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Bridging the gap between research output and the policy and decision-making process
through applied soci-economic research to assist in the formulation of rational policies
and appropriate legislation.

Identifying developmental challenges and priorities and enhancing applied research.
Providing technical support to PNA bodies (executive and legislative), the private
sector, and NGOs to enable them to function more effectively and enhance good
governance.

Promoting the participation of civil society institutions in socio-economic policy
formulation and decision-making.

Broadening public debate on socio-economic issues and ensuring oversight of public
performance.

Disseminating information and enhancing public awareness, transparency, advocacy,
and accountability.

Strengthening socio-economic policy research capacity and institution building in
Palestine.

Sponsoring and training young Palestinians in socio-economic applied research by
including them in MAS research teams.

Attracting expatriate Palestinian, Arab and international economists, social scientists,
and experts to contribute to and review MAS research.

Promoting links with local, regional and international policy research institutes and
academic institutions in economic and social fields.
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Publication Standards at the
Palestine Economic Policy Research Institute-MAS

The Palestine Economic Policy Research Institute -MAS- engages in the
publication of applied research papers and studies related to the Institute’s
program in the area of economics and social science and conducted by full
or part time researchers.

The Institute abides by the following standards and procedures to ensure
the high quality of its research publications:

1. The approved research project should be conducted or supervised by
a specialist senior researcher. The research must not have been
published previously or submitted for publication elsewhere.

2. The terms of reference of the study are approved by an internal
MAS scientific committee (consisting of senior researchers) to
ensure accurate goals, appropriate use of scientific methodology and
procedures and the timetable for completion.

3. The internal scientific committee supervises the work of the
researcher or team of researchers through periodic progress reports.

4. The initial draft of the study is reviewed by the scientific committee
for objective content-related amendments to be added to the second
draft.

5. The second draft is then submitted for evaluation in accordance with

the terms of reference to two or three external academic experts
specializing in the subject. Provided that there is a positive
evaluation by at least two experts, the researcher is asked to review
the study taking into consideration the objective recommendations
of these experts.

6.  The study is presented for discussion at a public workshop attended
by academics, researchers, and representatives from public and
private sector institutions related to the subject of the research.

7.  Comments and feedback from the workshop are incorporated into
the study and the final draft is reviewed by the scientific committee
to ensure that the necessary amendments have been made. The study
is then edited.

8.  Research papers written in English are translated into Arabic and
published in both languages. An executive summary in English is
attached to research papers written in Arabic.
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The author is not permitted to reproduce, in whole or in substantial
part, from the research published by MAS without the express
written permission of the Director of the Institute.
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Summary

The main purpose of this study is to investigate the prospects for
merchandize trade flows between the West Bank and Gaza Strip (WBGS)
and the Gulf Cooperation Council (GCC). In addition to analyzing the
nature, foundations, and characteristics of trade relations and the
repercussions on the Palestinian economy, the study also explores the
options, alternatives, and requirements to integrate the Palestinian
economy regionally, primarily with the Arab economies.

The GCC warrants research in this study since it has relatively large
markets with a population of 28 million i.e., nine times bigger than the
WBGS and five times bigger than Israel. The GCC is considered a high-
income economy and a major importer of all types of merchandise. In the
GCC, consumption commodities comprise 60% of total imports, while
capital goods make up 15% and intermediate and raw materials comprise
25%.

The enhancement of economic and trade relations between the WBGS and
the GCC requires economic restructuring and the production of
competitive goods if the concept of ‘trade not aid’ is to be applied. It is
anticipated that allowing Palestinian merchandise access to GCC markets
will enhance the local capacity of the Palestinian economy and reduce the
heavy dependency on Israel. This will eventually increase Palestinian
private investment and improve the labor absorptive capacity of the private
sector.

Recent literature and research on theoretical and applied economic and
trade relations between economies of various sizes were reviewed. A
number of applied studies on the economic performance of the GCC after
20 years of existence and its relations with Arab economies were also
reviewed. This study utilizes descriptive analysis methodology to display
the trends and developments of geographic merchandise distribution and
trade between the GCC and international markets. The similarity of
Palestinian merchandise exports to GCC merchandise imports and vice
versa is also examined.

Data on GCC merchandise trade have been gathered from International
Trade Statistics published by the United Nations and from Yearly
Statistical Abstracts published by each country. Data on WBGS



merchandise trade have been taken from foreign trade statistics published
by the Palestinian Central Bureau of Statistics (PCBS) for the period 1995-
2000.

Similarity coefficients and Cosine tools from trigonometry have been
employed to estimate the expected volume and value of merchandise trade
between the GCC and WBGS. It has been possible to develop quantitative
techniques to measure the similarity coefficients of merchandise trade
flows between the GCC and WBGS.

The analysis highlighted the following findings:

<>
<>

<>

GCC markets depend mainly on imports determined by high incomes.
Oil revenues in the GCC are still considered the major source of
income to finance imports and the budget.

40% of GCC capital goods imports are in machinery and equipment
utilized in the oil industry.

The structure and geographical distribution of Gulf imports and
exports reflects the inability of the GCC to enhance internal trade
between members, even after being established for two decades and
anticipated to become a customs union in the near future.

Although the GCC was established as the main Arab bloc in the Arab
League with its members in the Arab Free Trade Area, and some of
them in the World Trade Organization (WTO), this has not assisted
GCC productive sectors to diversify. As a result, there is still
dependency on the oil industry and exports as the main generator of
income and source of finance for budget expenditures and imports.

The Palestinian trade sector is characterized by the following:

<>

The Palestinian economy depends to a great extent on imports.
Merchandise imports exceed 55% of GDP and comprise
approximately 60% of local consumption. More than 45% of
Palestinian disposable personal income is expended on merchandise
imports. Data on import distribution reveal that more than two thirds
of merchandise imports were final goods between 1995-2000 while
imports of raw materials and intermediate commodities were less than
one third of total imports during the same period.

The proportion of Palestinian exports to GDP declined noticeably from
20% in the mid-eighties to 10% in the mid-nineties. This was
accompanied by a rise in the budget deficit and a decline in the
competitiveness of Palestinian products in local and foreign markets.



% Palestinian trade with Arab countries during 1995-2000 accounted for
less than 10% of total Palestinian trade, including Egypt and Jordan.
Merchandise trade, particularly with Egypt and Jordan, comprised 3%
of all Palestinian trade.

Based on quantitative analysis, the study made the following findings:

¢+ Trade between the WBGS and the GCC requires the implementation
of a number of measures, such as the control of import/export costs. In
order to reduce import costs from the GCC versus those from Israel,
all trade and non-trade restrictions limiting the flow of merchandise
between the WBGS and Arab markets through Jordan and Egypt
would need to be removed.

¢+ Trade with the GCC would be advantageous to the Palestinian
economy as it would utilize Palestinian production factors, such as
capital and labor, to invest in merchandise suitable for GCC markets.
It would also provide incentives for local industries to match standards
compatible with GCC markets. In addition, intra-industry trade in
certain commodities would be expected to increase.

< Empirical results show that although Palestinian merchandise exports
comprise only 0.7% of GCC merchandise imports, they are of great
significance to the Palestinian economy and trade. It is anticipated that
access by Palestinian exports to GCC markets will increase Palestinian
exports by over 50%.

< A number of elements may impede the flow of Palestinian
merchandise exports to GCC markets, such as commitments resulting
from GCC membership in the Arab Free Trade Area and the World
Trade Organization (WTO). These commitments tend to reduce tariffs
on all Gulf imports and would limit the competitiveness of Palestinian
merchandise in GCC markets. Qatar, Bahrain, Kuwait, and the United
Arab Emirates are members of the WTO and Saudi Arabia has applied
for membership. These states therefore have certain obligations with
regard to international trade, including the cancellation of subsidies for
industrial and agricultural sectors. The establishment of the Gulf
customs union would enhance the competitiveness of GCC local
agricultural and industrial products versus imported goods.

4+ Access by Palestinian merchandise to GCC markets will rely in the
short term on the relative abundance of production factors utilized in
agricultural and industrial goods. This should pave the way for
production specialization based on competitive advantage and using
increased information, science, and technology. Competitiveness



depends on incentives, research & development R&D and marketing
research.

The diversification of products and greater intra-industry trade would
reduce competition to Palestinian merchandise from other Arab and
international producers in Gulf export markets.

The study concludes with a number of recommendations that would
enhance trade between WBGS & the GCC:

1. Provide marketing and promotional services for Palestinian
products.

2. Apply high standards, quality control, and competitive prices.

3. Provide incentives to enhance competitiveness in local and export
markets.

4. Formulate and implement appropriate economic policies (trade,
fiscal and monetary) and remove all non-trade restrictions.

5. Conclude trade agreements between the WBGS and the GCC with
preferential treatment to enhance economic cooperation.



