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Possible Impacts, and Ways to Mitigate, Israel Threats to Abrogate 

the Contractual Agreements with the PLO 

 

The Palestinian Authority is well aware that its strategic decision to seek UN statehood in next 
September will result in reactions and attitudes that vary in degree and impact on the life of the 
Palestinians in the oPt. The most extravagant of these reactions will look like the position of the 
Israeli Foreign Minister who recently declared that Israel will renounce all past agreements, 

including the crucial Oslo Accords, if the Palestinians insist on doing a single step and go to the 
United Nations. 
 

In the light of current developments, MAS Institute held a round table meeting to shed light and to 
focus research on the potential implications of fulfilling the Israeli threats and the possible ways the 
Palestinians can take to counter these threats. The meeting mainly focused on the economic 
implications of the Israeli decision to freeze or abrogate the agreements between the PLO and Israel. 
The Institute drafted a background paper for discussion. The paper included a summary of the main 
provisions of the Paris Economic Agreement and offered the major themes and questions for 
discussion in the meeting. 
 

The paper- presented by Dr. Nu’man Kanafani, director of research at MAS Institute- concluded 
that the effects of the abolition of the Paris Economic Agreement can be under three key fronts: 
 
First 
Clearance money: Transfers from Israel to the PNA ((the customs and tax paid to the Israeli 
Ministry of Finance on imports to the Palestinian Territories); direct taxes (on the income of 
Palestinian workers in Israel and in the settlements); and indirect taxes (VAT and fuel purchase 
tax)). In 2010, these transfers totaled about $1.233 billion. 
 

Second  
Money and monetary policy of the PNA (the procedures for organizing traded currencies, most 
notably the Israeli Shekel, between Israel and the Palestinian economy). It is estimated that in 2010 
the money supply in NIS in the Palestinian territory ranged from 2.6 to $ 3.2 billion in 2010. 
 

Third 
Employment and Labor (including workers' rights and claims, and the flow of the Palestinian 
workers to the Israeli labor market in accordance with the mechanisms of demand and supply in the 
market). Data indicate that around 46 thousand Palestinians from the West Bank work in Israel and 
the settlements, in addition to about 32 thousand workers who hold Israeli identity cards; i.e. a total 
of 78 thousand workers (10.5% of the total workers in the West Bank and Gaza). 
The paper raised four key questions/themes for discussion: the answer to these questions may well 
contribute to evaluate the urgency of the Israeli threats, the implications of fulfilling them and ways 
to address them: 
 

1. The general atmosphere in Israel and the intention to 'punish' the Palestinian Authority for its 
bid to gain statehood. What are the prospects of confrontation, and to what extent can the 
Government of Israel go in its 'revenge? Why is Israel 'terrified' of the Palestinian move? 

2. The seriousness of the Israeli threats with respect to freezing the Paris Agreement and placing 
other economic sanctions (e.g. stopping import and export through the Israeli ports, hindering 
the import of strategic materials, cancellation of cement and oil agreements). What are the 
consequences on the Israeli economy? What is the position of the beneficiaries and those with a 
direct interest in relations with the West Bank and Gaza? 

3. What are the potential impacts of canceling or freezing the Paris Agreement on the Palestinian 
economy (clearing and workers)? Are there opportunities to respond to these threats? What are 
the possible reaction policies? 
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4. What are the potential effects of freezing the monetary arrangements between the Bank of Israel 
and the Palestinian Monetary Authority/ Palestinian banks and what are the possible ways of 
reaction? 

 

MAS commissioned four experts and specialists to answer the above questions. Mr. Antoine 
Shulhut, specialist in Israeli affairs and a researcher at the Institute of Israeli Studies answered the 
first question. Mr. Metans Shehadeh, from Mada Al-Carmel Foundation, addressed the second 
question. Mr. Maher Masri, President of the Capital Market Authority, addresses the third question. 
Finally, Dr. Jihad Al Wazir, Governor of the Palestinian Monetary Authority, answered the fourth 
question on monetary arrangements in light of the Israeli threats.  
 

The following are highlights of the four speakers' arguments: 
 
Mr. Antoine Shulhut 
� The Israeli decisions and attitudes toward the Palestinians are governed by the strategic changes 

that have occurred in the Middle East; thus, the Israeli threats to cancel the agreements with the 
Palestinians are subject to the balance of power and the realities imposed by the changes on the 
ground in the countries of the region. 

� Israel has no clear political vision about the Palestinian intentions to go to the United Nations. 
Israel handles the issue within a security context and according to the preparedness of the Israeli 
security authorities to deal with the development of the security situation on the ground. 

� Profit and loss rule determines the nature of the Israeli response to the signed agreements. Many 
Israeli officials prefer maintaining the agreements as a win-win situation as these agreements 
liberate Israel from the burden of managing the Palestinian Territory.  

 

Mr. Metans Shhadeh 

� Israel uses the economic policy to achieve national goals. It seeks to optimally exploit the 
agreements, and this is what actually happened in its relationship with the Palestinians within 
the framework of political and economic agreements. 

� The Israeli response will be determined by the reactions and the responses of the countries that 
are economically influential in their relations with Israel: pressure from influential economies 
and the threat of popular boycott of Israeli products will discourage Israel from going ahead 
with its threat to cancel the agreements. 

� Israeli industrialists and businessmen are interested in maintaining the economic agreements 
with the Palestinian side. Their interests put pressure on the official Israeli position. 

� Forecasts indicate a loss in the Israeli economy as a result of forwarding additional allocations 
for security services, the decline of tax revenues and the decline of the shekel exchange rate, as 
well as the loss of a large consumer market and cheap labor. 

 

Mr. Maher Masri 
� Many questions are raised about the future of relations between the two sides if Israel abrogates 

the agreements, most importantly 'how will the bilateral trade be managed in the event of 
closing the customs point file in terms of collection of customs, border customs and clearing? 
This question is of concern to Israeli policy-makers and it makes them hesitate in making this 
decision. 

� Israel will have to opt for one of these two choices if it cancels the agreements with the 
Palestinians: first ending economic relations with all its facets with the Palestinians and 
allowing them to use the Jordanian Karama Crossing as a gate of Palestine to the outside world- 
in this case Israel will tighten its restrictions on the movement of people and goods between 
Palestinian areas. Second, denying the Palestinians the right to use Israeli ports: in this case, 
Israel's security excuses will be used to intensify operations to control and inspect the imported 
and exported goods from and to the Palestinians. 

� After all, agreements are advantageous to Israel and thus, despite threats, it will not cancel them 
as they are a tool to control the Palestinian economy. Therefore, it will only disable some of the 
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items and/or use the agreement itself to exercise additional pressure on the Palestinian 
economy. 

 

Dr. Jihad Al Wazir 
� In a bid to transform itself to a central bank, the Monetary Authority has taken practical steps to 

enable the banking system, increase the capacity of Palestinian institutions, boost the readiness 
of the Monetary Authority to confront the Israeli measures and reduce the negative 
consequences on the Palestinian economy and its different components.  

� The preparedness of the Monetary Authority involved several procedures including: raising the 
capital of the banking system; the infrastructure development and the spread of branches; 
completing the national payments system and the electronic arrangements; expanding the 
network of banking relationships in the banking system; tightening control over the money 
changers to avoid what happened in Gaza; and contracting with financial companies and banks 
in Europe to take advantage of floating the shekel in the foreign markets. 

� In the end, there is no liquidity crisis in the three currencies in circulation in the Palestinian 
territories, particularly the shekel which has an estimated surplus of 250 million in the current 
period, in addition to about $ 0.5 billion liquidity available in the Palestinian market. The 
Monetary Authority devises ways to overcome the many obstacles- laid down by the Israeli 
authorities- to provide liquidity and ease the inter-transfers to the banks operating in the 
Palestinian territory. 

 
Key speakers and participants in the meeting put forward a number of suggestions to contribute to 
the development of a vision about the possibilities available and the proposed mechanisms to 
counter the Israeli threats: 

 
� The first step that the Palestinian Authority must take is to develop a vision and detailed plans 

on the Palestinian strategy adopted to face the Israeli threats. These plans must include the 
political, economic and social aspects.  

� It is important to take advantage of the atmosphere and the radical developments taking place in 
the Arab world and make them a source of support and strength for the Palestinians in their 
project of gaining their basic rights. This necessitates intensifying efforts in the Arab and 
regional arenas to politically pressure in two directions: supporting the Palestinians in 
international forums and pressuring Israel to withhold its hands from the Palestinians and stop 
its threats to them. 

� Finding an alternative for the Paris Economic Agreement to ensure the economic rights of the 
Palestinians, overcome the pitfalls that occurred when the Palestinian negotiator signed this 
agreement and drive the international forums to exercise pressure on the Israeli side in order to 
change the agreement governing the economic relations between Palestinians and Israelis. 

� Increasing the electronic points of sale; promoting e-commerce activities; and linking an 
extensive network of ATMs in order to reduce dependence on cash in the Palestinian markets- 
in line with global trends in this area and in case of a crisis that Israel might provoke. 

� Capitalizing on the fait accompli, imposed by Israel through the establishment of the 
segregation wall and border points, to form the legal and physical basis to change the agreement 
on customs point into an agreement of free trade zone. 

� Taking advantage of tools that the Paris Protocol offered to exercise economic pressure 
(commercial, financial and labor) on the Israeli side. The steps that can be done include, but not 
limited to, the popular boycott of Israeli goods; the formation of a higher monetary council in 
preparation for issuing a Palestinian currency; and ending the government financial transactions 
in the Israeli shekel and instead using other currencies in circulation. 

 
  

 


