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Background and Rationale 
 
Official data suggest that since the establishment of the Palestinian National Authority (PNA), the 
acreage of tobacco has increased, and in the last three years the area of land cultivated with tobacco 
has become several times as large as the area before 2013. This has promoted a new socio-economic 
dynamic, where farmers, especially in the northern West Bank, have started to rely on tobacco 
cultivation as a main source of income, thus helping vulnerable households reduce their poverty and 
unemployment. This behavior, however, has led to adverse results: well-known risks for human 
health, losses to the Treasury and threats to other agricultural crops, which are losing ground to 
tobacco, let alone the new health risks and social problems resulting from low cigarette prices (and 
quality) due to increased production and smuggling. Undoubtedly, lower prices encourage smokers to 
consume more. Worse, lowering prices is effectively a call for to encourage children under 18 years to 
smoke, with unfavorable social and economic effects.  
 
The growth in tobacco cultivation is an undeniable fact. Figures from the Ministry of Agriculture 
indicate a steady growth, particularly after 2012. The acreage increased from 8,000 dunums to 19,000 
dunums and reached 30,000 dunums in 2014, but then fell to about 20,000 dunums in 2016 due to 
excess stock and lower prices. 
 
This background paper examines the expansion in tobacco cultivation, the positive and negative 
effects of this growth, and the different standpoints, which will help reach policy recommendations 
that are expected to stop this adverse growth and help decision-makers design appropriate policies. 
 
History 
 
Tobacco cultivation in Palestine dates back to the 17th century, spreading from Lebanon during the 
reign of the Ottoman Sultan Ahmed I in 1603. At the time, the Ottoman authorities dealt with the 
industry with caution and stringency. They imposed a relatively high tax: 25 percent of the value of 
the crop paid in kind or in cash. The authorities operated very strict procedures and oversight of 
tobacco farming and tax evaders. Since then, the cultivation of tobacco became an important source of 
income for local farmers. In 1884 the Ottoman government granted the French Regie Company 
exclusive rights over the distribution and trade of tobacco for thirty years. The company, however, did 
not help in the development of this crop or in building factories for tobacco. The tobacco industry 
remained at this level of development until the early 20th century, when the British Mandate took 
hold of Palestine and attributed a particular importance to tobacco cultivation. The Mandate 
authorities increased the acreage cultivated with tobacco in line with a British policy on tobacco 
monopoly. In 1921, the High Commissioner revoked the French company’s monopoly, re-awarding it 
to British authorities.1  
 
The tobacco industry continued to figure high on the list of priorities for the Government of 
Mandatory Palestine, which issued the Tobacco Act No. 121 of 1925 to regulate the sector, increasing 
the permitted cultivated area from 1,800 dunums in 1921 to about 8,000 dunums in 1926. However, 
production declined dramatically during the 1930s due to the British Mandate’s policies against this 
industry (barriers to export) as well as competition from foreign products. As a result, tobacco 
cultivation was no longer a significant source of income for farmers. 
 
Following the 1948 Nakbeh, the sector started to rebound as the Israeli authorities asserted control of 
the Palestinian productive sectors inside Israel, including agriculture. Prior to that, the largest Arab 
tobacco company in the region had been established in Haifa, the Qaraman Company, which 
controlled the tobacco market in Palestine and Lebanon, became a first-class monopolistic company, 
and rolled out tobacco cultivation to the Jenin area (Ya’bad village). 
 

                                                            
1 Palestinian National Information Center www.wafainfo.ps 
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When Jordan took control of the West Bank, its government regulated and formalized the industry 
through the Tobacco Law No. 32 of 1952 and the amended Tobacco Law No. 71 of 1966. Soon, 
however, the industry suffered a new setback following Israel’s seizure of the West Bank in 1967. 
The Israeli occupation authorities imposed restrictions on the national agricultural sector, including 
tobacco cultivation2. Stagnation continued until 1986, when the occupation authorities lifted all 
restrictions on the cultivation of tobacco in the West Bank. The First Intifada increased the demand 
for domestic cigarettes because of the deteriorating economic conditions and high customs and excise 
on imported cigarettes, which revived tobacco cultivation and increased its acreage. 
 
With the establishment of the PNA in 1994, tobacco cultivation started to gradually rebound, 
especially in Ya’bad (the so-called “Kingdom of Tobacco”) and the surrounding villages. Farmers 
have introduced modern methods and sophisticated agricultural tools, thus replacing traditional 
cultivation with automated modes. The increased acreage and the significant growth in production 
have created new jobs and tobacco agro industries, which increased demand for agricultural workers 
for such activities as weeding, picking, cutting, packaging, drying  and storage. The expansion has 
also developed a tobacco niche dealership in the local market.  
 
Reasons for Growth under the Palestinian National Authority  
 
Since the creation of the PNA, tobacco acreage rose from 960 dunums in 1994 to about 3,000 dunums 
in 2000, with annual growth reaching 500 dunums in the last three years before 2010. The area 
cultivated with tobacco increased significantly following 2011,3 reaching 19,000 dunums in 2015. 
Several factors have led to this growth:   
 

- The blockade which Israel placed on the Palestinian territory in the wake of the Al-Aqsa Intifada 
in 2000 has led to a further deterioration of the economic situation including high unemployment 
and poverty rates and low per capita income, which in turn increased demand for locally grown 
tobacco (that is manufactured locally by hand or rolled) for its low prices compared to 
manufactured cigarettes, whether local or foreign;  

- Poor customs control on internal smuggling has created a tobacco niche dealership for smuggling 
locally grown tobacco at low prices, which in turn created intense competition with formal local 
and imported products; 

- The control of the Ministry of Agriculture and the Ministry of National Economy of acreage is 
problematic. To date, there are no compelling regulations for farmers who usually work without 
permits (as required by Law); 

- There is no Palestinian law that regulates tobacco cultivation. The law currently in effect is the 
Jordanian law from before 1966, specifying the areas for tobacco cultivation;  

- High financial returns from tobacco cultivation compared to other agricultural crops. 
- The growth in uncontrolled cultivation and the resulting tax evasion have brought the need to 

regulate the industry. Therefore, the Council of Ministers issued Resolution No. 82, calling for 
regulating tobacco cultivation and forming a technical committee to develop solutions and 
recommendations to tackle that problem. One specific recommendation that was adopted calls for 
supporting the production cost of one cigarette brand for each local manufacturer through cutting 
excise on the specified brand (to be sold for around NIS 10) provided that this manufacturer buys 
the locally grown tobacco for NIS 30 per kg. 

 
According to the Council of Ministers’ resolution, the cropland for tobacco cultivation is defined in 
accordance with the needs of the manufacturers. The resolution also prohibited cultivation without 
prior permission from the concerned authorities. The procedures have, however, failed to regulate the 
sector, and thus the government revoked the subsidies for local products. As a result, local companies 

                                                            
2  In 1969, the West Bank’s tobacco production fell to 350 tons purchased by the Jerusalem Cigarette Company and the Israeli Dobak at 

low prices (Cf.).  
3  Tobacco acreage reached a historical high of 28,000 dunums in 2014, which raised the cropland per dunum rent from NIS 300 to NIS 

600 and increased production costs as well.  
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stopped working in accordance with these terms, which has led to increased cultivation, trafficking, 
and smuggling of tobacco.  
 
Tobacco/Cigarette Smuggling Market 
The sources of tobacco production and sale in the Palestinian market fall into three categories: 
- Legally imported cigarettes constitute 70 percent of domestic consumption. Smuggling of these 

products is rare as they are imported officially via ports and under a customs declaration. All 
customs and excise are collected for such products;  

- Locally produced cigarettes by two companies: the Jerusalem Cigarette Company which holds the 
larger share and another company in the northern West Bank; 

- Cigarettes smuggled via different channels:  
- Al-Karameh Crossing passenger traffic, where cigarettes are bought from the duty-free market 

and sold locally in an informal way for a competitive price. The Customs Department estimates 
the loss at NIS 200 million per year; 

- From the Israeli market but in small quantities; 
- Tobacco cultivation and the resulting tax evasion, with tax loss estimated at NIS 200 million per 

year, according to the Palestinian Customs Department. The loose tobacco or ready-rolled 
cigarettes are smuggled from the northern productive regions of the West Bank throughout the 
territory. 

- Internal smuggling arises from price differences between formal products (imported or locally 
produced) and local tobacco, whether loose or rolled, with the price difference reaching NIS 13-
16 per 20-cigarette pack.  

- Economic Impact of the Expansion in Tobacco Cultivation and Business 
- Apart from the health risks, there are adverse short and long-term effects of the growth in the 

tobacco industry, but there are also some positive short-tem aspects. 
 
Positive Effects 
 

1. The positive aspects are particularly evident in the Palestinian context, perhaps due to the 
deteriorating economic conditions, which force farmers and dealers to seek better alternatives to 
achieve profits regardless of the adverse consequences. The tobacco industry generates income 
and creates jobs in vulnerable areas. This is an important factor when considering the different 
alternative agricultural products. At the same time, there are no policies or programs for 
supporting farmers growing other crops, which are significantly less profitable than tobacco. 
Growing tobacco, thus, provides adequate and direct income for farmers under the prevailing 
conditions.  

2. The growth in tobacco cultivation has created a new class of farmers and related industries.4 
Given the increased acreage, manual labor is no longer capable of meeting the growing needs of 
the sector, which led some small industries to develop new machines that can plant, harvest and 
plough the land. In the Jenin area, it is estimated that 45 seeders and 200 crop shredding plants 
have been manufactured locally to do the job mechanically.  

3. This situation has increased the demand for labor, especially for land cultivation and production 
processing, an advantage of tobacco over other crops.  

 
Negative Effects 
The adverse effects are, however, much more significant, with  implications reaching far into the 
future, most importantly:  
 

1. Direct impact on spending: According to a Palestinian Central Bureau of Statistics (PCBS) survey 
from 2011, the monthly household expenditure on tobacco and cigarettes exceeded spending on 
education, personal care, and leisure activities (JD 13.4, 24.4 and 31.4, respectively). Household 

                                                            
4  According to 2012 data from the PCBS Population, Housing and Establishment Census, in Ya’bad only there are 11 major tobacco 

distributors, 72 small distributors, and 430 farmers. These produce 800 tons annually, of which 200 tons are sold to the Jerusalem 
Cigarette Company, and the rest is consumed informally. Around 1,000 households in Ya’bad work in cigarettes rolling. They receive 
NIS 3 for each 100 cigarettes. 
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spending on tobacco and cigarettes totaled JD 38.7 per month on average, which is 4.4 percent of 
total monthly spending, or USD 450 million annually, according to the PCBS. Lowering prices to 
reduce smuggling would increase the number of smokers, including children. Lower prices may 
also reduce household spending on smoking, but it would increase tobacco consumption, which 
creates health risks and social problems in the short and long terms. 

2. Loss incurred by the Treasury: This impact is very obvious from the volume of evasion and 
smuggling. Around 25 percent of domestic revenues come from excise on imported and locally 
produced cigarettes. The greater the smuggling rates and the greater the consumption of the 
locally produced tobacco, the greater the tax loss the Treasury incurs. According to official 
figures, more than 30 percent of consumed tobacco is smuggled – at a time when tax on tobacco 
reaches 85 percent of the market value.5 It is estimated, further that the west Bank market alone 
consumes some 2 billion NIS worth of cigarettes, including imported, with locally produced 
cigarettes accounting for around 300 million NIS. 
Annual customs and excise revenues from cigarettes and tobacco reach about NIS 1,500 million, 
of which NIS 250 million comes from local companies, while the rest is from imports. The 
Customs Department estimates the loss for the Treasury at around NIS 400 million a year, of 
which NIS 200 million results from the smuggling of local production (while the rest is attributed 
to smuggling foreign cigarettes by travelers across Al-Karameh Crossing). These estimates are 
consistent with the PCBS household survey data, which indicate that 71 percent of tobacco and 
cigarettes consumed locally come from imports, with an estimated value of USD 450 million. 
Comparing this estimate to USD 550 million, the figure for total consumption, according to the 
Customs Department estimates, suggests that USD 100 million is not recorded in the statistics, 
which roughly corresponds with the estimated volume of smuggling. If all cigarette and tobacco 
taxes were collected, the budget deficit would be much lower than it currently is.  

3. Negative effects on other agricultural crops and soil: tobacco cultivation has expanded 
significantly after 2011, with acreage reaching 19,000 dunums, and even some figures suggest 
30,000 dunums, up from 7,000-8,000 dunums before 2011. This expansion was at the expense of 
two things: 
 
First, effects on other agricultural crops: According to the Ministry of Agriculture6, the tobacco 
acreage in Ya’bad and the neighboring villages, mainly Arraba, reached 6,000 dunums, of which 
40 percent is fertile plain land suitable for growing fodder, grain, and legumes, while the 
remaining 60 percent is mountainous land. This was the case before 2014. Later, the cultivated 
areas increased by approximately 15,000 dunums. Because of increased demand for land to be 
used for the cultivation of tobacco, the price for renting one dunum rose from JD 60 to JD 120 in 
irrigated land. Tobacco acreage continues to expand at the expense of food crops. Some farmers 
claim other crops have marginal returns, and sometimes the costs are greater than returns. 
 
Second, effects on soil: According to the Ministry of Agriculture, soil undergoes the largest 
adverse effect of growing tobacco. “A considerable part of the most important three minerals 
(phosphorus, potassium, and nitrogen) is lost. Research found that the amount of phosphorus in 
the land cultivated with crops rather than tobacco is four times the amount of phosphorus found in 
land planted with tobacco. While other crops provide the soil with essential nutrients, tobacco 
strips the soil of the necessary elements.” Therefore, also at stake are the productivity and fertility 
of land, which has a negative impact on the agricultural and economic system. 

 
Who Is the Culprit? 
 
This problem is clearly multi-dimensional and controversial – with the government, farmers, dealers, 
local manufacturers, and importers having varying views. The Palestinian tobacco problematique can 
be summarized as follows: 

                                                            
5  Interview with the Director of the Department of Tobacco in the Palestinian Customs and Excise Department 
6 Representatives of the Ministry of Agriculture: Mohammed Masri in an interview with Hayah Wa Souq newspaper and an interview 

with Mustafa Amarneh, Director of Qabatia Agriculture Department, Jenin.  
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1. The Government 
 According to the government, tobacco cultivation has adverse effects on the Treasury and other 

agricultural crops as well as on spending on cigarettes, let alone the health risks. Equally 
important are the loose regulations and farmers’ non-compliance with the decisions of the Council 
of Ministers, especially as the government does not have control over the so-called Area C, where 
tobacco cultivation is thriving. This has weakened the Customs Department’s ability to fight 
smuggling and the Ministry of Agriculture’s efforts to reduce tobacco acreage. The real problem 
for the government is control. 

 
2. Farmers and Suppliers 
 Farmers have purely economic reasons, with tobacco planting generating income for many 

farmers and jobs for unemployed young people and housewives. In a sense, this suggests weak 
alternatives (growing other profitable crops). Cultivation of tobacco provides income for 
vulnerable households in remote villages. This category would suffer significantly if cultivation is 
stopped. There are also cultural motives, with some farmers taking tobacco cultivation as an old 
farming heritage devolved to them from their ancestors. They ignore the existence of negative 
effects on soil and other crops. 

 
 For traders, it is a very profitable business, with an open market and easy tax evasion. They set 

the prices and force them on farmers in line with the prices of formally imported and locally 
produced cigarettes, and as such the marketing networks reap the biggest benefits.  For 
illustration, while the official selling price to manufacturers is NIS 30, the marketer buys a kilo of 
tobacco from the farmer for NIS 40-45 and sells it for NIS 60-65 to the manufacturer, which 
means that the profits that the suppliers/resellers gain are almost equal to or exceeding those of 
the farmers. According to the Ministry of Agriculture, this provides the main impetus to 
smuggling and tax evasion.  

 
3. Producers and Importers 
 The high rate of customs and excise on cigarettes has created a large gap in prices (about NIS 13 

for a pack of cigarettes) between the local tobaccos (especially rolled cigarettes), on the one hand, 
and domestically produced and imported cigarettes, on the other. This has, in turn, created a very 
intense competition that reduced manufacturers’ volume of sales. Not so long ago, the Jerusalem 
Cigarette Company reported losses for a while due to this price gap. The offers by manufacturers 
to buy all local products have been ignored by farmers and distributors because the market prices 
are much higher than the manufacturers’ bids. The selling price to manufacturers is NIS 30 per 
kilo, while the market price is NIS 45, and this price is higher when cigarettes are rolled. 
According to the Ministry of Agriculture, the Jerusalem Cigarette Company has not purchased 
tobacco from Ya’bad for the last five years. 

 
Efforts by the PNA 
The PNA has issued several decisions to stop expansion in tobacco cultivation, but these decisions 
have failed for the previously mentioned reasons, particularly the weak regulatory framework, a relic 
of the Jordanian law that dates back to1952. Poor oversight by the government and farmers/dealers’ 
reluctance to formalize their business are also main reasons behind the problem. According to the 
Jordanian law, the Ministry of National Economy is the agency responsible for specifying tobacco 
acreage, while the Ministry of Agriculture has a supervisory, regulatory role in addition to providing 
estimates of the production and the needs of the market. The Customs Department sets the rates of 
excise and taxes and controls tax evasion after granting the permits necessary for selling and 
manufacturing. Though the Customs Department occasionally launches campaigns to control 
smuggling, tangible results have not been achieved yet.   
 
As the problem of tobacco is multi-dimensional, with different agencies/parties directly involved (the 
Ministry of Agriculture, the Ministry of National Economy, the Customs Department, the Ministry of 
Health, the Department of Specifications, cigarette manufacturers, and importers), the PNA has 
formed a technical committee from all parties to oversee the regulation and control of tobacco 
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cultivation. This committee reports to a higher steering committee that comprises representatives of 
the Office of the President, the Ministry of National Economy, and the Ministry of Agriculture. The 
committee has recommended supporting one cigarettes brand for each local manufacturer, which is 
expected to stop smuggling and intensify competition. This recommendation could not be 
implemented, and in early 2014, the government revoked the decision.   
 
A study by the Ministry of Agriculture designed a strategic plan to regulate tobacco cultivation. The 
plan, which aims at reducing acreage by 50 percent to 8,000 dunums, built on the national spatial plan 
in determining the tobacco-growing areas, mapping, specifying licensing procedures and developing 
mechanisms for sales and production, and building a solid database for farmers and 
resellers/distributors. The plan, which promotes the cultivation of alternative crops, is still under 
discussion and needs practical steps for implementation. 
 
Questions for Discussion 
- Why does the PNA not develop unequivocal laws to control the cultivation of tobacco and 

regulate the market without harming farmers dependent on this industry for income? 
- Why do farmers and related agricultural associations refrain from cooperating with official 

agencies or working in accordance with regulations and permitting procedures? 
- What can private sector companies do to encourage farmers to sell them their products? 
- Can the Ministry of Finance re-implement the decision to support a certain brand in order to help 

solve this problem? 
- What can the Ministry of Agriculture do to encourage farmers to switch to other agricultural 

crops, as was the case before 2011? 
 
 
 
 
 **The roundtable project is implemented within the framework of cooperation between 

MAS and the Friedrich Ebert Stiftung (FES) 

 
 
 


