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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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Abstract

This study aims to provide Palestinian policy makers, both government
and private sectors, with a clear understanding of the issue of the Pan Arab
Free Trade Area (PAFTA) and the potential trade and economic
opportunities that Palestine could realize once it decides to join this trade
area. It also attempts to outline the negative repercussions that might affect
the Palestinian economy as a result of taking part in this Trade Area.
Furthermore it will try to clarify the conditions, requirements and
obligations that Palestine has to fulfill in order to be able to be part of this
Free Trade Area. Finally, it will point towards the special privileges that
the Palestinians ought to expect from other Arab countries once they’ve
joined this Free Trade Area, particularly those given to the least developed
amongst the Arab countries as is the case with the Palestinian economy.

The study utilises a non-quantitative and descriptive methodology in its
analysis of this issue. Firstly, this is so due to the particularity of the
Palestinian economy in terms of the long Israeli occupation which resulted
in a totally fragmenting and disfiguring the economy which left it totally
dependent on its Israeli counterpart. As a result it would be essential to
deal with the structural problems that the Palestinian society suffers from,
through pursuing structural adjustment policies and disconnecting its
relation with the Israeli economy. This can be achieved through
strengthening the productive capacity of the Palestinian economy and re-
establishing its links with the neighbouring Arab countries where it can be
expected to maximise its benefit from joining the Pan Arab Free Trade
Area. Secondly, the data on Palestinian economy over the past thirty years
is basically an outcome of Israeli occupation policies that aimed at
restricting this trade. Accordingly, relying on this data to predict future
trends will be misleading and renders the analysis meaningless.

Three main sections are discussed within this study: the introductory
section provides the theoretical basis outlining the pros and cons of
economic integration within larger trade areas as well as the latest
theoretical developments in the international trade and some empirical
evidence from other countries. The second section considers the Pan Arab
Free Trade Area as an integrational body for Arab economies through free
trade. Additionally, this section looks into the basis and objectives of the
Arab Free Trade Area and the problems in fulfilling these objectives and
conditions as well as analysing the factors behind such problems.



The third section of this study investigates the potential relationship of the
Palestinian economy with the Pan Arab Free Trade Area through
considering the special treatment that Palestine could potentially enjoy as a
least developed Arab country. It also looks into the conditions and
requirements for joining the Arab Free Trade Area. Finally, this section
considers the benefits that Palestine could expect to capture from joining
this Trade Area as well as the potential negative effects and repercussions
that it might have on Palestinian trade and the Palestinian economy.

The introductory section examined the following main topics:

1.

The phenomena of economic and trade regional integrations, which
have been the subject of an extensive amount of literature has become
even more prominent after the establishment of the World Trade
Organisation in 1995. This is also true in light of the adoption of many
developed and underdeveloped countries of trade liberalisation
strategies as part of their efforts to restructure their economies.
Literature concerned with the World Trade Organisation considered
regional economic integration as an important positive development in
the international world economy and especially its role in liberalising
trade worldwide. This is particularly true if such regional economic
integrational bodies tend to adhere to the conditions and interests put
forward by the committing parties. Furthermore, the benefits accruing
from such economic integration go beyond economic goals to also
include political ones through creating a more stable and predictable
political environment.

The original theoretical basis for regional integration which relies
upon freedom of trade and exchange of goods which then leads to
specialisation in production according to the relative advantage of the
participating countries, has changed over the years as freedom of
capital movement and technological innovation are now taken into
account as important factors in deciding the cost of production of
tradable goods. The role of trans-national companies has also
contributed to this change in the understanding of the main theoretical
basis of regional integration economics. Movement of capital as well
as monopoly over technology has been two of the most important
factors deciding the specialisation in production on the international
level.

2. The experience of economic integration of Arab countries’ economies

through trade liberalisation approach which was advanced by the Arab



League since its establishment in 1945 has failed. This is true even
when we consider certain agreements that were based on nationalistic
aspirations and common interest like the Economic Unity Councel and
Common Defence Agreement of 1958 or the Disicion of the Arab
Common Market in 1964 or even the less ambitious objectives of the
Agreement on Facilitation and Development of Trade between Arab
Countries of 1981. In all of these cases, the absence of necessary
conditions for trade liberalisation, the weaknesses in the economic
sectors, weakness of the institutional structures, and the lack of
realistic implementational programmes for these agreements are
amongst the reasons that led to their failure.

The change in the basis for international trade after 1995 and the
notable increase in the degree of regional integration was pursued to
try and avoid the negative affects of globalisation and the increased
openness of the Arab economies to the rest of the world especially
after many of these countries joined the World Trade Organisation.
Furthermore, the dismantling of tariff protection and the reduction in
the Arab countries export competitiveness in penetrating developed
countries led these countries to try and search for different possibilities
to develop their economies within regional markets to advance their
trade within a formula that would serve its interests both regionally
and internationally.

The first section of this study discussed the implementing of The
Executive Programme of the Pan Arab Free Trade Area (PAFTA):

< The Executive Programme of PAFTA: Arab countries have
agreed to establish an Arab Free Trade Area to serve their interests
while taking into account the circumstances of each and every
Arab country and also while adhering to the international world
trade system. Arab countries put forward an executive programme
within a time schedule to gradually establish a free trade area
starting on 1/1/1998. The implementing of the programme starts
by reducing tariff rates , custom duties, and other similar duties by
about 10% annually. The base rate in this case is that of 1/1/1998.
The free trade area will be completed in terms of set up in the
tenth year after the inception of the implementation date, which is
by 2007, where all trade and non-trade restrictions will be lifted on
goods moving within the Arab Free Trade Area. This Free Trade
Area will be the basis for an overall Arab common market.



< The objectives , rules, and principles of PAFTA : the executive
programme included the objectives, requirements and conditions
that are necessary to establish the Arab Free Trade Area. The
programme also includes the institutional structure, obligations of
the Arab countries, dispute settlement regulations necessary in
cases of dumping or problems in the balance of payments,
mechanisms of implementation for the various countries, the
health, environmental, religious, and security requirements that
have to be fulfilled by each and every Arab country that wishes to
join the Free Trade Area. Finally, the programme covers the
special treatment that the least developed Arab countries can
expect to benefit from as a result of joining this trade area. The
Social and Economic Council of the Arab League is placed in
charge of the implementation of this programme. The Council is
responsible for regulating any issues related to rules of origins
and the exceptions that countries might qualify for.

< The implementing of the Executive Programme : however, the
implementing process of the programme showed that there are
several problems that need to be overcome in order for it to be
successful. The problems stem from the prevailing of bilateral
modes of trade and economic relations between the different Arab
countries, especially in terms of the over protective trade barriers
and the inward looking economic policies (import substitution),
extensive bureaucracy, and lack of knowledge in the mechanisms
of implementing the programme. Additionally, there are also
problems represented by the lack of rules of origins for tradable
goods produced by Arab countries in addition to the shortage in
trade information between Arab countries.

Amongst the most important problems faced by those in charge of the
executive programme was the exceptions which are in place so far that
have either been provided by one country or by the two countries involved
in trade before the start of the implementing programme and which carried
on after starting the executive programme. Exceptions within the free trade
area are a mechanism by which countries try to balance their economic
interests if applied according to the rules and regulations stipulated by the
Economic and Social Council. There is also the problem of dealing with
the products of free zones located in the participating Arab countries. The
Arab Common Agricultural Calendar and the continuation of the
implementation of the current National and Bilateral Agricultural
Calendars between the Arab countries is another contentious issue. The



non-tariff barriers to trade, including those of quantitive, monetary,
administrative nature, and boarder control issues are still causing
difficulties for the programme. These problems have been surfacing
because of the lack of integration framework between these countries
which meant that problems have been characterising the implementation of
executive programme from its initial stages.

The second section of this study covered the benefits that the participating
countries will expect to gain and the conditions that these countries need to
fulfil to become part of it. The main issues here include:

1 Special treatment for the least developed Arab countries within the
Arab Free Trade Area:

1.1 The study has shown the importance of the special treatment
stipulated by the Arab Free Trade Area for the least developed
countries in the case of Palestine. According to the trade theory
all participant countries will benefit from liberlising trade
amongst them. However, it is a well known fact that the benefits
from taking part in such areas are not distributed equally to
participating members. This usually depends on the level of
economic development of the different participating countries,
income elasticities, prices of tradable goods and commodities, and
differences in the structure of costs of production prevailing in the
countries prior to joining the free trade area. Empirical evidence
shows that free trade areas could actually impact negatively on the
least developed countries within a free trade area, therefore it has
become customary to expect to provide such countries with certain
privileges to try and curb the negative impact that it might face as
a result of joining the free trade area.

1.2 The least developed Arab countries within the Arab Free Trade
Area benefit from a number of privileges, however, the executive
programme does not specify clearly what these privileges are. It
also does not specify the length of the grace period where the
nature of these privileges are left to the participating counties
according to the circumstances and economic conditions. The
executive programme gives the right to the Economic and Social
Council to grant such privileges to the least developed of the
participating countries. Since Palestine is categorised amongst the
least developed Arab countries, it can benefit from the special
treatment stipulated by the Arab Free Trade Area. However, in



order to benefit from such privileges, Palestine should complete
the requirements for joining the Free Trade Area and then apply
for the special treatment to the Social and Economic Council of
the Arab League.

1.3 After Palestine State joins the Arab Free Trade Area it can benefit
from the special treatment provided, given that the Palestine State
can actually identify the nature and scope of these privileges
according to its needs and economic circumstances. Once granted,
such privileges give Palestine a competitive edge that
neighbouring Arab countries do not have as they are not classified
amongst the least developed of the Arab countries. Since
neighbouring Arab countries do not qualify for the privileges
granted for the least developed status, they all have applied for
exceptions according to article 15 of the Agreement on Facilitation
and Development of Trade between Arab Countries. These
exceptions are due to expire on September 2002, because they are
limited in their quantity and time as they are restricted to 15% of
the value of exports with a limited time span of 4 years with each
good not benefiting from more than one exception at any point in
time. Accordingly, these exceptions do not constitute an obstacle
in the face of Palestinian products where such products qualify for
the special treatment as a least developed country.

2. Potential economic and trade advantages and gains for the
FPalestinian economy as a result of joining the Pan Arab Free Trade
Area (PAFTA):

2.1 Palestine is a member state of the Arab League and has the right to
join the Arab Free Trade Area as an independent country. But on
the other hand, it is still under Israeli occupation and its economy
has been severely mutilated over the past thirty years, it also still
faces all forms of oppression in terms of continued closures and
exploitation of its financial and human resources. Palestine does
not have the authority to choose the economy and trade policies
that serve its interest freely. Additionally, the Palestinians do not
have full control over their boarders with the Arab countries and
the rest of the world. The Palestinian National Authority is
dependent on Israel as a result of the stipulations of the Paris
Economic Protocol which restricts the liberty of the Palestinian
decision making process and limit its ability in fulfilling the
requirements of joining the Arab Free Trade Area. This also limits



the extent of benefit that it can expect to withdraw from being part
of this Free Trade Area. The international aid that the Palestinians
receive in terms of alleviating some of the negative and
devastating effects of the occupation, the fact that this aid is
limited and mostly tied to progress in the political settlement, the
result is basically some mitigation of the negative impact which
only ends up compensating for a small part of the damage done to
the Palestinian economy. Accordingly, Palestine joining the Arab
Free Trade Area would enable it to disconnect its dependent
relations with the Israeli economy and start the process of building
an independent Palistinian national economy.

2.2 The immediate benefits and gains that the Palestinian economy
can expect to realise from joining the Arab Free Trade Area are
limited by the Paris Economic Protocol. While the full benefit to
the Palestinian economy is conditioned to a large extent by full
independence and its ability to exert control over its natural and
human resources as well as its boarders and passage exists. In
other words, to become independent in terms of its customs
territories. The gains to the Palestinian economy are minimised to
zero if goods are prohibited from moving into neighbouring Arab
countries because of factors beyond the control of the Palestinian
National Authority. The most important condition that has to be
fulfilled for the Palestinian economy to benefit fully from joining
the Arab Free Trade Area is whether the Palestinian National
Authority is able to conduct an open and unrestricted trade policy
with the Arab countries and the rest of the world. Presently, this
cannot be assumed to be the case under the undergoing Israeli
occupation measures and policies which led to the deepening of
the structural problems faced by the Palestinian economy,
including: Presence of suppressed productive capacity in the West
Bank and Gaza Strip. Most projects are either working well below
their productive capacity or are closed down. This leads to
increased production costs and to erosion in fixed capital over the
long term. It also leads to deterioration in value added of the
agriculture sectors and imbalance in foreign trade. The factors
behind these structural problems are Israeli occupation policies
and not internal economic reasons.

The Palestinian National Authority and despite all the efforts it has
been exerting over the past 8 years, was not able to conduct
economic policies that are totally in harmony with the interests



and needs of the Palestinian people. It was also unable to deal with
the structural problems detailed earlier. These problems restrict
the Palestinian economy and limit its ability from gaining from
participating in the Arab Free Trade Area.

The most important expected gains for Palestinian economy from
joining the Arab Free Trade Area include:

2.2.1

The large Arab markets especially for manufactured goods
which reaches about 85 billion dollars, as well as the food
markets which amount to 19 billion dollars and the steady
annual increase in the size of this market by an estimated
5% provides the Palestinian economy with an excellent
chance to utilise this huge market once it joins the Arab Free
Trade Area.

2.2.2 The Palestinian economy will have the opportunity to
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expand and diversify its external trade. This is expected to
contribute to lessening the dependence of the Palestinian
economy on Israel. Currently, Palestinian exports to the
Arab countries do not exceed 3.6% while the figure for
comparable Arab countries stands at a minimum of 14% and
exceeds 40% in some other cases.

Diversification of Palestinian trade will create a healthier
and more favrourable economic environment. This is
because diversification of trade with more than one partner
allows for more stability and minimises the vulnerability of
the economy to adverse economic shocks. This results in
more stability for the Palestinian market and therefore more
expansion and development for the trade sector and the
economy as a whole.

2.2.4 Overcoming the problem of high costs of production and the

2.2.5

low competitive advantage of Palestinian goods. With more
diversified trade the Palestinians will have more choice in
terms of importing cheap inputs of production, utilising
economies of scale and improving the absorptive and
productive capacity of the local economy.

Joining the Arab Free Trade Area will help the Palestinians
deal with the repercussions of the limited productive
capacity of the Palestinian establishments where 92% of the
manufacturing sector employs less than 10 workers. The
effect of this factor is mostly felt in the high capital
intensive sector such as in the pharmaceutical sector where



the limited size of the market and the small size of the
productive units contributes to the high cost of production
and lowers its competitiveness locally and abroad.

2.2.6 Achieving more efficient reallocation of resources within
the Palestinian economy where free trade will allow the
more efficient and competitive sectors to develop and
expand.

2.2.7 Creating an environment condusive to technological
development which would allow the Palestinian economy to
benefit from its own suppressed expertise and underutilised
capacity.

2.2.8 Gaining from the Arab Free Trade Area through utilising the
accumulative rules of origins for traded goods. Additionally,
the Palestinians will be able to import cheaply inputs of
production and accounting for that as part of the Palestinian
value added.

Requirements for and obligations of joining the Arab Free Trade
Area:

Palestine has to meet financial, economic, administrative, institutional
and political requirements once it joins the Arab Free Trade Area.
Amongst the most important of these requirements is liberalising trade
and conducting free trade with the Arab countries and the rest of the
world. Additionally, the Palestinian development process will rely on
the competitive advantage of the Palestinian economy.

Possible negative repercussions for the Palestinian economy as a
result of joining the Arab Free Trade Area:

The Palestinian economy could suffer from a number of negative
repercussions as a result of joining the Arab Free Trade Area, the most
important of which is that the Palestinian National Authority might
feel that its control and authority has been eroded, especially in
relation to external trade. Additionally, conducting free trade will
require accompanying social and economic policies that follow the
trade liberalisation closely. This is because if there is no coordination
in terms of policies, social and political unrest might develop which
erodes the likely economic gains from participating in the Arab Free
Trade Area.



Furthermore, there are financial costs that the Palestinian National
Authority might incur as a result of participating in this free trade area,
especially in the short to medium run. These costs could be in the form
of trade balance deficit with the other Arab countries, the cost of
restructuring the productive sectors within the Palestinian economy,
the cost of strengthening the establishments that are vulnerable to
competition, the cost of meeting high unemployment rates, and the
rehabilitation of the Palestinian labour force. This is in addition to the
expected reduction in the tax revenue collected on imports from other
Arab countries. However, although these costs seem to be high, they
are part of the rehabilitation and restructuring of the Palestinian
economy which suffered huge mutilations as a result of the Israeli
occupation over the past thirty years.

Palestinian foreign trade will also be affected by Palestine’s
participation in the Arab Free Trade Area. However, the size and
direction of this affect depends on the alternative that the Palestinian
National Authority might choose in relation to this matter.
Accordingly, there are three alternatives that the Palestinian National
Authority might choose from:

5.1 The first alternative: Palestine does not join the Arab Free Trade
Area and the current situation prevails. This alternative has certain
repercussions for the Palestinian economy, including:

5.1.1 Deepening of structural problems in the Palestinian
economy and particularly in the foreign trade sector,
particularly:

< increase in the dependency of the external trade sector
on the Israeli economy (currently stands at 88%). Data
shows that the percentage of imports from Israel is
declining, where it used to be 90% and now stands at
78%, according to alleviation of restrictions imposed by
Israeli occupation . As for exports, data shows that
Palestinian exports are heavily dependent on the Israeli
market and Israeli export markets. Nearly 96% of
Palestinian exports are destined to Israel and Israeli
export markets. This means that continuation of the
current situation will only increase the dependency of
the Palestinian economy on Israel, especially in relation
to foreign trade. Therefore, if the current situation
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prevails,  structural adjustment and economic
rehabilitation of the Palestinian economy to meet the
needs and requirements of the increased demand from
the neighbouring Arab countries will not be possible.
The Palestinian economy will only be hostage to Israeli
policies and there will not be an opportunity to diversify
trade and break away from domination and control of
the Israelis.

If the Palestinians do not join the Arab Free Trade Area,
imports from other Arab and Islamic countries will be
limited to those specified in lists Al, A2 and B and
extensions of these lists. Such extensions will meet
Palestinian requirements only within Israeli limits and
restrictions imposed by the Paris Economic Protocol.
Since this Protocol does not allow the Palestinians to
engage in trade that provides them with full customs
exemptions with any country outside the list, it thus
does not allow for a reduction in custom duties below
those set by the Israelis (this is the condition of the
current customs union between Israel and the West
Bank and Gaza Strip).

The continuation with the prevailing structure of the
current export of a limited range of goods which
basically reflects the stagnation in the structure of the
Palestinian economy. This concentration in exports is
expected to rise because Israel would rather utilise the
cheap Palestinian labour instead of importing
Palestinian goods so it can actually make use of the
Palestinian value added as its own and therefore deepen
the dependency of the Palestinian economy on its Israeli
counterpart.

Continuation in importing inputs of production from
Israel at high costs which impacts negatively on the
competitive advantage of the Palestinian exports.
Accordingly, the cost of exports will be short of
covering the cost of imports which now stands at nearly
24% especially in the area of agricultural exports where
it now stands at 6%. This percentage might carry on
declining if imports rise at higher rates than exports
which will result in a deficit in the trade balance.
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5.1.2 There are a number of other economic factors that impact on
foreign Palestinian trade as a result of structural problems
within the Palestinian economy and which are expected to
prevail if this alternative is pursued. There would be a
decline in the contribution of the manufacturing sector in
GDP which stand currently at 18% and there will be
continuation of specialisation that meets the demand and
requirements of the Israeli market. There will also be heavy
dependency on employment of Palestinians in the Israeli
labour markets in order to finance imports from Israel and to
make up for the trade balance deficit between the West Bank
and Gaza Strip and Israel.

5.1.3 There is also a possibility for the continued flow of aid from
donor countries if the Palestinians agree to the prevailing
situation which is basically a total dependency and reliance
on the Israeli economy. As a result, the Palestinian capacity
to import will increase and most of the benefits accruing
from such aid will be redirected to Israel through imports.

5.1.4 Improved Palestinian revenues from trade taxes and customs
duties, especially with the rise in imports will encourage the
Palestinian National Authority not to undertake the painful,
but essential, restructuring of the Palestinian economy in the
near future.

5.2 The second alternative: to join the Arab Free Trade Area while
maintaining the current situation, the repercussion from such a
decision include:

5.2.1 Expansion in Palestinian exports to the Arab Free Trade
Area with the current cost structure of production. However,
if the Palestinian economy is faced with closure or shocks
originating from Israeli policies and measures, the outcome
here will be similar to the first alternative.

5.2.2 The decision of the Arab League Summit of October 2001
in Cairo to exempt Palestinian imports from custom duties is
again as joining the free trade area under the current
circumstances because the Palestinian National Authority
does not control its boarders and trade passage points with
the rest of the world. As a result, Palestinian control over the
movement of trade with the Arab Free Trade Area will be
limited or curtailed.
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5.3 The third alternative: joining the Arab Free Trade Area once
Palestine is independent:
Palestine can presently join the Arab Free Trade Area and apply
for the special treatment as a least developed Arab economy.
Palestine can also ask for postponement of fulfilling its obligations
towards the Arab Free Trade Area to once it is economically
independent from Israel. Economic and trade gains cannot be
realised unless the Palestinians are in full control of the movement
of trade with the other Arab countries with the Free Trade Area.
This includes control over boarder and trade passage points.

Repercussions as a result of choosing this alternative:

5.3.1 Economic restructuring of the Palestinian economy so as it
can realise the potential comparative advantages that it has.
This will lead to improvement in the performance of the
Palestinians economy and conversion from traditional
production to modern production with high capital intensity
which should lead to increased exports in terms of volume
and quality and therefore result in restructuring Palestinian
trade.

5.3.2 Improving the competitiveness of the Palestinian economy
through:

< horizontal expansion to realise the suppressed
productive capacity of the Palestinian economy with the
opening of the Arab markets to Palestinian products.

< Reducing the cost of imports of inputs of production to
substitute those high cost inputs that are currently
imported from Israel or via Israel.

< Restructuring and rehabilitating the Palestinian labour
force to improve its efficiency and increase its
productivity so that it becomes one of the competing
factors.

5.3.3 Dealing with the structural problems within the trade sector
and ending the dependency on the Israeli economy.

5.3.4 Making use of the accumulative rules of origins to calculate
the Palestinian value added once free trade it on its way with
the rest of the Arab countries so that Palestine can improve
its chances of penetrating European and American markets.

5.3.5 Decline in foreign aid will be more than compensated by the
improvements in the Palestinian economy’s performance
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once restructuring is on its way and the Palestinian economy
has started to realise some of its potential and suppressed
capacity.

5.3.6 The decline in financial returns of the Palestinian National
Authority from import tax revenues will be more than
compensated by the increase in revenues from exports and
the improved incomes and higher standards of living.

5.4 Joining the Arab Free Trade Area has both immediate and long
term restrictions. However, joining this trade area under the third
alternative will minimise the negative impact of these restrictions.
Amongst these restriction are those placed on imports between the
Arab countries such as the Arab Common Agricultural Calendar
and the Exceptions. So joining under the third alternative will only
minimise the affect of the exceptions and the Agricultural
Calendar especially for the agricultural produce of onions, garlic,
potatoes, citrus fruits as well as manufactured products such as
leather goods, textiles and clothes, cearamic, stone and marble.

6. Recommendations

Based on the earlier discussion, the study puts forward the following
recommendations:

6.1 Choosing the third alternative will require the Palestinian National
Authority to:

6.1.1 Join the Arab Free Trade Area as soon as possible and in
accordance to the recommendations noted earlier in this
study.

6.1.2 To apply to the Social and Economic Council of the Arab
League in order to acquire the special treatment status since
Palestine qualifies for this status as one of the most
economically underdeveloped Arab countries. Palestine’s
application should include a request that its exports be
exempt from trade taxes within the free trade area while
committing itself to fulfil its obligations once Palestine is
totally independent from Israeli control.

6.1.3 Not to ask for any exceptions because these are limited in
volume (do not exceed 15% of Palestinian exports) and in
time (the maximum period allowed is four years which is
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not renewable after 2002). While the special treatment is
decided by the applying country, there are no restrictions on
this country apart from the fact that the special treatment
status has to be ratified by the Social and Economic Council
of the Arab League.

6.2 It is recommended that the Palestinians do not engage in any
bilateral agreements with other Arab countries within the Free
Trade Area because this is not expected to contribute to stability.
The multilateral agreement provides a larger market and more
stable environment which leads to improved investment prospects
both in terms of attracting local and international investors.

6.3 What applies to bilateral agreements within the Arab Free Trade
Area also applies to bilateral agreements with the European Union,
which is a member of the World Trade Organisation. Accordingly,
it would be more beneficial for Palestine to join the World Trade
Organisation and then deal with the European Union than engage
in any bilateral agreements with it.
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