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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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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 study conducts a critical review of economic and trade agreements
between Palestine and Israel, with Arab countries, and internationally to
explore how to improve future agreements. The study also aims to identify
the practical obstacles that have hampered the implementation of these
agreements through interviews with relevant parties in the public and
private sectors and NGOs.

International economic agreements were divided into four groups; the
agreement with Israel, the agreement with the European Union, the
agreement with the United States and other free trade areas, and
agreements with Arab countries.

Two sets of criteria were adopted for evaluation. The first set consists of
seven general criteria applicable to trade agreements as follows:

4+ Market access is the main concern of parties to trade agreements as
each intends to expand its merchandise and services into the partners’
markets.

<+ The most favored nation principle means that each party grants the
other partners whatever treatment it gives to third parties.

<+ National treatment guarantees that imported merchandise is allowed
to compete with that produced locally.

¢+ Exchange of information and transparency in rules and
regulations means that parties to an agreement consent to simple,
transparent rules and regulations in respect to
imports/exports/investments and mobility of factors of production.
This aims to guarantee that rules and regulations will not grow into
non-tariff obstacles to the flow of merchandise and services.

<+ Good faith in the understanding of the terms of the agreement
guarantees that any flaws in the writing of the agreement are not
misused to hamper the flow of merchandise and services. Clauses may
contain mechanisms for arbitration in the event of any dispute that
may arise between the parties.

¢+ The principle of reciprocity guarantees that each party expects to
receive the same facilities and concessions that it provides for other
partners to the agreement.

<+ Exceptions are usually granted from the general rules of the
agreement to less advantaged partners to achieve economic
development and narrow the gap with other partners.



The second set of criteria consists of terms that are specific to the
Palestinian case. These consist of the following:

<+ Recognizing Palestinian sovereignty means the Palestinian National
Authority (PNA) must be treated as a state in respect to the jurisdiction
of an agreement. This emphasizes the need for a political component
to strengthen Palestinian jurisdiction in the struggle to build an
independent state.

<+ Diversification of trade partners and reduction of trade with Israel
are significant aspects of trade agreements as most analysts, including
World Bank experts, agree that the main problem of the Palestinian
economy is its heavy dependency on Israel, especially in respect to
labor and trade.

<+ Creating job opportunities, developing exports and promoting
investments are important in view of the weak absorptive capacity of
the Palestinian economy. Trade agreements should therefore deal with
labor issues, ensuring competitive advantages to promote Palestinian
exports and foreign investment in Palestine as well as through
exemptions or waving the reciprocity rule.

<+ Recognition of less advantaged status is important for Palestinian
economic development in view of the damage caused by the Israeli
occupation.

<+ The significance of public revenues: when Palestinian trade is
diversified, the flow of government revenues will be vital for the
Palestinian economy. The Palestinian economy desperately requires
public investment in socio-economic infrastructure and must be given
special treatment in trade agreements to allow for slower reduction of
tariffs, taxes, and other fees than other partners.

These criteria were applied to the agreements and the following results
were concluded:

Although all the agreements aimed to enhance the access of Palestinian
commodities to markets, the agreement with Israel and Israeli measures
regarding borders, security, and standards seriously hamper this
possibility. The agreement with Israel does not fundamentally meet the
general criteria. In terms of the special criteria, the agreement emphasizes
superficial aspects of PNA sovereignty while ignoring essential Palestinian
sovereignty by postponing the ‘final agreement’ issues. The agreement
with Israel contradicts all other special criteria, apart from public revenues
which are dealt with in detail within the clearance mechanism.



The agreement with the EU complies with all general rules through the
adoption of WTO and GATT agreements as a reference, even though this
is not specifically articulated. The EU agreement recognizes Palestinian
sovereignty and the less advantaged status of the Palestinian economy but
does not deal with labor relations or support for exports and productive
sectors.

The agreement with the United States does not view the Palestinian
economy as an independent entity and thus disregards Palestinian
sovereignty.

The agreement with Jordan (representative of agreements with Arab
countries) adopted commodity lists as the means to achieve free trade.
With the exception of the market access rule and recognition of Palestinian
sovereignty, the agreement does not meet either the general or the specific
sets of criteria.

The most important recommendations represent a number of detailed
proposals for the modification of Palestinian international agreements in
order to achieve general economic goals, namely:

¢+ Provide access to international markets on condition that partners
recognize the less advantaged status of the Palestinian economy and its
structural deformities caused by the long Israeli occupation of the
West Bank and Gaza Strip.

< Diversify trade partners to minimize the dependency of the Palestinian
economy on that of Israel. This also entails obtaining subsidies for
production rather than imposing tariff protection that might hinder
direct imports from sources other than Israel.

4+ Open labor markets to Palestinian labor to minimize dependency on
the Israeli labor market. This suggests labor integration agreements
with the EU and Gulf countries, in addition to an understanding with
Arab countries to include Palestinians in any labor agreements with
Israel.

Detailed recommendations to achieve these goals are summarized as
follows:



Palestinian-Israeli agreement:

The trade agreement with Israel should aim to achieve the continuous flow
of merchandize and mobility of persons between the two economies under
all circumstances. To achieve this objective, any agreement with Israel
must include the following:

<>

<>

Palestinians have full and free rights to use and manage their resources
without any interference from other parties.

Palestinian economic control of border points with Jordan and Egypt is
separated from political control until an agreement on this is reached.
Israel has no right to prevent the flow of merchandize and mobility of
persons on these fronts.

It is prohibited to use economic siege, trade, and labor relations as a
means of collective punishment in political disputes.

It is prohibited to use security pretexts to hamper the flow of
merchandize. There might be a security convoy system on condition
that mobility is not restricted or halted. The right to compensation
must be stipulated in cases where damages are incurred.

It is prohibited to use health and environmental specifications and
standards to prevent the flow of merchandize. Tests and official
certificates issued by each party must be recognized. Potential
violations must be specified in detail in the clauses of the agreement
for each individual case. EU mechanisms might be adopted here.
Mechanisms must be set for arbitration in the event of disputes
between the parties. They could be similar to those of the WTO and
should include powers to stop infringements and enforce penalties.
The arbitration committee must comprise the EU and Arab countries
that have economic agreements with Israel (Jordan, Egypt, Morocco,
Tunisia, and Qatar). The terms of reference for arbitration should
combine the new agreement, the GATT, and WTO.

Regarding the details of the agreement with Israel, the study suggests the
following:

<>

Israel must acknowledge the developmental gap between the two
economies and admit that the occupation has caused the deterioration
of Palestinian infrastructure and distortions in the macro economic
structure. Israel must also admit that the siege and policy of closures
has caused great economic losses and further damage to Palestinian
infrastructure and therefore the right to favored treatment in trade
agreements and compensation.



Adopt the most favored nation principle and transparency in rules and
regulations.

Adopt the rule of reciprocity and equal implementation.

Grant the Palestinian economy certain privileges and exemptions in
the following areas:

a. Exemptions on standards for at least a 10-year period.

b. Acknowledge the right to impose tariffs on trade with Israel. As
this would be impractical to implement, a form of compensation
could be established with an Israeli contribution to Palestinian
industrial development programs, particularly nascent industries,
or in the clearance formulas on condition that funds are used for
the development of socio-economic infrastructure.

c. Allow the PNA to implement non-conditional export support
policies as well as agricultural and industrial support policies for at
least 10 years.

The modification of Israeli trade policy with respect to Palestinian
interests and the adoption of a compensation mechanism for the
damage inflicted on Palestinians as a result of observing Israeli trade
policy.

Adoption of a clearance formula based on the macro economic
relationship between the two economies instead of the current
transaction system.

Stipulate the protection of the Palestinian economy from dumping
through a compensation mechanism rather than the traditional
measures of protection and trade impediment that are impractical in
the Palestinian case.

Ensure the same treatment for Palestinian imports and exports at
Israeli borders as for Israeli imports and exports, establishing
mechanisms to prevent hindrance. These mechanisms must lay down
specific time periods for clearance and compensation for any
violations or damage inflicted.

Establish a labor relations agreement to ensure the smooth mobility of
labor between the two parties.

Partnership agreement with the EU:

The study suggests the following modifications to the agreement:

¢ The EU must acknowledge that the developmental status of the

Palestinian economy and the distortions of the economic structure



resulting from the long Israeli occupation, persistent siege and closures
demand favored treatment in trade agreements.

Prolong the grace period of privileges and exemptions for at least 10
years.

Offer greater exemptions to the Palestinian agricultural sector than to
Israeli agriculture.

The exemption given to Palestinian industrial merchandize that allows
the PNA to impose tariffs of a maximum of 25% for five years should
be exchanged for grants to develop the industrial sector and support
industrial exports, development, and research.

Use European influence on Israeli trade to ensure the steady flow of
European merchandize to Palestinian markets.

Agreements with Arab Countries:

<>

The study assumes that Palestinian economic interests lie in the
expansion of economic and trade relations with Arab countries. The
study believes that the best framework is the free trade area, given that
the Palestinian economy will be granted certain privileges and
exemptions regarding specifications and standards and the right to
implement policies of support for industrial and agricultural exports.
Arab countries may also allow for some concessions in respect to
certificates of origin.

Replace the lists of exempted merchandize with an exemption on all
goods with a list of exceptions if necessary.

Facilitate transit trade to enable the transportation of Palestinian
merchandize at minimal cost.

Reach an understanding with Arab countries that have economic
relations with Israel to tie their trade relations to the smooth flow of
Palestinian merchandize to Arab countries.

Reach an agreement with Arab countries that they should not conclude
any agreement with Israel that may affect the Palestinian economy
without the presence and consent of the Palestinians.



