will
need to be given its due priority.

30



3. Strategic Economic Infrastructure and Natural
Resources

The state inception phase that transforms the status quo from de facto
annexation to sovereign independent states begins with implementing
policies and measures that were integral to the signed agreements. In this
context, priorities related to infrastructure include the following:

3.1 Operate the Two Safe Passages

The routes of the two safe passages connecting the West Bank to the
Gaza Strip are specified in the map co-signed in 1995 by Yasser Arafat
and Yitzhak Rabin and witnessed by representatives of the USA and the
Russian Federation. The operation of the two safe passages as soon as
possible will considerably enhance commercial and economic activities
in the oPt. In the state inception phase, the first priority will be the
reunification of the West Bank and the Gaza Strip. This process of
institutional and economic reunification will be dealt with in a separate
paper. In the context of infrastructure requirements, the operation of the
two safe passages between the West Bank and the Gaza Strip is an
indispensable requirements of this process of reunification.

Chart 3-1: Israeli-Palestinian Interim Agreement Safe
Passage Routes Map

ISRAELI - PALESTINIAN INTERIM AGREEMENT &
MAP No. 6 SAFE PASSAGE ROUTES SCALE 1:250,000
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3.2 Access to Area C in the West Bank

Nothing in the signed agreements in any way denotes that Area C, which
constitutes almost two-thirds of the total area of the West Bank, will
continue under the full control of Israel, governed through the Israeli
Civil Administration. Oslo agreements call for the redeployment of
Israeli military forces and for dissolving the Civil Administration during
the five-year interim period in the 1990s. Throughout the three decades
that elapsed since the signing of the Oslo agreements, Palestinian
jurisdiction on economic activities and projects continues to be confined
to the over 200 enclosures denoted as Area A and Area B, surrounded by
hundreds of military checkpoints. In addition to the detrimental effect on
the free movement of people and goods within the West Bank, all
Palestinian infrastructure developmental projects require access to Area
C for these projects to be viable and feasible.

3.3 Transportation networks

The sub-division of the West Bank into dozens of blockaded enclosures
causes negative effects on access to work, transportation, and the flow of
domestic trade and services, which a World Bank study showed
diminishes per capita GDP by 7.5% to 10% (Van Der Weide, 2019).
Several projects for the development of transportation arteries within the
WB, such as the PNA's 'Multi-Modal Transportation Network", MMTN,
and the Rand Corporation's "Arc" concept, require free and unrestricted
Palestinian access to Area C. The MMTN includes projects for
constructing main arteries, urban ring roads, regional and district
railways, and light rail networks. The huge deficit in infrastructure
development, particularly transportation, requires intensive efforts in the
state inception phase to launch these urgently needed developments.

3.4 Seaport, Airport, and International Passages

The Gaza seaport project and airports serving the oPt's needs are
arrangements agreed upon in the Oslo Accords and endorsed in several
international conferences in Sharm El Sheikh and the Wye Plantation.
The last signed agreement with Israel in 2005, following the Gaza
disengagement, included a reference to re-operating the airport and
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considering maritime transport options. The PNA's MMTN includes
concepts for such projects that align with the signed agreements. In the
state inception phase, the reconstruction of the Gaza Strip should include
the planning for the reconstruction of its airport and seaport that were
destroyed by the Israeli military two decades ago. As Qalandia airport in
the WB has been under full Israeli control since 1967, which Israel
continues to operate intermittently and recurrently for emergencies and
as a heliport, the preparation for the West Bank airport, the railway
networks, and the rehabilitation of the Damiah Bridge should begin as
soon as possible.

3.5 The Separation Wall

Construction of the barrier Wall began in 2002 with a length of more
than 700 kilometers built on Palestinian land east of the Green Line (The
1949 armistice lines). The arca between the wall and the Green Line,
about 10% of the total area of the WB, is designated as a closed military
area, constituting a form of land control and an additional obstruction to
transportation networks used by Palestinians, and reducing the
accessibility between their communities and access to agricultural areas,
as well as access to places of employment.

In the state inception phase, Israel should be required to comply with the
legal opinion of the ICJ of 2004 and dismantle the parts of the separation
wall that cut across Palestinian territory and compensate the negatively
affected community for all losses incurred, as documented in the UN
Register of Damages from the Wall. The elimination of the separation
wall in the WB and in occupied east Jerusalem in the inception period
would constitute an important part of the rehabilitation of the economic
structure of the WB and address part of the distortions that were caused
by over half a century of military occupation.

3.6 Energy

3.6.1 Electricity

Article 10 of the Third Annex of the Oslo-II Agreement states that Israel
would transfer all powers and responsibilities related to the electricity
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sector within three months of signing the Agreement (in 1995), as well
as the formation of a joint committee on electricity issues. This
commitment should be realized at the outset of the state inception phase.
PENRA estimates that the dependency on Israeli energy purchases from
Israel could be reduced from above 90% at present to 50% by 2030,
provided that Israel lifts its restrictions on Palestinian access to Area C
and other forms of obstruction, as attested by international bodies (Office
of the Quartet, 2022). Moreover, one of the main obstacles to the
development of the energy sector is the overdue need for a high-voltage
transmission network that also needs Palestinian access to Area C.

3.6.2 Renewable Energy

While the two aspects of the crisis in electricity are the lack of power
generation projects and the lack of a Palestinian high-voltage electricity
transmission network, the latter is also one of the key obstacles to the
development of renewable energy projects. Solar energy requires large
areas for solar farms, which are not available in the congested Areas A
and B in the West Bank.

3.6.3 Oil & Natural Gas

The oPt imports 100% of its needs of oil products, derivatives, and
natural gas from Israel at uncompetitive prices. Article XII in the PER
grants the PA the possibility to import oil products from other countries.
However, Israeli protectionist 'technical specifications' pose obstacles
that are almost impossible to overcome, such as the requirement to add
chemicals and colors to distinguish imported derivatives from Israeli
ones.” The revision of these protectionist specifications in Article XII is
required to phase out these obstacles in the inception phase. Israel is also
called upon to facilitate permits for the construction of storage facilities
for oil products in Area C.

5 For example, the PA attempted to import oil from Iraq to be refined in Jordan. The
Jordanian refinery does not have the technical capability to comply with the
'specifications' specified in the PEP.
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3.6.4 The Levant Oil and Gas Basin

In the state inception phase, the PLO will lead the negotiation process to
claim and protect Palestinian rights and entitlements as an integral part
of the Levant oil and gas basin in the east Mediterranean.® In this context,
the unhindered development of the Marine natural gas fields off the Gaza
Strip coast will need to be facilitated by Israel and guaranteed by the
international community.

3.7 Water and Natural Resources

Palestinian national sovereignty on water and natural resources will be
cumulatively achieved through incremental steps and measures while
ensuring that natural and water resources that are shared, such as water
aquifers, the Dead Sea, or the Levant (oil and gas) Basin, must be jointly
and equitably administered based on a ‘rights approach’, with revenue-
sharing mechanisms that adhere to international law.

e Water Resources: From the very first days of the June 1967 war,
Israel announced its policies and goals of expanding its sovereignty
over the newly conquered territories, amounting to a de facto
annexation, and issued military orders to the effect of the total
usurpation of water resources. Before 1967, the multiple water
sources in the WB alone were estimated at 800-850 million cubic
meters annually, and even at about 980 million, according to other
studies (Labbad et al., 2016). According to the Oslo-II agreement,
the water resources from the groundwater of the West Bank, totaling
679 million meters, were distributed as follows: 483 million for
Israeli use and 118 million for Palestinian use, to which another 78
million were added for Palestinian development, although this was
in most cases not applied throughout the past years. The Oslo
Accords identified the issue of water as one of the topics of the
permanent status negotiations that, according to the agreement,
should have been negotiated at the end of the transitional period in
1999.

¢ For details, see (Kubrusi, 2019).
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Addressing this issue in the state inception phase requires the
mobilization of regional and international efforts to review this
arrangement of 30 years past and address the pillage of Palestinian
water resources, whereby, according to OCHA, Israel continues to
exploit 87% of the groundwater sources in the WB, leaving only
13% to the Palestinians. Immediate action in the state inception
phase include:

- the restructuring of the Joint Water Committee and its decision-
making process to ensure equitability together with the active
participation of representatives of the International Quartet;

- upgrading water distribution networks, the construction of the
long-overdue national water carrier in Area C;

- renegotiating the relevant articles in the PER for more equitable
distribution of water resources during the inception phase; and

- issuing permits for the construction of wastewater facilities in
Area C.

The Dead Sea: The oPt is a riparian party to the Dead Sea. Israel has
tightened its control over the Palestinian shore and exploited its
natural resources. Israel has taken control of the additional areas of
land exposed by the receding waters of the Dead Sea south of Jericho.
These are and should be considered Palestinian government lands,
but instead, they are used for Israeli settlements, such as Ahava,
Mitzpe Shalem, and others. What is more, these settlements
manufacture various products from the minerals of the Dead Sea.
Likewise, the 14 mines adjacent to the Dead Sea are exploited by
Israeli settlements, such as Hashahar Kokhav, to manufacture
building materials (B'Tselem, 2011). Palestinian access to the Dead
Sea and its public and private developmental resources is a priority
to be facilitated in the inception phase.

Quarrying, Stones, and Gravel. Marble and building stone (slabs,
tiles, etc.) represent an important segment of natural resources in the
oPt. Quarrying contributes about 5% of GDP, while reserves are
valued at $30 billion, this sector contributes about 4% of total global
output. Hundreds of quarries, stone and marble factories, and
workshops in this sector employ the largest percentage of workers in
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Palestinian industry (Salem, 2021). Most of the quarries are in Area
C, under full Israeli control. Since 1994, Israel has refused to issue
permits for new quarries and refrained from renewing operating
ones. Israeli quarries are exploiting this natural resource in Area C in
contravention of international law (Who Profits, 2016). In the state
inception phase, Israeli quarries in Area C should be phased out, and
a compensation mechanism will be set up.
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4. Labour Relations

4.1 Overview

The freedom of movement of Palestinian workers to and from Israel was
an important and central topic during the negotiations leading to PER.
The cornerstone of economic relations between Israel and the territories
is, without question, the issue of Palestinian labor in Israel. This is one
of the main consequences of the Israeli military occupation of the oPt in
1967. The Protocol addresses labor relations through three basic issues
related to the movement of workers to/from Israel: Palestinian workers’
access to the Israeli labor market, organizational arrangements for the
movement of workers, and Palestinian labor rights in Israel.

Within the Protocol, the first paragraph of Article 7, and Clause 4 of
Article 5, clarify the necessity of maintaining normality in the movement
of workers during the transition period, specifying arrangements for the
continued movement of workers, and their entitlement to labor rights
such as social security via income tax deductions.

The first five years of the transitional period have long ago lapsed, but it
has been clear from early on that the majority of labor-related articles
were not implemented, while others are only partially adhered to. After
more than two decades, the situation is worse from a practical viewpoint.
Over the past three decades, the flow of Palestinian labor into the Israeli
economy has been subject to the control and management of the Israeli
civil administration, and exploitative brokers who cooperate with this
administration and influence its decisions. The brokers have widespread
influence on issuing and distributing work permits, exploiting
Palestinian workers who seek jobs in Israel.

The Protocol includes positive economic and labor provisions, which
provide for the protection of the financial and social rights of Palestinian
workers in Israel. Yet, the Protocol did not explicitly guarantee the
freedom of movement of workers, and Israeli practices and policies are
typically unilateral. Thus, the issue of organizing and managing the flow
of workers remains under the control of the occupation. As such,
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implementing the Protocol is subject to practical considerations defined
by Israeli political and military decisions, which have resulted in
countless, clear violations.

It is worth noting that Clause 8 of Article 7 recognizes the right of the
PA - or any labor union that represents Palestinian workers in Israel - to
conclude an agreement with the General Organization of Workers in
Israel (Histadrut), regarding payments that it receives from deductions
levied on Palestinian workers (Article 7, Clause 8). There is no doubt
that the PA is weak in terms of organizing and determining labor
relations with Israel, due to a fundamental reason: Israel is the occupying
power. There are also economic reasons: first, as with the rest of the
world, the flow of labor is managed by demand for employment within
various sectors in the host country, and not according to the desires of
the labor-exporting country. Secondly, the Palestinian economy is weak
in terms of generating job opportunities, given the erosion of its
(industrial and agricultural) production base due to the long-term effects
of the Israeli military occupation since 1967.

Meanwhile, due entitlements have not been transferred for retirement
allowances and national insurance, on the grounds that Palestinians have
not yet established the required apparatus for managing social security.
Estimates of the amount accumulated with Israel reach as much as NIS
16 bn. In this regard, the PA bears responsibility for the continued
‘freezing’ of the transfer process. Perhaps, if such an organization were
to be established, Israel would honor its obligations.

4.2 Current Challenges

Three urgent and important issues need to be addressed in order to
examine the extent of Israel’s commitment to implementing the Protocol.

The first issue concerns ensuring that workers from the West Bank and
Gaza Strip can access Israeli labour markets. Article 7 confirms the
agreement of both parties to maintain normality in the movement of
workers between these areas, with periodic reviews of the size and
conditions of this labor movement. The disruption of these relations can
lead to a major economic recession for both economies. Israel has
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imposed a set of (political rather than economic) measures over the past
few decades to restrict the entry of Palestinian workers into Israel.
Among these restrictions are the intensification of repeated closures,
special permits, curfews, and the blockade of the Gaza Strip. This limits
the flow of labor to Israel in violation of the Protocol.

The second issue is the Palestinians’ role in organizing the flow of their
workers to Israel. The first paragraph of Article 7 stipulates that the
organization and management of the movement of workers is the
responsibility of the agency of employment (Israel’s Ministry of Labor).
Clause 1 in Article VII confirms that the organization of the movement
of labor - from the West Bank and Gaza Strip to Israel — is subject to the
Israeli employment agency, in accordance with Israeli legislation. It
grants the Palestinian side the right to set qualifying criteria for workers,
helping the Palestinian Authority (PA) - in theory - to protect workers’
rights and direct the flow of labor in order to maximize benefits for the
Palestinian economy. It also allows the PA to regulate the flow of labor
to Israel by establishing its own employment offices, tasked with
coordinating labor flows with their Israeli counterparts. However, the
mechanisms for this ‘coordination” were never delineated.

Despite these agreed-upon arrangements, workers obtain their work
permits directly from the Israeli Civil Administration and middlemen
who have connections with the Israeli authorities and Israeli employers.
The predominant role and influence of brokers and middlemen who
control most work permits, costing the Palestinian worker about 14% of
his/her average monthly wage. In 2023, the profits made by these brokers
and merchants amounted to about USD 420 million, largely taken from
Palestinian laborers. Some workers are not able to obtain work permits
and are forced to work informally without one. The percentage of
informal (or illegal) workers relative to the total number of workers in
Israel has never fallen below 20%, with various studies estimating the
total number of informal workers at anywhere between 26,000 and
40,000 laborers.

This reality 1s a blatant violation of the Protocol and its regulations

concerning the flow of labor. The question of how to encourage legal
labor and organize its movement across the transition phase needs to be
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re-examined, in accordance with the economic needs and interests of
both parties. New realities need to guarantee Palestinian laborers’ rights,
or at least that portion of such rights that Israel has already recognized
as legitimate. There is, clearly, also a need to expand the scope of these
rights to cover illegal workers.

The third issue is the rights and entitlements of Palestinian workers
employed legally in Israel.” Israel’s recognition of the financial and
social rights of workers originating from the West Bank and Gaza Strip
is considered to be the most important achievement of Article 7 in the
Protocol. What is absent is any stipulation that Palestinian workers’
contributions to the Israeli National Insurance Fund should be utilized
on their behalf. Noting that Israel refuses to recognize pre-1993 workers’
rights, the absence of such a stipulation in the Protocol constitutes
ambiguity and requires further negotiations.

According to Israeli law and the PER, a portion of Palestinian workers’
wages is deducted under eight different pretexts: retirement, work
insurance, employers’ compensation, deductions for membership of the
Israeli Construction Workers’ Union, national insurance deductions,
equalization taxes, income taxes, and healthcare fees. In fact, Israel
honors part of these rights through income tax and healthcare deductions
(for treatment of workers in Israel, but only for work-related injuries).
Other deductions have not benefited the worker, the pretext being that
they ought to be transferred to a Palestinian, public ‘social security’
organization, as stipulated in the Protocol. Securing these important
resources for a Palestinian social security system is an urgent priority in
the inception phase.

4.3 Key Labour Measures for Action in the State Inception Phase

In the state inception phase, there is no alternative to operating within
the framework of the signed agreements. There exists the possibility of
building on positive aspects embedded in Israel’s transfer of financial
labor rights to three Palestinian parties (the PA, workers themselves for

7 Some estimates, such as those of the ILO, indicate that these rights amount to billions of

U.S. dollars. The president of the Palestinian labor union estimates these at about $16
billion US dollars.

42



end-of-service payments, and the organization responsible for social
security). These arrangements are still in effect, even though they applied
to the “transition phase for establishing the state”, requiring compliance
with agreements signed more than thirty years ago. The Protocol’s
articles and provisions explicitly assign this role to the Palestinian
Ministry of Labor, as the corresponding competent authority in the
process of issuing work permits and managing the flow of labor.

The main flaw - and fundamental dilemma - does not lie with the
Protocol itself per se, but rather with the continued presence of the
occupation, and its systemic policies of ensuring that the Palestinian
economy remains in a state of dependency, as it is today. To reduce this
dependency, an economic struggle must be waged, starting from internal
(Palestinian) economic negotiations and policies. The issue of
employment is a priority one in this economic struggle, and it is a
responsibility shared by all: government, the private sector, the civil
society sector, and trade unions. In this preliminary phase, effective
solutions are essentially (internal) technical and procedural, and not
dependent on bilateral (official) agreements between Palestine and
Israel. In the same context, given that the PA is the weakest ‘player’, it
has no alternative but to re-activate previous agreements concerning
workers’ rights as currently recognized in the Protocol, helping to further
Palestinian laborers’ rights, while regulating internal and external labor
policies.

The state inception phase requires the Palestinian negotiator, decision-
maker, and labor unions to focus on Israeli violations of the Protocol,
and to attempt to use these as building blocks, while adhering to the
following basic needs:

1. Return to a state of predictability in labor movements, in
accordance with the Protocol’s provisions.

2. Organize the process of issuing work permits and manage the
movement of workers, in accordance with Clause 1 of Article 7 in
the Protocol.

3. Agree with Israel to transfer Palestinian dues (pensions and other
wage deductions in return for benefits) concerning the wages of
Palestinian workers, as stipulated in Clause 4 of Article 7, to the
Palestinian pension fund.
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These basic needs do not emerge out of a vacuum, but rather as a
consequence of economic agreements and broader political agreements
within the Oslo Accords. International (or legal) custom is to honor (or
not violate) signed agreements, as these serve as a reliable support
mechanism in the event of a new situation arising (positive or negative).
Therefore, it is necessary to revisit these agreements; negotiate their
proper implementation; and improve whatever can be improved. Given
the difficult political circumstances resulting from the Gaza War and
successive aggression on the West Bank, this is the right time to think
about the road ahead.

Article 7 in the Protocol may have failed to guarantee a state of normality
in the freedom of movement for workers. However, it did succeed in
defining workers’ financial and social rights. Israel does not adhere to
the implementation of these rights, despite the fact that these official
documents serve as the only point of reference for these rights. It is also
difficult to emphasize the urgency of the problem of illegal work in
Israel, and the spread of the phenomenon of work permit brokers. This
new phenomenon is not addressed in the Protocol, so practical solutions
have to be found as an alternative.

4.4 Additional Recommendations to Consolidate Labour Relations
with Israel

In addition to Article 7 of the Protocol, it is also important to follow
internationally agreed standards regulating the movement of workers and
ensuring their rights. The most appropriate reference point is the UN’s
Sustainable Development Goal (SDG) #8, concerning “Labor and
Employment”, as well as the International Labor Organization’s
conventions guaranteeing the basic rights of workers. Additional points
of reference include the Fourth Geneva Convention and the requirements
set by the International Trade Union Confederation. These outline
guarantees for labor rights, the protection of workers, and the application
of human rights’ principles. The following recommendations serve as a
basis for improving labour relations with Israel, while setting a future
strategy:

- Reorganize the movement of workers, with full coordination across
concerned Palestinian and Israeli organizations. Coordinate (at the
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official level) the supply and demand for Palestinian labor in Israel.
The Palestinian Ministry of Labor should disseminate information on
the availability of job opportunities and workers’ rights in Israel, in
addition to providing guidance to assist workers. This is the most
effective method to encourage legal work, in the best interests of
workers and the Palestinian economy as a whole.

Abolish the system of brokerage and trafficking in work permits, and
the exploitation of wages for the profits of brokers.

Ensure that healthcare rights are fully implemented for workers in
Israel, given that they pay healthcare insurance deductions.

Review labor agreements between Palestinian labor unions and the
Israeli authorities, amending these and developing a new position
paper, in light of this new cooperation with Palestinian labor unions.
Significant savings made by Palestinian workers in Israel have not
been transferred to the Palestinian economy. This is largely due to
the failure to establish a public organization to manage social
security. These dues will not be transferred before the enactment of
internationally accepted Palestinian laws that guarantee workers’
freedom of access to their savings. This, in turn, requires resolving
numerous legal and institutional bottlenecks as quickly as possible,
particularly the establishment of a public organization to manage
social security and collect laborers’ historic rights.
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5. International Trade and Passages

During the proposed post-war inception phase, measures contributing to
the achievement of three main objectives related to international trade
should be implemented: the economic integration of the West Bank and
the Gaza Strip, the enhancement of Palestinian trade policy autonomy,
and trade facilitation measures to overcome the hurdles that affect
Palestinian exports and imports. Progress towards these objectives can
be achieved by effectively implementing many of the past agreements
between the PA and the Israeli government, which were never put into
effect. In addition, implementing many initiatives that have already been
suggested in different areas is within the realm of the possible. This will
facilitate the transition to a permanent status arrangement between Israel
and Palestine, which should be the ultimate objective.

The preamble of the PER proclaimed an ambitious goal: to lay “the
groundwork for strengthening the economic base of the Palestinian side
and for exercising its right of economic decision-making in accordance
with its own development plan and priorities”. However, the Protocol
was an imperfect contract, many of its provisions were never
implemented, and some were interpreted in such a way that nullified
their intended effects. The need to move from the current situation to a
separate customs territory with full trade policy autonomy for Palestine
has been widely recognized. That objective must be achieved in the
framework of the final status arrangement with Israel. However, the
effective implementation of some of the key PER trade-related
provisions during the inception phase could contribute to the transition
and address some of the problems that Palestine's trade is currently
confronting. In this context, the proposed effective and accountable
institutional framework for discussion and negotiations must be put in
place as a first step in the inception phase.

5.1 Trade Integration of the West Bank and the Gaza Strip
As emphasized in section 3 above, the necessary condition for a

sustainable Palestinian growth path is geographic contiguity and the
economic integration between the West Bank and the Gaza Strip. The
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unimpeded movement of goods and people between these two areas must
be a main objective to be achieved by the PNA. The instrumentalization
of the “right of passage” is a necessary condition to give content to the
notion of a single territorial unit comprising the West Bank and the Gaza
Strip, entrenched in past agreements between Israel and the PNA. In this
regard, the Oslo-II Interim Agreement on the West Bank and Gaza
considers these areas as “a single territorial unit, whose integrity and
status shall be preserved” (Article XI), and Article XXIX provides for
the safe passage of persons and transportation between the two areas.®
On its part, the Agreement on Movement and Access (AMA) of 2005
provided for the passage of convoys between the areas to facilitate the
movement of goods and persons.

During the inception period, and taking into consideration the new
conditions on the ground, these past commitments, with the necessary
adjustments as appropriate, must be effectively put into effect. The right
of passage must be complemented with the opening of additional
crossings, together with trade facilitation measures at them, allowing for
the smooth movement of goods and people.’ This will be necessary to
reactivate the Palestinian economy, and would allow the West Bank
economy to have a role to play in the reconstruction of the Gaza Strip,
benefiting from the significant demand-push that the necessary
investments for reconstruction will certainly generate.

5.2 Enhancing Trade Policy Autonomy

During the inception period, the PA should aim at enhancing its trade
policy autonomy, as a step towards the progressive implementation of an
independent trade policy in line with Palestine's development needs. In
the short-term, two main issues should be addressed in this regard: the
modification of List A1, A2, and B of the PER, and gaining control over
customs.

Complemented by the “Protocol Concerning the Safe Passage between the West Bank and
the Gaza Strip of 1999.

The Gaza Strip is surrounded by seven crossings that were designated for the movement of
people and goods into and out of the Strip. After the Israeli imposed blockade in 2007, all
crossings were shut down except for the Rafah and Beit Hanoun crossings, which were
designated for the movement of people, and the Karem Abu Salem crossing, which was
designated for the transport of goods.
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With respect to the PER Lists, Al, A2, and B, they constitute an
exception to the CU’s common external tariff, granting the PA autonomy
to determine the most appropriate trade regime governing the import of
goods. In the case of Lists Al and A2, lower tariffs and national
standards, and the right to determine purchase tax, levies, excises, and
other charges, and regulation of licensing requirements and procedures.
In the case of List B, lower tariffs govern the import of goods."® The PER
grants Palestine the right to have a higher tariff than those prevailing in
Israel (Article I11.5 of the PER). The products included in the Lists and
the tariff quotas established have not been seriously revised over time. A
comprehensive revision of the lists would enhance trade policy
autonomy and constitute the basis for a future Palestinian Tariff book in
line with its development needs, progressively enabling the Palestinian
economy to operate as a separate customs territory.

Until Palestine implements its own trade policy, the PER Lists must be
revised in order that they effectively respond to Palestinian
developmental needs. Some proposals have been prepared in the past,
but no action was taken. More recently, Israel and Jordan have elaborated
a proposal for the modification of the Lists, which was presented to the
PNA. Furthermore, in the framework of the Tasdeer Project a
comprehensive proposal for the modification of the lists has been
elaborated (Abugattas & Misyef, 2023). This task should be high on the
priority list during the inception phase.

Currently, customs are completely under the control of Israel. However,
Article III paragraph 14.a of PER expressly states that Palestinian
customs is responsible for the implementation of the agreed-upon
customs and importation policy at the entry points of the Jordan River
and the Gaza Strip, which are the economic borders of the Palestinian
Territory with parties other than Israel. Israeli customs officials are to
be "present" and receive copies of relevant papers from the Palestinian
customs officials. On its part, the “Agreed Principles for Rafah
Crossing” attached to the “Agreement on Movement and Access” of
2005 (AMA) provided that Rafah will be operated by PA on its side and
Egypt on its side. During the negotiations in the context of the AMA an

10 List Al for goods originating from Egypt, Jordan and other Arab countries. In the case of

List A2 and B independently of origin.
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arrangement was reached where imports from Egypt would come in
through Kerem Shalom, cleared by Palestinian customs agents who
would be supervised by Israeli customs officials. These commitments
were never put into effect.

In the absence of recognized international borders and under the
prevailing arrangements, the presence of Palestinian customs officials at
the crossings would have no practical effect other than being observers.
Full control of customs at international borders will be attained in the
framework of a final comprehensive agreement on the future relations
between Israel and Palestine. Until that time comes, the establishment of
bonded warehouses, an initiative that has been examined in the past and
discussed between the PA and the Israeli government, would allow the
transfer of customs authority to the PA, as the clearance of goods and
collection of duties would be done by Palestinian Customs in the
warehouses.'! Goods would be transported from the crossing point to the
warehouses. The final objective should be that all imports are cleared in
the bonded warehouses. This will minimize income leakage, while
eliminating the fee that is currently paid to Israel, and will enhance
Palestinian tariff autonomy, as it would minimize potential trade
diversion effects that could emerge from different customs duties.

An important element of building Palestinian trade autonomy in the
inception phase entails concrete steps towards integration of the
Palestinian economy into the multilateral trading system. This implies
two immediate initiatives:

- Israel’s main trade partners should be asked to ensure that Israel
respects its obligations under the 2013 WTO Trade Facilitation
Agreement to provide equal treatment to Palestinian exports and
imports transiting Israel as to Israeli traders and shippers;

" In August 2012, the finance ministers for the PA and Israel signed an agreement on various
customs and revenue issues, including the establishment of bonded warehouses in the West
Bank. Under the agreement, customs warehouses would enable goods destined to the West
Bank/Gaza Strip to be delivered to warehouses in the West Bank before customs duties and
other taxes are paid. Clearance and payment of duties and taxes would be done at the
warehouse before the goods enter the market. To implement the agreement, an Israeli/PA
subcommittee on bonded warehouses was established, which had its last meeting in 2013.
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- Palestine should present its application to obtain observer member
status in recognition of its current and future status as a separate
customs territory and obtain consensus from all members, including
Israel.

5.3 Trade Facilitation

The barriers imposed by Israel affecting Palestinian trade have been
widely examined, and a myriad of recommendations have been
advanced. Here, we focus on the main issues that must be tackled in the
short term.

5.3.1 Dual-Use Goods

Israel has unilaterally imposed, under the Defense Export Control Act of
2007 and the Defense Control Order, a system regulating the entry into
Palestinian territory of an extensive range of goods, deemed to be risky
from a security viewpoint, separate from and in addition to normal trade
regulations, and in contradiction with the economic underpinnings of the
PER. The importation of the goods included in the dual-use goods list
requires a special authorization by the Israeli Coordinator of Government
Activities in the Territories (COGAT). The official dual-use list cannot
be changed without a legislative process involving the Minister of
Defense. However, Israeli security officials can ‘add’ or ‘remove’ items
ad hoc, citing a decision titled “Decision B/44” of the Ministerial
Committee on Security (Gisha, 2022).

The main effect of the restrictions imposed on dual-use goods is that they
force Palestinian producers to adopt suboptimal solutions, which
increases costs and jeopardizes competitiveness, and in other cases,
totally impedes the development of productive activities. One example
of these adverse effects is the deterioration of productivity in the
agricultural sector in the West Bank, where the productivity per dunum
1s 50% of the productivity in Jordan and 40% of the productivity in Israel
due to the fact that the importation of most needed fertilizers, seeds, and
similar inputs are prohibited due to the imposition of the restrictions in
the dual-use list (UNCTAD, 2015).

51



There is a clear consensus among almost every analyst (World Bank,
European Union, Office of the Quartet, and UNCTAD, among others)
that a review of the dual-use goods and the administrative procedure for
their implementation is urgently needed. The restrictions imposed are
problematic on several levels. Among other, the definition of certain
items in the list is to broad, therefore there is no certainty if the product
would be considered dual-use-good or not; the procedure for
administrating the dual use list is non-transparent, cumbersome, and
Palestinian importers do not have the ability to appeal any administrative
decisions; and a permit is required for every shipment with a short
validity. As a medium-term objective, the dual-use-goods scheme should
be eliminated, and any measures in place must be in line with
international agreements on this issue.

A comprehensive proposal for the review of the dual-use good scheme
has been elaborated in the framework of the Tasdeer Project, which
could provide inputs for the negotiations in this area (Abugattas &
Misyef, 2023). The proposal includes, among other measures, the
following:

- Revising and refining the dual-use goods lists and making products
identifiable by tariff line of the HS at the appropriate level of
disaggregation, eliminating the current broad categories included in
the List. Additional items should not be added as hoc to the dual-use
process. An official list with this characteristic should be published
in Arabic and English.

- The system should be limited and exclusively used for the control of
high-risk items. Items that are already easily available should be
excluded.

- Predictable and clear administrative procedures should be
established and publicized, including provisions on administrative
silence. An online tracking system could be established, allowing the
importers to know the status of their request. Clear appeal procedures
regarding administrative decisions must be established.

- Like Israeli traders, Palestinian businesses should be allowed to
submit transfer license requests prior to shipping goods from other
countries.
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- Palestinian businesses already vetted by Israeli security should be
issued transfer licenses through a streamlined process, through an
Authorized Economic Operator (AEO) regime.

- The permit should be for the importer for a product and a yearly
license, and not as currently, where a permit is required for each
shipment.

5.4 Palestinian Trade Agreements

The PER allows the PA to establish trade relations with third countries,
provided that such agreements do not deviate from Israel's import policy.
However, Israel does not recognize Palestinian trade agreements, and all
imports of products originating in countries parties to Palestinian
agreements are subjected to the prevailing customs duties. The
Palestinian importer must pay duties, the Israelis process the payment,
reimburse the PA, and the Palestinian importer must file a claim with the
PA for the reimbursement of the customs duties paid. The process, if it
takes place at all, is very lengthy. This situation is highly problematic for
Palestinian importers and foreign exporters, generating unnecessary
bureaucratic processes, raising costs, and generating trade diversion as
some imports are destined to Israeli agents and then re-exported to
Palestinian territory. Palestinian trade agreements, with the exception of
GAFTA, overlap and reproduce the access conditions of Israeli
agreements.

According to Israel, there is no legal basis to accept the preferential
treatment granted in Palestinian trade agreements, because the PER
should list an appendix where all trade agreements signed by the PA
should be notified to Israel. However, this appendix is blank and has
never been updated. Therefore, Israeli authorities claim to have no legal
basis to accept the PA’s free trade arrangements. The recognition of
Palestinian trade agreements is an issue that should be on the short-term
negotiating agenda.

5.5 Other Measures
Over time, there have been a number of initiatives for the adoption of

trade facilitation measures that need to be further implemented and
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strengthened. The PER provides for national treatment regarding
processes for Palestinian exports and imports through Israel, as it states
that “the import and export of the Palestinians through the points of exit
and entry in Israel will be given equal trade and economic treatment”.
This has not been the case, as Palestinian trade is subjected to several
restrictive measures. Palestinian goods going through Israel should be
considered as “goods in transit” subject to the treatment provided by the
provisions of the WTO in respect to this issue (Article V of GATS 1994),
and the Trade Facilitation Agreement of the WTO. Furthermore, as long
as Israel controls customs procedures at the crossings, Palestinian trade
should be treated in line with the measures that Israel has implemented
in the light of the provisions of the WTO Trade Facilitation Agreement
without exception.

Some initiatives have been advanced to facilitate Palestinian trade. This
should be further implemented and strengthened. Besides upgrading the
infrastructure at all the crossing points, areas in which donors have
already made some important contributions, three measures could
generate important benefits to Palestinian trade:

- Incorporation of technological tools at all the crossings (scanners,
and others), avoiding the physical inspection of containers, which is
the current practice, even at crossings that have scanners.

- Elimination of the back-to-back scheme, through which trucks are
unloaded and cargo transferred to other trucks, replacing it with
Door-to-Door (D2D delivery, reducing transit times and costs, and
queuing times at the crossings. Already, D2D is taking place in a
limited manner.2 It is necessary to expand the number of crossing
points at which D2D can be applied, and the number of vehicles and
drivers that can use the scheme.

- Expand the direct transfer of bulk commodities

The Door-to-Door program is working and has expanded. The number of shipments
processed increased from 18,529 shipments in 2021 to 21,195 in 2022 (Office of the Quartet,
2023).
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6. Monetary and Fiscal Issues

The Israeli offensive of October 7, 2023, is causing deterioration in the
overall economic performance of the PA and in the banking and fiscal
sectors. The PA economy is being pushed to the brink of insolvency.
While the issue of a future independent monetary and macroeconomic
policy remains a subject for definitive investigation and decision in the
inception phase, there are a few issues that require attention in the short
term.

6.1 Monetary Issues

The monetary losses incurred using the dominant Israeli currency must
be addressed in the state inception phase. Israel is contravening several
arrangements agreed upon in Article IV of the PER, such as the
arrangements on regulating a discount window system, whereby
"...clearing of money orders and transactions between banks operating
in the Areas and banks operating in Israel will be done between the
Israeli and the Palestinian clearing houses on a same working day basis"
(Para 12.b). Since the year 2000, Israel has not allowed PMA's clearing
house to participate in the Israeli one and obliged the banks operating in
the PA to enter into bilateral correspondent bank arrangements at higher
costs.

Another example is that the Bank of Israel does not recognize paragraph
17 in this article dealing with the convertibility of the Israeli Shekel, and
unilaterally determines the annual amount of convertible Israeli currency
without consultation with PMA. Moreover, Israeli banks unilaterally
severed relations with all banks that operate in the Gaza Strip since 2007
and have refrained from providing Israeli currency to these banks.
Paragraph 10. b states, "Both sides will continue to discuss, through the
JEC, the possibility of introducing a mutually agreed upon Palestinian
currency, or temporary alternative currency arrangements." It will be
necessary to begin these discussions in the state inception phase.
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6.2 Reviewing the Revenue-Sharing Mechanism.

The sensitive file of accumulated Arrears, deductions, and leakage of
Palestinian fiscal revenues, documented widely by international and
Palestinian sources, must be settled during the state inception phase.

The past three decades of the implementation of the revenue-sharing
mechanism, as agreed upon in the PER, which is based on an approach,
have proven to be inefficient, bureaucratically burdensome, and
inadequate, and need to be replaced by a macro approach along the
Southern African Customs Union, SACU model. Fiscal revenue leakages
due to indirect imports, direct taxes imposed on the income of Palestinian
laborers in the Israeli economy, tax evasion through undervaluation in
declarations of the actual value of imported goods, fiscal losses on flows
of services and goods imported by the PA public sector from Israel
(electric power, water, ...etc.), and fiscal losses resulting from the lack
of sovereignty over natural resources (land, water, minerals, ...etc.),
have been estimated by multiple studies by international organizations at
4% to 6% of GDP (Elkhafif et al., 2014; World Bank, 2016). in the past
three decades. Redressing these issues in the inception phase will
contribute to the process of economic rehabilitation and recuperation

In addition, Section G in Appendix 5 states that passenger fees at
international passages will equal $26 US dollars. Of the first 750,000
paying passengers each year, the paid fees will be divided equally. As
for the first paying passenger thereafter in the same year, Israel will
receive the equivalent of $10 US dollars, and the Council $16 US dollars.
Israel has not been abiding by this arrangement for the past three
decades, refrained from transferring the amounts due to the PNA, and
unilaterally increased passenger fees. This constitutes an immediately
attainable fiscal leakage that can be swiftly plugged.
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Addendum
The Protocol on Economic Relations (PER) and
Israeli Systematic Violations

Introduction:

The PER of 1994 purported to formalize Israel’s relations with oPt in its
dual status as an occupier and ostensibly as a partner. The five-year
interim period that was agreed upon in the Oslo Declaration of Principles
in 1993 was supposed to serve as a preparatory period of peacebuilding
and institution-building in a temporary form that would pave the way for
the end-of-conflict negotiations on the outstanding permanent status
issues.

This rationale has been asserted in the preamble of the PER, which stated
that this agreement:

“...lays the groundwork for strengthening the economic base of the
Palestinian side and for exercising its right of economic decision making
in accordance with its own development plan and priorities. The two
parties recognize each other's economic ties with other markets and the
need to create a better economic environment for their peoples and
individuals”.

However, 26 years later, the economy of the oPt remains with little
progress in the ‘strengthening’ of its economic base or in exercising its
‘right in economic decision making’. Irrespective of the reasons that
caused this lack of progress (which is beyond the scope of this report),
the fact of the matter is that important parts of the arrangements and
measures that are stipulated in the text of the PER are now, at the end of
2020/beginning of the year 2021, suspended and shelved.

There exist various interpretations and explanations of this state of
affairs. One school of thought assigns the blame to the substance of the
PER, considering it a flawed and unworkable agreement that was
imposed on the Palestinian side, denying Palestinians any control over
their borders or their economy. Another interpretation holds that it was
the poor design of the agreement that led to poor implementation and
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non-adherence. While yet a third approach maintains that the bulk of the
shortcomings result merely from the lack of implementation.

The PER is in dire need of revision and updating if it is to correspond to
the developments and new structural and institutional set-up that have
accumulated over the past three decades, it is nevertheless our conviction
at MAS that such an objective, which is far from being readily attainable
in the present circumstances, will need to be preceded by such an
exercise as the present one, 1. ., the objective and realistic stocktaking
of the present state of affairs and the push towards the revitalization of
the agreement.

The aim of this addendum is to review the main aspects of PER, examine
which of the more important articles have been and continue to be
suspended, and call for enactment of these arrangements and measures
in the near term, but not as a strategic objective. In this context, it is
noteworthy to mention that the important MAS Economic Conference of
2016, in which the leading Palestinian economists, businessmen, and
public institutions participated, ended with several recommendations for
public policies aimed at the improvement of overall economic
performance within existing constraints. The first and most telling of the
recommendations of the Conference was:

“l1. Tapping the legal and technical margins available in the Paris
Protocol on Economic Relations to make the most of the existing trade
regime, particularly: producing accurate estimates of the needs of the
Palestinian market; encouraging direct imports, making use of trade
agreements concluded with third countries, strengthening cooperation
among importers; building a consolidated shipping system in order to
reduce the costs of shipping and import; setting up bonded warehouses;
and connecting companies and industrial zones to the computerized
customs system.’’?

This recommendation that was issued by the participants of the national
economic conference reflects the deep-rooted realization and recognition
by the vast majority of the Palestinian economists and representatives of

13 MAS. (2016). “Closing Statement of the MAS Economic Conference”.
http://www.mas.ps/files/server/20160409143931-1.pdf
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the business community in the oPt that, political rhetoric to the contrary
notwithstanding, the full implementation of PER is the prerequisite
for any steps that aim for the stabilization and improvement of the
economic performance, as well as the prerequisite for any attempts that
aim at ‘revising’ and/or ‘updating’ PEP.

The PER Structure and Institutional Set-up.

The war of 1967 resulted in the subjugation of the West Bank, including
East Jerusalem, and the Gaza Strip, “the oPt”, to the full control of the
Israeli military occupation. This new situation cut off all economic ties
of the oPt with the outside world, and imposed an asymmetric and one-
sided de facto customs union, in addition to giving the occupying power
total control over all the water and natural resources. The nature of the
Israeli economy in the ensuing decades imposed non-tariff barriers
(NTBs) on the entry of only some Palestinian products into Israel, while
at the same time opening up the markets of the oPt to all Israeli products
and services. Throughout the period from 1967 up to the implementation
of the Oslo Accords and the PER in 1994, all direct and indirect taxes,
customs duties, and excises imposed on the inhabitants of the oPt were
transferred to the Israeli treasury. This was in direct contravention of
explicit statutes of the Hague Convention, which the Israeli Supreme
Court recognizes to be applicable to the oPt.

The PER, therefore, despite its shortcomings and its maintenance of
border control, was nevertheless an improvement on the previous 26
years that followed the Israeli occupation in 1967. In its original form, it
was and still is better than the actual economic relationship that has been
in place for most of the subsequent 26 years. The Oslo Accords and PER
inserted structural and institutional changes into the situation and the
relationship that held throughout the period from 1967 to 1994. Our
concern in this context is the PER itself; its structure, contents, and
objectives, as they were negotiated and agreed upon in 1994, and a
review of the present state of affairs.

PER covers four major areas:

1. Taxation: the rates of direct taxation and VAT in the two parties are
coordinated with a formula to reimburse to the treasury of the PA the
VAT paid by Palestinian consumers on goods imported from Israel.
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2. Trade relations: creating a system that is less than a full customs

union between Israel and the oPt; or a customs union with
limitations. This includes an agreed-upon formula to reimburse the
PA for all import taxes paid on foreign goods imported by different
areas of the oPt.

Labor: Free movement of labor is limited: Israel maintains its right
to decide on all the modalities of the labor movement. An agreed-
upon formula would reimburse the PA part of the direct taxes paid
by Palestinian workers in Israel.

Monetary and financial arrangements that included the
establishment of financial institutions in the oPt, and creating the
PMA to supervise financial institutions.

Of central importance here is the institutional setup. PER set up a Joint
Economic Committee, the JEC, whose role and mandate are described in
the four paragraphs of Article II as follows:

1.

Both parties will establish a Palestinian-Israeli Joint Economic
Committee (hereinafter the JEC) to follow up on the implementation
of this Protocol and to decide on problems related to it that may arise
from time to time. Each side may request the review of any issue
related to this Agreement by JEC.

The JEC will serve as the continuing committee for economic
cooperation envisaged in Annex III of the Declaration of Principles.
The JEC will consist of an equal number of members from each side
and may establish sub-committees specified in this Protocol. A sub-
committee may include experts as necessary.

The JEC and its sub-committees shall reach their decisions by
agreement and shall determine their rules of procedure and operation,
including the frequency and place or places of their meetings.”

In the first few years of the implementation of the PER, i.e., in the mid-
1990s, the meetings of the JEC at the ministerial level used to take place
regularly between the Israeli minister of finance at the time, Avraham
Shochat, and the Palestinian minister of economy and trade, Ahmad
Qurei. This asymmetric arrangement at the time had been due to the fact
that these were the two heads of the delegations who had negotiated the
PER in Paris in 1994. During those early years, until 1996, the
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institutional structure of the JEC was established and fully functioning,
with regular meetings and coordination at the ministerial level, and,
especially, with respect to the implementation of paragraph 3 of this
article, i.e., the setting up of the 12 sectorial sub-committees 12 sub-
committees at the Palestinian Ministry of Economy. Each of these 12
sub-committees was meeting regularly once or more often on a monthly
basis. By mid-1996, the JEC had started planning for the setting up of
more sectorial sub-committees in order to meet the growing needs for
joint coordination and action.

By the end of 1996, and throughout the following years, i.e., during the
first Netanyahu premiership, the JEC met less frequently at the
ministerial level (with ministers Dan Meridor and Maher Masri), while
the sub-committees found it difficult of resume their periodic meetings
due to the long periods of internal closures between Palestinian cities and
against Palestinians entering Israel that had been imposed during the
years of the first Netanyahu premiership.

Gradually, the coordination and joint work of the sub-committees was
phased out and replaced, de facto, by unilateral diktats of the
Coordination of Government Activities in the Territories (COGAT) and
the civil administration department on the Palestinian side, despite the
fact that the Oslo Accords stipulated the phasing out of the Israel Civil
Administration in the interim phase. The Wye River Conference of 1998
had little effect on the mitigation of this deterioration of the performance
of the ministerial meetings of the JEC and on its sub-committees.
Already by the summer of 2000, with the failure of the Camp David
summit and the eruption of the second intifada, the JEC and its
institutional set up had become non-existent, which is still, more or less,
the state of this institutional component of the JEC and has been
throughout the past quarter-century, except for a few meetings between
the two parties ministers.

The fact that the JEC and its institutional set-up of the various
subcommittees were replaced by the Israeli Civil Administration reflects
a substantive shift in the Israeli-Palestinian relationship that had been
experimented with in the mid-1990s. Namely, that the institutional
relationship of the political and civilian institutions among the respective
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ministries and public bodies on both sides had been replaced by a
monopoly relationship that was heavily dependent on and controlled by
the security institutions on both sides. While the JEC and its sub-
committees had made it possible — albeit for a short period — for hundreds
of officials on both sides to meet and to develop working relationships,
the security-based approach of the Israeli Civil Administration prevented
such a collaborative civilian set of relationships from achieving the
potential that had been envisaged in the appendices of the Oslo
Declaration of Principles (DOP) in 1993. The negative consequences of
such a security-based bilateral relationship throughout the past two
decades cannot be overemphasized.

JEC — Conclusion and Recommendations.

It is only too obvious that the reactivation of the periodic and formal
ministerial-level meetings of the JEC, and the reformation of its sectorial
sub-committees are predicated on political will at the decision-making
level on both sides, that is, at present, virtually non-existent. However,
there are indications to the effect that, on the Palestinian side, the PA
would be prepared to embark on the reactivation of the JEC and its
institutional setup, provided that such a step is preceded by important
and significant ‘confidence-building-measures’, “CBMs, to be offered
by the Israeli side, and prepared for via serious and persistent enticement
and mediation by the International Mechanism envisaged in the
Introduction of this paper. An empowered JEC would entail:

A) The reactivation of the periodical meeting of the JEC at the
ministerial level with active participation of representatives of the
International Quartet+ Mechanism.

B) The reformulation of the subcommittees that had been active under
the umbrella of the JEC in the mid-1990s.

C) The formulation of additional subcommittees is needed to respond to
the changes and developments of the past quarter-century.

D) Senior representatives of the members of the International
Mechanism should attend meetings of both JEC and the
subcommittees.

E) Minutes- and note-taking. It is unfortunate that throughout the 1990s,
the JEC’s meetings at the ministerial and sub-committee levels
lacked agreed-upon minutes that would have recorded and
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F)

documented those meetings. In other words, 27 years later, there is
no ‘documented’ history of the JEC. It is essential that any and all
future meetings should be both recorded and minuted.
Transparency. One example of the dissatisfaction of Palestinian
stakeholders, especially on the part of the business community, with
the lack of transparency of the deliberations of the JEC was when, in
2012, the two finance ministers met and declared reaching an
understandings on some “improvement”, MAS organized a
workshop to discuss such a rare development. An extract from the
published record of the meeting is telling:

“...impediments of the subject matter (the understandings),
particularly the absence of the official text of the recent
amendments to the trade arrangements of the Paris Protocol- the
secret agreement has not been published yet and what is
available is only two press statements issued by the Israeli
Ministry of Finance and a press release given by the Palestinian
government spokesman, as well as a large number of speculative
articles”.*

PER Articles.
A) Article III — Import Taxes and Export Policy.

1

Paragraphs 2, 3, and 4 specify the powers and responsibilities of the
PA in the sphere of import and customs policy and procedures, with
regard to the import of goods in list Al (locally produced in Jordan
and in Egypt) and in list A2 (from Arab, Islamic, and other
countries). Regarding the preparation of these lists, paragraph 3
states that:

“... the Palestinian market needs for 1994 will be estimated by a sub-
committee of experts. These estimates will be based on the best
available data regarding past consumption, production, investment,
and external trade of the Areas. The sub-committee will submit its
estimate within three months from the signing of the Agreement.
These estimates will be reviewed and updated every six months by

MAS. “Recent Amendments to Trade Arrangements in Paris Protocol”. P. 3. 2012.
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the sub-committee, on the basis of the best data available regarding
the latest period for which relevant data are available, taking into
consideration all relevant economic and social indicators”.

The first lists were prepared in 1994, reflecting agreed-upon market
needs. The lists were revised only once, in 1998, and, two decades
later, the market needs of the 1990s continue to be the basis of the
quantities in these lists. Similarly, no substantive revision has been
made on the actual items and lists of goods since the preparation of
the first list in 1994.

As for list A2, despite the fact that it gives the PA the power to import
from ‘other’ Arab and Islamic states, the Israeli authorities have

selectively prohibited imports from countries that are included in list
A2.

Paragraphs 5, 10. Article 5/a states that with respect to all goods not
specified in lists A1, A2, and B, the Israeli rates:

“...shall serve as the minimum basis for the Palestinian Authority.
The Palestinian Authority may decide on any upward changes in the
rates on these goods and exceeding quantities when imported by the
Palestinians to the Areas”.

In connection with this paragraph, paragraph 10 states further that:
“Except for the goods on Lists Al and A2 and their Quantities - in
which the Palestinian Authority has all powers and responsibilities,
both sides will maintain the same import policy”.

In practice, these paragraphs in Article III have not been
implemented throughout the past quarter-century. The PLO/PA
ought to have the right to negotiate and enter into commercial
agreements with other countries as long as the Israeli import policies
are not breached. The PLO/PA did sign several such agreements,
such as the cooperation agreement with the EU and the MERCOSUR
countries. Israeli authorities, however, have not recognized these
agreements and unilaterally apply the Israeli agreements on the
Palestinian trade relations with these parties.

64



3— Paragraph 6. This paragraph states that:
“Each side will notify the other side immediately of changes made in
rates and in other matters of import policy, regulations, and
procedures”.

Israeli authorities rarely inform the Palestinian side of such changes.
In some cases, the Israeli authorities do inform the Palestinian side,
but by providing documents in the Hebrew language only. In most
cases, Palestinian importers and the Palestinian authorities become
aware of such changes only at the point of customs entry, by which
time it is already too late to do anything, leaving the Palestinian
importers with unexpected and unplanned-for additional costs.

4— Paragraph 8:
“Goods imported from Jordan, Egypt, and other Arab countries
according to para 2(a)(1) above (List Al) will comply with rules of
origin agreed upon by a joint sub-committee within three months of
the date of the signing of the Agreement”.

No new rules of origins have been agreed upon due to the fact that
the relevant subcommittee has never once met throughout the past
quarter-century.

5 — Paragraph 14/a: Sub-paragraph ‘a’ deals with freight shipments:

“Freight shipment: The Palestinian Authority will have full
responsibility and powers in the Palestinian customs points (freight-
area) for the implementation of the agreed-upon customs and
importation policy as specified in this protocol, including the
inspection and the collection of taxes and other charges, when due.
Israeli customs officials will be present and will receive from the
Palestinian customs officials a copy of the necessary relevant
documents related to the specific shipment, and will be entitled to ask
for inspection in their presence of both goods and tax collection. The
Palestinian customs officials will be responsible for the handling of
the customs procedure, including the inspection and collection of due
taxes”.
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The original arrangement has been to permanently operate two
separate commercial international passages for the West Bank: the
Allenby Bridge (imports) and the Prince Mohammed/Damia Bridge
(exports). The Prince Mohammed/Damia bridge had been closed by
the Israeli authorities since the year 2000 ‘for renovation’, and has
remained closed throughout the past two decades. As for the Gaza
Strip, the original arrangement has been that four commercial
passages would be operated: Eretz/Karni, Sofa, Nahal Oz, and Rafah.
Since 2007, Israeli authorities have closed down all of these
commercial passages and replaced them with Karam Abu Salem. All
donor-financed infrastructure and facilities in Karni were destroyed
by the Israeli authorities.

6 — Paragraph 14/b: The ‘b’ sub-paragraph deals with passengers’
customs lane:
“The inspection and collection of taxes due in the Palestinian
customs lane will be conducted by customs officials of the
Palestinian Authority. Israeli customs officials will be invisibly
present in the Palestinian customs lane and entitled to request
inspection of goods and collection of taxes when due”.

At the end of the year 2000, the presence of Palestinian officials was
gradually phased out, and since the year 2002, no Palestinian
officials have been allowed to resume their operations at the
international passage. In the Gaza Strip, the Rafah passage was
closed in 2007, but resumed operation in 2010 under
Egyptian/Palestinian control.

7 — Paragraph 18. This paragraph deals with the temporary entry of
machines and vehicles needed for the PA and the Palestinian
development plan:

“The Palestinian Authority will develop its system for the temporary
entry of needed machines and vehicles used for the Palestinian
Authority and the Palestinian economic development plan.
Concerning other machines and equipment, not included in Lists Al,
A2, and B, the temporary entry will be part of the import policy as
agreed in paragraph 10 above, until the joint sub-committee
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mentioned in paragraph 16 decides upon a new system proposed by
the Palestinian Authority. The temporary entry will be coordinated
through the joint sub-committee”.

In the 1990s, some vehicles and equipment were allowed ‘temporary
entry’ in accordance with this paragraph. Since the late 1990s,
however, due to failure to form the joint subcommittee referred to in
this article, and due to the failure of the JEC to set up periodic
meetings, the paragraph has not been applied throughout the past two
decades.

B — Article IV — Monetary and Financial Issues

1- _Paragraph 10:

“a. The New Israeli Sheqgel (NIS) will be one of the circulating currencies
in the Areas and will legally serve there as a means of payment for
all purposes, including official transactions. Any circulating
currency, including the NIS, will be accepted by the Palestinian
Authority and by all its institutions, local authorities, and banks,
when offered as a means of payment for any transaction.

b. Both sides will continue to discuss, through the JEC, the possibility of
introducing a mutually agreed upon Palestinian currency, or
temporary alternative currency arrangements for the Palestinian
Authority”.

Israeli banks unilaterally severed relations with all banks that operate
in the Gaza Strip since 2007 and have refrained from providing the
Israeli currency to these banks in direct contravention to this article.
As for the Palestinian national currency, PMA has declared that the
JEC needs to meet in order to discuss the modalities of diminishing
the circulation of the Israeli currency once the Palestinian currency
is issued.

2 — Paragraph 12. Regulating and administering a discount window
system:

“a. PMA will establish or license a clearing house in order to clear
money orders between the banks operating in the Areas, and with
other clearing houses.
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..b. The clearing of money orders and transactions between banks
operating in the Areas and banks operating in Israel will be done
between the Israeli and the Palestinian clearing houses on a same
working day basis, according to agreed arrangements”.

PMA did establish a functioning clearing house. Due to the close and
complex Israeli-Palestinian commercial and banking relations,
Palestinian banks ought equally to have the right to participate in the
Israeli clearinghouse. Since the year 2000, however, this has not been
allowed. Palestinian banks have been obliged to enter into bilateral
correspondence arrangements with Israeli banks at higher costs.

3— Paragraph 17. Convertible Israeli currency:

“PMA and the BOI will meet annually to discuss and determine the
annual amount of convertible NIS during the following calendar year
and will meet semi-annually to adjust the said amount. The amounts
determined annually and adjusted semi-annually will be based on
data and estimates regarding the past and forecasts for the following
period, according to the formula mentioned in para 16. The first
meeting will be as soon as possible, within three months after the
date of the signing of the Agreement”.

The Bank of Israel does not recognize this agreement and determines
the annual amount of convertible Israeli currency on a unilateral
basis. The Bank of Israel determines this amount based on its own
estimation of the needs without consultation with PMA.

C - Article V — Direct Taxation
1. Paragraphs 2, 3. Direct taxes generated by economic activities:
2. Each tax administration will have the right to levy the direct taxes
generated by economic activities within its area.
3. Each tax administration may impose additional taxes on
residents within its area on (individuals and corporations) who
conduct economic activities in the other side's area”.

In accordance with Palestinian law, Israeli economic activities in
area ‘C’ are subjected to income taxes; these files should be managed
by the taxation departments in the Israeli coordination offices in the
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West Bank. Since the year 2000, Israel has closed down these offices,
and all the files have been transferred to the Israeli taxation
department in occupied East Jerusalem. Israel has not complied with
this part of the agreement throughout the past two decades.

2 — Paragraph 4: Taxation on employment in Israel and in the
settlements:
“ Israel will transfer to the Palestinian Authority a sum equal to:
a. 75% of the income taxes collected from Palestinians from the Gaza
Strip and the Jericho Area employed in Israel.
b. The full amount of income taxes collected from Palestinians from
the Gaza Strip and Jericho Area employed in the settlements”.

In the period between 2000 and 2009, Israel closed down the
coordination offices. In the year 2009, Israel transferred the sum of
64 million NIS to cover the period of the previous ten years, without
providing any details. Since that year, 2009, Israel has on a couple of
occasions transferred smaller amounts, such as the amount of 2.5
million NIS for the year 2012, without providing any details, and
without disclosing the method it applies to its unilateral estimates.

3 — Paragraph 5. Double taxation:
“The two sides will agree on a set of procedures that will address all
issues concerning double taxation”.
No subcommittee was formed to study the issue of double taxation.

D — Article VI — Indirect taxes on local production
Paragraph 6 related to VAT on purchases by businesses:
“10. The two tax administrations will exchange lists of the businesses
registered with them and will provide each other with the necessary
documentation, if required, for the verification of transactions.
11. The two sides will establish a sub-committee which will deal with
the implementation arrangements regarding the clearance of VAT
revenues set above”.
This arrangement was not implemented, which has deprived the
Palestinian authorities of the ability to examine and check the
validity of Israeli transactions. This is one of the main sources of the
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fiscal leakage that continues to cost the Palestinian treasury of
hundreds of millions of US dollars annually.

E — Article VII — Labor

1 — Paragraph 1. Labor movement:
“Both sides will attempt to maintain the normality of movement of
labor between them, subject to each side's right to determine from
time to time the extent and conditions of the labor movement into its
area. If the normal movement is suspended temporarily by either
side, it will give the other side immediate notification, and the other
side may request that the matter be discussed in the Joint Economic
Committee”.

Inserting the word ‘attempt’ is a major flaw here. Israeli employers
are supposed to coordinate with the Palestinian Ministry of Labor
Affairs, which is not the case.

2 — Paragraph 4. Pension insurance deductions:

“Israel will transfer, on a monthly basis, to a relevant pension
insurance institution to be established by the Palestinian Authority,
pension insurance deductions collected after the establishment of the
above institution and the completion of the documents mentioned in
para 6. These deductions will be collected from the wages of
Palestinians employed in Israel and their employers, according to
the relevant rates set out in the applicable Israeli collective
agreements”.

This paragraph has not been implemented despite the establishment
of a Palestinian pension insurance institution.

F — Article VIII — Agriculture.
1 — Paragraph 1 - Free movement of agricultural produce.
“There will be free movement of agricultural produce, free of
customs and import taxes, between the two sides, subject to the
following exceptions and arrangements”.

The Israeli authorities apply various NTBs, such as specifications
and security issues, to limit the free movement of Palestinian
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agricultural produce to the Israeli market. In many cases, Israeli
security inspection of agricultural produce at the checkpoints lasts
several days, causing the disintegration of the produce.

2— Paragraph 3 — Veterinary and plant protection services.
“The relations between the official veterinary and plant protection
services of both sides will be based on mutuality in accordance with
the following principles, which will be applied in all the areas under
their respective jurisdiction”.

Israeli authorities do not recognize the other side’s veterinary
services and insist on applying the 14-day quarantine on animals and
plants imported into the oPt in Israeli quarantine facilities
exclusively.

3— Paragraph 5 — Transit of livestock.

“Transit of livestock, animal products, and biological products from
one side through the area under the jurisdiction of the other side,
should be conducted in a manner aimed at the prevention of diseases
spreading to or from the consignment during its movement. For such
a transit to be permitted, it is a prerequisite that the veterinary
conditions agreed upon by both sides will be met in regard to
importation of animals, their products, and biological products from
external markets”.

Livestock and animal products imported from Israel into the oPt are
transported through multiple checkpoints, most of which do not fall
within the jurisdiction of the PNA. The Palestinian authorities have
little control over the entry of such products and their destinations.

4— Paragraph 8. Transportation of livestock destined for Israel.
“Transportation of livestock and poultry, animal products and
biological products destined for Israel from the Areas and vice versa
will be subject to veterinary permits issued by the official veterinary
services of the recipient side, in keeping with the OIE standards used
in international traffic in this field”.
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In the 1990s, only six permits were granted to Palestinians to export
livestock and poultry into occupied East Jerusalem. No permits have
been granted to export into Israel.

5 — Paragraph 14. Importing agricultural products from third parties.
“Without prejudice to obligations arising out of existing
international agreements, the two sides will refrain from importing
agricultural products from third parties which may adversely affect
the interests of each other's farmers”.

Israeli authorities do not coordinate with or inform their Palestinian
counterparts of their importation of agricultural products as they
should in accordance with this paragraph. In many instances, such
Israeli agricultural imports are dumped on the markets of the oPt,
causing serious negative effects on the economy.

G — Article X — Tourism

1 — Paragraph 2 — Historical sites.
“Each side shall, under its respective jurisdiction, protect, guard and
ensure the maintenance and good upkeep of historical,
archaeological, cultural and religious sites and all other tourist sites,
to fit their status as well as their purpose as a destination for
visitors”.

The Israeli authorities continue to maintain, develop, and exploit
Palestinian historical, cultural, archeological, and religious sites and
promote them to the outside world as Israeli sites.

2— Paragraphs 6 and 7/a:

“6. Tourism companies and agencies licensed by either side shall
enjoy equal access to tourism-related facilities and amenities in
border points of exit and entry according to the regulations of the
authority operating them.

7. a. Each side will license, according to its own rules and regulations,
travel agents, tour companies, tour guides, and other tourism
businesses (hereinafter - tourism entities) within its jurisdiction.

b. Tourism entities authorized by either side will be allowed to
conduct tours that include the area under the jurisdiction of the other

72



side, provided that their authorization as well as their operation will
be in accordance with rules, professional requirements, and
standards agreed upon by both sides in the sub-committee mentioned
inpara 9”.

Israeli authorities do not provide licenses and/or permits to
Palestinian tour agencies or their vehicles. Palestinian tourist guides
are prohibited from entering the international points of entry to meet
incoming tourists.

The joint subcommittee on tourism has not met in the past quarter-
century.

H - Article XI — Insurance

1 — Paragraph 3/a: Liability system for road accident victims:
“Upon the signing of the Agreement, the Palestinian Authority will
establish a Fund for the Areas (hereinafter - the Palestinian Fund)
for the purposes detailed in para 2(a) (4) above and for the purposes
detailed below. The Palestinian Fund will assume the
responsibilities of the statutory Road Accident Victims
Compensation Fund in the West Bank and the Gaza Strip
(hereinafter - the Existing Fund) regarding the Areas, according to
the prevailing law at that time. Accordingly, the Existing Fund will
cease to be responsible for any liability regarding accidents
occurring in the Areas from the date of signing of the Agreement”.

Area C is under full Israeli jurisdiction; accordingly, insurance
liabilities ought to have been met by the Israeli Fund as stated in this
paragraph. However, in contravention to this paragraph, Israeli
authorities have transferred all insurance liabilities in Area C to be
met by the Palestinian Fund, with the exception of accidents related
to the settlements and Israeli military zones.

2 — Paragraph 4/a. Compulsory vehicle insurance policies:
“Compulsory motor vehicle insurance policies issued by insurers
licensed by either side will be valid in the territories of both sides.
Accordingly, a vehicle registered in one side covered by such a
policy will not be required to have an additional insurance coverage

73



for travel in the areas under the other side's jurisdiction. These
insurance policies will cover all the liabilities according to the
legislation of the place of the accident”.

Israeli insurance companies refuse to abide by this paragraph.
Moreover, an Israeli court decision (Case # 2000/1252) ruled that
Palestinian insurance companies may not address claims at Israeli
companies as the Palestinian companies have not acquired a license
from the relevant Israeli authorities.

3 — Paragraph 7. The Israeli Fund:
“The Fund of each side will be responsible towards the victims of the
other side for any liability of the insurers of its side regarding the
compulsory insurance and will guarantee their liabilities”.

Throughout the past quarter-century, there has been no cooperation
from the Israeli Fund in relation to the application of this paragraph.

3— Paragraph 10. The JEC subcommittee:
“The two sides will establish immediately upon the signing of the
Agreement, a sub-committee of experts (hereinafter - the Sub-
Committee) which will deal with issues regarding the
implementation of this Article”.

Similar to all the other subcommittees that were active in the mid-
1990s, this subcommittee has not met in the past two decades.
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