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Palestine Economic Policy Research Institute (MAS) was founded in 1994 as an

independent, non-profit institution to address the socio-economic policy making process
through appropriate and relevant applied economic and social policy research.
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*

S MISSIONS:

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

This is the first Palestinian study to analyze the status and structure of
Palestinian trade in services in terms of its value and relative significance
to Palestinian foreign trade. Also investigated are geographical distribution
and interdependence with macro-economic variables such as imports and
exports, gross domestic product (GDP), investment, current accounts, and
balance of payments. The study analyzes the elements that determine the
flow of services between the WBGS to Israel and Jordan and the obstacles
that impede their development. Based on this analysis, the study concludes
with several options to assist the formulation of appropriate policies aimed
at expanding production and enhancing the competitiveness of Palestinian
services within regional and international markets.

While the services sector contributed to 52% of GDP during 1994-1999,
its contribution to foreign trade in 2000 was only 18%, rising to 30% when
remittances, primarily from workers in Israel, are included. An analysis of
the structure of Palestinian exports in services reveals that they are limited
to a few services such as transportation, travel and tourism, and the export
of labor, especially to Israel. On the other hand, service imports include a
wide range of services comprising transportation, travel, insurance,
education, medical services, communications and telecommunications,
cultural materials and information technology (IT).

Imports of Palestinian services were found to be five times higher than
services exports, excluding remittances. Therefore, Palestinian trade in
services is considered as a weak, underdeveloped sector, mainly due to the
lack of integration with other productive sectors.

This study benefited from existing literature on trade in services,
especially studies emphasizing the significance of this sector. Most of the
studies reviewed focused on expansion of trade in services through
stimulating merchandise trade to promote employment and investment.
These studies dealt with production and trade in services such as
communications, telecommunications, banking and transportation. Other
studies focused on preparation for negotiations on the liberalization of
trade in services prior to the General Agreement for Trade in Services
(GATS) and with policies to enable the liberalization process and its
execution. Studies published after the signing of the GATS assessed its
impact and repercussions on developing countries.



This MAS study briefly presents the main principles of the GATS,
especially those relating to most favored nations, treatment of individual
countries, and the principles of horizontal and vertical commitment. It
indicates that the liberalization of Israeli trade in services and the
restrictions imposed by Israel on the Palestinian economy have hampered
production and trade in services in the West Bank and Gaza Strip. In
addition, the study highlights the importance of appropriate Palestinian
financial and trade policies to support local production in goods and
services and enhance competitiveness locally and externally. Palestinian
local production in various service sectors has been falling, resulting in
increased imports from Israel. Simultaneously, the liberalization of Israeli
trade in services has improved its competitiveness in both Israeli and
Palestinian markets, especially in communications and electricity. This
explains why Israel has excluded the service sectors from the immediate
economic separation between the WBGS and Israel. Israeli experts believe
that the Israeli economy needs at least a five-year time span to adapt and
adjust its production to separate services with the WSGS.

In light of these factors, this study attempts to investigate available options
for Palestinian trade in services for the period 2001-2010 by applying a
quantitative analytical methodology. The study reaches a number of
conclusions. The most important is that the liberalization of Palestinian
trade in services is mainly dependant on the presence of conditions
required for the restructuring of its main sectors. In the case of
merchandise trade, it is essential to initiate the substitution of import
services that have competitive advantage, especially in transportation,
communications, and electricity, by offering incentives and working
towards the lifting of Israeli impediments and restrictions.

The results of the quantitative analysis have shown that exports in
transportation and insurance services are susceptible to continued decline
if existing policies persist. Even in 2010, their anticipated level will not
reach that of 2000. This necessitates developmental policies capable of
stimulating production and the export of services. The study also
emphasizes the importance of taking measures to minimize the destructive
impact of Israeli siege and closure policies and to encourage Palestinian
investment in competitive service sectors.

In respect to service imports, the study indicates that the decline in imports
of transportation, insurance, tourism, travel and other services will not last
more than two years and will return to the 2000 level and rise steadily due
to the following reasons:



The persistent increase in commodity imports resulting from the
inability of Palestinian growth in GDP to cope with greater local
consumption will lead to further imports of transportation, insurance,
and travel services.

The decline in the production of these services and decrease in service
exports as a result of Israeli siege and closures imposed on Palestinian
areas.

The decline in investment in major service sectors, especially in
infrastructure such as electricity, transportation, and communications,
and its negative repercussions on secondary service sectors such as
information technology, insurance, cultural and media sector, and
banking services.

The study indicates that the promotion of human development, the
restructuring of the service industries, and the enactment of laws and
regulations that provide these industries with relative and temporary
protection will enable gradual integration regionally and internationally.

The study concludes with the following recommendations:

1.

2.

Minimize the heavy dependency on Israeli services to allow for local
production, such as in electricity and transportation.

Promote production in Palestinian local services via incentives and
enhance the legal environment by adopting:

a. Laws and regulations for private and public ownership,
administration, and capital.

b. Direct and indirect incentives and tax exemptions, especially for
intermediate commodities to be utilized in the production of
services.

c. Encourage the competitiveness of the Palestinian service sector
both locally and in export markets and facilitate access to foreign
markets to import needed intermediate goods.

Encourage local investment and attract foreign investment, particularly
to services that employ local workers, and assist in utilizing modern
technology and training employees.

Substitute Palestinian skilled labor exports with exports of value added
services such as information technology (IT) that depends mainly on
telecommunications.

Increase the efficiency of major services capable of enhancing the
competitiveness of Palestinian trade in goods and services. This will



initiate the restructuring of these sectors and increase investment,
utilizing technology to introduce services that meet international
standards and are therefore competitive in local and external markets.
The restructuring of one sector will attract others in a way that will
enhance competitiveness both vertically and horizontally in each
individual sector.

Establish joint projects that specify the share of service providers, as in
tourism (hotels), accounting, and other professional services.



