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Y. For a more detailed discussion and formal proof of the classical and neo-classical free trade theory

see any International Economics textbook. In this case see Husted, S. and Melvin, M., International
Economics, 4" Edition, (Massachusetts, Addison-Wesley Educational Publishers Inc., 1997), pp. 59-90
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Palestine Studies, 1995)
Ibid, p. 4.

3. 1bid, p. 4.

4. Tbid, p. 4-5.
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5. In a speech to the settler Judea and Samaria Council on July 17, 2013 Bennet said, “I’ll tell you a quick
story. I have a friend called Yoav. He served in the IDF [Israel Defense Forces] Golani Brigade and in
a clash, shrapnel got stuck in his butt. I came to visit him in the hospital, and he told me, ‘Look, I have
this shrapnel. ... According to the doctors, I have two options: either to have an operation to remove the
shrapnel, running the risk of becoming handicapped, crippled for life, or to leave it there, although from
time to time, at the change of seasons, it may hurt a bit.”... So, he decided to continue living with it. ...
There are situations where deceptive striving for perfection is liable to cause a disaster.” To make sure his
audience understood what he meant he continued to say, “The attempt to establish a Palestinian state in
our homeland is over; it has reached a dead end.” See AL-Monitor at http://www.al-monitor.com/pulse/
originals/2013/06/naftali-bennett-blunt-speech.html
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6. Roy, S., p. 130.
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7. Ibid, p. 131

8. Ibid, p. 131

9. The list provided by Roy is longer, and includes policies which are no longer in the realm of the
military authorities, except of course in Area C, such as limitations on the process of industrial and

commercial licensing, agricultural production planning; the establishment of factories, cooperatives and
other businesses; restrictions on research and training.
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10. World Bank, (IBRD), West Bank and Gaza Country Economic Memorandum Growth in West
Bank and Gaza: Opportunities and Constraints, Volume 1: Main Volume (In Two Volumes), Social and
Economic Development Group Middle East and North Africa Region, (Washington D.C., World Bank
Publication, September 2006), http://www-wds.worldbank.org/external/default/ WDSContentServer/
WDSP/IB/2006/10/24/000011823 20061024125708/Rendered/PDF/36320.pdf, p.iii.

11. World Bank, (IBRD), Economic Monitoring Report to the Ad Hoc Liaison Committee, (Washington
D.C.,World Bank Publication, September 25, 2013), www.worldbank.org/ps,  http://siteresources.
worldbank.org/INTWESTBANKGAZA/Resources/ AHLCreportSep2013final.pdf, p.4.

12. See the Preamble to the Protocol on Economic Relations between the Government of Israel and the
P.L.O. representing the Palestinian people, p.3
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15. Ibid, p. 7.
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17. B’Tselem - The Israeli Information Centre for Human Rights in the Occupied Territories, Statistics on
Settlements and Settler Population, (Jerusalem, Published: 1 Jan 2011, Updated: 8 Aug2013).

18. World Bank (IRBD), Fiscal Crisis, Economic Prospects, The Imperative for Economic Cohesion in
the Palestinian Territories, Economic Monitoring Report to the Ad Hoc Liaison Committee, (Washington
D.C., World Bank Publications, September 23, 2012).

p. 13

19. World Bank, (IBRD), West Bank and Gaza Area C and the Future of the Palestinian Economy,
(Washington D.C.,World Bank Publication, October 2, 2013), pp. viii-x.
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21. Israeli authorities forbid Israeli citizens and residents (mostly Palestinian Jerusalem I.D. card holders)
from having their vehicles serviced by West Bank mechanics. Israeli authorities have an ongoing
campaign patrolling and giving fines to violators, mainly in the areas on the outskirts of East Jerusalem.
22. PCBS, Labor Force Survey Annual Report: 2010, p.100

23Palestinian Central Bureau of Statistics press release May 8, 2012
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24. Based on interviews with a number of workshop (stone cutters, aluminum-smith, and steel-smiths)
owners in villages in the Ramallah district.
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25. The Village Leagues were sponsored, financed, and armed by the military authorities as an alternative
leadership to the PLO. Between 1981-83 the Village Leagues received $20.8 million from the public
budget (see Benvenisti, M. (et al), (1988), p.220).
26 By 1986 a total of 109 Jewish settlements had been built on the West Bank, 60 of which had

been established between 1980 and 1985. The building of roads, electrical and telephone grids serving
these settlements is partially financed by the military government, and this spending is included in the
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tariffs on agricultural products. Indeed, with WBG importing almost all
foods (around 30 percent of its total imports) from Israel, deep reduction in
tariffs on these products would significantly lower prices of foods. While on
purely economic grounds multilateral trade liberalization always produces
the highest welfare returns, there are some arguments in favor of Option A
combined with deeper, policy-induced integration.

The world Bank study failed to see that no matter what the Palestinian people
do, the ultimate aim of the Zionist is to not only dispossess Palestinians of
their land, but to expel (ethnically cleanse) Palestinians, and integrate their
land into the Zionist State. If the success of 1948 could not be replicated
today, and Palestinians who stubbornly refuse to leave, will have to be
placed in enclosed and isolated blocks, enclaves, islands, mini-Bantustans,
reservations or whatever you want to call them (remember Bennett called
them a thorn in the butt), and build an iron wall around them that keeps
them passive and harmless to the ongoing Zionist venture of establishing an
exclusively Jewish state.

In short and in essence, no trade policy will be feasible, for Palestinians
under the present power relationships on the ground in the region, as well
as internationally. The most logical option Palestinians have before them
is to develop a liberation-oriented development strategy. The output of
such a strategy is the marginalization and elimination of Zionist control
of Palestinian life in general and economic activity in particular. The
best example of a unique and revolutionary model of development is the
experience of the policies and strategy used to establish and then build Israel.

This has not been a purely economic analysis of the proposed export-oriented
development option. This is because the problem is not simply an economic
problem.

In essence, the answer to our question: Is an export oriented economic
development strategy feasible within the Palestinian context in the Occupied
Territories? The answer is a clear and resounding no it is not feasible. It is
not the Palestinians cannot do it, but rather it is because the Israelis have had
the power, and use this power, to forbid any form of Palestinian development,
but rather as Sarah Roy has clearly shown, Israel uses its brut military power
to implement its policy of de-development, a peace process or no peace
process. Actually de-development has reached unprecedented levels beyond
anything that could have been imagined possible before the start of the Oslo
Accords and the Paris Protocol.




Table V: Review of Benefits and Risks of Foreign Trade Regime Policy
Options

Trade Policy
Options

Benefits

Risks

Requisites

Option A: Paris
Protocol extended and
implemented

Unlimited access to
Israeli market and greater
integration into a much
more developed economy

Full implementation
of Paris Protocol and
cooperative relations

Option B: Option
A but with customs
borders

As above, plus customs
revenues collected
directly by PA

Israeli security
measures on transit;
weak PA customs
administration

1. Israel’s transit
regime for WBG
shipments in line
with international

practice (not special
security measures);
2. Competent and
disciplined customs
administration

Option C1:
Autonomy in trade
policy combined
with multilateral
liberalization

Standard benefits from
multilateral liberalization,
thanks to removal of
antitrade biases and
allocation of resources
to potentially most
competitive sectors

Protectionism owing
to capture of foreign
trade policy by narrow
interest groups; weak
customs; loss of
preferential access to
Israel’s markets and
prospects for deeper

1. Customs as above
in Option B item #2.

2. Credible
commitment to
liberal foreign trade
policy, including free

integration trade
Option C2: Option Agricultural products
Cl1 plus bilateral may be taken out from
liberalization, As Above, p h,ls better Israel-PA FTA; rules As in Option C1
. . . access to Israel’s markets L .
including FTA with of origin emerging as
Israel barrier

Copied from:

World Bank, (IRBD), West Bank and Gaza Country

Economic Memorandum Growth in West Bank and Gaza: Opportunities
and Constraints, Volume 1: Main Volume (In Two Volumes), Social and
Economic Development Group Middle East and North Africa Region,
(Washington D.C., World Bank Publication, September 20006), p.53.

Posing the question of what is the best trade regime for the PTs, the World
Bank considered four options in a study conducted in 2006, as shown
above in Table V. The study concluded that “...Option A, that is, the
current arrangements improved in line with the letter and spirit of the Paris
Protocol, as the better option. Other studies identify either C1 or C2 as
options generating higher welfare gains, mainly on the basis of much lower




Table I'V: Average Daily Wage of Employees in the 11 Areas A in 2010

Rt Daily Wage Below/Above the Ramallah
Rate Average
Jenin 75.3 -32.7%
Tubas 79.6 -25.5%
Tulkarm 76.8 -30.0%
Nablus 74.9 -33.0%
Qalgqilya 76.1 -31.3%
Salfiit 82.2 -22.0%
Ramallah 99.9 -
Jericho 75.7 -32.6%
Jerusalem 113.6 +12.1%
Bethlehem 91.9 -8.7%
Hebron 77.8 -28.4%

Source: PCBS, Labor Force Survey, 2010




Conclusion:

Is an export oriented economic development strategy feasible within the
Palestinian context in the Occupied Territories? In the abstract, theoretical
context, given the nature, quantities and qualities of Palestinian resources,
both economic and human, an export oriented development policy is not a
realistic option for increasing incomes, employment, poverty reduction, and
development.

Even if trade is an appropriate way for development in Opt, the PA does
not have the power to determine, or develop any economic policy regarding
trade. Even if it wants to adopt an export-oriented policy, it cannot. The
first assumption we are considering requires the domestic markets must
be competitive, which also implies no unemployed factors of production,
they are assumed to be fully employed. This is simply not the case.
Unemployment of labor in the West Bank is around 19%, and if we consider
underemployed this would rise to over 25 percent, and this is based on a
very generous definition employment (ILO definition), which undermines
the true level of underutilized factors of production. The third assumption
we are considering requires an equalization of wages across all industries.
This is not the case, there are not only significant wage differentials between
industries, there is significant wage differentials within the same industry,
but in differing locations, as Table IV shows for the 11 blocks or islands of
Area A show.

Wages in Jenin have to rise by 32.7 percent to reach the wage level in the
Ramallah district. You will notice as you move further away from Jerusalem
and Ramallah traveling in north or south directions, wages tend to be lower.
This is a reflection of what Roy calls integration and externalization of not
only the PTs with Israel, but also of the blocks or islands it has created as a
new reality in the PTs.




alone the mental stress of blatant discrimination. One more interesting fact is
that Palestinians are banned from using the less expensive passenger airlines
for importing or exporting goods, and are limited to the more expensive
commercial cargo only flights.*

In addition to this, many Palestinian productive establishments to avoid being
caught without raw materials, or other inputs by these delays at the port of
entry, have been forced to increase the amount of stock or inventory of these
goods, so as to guarantee a steady flow of production and therefore delivery
of their products. This in turn further increases their cost of production,
which further erodes their comparative advantage.

36. Ibid, p. 32.




In addition there is the system of fixed and mobile checkpoints identified
above, in part 2. These delay movement of goods, and increase cost, per
unit of output. Rather than being able to make three or more deliveries per
given period of time, this is cut down. It was estimated that during 2005
at the height or restrictions this increased transport cost on major trading
routes within the West Bank by over 100%.** Although the number of fixed
checkpoints has gone down, what exists today still causes more travel time
and distance and therefore cost are still higher than otherwise be the case,
and therefore take away from comparative advantage.

These restrictions have raised the cost of doing business in the PTs, however
they also have an indirect cost, but difficult to determine, and that is forgone
investment. Entry into industry by potential investors must have been
reduced, because new potential investors would think twice when they
see this extra cost, which will have an impact on their assessment of the
opportunity cost of capital.

However, there are additional costs that Palestinians are burdened with
which are claimed to be related to security, but in reality are not, these are at
the port of entry and exit for importers and exporters. Since the start of the
occupation, Palestinian importers and exporters, and their goods are treated
different than Israeli counterparts. First, clearance at the port of entry or
exit, if it be by sea, air or overland, takes a longer time for Palestinians than
for Israeli firms. Palestinian goods must go through a ‘security check,” on
entry and on exit, whereas Israeli importers have a risk of between 15to 20%
being checked. If they are, than their cargo is checked in one or two days, for
Palestinians it is a minimum of one week. If the shipment is 10 tons or less,
there is not storage fee during the first four days, on the fifth day a storage
fee is imposed, and after 30 days an additional charge is imposed. In essence
Palestinian importers are burdened with 11% higher costs, 52% longer delays
than their Israeli counterparts, while importers face 18% higher cost and 20%
longer delays. This does not take into account the opportunity cost of capital
sitting in storage waiting to be cleared. If a Palestinian wants to avoid the
stress of this process, the option of going to an Israeli middleman to clear
the goods or what is known as freight forwarding, he can, and this will cost
between 10-25% of the value of imported materials.*> This way Palestinians
probably end up paying more or less that same extra cost, and if it is a bit
less, than many consider this margin is worth avoiding the physical effort let

34. Thid, p. 30.
35. Ibid, pp. 32-33.




List B has not been activated.”* The fall of Jordan from the second trading
partner by the EU in second place, and the U.S.A. in third is indicative
of two things. The quantities goods on list A-1 and A-2 were limited, by
the Paris Protocol, and could only be increased by approval from the Joint
Economic Committee and the sub-committee of experts. This apparently has
not transpired. Second trade with the EU and the USA has been a function
of tied aid, as well as the fact that Israel in the early and late 1980s entered
into free trade agreements with both blocks. Despite this Israel has utilized
non-tariff means of restricting trade with the rest of the world. This was done
by imposing strict standards on the specifications required by Israel, and
which according to UNCTAD, “...sanitary and phyto sanitary requirements
became a serious hindrance to trade flows, themselves acting as non-trade
barriers to Palestinian exports33.

3.1 Obstacles and Cost of Trade

There are many obstacles and restrictions, mostly determined by Israel, on
internal and international trade. This section will highlight those that directly
impact or import and export activity of the PTs. The major constraints on
trade, between the PTs and Israel, as well as the rest of the world are the
complex set of restrictions, imposed supposedly for security reasons, the
consequences of this has significantly increased the cost of Palestinian goods
and eliminated their comparative advantage. Even in the absence of the
constraints attributed to security related restrictions, i.e. the checkpoints,
both fixed and surprise mobile, and closures, there would still be extra costs
imposed on Palestinian importers and exporters.

The costs related to security imposed restrictions include:

Enforcement of a back-to-back (that is the back of a truck on the Israeli side
of a crossing is parked to the back of the other truck on the Palestinian side
and the goods transferred from one to the other). The extra costs is made up
of the labor transferring the goods, the extra time it takes to transfer the goods
from one to the next truck, the higher cost of Israeli transport companies, and
the higher damage rate as a result of unloading and loading the goods an
extra time. The back-to-back system was imposed since the early 2000’s
after the second Intifada, but it seem that in all likelihood, that it has become
a permanent feature of moving goods between the two entities. The World
Bank study estimated this increased cost by at least $86 per truck transfer.

32. World Bank, 2006, footnote 82, p.47.
33.Ibid, p. 12.




list of tools and light machineries (List B as set out in the Protocol), provided
that the goods meet Israeli specifications. Each side would administer its
own domestic tax policies, but the (value added tax or sales tax) VAT rate
in the occupied Palestinian territory could not be 2 percentage points lower
than the 17 per cent applied in Israel at the time (Paris Protocol, article III-
15). The new Israeli shekel would remain in circulation in the PTs as well as
recognizing the US dollar and Jordanian Dinar as legal tender. Most goods
listed are set as quantitative quotas.

Under the Paris Protocol, the PA was made dependent on Israeli rebates
of customs and import taxes. Israel interpreted “imports from the rest of
the world” into Palestine in a peculiarly restrictive manner: Imports were
only those goods directly imported by Palestinian companies via Israel and
clearly labeled as destined for clearance by the PA. This does not include
those imports from a third country via Israeli intermediaries for onward
shipment to the occupied Palestinian territory. These imports, which could
be called “indirect imports” from Israel, are treated as if they were produced
in Israel. The latter accounted for between 30-40 per cent of Palestinian
imports.’! According to Kanafani, N., 1996), although recent estimates put
the actual amount at up to 80 per cent of Palestinian imports (Khalidi, 2010).
The fiscal leakage, as well as the adversities of depending on one source and
route of imports, imply that significant proportion of Palestinian imports in
fact do not originate in Israel. Direct import and thus the potential benefits of
this trade have been elusive and the dependence on Israeli middlemen, and
on the Israeli economy has been reinforced throughout the years.

The trade pattern and characteristics of the PTs did not change after 1995,
they continued along the same path. As Table III shows Israel continues
to be the major trading partner, with the role of Jordan declining, despite
the provision of importing from Jordan goods on list A-1 and A-2. This
flexibility turned out to be of little benefit, as a World Bank study found
about trade in goods on Lists A-1 and A-2 and B in 2006, that, “Except for
live meat and live animals, the use of quotas in 2004-05 was well below
50 percent and many items were not imported at all (data from Israeli
Customs Administration). Since the Palestinian Authority did not set tax
rates different from those accepted in Israel regarding goods listed in List B,

31. Kanafani, N., Trade Relations between Palestine and Isracl — Customs Union or Free
Trade

Area, (Palestine Economic Policy Research Institute. Ramallah, 1996), quoted in UNCTAD,
the Palestinian economy: Macroeconomic and trade policy making under occupation, p.12.




3. Trade

We have seen that since 1995 positive economic change within the PTs, did
not take place, rather economic structures remained relatively the same,
conditions and the characteristics of production relations, productivity, and
efficiency if not similar to what they were have actually deteriorated. One
outcome of Israeli policy is that, the productive capacity of firms across major
sectors rarely exceeded 60%.*° In addition to there are extra costs of trade, as
will be shown below, have made a more advanced form of division of labor
and specialization, necessary for benefiting from comparative advantage
beyond reach of Palestinian enterprises.

This is not to mention the eventual advantage of economies of scale that
access to foreign markets would allow them. Looking at prevailing trade
relations, conditions and structure of trade between the two entities, and
that with third countries via Israel, the same conclusion can be made about
other sectors of economic activity. As Table III above shows, by 2009 Israel
continues to be the commanding trading partner, accounting for 74% of
West Bank Palestinian imports (from and through), and for over 87 of their
exports. This has been the state of affairs since the mid 1970s.

The Paris Protocol advocated free trade between Israel and the areas
under the Palestinian Authority’s control, with the exception of quantitative
restrictions on six agricultural products to be phased out by 1998. Weather
these have been phased out, or not, is not clear. It was reported by an egg
farmer, interviewed for this study, and eggs being one of the products on the
list, it was found that he was not allowed to export to Israel. He is fervently
keen on gaining access to the Israeli market, because according to him, he
could sell at a price on average 25% higher than that which he can fetch in
the local Palestinian market of the Rammallah enclave. However, when a
capital intensive, irrigated farm owner was asked if he can export vegetables
which were on the list, such as cucumbers and tomatoes, he answered in the
affirmative. This is indicative of Israel’s selective implementation of the
Paris Protocols, and its ability to impose its will as it pleases, with the aim of
serving its interest only.

The Protocol also provided the PA the provision that it would be allowed
limited flexibility in import policies on two lists of goods but fixed the
quantities allowed to be imported of these goods, (Al and A2 as identified in
the Protocol), it also allowed the PA to import unlimited quantities of a long

30. World Bank, 2006, p. 18.




1995 Total |394,177]1,658,191{ (1,264,014) 100%
With [ Israel |364,031]1,460,379] (1,096,348)| 92% 88% 87%
With [Jordan| 24,200 | 8,745 15,455] 6% 1% -1%
With [ Other | 5,946 | 189,067 | (183,121 2% 11% 14%
1996 Total |1339,467]2,016,056{ (1,676,589) 100%
With | Israel [319,247]1,743,190] (1,423,943)| 94% 86% 85%
With [Jordan| 15,303 | 6,990 8,313 5% 0% 0%
With [ Other | 4,917 | 265,876 | (260,959 1% 13% 16%
1999 Total |372,148]3,007,227| (2,635,079) 100%
With [ Israel [360,462]1,853,648] (1,493,186)| 97% 62% 57%
With [Jordan| 8,435 | 24,556 16,121) 2% 1% 1%
With [ Other | 3,251 ]1,129,023) (1,125,772)[ 1% 38% 43%
2000 Total |1400,857]2,382,807 (1,981,950) 100%
With [ Israel [369,680]1,739,541] (1,369,861)| 92% 73% 69%
With [Jordan| 8,185 | 24,556 16,371 2% 1% 1%
With [ Other | 22,992 | 618,710 | (595,718)[ 6% 26% 30%
2008 Total |558,4463,466,168| (2,907,722) 100%
With [ Israel [499,423]2,794,829] (2,295,406)| 89% 81% 79%
With [Jordan| 34,122 | 48,122 (14,000)] 6% 1% 0%
With [ Other | 24,901 | 623,217 | (598,316)[ 4% 18% 21%
2009 Total |518,355]3,600,785( (3,082,430) 100%
With | Israel |453,494]2,651,129] (2,197,635)| 87% 74% 71%
With [Jordan| 28,855 | 48,122 (19,267) 6% 1% 1%
With [ Other [ 36,006 [ 901,534 | (865,528) 7% 25% 28%

Source: CBS, Statistical Abstract of Israel 1991, (Jerusalem, CBS), No. 42,
Table 27.11, p.719.

PCBS, Foreign Trade Statistics Main Results, Various Issues.

Of behaviour. However, in the PTs it continued and by 2012 the private
and public sectors combined, accounted for 70% of GDP, and 55% of
employment.

As shown above, expropriation and dispossession, and integration and
externalization of Palestinian land, resources and markets continues
unabated, integration of this land and resources, as well as Palestinian factor
and product markets has intensified, with a deepening of dependence of
Palestinian factor and product markets on external relations with Israel as
the only source for indigenous economic growth and therefore development.




level share to GDP. It has hovered at around 48%. Given the restrictions,
and the de-development taking place in the other sectors, and given the
marginal but somewhat significance of the level of employment in Israel and
in the settlements by Palestinian workers, and given the grants from donor
countries to support the PA’s fiscal deficit, this sector continued to grow.
Since 1995 the public sector has grown spectacularly. It has grown in its
contribution to GDP from 12.5% in 1995 to over 27.2% in 2011, and then
falling to 21% in 2012. This fall is most probably a consequence of donor
countries insistence to put a stop to the practice of the PA being an employer
of last resort. Unfortunately this pressure only materialized as a consequence
of the fiscal crisis confronting the donor countries. When the PA came into
existence in 1995, it over-employed individuals on the basis of political and
power-relations. Most of this employment was meant to reward its cronies,
its political supporters and party members, and to solve the unemployment
problem. This was done at a time when most developing countries of the
world had recognized the unsoundness of this policy and were in the process
of reversing this kind

Table III: The Value and Percentage of Exports and Imports Between
the West Bank, Israel and Jordan (thousands of US dollars)

Percentage

Exports| Imports | Balance |Exports{Imports| Balance

1970 Total | 30,500 | 64,900 (34,400) 100%
With [ Israel | 16,300 | 54,700 (38,400)] 53% 84% 112%
With [Jordan| 13,800 | 3,600 10,200 45% 6% -30%
With [ Other [ 400 6,600 (6,200)] 1% 10% 18%

1975 Total |109,000{ 230,100 | (121,100) 100%
With [ Israel | 69,900 | 204,000 | (134,100)| 64% 89% 111%
With [Jordan| 34,700 | 5,000 29,700] 32% 2% -25%

With | Other | 4,400 | 21,100 (16,700)] 4% 9% 14%

1980 Total |189,000{ 403,700 | (214,700) 100%
With [ Israel [111,300] 350,500 | (239,200)| 59% 87% 111%
With [Jordan| 76,000 | 5,500 70,500 40% 1% -33%

With [ Other | 1,700 | 47,700 (46,000)] 1% 12% 21%

1987 Total |228,200{ 639,100 | (410,900) 100%
With [ Israel [160,500] 580,700 | (420,200)| 70% 91% 102%
With [Jordan| 66,400 | 9,400 57,0001 29% 1% -14%

With [ Other | 1,300 | 49,000 (47,700) 1% 8% 12%




to 1995, consistently rising from just under six percent in 1971 to over 16
percent in 1987. This is a reflection of the growing demand from population
growth financed by rising household incomes, primarily derived from wage
income in Israel and remittances. The major investment activity over those
two decades was in construction. Since 1995 constructions’ share in GDP
has vacillated, mainly a reflection of the uncertainty and the on-again and off-
again negotiations between the PLO and Israel. The share of employment
and its growth in construction have been moderate, accounting for a high of
19% in 1995 averaging around 15% up to 2012 and falling to 12% for the first
half of 2013 as shown in Table II above. Growth in employment rose from
around 51,000 in 1998 to around 62,000 in 2013 (around 17%), but if we
were to look at the previous year it reached over 78,000 or a steady increase
of 35% from 1998. This sector is highly dependent not only on economic
conditions, but as mentioned above on security and political condition.

A major shift within the economy that took place between 1970 and 1987
was a move towards services, primarily non-government services. The
contribution of the service sectors has shown significant growth, and by 1987
accounted for over 57.7 percent of GDP. This growth has primarily been
in the private service sector. The contribution of private services (" other
services’) to GDP has grown from around 34 percent in 1970 to 47 percent in
1987. The contribution of this sector was pronounced, and it is not common
for an economy with industrial and agricultural sectors at that level of
development. On the other hand, during the same period, services provided
by the government have shown a consistent decline, falling from just over 15
percent in 1970 to around 10 percent in 1987. The rise in the share of public
services between 1981 and 1985 was primarily due to the political decisions
deriving from the Camp David peace accords. These decisions include
imposing a “civil administration’, and establishing and financing " Village
Leagues’® as an alternative leadership to the PLO. The drive to create facts
on the ground by building more settlements also contributed.”

After 1995 the private services sector continued to provide an above normal

28. The Village Leagues were sponsored, financed, and armed by the military authorities as
an alternative leadership to the PLO. Between 1981-83 the Village Leagues received $20.8
million from the public budget (see Benvenisti, M. (et al), (1988), p.220).

29. By 1986 a total of 109 Jewish settlements had been built on the West Bank, 60 of which
had been established between 1980 and 1985. The building of roads, electrical and tele-
phone grids serving these settlements is partially financed by the military government, and
this spending is included in the item “public services> of the West Bank GDP figures used in
Table 1.




reveals that over 73 percent of agricultural labour is unpaid family labour,
and less than 27% are paid workers®.

This data is a reflection of the deteriorating conditions within the agriculture
sector, namely a labour intensive, low productivity, dry farming fellah
mode of production, where production is mainly for use value (household
consumption), as reflected in the fact that most of the olive production in a
poor year is consumed by the fellah family. It also functions as a marginal
source of income during times of unemployment. The area cultivated in
1995 is more or less the same area cultivated today, a little over 1.8 million
dunums (1dunum=0.22 acre, or 10 dunums = 1 hector), yet it is reported to
‘employ’ double the amount of labour. In essence the agricultural sector
has deteriorated in terms of productivity, and specialization, mainly due
to the Israeli restrictions on market transaction, not only between the PTs,
and Israel, but also between Palestinian islands of Area A, B, and C. This
is reflected in the price differentials and wage differentials between the
different islands. These conditions have intensified since the Oslo period,
which indicates that the Israeli policies leading to the development of de-
development have intensified.

Industry, although growing from a little over 7% in 1987 to 13.1% in
2012, continues to account for an insignificant share of GDP with the bulk
of establishments continuing to consist of small scale, labour intensive
workshops. Furthermore, the number of establishments that is the size of
the sector is problematic. Many of these workshops, before 1995, during
direct Israeli rule, did not register and license their shops with the relevant
authorities, rightly from fear of being over taxed. Many workshop owners
once they found the PA less oppressive did register. However, many have
recently decided not to register, once the PA started demanding one year
advanced payment on their taxes.”” Industrial contribution to GDP has
been and remains meagre, accounting for around 13% of GDP. Although
the share of GDP from industry has recently declined, the absolute value of
output of this sector has grown. By 1980 the real value of industrial output
increased. Yet the total value of industrial output in 2012 (around $1.06
billion) accounted for less than 26% of imported manufactured goods and
less than 11% of gross national income (GNI).

The growth in the contribution of construction was most significant prior

26. Palestinian Central Bureau of Statistics press release May 8, 2012.
27. Based on interviews with a number of workshop (stone cutters, aluminum-smith, and
steel-smiths) owners in villages in the Ramallah district.



1998 14% 23% 17% 47% 100%
1999 12% 24% 17% 48% 100%
2000 14% 22% 15% 49% 100%
2001 13% 18% 15% 55% 100%
2002 15% 13% 14% 58% 100%
2003 16% 14% 14% 56% 100%
2004 18% 13% 14% 56% 100%
2005 16% 14% 15% 55% 100%
2006 19% 13% 15% 54% 100%
2007 17% 14% 15% 54% 100%
2008 15% 14% 15% 55% 100%
2009 14% 16% 15% 56% 100%
2010 13% 17% 14% 56% 100%
2011 13% 17% 14% 56% 100%
2012 13% 17% 15% 55% 100%
2013 12% 16% 12% 60% 100%

Source: Up to 1990: Israel, CBS, Statistical Abstract of Israel, Various Issues.

PCBS, Labour Force Survey Annual Report, (Ramallah — Palestine,
Palestinian Central

Bureau of Statistics) Various Issues.

a: Includes employed in government and community services, and electricity
and water

services of the local authorities, transport, trade.

1995 the absolute number of those employed in agriculture also fell
significantly from a little over 42,000 to a little over 32,000 however, since
1995 the number considered employed in agriculture has risen significantly
and steadily to total over 64,000 in 2013. Of these over 55% work 14 or less
hours a week, 22% work between 15-34 hours per week and only 8.8% work
35 or more per week.” Of these only 2.4% are paid permanent employees,
35% are unpaid permanent family labour, and 24.3% are temporary paid
employees, whereas 38.2% are temporary unpaid family labour. This data

25. PCBS, Labour Force Survey Annual Report: 2010, p.100




The share of agriculture in GDP has steadily declined from an average of
30 percent in the period 1970-1982 to less than 6% in 2012. Although the
share of GDP from agriculture has declined, the total output has increased
significantly, reflecting rising productivity within the sector. However, the
value of agricultural output has not risen as fast as output and during some
years the value of total output has declined. Prices of agricultural goods have
been restrained by competition from subsidized Israeli produce. Agriculture
has also experienced a total shift in the makeup of output. The share of use
value crops, such as wheat, barley, and pulses has been declining the most;
and the cash crop, mainly olive, has been raising the most but in recent years
its prices have steadily declined. The output of vegetable cash crops has
increased significantly, but this has been concentrated in irrigated farming
areas, which account for 86.4%> of the total cultivated area with vegetable
crops. In the dry farming hill region vegetable output levels have declined,
and what continues to be cultivated is for use value.

The proportion of labour involved in agriculture has decreased significantly
over the years from 35% in 1975 to around 12% in 2013 (see Table I below).
Between 1970 and

Table II: Distribution of Employment by Economic Activity Within
Palestinian Territory of the West Bank

A;:;;ty Agriculture Mﬁ:ﬁ}giﬁ?&g Construction | Services® Total
1970 43% 15% 8% 35% 100%
1975 35% 16% 8% 41% 100%
1980 33% 15% 11% 41% 100%
1985 27% 16% 12% 44% 100%
1990 30% 16% 11% 44% 100%
1995 13% 20% 19% 48% 100%
1996 16% 18% 18% 48% 100%
1997 15% 19% 17% 49% 100%

card holders) from having their vehicles serviced by West Bank mechanics. Israeli authorities
have an ongoing campaign patrolling and giving fines to violators, mainly in the areas on the
outskirts of East Jerusalem.

24. Palestinian Central Bureau of Statistics press release May 8, 2012. http://www.pcbs.gov.
ps/Portals/_pcbs/PressRelease/MOA-PCBS2011Agri_E.pdf




From 1995 onwards:

PCBS, National Accounts at Current and Constant Prices, (Ramallah,
Palestine, Palestinian Central Bureau of Statistics, March, 2011) Various
Issues.

a: Includes community services, and electricity and water services of the
local authorities before 1995. PCBS includes water supply, sewerage, waste
management and electricity under Manufacturing.

b: Includes transport, trade, ownership of dwellings, and errors and omissions
before 1995, after 1995 it includes PA security services spending.

Movement of goods and people both within the PTs and through Israel to
the rest of the world is driven and enforced with varying degree according to
Israel’s interest on the one hand, and to a much lesser degree on the vacillating
pressure on Israel to ease the inhuman restriction from the international
community on the other hand. However, this along with construction of
the separation wall have fragmented the PTs economic space, and further
reduced the PTs productive potential.

2.1 Economic Realities Pre-and Post- Oslo

The trend of Palestinian economic activity since the occupation in 1967
which continued after Oslo, and the establishment of the PA in1994-95, has
been distorted. The share of tradable sectors has steadily declined, as Table
I above shows. These sectors, agriculture and manufacturing, accounted for
less than 19 percent to gross domestic product (GDP) in 2012 a trend that
has continued since 1995. The trend between 1975 and 1987 has been a
move from agriculture to services, a decline in the share of industry, and a
rise in the share of construction. These changes were directly and indirectly
related to the developments of the market for Palestinian labour in Israel and
the emergence of the West Bank as a protected market for Israeli commodities.
Since 1995 the labour market in Israel and settlements, although showing a
revival, is not the major factor inducing change. Since 1987, the move from
agriculture continues, industry has declined since 2004, falling to 13.1% in
2012 from a high of over 19% in 2004. The major development since 1995
is the continued growth in the service sectors, primarily the public sector, but
also the private sector. The continuation of the trend is primarily due to Israeli
control and restriction of Palestinian markets, including labour, trade, services,
and financial and even non-tradable services.”

23. Israeli authorities forbid Israeli citizens and residents (mostly Palestinian Jerusalem 1.D.




time and distance Palestinians now have to travel between cities within
the PTs, and has significantly increased transport and therefore transaction
costs of trade, both within the PTs, and with other countries. This physical
fragmentation and sophisticated system of restrictions on the

Table I: Percentage Distribution of Gross Domestic Product (GDP) by
Sector In the Palestinian Territory of the West Bank

Activity) Mining and . Admli):ils):ircation -
Year Agriculture Manufacturing Construction andDeforses Services”| Total
1975 30 8.2 15.5 13 333 100
1979 29.6 6.0 16.0 11.2 37.2 100
1980 37.1 6.7 11.2 9.8 352 100
1985 20.1 7.7 16.2 13.9 421 100
1987 18.7 7.3 16.3 9.8 479 100
1995 13.6 18.6 8.8 12.5 46.5 100
2004 6.5 19.2 5.3 26.2 42.8 100
2005 5.3 19.3 5.9 27.0 42.5 100
2006 52 17.9 7.7 27.8 41.4 100
2007 4.9 19.3 54 25.1 453 100
2008 5.0 15.7 4.2 26.0 49.1 100
2009 4.9 15.4 43 27.6 47.8 100
2011 5.2 14.5 8.8 27.2 443 100
2012 5.8 13.1 11.1 21.9 48.1 100

Source: Van Arkadie, B.V.,Benefits and Burdens: A Report on the West Bank
and Gaza Strip Economies Since 1967, (New York, Carnegie Endowment
For International Peace, 1977), p.27;

Mazur, M.P., Economic Growth and Development in Jordan, (London,
Croom Helm, 1977), p.20;

CBS, Statistical Abstract of Israel, (Jerusalem, Central Bureau of Statistics),
Various Issues.




Bank report concluded that if Palestinians are to regain unrestricted access
to their land, water and resources in Area C, the impact on economic activity
and growth would be significant. The Bank estimated that it would directly
increase GDP of the PTs by 2.2 billion dollars per annum, and indirectly add
a further 1.2 billion dollars to its GDP.*!

The physical fragmentation is further intensified by a network of by-pass
roads (the land expropriated from Palestinian owners by means of ‘requisition
for military needs’) built to serve settlers whereby they can avoid passing
through Palestinian communities. Israel restricts Palestinian travel on these
roads, and on some of the roads Palestinian travel is completely prohibited*.
In addition to this an oppressive system of fixed checkpoints, surprise flying
checkpoints, physical obstructions, and gates along the Wall limit Palestinian
movement. In February 2013, there were 98 fixed checkpoints in the West
Bank. Of these 58 are internal checkpoints, which are situated well within
the West Bank. Forty of the fixed checkpoints are the last inspection
point before entering Israel, although most are located a few kilometres
east of the Green Line, or just outside the entrance to Jerusalem. All these
checkpoints are staffed regularly, and are closed when not staffed. At some
of the checkpoints, Israel prohibits crossing for private Palestinian vehicles,
apart from those with special permits. The wall, which was built mostly
inside the West Bank, further impairs Palestinian movement. As of February
2012, there were 35 checkpoints (included in the checkpoint data above)
along the Wall. In addition there are around 60 agricultural gates intended
to enablePalestinian farmers who live on one side and have farmland on
the other side of the Wall to get to their land. Crossing at these checkpoints
and gates is conditioned on a special permit and by prior coordination with
the military ‘Civil Administration’. In recent years, Israel has reduced the
number of permanent permits enabling access to land and communities
situated on the western side of the Wall and have limited the permits it issued
to short, fixed periods.

The restrictions enable Israel to control Palestinian movement throughout
the West Bank as suits its interests. This has significantly increased travel

21. World Bank, (IBRD), West Bank and Gaza Area C and the Future of the Palestinian Econ-
omy, (Washington D.C., World Bank Publication, October 2, 2013), pp. viii-x.
http://www-wds.worldbank.org/external/default/WDSContentServer/ WDSP/IB/201
3/10/03/000456286_20131003173450/Rendered/PDF/AUS29220GZ0Are030Box-
379840B00OUO090.pdf

22. B’Tselem, Forbidden Roads: Israel’s Discriminatory Road Regime in the West Bank, (Je-
rusalem, Information Sheet August 2004), p.4.




the Occupied Territories) “The fundamental truth is that [land] was seized
from Palestinian residents by illegal and unfair proceedings. The fundamental
truth is that the settlements [built on expropriated land] have been a continuing
sources of violations of the human rights of the Palestinians, among them the
right to freedom of movement, property, improvement in their standard of
living, and self-determination. In essence ... the settlement enterprise in the
Occupied Territories has created a system of legally sanctioned separation
based on discrimination that has, perhaps, no parallel anywhere in the world
since the apartheid regime in South Africa.”"’

The integration and externalization is further physically intensified by
the presence of 125 illegal Zionist settlements, recognized by the Israeli
government as “‘communities” governed by Israeli civil laws, thus integrating
these areas into the Israeli political, economic and cultural domain, and
while at the same time excluding the indigenous Palestinian inhabitants
who continue to live under military rule and law. There are also around
100 outposts in Area C, these are settlements, not recognized by the Israeli
government but many were established with Israeli government assistants
and have been allowed to exist. Furthermore there are 12 settlements built
on confiscated land surrounding the Palestinian part of Jerusalem occupied
in 1967, in a way that isolated it and its Palestinian inhabitants from the
PTs. This is another island of over 280 thousand Palestinians living under a
unique and oppressive de-development regime.

At the end of 1993 (at the time of the signing of the Declaration of Principles)
the population of the settlements in the West Bank (including settlements in
East Jerusalem) totaled some 247,000'®. Today over half a million settlers
inhabit the settlements and outpost, of which over 190 thousand inhabit
the Jerusalem settlements.'” Over all, the reported territory that settlements
control, and are off-limits to Palestinians, except as cheap unskilled labor,
amounts to approximately 42 percent of the West Bank land, or 66 percent of
Area C.” In the remaining 34 percent of Area C, Palestinians are not allowed
to develop infrastructure, agriculture, urban growth, etc. A recent World

17.Ibid, p. 7.

18. Ibid, p. 8.

19. B>Tselem - The Israeli Information Centre for Human Rights in the Occupied Territories,
Statistics on Settlements and Settler Population, (Jerusalem, Published: 1 Jan 2011, Updat-
ed: 8 Aug2013).

20. World Bank (IRBD), Fiscal Crisis, Economic Prospects, The Imperative for Economic
Cohesion in the Palestinian Territories, Economic Monitoring Report to the Ad Hoc Liaison
Committee, (Washington D.C., World Bank Publications, September 23, 2012).P.13.




The Paris Economic Protocols rendered the commercial relationship with
Israel within the framework of what is inappropriately often referred to as
a “quasi customs union” and not an integrated and externalized market as
the de-development model would identify it as. In a normal customs union
Palestinians, and not Israel, would have control over border crossings and
therefore customs clearance and collection of border charges. Furthermore,
Palestinians would have access to third country markets, and not be limited
to markets dictated by Israeli trade agreements and interest.

First and foremost the PTs are more fragmented geographically, by both
administrative designations, and by physical barriers either in the form of
military manned barriers, unmanned gates, concrete blocks, and a wall. The
Oslo Accords agreed upon by the PLO and Israel divided the PTs into three
parts. In area A the newly designated Palestinian Authority (PA) was allowed
security and civil authority, in Area B the PA has civil authority, and Israel has
security authority, and in Area C Israel continues to have complete authority.
The Gaza Strip has been under siege since 2007 by the Israeli military and
movement into and out of this area of goods, services and people has been
restricted since 2000, and since 2007 has been almost sealed off.

This geographical fragmentation of the PTs, placed over four million
Palestinians in ‘islands’ or blocks of internal self-rule, Area A consists of
11 separate islands and comprises almost 18 % of the West Bank, Area
B, consisting of 120 islands, and make up almost 22% of the West Bank
land area. These islands are separated from each other by Area C with over
60% of the West Bank area. Even before it was designated Area C, this part
of the PTs was under continuous attack of expropriation and dispossession,
as well as integration and externalization, aaccording to Benvenisti, “This
was achieved through elaborate mechanisms and quasi-legal procedures...the
system was so well developed [over the years] that land alienation became
routine....”> The mechanisms of expropriation and dispossession , and the
integration of settlements and externalization of Palestinians continue to be
implemented and consist of: the declaration and registration of land as
“state land”, requisition for military needs, declaration of land as abandoned
property, and the expropriation of land for public needs.'®

According to B’tselem (The Israeli Information Centre for Human Rights in

15. . Benvenisti, M., «1986 REPORT: Demographic, Economic, Legal, Social and Political
Developments in the West Bank», (Jerusalem, West Bank Data Project, 1986), p.25.

16. For a detailed discussion of these mechanisms see, B’Tselem, LAND GRAB Israel’s
Settlement Policy in the West Bank, (Jerusalem, , May 2002), pp. 47-62.




with a promise that this would be increased by 28.6 mcm/year'® by the end
of the interim period. Furthermore, Article 40 stipulates that all decisions,
even the agenda of the committee meetings, its procedures and other matters
are to be made by the Joint Water Committee (made up of equal number of
Palestinian and Israeli members), these must be arrived at by consensus thus
giving Israeli veto power over any issue to be or not to be discussed, and any
water related project or development to be allowed.

In addition to the Joint Water Committee (Article 40) a host of other Joint
Committees was established to deal with critical sectors within the PTs and
regulate what could be done and not done by the Palestinians. These include
a Joint Coordination and Cooperation Committee for Mutual Security
Purposes (JSC, Article III Annex I), the Joint Civil Affairs Coordination and
Cooperation Committee' (CAC Article 1), the Joint Committee to oversee
a Fund of insurance deductions of Palestinian workers in Israel, (Article
19), a Joint Telecommunications Committee (JTC, Article 36), the Joint
Economic Committee (Article II of the Paris Protocol), in addition there is a
long list of sub-committees dealing with sub issues relating to each field. It is
through these committees that any change in the status quo can be attained,
and given the experience of the past 20 years, very little has changed in the
policies producing de-development. For example, to date, the Israelis have
not allowed Palestinians to install communication infrastructure in Area
C, and in Jerusalem, thus forcing the two Palestinian wireless operators to
purchase the services Israeli companies operating freely in Area C of the
PTs, thus increasing Palestinian costs, and transferring scarce capital that
could otherwise have been invested to develop Palestinian infrastructure.
This has also excluded the more than 280,000 Palestinians in Jerusalem
from the Palestinian market. In addition to this, Israel continues to forbid
Palestinians from incorporating third generation (3G) technology, who
can only continue to use the limited and outdated second generation (2G)
technology. Consequently, many Palestinians in the West Bank have turned
to Israeli providers for this service.

13. Before 1967 Palestinians had access and used most of the 100 to 120 mcm/year available.
It seems that Israel reduced this amount by various de-development policies, to 70 to 80 mem/
year and agreed to allow reclamation of the 28.6 mcm/year and not mainly from the same less
costly sources but from the eastern aquifer, which is mostly brackish water and more costly
to refine.

14. This committee also had responsibility to “Matters arising with regard to infrastructures,
such as roads, water and sewage systems, power lines and telecommunications infrastructure,
which require coordination according to this Agreement.” See the Oslo Accords.




first half of 2013 fell for the first time since 2002." Historically, this has
been the norm of economic activity in the PTs since 1967, a roller coaster
of ups and downs, with no development of a vibrant economic structure that
can pave the way to sustained economic growth. On the contrary, economic
activity has been characterized by extreme dependency on Israel, sectoral,
and market fragmentation, and internal erosion. This state of affairs has been
and continues to be determined by Israeli policy. This policy has been shaped
primarily by ideological imperatives of land expropriation and dispossession,
which informed the political and security policies, and secondarily by
the interests and needs of the Israeli economy let alone the interests of the
Palestinian people.

The Oslo Accords and the Protocol on Economic Relations, known as the
Paris Protocol, were expected to change this state of affairs between the two
sides. Furthermore the latter specifically claimed “This protocol lays the
groundwork for strengthening the economic base of the Palestinian side, and
for exercising its right of economic decision making in accordance with its
own development plan and priorities.”'? These agreements were designed to
cover a period of five years, after which final status relations and conditions
of the two sides would be determined. Yet 20 years later they continue to
determine the terms under which Palestinians live under. Upon reading and
then studying the agreements, one can reasonably conclude the Accords and
the Paris Protocol not only formalized the pre-existing settler colonial power
relations with the Palestinians, but allowed Israel to intensify and extend its
policies of de-development to levels undreamed of before the Oslo accords.

The observation that the Accords formalized the occupation relationship
is most evident by stipulation that all military orders up to the signing of
the agreement remain in force until final status relations are agreed upon.
Furthermore, access to water, which is a vital economic resource, and any
additional access to water and development of water infrastructure, even in
Areas A and B, continues to be controlled by Israel, as revealed by Article 40
of the Accords. This article limited access to water to the agreed upon “future
needs” of the Palestinians in the West Bank at between 70 — 80 mcm/year,

11. World Bank, (IBRD), Economic Monitoring Report to the Ad Hoc Liaison Committee,
(Washington D.C.,World Bank Publication, September 25, 2013), www.worldbank.org/ps,
http://siteresources.worldbank.org/INTWESTBANKGAZA/Resources/ AHLCreportSep-
2013final.pdf, p.4.

12. See the Preamble to the Protocol on Economic Relations between the Government of
Israel and the P.L.O. representing the Palestinian people, p.3.




and which continue to be applied today, these are:

Low levels of government investment and social and economic infrastructure
where none has been allowed in Area C;

The absence of financial and institutional support structure for Palestinians
such as union organizing, the creation of industrial zones, the establishment
of factories, cooperatives, and other business enterprises;

The expropriation of land and water, coupled with prohibitions on land and
water-use planning;

Restrictions on the development of public and private utilities and
infrastructure;

Restrictions on foreign trade and the lack of protection from Israeli imports;

The inability of Palestinians to determine trade regimes such as tariffs, levies,
and import/export licensing (theoretically the PA can grant these licenses,
but would not worth more than the ink and paper when presented to the
Israeli trade gatekeepers).

Other development theories will not shed light on the Palestinian case,
because according to Roy, development is a relative process that must
be understood in its own context and not according to some prescribed
theoretical model or externally imposed definition. The deformation of the
Palestinian economy is not the result of international economic relations, the
dominance of industrial capitalism, or exploitative market relations, than of
the imposition of Israeli military power and physical force.

2. Economic Activity in the Palestinian Territories (PTs)

In 2006, a World Bank assessment of the PTs concluded that the “Overall
economic growth performance over the last fifteen years has been dismal,...”'°,
and recently another World Bank report found that economic activity in the

industrial and commercial licensing, agricultural production planning; the establishment of
factories, cooperatives and other businesses; restrictions on research and training.

10. World Bank, (IBRD), West Bank and Gaza Country Economic Memorandum Growth
in West Bank and Gaza: Opportunities and Constraints, Volume 1: Main Volume (In Two
Volumes), Social and Economic Development Group Middle East and North Africa Region,
(Washington D.C., World Bank Publication, September 2006), http://www-wds.worldbank.
org/external/default/WDSContentServer/WDSP/IB/2006/10/24/000011823_2006102412570
8/Rendered/PDF/36320.pdf, p.iii.




employer, and a stagnant industrial sector, which we will show have not
improved even after the Oslo agreements.

The third policy of deinstitutionalization according to Roy is the logical
consequence of dispossession and externalization. Since Oslo the Palestinians
have had the freedom to partially rectify the damage done by Israeli policy
in this realm. There has been significant success in the establishment
and development of Palestinian governing institutions carried out by the
Palestinian authority. Prior to the Oslo Accords, when under direct Israeli
military rule Palestinian institutions were destroyed, and the inter- and extra-
institutional relationships marginalized. To some extent these have been
restored as well as a system linking the governmental and non-governmental
sectors, which are necessary for collaboration and cooperation to implement
development policy. These would include the spheres of financial, credit, and
banking systems, local government and authority structures, educational and
health institutions. Although the rehabilitation of the relationship between
these institutions and government is proceeding, it has a long way to go so as
to fulfil its role in the development process. Again here the restricting factor
are Israeli policies still in force and still imposed despite the Oslo Peace
Accords.

However, major structural reform, institutional development and
infrastructural growth continue to be confined within narrow structural
parameters. One example of this given by Roy is to be, ““...found in Palestinian
industry where, for more than two decades, product lines have remained
labour-rather than capital-intensive.”” And for more than an additional two
decades after the Oslo Accords Palestinian industry is still labour- rather than
capital-intensive. Again, despite the formulation of a National Development
Plan by the PA, the lack of freedom and capacity of the latter to implement
this policy, renders the change that is taking place today is as Roy described
it in the pre-Oslo period as “...often limited to services, [and] has largely
fallen to the initiatives of the informal sector and international agencies.”

Oslo did not give the PA the authority nor did it allow the PA unfettered
access to the resources and therefore capacity to confront let alone alter
the major policies that contribute to de-development, as can be shown by a
partial list® of policies identified by Roy as contributing to de-development

7. Ibid, p. 131
8. Ibid, p. 131
9. The list provided by Roy is longer, and includes policies which are no longer in the realm
of the military authorities, except of course in Area C, such as limitations on the process of




its indigenous Palestinian inhabitants, has historically had and continues to
be possible because the Zionist movement and then its state, Israel, have
enjoyed both the power (military) and more or less unquestionable support
of the prevailing super-powers.

The mechanisms of economic de-development in the PTs have been shaped
by a set of policies derived from Zionist ideological imperatives, and are
categorized by Roy as:

i. expropriation and dispossession,
ii. integration and externalization, and
iii. deinstitutionalization.

According to Roy, “These policies...have contributed to de-development by
dispossessing Palestinians of critical economic resources [primarily land
and water]| or factors of production needed to create and sustain productive
capacity; by creating extreme dependency on employment in Israel as critical
source of GNP growth; and by restricting the kind of indigenous economic
and institutional development that could lead to structural reform and capital
accumulation in the industrial sector, in particular.”®

The policy of integration and externalization in addition to creating
dependency on employment in Israel also reoriented labour to the Arab and
other states, as well as redirecting labour out of agriculture and industry. It
also directed trade mainly with Israel, and rendered trade with the rest of the
world decidedly dependent on Israel, and making indigenous agriculture and
industry, necessary for development, dependent on export trade.

These policies, according to Roy, not only transferred resources away from
the PTs to Israel’s economy but also delinked local economic activity, i.e.
employment, trade, personal income, from market forces, and subordinated
and made them dependent on the demands of the Israeli economy and since
Oslo, I would add, on donor country transfers. Consequently these policies
led to the ‘attenuation and disablement of the Palestinian productive base as
well as the productive capacity, the rise of the service sector as the largest

may hurt a bit.’... So, he decided to continue living with it. ... There are situations where
deceptive striving for perfection is liable to cause a disaster.” To make sure his audience un-
derstood what he meant he continued to say, “The attempt to establish a Palestinian state in
our homeland is over; it has reached a dead end.” See AL-Monitor at http://www.al-monitor.
com/pulse/originals/2013/06/naftali-bennett-blunt-speech.html

6. Roy, S., p. 130.




Why would Israel do this you may ask? Roy answers that, “...Israel, which
meets the four main criteria for a settler state..., is nonetheless different
in one key respect: ...Israel never sought to promote the interaction of
Palestinian society with its own,...Rather, it sought primarily to dispossess
the [Palestinian] Arabs of their economic and political resources with the
ultimate aim of removing them from the land, making possible the realization
of the ideological goal of building a strong, exclusively Jewish state.”* This
has been the basis of Zionist political, economic, social and cultural activity
since the Mandate period, and continues to be the case under the Oslo
process. The ideological goal of cleansing the Palestinians from their land
continues to be the driving force today.

This overriding policy is evident by statements and positions taken by the
present (33ed) Israeli government of Benyamin Netanyahu, who consistently
insist on Palestinian recognition of Israel as a Jewish State. This is further
supported by the position and statements of Naftali Bennett, a major and
essential partner of the present government, and the leader of HaBayit
HaYehudi (The Jewish Home) political party. He is also the Minister of
Industry, Trade, and Labour, Minister of Religious Services, Minister of
Jerusalem and Diaspora Affairs, and a Member of the Foreign Affairs and
Defence Committee. Bennett is known for his extreme right wing religious
Zionist views, which are reflected in a recent authorship of the “The
Tranquilizing Plan”. This plan proposes a one state solution to the Palestinian-
Israeli problem. According to Bennett Israel should unilaterally annex Area
C, as it did to Palestinian Jerusalem; authority over the Gaza Strip should
be transferred to Egypt; and Area A and Area B would remain with
the Palestinian Authority (PA) as self-ruling Palestinian islands, however
under the security umbrella of the IDF and Shin Bet to «ensure quiet, suppress
Palestinian terrorism and prevent Hamas from taking over the territory”.
Bennett is reluctantly willing to compromise and allow Palestinian islands
within the Jewish state because as he lamentably concedes that Israel must
learn how to live with the Palestinians, like you do, according to him, with
shrapnel in the butt’. This ideological quest of cleansing as much land of

4.1bid, p. 4-5.

5. In a speech to the settler Judea and Samaria Council on July 17, 2013 Bennet said, “I'll tell
you a quick story. I have a friend called Yoav. He served in the IDF [Israel Defence Forces]
Golani Brigade and in a clash; shrapnel got stuck in his butt. I came to visit him in the hospital,
and he told me, ‘Look, I have this shrapnel. ... According to the doctors, I have two options:
either to have an operation to remove the shrapnel, running the risk of becoming handicapped,
crippled for life, or to leave it there, although from time to time, at the change of seasons, it




PTs and other countries, but more important it also allows us to explain the
phenomenon arising out of the absence of free trade within the PTs, and
confirms the observation by various sources that the PTs are composed of
islands of socio economic activity. It also explains economic data collected
by the Palestinian Central Bureau of Statistics, and the World Bank, which
shows significant differentials in both prices of the same good, and wages for
the same type of labor in different regions of the PTs.

Theoretical models provide the general reference and explanatory support to
understand observed phenomenon, yet the free trade model discussed above
falls short of explaining the total picture. For example, why is Israel unwilling
to allow economic activities, such as free trade, that would not only benefit
the PTs but its own economy as well? Free trade theory cannot provide an
answer; it can only illustrate the forgone gains from the absence of free trade.
Therefore, an attempt will be made to utilize an additional paradigm to shed
further light on the questions posed by this paper. Traditional development
theories, whether Modernization Theory, or Dependency theory, are unable
to incorporate and deal with certain developments, such as destruction of the
peripheral economy.

An appropriate model that will help us understand the relationship between
the PTs and Israel, and the consequences of this relationship is elaborated
by Sara Roy? in her study of the Gaza Strip, and which she called “The
Political Economy of De-Development”. Although her study focused on the
Palestinian Territory of the Gaza Strip, her paradigm as she insists, applies
to the West Bank as well. This model is specific to the Palestinian Israeli
case and provides a realistic explanation of historical and contemporary
developments between the Zionist and the Palestinians. The essence of the
argument is that the relationship between Israel and the PTs is unique, and
falls outside any development paradigms. The relationship is specific to
Israeli rule, and is characterized by a process of de-development.
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According to Roy de-development “...is the deliberate, systematic
deconstruction of an indigenous economy by a dominant power...it is an
economic policy designed to ensure that there will be no economic base,
even one that is malformed, to support an independent indigenous existence™

2. Roy, S., The Gaza Strip The Political Economy of De-development, (Washington D.C.,
Institute of Palestine Studies, 1995)
3. Ibid, p. 4.




1.Traditional EconomicTrade TheoryandtheParadigmofDe-development

Classical and neo-classical economic trade theory was developed by classical
economist, and later further developed by neo-classical economist to show
that nations by adapting a free trade regime can increase their wealth. The
basic model concluded that a country, once it enters into a free trade regime
should specialize in the production and trade of a good that it has an absolute
advantage in. David Ricardo went one step further and showed that even if
a country does not have absolute advantage in producing a good meaning it
cannot produce goods or services with less factor inputs than another country
and therefore less cost, it can still benefit from trade. It should trade and it
can benefit if it has a comparative advantage in the production of a good or
service. Comparative advantage is the ability of a country to produce a good
or service at a lower opportunity cost than other producers in other countries.
In this case a country which has no absolute advantage in producing any of
its goods, should specialize in the production of a good in which it has the
least absolute advantage, and it will gain from trade of this good, this is what
is known as the law of comparative advantage.

If it takes fewer inputs to produce one ton of eggs in Israel than it does
in the PTs, and it takes less inputs to produce a computer in Israel than it
does in the PTs, Israel has an absolute advantage in the production of both
goods. But if the opportunity cost of producing on ton of eggs in Israel is
forgoing the production of 10 computers in Israel, and the opportunity cost
of producing one ton of eggs in the PTs is 5 computers in the PTs, then Israel
should specialize in producing computers and Palestine should specialize in
the production of eggs, and enter into trade. If there is no free trade, prices
in each country for a particular good would vary according to the internal
opportunity cost of production. However, with free trade, prices will by
means of the market mechanism, gravitate towards one world price, and total
output of both goods in both areas would increase, thus both areas benefiting
from free trade!.

The free trade model is important to this paper in that it allows us to
explain phenomenon arising out of the absence of free trade between the

1. For a more detailed discussion and formal proof of the classical and neo-classical free trade
theory see any International Economics textbook. In this case see Husted, S. and Melvin, M.,
International Economics, 4" Edition, (Massachusetts, Addison-Wesley Educational Publish-
ers Inc., 1997), pp. 59-90




The Question of an Export-Oriented Development

Strategy in Palestine

The general view among many economists is that small countries with
minimal natural resources have limited policy options for achieving
development. The most significant of these policy options are investing in
their human resource and adapting an export-oriented economic strategy.
The Palestinian Territories (PTs), although not a country, are small in size, as
well as in population, and are natural resources poor. The major resource in
the PTs is the human being, and given that the domestic market is not large
enough to sustain long run economic growth. The majority of commentators,
academic and non-academic have identified export-oriented developmental
strategy and export-oriented projects as the primary approach to Palestinian
development and future independence. Given the above, it is only logical
and reasonable that Palestinians adapt a human resource development
strategy coupled with an export oriented economic strategy. This paper will
focus on assessing an export-oriented development strategy. This strategy
enjoys, more or less, a consensus among economist, but more important also
among many Palestinians whether they are on the ideological right, left or
even religious political spectrum. In this paper we will attempt to answer
the following question: Is an export oriented economic development strategy
feasible within the Palestinian context in the Occupied Territories?

The first section of this paper will review the economic trade theory, and Sara
Roy’s paradigm of de-development, with the aim of providing answers to this
question. The second part will look at the prevailing economic conditions
in the PTs. The third section will attempt to analyze the export-oriented
development strategy within the prevailing trade conditions faced by the
PTs, and the last section will conclude with an evaluation of the viability of
implementing an export-oriented development strategy.
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