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Foreword 
 

 

I am pleased to present this study which was originally presented at the 
MAS Annual Conference (2010) titled "Palestinian Economic Unity:  Key 
for Ending the Occupation and for Sustainable Development." It is one of 
five studies which covered various aspects of the conference’s main theme 
and which will be published by the Institute. The aim of the present 
research is to identify the optimal approach to bringing about economic 
integration between the two wings of the future Palestinian State - the 
West Bank and Gaza.  
 

The study discusses various international experiences of economic 
integration in non- contiguous areas and in countries that suffer from a 
lack of economic integration due to political division. The aim is to draw 
lessons from these experiences in order to facilitate the process of 
integration in Palestine. The study presents a thorough analysis of the 
obstacles faced by the Palestinian economy as well as the risks posed to 
the sustainability of the Palestinian state due to the lack of integration. 
Furthermore, the study explores the potential economic gains of 
integration, focusing in particular on its capacity to construct a new 
economic base for Palestine, one capable of both securing decent living 
standards for all citizens and strengthening the fabric of civil society. The 
study argues that the integration of the Palestinian economy cannot be 
based solely on the intrinsic comparative advantages of various regions, 
but should instead be based on creating new comparative advantages that 
are in line with the Palestinian development vision of an open, modern and 
knowledge-based economy. 
 

Through an in-depth and comprehensive analysis, this study provides 
valuable information and arrives at applicable conclusions and 
recommendations. Thus, the study serves as an important reference for all 
those interested in the development of the Palestinian economy, and all 
those seeking ways to put the economy on a path of sustainable growth. 
 

I would like to congratulate the author and his research assistants for their 
original work which makes a qualitative addition to the economic literature 
and to our knowledge about the Palestinian economy. I would also like to 
thank the World Bank Office in the Occupied Palestinian Territories for its 
support of this research. Finally, I would like to thank the Palestine 
Investment Fund (PIF) for sponsoring the MAS Annual Conference in 
2010. 

 
Dr. Samir Abdullah 
Director-General 
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Abstract 
 
 
The aim of this paper is to examine and shed light on the two related 
questions:  
 

Firstly: Why the economic integration of the West Bank and the Gaza 
Strip (WBGS) into a coherent economic entity is necessary to secure 
sustainable growth in the forthcoming Palestine state and improvement in 
the well-being of the Palestinian population. The paper puts forward a 
number of reasons as to why Gaza Strip is economically indispensable to 
the West Bank, and the West Bank is to Gaza; including access to sea, 
economies of scale and durability of the political settlement and its role in 
attracting foreign investment. The paper discusses the issue of non-
contiguity and argues that the integration of the two wings can enhance the 
prospect of creating a viable and dynamic economy.  
 
Secondly: What are the alternative models to bring about this economic 
integration, and what are the policy recommendations that can be drawn 
from these models. The paper argues for the importance of utilizing the 
great economies of location and economies of urbanization of Gaza Strip 
and the chances of developing it into a metropolitan area. The issue of 
integration on basis of current comparative advantages is discussed, along 
with the pros and cons of establishing an instant single labour market in 
Gaza and the West Bank. The need to create and nourish networks of 
clusters within the framework of knowledge-based economy is addressed 
along with the need to establish an efficient transportation network to 
make the WBGS a single urban-basin. Finally, the paper touches upon 
some of the socio-political dilemmas and problems that will accompany 
the economic integration. 
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Preamble  
 
This paper aims to shed light on two interrelated questions: 
 
First: Why is integration of the West Bank and Gaza Strip in a coherent 
economic unit a necessary condition for sustainable growth and steady 
improvement in quality of life of the Palestinian people? In other words, 
the paper aims to show that the Gaza Strip is indispensable to the West 
Bank economy and vice versa, and that the economic complementarity of 
both enhances the chances of creating a sustainable economy that is 
dynamic and viable.  
 
Second: What are the models available to achieve economic integration 
among the two parts of the country and what recommendations can be 
drawn from these models? 

The study builds on the assumption that the spatial issues- the fact that the 
Palestinian territories is non-contiguous- and the marked divergence in 
living standards between residents of the West Bank and those in the Gaza 
Strip are  key factors governing the Palestinian economy in both short and 
medium terms.  
 
The study comprises an introduction and five sections. The introduction 
takes on a number of systematic observations and the assumptions 
underlying the research. The second section provides a quick overview of 
the intense structural changes in the coastal Strip and the West Bank 
during the past half century. It also tackles the trade relations and 
differences in economic structures between the two. The section further 
outlines the results of a model that sought to work out the cost of achieving 
convergence of the standard of living across the West Bank and the Gaza 
Strip. 
 
The third section addresses the complementarity between the two halves of 
the country. This complementarity incorporates three categories: the 
linkup with the coast, economies of scale and differences in the resource-
base. The section also discusses the opportunities to integrate the West 
Bank and Gaza on the basis of the current production processes and 
existing comparative advantages. It concludes that the prospect of this kind 
of integration is limited in practice. Finally, the section presents the major 
lessons from the economic re-unification of Germany and the expected 
cost of closing the gap in standards of livings between North and South 
Korea. The section further considers the pros and cons of an immediate 
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integration of labor markets in the West Bank and Gaza without direct 
wage compensation or a transition period. 
 
The fourth section provides expedient models of development and 
integration, where the study undertakes two models: balanced growth and 
the model of spatial agglomeration (or unbalanced growth). The section 
considers the issue of productive clusters and the conditions behind their 
rise.  Finally, the section discusses briefly some sensitive social and 
cultural issues to be taken into account in the course of the integration 
process between Gaza and the West Bank.  
 
The model advocated by the study to achieve economic cohesion is put 
forward in the fifth section. The model is held together by three pillars: 
building a knowledge-based economy; establishment of industrial and 
economic clusters; and building transportation and communication 
network to ensure the formation of single urban basin. The sixth section 
provides a summary of the study along with some policy 
recommendations. 
 
I would like to express my gratitude to the help I received from research 
assistants at MAS: Haneen Ghazawni, Steven Glover and Alaa al-Tarteer. 
I am also indebted to Mohammed Nasser, Ismat Quzmar, Qusay al-Sayfi 
and Nizar Milhim. The remaining blemishes and mistakes are, of course, 
my responsibility. 
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1. Introduction 
 
 

The West Bank and the Gaza Strip comprise two geographically-separated 
areas. They are also economically separated, in that the gap between the 
two in terms of standard of living and economic development is relatively 
wide. This study argues that the establishment of economic cohesion 
among the two territories will be one of the most serious challenges facing 
the forthcoming Palestine state.  The viability of the state itself would- in 
fact- be conditioned on its ability to bridge this gap and integrate the 
economy. Integrating the two distinct areas will be the real challenge of 
the Palestinian independence.  
 
There is a general consensus, though vague, that a Palestinian state will not 
come into being unless the West Bank and Gaza Strip are maintained 
together. The World Bank has reiterated this idea explicitly: “The strategic 
goal of an economically viable Palestinian state is achievable only if Gaza 
and the West Bank are maintained as an integral economic entity” (World 
Bank June 8, 2009: 7). 
 
Though the claim itself can be justified politically and nationally without 
much trouble, this study seeks to give a solid ground for this argument and 
to justify it on economic ground. Israel's conscious quest, since 1991 at 
least, to separate the West Bank from the Gaza Strip, a well documented 
policy indeed,  can be understood in the context of forestalling the 
establishment of an independent Palestine state1.  
 
The rest of this introduction highlights some defining and methodological 
observations. 
 

1.1 Economic Integration  
 

Economic cohesion among sectors of one-state is achieved when a number 
of conditions are met:  
 

1. Convergence, and not necessarily matching, of standards of living 
among residents across different parts of the country; 

                                                           
1  In its testimony before the Turkel Committee for the investigation of the Israeli raid on the Gaza-

bound flotilla, the Israeli army revealed the official goals of the Israeli policy regarding the Gaza 
strip: Separating Judea and Samaria [i.e. West Bank] from Gaza – a security and diplomatic 
objective. http:\\www.promisedlandblog.com/?p=3418 (Accessed September 7, 2010). See also 
Amira Hass’ Article in Ha'aretz on March 3, 2010. 
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2. A high degree of financial integration (i.e. an appropriate system to 
transfer financial resources from richer provinces to poorer ones); 

3. Integration of market and unity of monetary policy, trade policy, and 
economic legislation across provinces; 

4. Equality in economic opportunities open to all individuals in the 
various provinces; and 

5. Complementarity of production processes on basis of the comparative 
advantages of each province. 

 
Fulfilling these conditions among the different provinces and across the 
many sectors ensures a satisfactory degree of division of labor and 
specialization among the provinces such that the one complements the 
other.  This is also essential to insure a proper integration of the various 
provinces into a single entity that is capable of competing in the regional 
and international markets.  
 
The interrelations among the provinces figure across four channels of 
communication: 
 
1. Inter-regional trade (import and export of goods and services). 
2. The movement of people (for work, trade or investment proposes). 
3. Movements of other factors of production (capital, entrepreneurships 

and innovation). 
4. Transfer of resources through fiscal public policies (taxes and public 

spending). 
 
Though economic cohesion among the provinces is a global critical issue, 
it gains greater significance in non-contiguous states in general and the 
State of Palestine in particular. The sustainability of Palestine state will be 
contingent upon this cohesion, as we will come to see.  
 

1.2 Contiguous vs. Non-Contiguous States  
 

Non-contiguous states are those which have provinces separated by 
sovereignty of another State. There is agreement among legal experts that 
the geographical continuity is not a necessary condition for the 
sustainability or the legitimacy of states (see, e.g., Weiner & Morrison 
2007). Legitimacy requires a number of conditions to be met, most 
importantly the presence and control of lands even if they are physically 
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separated. In today's world there are at least 10 Non-contiguous states2. 
The aptitude and the legitimacy of these states are, though, unquestionable. 
It is critical here to differentiate between the non-continuity and 
fragmentation. While the geographical separation between the West Bank 
and Gaza does not diminish the legitimacy of a Palestinian state, the 
fragmentation of the West Bank into isolated cantons denies the state the 
sovereignty on the territory. 
 
Unfortunately, Palestine doesn’t have much to learn from the experiences 
of other non-contiguous states; due to the uniqueness of the geographical 
and geopolitical scene. When formed, each of these non-contiguous states 
had a major entity having sovereignty over another separate geographical 
area or relatively small remote territories. Palestine, on the other hand, 
consists of two major parts, each with its own unique features and 
potentials. The most corresponding example is the old Pakistan, which 
comprised two entities separated by 1000 miles across India.  In 1971, East 
Pakistan split from mainland Pakistan, establishing what is came to be 
known as the State of Bangladesh.  
 
There are of course various reasons behind the separation of East Pakistan, 
including differences in ethnicity and language. Serious studies found that 
the real reasons behind the split were the economic disparity; the political 
power exclusively enjoyed by the West; and the chronic sense of injustice 
and exploitation East Pakistani suffered3 . This lesson is very important for 
Palestine: poor governance and economic mismanagement, in non-
contiguous states in particular, can trigger an accumulation of political 
discontent and create conditions where it is difficult, or even impossible, to 
maintain the unity of the political entity. 

 
1.3 The Physical Link between the West Bank and Gaza Strip  
 

The study assumes that a physical continuity between the West Bank and 
Gaza will be established, with consequent effective, sustained and 
uninterrupted communication links. Discussing the form and tools of 
establishing such a link is outside the scope of this study; instead, it will 
presume that the channel of communication does exist and it allows full 
freedom of movement of goods, services and factors of production (labor 

                                                           
2  Angola, Argentina, Russia (Kaliningrad region), East Timor, Oman (the Strait of Hormuz), 

Brunei, Azerbaijan, Croatia, the Philippines and the United States (Alaska). 
3  See, for example: http: \ \ www.storypakistan.com 
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and capital) in both directions, as well as the sustainable social and cultural 
communication between the two halves of the country4. 
 
The paper assumes, from the outset, that a political settlement is in place 
and an independent Palestine State, with full sovereignty on its borders, 
natural and human resources, is established. The State will also be able to 
freely choose the policies and measures for integrating the two wings of its 
territories.      
 
A free and safe passage between the West Bank and Gaza does not 
necessarily imply that the Palestinian state would be contiguous, since 
such a corridor- which passes through lands under another state’s 
sovereignty- will not, once and for all, eliminate the logistic, 
administrative and economic problems that non-contiguous countries 
usually run into. A Palestinian state will not be able to achieve 
development or even maintain its viability without the two halves of the 
country being held together so as to ensure the free flow of goods and 
people. However, even when this continuous linkage is established, the 
requirements of economic integration, the susceptibility of inequality and 
the risk of deterioration and slipping into an abyss remain persistent- back 
to square one. It is, thus, reasonable to restate that the future Palestinian 
state will have to undergo a unique challenge that might split the country 
up into two large parts. This challenge will require unprecedented, creative 
and tailor made solutions. The success will ultimately hinge on building 
and strengthening the shared national identity to create and boost 
economic cohesion between the provinces of the country in general, and 
the two geographically- separated parts in particular. 
 
 
 
 
 
 

                                                           
4  An Israeli report issued by the Jerusalem Center for Public Affairs argues that the Palestinian 

demand for a free and safe passage between the West Bank and Gaza is not justified because the 
geographical continuity is not a necessary condition for the establishment of viable states 
(Weiner & Morriso, 2007). The arguments of the report are based solely on legal matters 
(supplemented by some linguistic analysis). The main concern of the report was to show that 
Israel can use legal arguments to deny the Palestinians the right to establish direct link between 
the West Bank and Gaza through the Israeli territories.  



 5 

2. Trade Relations between the West Bank and Gaza  

and Variation in Economic Structure 
 
 
I recall no similar example, from anywhere in the world, on a territory that 
has been subjected to what the West Bank and Gaza Strip have been 
subject to: the sudden, total and frequent  cut their surroundings and re-
structuring of trade routes and economic. In 1948, the West Bank was 
dramatically cut off from the Palestinian coast and the Gaza Strip from the 
South coast and the Wet Bank. The West Bank economy was an integral 
part of the Palestinian coastal economy in terms of marketing of 
agricultural products, flow of labor and administration. Even the roads 
then started from the West down to the coast. In no time, a breakdown 
occurred, forcing the West Bank to re-structure its economy away from the 
West and towards the east.  
 
In 1948 the West Bank was more poorly-resourced than the Palestinian 
coast, but since then it has to integrate with an even less developed 
economy than its own, i.e. that of Eastern Jordan. Transjordan was then 
just a subsidiary of the economy of Palestine (more than 80% of Jordan's 
exports were sold or exported through the ports of Palestine). This means 
that the two Banks were more complementary with the coast than they 
were interlinked together (Mazur, 1972 p. 211). The difficulty of 
readapting to the new situation was further worsened by the demographic 
restructuring as a result of the flow of 418 thousand refugees to the West 
Bank, a number that approximates the number of indigenous people in the 
West Bank at that time (Wilson, 1990 P.225). 
 
In 1948, Gaza was a small economically-thriving oasis (with two cities and 
15 small villages) with a population of about 65 thousand (Efrat, 1977). 
The enclave has suffered from an even severer demographic transition 
with the influx of about 250 thousand refugees. Gaza’s economy was 
restructured when all old economic channels were shut down, leaving it at 
the mercy of the Egyptian economy. 
 
In 1967, another abrupt breakdown occurred and consequently 20-years 
efforts of rebuilding the economy and establishing cohesion between the 
two Banks went unheeded. The West Bank and the Gaza Strip once again 
had to re-build the entire economic and trade relations and to adapt to 
integrate with the evolving economy of Israel. The supply of labor to the 
Israeli market has become the backbone of the Palestinian economy life. 
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This went along with the deterioration of the entire local production 
capacity and the catastrophic negligence of the infrastructure. 
 
In the mid-nineties, following the signing of the Oslo Accords- including 
the Paris Protocol- there was a glimmer of hope that the Palestinian 
economy could achieve a quiet restructuring: to reap the potential benefits 
from trading with a strong neighbor to the western borders and, at the same 
time, to establish a re-integration into the surrounding Arab region. But 
this did not happen: in a relatively short period, Israeli labor market was 
closed, forcing a harsh new restructuring which was mitigated by the large 
and contentious flow of foreign financial aid. 
 
Given the sudden cuts and frequent restructuring, the only period in which 
the West Bank and Gaza were able to establish trade relations was under 
the Israeli control, i.e. since 1967. The relatively free movement of goods 
and people came to an end with the outbreak of the first Gulf War in 1990, 
when Israel began to place obstacles to the free flow of goods and people 
between the West Bank and Gaza Strip. This means that in more than six 
decades, only 23 years were marked with a relative free trade between the 
two parts of the territory. Yet, this short period cannot be considered 
normal in terms of commercial exchange: it doesn’t hold real opportunities 
and prospects for economic relationships between the Gaza Strip and the 
West Bank due to Israel's conscious policy of putting the two economies, 
singly, to serve its interests and its persistent quest to preclude the 
development of productive capacities and creativeness (see Arnon & 
Weinblatt, 2001). 

 
2.1 The Data  
 

Table (1) in the appendix shows that in 2004, residents of the Gaza Strip 
accounted for 37% of the total number of population of the West Bank and 
Gaza.  In contrast, Gaza’s share of the gross domestic production did not 
exceed 33%. Though the Strip's share in consumer spending, investment 
and imports is roughly convergent to its share in GDP (about one third), it 
only exported 15% of the total exports of the West Bank and Gaza in 
2004.  
 
In 2004, GDP per capita in the Gaza Strip was about 75% of its peer in the 
West Bank and the average daily wage in the Strip was about 80% of that 
of the West Bank. The disparity varies across sectors- culminating in the 
construction sector (the average wage in the construction industry in Gaza 
was 55% of its counterpart in the West Bank). 
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The disparity is also evident in the rate of participation in the labor force 
(42% in the West Bank compared to 36% in Gaza). This variation is not 
attributed to the percentage of male participation, but mainly due to 
differences in the proportion of female engagement (16% in the West 
Bank compared to 9% in Gaza). Needless to say, the poverty rate in Gaza 
is by far higher than that of the West Bank and the unemployment rate is 
significantly higher (by 12.5 points).  
 
Graph (1) in the appendix shows that the contribution of the Gaza Strip in 
the gross domestic production of the West Bank and Gaza together over 
the 1972-2003 period was lower than the Gaza’s share of the population 
(about 60%). This occurred despite the sharp contrast of circumstances and 
different Israeli procedures from one place to another. 
 
Graphs (2-5) outline the relative contributions of various economic sectors 
in GDP in the Gaza Strip compared to the West Bank during 1972-2003. 
These figures show that, for example, the share of industry in GDP in the 
Gaza Strip remained higher than in the West Bank until the early nineties. 
The same applies to the construction sector over the entire period. In 
general, there appears to be a sharp contrast in structure of GDP between 
the Gaza Strip and the West Bank. 
 
Graphs (6-10) spot the evolution of variation in the average daily wages of 
workers between the West Bank and Gaza Strip during the 1972-2004 
periods. Strikingly, the average wage in the Gaza Strip was higher than 
that of the West Bank during most of the years 1972-1986. It seems that 
this was mainly due to high wage in the services and industry sectors.5   
 
Graphs (11-14) consider the productivity of labor in the Gaza Strip 
compared to the West Bank. The graphs reveal that the productivity of 
labor in general in the Gaza Strip is higher than in the West Bank. This 
was evident particularly in industry (until 1992) and construction, where 
the worker productivity in the Gaza Strip was one and a half times higher 
than in the West Bank until the mid-nineties.  
 
There is a severe shortage in the statistics of trade between the West Bank 
and the Gaza Strip. It was, however, possible to collect some information 
from different sources (shown in tables 2-4) in the Appendix. It is worth 

                                                           
5  The year 2004 was selected by the PCBS as a base year because it was considered the closest to a 

‘normal year’, with least political turbulence and economic shocks in the West Bank and Gaza. 
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noting, however, that these figures are incomplete as they are only taken to 
give a general impression of the level of trade. 
 
Exports from the Gaza Strip to the West Bank in the mid-nineties 
accounted for about 50-60% of the total exports of the coastal enclave. In 
contrast, the exports of the West Bank to Gaza comprised only 2% of the 
total exports of the West Bank. It is worth mentioning, though, that this 
high share of exports from Gaza to the West Bank denotes the minimal 
value of total exports of the Strip at that time (between 40-50 million 
dollars per year). About 5% of the exports from the West Bank went to the 
Gaza Strip in 1995. These exports accounted for only 3.2% of Gaza’s total 
imports in that year. Tables 3-4 demonstrate that agricultural exports 
acquired a large share of total exports interchangeably. The intra-
provincial trade of agricultural products represents only a small percentage 
of the total imports of the West Bank and Gaza. 
 
Graphs (15-18) show that the export- GDP ratio in the Gaza Strip until 
1992 was 1.5-2 times higher than the ratio in the West Bank. Conversely, 
the ratio of import in Gaza was also always higher than in the West Bank. 
This means that the Gaza Strip until the mid-nineties was more open to 
offshore trade than the West Bank.  
 

2.2 Convergence in Living Standards between the West Bank 

and Gaza Strip 
 

Convergence between different provinces within a single country (or 
across countries) implies a long-run trend toward the equalization of the 
per capita income. Convergence can be measured in three ways: measuring 
the variation in the average per capita income between two regions over 
two points of time; estimating growth rates of the various regions to check 
whether the poorer regions grow faster; and, finally, studying variation in 
the income rates via time-series and through testing the probability that 
divergence is moving toward zero in the long-run (Sergio et. al., 1999). 
 
The economic history of the United States gives insight into the 
convergence of the different States: the disparity in income levels was 
either increasing or stable (as was the case during the construction of the 
rail network) with the concentration of industrial activities in certain areas. 
It is interesting to note also that a very large portion of income inequality 
corresponded with the differences in the importance of agriculture in 
various states (ibid.), meaning that rural states had lower income. 
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In a previous study I conducted with a colleague, we built an economic 
model for the Palestinian economy in order to assess three types of costs:  
 

1. The additional resources (external capital) required by the economy of 
the West Bank to achieve the levels of acceptable growth rates in both 
consumption and investment (baseline scenario)6.  

2. The cost (external capital) required by the economy of the West Bank 
to absorb the returnees and to ensure acceptable levels of consumption 
and investment. We assumed four scenarios for the repatriation of 
refugees: the return of half a million within two years, or 5 years, one 
million within 5 years or within 10 years (see table 1).  

3. The cost to achieve the baseline scenario in the Gaza Strip as well, i.e. 
the cost of achieving convergence in the level of per capita 
consumption (and productive and residential investment) between the 
West Bank and Gaza (Arnon & Kanafani, 2004).  

 
Two observations are worth noting: First, although the model assumes that 
all refugees will return to the West Bank and not to Gaza, the design of the 
model means that the standard of living in Gaza will be affected indirectly 
by such return because the model seeks to converge the level of 
consumption (and investment) in Gaza Strip with that of the West Bank. 
Second, given that about 70% of the residents of Gaza are already poor 
refugees, the objective of the convergence, in practice, implies that 
attention will be directed mainly to the combat poverty and the 
reconstruction of camps as booming urban centers.  
 
The following table shows the main findings of the study: the total cost 
estimated for the base scenario (in the West Bank) along with the various 
scenarios to accommodate the returnees (in the West Bank as well) and the 
cost of achieving convergent in standards of living between Gaza and the 
West Bank. The model presumes that the three tracks will be realized over 
20 years. The amounts listed are in present value at the first year. 

 

 

 

                                                           
6  The assumption of ‘acceptable’ economic performance and growth rate entails the following 

annually:  growth of population and employment by 3.5%; growth of GNP per capita by 3.1%; 
growth of per capita consumption by 2.9%; growth of productive investment by 4.9%; and 
growth of residential investment by 3.6%. The model aims to determine the amount of the 
additional resources required in order to achieve these growth rates in the West Bank economy 
within 20 years. 
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Table (1): Capital flow required to achieve the basic scenario, 

absorption of returnees and convergence of living standards between 

the West Bank and Gaza (Present value in year 1, billion US dollars) 

 

Total 
Gaza’s 

convergence 

Absorption of 

returnees 

The basic 

scenario 
Scenarios of Return 

40,576 27,222 5,337 8,017 Half a million- 2 years 

38,061 25,694 4,350 8,017 Half a million- 5 years 

42,397 25,059 9,321 8,017 1 million- 5 years 

38.921 24,381 6,523 8,017 1 million- 10 years 

Arnon & Kanafani (2004)  

 
This exercise does not seek to give exact figures, assuming that such a 
thing is possible at all. It only gives a general approximate idea of the 
effort required and the relative distribution of the costs of the different 
goals. For example, the cost of the goal of convergence of the standard of 
living between Gaza and the West Bank is roughly $ 24 billion (in the 
scenario of a return of one million people over ten years), which is 70% 
higher than the cost of the baseline scenario and the cost of absorbing 
returnees (in the West Bank) together, or about two thirds of the total cost 
of achieving the three objectives together (about $ 40 billion)7. 
 

Obviously, the additional capital required to achieve the economic 
convergence between the West Bank and Gaza Strip is extremely large 
(compare $ 40 billion to the $ 4.3 billion GDP in Palestine in 2004). What 
is more is that the exercise assumes a large flow of Palestinian labor to the 
Israeli labor market (about 28% of the workforce). When assuming a lesser 
Palestinian employment rate in Israel (about 18%), the cost of achieving 
the base scenario rises by 120%, while the cost of absorbing returnees (the 
last scenario) doubles. However, it is important to notice that the previous 
convergence calculations, derived from the model, assume that the 
economy of the West Bank and Gaza will not undergo drastic structural 
changes and that the economic structure prevailing in the past will 
continue along with acceleration. There is no doubt that a radical change in 
economic policy and adopting an integration strategy will ultimately lead 
to structural alterations in the two economies that could speed up the 
process of convergence and reduce the external resources needed. 

                                                           
7  For comparison, the German Federal government spent about 350 billion DM in East Germany 

during the first three years of economic and monetary unification in 1990. From that date on, the 
expenditure has been on an annual rate of 150 billion DM. The total amount spent by the public 
and private sectors ranged between DM 750- 850 billion in the first five years, i.e. there was an 
external injection equivalent to DM 50,000 for every single citizen in East Germany. See 
www.germanculture.com.ua/library/facts/bl_reunification_aftermath.htm 
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3. Economic Integration between the  

West Bank and Gaza  
 
 

The purpose of this section is to identify and analyze the benefits from 
economic integration between the West Bank and Gaza. Undoubtedly, 
there is no nation that enjoys the luxury of choosing freely what province 
to annex as part of its homeland and what to exclude in order to maximize 
its people’s welfare. The borders of states are often drawn on political 
rather than on pure economic grounds.  Palestine is not an exception. In 
other words, the integration of the West Bank and Gaza in one state does 
not and cannot be justified solely on basis of economic loss and gain, in 
the sense that it shouldn’t be consider if not economically beneficial. 
However, although the integration of the two wings in one state is a 
political and self-determination matter, the present paper argues that the 
complementarity of the two parts of the country can bring along several 
economic benefits. It can also enhance the chances of the forthcoming 
state to attain economic sustainability and progress.  
The paper will classify the preliminary complementarity factors under 
three headings: the West Bank, as a landlocked area and its relationships 
with the coastal Gaza; economies of scale and finally the integration of the 
resource base and economic activities. 
 

3.1 The West Bank and Access to the Sea 
 

The integration of the West Bank with Gaza is an opportunity to break the 
isolation of the West Bank as a landlocked area. There are many in-depth 
studies on the negative political and economic consequences suffered by 
landlocked countries in the world. It is a matter of fact that the United 
Nations put them in a separate box in recognition of the drawbacks 
imposed by geography. These countries are entitled to a preferential 
treatment and affirmative privileges in the international agreements, as 
well as greater assistance programs.  
 
Landlocked countries are often poor: among the 30 landlocked countries of 
middle and low income in the world, there are 20 countries classified as 
‘poor’. Nine out of the twenty poorest countries in the world are 
landlocked (Mackellar et. al., 2000, p 6). A World Bank pilot study 
summarized the negative qualities experienced by landlocked economies:  
They trade with a lower rate (30% below average); they grow at a slow 
pace (1.5 points lower than the average growth); and they remain for a 
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longer period under the supervision and support of the International 
Monetary Fund (World Bank 2008 a p. 5).  
 
The landlocked economies’ performance is lower than that of coastal 
countries on all components of the human development index (HDI). The 
average GNP per capita in landlocked economies is 57% below its coastal 
countries counterparts; the average life expectancy is 3.5 years less; and 
the education index is also lower. The more we move along the roads from 
the coast inland, the less the value of the human development index (Faye 
et. al., 2003 p.3). One of the studies that surveyed 78 non-tropical 
countries found that the absence of the sea leads to a reduction of per 
capita income by 5,190 dollars per year (Gallup et. al., 1998 P. 8). 
 
Literature of Economic Geography has exerted efforts to identify the 
reasons behind the negative impact of being landlocked areas. Studies 
concluded that the low level of external trade hampers the development of 
comparative advantages well enough, locking the country in a low balance 
cycle. They also found that reducing exposure to foreign competition 
prevents growth and hinders development of entrepreneurial capacity.  
 
Other studies highlighted the negativity of depending on trade routes in the 
neighboring countries. This dependency is affected by the surrounding 
political circumstances, the neighborly relations, infrastructure and 
administrative capacity. The most important factor outlined by Economic 
Geography to explain the economic performance of landlocked countries 
was the transport costs. “Landlockedness can be thought of as a factor that 
permanently raises a country’s import prices and lowers its export prices 
(Radelet & Sachs, 1998). The median landlocked country tends to incur 
transport costs 50 per cent higher than those of the median coastal country.  
Carcamo – Diaz (2004, p. 12) found that it is cheaper to send goods by sea 
than by land, so that countries whose commerce involves a higher 
proportion of land transportation usually have higher costs. Thus, land 
transportation is 7.3 times as expensive as sea transportation. Uncertainty 
is among the factors that affect the costs of transport in landlocked 
countries, as these costs are not only affected by unrests and disruptions 
that occur in the landlocked country itself, but also by those occurring in 
the transit countries as well. 
 
The current trends- by large international firms to break up the processes 
of production to be performed by different countries and regions- have led 
to placing greater importance to transportation costs. Transport costs have 
come to play a vital role in directing foreign investments, especially 
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investments of international production chains. Landlocked economies are 
by far unable to attract foreign capital since the international chains of 
production depend on importing semi-processed materials and then re-
exporting them after having undergone partial or complete manufacturing 
processes.  
 
It is clear however that the current comparison between Gaza and the West 
Bank does not support all the theoretical and empirical arguments that we 
presented above, particularly in terms of growth and prosperity of the 
coastal areas (Gaza) compared to landlocked areas (West Bank). But the 
relative backwardness of Gaza is probably the result of political and 
economic unrest Gaza experienced during the past decades and not the 
result of structural factors that render the West Bank and Gaza exceptional 
cases violating the general rules derived from international experience. 
The current disparities in the level of development in the West Bank and 
the Gaza Strip reflect the severity of the special conditions imposed on the 
Strip, which, among other things, denied it the advantage coastal areas 
often enjoy. 
 
There is an alternative point-of-view which says that the West Bank can 
dispense with Gaza in exporting and importing of goods by sea, as it was 
better for it to use Israeli ports, such as the port of Ashdod with its modern 
gear and unutilized full capacity.  A technical report found that shipping 
through the port of Ashdod costs about $ 7 per ton, an amount 50% less 
than the cost of shipping through the port of Gaza (Ben Shahar et. al., 
1989, 9. 141). The report concluded that linking the West Bank with the 
Mediterranean Sea across Gaza- and consequently building a port in the 
Gaza Strip- cannot be justified in terms of economic benefits. However, 
Arnon and others (Arnon et. al., 2004 b) have a different point of view. 
They argued strongly for the importance of having ‘economic sovereignty’ 
over vital resources and installations in the state. They stressed that this is 
at the core of modern economic theory through the concept of ‘incomplete 
contracts’: the opportunities to benefit from installation outside the 
national sovereignty of the state depends on the availability of alternatives 
under the control of the state itself.  

 
3.2 Economies of Scale and Market Size 
 

Economies of Scale refers to the decline in unit production costs, or the 
increase of production efficiency in general, which corresponds with the 
increase in the volume of production. It is the cost advantages that a 
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business obtains due to expansion: the decline in average cost of 
production when production volume increases8. 
 
Economies of scale can be divided into two types: static and dynamic. The 
former manifests a high level of productivity in firms when production 
increases; the latter leads to a higher rate of growth in productivity itself 
(Junius, 1997). We can further look at economies of scale from a different 
perspective: internal, which occur in a single firm, and external, which is 
attributed to the gains that the firms acquire as a result of clustering near 
each other. The latter is often referred to as ‘agglomeration economies’. 
The study now tackles the internal economies of scale, leaving 
agglomeration economies to be addressed later in the paper when I deal 
with spatial economics. 
 
Internal economies of scale are generated from several sources that can be 
classified under several headings: 
 

� Procurement: where buying larger quantities of inputs allows an 
opportunity to reduce purchase prices; 

� Management: where increased production allows managers an 
opportunity to instill managers’ specialization and increase their 
efficiency and effectiveness in management; 

� Funding allows better opportunities for large organizations to obtain 
larger loans and easier terms of financing from banks; 

� Marketing: where fixed costs of marketing are distributed to greater 
amount of products. It also allows large savings in the cost of 
advertising; 

� Technology: where increased production allows wider opportunities 
for applying modern production techniques that are more effective and 
profitable (Silvestre 1978). 

 
Research has been undertaken to measure the internal economies of scale. 
One of the most comprehensive empirical studies found that internal 
economies of scale is significant in some manufacturing sectors, such as 
the production of vehicles, engines, chemicals, instruments, 

                                                           
8  Economies of Scale should not be confused with ‘Returns to Scale’. The latter specifically refers 

to a functional relationship between all inputs in the production process and output: the 
percentage increase in output when all inputs increase by a given rate. If the increase in all inputs 
by, say, x% led to an increase in output greater than x, then the course of this production is called 
‘increasing returns to scale’. The ‘increasing returns to scale’ and ‘economies of scale’ do not 
necessarily correspond together (one can exist without the other). Only when the numerous 
conditions of full competitive markets are realized the two phenomena necessarily correspond 
together.  
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pharmaceuticals and paper. Internal economies of scale were found 
moderate in the manufacturing of rubber, plastic and metal equipments. In 
parallel, they are relatively small in leather, footwear and clothing. The 
study also found that internal economies of scale are prominent in 
marketing and distribution of food and drink industries (More details of 
the study are available in Junius, 1997).  
 
A study conducted recently by the World Bank concluded with similar 
results (World Bank, 2009). Other studies have recorded the existence of 
significant economies of scale within public services. We should affirm 
here, as Junius (1997) did, that “these estimates do not reflect fixed 
technical relations or uniform rules, since the minimum effective size of 
the facilities changes over time and varies from country to country,” p. 22. 
 
The point I am trying to convey here is the following: that both the West 
Bank and the Gaza Strip are small-economic entities and incorporating 
them together can be economically beneficiary because this creates a 
market of reasonable size for goods, services and factors of production that 
allows for the existence of some economies of scale. It is, of course, not 
easy to talk about exact figures of the gains that can be achieved by 
doubling the size of the domestic market, which will be the result of 
incorporating the markets of the West Bank and Gaza. Sufficient to point 
out that the markets of the West Bank and Gaza, taken singularly, are too 
small to allow for large-scale production. 
 
However, the call to integrate the West Bank and Gaza should not be taken 
as a call to isolation. The economic future of the Palestinian state, as we 
will argue later, cannot be prosperous unless it is open to the regional and 
global markets, unless it adopts an export-oriented strategy, acquiring high 
competiveness with specialization in carefully selected products. 
Therefore, the call for the integration of the West Bank and Gaza is not a 
call for isolation but a call for securing the best domestic conditions which 
would allow the economy of the new country to compete successfully with 
neighboring and as well as other foreign economies. 
 
Besides, as indicated earlier, the integration of the West Bank and Gaza 
Strip seems a necessary condition to pull in foreign investment. The 
volume of foreign investment is likely to have a crucial role in determining 
the future of the emerging state. The integration of the two wings would 
give significant indications of the sustainability of the political settlement 
in the region. These indications are vital in spurring the flow of capital and 
the repatriation of highly qualified staff to contribute in building the new 
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economy. The signs- triggered by integrating the two economies, in 
conjunction with a sustained political resolution- would yield a positive 
impact on the goodwill and support of far and neighboring countries and 
encourage them to make trade concessions and more-generous foreign 
financial aid to the forthcoming state. 
 

3.3 Variation in Resource Base and Geographical Access 
 

There is a marked contrast in topography between the West Bank and 
Gaza Strip. The variation is also prominent in population density and 
distribution (high proportion of urban population relative to the rural in 
Gaza.) There is also variation in the pattern of agricultural production: the 
West Bank almost exclusively depends on rain-fed agriculture compared 
to irrigated agriculture in Gaza. Incorporating the West Bank and Gaza 
will allow a creative exploitation of this variation in the resource base. The 
difference in the level of development provides opportunities for the 
transfer of expertise and making use of potential opportunities, i.e. the 
disparity can be an advantage to diversify activities and exchange 
experiences.  
 
The vital large housing projects, especially in the Gaza Strip, for the 
rehabilitation of the camps can be a critical opportunity for the training of 
the labor force, rehabilitation of companies and creating favorable 
conditions for entrepreneurship prosperity (Castro & Jensen Butler, 2004). 
The stability conditions will lead to the reopening of the historic land 
passage between Asia and Africa through the Gaza Strip, when Gaza was a 
historic crossing point to Asia from Africa. This passage, undoubtedly, 
hold potential business and tourism opportunities as it also bears out 
venture and tourism opportunities in the West Bank. 
 

3.4 Integration of the West Bank and Gaza on basis of Existing 

Comparative Advantages   
 

Comparative advantage refers to the ability of a party (an individual, a 
firm, or a country) to produce a particular good or service at a lower cost 
relative to other parties. The ability of each party to specialize in the 
production of various goods and services where it has comparative 
advantages and trading those goods and services between them would, 
under certain conditions, enhance the welfare for all parties. This means 
that specialization and trade lead to greater welfare compare to the 
situation of no trade, where each party produces all goods.  
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The comparative advantages of a geographical area can result from the 
availability of specific inputs (including the special climatic conditions), a 
peculiar geographical location, special production practices, historical 
coincidence or specific skills and human capital, etc.   
 
It might be tempting here to argue that integrating the West Bank and 
Gaza could be justified on basis of the existing comparative advantages, 
and the essential advantages of each region can be traced in the existing 
patterns production and trade between them. However, a quick review of 
the current patterns of production and foreign trade in the West Bank and 
Gaza (see the tables and graphs in the Appendix) reveal the following 
observations: 
 

1. Exports- GDP ratio in the West Bank and Gaza was quite small: 12% 
in 2004, while the average ratio in the Lower Middle-Income countries 
(to which the West Bank and Gaza belongs) was about 23%. 

2. The trade between the West Bank and Gaza is also very minimal and 
restricted to primary agricultural / food products that are similar in 
both directions. 

3. It is difficult to identify the areas where the West Bank and Gaza have 
comparative advantages on basis of the current patterns of production 
and export.  

 
The current pattern of production and export (implicit competitiveness) in 
the West Bank and Gaza is factor- based production, i.e. established on 
basis of locally available inputs: food, soap, stone, and export of labor. It is 
self-evident that the prospect of comparative and competitive advantages 
based on the availability of resources (the gift of nature) is much narrower 
and less promising than the innovation-based competitiveness which is 
grounded mainly on efficiency, human skills and superior human capital.  
 

The Palestinian territories will not be able to establish and maintain 
regional competitiveness based on the availability of raw resources and 
lower prices. Perhaps this was possible had it remained integrated with the 
Israeli economy, where the market of West Bank and the Gaza Strip had 
the advantage of price competitiveness, especially in terms of labor cost. 
Still,  labor in Palestine is more costly than it is in other neighboring 
markets, raw natural resources are not available in abundance and a 
number of resources necessary for the expansion of agriculture and 
industry (such as water, land and energy) are very limited and expensive. 
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These facts (ignoring the harsh and sever restrictions and impediments 
imposed by Israel for a moment) explain the deterioration of regional trade 
of, and trade between, West Bank and Gaza. In other words, the patterns of 
production and trade prevailing in the West Bank and Gaza cannot be 
taken as indicators of true and sustainable comparative advantages. The 
competitiveness of Gaza and West Bank cannot be build on factor-based 
advantages and on strictly lower prices (UNCTAD 1998, P. 48). The 
achievement of competitiveness requires break with past trends and 
necessitates devising a new style of competitiveness- making use of both 
competitive and comparative advantages based on the superiority of labor 
productivity and the benefits inherent in the knowledge economy. 
 

Undoubtedly, Israeli restrictions and the exceptional political turmoil in 
the West Bank and Gaza have affected the patterns of production and 
reduced intra- provincial trade. Nevertheless- and this is what this study 
aims to show- even when assuming the disappearance of these restrictions, 
the perspective of achieving comparative advantage depending on the 
factor-based will remain very limited9. 
 

The comparative advantage is measured often by the Revealed 
Comparative Advantage (RCA) Index: 
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Let’s suppose that we want to measure the competitiveness of olive oil (o) 
exports from Palestine (P) to the European Union:  
 

poRCA : The revealed comparative advantages of Palestine’s export of 

olive oil to the EU. 

poX : The amount of Palestine’s olive oil exports to Europe 

oM
 
: Europe's total imports of olive oil from all sources 

pX : Palestine's total exports to the EU  

M : Europe's total imports from all sources. 
 

                                                           
9  Economies establish their competitiveness in the global market on different bases: factor-based 

competitiveness- often depending on the natural resources; efficiency-driven competitiveness 
(economies of scale); and   innovation- driven, which is upheld by high technology and 
continuous innovations. 
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The numerator is Palestine's share of Europe’s total imports olive oil, 
while the denominator is realized as Palestine’s share of Europe’s total 
imports.  
 

If the RCA index is greater than one, it means that Palestine has a 
competitive advantage over other countries in exporting olive oil to 
Europe, and vice versa, i.e. the higher the value of the index, the more the 
competitiveness.   
 

Professor Kubursi applied the formula to the trade figures in the West 
Bank and the Gaza Strip to identify Palestinian goods competitiveness in 
the international market. The exercise has been applied to figures from 
1998 and 2008 (Kubursi 2010), targeting the competitiveness of 260 
Palestinian commodities in six markets: the global, the Arab, the European 
Union, NAFTA, Japan and China. The study concluded with the figures 
shown in table (2): 
 

The RCA, like all quantitative measures, is not perfectly precise and does 
not reflect all the dimensions of competitiveness. It is particularly true for 
the West Bank and Gaza, where there are strict limitations on goods’ 
access to international markets due to the Israeli restrictions. Nonetheless, 
the exercise came up with significant results with implications that cannot 
be underestimated.  
 

Table (2): The Competitiveness of Palestinian  

Goods in International Markets 
 

2008 1998 

% RCA>1 % RCA>1 

 

23.8 62 21.5 56 World 

13.8 36 13.5 35 Arab Countries 

4.6 12 5.0 13 EU 

3.5 9 1.5 4 NAFTA 

1.5 4 0 0 Japan 

0.4 1 0 0 China 

Kubursi 2010 
 

First, among the 260 items that have been studied, there are only 36 items 
exported from the West Bank and Gaza Strip to Arab markets with a 
comparative advantage greater than 1 (the number is about EU market). As 
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mentioned earlier, the higher the value of the index, the more the 
competitiveness.   
 

If we look into the Palestinian goods where the RCA value is higher than 
20, for example, in the Arab markets, the number of items will only be 
around 5 (see Table 3). 
 
Secondly, there has been some change in the high RCA goods exported 
from Palestine to the Arab markets between 1998 and 2008. Though food 
products were dominant in the two periods under question, some of the 
1998 product list disappeared in 2008 and replaced by primary products 
such as fruits and vegetables.  
 

Thirdly, the analysis revealed that the Palestinian exported goods that are 
competitive are quite few and the majority of them are primary 
commodities with no, or minimal, technological component. The study 
also showed   that these commodities are minimal in quantity and value 
and suffer from severe fluctuations.  
 
Another important index is called the Concordance Index. It measures the 
concordance between Palestine’s exports and its trading partners’ imports. 
Kubrusi found that this concordance is quite low between Palestine’s 
exports and the imports of the Arab countries (10-14%) and between 
Palestine exports and the imports of the EU (4-5% only).  These figures 
are much lower than in those for a neighboring country such as Jordan, 
where the values of the index in 2008 were 30% and 23%, respectively 
(Kubrusi, 2010, p. 17).  
 
Another important study arrived to conclusions that support the thrust of 
the above result: economic growth in the West Bank and Gaza during 
1968-2000 was mainly based on ‘factor accumulation’. The role of 
productivity growth, whether with regard to individual production factors 
or total factor productivity (TFP), was very limited in stimulating progress 
(Dessus 2004).   
 

Obviously,  the integration of the West Bank and Gaza Strip or laying the 
foundations for a  developed export economy cannot rely , or even build, 
on the current pattern of  trade and production specialization. It is, then, 
vital to ride out the factor-based advantages in order to achieve an 
acceptable degree of competitiveness that allows sustainable development 
opportunities and upholds integration in a coherent production system. 
 



 21 

Table (3): Exports from the West Bank and  

Gaza with a high RCA 
 

RCA Items  

387.8 Meat and Offal     

42.5 Fruit, preserved and fruit preparations 

26.3 Medicaments 

24.0 Fruits and vegetable juices 

20.8 Fixed vegetable fats 

16.4 Milk and milk products 

15.5 Animal or vegetable fat/ oil 

13.6 Soap 

12.0 Stone  

Kubrusi 2010 

 
In any case, the call to replace the foundations of production and trade 
specialization is neither new nor irresponsible, in that the modern 
international trade theories have always questioned the prospects of 
classical economics that specialization should take natural available 
resources (climate, population, land, water, etc.) as its yardstick. 
Contemporary theories hold that the comparative advantage- and the 
consequent national welfare- are qualities that can be acquired, i.e. they are 
not inherent from the nature around: the labor cannot remain cheap and the 
resources can be drained (see Porter, 1990, P. 73)10.  
 
Given this understanding, the modern trade theory was developed by a 
group led by Paul Krogman, the Nobel winning in 2009 (Krogman, 1979). 
This theory argues that, contrary to thought of the Classic, it is the 
increasing returns to scale that determine the comparative advantages. The 
increasing returns to scale are, in turn, impacted by geographical location, 
precedence and specialization in high quality products. This, in turn, 
depends on education and human capital. Since the 1970s, Krogman and 
others stressed that economies of scale and imperfect competition can 

                                                           
10  There are opportunities to take advantage of the relative abundance of labor in Palestine and the 

specialization in labor-intensive activities (and perhaps also in the environment- polluting 
activities) on the basis of the low wages. Unless these are taken as merely short-term policies, the 
Palestinian economy will remain subordinate to and on the margin of, the Israeli economy. These 
opportunities, as it was revealed in the past few years, are constantly threatened by strong 
competition from neighboring countries. Besides, such a strategy creates greater economic 
divergence between the West Bank and the Gaza Strip, since they lead to increased dependency 
of both on Israel’s economy (the hub & spoke model, where Israel is in the center) at the expense 
of their integration together. 
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create international trade even in the absence of comparative advantages. 
Nations’ competitiveness, as Porter argues, is upheld by the ability of 
industries to be creative, innovative and continuously evolving. This 
theory contends that nations should consciously strive to design and adopt 
policies aiming at producing high-valued and quality products.  The theory 
also underlines the development of productivity as a focal point of national 
strategies. Competitive advantages can be achieved when a nation (or a 
firm) compiles and creates the qualities that allow it to excel over its 
competitors. Among these qualities are the knowledge-based economy and 
information economy, which plays a leading role in advanced economies. 

 

3.5 Convergence and Labor Mobility 
 

Germany re-unification became an important reference point to all 
attempts to converge standards of living after political unifications of 
regions with different levels of developments. There are now, for example, 
a number of studies that attempt to estimate the cost of re-unifying the two 
Koreas if and when an integration process is initiated along the German 
experience. 
 
There are two approaches to close the gap in standards of living after 
political unification. The first is direct transfer of cash and subsidies along 
with execution of large public investment by the central government in the 
poorer regions. The second is allowing large scale labor migration from 
the poorer regions to the richer ones which would result in equating the 
wage rates. The difference between the two approaches is in the 
distribution of the economic burden of the unification among various 
social classes and through time. It is generally agreed that the German 
experienced leaned strongly towards the first approach. The Federal 
Government was worried of the ‘invasion’ of workers from the East which 
would result in declining wage rate in the West and lead to political and 
social unrest.  
 
The exchange rate of the Eastern mark was first fixed at 1:1 with the 
Western mark (at the time when the market value of the Western mark was 
1:4.3), thus wages of workers in the Eastern Länder was automatically 
increased by four folds. Then the labor unions pressed to increase the 
wages in the Eastern Länder to their levels at the Western Länder in spite 
of the considerable differences in labor productivities (EU 2002). 
However, none of this could prevent the economic decline in the East and 
the increase in unemployment to unprecedented rates both in the East and 
the West alike. 
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Total net transfers from the Federal Government to the Eastern Länder 
amounted to 14% of Germany’s GDP annually. This huge transfer was 
initially covered by budget deficit, but when the deficit reached red lines, 
the Government opted to sharp increase in taxation and social security 
contributions. Soon after the unification, Germany has witnessed the worst 
and longest economic crises since the Second World War. The economy 
did not start to recover and to recapture its role as the engine of European 
growth before 2010, i.e. after two full decades of the start of the 
unification. A study by the EU argues that the increase in taxation, through 
its negative effects on investment (reduced profit) and labor market 
(increased wages) explains about 1/3 of the growth differences between 
Germany and its EU partners during the years of the crisis (EU 2002). 
 

Table (4): Income Gap and cost of Convergence 
 

 Germany: 

East/West 
Korea: 

North/South 
Palestine: 

Gaza/West Bank 

Population 25% 50% 60% 

Income 25%a 5-10%a 75%b 

Cost of 
Convergence 

DM 750-850 bn 
(during first 5 years)c 

½ Annual tax revenue 
in the Southd 

$ 25 bn.e 

a- Relative per capita income at PPP prices, 1995 in Germany & 2009 in Korea: The 
Economist (Dec 29, 2010) and Funke & Strulik (2005). 

b- Average GNI per capita in current prices for 2004 (PCBS).  
c- Estimate spending of private and public sectors in Eastern Länder (1990-95): 

www.germanculture.com.nu/library/facts/bl_reunification_aftermath.htm   
d- Funke and Strulik (2005).  
e- Arnon and Kanafani (2004). 

 
Table 4 gives a rough comparison between Germany on one hand and 
Korea and Palestine on the other. The first raw shows that the ratio of poor 
to rich population in Germany (East to West Germans) was 25%, while the 
ratio of North Koreans (24 m) to South Koreans is about one-half. The 
ratio of Gaza’s population to the West Bank’s is higher, at about 60%. The 
second raw provides information on income gap between the rich and the 
poor. While average income of each East German was about 25% of West 
German, the annual income of each North Korean ($ 960) was only about 
5% of the South Korean’s in 2009. The income gap between the West 
Bankers and Gazans is relatively small, some 25% only. It should be noted 
that this measures the gap in average per-capita GNI in current prices and 
not in PPP prices as in the case of Germany and Korea.   
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Many economists agree that the German unification experience was a very 
costly affair. And since the income gap between the two Koreas is much 
larger than in Germany (and the ratio of the poor is much larger) the cost 
of Korean unification would be far higher than in Germany if the same 
approach is adopted. A study carried out by Funke & Strulik (2005) puts 
the initial cost of closing the gap between standards of living in the two 
Koreas at more than one-half of the total tax revenue in the South 
annually. This is of course a huge amount. Sufficient to point out that the 
initial transfers to the Eastern Länder amounted only to about 14% of the 
tax revenues in West Germany (Ibid). The estimated cost of convergence 
between Gaza and the West Bank is taken from the study which I 
presented earlier (see table 1 in section 2-2 above).  
 

It is important to note that the income gap is, of course, a relative concept. 
The gap is narrower when the income of the poor population is high 
(relative to the rich’s), or the income of the rich is low. In other words, 
raising the income of North Koreans’ to the level in the South is probably 
an acceptable and satisfying goal. But the goal in Palestine should not be 
limited to closing the income gap. A sustainable increase in income in both 
Gaza and the West Bank must also be incorporated in the development 
strategy (average annual per-capita GDP in Palestine is less than $ 1,500). 
The study of Arnon & Kanafani (2004), from which the estimated cost of 
convergence between Gaza and the West Bank of $ 25 bn is taken, 
addresses this issue in details. 
 

The aim of the transfers from South Korea to North Korea is equalize 
wage compensation in the two parts of the country and prevent large-scale 
labor migration to the South. Funke & Strulik (2005) showed that allowing 
the migration of 8 million workers from the North Korea to the South 
would reduce the cost of reunification from ½ of the tax revenue in the 
South to about 30 only. The question that comes to mind here is whether 
Palestine needs to compensate workers to prevent large scale migration 
from Gaza to the West Bank or needs to limit labor migration by 
administrative means?  
 

I do not think that the imposition of restrictions, even temporarily, on the 
movement of labor (and people) between Gaza and the West Bank is 
recommendable,  not only because the political implications of such a 
restriction would be terrible, but also because I do not believe that the 
economic consequences will, necessarily, be terribly negative. 
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There are reasons to be optimistic regarding the instant integration of labor 
markets in the West Bank and Gaza:   
 

� The difference in average wages between the West Bank and Gaza 
Strip is not static: it was about 15% in 1996, but amounted to about 
25% in 2004. In 2006, the average daily wage was NIS 72.75 in the 
West Bank compared to NIS 58.5 in Gaza (the largest gap was 
recorded in the construction sector, with NIS 75.5 and NIS 42 in the 
West Bank and Gaza, respectively). It is worth noting that these 
differences in wages are nominal and the real are lower. It is clear that 
the wage differential depends primarily on the level of economic 
activity and demand for work (and not only the supply of labor). The 
difference in the average wage does not necessarily and automatically 
lead workers to move from one place to another, because there is a 
high financial and social cost of moving. There are relatively large 
differences in wages in different parts in most countries worldwide.11  

� There is no significant difference in the level of productivity of 
workers in the West Bank and the Gaza Strip. In fact, a quick review 
of the figures in the Annex on worker productivity in the Gaza Strip 
compared to the West Bank shows that the Gaza’s worker productivity 
in agriculture is higher than the West Bank’s worker (because of 
irrigated agriculture there). It was also so in construction and services 
industries (until the mid-nineties). This means that the wage disparity 
between the West Bank and the Gaza Strip does not reflect a variation 
in productivity. Evidently, part of the wage differentials reflects the 
fluctuations in the West Bank market owing to employment 
opportunities in the Israeli settlements and in Israel. Therefore, the 
flow of labor from the Gaza Strip could contribute to reducing the 
distortions and restoring some balance to the labor market12.  

� One of the most prominent factors that triggered the long-term 
economic crisis in Germany after the reunification was known as 
‘sticky wage’, i.e., the situation where the wages do not fall with the 
decline in productivity or fall in demand (rise in unemployment). This 

                                                           
11

     Average British industrial worker's wage in 2006 was nearly three times that of a Polish worker 
(as measured by purchasing power). The difference in the net minimum wage rate was 
equivalent to 3.7 times (Gizkowicz 2007). However, some European countries (England, 
Ireland), have allowed free movement of Polish labor without restrictions, and this did not lead 
to an ‘invasion’ and destabilization of labor market in the British Isles.  

12  The worst consequence of distortions in the Palestinian labor market (due to the availability of 
the Israeli labor market) was in the decline on the returns on education and the winding gap 
between wages and domestic productivity. The returns on education declined sharply during 
1981-1987 and it was only in the mid-nineties that it started to recover. Sayre (2001) showed that 
the conditions of demand for labor were the reason behind the decline and not the supply of labor 
as other studies claimed. 
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situation leads to the coexistence of high unemployment with high 
wages. Allowing free movement of labor between the West Bank and 
Gaza could probably immunize the economy from such situation. On 
the other hand, adequate efforts should be developed to make sure that 
the decline in wage bill would not be balanced by increase in profits. 
Reduction of distortions in labor market (and reduction in transaction 
cost after the dismantling of physical barriers) should be transferred to 
consumers in the form of lower prices. The lower prices will limit the 
decline in real wages. Also the possibility of introducing minimum 
wage legislation should be considered along with possibility of setting 
two different minimum wages in West Bank and Gaza Strip13. 

� High unemployment rather than just a little variation in wage rates will 
most likely be the main factor affecting the movement of labor 
between the West Bank and the Gaza Strip. In spite of the current 
significant difference in unemployment rate, the liberation of the 
economy will most probably be associated with construction projects 
and major reconstruction in the Gaza Strip. These construction 
projects and the expected boom in investment in the Strip will 
significantly reduce the current unemployment rate and reduce the 
reservoir of labor which potentially might acquire substantial 
economic gains from moving to the West Bank. This is consistent with 
the recommendations drawn from the well-known Harris - Todaro 
model on internal migration: The best way to handle migration is to 
create job opportunities and improve living conditions in the origin 
area and not in creating additional jobs in the destination area.  

� A final point the study will highlight is the argument which suggests 
that flow of labor from Gaza and the subsequent reduction in wages 
can trigger decline of aggregate demand leading to recession and a 
further reduction in wages. In other words, low wages may negatively 
affect production and, thus, the demand for labor. This impact is 
known as the ‘Keynesian effect’ which can certainly be substantial in 
certain circumstances. The Keynesian effect, however, depends also 
on the size of investment and public demand (public spending of the 
government and municipalities). That is, the increase in public 
spending and investment spending can offset the impact of reduced 
demand for labor14. 

                                                           
13  Fortunately, the West Bank and Gaza do not need a renewed monetary union. The monetary 

union between the two Germanys sparked economic difficulties. In accordance with the 
reunification, the East German marks were exchanged for the West German marks at a rate of 
1:1, although the free market price of the West German marks was equal to 4.3 East German 
marks (EU, 2002).  

14  In the study to be published by MAS on the potential effects of setting a minimum wage in 
Palestine, the authors found that ‘the Keynesian effect’- i.e. rise in aggregate demand as a result 
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In short then, though allowing free movement of labor between the West 
Bank and Gaza would lead to economic difficulties, these difficulties are 
not necessarily too severe to mitigate. They will not be shock-like crises 
with long-term lasting adverse effects. In contrast, restricting the 
movement of labor, even during a transitional period, will give negative 
signals politically- and may reflect negatively on the economic 
performance of the forthcoming state and on its ability to attract foreign 
investment. Although I do not underestimate the economic fallout of labor 
movement from Gaza to the West Bank, I think that the socio-cultural 
consequences of this movement are worth a detailed discussion. This 
aspect will be addressed later in this study.   

 

                                                                                                                                     
of increase in wages (and the resulting increase in employment) or vice versa- has a limited 
impact on the economy of West Bank : “Despite the high unemployment rate, the Keynesian 
effect, that we inserted in the model, is very weak in the Palestinian economy.” See (Missaglia et. 

al., 2010). 
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4. Models of Development and Integration between 

the West Bank and Gaza in the Long-run 
 
 

There are two distinct models for regional development that can be 
adopted to achieve economic integration between the West Bank and Gaza 
Strip. These two models tackle distribution of investments and economic 
activities, on the one hand, and spatial planning (planning the location of 
economic activities and population centers) on the other hand. Recently, 
the latter aspect has been evolved, in theoretically and empirically, into a 
full-fledged field of knowledge known as Spatial Economics.  
 

Spatial Economics is the framework through which we understand and 
analyze the spatial features of economies. Spatiality is of particular 
importance in this study, as Castro et al (2004) put it: “The spatial 
structure of the Palestinian economy is at the very core of the Palestinian 
problem. Territorial expansion, territorial control, transport links, closures, 
the control of water and the right to return are illustrations of the 
fundamentally spatial nature of the problem” (p. 176). 
 
I will now elaborate on the two different models for economic 
development and integration, the balanced growth and the spatial 

agglomeration.  
 

4.1 Balanced Growth Model  
 

This model assumes a balanced development in different economic sectors 
(agriculture, industry, services), coupled with a geographically even- 
distributed growth (Lin 2010). This model has been adopted in the early 
development plans designed for the economy of the West Bank and Gaza 
Strip. The General Program of Developing the Palestinian National 
Economy (1994-2000) stated that it aims to “strike a good balance 
between agriculture and industry, such that none of them is given 
preference over the other.  Both should be taken in parallel, considering 
the advantages of each in its contribution to the development process,” (p. 
30). This was also underscored by the five-year Palestinian Development 
Plan 1999-2003, which emphasized the need to create balanced 
development in the West Bank and the Gaza Strip: “it is difficult to 
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determine the priorities within the productive sectors since all the sectors 
(Agriculture, Industry and Tourism) are equally important” (p. 154)15.  
 

In parallel, the Ministry of Planning and International Cooperation 
developed regional plans for governorates in the West Bank and Gaza 
Strip (MoPIC 1989 a & b). The aim of these schemes was to develop a 
general strategy for population distribution and the distribution of land for 
different uses in both the West Bank and the Gaza Strip, on the one hand, 
and to determine the optimal distribution over the coming 13 years, on the 
other.  
 
The report of the West Bank is based on the following: The area of the 
West Bank is 5.844 square km, and the population spreads over about 460 
localities on a series of mountains and hills stretching from the north to the 
south. One third of the population lives in three major cities (Nablus, 
Jerusalem and Hebron); another third lives in 35 medium cities (between 5 
thousand and 100 thousand inhabitants); and the last third lives in about 
420 small localities.  
 

The report develops 4 different models of urban planning in the West Bank 
concerning population distribution:  
1. The distribution of the future population increase (natural and 

immigration) to urban communities in accordance with the current 
rates of population distribution.  

2. The distribution of the natural increase of population in accordance 
with the current rates of population distribution and resettling 
returnees (375-530 thousands) in the 35 medium cities.  

3. The distribution of 60% of the total population increase to the three 
major cities and the remaining 40% to other relatively large cities.  

4. Applying scenario No. 3, taking into account the constraints and the 
absorptive capacity of the major urban communities.  

 
Evidently, the first scenario assumes considerable dispersion of 
population, while the third assumes a high concentration in a few large 

                                                           
15  The Palestinian Authority has Formulated Seven Development Plans for the Palestinian Economy 

since 1994 and until 2010. These plans are:  
- The Overall Program to Develop the National Economy, 1994-2000 (Dr. Sayigh’s Plan). 
 - The Three-Year Development plan (1998-2000). 
 - The Five-Year Development Plan (1999-2003). 
 - The Plan to Restore Stability to the Economic and Social Situations (2004-2005). 
- The Medium Term Development Plan (2005-2007). 
- The Reform and Development Plan (2008-2010). 
- National Development  Plan (2011-2013): Establishing the State, Building Out Future.. 
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cities. The report assesses the four options on the basis of four criteria: 
land use, transportation, access to services and water consumption. The 
report concluded that the fourth scenario (distribution of the population to 
a relatively large number of civil urban centers in the West Bank and along 
the east and west borders) has a preference (a scenario which implicitly 
assumes creating new cities). 
 
Another scheme has been developed for the Gaza Strip with a similar 
analysis (Ministry of Planning 2005). The plan devises distributing 
population increase to urban centers in the north (Gaza City) and the south 
(Khan Younis), along with a group of smaller urban centers linked 
together by a new network of transportation. The plan also calls to 
establish 4 industrial zones (on the eastern border of the Strip) and two 
duty-free zones (near the port and the airport) with an emphasis on the 
protection of agricultural land and the development of tourism. 
 
Clearly then, the regional plans do not favor a high concentration of urban 
agglomerations, and thus they are, to some extent, consistent with the 
concept of balanced economic expansion which was adopted in 
development plans. Unfortunately, there is no unified regional scheme that 
combines the provinces of the West Bank and Gaza together. As a result, it 
is difficult to anticipate the trends of the Palestinian planners with regard 
to the functional and population distribution between the West Bank and 
the Gaza Strip, including the possibility of movement of population across 
the provinces to achieve some sort of balance among them. 
 
It is not either quite clear whether the criterion of balanced spatial and 
sectoral growth was behind the allocation of investment in the various 
development plans. The plans did not specifically address how to strike a 
balance between the different parts of the country, particularly in light of 
the apparent disparity in living standards between the governorates of the 
West Bank and Gaza Strip. Some plans reported only that one of the 
criteria in project selection was whether the “Projects are reasonably 
distributed between the West Bank and Gaza and, whether this is in line 
with the urgent requirements in the national strategy” (Development Plan 
1999-2003, p. 142).  
 
The remarkable exception was in the Medium Term Development Plan 
(2005-2007). The plan prepared special reports addressing each sector 
separately in each governorate in the West Bank and Gaza. These reports 
formed the basis for the description similarities and differences between 
the provinces. The spatial comparison allowed the plan to identify the 
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areas of inequality and thus where intervention is required. For example, 
the analysis concluded that the governorates of Jenin and Rafah enjoy the 
best agricultural conditions, while Jerusalem and Gaza city sustain the 
worst conditions. The strongest industry is found in Tulkarem, Nablus and 
Gaza city, whereas the most vulnerable is that of Jerusalem and the 
northern Gaza Strip. As for health status, Ramallah/Al-Bireh and Gaza city 
enjoy the best conditions, while Salfit and northern Gaza Strip suffer the 
worst. Salfit and Khan Younis excel in education, whereas education in 
Hebron and Gaza city is the poorest. 
 
The balanced growth poses a number of critical questions that decision-
makers need to discuss and develop policies to address them:  
 
� Are there real prospects for the development of all sectors in all 

provinces? That is, is there any adequate justification for the 
development of agriculture in, say, Jerusalem in order to be on an 
equal footing with agriculture in Jenin? If the balanced growth 
necessitates the distribution of investments among different provinces 
and sectors in line with the population distribution, the obligation to do 
so in the investment program of the Palestinian National Authority is 
not clear. 

� If balanced growth is a tool to achieve convergence in living standards 
in different provinces, in practice it means that there should be an 
inverse relationship between distribution of investments and the 
current standard of living. In other words, the poorer provinces should 
receive relatively higher investment. This necessarily requires a 
transfer of resources from the relatively rich provinces to poor ones. 

� If the goal is to achieve convergence in the standards of living, how 
long should it take to close the gap? And is narrowing the gap in living 
standards by itself is sufficient or there is need to pull the standard of 
the poor to the relatively rich? Is the living standard of the relatively 
rich high enough and acceptable? 
 

The answers to these questions are not easy due to the wide scope of 
possibilities. The answers also depend on the type of national consensus 
regarding the unification, its cost and its allocation among social classes 
and through time. I will return to some of these issues and touch upon 
some of the socio-political matters closely related to the unification of the 
West Bank and Gaza.  
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4.2 The Spatial Agglomeration Model  
 

Spatial Economics is the branch of economic theory that deals with the 
allocation of resources in places and the sites of different economic 
activities. The spatial economics answers a number of questions, such as: 
why do some provinces prosper in a state compared to other provinces? 
What are the reasons behind the agglomeration of economic activities and 
people in certain places in the form of clusters or in crowded cities? 
 
The spatial economics focuses on the trade-off between agglomeration and 
dispersion. The theory is built on three distinct approaches (Duranton, 
2005): The Traditional Approach claims that the spatial structure of a state 
is founded on the comparative advantages and resource availability 
(factor-based economy). The Urban Approach argues that the emergence 
of cities and clusters are created internally as a result of forces of attraction 
(economies and benefits of urban agglomeration) and forces of expulsion 
(the cost of overcrowding and high prices of land). The third approach, the 

New Economic Geography took its shape with the seminal book of Fujita 
and others (1999): The Spatial economy: cities, regions and international 

trade. This approach contends that the costs of trade (a collection of 
various types of costs) and economies of scale are the basis of clusters. 
The primary concern of the New Economic Geography is to explain the 
reasons behind the emergence of economic agglomerations and clusters in 
the geographic space. New Economic Geography is the “framework which 
illustrates how the interactions among increasing returns at the level of the 
firm, transport costs and factor mobility can cause spatial economic 
structure to emerge and change” (Fujita & Krugman, 2004, p.145). 
Perhaps the most prominent feature of New Economic Geography is the 
incorporation of increasing returns condition in the analysis and, in 
parallel, giving up perfect competition hypothesis: the acknowledgment 
from the outset, that the concept of increasing returns cannot be 
accommodated with perfect competition.   
 

The reasons behind the variation in development across provinces in a 
nation are, in fact, multiple and include factors from the three approaches 
mentioned earlier. Therefore, it is inaccurate to assume in advance that one 
of the approaches can always provide the answer.  It seems that there are 
two factors at the micro level that explain the emergence of clusters in the 
different approaches: increasing returns and transportation costs. Indeed, 
the role of increasing returns (declining cost with the expansion of 
production), as an interpreter for the agglomeration of economic activities, 
is at the core of the spatial economics: “Spatial concentration itself creates 
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the favorable economic environment that supports further or continued 
concentration” (Fujita et al., 1999).  
 

The New Economic Geography approach is a provides an alternative 
approach to regional development than the balanced growth standpoint, 
both for productive sectors and regions. This approach calls for 
concentration rather than dispersion, since concentration associates with 
economic benefits: the agglomeration of certain industries near each other 
in specific areas (clusters) and the concentration of people in large urban 
communities. This is, by definition, a disequilibrium model and on this 
light it sees great and promising economic potentials in the Gaza Strip. 
Paradoxically, this approach postulates that the most promising advantage 
of the Gaza Strip lies mainly in what is traditionally seen as its Achilles’ 
heel: high population density. Castro & Jensen-Butler (2004) concluded 
that “Gaza may well be the biggest single potential asset possessed by the 
Palestinian state” (p. 200)16.  
 
We argued earlier that the traditional theory of comparative advantage is 
based on the fact that the industries and specialization are distributed on 
basis of availability of special productive resources that are immovable. In 
contrast, the contemporary theory of competitive advantages underlies the 
creation of positive externalities in certain areas through conscious policies 
aiming at spurring the emergence and prosperity of certain economic 
activities. These externalities entail economies of localization and 
economies of urbanization. The former is generated by pooling firms 
together in certain locations, with the necessary institutional structures. 
The benefits here emerges as result of collection of skilled labor, as well as 
other intermediate inputs, suitable infrastructure, access to information on 
markets and technology and the development of formal and informal social 
relations.  The influence of one firm on another (positive effects) depends, 
to a large extent, on their agglomeration in one area. In order to create or 
strengthen the economies of location in Palestine, specific patterns of 
product specialization which benefits from natural, human or institutional 
advantages in specific locations should be selected. In other words, 
specific industrial clusters must be chosen and defined in terms of 
economies of location, whether in traditional or high-tech industries. 

                                                           
16  This idea is also outlined in the Rand report on the "Arc" project linking the West Bank cities 

(and Gaza’s as well) with each other (Rand, 2007): The population density in Gaza could be an 
opportunity rather than a problem. The current density in the West Bank and Gaza is about 1,400 
people per square mile, while it is 9,200 people per square mile. However, this density remains 
well below that of the metropolitan flourishing cities in Europe and Asia with densities of around 
30.000 people per square mile. Pp.10-12.  
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Economies of urbanization affect a wide range of industries and economic 
activities. Unlike economies of location, these types of economies are 
mainly produced by the advantages of mass production to a larger market 
(cities and urban centers). These economies are generated by the 
availability of multiple business services (large and flexible labor market, 
sophisticated infrastructure, possibility to save on purchase of large inputs 
and provision of basic public services to a large numbers of people, etc.). 
This type of economies- which is very vital for competitive advantages- 
can only be acquired in urban areas with high population density and here 
is where the main advantages of Gaza Strip are found, according to this 
school of thought.17  
 
There are two factors that uphold these two types of economies and 
enhance their strength:  the institutional setting and social capital. These 
two spheres have become major fields of research in the economic theory- 
often used to explain rapid economic and productivity growth18.  
 
In light of this theoretical analysis, we can conclude that the Gaza Strip has 
strong potentials to develop into an urban basin and become an economic 
and financial flourishing centre leading the economic growth in Palestine. 
It is in this basin that economies can evolve given the agglomeration, 
concentration and urbanization. Among the advantages of the Strip, which 
prepares it to such a leading role, are its geographical location 
(overlooking the sea) and its high population density in urban areas and 
camps that urgently need rehabilitation and radical reconstruction 
(promising investment and education opportunities). These will become 
urban communities within a large urban basin that can develop in the 
future to become the Palestinian Metropolis19.  

                                                           
17  Fujita & Krugman, the founders of the theory of New Economic Geography wrote that “one of 

the most important theoretical findings of the new economic geography: that is, (contrary to the 
intuitive belief of most people) the development of transport technology (at least in its initial 
phase) will strengthen the agglomeration of economic activities (operating under increasing 
returns) in the core region or in large cities.” (Fujita & Krugman 2004: 155). 

18  Social capital is the degree of free cooperation, trust and solidarity among citizens. There are 
many empirical studies that highlighted the role of these factors in promoting economic growth 
(Knack & Keeter). It is interesting to see that the extensive studies conducted by the Norwegian 
Fafo Institute on the Palestinian refugee camps in Lebanon and Jordan found that social capital is 
high compared to regions outside camps. The innovative and pioneering potentials were found 
significantly high within refugee camps in Jordan (30%) - much higher than those found outside 
camps. See (Khawaja and Tiltnes, 2002) on refugee camps in Jordan and (Ugland, 2003) on 
refugee camps in Lebanon. 

19  The absence of large urban centers has social and cultural consequences. Saleem Tamari, and 
Zakaria Mohammed, each in his own words, bemoans the absence of large cities in Palestine: 
“The Palestinians- whether educated or laymen- do not know the vibrant modern cities, where 
one can find both maximum density and ultimate solitude.  A Palestinian has rarely been 
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Castro & Jensen-Butler (2004) reflected on their perspective of the future 
Palestinian state as follows: This pattern of development would result in a 
dual urban system, with Jerusalem as the political and cultural capital and 
Gaza Metropolitan Area as the financial and industrial capital. There are 
many examples of the success of dual cities: Washington/New York, 
Madrid/Barcelona, Rome/Milan, Beijing/Shanghai and 
Edinburgh/Glasgow. With a population of up to 2.5 million inhabitants and 
a density of 6500 inhabitants per square kilometre, it would be necessary 
to sacrifice agricultural land, whilst the beaches and the areas which are 
nature reserves could be preserved. This could be regarded as the price of 
saving agriculture in the West Bank.”20 (p. 199).  
 
This disequilibrium strategy, which is based on increasing returns, is at 
odds with the declared (if ever vague) attitude of the Palestinian Authority. 
The centralization strategy will doubtlessly trigger tension over the 
distribution of investments between the West Bank and the Gaza Strip, as 
it is in favor of broad investment in the Gaza Strip to exploit the spatial 
potential- as an urban basin- that generates important economies. In 
contrast, the strategy recommends a less vigorous industrial development 
in the West Bank- a clusters-based development to exploit the localization 
economies.  
 

4.3 Clusters 
 

Clusters are enterprises producing interconnected/ integrated products, or 
utilizing similar techniques. Clusters are agglomerated together in certain 
geographical areas, together with suppliers of intermediate goods and 
providers of the necessary supporting services and associated institutions. 
Clusters emerge as the concentration leads to increased productivity of 
each facility separately. They stimulate creativity, drive innovation and 
enhance the expansion and the emergence of new productive and 
marketing opportunities. As we outlined earlier, the key issue of clusters is 

                                                                                                                                     
preoccupied with the desolation or joy of the city.  S/he has always been surrounded by ‘the rural 
warmth’ that prevents the privacy and independence.  Missing the experience of living in a big 
city is not a small matter: it is in the city that the individual spirit is made up; made up in the 
modern sense, where the individual realizes himself away from the group…The absence of the 
city for the Palestinian is not just a word; it is a dilemma that deeply identifies the predicaments 
of his literal, artistic and intellectual accomplishments.”  Zakaria Mohammed (Reflections on the 
Palestinian Culture- Muwatin, 2002). While Zakaria Mohammed writes about the confrontation 
between the plains and the mountain, Tamari addresses the same dilemmas by addressing the 
persistent tension between the mountain and the sea in his: Mountain Against the Sea ( Muwatin, 
2005 and ). 

20  The population density of 6,500 compares favourably with Cairo (23,100), Shanghai (16,300) or 
Lisbon (6,670). 



 37 

that when the conditions allow and support the building and the 
accumulation of skills, and when companies and institutions are pushed to 
compete, invest and innovate, the competitive advantages emerge as a 
result. This means that national prosperity is not inherited; rather it is a 
matter of man-made conditions that can be created by conscious policies 
(Porter, 1990 p. 79).  
 
Building on Porter’s framework, the Palestinian Ministry of Planning in 
1998 conducted a study to identify the leading sectors in the Palestinian 
economy in order to define the existing and potential clusters and their 
geographical locations. The study found that 80% of the value added and 
employment in the Palestinian industry is only found in 9 sectors: flowers, 
food industries, furniture, olive oil, pharmaceuticals, plastic, stone, marble, 
clothing and textiles, and tourism. These sectors were tested against 
Porter’s four- elements model. The 4 elements are delimiters 
(determinants) of the emergence of a national competitive advantage:  the 
availability of factors of production (raw materials, labor and others); 
demand conditions (nature, level and quality of product demand); 
availability of complementary activities and industries; and production and 
marketing strategies employed by companies. It is not surprising that the 
study concluded that there is one element behind the competitive 
advantages found in these sectors: the cost advantage and the relative 
availability of the factors of production; i.e. input elements (raw materials, 
cheap labor, etc.). The study also touched on areas where these industries 
are centered: flowers and furniture in the Gaza Strip; food industry in 
Nablus and Hebron; olive oil in the northern West Bank, pharmaceutics in 
Ramallah; and stone in Bethlehem (MoPIC, 1998 c). 
 
The study identified the weaknesses of these activities, most notably the 
adoption of short-term strategies mainly aimed at staying up and running 
rather than expanding overseas and going global. The reasons for this are, 
in part, attributed to the Israeli occupation and blockade. In addition, these 
industries are small and family-based. Above all, there is no effective 
government policy to support the emergence and evolution of the four 
elements of competitive advantages. 
 
The study came up with significant results.  The nine industries have not 
historically been given the opportunity to develop or expand their 
advantageous sources beyond those related to inputs. They, therefore, had 
to focus only on the local market and to develop exclusive cost-based 
strategies. In light of these findings, the study proposed a number of 
suggestions, for each industry separately, to stimulate other sources of 
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competitive advantages and create conditions for the development of 
clusters with strong competitive advantages. 
 
However, it is worth mentioning that the study by the Ministry of Planning 
starts from the assumption that the already existing and strong enterprises 
necessarily have some advantages, and that the future clusters can only 
build on existing industries. The assumption that the advantages of the 
existing enterprises are limited to the input factors means that these 
advantages are inherited, and, thus, can operate on their own- more 
accurately, the advantages were given in a particular historical period, and 
may not be available today or in the future. For example, the advantages of 
cheap labor and sub-contracting in the garment sector were available 
during a certain period of time, but they are no longer available. The 
essence of the contemporary idea of clusters lies in the creation of new 
competitive advantages and opening the way for the establishment of new 
enterprises that might not be presently significant, but promising in the 
future. 
 
It is also expedient to invoke the insightful observation made by the World 
Bank report, which cautioned that the cluster-based development strategy 
always assumes a significant role and a vision of governments in 
stimulating and indirectly- but effectively- controlling enterprises and 
investment according to the chosen strategy. However, the public sectors 
capacity in developing countries and the qualities of their staff are often 
weak in and well below the capacities needed to perform this leading role 
(World Bank, 1997). In this sense, the rehabilitation of government cadres 
appears to be a necessary condition for the success of development 
strategies that assume important roles of governments in the development 
process. 
 

4.4 Economic Integration and the National Identity 
 

It is clear that each of the above-mentioned development models for of 
integration of the West Bank and Gaza Strip has its own advantages, and 
each is associated with a number of difficulties. A broad and fast 
comparison between the two models, in the light of current conditions in 
the Palestinian territories, may lead to the following conclusion: the 
balanced growth model seems to be safer preferable and ‘safer’ from 
political point-of-view, while the clusters model seems to be economically 
more promising. 
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Adopting either model requires a careful study to address a number of 
sensitive issues: The first of these issues is the historic persistent tense 
relationship between residents of the West Bank and those of the Strip, and 
the real or imagined wrangles/antagonism between villages and provinces 
within the West Bank and Gaza. However, although such wrangles 
between people of neighboring villages and provinces are found 
everywhere, we must not ignore the fact that the prejudging and prejudice 
are much stronger between the West Bankers and the Gazans and are 
always candidate for dramatic and fast deterioration. This issue must ne of 
great importance and concern, especially in non-contiguous countries- the 
best evidence is the Pakistani example.  There are, says Khalil Shiqaqi 
(1994), psychological barriers and mutual suspicion between the people of 
the West Bank and the Gaza Strip. Shiqaqi drew these conclusions after 
studying the case of the 20 thousand Gazans who moved to the West Bank 
between 1967 and 1971, and dwelt in Tulkarm and Qalqilya. 
 
This issue has economic dimensions as well that must not be 
underestimated: the flow of labor might increase tension, while employing 
a specific investment strategy (especially clusters in certain areas) and the 
continued disparity in income can fuel the sense of injustice and 
favoritism. 
 
Evidently, though, strengthening the national identity and a shared sense of 
common citizenship will mitigate this problem. This must be instilled in 
parallel with an evident role of education and social mobility. Addressing 
the issues of regional tension and providing some concessions for its sake 
seems inescapable and politically unavoidable then. But perhaps serious 
works on strengthening the national identity should be undertaken in 
parallel to give bettor room for an alternative economic choice.  
 
The case of returnees is another critical issue. Any political settlement will 
be accompanied by a huge influx of Palestinians from the Diaspora 
flowing to the West Bank and the Gaza Strip. This problem triggers 
cultural and social tensions similar to what has been addressed previously.  
The returnees issue will pose a number of problematic questions that must 
also be addressed in connection with the West Bank-Gaza integration 
model which will be chosen, as well as the regional and spatial planning of 
the geographical space. All of these will have direct implications on the 
economic performance of the future state21. 

                                                           
21  It is a fact that the Palestinians in different parts of the world have a collective sense of identity 

based on suffering historic injustice and on the terrible experience of the 1948 Nakba. However, 
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Finally, there is the question of Palestinian refugee camps in the West 
Bank and the Gaza Strip (a total of 19 camps in the West Bank and 8 in 
Gaza). The number of UNRWA- registered refugees is 198,000 and 
503,000, respectively. The evolution of the camps into full-fledged cities is 
not less critical, economically and socially, than the integration of the 
West Bank and the Gaza Strip. The bridging of the gap in housing 
conditions, employment and income between the camps and their 
surroundings (i.e., the integration within the West Bank and the Gaza 
Strip) must proceed in parallel with the integration between the West Bank 
and the Gaza Strip22. The future Palestine state- given its small area and 
geographical discontinuity- cannot tolerate the existence of four divergent 
and antagonistic groups: refugees, returnees, West Bankers and Gazans. 
The integration process, in essence, is the process of melting these groups 
together in one national, coherent identity.  

                                                                                                                                     
the various Palestinian communities have different contemporary experiences. It suffices to 
consider here the disparity of lives and experiences between Palestinian refugees in Lebanon and 
those in Syria; or between those who lived under the Israeli occupation and those who know 
about this occupation through TV screens only. Undoubtedly, bringing these experiences together 
will take time and is likely to be associated with a great deal of tension.   

22  The proportion of marriages between refugees and non-refugees in the Gaza Strip was barely 
9.2% in 1995 (Bowker, 2003).  
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5. Integration of West Bank and Gaza in a  

Knowledge-Based Economy 
 
 

Information and knowledge economy have become the hub of growth and 
development in the last few decades. Creating, accumulating, 
disseminating and using knowledge have become key factors in 
determining global competitiveness, generating wealth and developing of 
standards of living. It seems that the future State of Palestine will have no 
choice but to follow this route to ensure a promising future. This paper 
argues that the successful design and application of a development 
strategy- based on the creation and application of knowledge- will also 
create a ground for successful integration between the West Bank and the 
Gaza Strip.  
 
The above analysis of the economic conditions in Palestine shows that the 
natural and existing comparative advantages are limited in the Palestinian 
territories, and therefore new competitive advantages must be created. The 
knowledge-based society is nothing but the means that can allow the 
creation of these competitive advantages.  
 
The proposal recommended in this paper combines the advantages of both 
the balanced growth model and the unbalanced growth model, which I 
discussed earlier. The proposed model is comprised of three elements: 
meeting the conditions of building a knowledge-based economy; building 
and development of clusters; and the development of extensive 
transportation and communication network across the West Bank and 
Gaza to realize the advantages of single urban basin without the 
disadvantages of congestion. 
 
Economic integration is no longer a mere combination of the processes of 
production in a closed circle of few regions or provinces. Integration is 
nowadays a specialization, exchange and openness. Development and 
growth are no longer domestic, narrow issues; rather they count on 
receptiveness and openness to the broader global market. The integration 
of the West Bank and the Gaza Strip must specifically be taken in this 
sense; it is not isolation, but creative cooperation allowing greater benefits 
from the mutually productive interaction with regional and global markets. 
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5.1 Knowledge-Based Economy 
 

Scholars distinguish between knowledge economy (the economy producing 
new knowledge per se), and knowledge-based economy (the economy that 
uses knowledge and technologies to produce economic benefits and work 
opportunities.  The essential difference is that in a knowledge economy, 
knowledge is a product, an output, while in a knowledge-based economy, 
knowledge is an input. The successful establishment of a knowledge-based 
economy is a prerequisite to the knowledge economy. 
 
Knowledge-based economy differs from the traditional economy in many 
aspects. The achievement of knowledge-based economy meant new ways 
of thinking and new behavioral codes: continuous evolving, frequent 
reconsidering of the concepts and methods of production, marketing and 
continuing re-adoption of mechanisms in the face of the strong foreign 
competition and the heavy influx of innovations. Knowledge-based 
economy requires a new education system; a smart governmental guiding 
and outreach policy; and creative system of incentives. However, some 
rudimentary conditions found in traditional economy are still essential to 
the success of the new economy. 
 

On top of these conditions is the appropriate performance of economic 
fundamentals. These include stable macro-economic policies; efficient 
labor market; effective capital markets and products; policies ensuring 
competition in the market and reducing the cost of technology; and 
openness to trade and foreign investment. 
Several studies by the World Bank, the Organization for Economic 
Cooperation and Development (OECD, 2005) and independent researchers 
(e.g., Chen & Dainlman, 2005) concluded that knowledge-based economy 
comprises four pillars:   
 

� Education, including building a skilled workforce.  
� National innovation systems, including science and technology, 

research and development.  
� Building networks, including ICT infrastructure and social networks.  
� Policy and regulatory environment. 
 

These pillars have been adopted by different parties as preconditions to 
establish a knowledge-based society. The World Bank has formulated a 
quantitative index (knowledge index KI) on the basis of these four pillars 
to determine the variation between countries and the prospects of different 
countries to achieve knowledge- based economy (World Bank, 2008 b). 
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The general spirit of the proposal entails careful planning that builds these 
pillars into the operating strategies that would create the necessary 
conditions for a prospering knowledge-based economy. Further to what 
has been discussed in the previous section, there is also a talk of a fifth 
pillar (better known as the missing pillar). It refers to the social capital, 
social cohesion, national identity, culture, confidence, individual initiative 
to contribute to solving social problems, and the like. (See for example, 
Society for Knowledge Economics, 2007). Proponents of the fifth pillar 
highlight the role of these cultural and social factors in the promotion of 
knowledge-based economy, since social relations, the factor of trust and 
cooperative norms reduce transaction costs and facilitate the spread of 
information. 
 
The Arab Knowledge Report (2009) proposed a vision to build a 
knowledge-based society. This vision is based on three major axes for 
action: the provision of enabling environments, the transfer and 

indigenization of knowledge, and deployment of knowledge to serve the 
sustainable human development and welfare of the individual. The report 
sets these axes down according to the timeframes realistically needed for 
their application and the absorption of the features necessary to build up 
momentum. There are three timeframes: Immediate, Medium-term and 
Long-term.  The first axis (the provision of enabling environments) 
includes the institution of public freedoms, the review of regulations and 
legislation, the review of educational and cultural policies and creating 
economic environment and appropriate incentives. The second axis (the 
transfer and indigenization of knowledge) addresses the issues of 
development and reform of education,  supporting and establishing centers 
for research and development, openness to the outside, encouraging 
translation and direct support for knowledge production and 
indigenization.23 

                                                           
23  The recommendations of the committee, headed by Ibrahim Abu Lughod, to develop educational 

curriculums in Palestine still deserve careful reading and adoption as a necessary step for 
knowledge foundations in the society. The committee recommended, among other things,:  
-  Reducing lecture-like and memorization methods and instead adopting a mutual dialogue 

approach to enhance students’ talents and their ability to critique and solve problems. 
-  Knowledge should not be taken as absolute facts, curriculums should stress that absolute truth 

does not exist. 
-  Preparing students to become proficient in knowing ‘how to learn’ and avoiding assessment on 

the basis of what they stored in their memory.  
-  Reducing the hours of teaching religion and in parallel increasing the quota of teaching ethics, 

values and comparative religions (Abu Lughod, 1996). 
These recommendations are similar in nature to the recommendations proposed by a committee 
of experts formed at the request of the President of the Republic to develop educational content 
in France. The recommendations can be applied by different educational systems worldwide: the 
periodic review of the curriculum to introduce new knowledge, and giving priority to methods of 
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The priorities in the third axis (deployment of knowledge) include 
establishing a relationship between production and knowledge and, again, 
the development and reform of the system of education, training and 
rehabilitation (see Arab Knowledge Report 2009, p. 199-214). 
 
The focus on education- and the quality of education in the first place- in 
the three axes is not haphazard or mere coincidence.  Education occupies a 
special position in the lives of individuals and communities. It is the pillar 
of knowledge-based economy, which is highly developed, productive and 
open. Building such knowledge-based society and, thus, a knowledge-
based economy is a tool to achieve integration and modern cohesion- 
economically, socially and politically- between the West Bank and the 
Gaza Strip24. 
 

5.2 Clusters 
 

The vision of long-term growth and integration between the West and the 
Gaza Strip that we propose in this paper hinges on developing and 
exploiting the elements of competitive advantages that are generated in a 
knowledge-based economy. As I reiterated repeatedly, the competitive 
advantages are not natural or inherited, rather they are created by 
conscious planning. To kick off, a knowledge-based economy should be 
dynamic and capable of developing strong and competitive clusters in 
different regions and various industries. New clusters can, of course, build 
on the traditional economic activities currently operating (see the study by 
the Ministry of Planning for clusters discussed earlier (MoPIC, 1998 C). 
These clusters can also be created in places where current industries 
agglomerate. However, this is only a preliminary step, as these industries 
must develop, make new competitive advantages, focus on areas with high 
added value and intercommunicate with foreign markets to prove their 
worth as a competitive and pioneering cluster. 

                                                                                                                                     
empirical, analytical, critical, deductive and historical thinking (see the Arab Knowledge Report 
for 2009, p. 100). Immanuel Kant wrote in 1784 that the motto of enlightenment and   maturity is 
“Dare to know, have the courage to use your own understanding.” 
Quantity wise, the Arab States spend as much on education, as a share of GDP, as the world 
average, but the gap in the quality of education between Arabs and other people at a similar level 
of development is “frightening” (The Economist October 15, 2009).  

24  It is not a disadvantage for Palestine to be a small country in area and population. More than half 
of the world’s countries today have population less than 6 million people. Among the richest 
countries in the world, many have populations well below the world median, which were about 6 
million people in 2000. When considering growth of income per capita rather than income levels, 
again small countries are found among the top performers. (Alesina & Spolaore, 2003). These 
authors concluded that the optimal size of a country is the result of the interactive relationship 
between the gains of mass production and the cost difference and heterogeneity. The openness 
and international free trade modify this correlation.  
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Nonetheless, building new industries and activities in clusters that derive 
their strength and competitive advantage from knowledge is more 
important than merely building on the already-existing local industries.  
The question now is no longer whether it is feasible or desirable to open up 
and trade with global markets. Rather, the debate is on what to specialize 
with? What sort of goods and activities? There is a near-consensus about 
the advantage of specialization in the production of goods with high 
elasticity of demand with respect to both prices and income. Notably, most 
high-technology products hold these properties. The mere fact that one can 
discuss which goods to specialize with reveals the difference between the 
given, already-existing comparative advantages and the competitive 
advantages that emerge as an outcome of conscious effort and large 
production (Thirlwall, 2005 p. 518). 
 
In contrast to the traditional clusters proposed by the Ministry of Planning, 
Castro & Jensen-Bulter (2004) propose a number of non-traditional 
clusters, such as a cluster for financial services, a cluster for information 
communication and technology (ICT) and a cluster for university research 
centers.  However, it seems to me that it is difficult to predict/recommend 
the specialization and locations of the clusters that will emerge in the 
future, since this depends on a large number of factors that are difficult to 
foresee in advance. It is clear nevertheless that the  public policies that are 
supposed to be put in place to support and stimulate the emergence of 
clusters play a vital role in determining specializations and locations of the 
clusters; hence the importance of the government role and of the need of 
basing it policies on a thorough and solid foundation.  
 

5.3 Urban Basin and Transport and Communication Networks 
 

I have so far argued for the benefits of clusters and agglomeration of 
population and economic activities. A World Bank report asserted that the 
theoretical research in the last three decades has formulated an in-depth 
analysis and achieved a better understanding of the benefits of urban 
agglomeration in various fields and at all levels. However, it is not yet 
clear whether the policy makers acknowledge the inherent strength of 
these market forces or the gains that can be achieved from agglomeration 
(World Bank, 2009, p. 140). 
 
In spite of the recognition of the benefits of agglomeration and the 
resulting environmental, social and cultural gains, we should be cautious 
about some problems associated with clustering- most notably the 
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ballooning of land prices due to limited space; speculation; congestion; as 
well as the social and psychological detriments of large cities25. 
 
Palestine has a unique opportunity to achieve gains from agglomeration 
without incurring the much of the disadvantages, since the size area of 
each the West Bank and the Gaza Strip is not that large and the Strip is not 
too far from the West Bank to hinder establishing a single urban basin. The 
foundation stone of this basin is a creative and innovative system of 
transport and communications. 
 
On the whole, as we have seen, it is very critical to build robust networks 
of Information and communication technologies (ICT). Evidently, building 
adequate infrastructure for information is an essential and one of the four 
main pillars of the knowledge-based economy. Information and 

communication technologies for development (ICT 4 D) is a term coined to 
highlight the role of networks in the delivery of ideas, transferring 
opportunities and opening learning prospects for all. The infrastructure 
here refers to the degree of accessibility, reliability and effectiveness of the 
work of computers, telephones, television and radio, as well as the work of 
the networks that bind them together. ICT consists of the hardware, 
software, networks, and media for the collection, storage, processing, 
transmission and presentation of information (voice, data, text, images) 
(World Bank, 2003, a & b). 
 
This proposal invokes building an efficient network of transportation and 
communications. This network not only links the West Bank and the Gaza 
Strip, but also interconnects the provinces within the West Bank and the 
Gaza Strip. If this system was effective and successful, it would verily 
make the West Bank and Gaza a single urban basin, providing optimal 
gains and economic advantages that come from economic and population 
agglomeration, while reducing the disadvantages resulting from 
overpopulation. 
 
One of the transportation network systems that meet such conditions- 
designed specifically for the West Bank and Gaza- is the Arc project, 
whose draft was funded by the American Rand Corporation (Rand 
Corporation, 2007). In fact, I am not aware of another transportation 

                                                           
25  The population density in Manhattan is about 70 thousand people per square mile (compared to 

only around 23,500 in 1850). The emergence of skyscrapers was one way to circumvent the 
problem of limited space in this island. 
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project with similar details and sophistication designed for the Palestinian 
Territories.  
 
The main feature of the Arc is an interurban light rail line linking the main 
cities of Gaza and the West Bank. It proposes running a high-speed train 
linking Jenin in the northern West Bank and Gaza airport in the southwest 
of the Strip, passing near eight of the 11 major cities in the West Bank 
(excluding Jericho, Tulkarem and Qalqilya), and 4 urban centers in the 
Strip (Suisman et. al., 2007). The designers were able to bring an urban 
focus to the project by conceiving of a Palestinian state as a single 
metropolitan region requiring both physical and economic integration. The 
Arc allocates areas for a large housing stock able to meet the needs of the 
large increase in population. The total length of the Arc would be 
approximately 145 miles. It passes through 14 stations, 9 of which are in 
the West Bank. Indeed the zone between the stations and the primary cities 
is thought of as municipal infrastructure and, therefore, subject to setting 
up housing complexes. Palestinians would be able to travel from the Gaza 
airport to the northern West Bank in only 90 minutes26. 
 
Three critical positive aspects are associated with this project: First, a 
reduced dependence on the car and other private vehicles in the Palestinian 
state and reduction of the housing chaos and scattering (which is often 
associated with private transportation). Second, the construction of the 
effective and rapid transportation line would allow free movement of labor 
and allow for laying down parallel needed lines for electricity, natural gas, 
telecommunications, and water. Third, directing investment activities and 
promoting establishing clusters within the single urban basin. 
 
I am aware that the Arc has encountered serious reservations from some 
Palestinian circles and for different reasons. Of course, the proposal can be 
put to review and some aspects deserve serious criticizing; however, one 
should not “Throwing the baby out with the bath water”! The key 
advantage of this proposal, in relation with subject of this paper- is to take 
the West Bank and the Gaza Strip as one physical and economic entity, 
and create a favorable conditions to make the West Bank and Gaza a 
single urban basin that would allow capitalizing on economies of 
agglomeration and provide conducive environment for the emergence of 
clusters. 

                                                           
26  Authors of the proposal gave preliminary costs estimates of the project. However, a quick review 

of these estimates suggests that they are probably drastically underestimated.  The total estimated 
cost was about $ 6 bn (1997 prices), broken down as follows: rail: 3.3 bn, parallel road: 2.0 bn, 
stations: 0.3 bn and streets between cities and stations: 0.3 billion (Suisman et.al. 2007).  
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Finally, I would like to point out the political and national significance of a 
huge project, such as the Arc, for the emerging Palestinian state. The value 
of having a large national project- that can provide personal benefits for 
almost every individual and engender economic benefits to the entire 
nation- is conspicuous and much in evidence. Such a grand project would 
contribute to reinforcing an evolving sense of shared national pride and 
accomplishment. The enterprise can play a catalytic role, just like the role 
played by the High Dam project in Egypt in the sixties of the last century.  
 
 



 49 

6. Conclusion & Recommendations 

 
The analysis in the previous pages has arrived to a number of conclusions 
and recommendations which I will collect under the following points.  
 

� There are, in principal, promising economic opportunities and benefits 
from the integration of the West Bank and Gaza. That is, there is an 
economic base as well for the political claim that the West Bank and 
Gaza constitute a single entity. The integration of the two parts 
provides better conditions for securing sustainable economic growth in 
the forthcoming state. However, this state would be a non-contiguous 
one, despite assuming the existence of safe and free passage between 
its two wings. This condition imposes particular type of challenges on 
economic and spatial policies which policy-makers should be highly 
aware of and attendant to. 

 

� The cost of economic integration between the two regions, in the sense 
of convergence of the standards of living, will not be small, especially 
when this will be accompanied with the return of large number of 
Palestinian refugees to the Palestine State. Furthermore, the 
convergence of Gazans’ income towards that of the West Bankers is 
far too limited and insufficient. Since income per capita even in the 
relatively richer wing is rather law, the goal of economic policy should 
be convergence along with substantial and sustainable improvement in 
the standard of living in the country as a whole. 

 

� The experience of unification in Germany and studies of potential 
unification of the Korean peninsula indicate that allowing larger labor 
mobility from the poorer to the richer regions can reduce the direct 
cost of unification and provide economic policies with better and 
wider maneuvering possibilities. Allowing free labor mobility between 
Gaza and the West Bank without transitional period can help to reduce 
the great distortions in Palestinian labor market. It is important to 
supplement this by proper policies to limit the role of monopolies and 
prevent the potential reduction in wages from being absorbed by 
higher profits. 

 

� Economic integration between the West Bank and Gaza, in the sense 
of complementarily in production processes and specialization on 
basis of historic and traditional comparative advantages existing 
currently, are very limited and not promising. Israel’s occupation and 
policies has undoubtedly played an extremely abstracting role in 
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bringing about a better complimentarily. Yet, even after the end of the 
occupation and the existence of free access between the West Bank 
and Gaza, economic integration would require the creation of new 
competitive advantages rather than depending on given natural 
characteristics and resources. The creation of new advantages is the 
core recommendations of new economic research in international trade 
theory and spatial economics. 

 

� There are two models from within the spatial economics for economic 
integration and convergence, the balanced growth and spatial 
agglomeration model. The paper analysis the pros and cons of these 
two models in connection with the case of Palestine. It reviews the 
national development plans and regional plans designed by the 
Palestinian Authority on light of the publically adopted balanced 
growth approach. It also addresses the arguments of the agglomeration 
model in connection with the high population density and 
concentration in the Gaza Strip. 

 

� There are social and political tensions, prejudices and antagonism 
between various social groups both in and within the West Bank and 
Gaza: West Bankers, Gazans, refugees, returnees, peasants, city 
dwellers, etc.  These tensions, a part of their obvious negative social 
effects and risks, reduce the maneuvering horizon open for economic 
policy. There is an urgent need to deal seriously with these prejudices 
through education and information programs to build and cement a 
common national identity on a positive and solidarity basis.  

 

� The paper puts forward a proposal for the economic integration 
between the West Bank and Gaza Strip which draws on the most 
positive elements of the balanced and agglomeration models. The 
proposal stands on three pillars: the establishment of a knowledge-
based economy to create genuine competitive advantages, adoption of 
economic policies that support the and stimulate the creation of 
commercial and industrial clusters, and finally the establishment of a 
comprehensive communication and transportation network that makes 
of the West Bank and Gaza Strip a single urban basin. At the heart of 
this strategy is the reform and development of the educational system, 
process whose important cannot be overestimated.  

 
One of the most serious challenges that will face the future Palestine State 
is the challenge of integration and convergence in standards of livings and 
in economic opportunities within its two geographically separated wings. 
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The proper and successful management of economic affairs will be a 
necessary condition for preserving the political unity between these two 
wings. The two conclusions which the study of the two Koreas arrived at 
seem relevant to Palestine as well: first, once cleverly designed and 
initiated, the process of convergence proceeds at a relatively fast pace: the 
gap in standards of living gets reduced from 90% to 50% within one 
decade only. Secondly, “the longer division continues, the higher the cost 
of reunification will eventually be”.  
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