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قيادات قطاع اأعمال اإ�سرائيليون وفل�سطينيون يعلنون مواقفهم عن م�ستقبل 

العالقات االقت�سادية بني الطرفني  

كانون االأول/دي�سمرب

2007

فل�سطني  منتدى  يف  و�أع�ساء  �أعمال،  و�سيد�ت  رجال  وكذلك  وفل�سطينيني،  �إ�سر�ئيليني  مو�طنني  باعتبارنا  نود، 

بهدف  ما بني منطقتينا،  �مل�ستقبلية  �القت�سادية  للعالقات  بالن�سبة  وموقفنا  ر�أينا  نعرب عن  �أن  لالأعمال،  �لدويل 

توفري �إطار مرجعي لل�سلطات �لر�سمية يف �جلولة �لتالية من �ملفاو�سات. 

لقد قمنا خالل �الأ�سهر �ل�ست �ملا�سية باإعد�د بحث �سامل، و�إجر�ء م�ساور�ت و��ست�سار�ت حول �ل�سيناريوهات �ملمكنة، 

�أن يكون لهذه �التفاقيات  �إ�سر�ئيل ودولة فل�سطينية م�ستقبلية، وما ميكن  فيما يتعلق باالتفاقيات �لتجارية  بني 

من تاأثري على �لقطاعات �لرئي�سة �لتي ت�سكل م�سلحة م�سرتكة للجانبني، وحتديد� �ل�سياحة، �لزر�عة و�ملنتجات 

قمنا  كما   .(fast moving consumer goods( �ال�ستهالك  �سريعة  و�ل�سلع  �لبناء،  ومو�د   ،(Agribusiness( �لغذ�ئية  

با�ستجالء جماالت يوؤدي �لتعاون فيها �إىل نتائج جذ�بة، وقد حظي عملنا بدعم فريق مكون من خرب�ء فل�سطينيني، 

�إ�سر�ئيليني، ودوليني.  

�أثبت بحثنا، باأن للتجارة بني �لطرفني، �أهمية بالغة بالن�سبة لنجاح و�زدهار �سركاتنا ومو�طنينا يف �لبلدين. فاإىل 

74 % من جممل  ��ستري�د  �إ�سر�ئيل يجري  �لفل�سطينية، ومن  �ل�سادر�ت  90 % من جممل  �إ�سر�ئيل يجري ت�سدير 

�لو�رد�ت �لفل�سطينية. �إذ ت�ستورد �ل�سلطة �لفل�سطينية من �إ�سر�ئيل ما قيمته 2.4 بليون دوالر و�لتي ت�سكل 6 % من 

جممل قيمة �ل�سادر�ت �الإ�سر�ئيلية. لقد تركت حالة �ل�سر�ع �لقائم، و�لتطبيق �ل�سيء »لربوتوكول باري�س« وهي 

�سلبية  جوهرية )مبا�سرة وغري مبا�سرة( على كال �جلانبني،  �آثار�  �ملفعول،  �سارية  ز�لت  �لتي ما  �لتجارة  �تفاقية 

وب�سكل خا�س على �ل�سركات �لفل�سطينية و�ملو�طنني �لفل�سطينيني.

�لتقليدية  �خلارجية  و�الأ�سو�ق  �ملحلية  �أ�سو�قنا  يف  حادة  مناف�سة  �إىل  �قت�سادينا  عن  �لقيود  ورفع  �لعوملة  �أدت  كما 

للت�سدير. ويف �لوقت نف�سه، تربز فر�س جديدة يف �أ�سو�ق متز�يدة يف �أوروبا، و�لواليات �ملتحدة، و��سيا، ودول �خلليج، 

حيث يبدو من �ملمكن �أن يجني �لطرفان مكا�سب هائلة، تقدر بحو�يل 25 بليون دوالر من �لدخل و �ل�سادر�ت �سوية، 

باال�سافة �إىل توفري �أكرث من مليون فر�سة عمل لكال �جلانبني.

�إن لنا، كفل�سطينيني و�إ�سر�ئيليني، رجال و�سيد�ت  �أعمال، م�سالح جوهرية م�سرتكة يف حتقيق �ال�ستقر�ر و�لعالقات 

�لطبيعية  و�إنهاء �ل�سر�ع، وقيام دولة فل�سطينية قابلة للحياة، كمتطلبات �سرورية لتحقيق �أفاق �لتعاون من خالل 

�لتجارة، و�ال�ستثمار�ت، و�مل�ساريع �مل�سرتكة.

وتتطلب �لفر�س �جلديدة و�ملخاطر يف �ل�سوق �لعاملية، ��سرت�تيجيات �أعمال جديدة من جانبنا، كما تتطلب �سيا�سات 

جديدة، وحديثة متطلعة �إىل �الأمام من جانب حكوماتنا. لقد كان ثمن عدم �التفاق كبري�ً جد� حتى �الآن، كما �أن 



6

�سيناريو »عدم �التفاق« م�ستقبال �سيكون مبثابة كارثة، ولذ� يجب �أن توؤدي �ملفاو�سات �إىل �إطار معاهدة �قت�سادية، 

توفر قاعدة ميكن �ال�ستناد �إليها الإقامة عالقات �أعمال ميكن �لتنبوؤ بها يف �أ�سو�ق مفتوحة وتناف�سية. وينبغي �أن 

�أن ي�ساعد �لفل�سطينيني  �إذ ال �سيء ميكن  �أ�سو�قنا،  يوؤدي هذ� �الإطار �جلديد �إىل تعزيز �لتعاون وحكم �لقانون يف 

�أكرث من ذلك، الإعادة بناء �قت�سادهم، مل�سلحة �لفل�سطينيني �أنف�سهم و�سركائهم �الإ�سر�ئيليني على حد �سو�ء. 

�لتجارة  جمال  يف  فالتعاون  �ل�سحيح.  بال�سكل  ننفذه  �أن  علينا  �أن  �إال  �أف�سل،  تعاون  الإقامة  فر�سة  هو  �النف�سال 

و�لو�جبات،  للحقوق،  �الأو�سع  �لدويل  �الإطار  �سمن  �لثنائية  �القت�سادية  عالقاتنا  يفّعل  ثنائي  نظام  تطوير  يعني 

مع  وعالقاتنا  �ملتو�سطية،  �الأوروبية  لل�سر�كة  »بر�سلونة«  وم�سار  �لعاملية،  �لتجارة  منظمة  بذلك  ونعني  و�لفر�س، 

�ل�سركاء �لدوليني �لرئي�سني و�جلري�ن.  

�لفل�سطينية،  �ل�سلطة  م.ت.ف/  بني  ما  و�القت�سادية،  �لتجارية  للمفاو�سات  �لفوري  �ال�ستئناف  �إىل  ندعو  �إننا 

و�حلكومة �الإ�سر�ئيلية، بهدف �لتو�سل �إىل �تفاقية �قت�سادية جديدة باأ�سرع وقت ممكن، لتعزيز �لفر�س �لثنائية، 

و�الإقليمية، و�لعاملية، �لتي قد ت�سيع دون ذلك، �الأمر �لذي قد يوؤدي �إىل نتائج �سارة جد� لكال �جلانبني. 

�أ�سا�سا لعالقاتنا  �إليه بحثنا، فاإننا نو�سي بتبني »�تفاقية جتارة حرة بعنا�سر �إ�سافية لتكون  وبناء على ما تو�سل 

1- جتارة حرة يف �ل�سلع  �أن توفر   �أن هذ� هو �خليار �الأف�سل و�الأجدى. وال بد ملثل هذه �التفاقية  �إذ  �مل�ستقبلية، 

3- عنا�سر �إ�سافية  2- مع وجود حدود �قت�سادية، وبالتايل �سيادة �قت�سادية، مع �حتو�ئها على  و�خلدمات، ولكن 

ومن  لالأعمال،  بالن�سبة  جوهريا  فرقا  ُيحدث  �أن  ميكن  �لتعاون  حيث  �ملجاالت  بع�س  يف  �الندماج  بتعميق  تتعلق 

�الأمثلة على ذلك ما يلي:

وب�سهاد�ت  بها  �ملتبادل  و�العرت�ف  �ل�سالمة  معايري  وتن�سيق  �لغذ�ئية،  لل�سالمة  م�سرتكة  حتتية  بنية   <
�لفح�س. 

> �العرت�ف �ملتبادل باملوؤهالت �ملهنية وتر�خي�س �أعمال حمددة.
> تعاون �سلطات �جلمارك و�ل�سر�ئب، وتو��سلها من خالل �أنظمة تكنولوجيا �ملعلومات. 

> �لتنا�سق يف بع�س جماالت �لتعرفة �جلمركية، لتخفيف �سغط �لتهريب. 
> قطاعات معينة - ميكن �أن يجري �لتفاو�س عرب �حلدود �القت�سادية، حول م�ساألة حترير هذه �لقطاعات 
بالكامل �أو حتريرها �إىل مدى و��سع، على طريق جعلها فعليا �سوقا و�حدة )كاالت�ساالت �خلليوية مثال(.

�ملناف�سة،  �إد�ر�ت  �الإغر�ق،  مكافحة  تد�بري  مثل  وغريها”،  بالتجارة  �ل�سلة  ذ�ت  “�ملجاالت  يف  �لتعاون   <
و�مل�سرتيات �لعامة، وتعزيز �ال�ستثمار. 

�إ�سايف، مع  �ندماج  �أمام  �لباب  �إمنا يفتح  �إ�سافية”،  “�تفاقية جتارة حرة بعنا�سر  باإجناز  �ملتعلق  �لتوجه  باأن  نعتقد 

�حلفاظ على بع�س �ملالمح �لرئي�سة لال�ستقاللية �لذ�تية، و�أهمها حرية كل طرف يف �إد�رة عالقات مع �أطر�ف ثالثة. 

وبذلك ت�سمح مثل هذه �التفاقية باندماج مدرو�س ودقيق على تخوم �حتاد جمركي، كما ت�سمح لفل�سطني بت�سميم و 

تخطيط �سيا�ستها �لتجارية �خلارجية، مبا يف ذلك �أن ت�سبح ع�سو� يف منطقة �لتجارة �حلرة �لعربية �لكربى. 
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لذلك كله، فاإننا نو�سي بالتنفيذ �ل�سريع الإجر�ء�ت فورية و�نتقالية، مت حتديدها يف �لبحث �لذي �أجريناه، و��ستخد�م 

�إطار بروتوكول باري�س �لقائم، من �أجل تعزيز �لتعاون �الآن، و�لق�ساء على �لعو�ئق �أمام جمتمعْي �الأعمال، وذلك كي 

تتحقق تدريجيا �أهد�ف �تفاقية جتارة حرة نهائية، ومنها:  

> �سمان حرية �لتنقل و�لو�سول باأمن للجميع. 
> �إن�ساء نقاط خروج ودخول فل�سطينية م�ستقلة للب�سائع، و�خلدمات، و�الأفر�د. 

�لتحتية  للبنية  �لكامل  و�ال�ستخد�م  وغزة  �لغربية  �ل�سفة  د�خل  �لتجارة  تعرت�س  �لتي  �لعقبات  �إز�لة   <
�لقائمة.

> وقف كل �أ�سكال �لتمييز يف �ملطار�ت و�ملو�نئ ويف �لعمليات �الإد�رية كافة. 
> تبادل �ملعلومات ب�سكل كامل بني �سلطات �جلمارك و�ل�سر�ئب حول �مل�سائل ذ�ت �ل�سلة، و�لتنا�سق كلما 

كان ذلك ممكنا. 

> تبادل �ملعلومات ب�سكل كامل بني �لوز�ر�ت و�ملوؤ�س�سات �ملخت�سة باملعايري و�ملو��سفات، و�الأنظمة �لتقنية، 
�ملتبادل،  �العرت�ف  و�أنظمة  وغريها،  �لغذ�ئية  �ملو�د  �سالمة  ذلك  يف  مبا  و�ل�سالمة  �ل�سحة  و�أنظمة 

و�لتنا�سق �أينما كان ذلك ممكنا.  

> �إن�ساء ر�بط جغر�يف فعال بني �ل�سفة �لغربية وغزة. 
1”، و “�أ 2”، و “ب” يف برتوكول باري�س، ملعاجلة ق�سايا جتارية فل�سطينية تتعلق  > مر�جعة قو�ئم �ل�سلع “�أ

باأطر�ف ثالثة )�أطر�ف عربية ب�سكل خا�س(. 

> �ال�ستفادة من �للجنة �القت�سادية �مل�سرتكة، بحيث تكون �أد�ة لعالقة عمل بناءة حول كل �لق�سايا �لعالقة، 
ولتمهيد �لطريق �أمام �لتو�سل �إىل �تفاقية جتارة حرة بعنا�سر �إ�سافية، يف �مل�ستقبل. 

نحن على ا�ستعداد للتعاون الفوري يف اإقامة �سل�سلة من م�ساريع خمتلفة، ذات فائدة كبرية للطرفني، 

وذات بعد ا�سرتاتيجي، يف جماالت الزراعة، وال�سياحة، واأ�سواق ال�سلع �سريعة اال�ستهالك، والبناء، 

الطرفني.    بني  �سراكة  اأ�سا�س  على 

فالتجارة لي�ست جيدة للم�ساريع واالأعمال وح�سب، بل اإنها اأي�سا اأداة رئي�سة لبناء ال�سالم، وعلينا اأن 

نبذل اأق�سى طاقاتنا من اأجل حتقيقه.

انتهــــــــــى
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מנהיגי המגזר העסקי הישראלי והפלסטיני קוראים:
עתיד היחסים הכלכליים בין הקהילות שלנו

אנו, כאזרחים ואנשי עסקים פלסטינים וישראלים וכחברים בפורום הכלכלי הפלסטיני הבינלאומי, חפצים להביע את דעתנו ועמדתנו לגבי 
היחסים הכלכליים העתידיים בין שתי הישויות. מטרתנו היא להציע לרשויות מסגרת התייחסות לעריכת הסבב הבא במשא ומתן. 

בין ישראל לבין  במהלך חצי השנה האחרונה ערכנו מחקר מקיף ומפגשי התייעצות שעסקו בתרחישים אפשריים של הסכמי סחר 
המדינה הפלסטינית העתידית ובהשלכות על מגזרי מפתח בהם קיים עניין משותף כדוגמת תיירות, תוצרת חקלאית ותעשייה חקלאית, 
חומרי בניין, ומוצרי צריכה בעלי היקף מכירות רחב. כמו כן בחנו תחומים ספציפיים לשיתוף פעולה העשוי להניב תוצאות אטרקטיביות 

במיוחד. קבוצה המורכבת ממומחים פלסטיניים, ישראלים ובינלאומיים תמכה בעבודתנו.

מחקרנו מוכיח כי הסחר בין שתי הישויות חשוב מאין כמוהו לשגשוג של העסקים והאזרחים בשתי הקהילות. 90% מן היצוא הפלסטיני 
מיועד לישראל, ו- 74% מהיבוא הפלסטיני מיובא מישראל. היקף היבוא הפלסטיני מישראל  הוא 2.4 מיליארד דולר, כ- 6% מכלל 
היצוא הישראלי. לקונפליקט הנוכחי וליישום הלוקה בחסר של ‘פרוטוקול פריז’, הסכם הסחר התקף כיום, השלכות שליליות חמורות 

)ישירות ועקיפות( על שני הצדדים, ובייחוד על העסקים והתושבים הפלסטינים. 

גלובליזציה, וליברליזציה של הכלכלות שלנו, הגבירו את התחרות הן בשווקים המקומיים שלנו והן בשווקי היצוא והמסורתיים של שתי 
הישויות. בו בזמן, צצות הזדמנויות עסקיות חדשות בשווקים גדלים באירופה, ארצות הברית, אסיה ומדינות המפרץ. רווחים יוצא\י 
דופן העשויים להגיע ל- 25 מיליארד דולר בצירוף של ייצוא והכנסות הנם ברי השגה; כמו כן ניתן לצפות למיליון משרות חדשות עבור 

אזרחים פלסטינים וישראלים. 

לנו, אנשי עסקים פלסטינים וישראלים, יש אינטרסים בסיסיים משותפים הכוללים נורמליזציה, יציבות, העדר סכסוך, ומדינה פלסטינית 
בת-קיימא. כל אלה דרושים להגשמת הסינרגיה הפוטנציאלית ושיתוף הפעולה באמצעות סחר, השקעות ופרויקטים משותפים. 

ההזדמנויות החדשות והסיכונים בשוק העולמי דורשים מאיתנו אסטרטגיות עסקיות חדשות כמו גם מדיניות מעודכנת, חדשנית ומוכנה 
לבאות מהממשלות שלנו. העלות של חוסר הסכם גבוהה מדי כבר עתה; יתרה מזאת, תרחיש של “אין הסכם” בעתיד יהווה אסון. 
משא ומתן חייב להוביל למסגרת של הסכם כלכלי המספק בסיס אמין ליחסים עסקיים שקופים וגלויים בשווקים פתוחים ותחרותיים. 
מסגרת חדשה זו תקדם שיתוף פעולה וכן את שלטון החוק בשווקים שלנו. אין דבר היכול לעזור לפלסטינים לבנות מחדש את כלכלתם 

יותר מהסכם כזה, וזהו אינטרס משותף לפלסטינים כמו גם לשותפיהם הישראלים. 

פעולה במסחר  שיתוף  הנכונה. משמעות  בדרך  זאת  לעשות  צריכים  אנו  אולם  יותר.  טוב  פעולה  לשיתוף  הזדמנות  היא  הפרדה 
היא פיתוח משטר סחר דו-צדדי המפיק את המרב מיחסי הכלכלה הדו-צדדיים שלנו, במסגרת הבינלאומית הרחבה של זכויות, 
התחייבויות והזדמנויות,  כלומר – ארגון הסחר העולמי, תהליך היורומד ]EuroMed \ “ברצלונה”[ ויחסינו עם שחקני מפתח , 

הן בינלאומיים והן שכנים.

אנו קוראים לחידוש מיידי של סחר ושל משא ומתן וכלכלי בין אש”ף \ הרשות הפלסטינית לבין ממשלת ישראל כדי ליצור 
בהקדם האפשרי הסכם כלכלי חדש שיחזק וישפר הזדמנויות דו-צדדיות, אזוריות ועולמיות אשר אם לא כן יאבדו תוך גרימת 

נזקים לשני הצדדים. 

בהתבסס על מחקרנו אנו ממליצים לאמץ “הסכם סחר חופשי )הס”ח( משופר” כבסיס ליחסינו בעתיד. זו החלופה הטובה ביותר כמו 
גם הישימה ביותר. “הס”ח משופר” חייב להבטיח )1( סחר חופשי בסחורות ושירותים, אולם )2( עם גבולות כלכליים ולפיכך ריבונות 

כלכלית, בתוספת )3( גורמים נוספים של “אינטגרציה עמוקה” שבה שיתוף פעולה יהווה גורם חשוב ביותר לעסקים, כגון:

> תשתית משותפת לבטיחות מזון, יצירת מתאם והכרה הדדית בתקני בטיחות ובתעודות פיקוח.
> הכרה הדדית בכישורים מקצועיים וברישיונות עסקיים ספציפיים.

> שיתוף פעולה ויצירת ממשקי טכנולוגיית מידע )IT( של רשויות מכס ומיסוי.
> יצירת התאמה מסוימת של תעריפי מכס חיצוניים, תוך הפחתת פיתויי הברחות.
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> הגדרת מגזרים ספציפיים בהם אפשר לנהל משא ומתן לקראת תהליכי ליברליזציה מרחיקי לכת, עד כדי יצירת שוק מאוחד 
בפועל )למשל טלפוניה ניידת(.

> שיתוף פעולה ב”תחומים הקשורים למסחר ובתחומים אחרים” כגון מדיניות למניעת מחירי-היצף, רשויות פיקוח על תחרות, 
רכש, וקידום השקעות.

אנו מאמינים כי גישת “הס”ח משופר” מקדמת שילוב נוסף בין הכלכלות תוך שמירה על מאפיינים חשובים של אוטונומיה, וחשוב 
ביותר, חירותו של כל צד לנהל יחסים עם צדדים אחרים. “הס”ח משופר” יאפשר אפוא שילוב מותאם הגובל באיחוד מכסים, אולם יחד 

.)Greater Arab Free Trade Area(  GAFTA-עם זאת יאפשר לפלסטין לעצב מדיניות סחר-חוץ משלה, לרבות חברות ב

לכן אנו ממליצים על יישום דחוף של צעדי מעבר מידיים, המזוהים במחקר שלנו, תוך שימוש במסגרת הקיימת של פרוטוקול פריז על מנת 
לקדם שיתוף פעולה עכשיו ולסלק מכשולים למען שתי הקהילות העסקיות, כך שיושגו בהדרגה היעדים של הסכם סחר חופשי, כגון:

> חופש תנועה וגישה בביטחון לכל אדם.
> יצירת מעברי כניסה \ יציאה פלסטיניים אוטונומיים לסחורות, שירותים ואנשים.

> הסרת מכשולים למסחר בתוך גדה מערבית ועזה, ושימוש מלא בתשתיות קיימות.
> הפסקת כל אפליה בנמלי תעופה, נמלי ים ובכל התהליכים המנהליים.

> שיתוף הדדי מלא במידע בין רשויות המכס והמס בנושאים רלוונטיים. יצירת הדדיות בכל מקום אפשרי.
> שיתוף הדדי מלא במידע בין משרדי ממשלה \ סוכנויות העוסקים בתקינה, תקנות טכניות, תקנות בריאות ובטיחות לרבות 

בטיחות מזון, וכו’. מערכות להכרה הדדית ותאום בכל מקום אפשרי.

> כינון קשר טריטוריאלי יעיל בין הגדה המערבית לעזה.
> בדיקה מחודשת של רשימות הסחורות של פרוטוקול פריז: A2 ,A1  ו- B כדי לטפל בסוגיות הסחר הפלסטיני בקשר לצדדים 

שלישיים )במיוחד ערביים(.

> שימוש בוועדה הכלכלית המשותפת כמכשיר ליחסי עבודה מועילים בנוגע לכל הסוגיות התלויות ועומדות, כמו גם פילוס הדרך 
להסכם “הס”ח משופר” בעתיד.

אנו מוכנים לשתף פעולה באופן מיידי בסדרה של מיזמים שונים שמועילים ביותר לשני הצדדים ובנוסף רלוונטיים מבחינה אסטרטגית, 
בתחומי החקלאות, התיירות, שווקי מוצרי צריכה בעלי היקף מכירות רחב ובנייה, המבוססים על יוזמות משותפות.

 

מסחר טוב לא רק לעסקים. הוא מכשיר מפתח בבניית שלום.
אנו צריכים לעשות כמיטב יכולתנו כדי שהדבר יקרה.



Israeli and Palestinian Business Leaders Speak Out:
The Future of Our Communities’ Economic Relations

As Palestinian and Israeli citizens and businesspeople and members of Palestine International 
Business Forum (PIBF), we wish to express our opinion and position on the future economic relations 
between our two territories. Our aim is to provide a reference framework for our authorities to undertake 
the next round of negotiations.

Over the past six months we have conducted a comprehensive research and consultation exercise 
on possible scenarios of trade agreements between Israel and a future Palestinian state and their 
respective impacts on key sectors of common interest, namely tourism, agrofood and agribusiness, 
construction materials and fast moving consumer goods. We also explored specific areas where 
cooperation may yield particularly attractive results. A team of Palestinian, Israeli and international 
specialists supported our work.

Our research proves that trade between both territories is crucially important for the prosperity 
of our companies and our citizens from both communities. Israel today accounts 90% of all Palestinian 
exports and 74% of all Palestinian imports. The Palestinian territory imports US$ 2.4 billion from Israel, 
6% of total exports. The current conflict situation and the poor implementation of the “Paris Protocol,” 
the trade agreement still in force, have had radically (direct and indirect) negative effects on both sides, 
most notably on Palestinian businesses and citizens. 

Globalization and the liberalization of our economies have increased the competition in both our local 
and traditional export markets. At the same time new opportunities in growing markets in Europe, the 
United States, Asia and the Gulf countries are emerging. Extraordinary gains that may reach about 
US$ 25 billion in combined exports and income as well as more than 1 million jobs for both sides 
appear well within reach.

We, Palestinian and Israeli businesspeople, have fundamental joint interests including normality, 
stability, absence of conflict, viable Palestinian statehood, all of which are required to realize the potential 
of synergies and cooperation through trade, investments and joint projects. 

The new opportunities and risks in the global market require new business strategies from ourselves 
and new, modern and forward-looking policies from our governments. The cost of no agreement is 
already too high now; furthermore a “No Agreement” scenario in the future would be a plain disaster. 
Negotiations therefore must lead to an economic treaty framework that provides a reliable basis for 
predictable business relationships in open, competitive markets. This new framework should promote 
cooperation as well as the rule of law in our markets. Nothing can do more to help Palestinians rebuild 
their economy, in the interest of Palestinians and their Israeli partners alike.

Separation is an opportunity for better cooperation. But we need to do it right. Cooperation in 
trade means to develop a bilateral regime that optimizes our bilateral economic relations in the greater 
international framework of rights, obligations and opportunities, namely the World Trade Organisation, 
the EuroMed (“Barcelona”) process and our relations with key international partners and neighbours.

We call for the immediate resumption of trade and economic negotiations between the PLO/
Palestinian Authority and the Israeli government to develop as soon as possible a new economic 
agreement to enhance bilateral, regional and global opportunities that would be otherwise lost, with 
detrimental consequences on both sides. 



11

On the basis of our research we recommend to adopt a “Free Trade Agreement Plus” as the basis of 
our future relationship. It is both the best and the most feasible option. An “FTA Plus” should provide for (1) 
free trade in goods and services, but (2) with economic borders and hence economic sovereignty, while 
containing (3) additional elements of “deep integration” where cooperation will make a key difference for 
businesses, such as:

Shared food safety infrastructure, harmonization and mutual recognition of safety standards •	
and inspection certificates.

Mutual recognition of professional qualifications and specific business licenses. •	
Cooperation and IT-interfacing of customs and tax authorities.•	
Some harmonization of external customs tariffs, reducing smuggling pressure.•	
Specific sectors where full or far-reaching liberalization of specific sectors towards a •	 de facto 
single market can be negotiated across economic borders (e.g. mobile telephony)

Cooperation in “trade-related and other areas” such as anti-dumping, competition authorities, •	
public procurement, and investment promotion.

We believe that an “FTA Plus” approach opens the door for further integration while maintaining some 
key features of autonomy, most importantly the freedom of each side to  manage relations with third 
parties. An “FTA Plus” would thus allow fine-tuned integration bordering on a customs union, but would 
nonetheless allow Palestine to design its own foreign trade policy, including membership in GAFTA, the 
Greater Arab Free Trade Area.

We therefore recommend the urgent implementation of immediate and transitional measures, 
identified in our research, using the existing framework of the Paris Protocol in order to promote 
cooperation now and eliminate impediments for both business communities, so as to gradually achieve 
the objectives of a final trade agreement, such as:

Guarantee of movement and access in security for everybody. •	
Creation of autonomous Palestinian exit/entry points for goods, services and people. •	
Removal of obstacles to trade within the WBG and full use of existing infrastructure. •	
Stop to all discrimination at airports, seaports and in all administrative processes. •	
Full reciprocal information sharing between customs and tax authorities on relevant matters. •	
Harmonization wherever possible.

Full reciprocal information sharing of ministries/agencies dealing with standardisation, technical •	
regulations, health & safety regulation incl. food safety, etc. Systems of mutual recognition 
and harmonization wherever possible.

Establishment of an effective territorial link between the West Bank and Gaza.•	
Review of the Paris Protocol’s goods lists A1, A2 and B to address Palestinian trade issues in •	
relations to third parties (Arabs in particular).

Making use of the Joint Economic Committee as tool for a constructive working relationship on •	
all pending issues and to pave the way for a future FTA Plus agreement.

We are ready to cooperate immediately in a series of different projects that are both highly beneficial 
to both sides and of strategic relevance, in the fields of agriculture, tourism, fast moving consumer 
markets, construction and tourism, based on partnership initiatives.

Trade is not only good for business. It is a key tool for building peace. We need to do our best 
to make it happen.
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Executive Summary of Research 
Paper on Future Trade Relations

Palestinian-Israeli trade matters. It currently feeds many people 
on both sides. More importantly still, it holds an immense 
potential for business opportunities that can benefit millions of 
Israelis and Palestinians, their economies and their countries – 
if leaders succeed to provide a good, ideally the best, framework 
for such trade. It would represent a solid, peaceful future for 
generations of Palestinians and Israelis.

What agreement would be the best for both sides – and why? 
The answer is almost surprisingly clear. Both sides would 
be by far best served by a solid and enhanced free trade 
agreement (“FTA Plus”), because it optimizes the gains from 
both cooperation and separation. Details, however, will matter, 
and negotiators and businesses on both sides must make every 
effort to understand and negotiate those details.
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The Forum

This Research paper has been prepared by about 30 Israeli and 
Palestinian business people from Palestine International Business 
Forum (PIBF) with the participation of another 150 - mainly 
from the selected sectors of tourism, agriculture, construction 
materials and fast moving consumer goods – in order to analyse1 
the possible trade relationships between Israel and Palestine 
and to assess their impact on both economies. 

With this research PIBF aims to:

Provide businesspeople of both communities with a tool •	
for mid/long term business decisions that take into account 
possible scenarios of the economic relationships between 
Israel and Palestine.

Analyse the effects that potential trade regimes might •	
have on the respective economies and trade sectors, and 
identify fields and projects for immediate cooperation.

Develop a private sector position which can influence •	
decision makers in both countries to develop a sound 
economic relationship between the two economies. 

Trade Agreements 

Trade agreements aim to eliminate or reduce trade barriers 
between national economies. In the case of the intertwined 
Israeli and Palestinian economies, the stakes are particularly 
high. The spectrum of potential scenarios is broad. Failure to 
reach an agreement would allow barriers to emerge without 
control, potentially drying out established business relationships. 
A cooperative agreement, (Customs Union or a Free Trade 
Agreement), would preserve existing trade opportunities and 
foster cooperation. Between them, lies the option to rely on the 
general rules of the WTO system.

We believe that any future trade regime should do three 
things:

Preserve existing trade opportunities•	

Foster new ones•	

Promote cooperation•	

Our objective is to help identify, agree on and implement the best 
possible regime for people and businesses of both parties.

1 The research has been undertaken by a Consortia team composed by 20 Palestinian, Israeli 
and international experts and funded by the International Council of Swedish Industry (NIR) 
through grants provided by the Swedish Ministry for Foreign  Affairs together with the Swedish 
Development and Cooperation Agency, Sida.
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FINDINGS & CONCLUSIONS

Trade Potential for Both Partners 

After decades of conflict and less respect for the bilateral “Paris Protocol” trade regime, two perceptions 
appear to permeate our business communities: “Palestinian markets and businesses are no longer 
relevant for Israeli businesses.” and “The only viable solution for the Palestinian economy is the complete 
separation from Israel.”

Our research demonstrates that both perceptions are utterly wrong. A cooperative trade arrangement 
would generate enormous advantages for Palestinian businesses but as well for the Israeli economy.

This impact would be immediate and particularly high on certain sectors and subsectors such as tourism, 
fruits, vegetables, olive oil, garments, ITC, and others. 

The numbers convey a clear message: For Palestine, revenues from tourism would potentially multiply by 30, 
those from agriculture by more than 20; overall export revenues would increase by a factor 18 in 10 years.

For Israel, the gains would also be very significant: around 250% in tourism, more than 100% in 
agriculture-related exports and 40% in overall exports earnings.2

Job creation would be equally significant. Palestinian jobs will grow by 120%. More than 25 % of new 
jobs will be generated by tourism. 

Employment gains for Israel would represent almost 20% of the current employment in Israel.

The annual results in the year 10 after an agreement can be projected as follows:

Sectors
AnnualGains / Losses Cooperative 

agreement1 Palestine Israel

Tourism

Exports loss/ gain USD millions 2,090 7,400

GDP loss/gain USD millions 1,580 5,600

Employment (thousand jobs) 220 410

 

Agriculture

Exports loss/ gain USD millions 2,530 3,010

GDP loss/gain USD millions 1,720 1,820

 

Global impact

Exports loss/ gain USD millions 7,300 27,000

GDP loss/gain USD millions 12,000 28,000

Employment (thousand jobs) 915 525

2  In comparison to 2005-2007 average - for Israel and Palestine, in ten years.
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If a political solution and economic cooperation are agreed, both communities would further benefit not only 
from the reactivation of the Palestinian economy but from access to markets in the Middle East (especially 
the Gulf countries); Israeli exports would further (re)gain markets with a high sensitivity for human rights.

The current situation – “(almost( No Agreement”

In contrast, the recent past provides ample illustration of the real costs of the conflict. The asymmetry of 
both economies and trade has significantly increased during the last years. 

The Palestinian economy has gone through a major economic crisis in the last years. Palestinian GDP 
(estimated at USD 4.5 billion in 2006) was 21 percent lower, in real terms, than it was in 1999. GDP per 
capita was less than USD 1.100, almost 40 percent lower than in 1999.3 

The Israeli economy has recovered annual real growth of 5 % but only after 2004, following a decline in 2001-
2002. Israeli GDP is projected to be USD 160 billion in 2007 and GDP per capita around USD 22,000. 

The Palestinian economy depends highly on Israeli supplies. Exports to Israel and third countries are 
declining, due to the conflict, transportation and business impediments and declining competitiveness.

From No Agreement to No Trade

In this situation of (virtually) no agreement, the economic situation of the West Bank will further 
deteriorate. The completion of the West Bank wall/barrier will accelerate this trend towards a situation 
that may resemble that in Gaza today.

Gaza illustrates what a “No Agreement” scenario could look like, and even worse, as currently at least the 
duty free agreement still applies. In the case of separation in conflict, trade between Israel and Palestine 
would fall to minimum levels. It would be regulated exclusively by national measures. No international 
disciplines would apply. No remedy would be provided for any treatment perceived as “unfair.” This scenario 
offers the lowest level of predictability and the highest risk for foreign and local producers.

The need of a sound Legal Framework for Doing Business 

Although transitional, the Paris Protocol (PP) 4 has been the first instrument to govern trade between 
Palestinian and Israelis. The PP recognized Palestine (WBG) as a separate customs territory that would 
operate in a customs union with Israel, controlled primarily by Israel. 

The current trade framework is a mix of an imperfect customs union and Israeli unilateralism, driven by 
the liberalization of the Israeli economy, and applied to the largely unregulated Palestinian economy, 
with no choice for Palestine. 

As a result of the lack of implementation of key elements of the PP and the severe infringements of its 
spirit and letter of the agreement which have taken place during the years of conflict (closure, unilateral 
physical barriers, etc.), the PP’s applicability has been minimal. 

The PP has been ineffective in guaranteeing trade rights to Palestinians, but it still applies as a matter 
of law and is the basis for the existing duty-free treatment for goods.

Even if the Palestinian legislative activity was intense between 1996 and 2005, the Palestinian territory 
is still governed by different laws that provide a contradictory legislative set which the judiciary cannot 
apply in an effective way. The Israeli legal framework is also complex, but more developed and coherent. 
There are also social and practical impediments for Israelis doing business in the Palestinian territory 
as well as for Palestinians in Israel. 

3  World Bank and IMF estimates, see Annex 1.2.
4  Adopted in 1995 by the Government of Israel and the Palestine Liberation Organization as Protocol 5 of the Interim Agreement
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Business transactions have been significantly reduced since 2000. Joint activities are now limited to 
trade, with mutual investments has been reduced to almost nil.

This trend is reversible. This paper demonstrates that an appropriate trade arrangement would help 
Palestinian businesses increase their competitiveness in their own as well as in the global market. It 
further shows that trade with cooperation between both sides would lead to win-win mutual benefits for 
the Israeli and Palestinian economies. 

Joint Interests

The Israeli and Palestinian business communities have identified key issues, that should be reflected in, 
and supported by, the future economic arrangements, namely:

Normality, stability and the absence of conflict.•	

Viable Palestinian statehood.•	

Synergies and cooperation.•	

A “two state” solution implies agreement on political borders. A realistic short term goal should be to 
create a transitional trade regime based on cooperation and integration, leading to create independent 
economic relationships with third parties.

The basic Palestinian interests include:

Viable economy. •	

Economic sovereignty. •	

Access to key physical, institutional and legal infrastructure. •	

Integration into the regional and global economy (the EuroMed process, GAFTA, the WTO and •	
preferential arrangements with key partners). 

Social stability.•	

We believe that Israel has potential to be one of most advanced economies in the world due to its 
economic structure and dynamics. Israeli interests can be summarized as follows:

Palestinian economic recovery, as Palestine is still the second largest export market for Israel.•	

No more discrimination of Palestinians businesses, as it runs counter to Israeli business interests.•	

Access to Arab markets (Israeli ability to capture this opportunity depends on its political and •	
economic relations with Palestine).

Maximization of mutual benefits vis-à-vis the EU and the USA (cumulation, QIZ style •	
incentives, etc.).

The Agreement Scenarios: WTO, Customs Union, FTA Plus 

In the case of a “two state agreement”, which would imply a formal separation, 3 scenarios appear 
relevant and feasible:
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Scenario A: Agreed separation with a low level of conflict.

  WTO/Non-Discriminatory Trade Policy (NDTP).

Scenario B: Return to an Agreed & Improved Pre-Intifada Situation.

  Customs Union.

Scenario C: Agreed political separation with Integration and Active Economic Cooperation. 

  Free Trade Arrangement Plus (FTA Plus).

WTO/NDTP

Under the system established through the World Trade Organization (WTO), Members grant each other 
market access on a non-discriminatory basis (MFN). WTO Members must also treat goods and services from 
other Members at least as well as they treat their own (National Treatment). WTO Members further agree on 
certain market access guarantees, i.e. maximum tariffs. The WTO system also imposes certain disciplines on 
exceptional trade measures (from anti-dumping to security measures), and domestic regulation measures, 
like sanitary and phytosanitary measures and technical regulations and standards (TBTs). 

WTO/NDTP as a minimum form of co-existence would offer the benefits of separation (policy freedom), 
but forego most of he benefits of cooperation.

FTA and CU Agreements

In a Free Trade Area (FTA) the goods nationally produced enter the other market free of customs duties 
and other charges. However, market entry requirements like technical standards and health and safety 
regulations are enforced at the point of entry into the market. Because a free trade agreement liberalizes 
trade in the nationally produced products of the parties, rules of origin play a major role in distinguishing 
national products from third party products.  Trade relations with third parties remain a matter of the FTA 
partners’ sovereign choice.

A Customs Union is a higher level of economic integration that includes all features of an FTA 
(liberalization of trade in local products between the parties), but adds a common customs tariff. 

As a reflex of the harmonized external policy, a CU allows for the free circulation of goods, whether 
national or imported, between the parties. This makes the use of rules of origin, and hence their 
administration, less costly or even obsolete.

However, a CU tends to be dominated by the stronger partner, hence in this case Israel, not least 
because it may hamper agreements and trade with Arab countries.

The main difference between a Free Trade Area vis-à-vis a Customs Union is thus the lack of a common 

external tariff towards third party imports even though some harmonization of tariffs may be desirable to 

reduce smuggling and to ease bilateral border administration. Under an FTA, bilateral economic borders 

remain fully intact and may even gain in significance, given the need to distinguish originating from third 

country goods. An FTA thus requires separate customs administrations for the parties to the FTA, even 

though harmonization, cooperation, and even some integration is desirable.  
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An important aspect is the possibility of separate trade policies vis-à-vis third parties. Being only 
in an FTA with Israel, but not a CU, would thus enable Palestine to gain and actively utilize its full 
Membership in GAFTA.

Hybrids between the basic models FTA and CU are possible. Additional “deeper integration” elements 
of cooperation and integration can be freely added to a basic FTA frame, e.g. cooperation between 
standards organizations, recognition of health certificates, joint supervision of banks, etc. Such an FTA 
with added features could be termed an “FTA Plus”. 

Impact of the different Trade Scenarios on the Sectors

This analysis includes comparative impact forecasts of the trade regime scenarios, based on 3 
parameters for each sector and for Palestine and Israel globally:

Contribution to the GDP. •	

Contribution to exports.•	

Contribution to employment.•	

Though figures should be indicative, they are important to visualize the medium-long-term outcome of a 
choice among possible scenarios.

The continuation of the current situation has not been considered as an option, assuming that economic 
separation under declared hostility would lead to a very negative economic impact on both communities, 
comparable to the current Gaza scenario (where trade sanctions apply). Their impact has been assessed 
only as background.

Tourism is the sector, in both economies, expected to gain immediately from any agreement. 

Tourism Sector Impact Analysis
( 5-year projection (

Continuation 
Current 

Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
PLUS

Palestine

Exports loss/gain (US $ 
millions per year)

-40

Insignificant

450 2,050

GDP loss/gain (US $ millions 
per year)

–30 350 350

Employment loss/ gain 
(thousand jobs)

–15 65 65

Israel

Exports loss/gain (US $ 
millions per year)

–800

Insignificant

2,700 3,500

GDP loss/gain (US $ millions 
per year)

–600 2,000 2,500

Employment loss/ gain 
(thousand jobs)

–60 140 175



23

The tourist assets of Israel and Palestine are exceptional, not least if seen in relation to the neighbouring 
countries. But tourism is sensitive to the political atmosphere and the security situation. The continuation 
of conflict would negatively affect the incipient reactivation of recent years. 

Tourists in Palestine and Israel would reach 2 and 4 million per year within 5 years under cooperative 
environment and with diversification o non Christian tourism. Growth will continue until the 10th year.

Note: the charts above represent the forecasted impact of the scenarios as per Israeli-Palestinian 
relations, net of other effects, which are not related to Israeli Palestinian relations.

Considering the potential of cooperation in this field, it is vital to undertake joint marketing and strategic 
partnerships to benefit both sides from marketing of the “Holy Land product” in major tourist markets. 
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Because of its labour intensity and the indirect effects (one job creates two indirect jobs), employment 
would increase by 140,000 new jobs in Palestine and 350,000 in Israel by the 10th year.

Agricultural Sector Impact Analysis ( 
5-year projection (
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The reactivation of the Palestinian economy would have a direct impact on the domestic agriculture 
market and production and an increase of imports from Israel. Cooperation would also help to increase 
Palestinian exports to Israel and to the third markets. Special attention would be paid to the Arab Gulf 
markets in competition with Jordan and Egypt. 

The continuation of the current situation would result in increased transaction costs, markets stagnation 
and a decline in cooperation.

The FTA+ could envisage transitional agreements, joint testing procedures, mutual recognition and 
multiple other elements of cooperation. Example could be the joint export of high value flowers 
and vegetables to European, Arab and other markets, cooperation in the olive oil sector or the joint 
development and delivery of agriculture- related services.

Building Material Sector Impact Analysis ( 
5-year projection (

Continuation 
Current 

Situation

SCENARIOS

A: NDTP/
WTO

B: Improved 
Custom Union

C: 
FTA 
Plus

Palestine

Exports loss/gain (US $ 
millions per year)

-50 -20 300 400

GDP loss/gain (US $ 
millions per year)

-120 -100 350 400

Israel

Exports loss/gain (US $ 
millions per year)

-180 -55 500 590

GDP loss/gain (US $ 
millions per year)

-110 -35 300 350

Because of Palestinian dependency on the Israeli producers, the continuation of the current situation 
would lead to a severe shortage in critical construction-industry inputs, hurting Palestinian construction 
activities. An FTA+, by contrast, would allow both economies to reap substantial exports gains from 
cooperation in production and marketing to other third country markets, and especially the Arab markets. 
In the case of stone & marble, Palestinian & Israeli producers would be able to cooperate in more 
aggressive marketing in the USA and other high-value markets.
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FMCG Sector Impact Analysis ( 
5-year projection (

Continuation 
Current Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
Plus

Palestine

Exports loss/gain (US $ 
millions per year)

-15 50 600 1,100

GDP loss/gain (US $ 
millions per year)

-200 -150 800 1,200

Israel

Exports loss/gain (US $ 
millions per year)

-200 -200 1,500 2,500

GDP loss/gain (US $ 
millions per year)

-120 -120 900 1,500

The negative effects of a continuation of the current situation result primarily from a decrease in the 
production capabilities of Palestinian FMCG industries and an increase in production costs. 

Under a cooperation scenario, by contrast, Palestinian and Israeli producers would take profit from 
the anticipated improvement in Palestinian living standards and the resulting growth in consumption. 
In an FTA+ scenario, cooperation in marketing and production would allow both communities to bring 
premium products to markets on competitive terms. Palestine’s GAFTA membership would enable joint 
products to enter Arab markets. 
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Palestinian-Israeli cooperation should focus on export-oriented food-processing and on production 
being directed towards the Israeli market.

Impact of the alternative agreements on the global economy

Considering the analysed main sectors and other subsectors, we have estimated the overall impact on 
the global economies:

Overall Impact Analysis
( 5-year projection (
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+
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GDP loss/gain (US $ millions 
per year)
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Employment loss/ gain 
(thousand jobs)

-75 -10 160 225

The charts below represent the forecasted impact of the scenarios as per Israeli-Palestinian 
relations, net of other effects, which are not related to Israeli Palestinian relations.
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Scenario A: NDTP/WTO 

The main implication for Palestine would be a gradual long term 
decline in GDP per capita. Palestinians exporters would continue 
to face movement restrictions, uncertainty and prohibitive 
transactions costs. For Israel, the main consequence will be a 
withdrawal of Israeli businesses from the Palestinian market, 
losing a great economic and business potential.

Scenario B: Customs Union

The freedom of movement for Palestinian goods and business 
people between Palestine and Israel would return, and the 
accessibility of third-country markets for Palestinian importers 
and exporters would substantially improve. Israel would benefit 
from the increase in Palestinian income to achieve an overall 
export gain of USD 12 billion per annum in 10 years.

Scenario C: FTA+

Fast economic growth and improved living conditions would 
confirm the resilience of the Palestinian economy. It should 
achieve an annual real GDP per capita growth rate of 11.5% over 
the first 5 years of the forecast period. One of Palestine’s most 
important advantages, as a GAFTA member, would be its free 
access to the large, fast growing Arab markets. Israel export gains 
are projected to reach USD 18 billion per year in 10 years.
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RECOMMENDATIONS

The recommended Trade Arrangement

“FTA Plus” looks as the most promising option as it is set to combine:

1. the benefits of separation (policy freedom: GAFTA access, 
matching trade and economic policy to national interests, minimize 
interdependencies that might generate risks, etc.).

2. the benefits of cooperation (institutional and legislative harmonization 
and cooperation, free trade). 

An “FTA Plus” Agreement would further:

3. comply with WTO requirements on preferential agreements (so would 
a CU arrangement), and

4. fit into Euro-Med and other FTA contexts, not least providing an 
opportunity to exploit the pan Euro-Med cumulation of origin. 

The “FTA Plus” arrangement would have a significant effect on mutual trade in 
the respective goods. In addition to the harmonization of SPS/TBT5, measures 
like adherence to the European standards by both Palestine and Israel, would 
have significant facilitating effects. 

Another possible feature would be a package of mutual services that would 
facilitate movement of goods across borders, such as customs administrations 
for each other where logistically useful, or mutual assistance in the collection 
/ clearance of Value Added Tax. Further steps could be the integration/ 
cooperation of other authorities or the harmonization / synchronization of 
customs procedures. 

Measures in the area of services could include, for example, the recognition 
of qualifications (e.g. doctors, engineers), licensing (e.g. courier), supervisory 
measures (e.g. banking supervision); or administrative cooperation like 
a harmonized tour guide register and car insurance regulations facilitating 
coverage of both markets.

An “FTA Plus” would open up the door to more intensified institutional 
cooperation, examples of which are intellectual property administration, 
anti-dumping activity, and health and pest control procedures. A further key 
element can be a binding and effective dispute settlement mechanism, with 
direct domestic enforcement mechanisms similar to those under NAFTA, 
whereby national courts have built in authority to deal with trade disputes.

Other issues relevant to trade, like investment promotion, competition 
regulation or government procurement, could be included.

We conclude that the most desirable and most likely scenario is an “FTA 
Plus”, including both goods and services.

5  Sanitary and Phytosanitary/Technical Barriers to Trade.
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The following are recommended “Plus” components: 

Shared food safety infrastructure (laboratories) and mutual recognition •	
of safety standards and inspection certificates.

Harmonization of safety standards for construction equipment and •	
other machinery.

Mutual recognition of professional qualifications and specific business •	
licenses, such as tour guide licenses, nurse exams, truck drivers, engineers’ 
qualifications, car insurance licenses, etc. 

Cooperation and (better) IT-interfacing of customs and tax •	
authorities.

Harmonization of external customs tariffs where possible •	
(notwithstanding the right of each party to set its own).

Far-reaching liberalization and integration in suitable specific sectors •	
(e.g. mobile telephony).

Merging of supervisory authorities (e.g. telecoms regulator).•	

These functions are relatively non-sensitive to political / security-related tension.

Opportunities for Joint Ventures and Cooperation  

About 20 cooperation opportunities in the fields of tourism, agriculture, 
construction and fast moving consumer goods have been identified to develop 
new markets and products, reduce costs and share risks through partnership 
initiatives.

Palestinian-Israeli business cooperation is a prerequisite for a successful 
implementation of the recommended future trade regime; matching economic 
interests of both sides will establish an environment that will encourage joint 
ventures and cooperation as a virtuous circle. 

In the tourism sector, the joint marketing of the Holy Land concept in Germany 
has been identified as a pilot cooperation project.

Agriculture offers a wide range of joint business opportunities for cooperation: 
export of flowers and vegetables to European, Arab and other markets, 
Palestinian production of labour intensive vegetables for the Israeli food 
industry, the olive oil sector, Palestinian “Boutique” and ”Specialty” agricultural 
projects, development and delivery of agriculture-related services etc. 
Cooperation with Israel would enable Palestinian agriculture to enjoy the 
Israeli know-how and marketing experience in these fields.

Other areas include marketing of building materials in their domestic and third 
party markets. Under an FTA +, Israel would have opportunities of additional 
exports to third parties. 

Finally, future cooperation in the FMCG sector would generate benefits to 
Israeli and Palestinian food industries. Possible projects include: dairy and 
export-oriented food-processing projects in the Jordan Valley and the areas of 
Hebron and Jenin, near crossing points with Israel. 
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Recommended Transitional measures

Notwithstanding the much-needed focus on long term perspectives and 
implications, it is important, and possibly essential even for the negotiation of a 
sustainable agreement, to address the need for both immediate and transitional 
measures on the way towards economic final status arrangements. 

We therefore recommend the urgent implementation of immediate and 
transitional measures in the framework of the existing PP in order to promote 
cooperation rapidly and overcome current obstacles to both business 
communities, such as:

Guarantee secured movement and access for everybody. •	

Creation of autonomous Palestinian exit/entry points for goods, •	
services and people. 

Removal of obstacles to trade within the West Bank and Gaza and full •	
use of existing infrastructures. 

Stop to all discrimination at airports, seaports and in all administrative •	
processes. 

Regulated labour access to both labour markets.•	

Establishment of a territorial link between West Bank and Gaza.•	

Full reciprocal information sharing between customs and tax authorities •	
on relevant matters. Harmonization wherever possible.

Full information sharing between ministries/agencies and •	
standardizing bodies dealing on standards, technical regulations, health 
& safety regulation, etc. Adoption of systems of mutual recognition and 
harmonization wherever possible.

Review of the PP’s goods lists A1, A2 and B to address Palestinian •	
trade issues with third parties (Arab countries in particular).

Re-vitalization of the Joint Economic Committee as an institutional •	
vehicle to resume constructive working relations, review pending issues 
and pave the way for a future FTA +.
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Glossary of Key Terms Relating to
International Trade and Trade Agreements.

AHLC Ad-Loc Laison Committee

BOP Balance of Payments

CU Custom Union

DCO District Coordination Office

EU European Union

EUROMED Euro-Mediterranean Partnership (Barcelona Process)

FDI Foreign Direct Investment

FTA Free Trade Area

GAFTA Greater Arab Free Trade Area

GATS General Trade in Services

GATT General Agreement on Tariffs and Trade

GDP Gross Domestic Product

GNP Gross National Product

GoI Government of Israel

IDF Israel Defense Forces

IMF International Monetary Fund

JEC Joint Economic Committee

LDCs Least developed countries

MAS Palestine Economic Policy Research Institute

MEFTA Middle East Free Trade Area

MENA Middle East and North Africa

MFN Most Favoured Nation

MNE Ministry of National Economy

MRA Mutual Recognition Agreement

NDTP Non-Discriminatory Trade Policy

NTB Non-Tariff Barriers

PA Palestine Authority

PCBS Palestinian Central Bureau of Statistics

PLC Palestinian Legislative Council

PLO Palestine Liberation Organization

PNA Palestine National Authority

PP Paris Protocol

RoO Rules of Origin

SPS Sanitary and Phytosanitary Measures

TBT Technical Barriers to Trade

TOR Terms of Reference

TRIPS Trade-related aspects of intellectual property rights

UNCTAD United Nations Conference on Trade and Development

WB World Bank

WBG West Bank and Gaza

WTO World Trade Organization
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IntroductionI. 

The future relationship between Israel and Palestine will only be stable, prosperous and peaceful 
if economic relations are put on a solid footing. Businesses, the essential drivers of economic 
development, hold the key to making the future work for both sides. 

Palestinian and Israeli negotiators are currently discussing options for future economic arrangements 
between the two parties, from the possibility of reaching no agreement at all to the possibility of 
continuing the present customs union, from basing relations on normal “most-favoured nation” 
principles (WTO) to a Free Trade Agreement. 

Palestinian and Israeli businesses wants to understand what a future without any agreement between 
Israel and Palestine would mean for them, as much as they need to understand what the different 
scenarios for a possible future economic agreement may mean. Only if they know this, they can 
formulate their interests in a way that will enable their negotiators to negotiate the best possible 
arrangement.

At the same time, however, businesses also hold the key to (most of) that knowledge. No abstract 
economic projection has given them what only they themselves can and have to provide, namely the 
business perspective on the possible scenarios. Only businesspeople themselves can tell with any 
degree of certainty what they will, or may, do under any given scenario. 

Therefore this Research has been designed, structured and reviewed by the Palestine International 
Business Forum (PIBF) composed by key businesses leaders from Palestine and Israel, in the 
framework of the dialogue and cooperation between the two business communities to promote 
economic development in Palestine and enhance economic cooperation between the Palestinian and 
Israel business communities.. 

PIBF has selected four representative sectors for an in-depth analysis of the impact of the different 
trade arrangements on business in both sides (agriculture & agribusiness, tourism, construction and 
building materials and fast moving consumer goods)

As a working tool for business leaders the paper explains the scenarios, their background, their 
contexts (historical and international) e) and their impact on the selected sectors to provide a basis for 
informed discussions with and among businesspeople. This information together with the basic legal, 
economic and political information on the scenarios aims to provide a key reference for businesses 
and negotiators on both sides as well as for possible future actions to enhance economic relations 
between the two sides.

The assignment has been financed by the Swedish Ministry for Foreign Affairs and the Swedish 
Development Cooperation Agency (Sida) and has been undertaken by TAS Europrojects, Brussels,  
that has mobilized a pool of highly experienced Palestinian, Israeli and international experts, all 
familiar with the challenges and the issues featuring the two economies.
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The Existing Trade Regime and their implementation: a II. 
mandate for change

2.1 Conceptual Parameters and Limitations of the Paris Protocol Regime

2.1.1 Background

The Paris Protocol (“PP”)6 was designed as the provisional regime to govern the Palestinian – Israeli 
economic relationship during the up-to-five-year Interim Period. The PP represented an important step 
forward by initially recognizing Palestine (West Bank & Gaza Strip, “WBG”) as a separate customs 
territory that would operate in a CU with Israel under its control. While their effective power remained 
unequal, their nominal economic equality was recognized. The PP gave WBG some policy space to 
manage its internal market, and the potential to diversify its trading partners, recognizing the historical 
ties between the WBG’s and the Arab and Islamic markets, severed due to the Israeli occupation. 

The PP intended to ensure the free movement of goods between Israel and WBG under the premise of 
a union between the two markets with no economic borders. The PP also addressed the free movement 
of labor, recognizing the dependence of the WBG economy on the Israeli labor market. The PP included 
measures which would serve the fiscal needs of WBG in terms of revenue collection (tax and customs 
duties) to ensure operations of the Palestinian National Authority (“PNA”) until WBG customs could 
handle customs clearance independently, by assigning those responsibilities to Israeli customs. This 
decision led to the adoption of trade arrangements – bilateral and with third parties – consistent with 
Israeli interests but not necessarily with those of the WBG economy. 

The PP has no effective enforcement mechanism. Implementation has been based on the goodwill of 
the parties. The Joint Economic Committee (“JEC”), which was supposed to review and solving pending 
issues as well as propose amendments, should have been the last resort and only mechanism to settle 
disputes. As a political body deciding by consensus (and hence effectively not deciding in critical cases) 
it never succeeded in serving this function.

The PP still applies as a matter of law, but some crucial components have not been implemented largely 
due to the Israeli government political choice, pressure of interest groups, or/and the guise of security 
requirements. As a result of this lack of implementation, the severe infringement of the spirit and the letter 
of the PP, the changes that have taken place in the last six years (closure, unilateral construction of physical 
barriers to the movement of goods and people, the establishment of commercial crossings, the withholding 
of WBG revenues by Israeli customs, etc.), and the transitory nature of the PP, no longer satisfying either 
side’s needs, the actual possible applicability or implementation of the PP is today highly  limited.

2.1.2 Current State of Applicability – From Integration to Separation

In view of the occupation, with no Palestinian state, the architects of the PP and the Oslo process avoided 
in 1993-4 the issue of political sovereignty (statehood, borders, withdrawal, settlements removal, etc.) 
relying on a vague concept of Palestinian economic sovereignty. They constructed an interim agreement 
framework where the two societies would coexist initially under Israeli controlled external borders, no 
internal borders and a link between the West Bank and Gaza, slowly moving towards the creation 
of a Palestinian state, through Palestinian control of external borders, the creation of safe passages, 
and then permanent status negotiations with demarcated borders and a permanent territorial link. This 
transitional framework promised the Palestinians high living standards and time to build their internal 
capacity to operate the necessary state institutions. 

6  adopted in 1995 by Israel and the Palestine Liberation Organization (“PLO”) as Protocol 5 of the Gaza-Jerico 
Agreement.
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The PP framework was supposed to end no later than May 1999, when a permanent status agreement 
would be reached. In the pre-2000 negotiations, the dominant joint expectation was a continuation 
of close economic ties between Israel and WBG, and close cooperation in the form of a Customs 
Union “CU” or a new Free Trade Arrangement “FTA”. This new scenario would facilitate the growth 
of both economies, while leaving room for cooperation and integration. This assumption shaped the 
perspectives and interests of businesses on both sides. 

Instead of more integration, the post-2000 period saw the progressive disruption of economic cooperation. 
Meaningful political engagement came to a standstill, and many measures taken no longer respected the 
applicable agreements, particularly the PP. Continued hostilities were raised to justify these measures, 
which meanwhile had a detrimental effect on the economy and the population. The nature and severity 
of the closures and other measures created an economic regime far from integration. The unilateral 
creation of de-facto economic borders (the separation wall/barrier) brought ‘imposed separation’, the 
worst of options, inconsistent with the PP’s objective of free movement of goods and people and causing 
enormous economic losses, particularly to WBG as the weaker economy. 

The reasons behind the non-implementation of the PP were straightforward: the emergence of the 
Israeli unilateral policy of intensive security measures, separation and disengagement and the continued 
hostilities. Security considerations, as always, were allowed to prevail over trade at all junctures.

As a result, business became increasingly difficult for Palestinians. Survival became the dominant short-
term goal of Palestinian businesses. Israeli businesses discontinued their investments in the Palestinian 
economy. As reliance on Palestinian labour became difficult, and politically undesirable, third country 
labour gradually replaced Palestinian labour. 

This had some effect on long-term business perspectives. As mutual reliance became more difficult, 
business started looking outwards for different alternatives. Israelis found Jordanian and Thai textile 
suppliers and Filipinos as workers. Palestinians, businesses and workers, found little compensation for the 
lost business with Israel. Some, service providers in particular, “discovered” the Arab markets. As a result, 
the prospect of a close future political-economic cooperation with Israel gradually lost attractiveness. 

Business on both sides became used to the daily reality of economic separation, expressed in the “Gaza 
Disengagement” and the West Bank Wall / Separation Barrier. The effect on business perspectives has 
been dramatic, with many Palestinian businesses focusing strictly on short term survival alternatives. 

2.1.3 The Palestinian and Israeli Economies in an (almost( “No Agreement” situation

As a consequence of the conflict and the virtual “no-agreement”, the Palestinian economy has gone 
through an economic crisis for the last 7 years. Palestinian GDP (USD 4.5 billion in 2006) was 21% 
lower, in real terms, than in 1999; and real GDP per capita was 40% lower than in 1999.7 

The Israeli economy however, after a decline in real GDP in 2001-2002, has experienced an annual 
growth of 5%. Israeli GDP is expected to reach USD 160 billion in 2007 and GDP per capita USD 22,000 
(20 times Palestinian GDP per capita). Israel’s external trade totalled USD 95 billion in 2006 (goods only, 
of which USD 47 million were exports), 30 times Palestinian external trade.8

An analysis of Palestinian exports to Israel shows a continuous decline, in real and market share 
terms, since the 1980s, from 2.5 to 3.5% of total Israeli non-diamond goods imports in the 1st half of 
the 1980s (until the First Intifada in 1987), to 1.5% in the 2nd half of the 1990s (prior to the Second 
Intifada), and 1% in 2000-2005. 

7  World Bank and IMF estimates, annexe table 2.1
8  Israel Central Bureau of Statistics (ICBS); not including trade with Palestine which is not registered in Israeli external trade statistics
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Palestinian exports to Israel in 2005 amounted to USD500-550 million, including USD400 to 450 million 
in exports of goods and USD50 to 100 million in services.9 Palestinian exports of goods to Israel have 
represented 95% of total Palestinian exports in pre-Intifada years and 90% since 2002. The leading 
sectors in goods exports to Israel are: fresh vegetables, stone and building industry products, and textile 
and garments (mainly sub-contracting for Israeli firms). Other important sectors include: wood products 
and furniture, iron and steel, aluminium products, plastic products and footwear.10 11

Israeli exports to Palestine in 2005 amounted to USD 2.5 to 2.7 billion, including USD 2.2 to 2.5 billion in 
goods exports and USD 200 to 300 million in services, reflecting a recovery to almost pre-Intifada levels 
(see Annex Table 2.3)12 A substantial part of this recovery, however, is due to higher prices of petroleum 
products, gas and electricity. If these items are deducted, Israeli exports to Palestine in 2005 were still 
30% below pre-Intifada figures (Annex Table 2.3). 

Israeli-made products represented 2/3 of pre-Intifada Israeli total goods exports to Palestine (amounting 
to US$ 1.1 to 1.2 billion annually in 1998-2000), including inputs, intermediary products, equipment, and 
machinery (1/3 were re-exports, petroleum products, gas and electricity). 

The historical evidence shows that the level of Israeli exports to Palestine is determined by the overall 
level of economic activity and household incomes in Palestine. Until the first Intifada in 1987, the 
Palestinian market received 12% of total Israeli non-diamond exports. The first Intifada was followed by 
a decline to 6 to 7% in 1988-1990. In 1991-1998, under conditions of a certain stability and less violence, 
this share was 8 to 9%. The second Intifada was followed by a 5% fall in 2002. The relative tranquillity 
in 2003-2005 resulted in a 6 to 6.5% increase in 2004-2005.13 In spite of this historical decline, Palestine 
is still the 2nd largest market for Israeli goods exports, after the USA. 

The decline in market share in 2004-2005, compared to the period prior to the first Intifada, is equivalent 
to USD 2.5 to 3 billion in annual exports. Though market conditions changed over these 20-year period, 
this indicates the magnitude of lost Israeli exports to Palestine. It also reflects the economic growth 
and purchasing power lost by the Palestinian economy due to violent conflict, political instability and 
restrictive security measures. Our analysis in Chapter 4 below shows that the potential for Israel, in 
terms of economic cooperation with Palestine, under conditions of increased security and stability, may 
far exceed this lost export potential.

2.2 Economic Impact of a Continued (almost) “No Agreement” Situation

2.2.1 Assuming the Worst: Features of a “No Agreement” Continuation

We must assume that the current economic separation will be accentuated, if the declared hostility between 
Israel and Palestine continues in any form. In broad terms, we would expect the following developments: 

Political and security situation:

Palestine and Israel will treat each other as hostile entities; there will be prolonged periods of violence; mutual 
formal or informal bans on economic relations and business cooperation, except for humanitarian issues.

9  Not including remittances of Palestinian workers in Israel.
10  See detailed analysis by sector and sub-sector in Annex Table 2.4
11  Sources: Peres Center and Paltrade, The Untapped potential, p. 25-27, 34-35; Annex Table 24; Annex II
12  These estimates include unreported and unrecorded agricultural and other exports. 
13  All percentages are out of Israel>s non-diamond goods exports
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Movement and access:

closure of Israel-controlled crossings; harsher internal closure regime in the West Bank; stricter limitations 
to move Palestinian goods through Israel; no access of Israeli goods into Palestine; no tourists between 
Israel and Palestine. 

Trade regime:

Israel and/or Palestine could, and might at some point likely, terminate the PP14. The effect would be 
dramatic. Trade barriers (tariffs and NTBs) would rise to MFN levels – i.e. for many goods to the point 
of making imports economically impossible. In the absence of any agreement on preferential trade, 
trade between Israel and Palestine would be regulated exclusively by measures adopted by national 
legislators, regulators or administrators. No international disciplines apply, and no remedies are available 
for alleged “unfair” treatments. While national traders may have recourse under national legal systems 
against such measures, foreign goods and services enjoy no similar legal protection under international 
law. An important aspect of this scenario, aside from the risk for foreign producers and the protection 
for local producers, is that cumulation of origin between Israeli and Palestinian producers under the 
EuroMed system is not possible, as this requires at least a FTA between cumulation partners. 

Non-trade economic regime:

Abolition or suspension of the Israeli-Palestinian clearance system; suspension of banking relations, 
etc. The international economic relations of both parties would be negatively affected. Palestine would 
face a significant decline in external aid. A growing negative sentiment would affect Israel’s exports to 
major markets, in addition to the negative impact on local financial markets and the domestic economic 
environment.

2.2.2 What does this mean for Business ?

The “No Agreement” situation provides unlimited policy space for both governments with respect to 
tariffs. This would make bilateral trade very unpredictable for businesses, and it may be easier for 
local businesses to obtain protection. Trade barriers, including NTBs, could be raised to make imports 
economically impossible, without available remedies. 

”No Agreement” would sooner or later increase the trade transaction costs beyond economic efficiencies 
and slow or prevent the entry of goods into their respective markets. Eventually, it could imply, for 
Palestine, the loss of its largest export market, and for Israel, the loss of its second largest export 
market. No minor consequences for either. 

Finally, the continuation of “No Agreement” would materialize the opportunity cost of not capturing the 
business opportunities offered by mutual cooperation.15

2.2.3 Estimating the Impact on both Economies16

Implications for Palestine

This situation would eventually affect all aspects of the Palestinian economy, perhaps to the point of 
resembling the immediate effects of the Intifada. A 2006 World Bank analysis portrayed the following 
forecast for the Palestinian economy: Palestinian GDP per capita would decline in 2006 by about 30% 
to US$ 800, unemployment will jump to 40%, and the number of people below the poverty line will grow 
to 2/3 of the population.

14  Signed as a «transitional» agreement for a limited period, its current legal status is not clear. 
15  See The Untapped Potential…
16  Based on detailed analysis presented in the Annex II, Sector Study Working Paper
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This scenario took place in Gaza in 2007, after Hamas gained effective control. As shown in a joint 
PalTrade-PFI survey, 80% of industrial businesses and 60% of construction businesses stopped 
operations, exports and imports stopped almost completely and the cash-based agricultural sector faced 
devastation. The impact of the border closures on the Gazan economy reflected its dependency on the 
importation of inputs from Israel to sustain local production in agriculture, industry and construction. 

The above described picture illustrates the effect that “No Agreement” would have on the Palestinian 
economy, especially since by 2008 all trade between the West Bank and Israel or through Israel will be 
channeled through controlled crossings, and the economic impact of border closures in the West Bank 
will be similar to the effect of similar measures in Gaza.

Based on past crisis experience17, we would expect the Palestinian economy to decline steeply in the 
first period and then gradually over the longer term with occasional upticks. This will translate into a 
cumulative real term drop of about 1/3 in Palestinian GDP, from US$ 4.5 billion today to less than US$ 3 
billion in 10 years. GDP per capita, which fell from US$ 1,900 in 1999 to US$ 1,100 in 2007, would reach 
US$ 700 in 5 years, and US$ 550 in 10 years. This would make Palestine the poorest Arab country, with 
a GDP per capita lower than Yemen’s or Sudan’s18. 

The economy would lose 165,000 jobs, a 25% drop in the current number of jobs, bringing the 
unemployment rate to about 45%. Exports would decrease to 2002 levels, the worst year of the intifada, 

and continue to decline to half its current level of US$ 400 million (see Summary Table 1, p. 20 below). 

Implications for Israel

The direct effects of “No Agreement” on the Israeli economy would be less significant than on the 
Palestinian economy, but not insignificant. 

The most obvious implication would be the loss of a large part of Israeli exports in the short term, as a 
result of border closures. In the longer term, protectionism and a decline in demand will together further 
decrease them. Substantial tourism revenues would also be lost. 

Several branches of Israel’s industry depending heavily on sub-contracting Palestinian businesses 
would suffer substantial losses. The garment and furniture industries would be particularly affected.  
Hundreds of small and medium size Israeli garment businesses depend on Palestinian sewing plants. 
These are characterized by very short time responses to market changing requests, forcing production 
in small series, and requiring quick design and production cycles. About 90% of the garment sector 
production in Gaza, and 76% of the furniture production, was exported to Israel. Since sewing accounts 
to up to 15% of the total value of a finished garment, the Israeli added value (design, cutting, locally-
produced inputs, marketing and services is double or triple the Palestinian value added). 

Israel’s direct loss of export revenues may amount to about US$ 2.5 billion, lost GDP may be estimated 
at US$ 1.8 billion (Summary Table 1), and 75,000 jobs may disappear19  

The indirect implications of “No Agreement” would have a more profound impact on Israel’s economy. 
The growing negative sentiment in some of its major export markets, as well as on its domestic economy, 
including its financial markets, will translate into losses in export revenues and GDP. These losses are 
difficult to estimate, but, judging from the 2001-2002 experience, the “net” annual impact could represent 
2% of exports and 0.5 to 1% of GDP, equivalent to lost export annual revenues of US$ 7 to 8 billion at 
the end of 10 years, and annual GDP losses of US$ 10 to 15 billion.

Finally, “No Agreement” would prevent the Israeli business community from capturing the opportunities 
offered by cooperation, as described in the CU and FTA Plus scenarios below.
17  The conflict period following the Intifada (4th quarter of 2000, 2001 and 2002), the 1st half of 2006 (Israeli and international response to the Hammas 
government), and the situation in Gaza since mid-2007
18  Most of the decline is projected to be in the West Bank, as closures will contribute to push its economy down, closer to the level of Gaza.
19  The equivalent of 5% of current exports (goods and services, excluding diamonds), 2% of GDP and 2.5% to the unemployment rate.
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2.3 New Opportunities and Risks in the International Context: WTO, EuroMed 
and GAFTA 

Background 2.3.1 

Several international and regional integration initiatives will affect the future relations between Israel 
and Palestine. The following is a listing of those initiatives, outlining their possible influence on the 
Palestinian – Israeli economic relationship. 

The Word Trade Organization (WTO(2.3.2  20

The WTO is the backbone of the world trading system. Rather than a strong organization it is a highly 
developed legal system of multilateral trade rules, whose aim is to facilitate international trade by 
guaranteeing non-discrimination and agreed market access levels, avoiding unfair use of trade measures 
for political aims and creating a framework of reliability, predictability, transparency and the rule of law. 

Key operating concepts are market access commitments (tariff ceilings for goods, specific commitments 
for services) and non-discrimination through MFN and National Treatment principles (see Annex). 
Specific disciplines focused on avoiding protectionist abuse, cover TBT, SPS, subsidies, anti-dumping 
and other issues. The WTO offers its members a binding dispute settlement process. 

As a member of WTO, Israel is bound to apply its provisions. Palestine is expected to become a member in 
the mid-term future, after participating as an observer in the 2005 WTO Hong Kong Ministerial Meeting.  

Membership should benefit Palestine in many ways, not least by providing an international institutional 
and legal reference for any future trade agreement with Israel. It will also, perhaps even more importantly, 
provide a reliable basis for its trade with the 150 other WTO Members. 

The EuroMed (“Barcelona”( Process2.3.3 

Known as “a child of the Oslo Process”, the EuroMed Process initiated 1995 in Barcelona is based on 
the idea of peaceful regional relations, aiming (among multiple other initiatives) at the establishment 
of a free trade area encompassing all members, including Arab countries and Israel. Both Israel and 
Palestine are founding members of the Euro-Med process. 

The EuroMed process is structured around the EU in the centre and the EuroMed partners around, 
linked to the EU by bilateral Association Agreements (a “Hub & Spokes” structure), that aims to develop 
by 2010 into a Euro Mediterranean Free Trade Area for goods. The current agreements, like all FTAs, 
offer opportunities for businesses but at the same time constrain these through strict rules of origin. 
Cumulation of origin, currently bilateral between each of Israel and Palestine and the EU, is therefore 
a key component of the EuroMed process. Under the “Palermo Protocol” rules that are currently being 
introduced, diagonal cumulation will permit complementation of production to increase market penetration 
and share (Pan-Euro-Mediterranean cumulation). 

In addition to facilitated trade in goods, ongoing negotiations under the Euro-Med process, including 
Israel and Palestine, aim to generate an FTA for services and investment by 2015. Other negotiations 
under the Euro-Med process aim to establish a stronger dispute settlement mechanism, initially 
complementing and ultimately replacing similar mechanisms in bilateral association agreements.  

20  For a more detailed overview of the WTO see Annex 3 and/or www.wto.org
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These developments are very important for Palestine and Israel. If the Euro-Med process proceeds as 
foreseen, by 2015 Palestinian-Israeli bilateral trade will be covered by regional FTAs for goods, services 
and investment, including a dispute settlement mechanism. While this presupposes some bilateral 
negotiations, much may be predetermined by existing rules in bilateral deals with the EU. This suggests 
that Israel and Palestine will eventually need to establish an FTA for goods with Euro-Med Rules of 
Origin, extended to services, incorporating each other’s concessions to the EU – provided they want to 
benefit from the vast opportunities of this new economic space which, not least, will include Europe.

The “Greater Arab Free Trade Area” (GAFTA(2.3.4 

GAFTA is a free trade area under the League of Arab States. Some very positive experiences in Arab 
countries have created incentives for its expansion. It is expected that all Arab states will have zero 
tariffs towards each other’s products by the end of 2007. Negotiations are ongoing to include services 
under the scope of GAFTA, with a view to achieving harmonization with the provisions on services 
negotiated in the EuroMed process. 

Palestine at present has a peculiar member status. Its goods have, initially, duty free access to Arab 
markets, but it is exempt from offering GAFTA partners reciprocal market access, given that its external 
borders are still de facto controlled by Israel and its tariff policy is established by the PP. 

Full GAFTA membership however, should be expected under a future scenario involving Palestinian 
statehood. This will lead to legally secured and significant market access to Arab markets, which could 
support cooperation between Palestinians and Israelis. 

At least under present political circumstances however, Palestine membership in GAFTA will probably 
be incompatible with a CU between Palestine and Israel. Even though the clear present objective of 
many Arab states is to exclude purely Israeli goods from Arab market access, the present non-reciprocal 
duty free access to Palestinian products is unlikely to last. 

This may change radically if an overall political agreement to the Palestinian problem is achieved and the 
Israeli-Palestinian long conflict finally ends. In such a scenario Israeli market access to Arab markets, de 
facto or de jure, may become a reality. 

Other Preferential Trade Arrangements2.3.5 

The Israel-US Free Trade Agreement provides full access of Israeli goods to the U.S. market, making 
the U.S. the largest market for Israel. The Palestine–US Free Trade arrangements are based on 
the Israel–U.S. agreement. It would have to further developed if the CU were replaced by another 
agreement. While offering free market access in principle, this arrangement has virtually not benefited 
the Palestinian economy due to a number of internal and external reasons. 

The potential to benefit from an effective U.S. – Palestine free trade arrangement in cooperation with 
Israel could, however, materialize if the goal of concluding MEFTA, introduced by the U.S. to achieve 
regional cooperation, were achieved.

Israel and Palestine further have free trade agreements with EFTA states, Canada and Turkey, similar in 
nature, which would inter alia facilitate cooperation in targeting those markets for Palestinian products. 
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2.4 Palestinian and Israeli Private Sector Interest in a Trade Regime 

2.4.1 Joint Israeli-Palestinian Interests 

The Israeli and Palestinian business communities have identified a number of issues that must be 
addressed for their relationship to the business environment: 

Normality•	 , stability and the Absence of Conflict. A peaceful, stable environment is needed, 
where the political impact on the economy is minimal and where planning is possible, without 
the risks and costs of violent circumstances. 

Palestinian Statehood.•	  The prevailing opinion seems to be that economic normalcy will only 
come with Palestinian statehood. 

Synergies and cooperation.•	  Both business communities expect to be able to create 
synergies to reap the fruits of cooperation through trade, investment and joint projects. Both 
economies are currently intertwined at many levels, and disruption would cause transaction 
and opportunity costs for both. Specifically, there is mutual interest in the regulation of trade 
and business, including: 

the harmonization and mutual recognition of product and service standards, technical o 
regulations, sanitary and phytosanitary measures, control, inspection and conformity 
assessment procedures and certificates; 

pooling regulatory and administrative resources (leading to lower fees and time savings), o 
e.g. laboratories, testing, certification; 

the harmonization of supervisory measures (e.g. in banking); o 

the cooperation of supervisory authorities (e.g. joint insurance supervision); o 

the cooperation of competition authorities (general and specific, e.g. telecoms); o 

the harmonization of foreign trade policies and measures (e.g. tariffs, NTBs) to regional o 
levels. 

Both sides generally agree that the most feasible political compromise is a viable “two-state” solution, 
including the following components: 

A Palestinian state should have the power to define its economic objectives and strategies •	
and to implement them within the parameters of a bilateral agreement; 

Economic cooperation will be conducted in mutual good faith; •	

A clear agreement on borders, including a final decision on Jerusalem and the Israeli •	
settlements; 

A Palestinian state should have full economic jurisdiction, implying trade, labour and other •	
regulatory activities, over its external borders with Jordan, Egypt and Israel; 

A Palestinian state should have territorial continuity within the West Bank and effective •	
communications with Gaza. 

A “two state” solution implies agreement on political borders. The realistic short term goal should be 
to create a transitional trade regime based on cooperation and integration, leading eventually to the 
freedom to create independent, bilateral economic relationships with third parties. 
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2.4.2  Palestinian Interests 

Against a background of virtual economic breakdown, the Palestinian interests are both basic and 
fundamental. They can be summarized as follows: 

Viable economy•	 . Given the small size of the Palestinian market, the private sector may 
create employment by opening up to the world through bilateral, regional and multilateral 
trade agreements. This assumes that there is Palestinian control over external borders with 
Israel, Jordan and Egypt, and that trade agreements are effectively implemented. 

Economic sovereignty. C•	 ontrol and facilitation of exports and imports requires sovereignty 
over economic borders. 

Key physical, institutional and legal infrastructure. •	 Palestinian businesses need reliable 
access to trade infrastructure such as airports, seaport roads network, electricity grid, 
water desalination and others. The same applies to institutions and legal components 
such as land and other registries. 

Integration into the regional and global economy. •	 Palestinian businesses need exposure 
to global markets in order to develop competitiveness. The strong connection to Israel leaves 
Palestinian businesses vulnerable and dependent. They have a vital interest in integrating 
into key international systems, like the EuroMed process, GAFTA, the WTO and preferential 
arrangements with key partners. 

Social stability. •	 Economic recovery and development will depend on social stability, which in 
turn requires stable and sound social security systems. 

2.4.3  Israeli Interests 

The economy of Israel is large, if compared to the Palestinian, with a sizeable internal market and 
growing export markets. Israel’s GDP is 40 times larger than Palestine’s, and its exports, including 
goods and services, are 100 times larger than Palestine’s. 

Israel has undergone a profound economic and external trade liberalization in the last 20 years, reflected 
in the build-up of significant trade volumes with all major international markets (except Arab markets). 
Many leading businesses have become multinational players, with global production and marketing 
systems. The global sales volume of certain Israeli-based multinationals is far larger than their sales in 
the internal Israeli market and their Israeli-origin exports combined.21 In certain industries like high-tech, 
advanced electronics and agriculture, Israel has become an important global player. 

The US is the largest single market for Israeli exports, accounting for 1/4 of its exports, while the EU 
is the largest trading bloc, accounting for 1/3 of Israeli exports. Israel has successfully diversified its 
exports in recent years, particularly to China, India and Turkey. 

Israeli policy towards trade with Palestine however, retained its “traditional” characteristics of looking 
at the Palestinian market as a captive market for Israeli exports and limiting the access of Palestinian 
exports into the Israeli internal market. Influenced by the political situation, Israeli trade with the Arab 
world is practically non-existent, except for small volumes with Jordan and Egypt. 

21  This global activity is not reflected in Israeli national accounts or in Israeli export figures, although it is a very important ingredient of Israel’s ec -
nomic strength.
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Against this background, Israeli interests can be summarized as follows:

Hoping for Palestinian Recovery. •	 However severe the disruption, however, Palestine is 
still the second largest export market for Israel. A recovery of the Palestinian economy would 
represent an increase in Israeli exports. The factors behind Israeli exports to Palestine 
however, have been profoundly transformed. The technological changes and enhanced 
competitiveness of the Israeli industry over the last 20 years have created a new situation 
regarding the Palestinian market. 

Confidence in own competitiveness. •	 A large part of the Israeli industry today is confident in 
its ability to compete in the Palestinian market with local producers and foreign competitors. 
This is especially true in relation to inputs, intermediate products and equipment for 
agriculture, industry and construction, which already constitute a significant part of Israeli 
exports to Palestine.

Against continued discrimination… •	 Many Israeli businesses are beginning to realise that 
a continuation of the practices that try to preserve a de-facto regime that discriminate against 
Palestinian exports to Israel and create advantageous conditions for Israeli exporters to 
Palestine, is no longer feasible and actually counter to Israeli interests. 

…or for continued discrimination. •	 There is however, a part of the Israeli business 
community interested in the preservation of the “old regime”, considering the protection 
against Palestinian imports and the preservation of their advantages in the Palestinian 
market as vital to their survival. 

Access to Arab Markets.•	  Likely the most important Israeli economic interest in the 
Palestinian context lies in the potential impact on Israeli–Palestinian relations of Israel’s 
export potential to Arab markets, in particular the Gulf countries. The Israeli ability to capture 
this opportunity depends on its political and economic relations with Palestine. Cooperation 
with Palestine may be the best way for Israel to acces Arab markets. 

Other elements to be considered include the coordination of Palestinian – Israeli future •	
trade agreements with regional arrangements, as well as with Israeli existing and future 
free trade arrangements, to maximize mutual benefits vis-à-vis third parties (accumulation 
arrangements, QIZ-style incentives for joint Israeli – Palestinian production, etc.). 
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Scenarios of Potential Trade ArrangementsIII. 

\This section addresses the rationales, functions and basic mechanics of trade agreements. It further 
lays out the main parameters of three potential scenarios for future trade regimes between Israel 
and Palestine, namely (A) WTO/NDTP, (B) Customs Union and (C) “FTA Plus.” For Palestinian and 
Israeli businesses and policymakers, as well as their international partners, it is very important to be 
fully aware of these parameters and differences in order to identify opportunities and risks, and hence 
formulate their interests and positions, with respect to each scenario.

3.1 Overview: Trade Agreements and their Basic Elements and Mechanics

Trade agreements aim to gradually lower or eliminate trade barriers between national economies. 
They represent steps towards the integration of markets, designed to realize certain benefits of this 
integration for both parties to the agreement.  The objective of all trade agreements on goods is to 
provide mutual preferential market access to the nationally produced goods of each party, reducing or 
eliminating tariffs and quantitative restrictions, the main trade barriers.

The effective access of goods to other markets is also, and often significantly, affected by non-tariff 
barriers (NTBs), including sanitary and phytosanitary measures (i.e. health measures), national 
standards and technical regulations, environmental measures, cultural measures and licensing 
procedures. Trade agreements address NTBs by incorporating provisions on legislative, regulatory 
and administrative issues that work to discipline the use of trade-affecting national measures while 
preserving the needed policy space to address relevant national concerns, in particular non-trade 
concerns such as national security, environmental protection or consumer safety.

Trade agreements vary significantly in this respect. Some eliminate virtually all NTBs, others very 
few of them. The tools to eliminate or reduce NTBs include the harmonization of standards, sanitary 
and other measures, the recognition of all or some of the other party’s measures; and/or regulatory 
and/or administrative cooperation, including forms of integration like joint standards organizations or 
environmental protection agencies. 

Most trade agreements have non-discrimination provisions, particularly Most Favoured Nation (“MFN”) 
and National Treatment (“NT”), market access, transparency (publication, notification, information points) 
and rule of law (local and international dispute settlement). 

To the extent that trade agreements also cover services, the approach to the above issues is broadly 
similar to that used for goods, with some important variations. Because services are regulated almost 
exclusively at the domestic level, with no or very few actual “border” measures applied, agreements 
on services focus strongly on domestic regulations, roughly comparable to issues raised by NTBs with 
respect to goods. Actual market access is often granted on the basis of specifically negotiated lists of 
commitments specifically defining which services and “modes of supply” are acceptable. 

Many modern trade agreements address a number of other issues that affect businesses, including 
investment (rights of investors), competition law (control of cartels, abuse of dominant market power, 
right to interconnect with local network operators) and protection of intellectual property rights (patents, 
trademarks and geographical indications). 

Trade agreements aim to discipline governmental action affecting trade. In order to be effectively 
implemented and to have a significant impact on “real-life” economic and trade relations, and on the 
business environment as a whole, they need to operate in a favourable political and overall economic 
context. This has been exemplified clearly by the erratic and partial implementation of the Paris Protocol. 
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The design and implementation of trade agreements in the Palestinian-Israeli context must take into 
account a number of important factors, including: 

Movement and access arrangements and security procedures, which should reflect the real •	
level of freedom of movement for goods and people for Israeli, Palestinian and third-party 
nationals; 

The political stability and security situation inside Palestine, and between Palestine and •	
Israel; 

Israeli and Palestinian government policies towards business cooperation and investment •	
(negative, passive or pro-active); 

The level of donor’s financial and economic support to the Palestinian economy and to Israeli-•	
Palestinian economic cooperation, including incentives for trade and/or investments. 

The impact analysis of the economic and trade scenarios in Section 4 will take into consideration the 
above factors, evaluating whether they confirm the theoritical impact of the trade regime. 

3.2 Relevant Trade Scenarios 

Palestine and Israel are separating politically. The question is to what extent they will separate, or 
cooperate, economically. The answer depends on the skill and will of their negotiators. All scenarios, 
including “no agreement”, a Free Trade Agreement (FTA) and a Customs Union, are a priori possible. 

A “no agreement” scenario – the absence of any trade agreement between the two parties – would 
mean that trade could be unilaterally regulated at will by each party. Among other consequences, there 
would be no tariff preferences and discrimination would be legal. This scenario is not only undesirable 
but also unlikely, as it is widely anticipated that both parties will agree to at least WTO rules. 

At the other end of the range of possible scenarios lies near-full integration in the form of a customs union 
that would imply fully free trade between the parties and a harmonized policy vis-à-vis third parties. 

Between these extremes lie the more likely scenarios of a bilateral relationship on the basis of WTO rules 
(Non-Discriminatory Trade Policy), a “bare” Free Trade Agreement (FTA), or an enhanced “FTA plus” 
with additional elements of cooperation and a customs union along the lines of the Paris Protocol. 

Scenario A:

Agreed Separation within the Framework of the WTO

In this scenario, Israel and Palestine would apply a non-discriminatory trade policy to each other. 
Upon Palestine’s accession to the WTO they would further benefit from the application of the 
whole range of WTO rules. Israel and Palestine would treat each other as they treat other non-
preferential trading partners. Preferential “third” trading partners, such as the European Union 
and EFTA, for both Israel and Palestine, would be treated better. This scenario appears as a 
realistic alternative if Palestine and Israel cannot reach a preferential agreement.
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Key Features 

Under the system established by the World Trade Organization (WTO) and its treaties (GATT, GATS, 
TRIPS and others), Members grant each other market access on a non-discriminatory basis (MFN 
principle). For all trade in goods, and agreed services sectors, members must also apply the “National 
Treatment” (“NT”) principle, i.e. treat goods and services from other members at least as well as they 
treat their own. 

WTO members agree to certain market access guarantees, i.e. maximum tariffs and protection measures 
on services in their negotiated national “schedules.” Trade between WTO members is not “free”, as 
tariffs and other limitations, within the limits agreed, apply.

The WTO system also imposes disciplines on the use of exceptional measures, including remedies like 
anti-dumping, environmental measures, security measures, and typical domestic regulation measures 
like sanitary and phytosanitary measures (protection of human, animal and plant health and safety) and 
technical regulations and standards (TBTs). These disciplines, while important, remain relatively broad 
and leave significant room for national policies. They encourage, but do not require, cooperation. As a 
result, NTBs between WTO members, while broadly regulated, remain significant. Importantly, the WTO 
system is reinforced by a binding and very effective dispute settlement mechanism. 

WTO principles can also be applied outside of WTO membership. Such a “Non-Discriminatory Trade 
Policy” (“NDTP”) applies MFN and, possibly, NT principles. Even if Palestine and Israel do not reach a 
more extensive agreement, they may apply a NDTP as long as Palestine is not a WTO Member. 

Under WTO/NDTP, the preferences given by Palestine to Israel would be the same as those given by 
Palestine to third countries. When and if Palestine becomes a WTO member, under the MFN, these 
preferences would necessarily have to be the same. 

The WTO offers higher models of integration among groups of its Members, provided they reach a high 
level of actual integration in goods and/or services trade. These models are the Free Trade Area (FTA) 
and the Customs Union (CU). 

While the WTO/NDTP scenario is possible, the cumulation of origin between Israeli and Palestinian 
producers under the Pan-EuroMediterranean System of cumulation would not be possible, as this 
requires at least a FTA between cumulation partners. 

What Does this Mean? Some Examples & Reflections

Under the WTO/NDTP, trade between Palestine and Israel would be subject to the tariff levels adopted 
by each for trade partners with no preferential trade arrangements. Israeli trade with Palestine, which 
amounted to around 2.1 billion USD in 2005, would then be subject to Palestinian tariff rates and duties, 
at a level that remains to be seen. 

Israeli existing tariff rates would apply to imports of Palestinian goods, ranging from 400 to 500 million 
USD annually. In 2005, these rates amounted to an average of 5.1% for industrial goods, while agricultural 
products, including processed foods, were subject to a tariff average of 32.9%. The all-inclusive average 
tariff was 8.9%22. It is clear that for certain Palestinian goods the loss of their current “preference margin” 
would mean the loss of a significant competitive advantage they currently have in the Israeli market vis-
à-vis third country products. 

22  These numbers emanate from the WTO Secretariat’s Report prepared in the context of the 2006 Trade Policy Review of Israel. 
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Under a WTO scenario, product standards for Palestinian window frames in Israel or for Israeli construction 
machinery in Palestine are subject (only) to the WTO’s TBT Agreement. Unless specifically agreed in 
addition, there would be no mutual recognition of standards and technical regulations; products from 
one side would be subject to potential delays and multi-level inspections when entering the other market. 
These would be more pronounced with regard to health & safety inspections of food products, which 
however would at least be controlled by the WTO’s SPS Agreement. (Both TBT and SPS Agreements 
would not apply under a simple NDTP policy outside of WTO Membership.)

The WTO however, encourages institutional cooperation, mutual recognition of standards and health 
requirements, and other forms of cooperation, provided other WTO members are given the chance 
to benefit from similar cooperation if they are in a similar situation. It would then be possible for 
Palestinians and Israelis, even if they do not conclude a comprehensive trade agreement, to arrive at 
specific cooperation arrangements under this scenario, for example a mutual recognition agreement 
(“MRA”) on food safety standards for milk products, or a coordinated regulation and supervision of car 
insurance providers.

Although a WTO/NDTP regime would regulate trade, it would result in a significant reduction of bilateral 
trade benefits vis-à-vis the current situation, in particular the loss of the “preference margins.” Palestinian 
and Israeli goods and services would compete in their respective other’s market with goods from the rest 
of the world on an equal footing. 

Scenario B: Customs Union

This scenario envisages a situation where Israel and Palestine allow the free flow of goods and 
services between them and maintain a common external customs tariff for all or most goods. 
Under this scenario, it is possible, but not necessary, that goods from third countries also benefit 
from that almost free flow between the parties.

This situation resembles in many ways the present practice, as the Paris Protocol did in fact 
establish a quasi-customs union between Israel and Palestine, albeit under far-reaching de facto 
Israeli control.

 

Key Features

A Customs Union (“CU”) is an economic integration model which includes all the features of an FTA 
(liberalization of trade in local products and/or services between the parties – see Scenario C), but adds 
elements of a common external trade policy, including most importantly a common customs tariff. Import 
taxation and regulation are harmonized between the two sides. 

As a reflection of this harmonized external policy, it is much easier to allow for the free circulation of 
goods, whether national or imported, between the parties to the CU. This, in turn, makes the use of 
rules of origin, and their administration, much less important and costly. They can even be completely 
eliminated if, as is often the case, the common external trade policy harmonizes all rules of origin.

While a CU usually allows its members the right to retain some NTBs, CUs tend to work towards the 
progressive elimination of NTBs, to the extent that this is the intention of the parties. One of the most 
advanced examples of such CU is the European Community (“EC”). But even within the EC certain SPS 
and TBT measures still apply.
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What Does this Mean? Some Examples & Reflections

A CU between Israel and Palestine would be the closest to the pre-Intifada situation. It would mean that 
both maintain a harmonized external tariff, with both national products and imported goods flowing free 
between the two economies. 

It would further mean that NTBs such as different product standards, health regulations and related 
inspections might be kept to a minimum. It is however conceivable to maintain a CU with high NTBs. 

The need for a common external trade policy however, would also mean that Palestine and Israel 
would have to agree on external tariffs. This would make it much harder, if not impossible, for Palestine 
to conclude separate FTAs with third parties, for example by joining GAFTA as a full member. In other 
words: living in a CU with Israel, while clearly beneficial for bilateral trade, may affect trade with third 
parties negatively. 

Additional “Political” Elements Assumed

For purposes of the impact analysis in Section 4 we envisage an improved quasi-customs union on 
the basis of the Paris Protocol. We assume a certain reduction of the de facto Israeli control and 
implementation. We further assume that this scenario will include the following additional factors:

Movement and access arrangements and security procedures providing for an orderly and •	
undisturbed movement of goods, businesspeople and tourists between Israel, Palestine and 
third-party countries; 

A relatively stable political and security situation inside Palestine, and between Palestine and •	
Israel; 

Actively encouraging Israeli and Palestinian governmental policies towards business •	
cooperation and investment; 

Donors financial support in the amount of US$ 1-1.5 billion per annum, over a 10-year •	
minimum period (a slight increase compared to the level of support during the Intifada period), 
directed to infrastructure and other development programs.  

This scenario also envisages a gradual return to a pre-Intifada situation in all other aspects of 
economic life. 

Scenario C:

 “FTA Plus” – FTA with Deeper Integration,

Active Economic Cooperation and Donor Support

This scenario envisages an Israeli - Palestinian agreement on the duty free treatment of 
mutually originating goods and services, but not of third party goods or service (FTA for goods 
and services). 

It further envisages that Palestine and Israel agree that this FTA is enhanced (“FTA plus”) through 
“deep integration” components like cooperation on health, tax, standardization, competition 
and bank supervision authorities, harmonization and recognition of product standards and 
professional qualifications of service providers and institutional arrangements such as joint 
committees and dispute settlement.
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Key Features of a Free Trade Agreement

Like a CU, an FTA is an economic integration agreement. In a free trade area, the majority if not all, 
of the goods nationally produced (based on agreed rules of origin) enter the other market exempt of 
any customs duties or charges of equivalent impact. However, other entry requirements like technical 
standards and health and safety regulations of the importing market remain usually in place.

The main difference between a FTA and a CU is the lack of a common external tariff on third party 
imports. An FTA does not require the partners to harmonize their external trade policy towards third 
parties. Partners however, remain free to negotiate trade agreements, including tariffs, with third 
parties. Third country products then cannot flow freely between the FTA partners, because otherwise 
imports from third countries could enter the combined market via the partner with the lower tariff. For 
the same reason, some harmonization of tariffs may be desirable to reduce the likelihood of smuggling 
and to ease bilateral border administration. 

Because free trade areas liberalize trade in the nationally produced products of the parties, but do 
not affect their respective trade with third parties, rules of origin play a major role distinguishing 
national from third party products. In their absence, third party products could benefit from preferences 
through simple transactions (e.g. mixing) or just transhipment arrangements, nullifying the purpose 
of the free trade area. The flipside however, is the administrative burden for producers, traders and 
administrations associated with rules of origin. 

Under an FTA, bilateral economic borders remain intact, becoming important to avoid non-originating 
goods from entering the territory under the guise of originating goods.  The FTA therefore, requires 
in principle separate customs administrations by the parties, even though harmonization, cooperation 
and some integration are possible and desirable. Most importantly, the FTA allows each party to have 
completely separate trade policies vis-à-vis third parties. Having an FTA with Israel, instead of a CU, 
would, for example, enable Palestine to become a full Member of GAFTA. 

Adding Elements: Features of an “FTA Plus”

With the WTO minimum requirements of covering “substantially all trade” satisfied, parties to an FTA 
or CU are free to take further measures towards integration and cooperation (sometimes referred to as 
“deep” or “deeper integration”).

There are many alternatives of deeper integration agreements (e.g. an FTA with a partly harmonized 
external tariff, e.g. on all industrial but not agricultural goods). Similarly, additional elements of cooperation 
and integration can be added with minor requirements imposed by WTO rules (e.g. cooperation 
between standards organizations, general recognition of health certificates, joint supervision of banks 
and insurances, joint telecoms regulation, harmonized immigration policy for certain specialists from 
third countries, etc). 

Technically these variations will usually be FTAs with added features, or “FTA plus,” leaving out the 
harmonization of external trade policies characteristic for CUs. Which elements of “deep integration” are 
added to an FTA is a matter for negotiations.

What does this mean? Examples & Reflections 

An FTA between Palestine and Israel would maintain the potential for duty free trade of local goods 
such as agricultural produce, if accompanied by the right certification of origin. But goods imported to 
Palestine from third countries via Israel would not enter duty free. 
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Such third party products would not be freely traded in an FTA, contrary to a CU. It is estimated 
that presently about one third of Palestinian imports (500 to 600 million USD per year) “from Israel” 
are actually third party products. Provided the FTA arrangements were to lead to more effective 
origin examination by Palestinian customs, these imports would generate customs revenue for the 
Palestinian treasury, instead of the Israeli treasury, as is the present case. 

It should be noted however, that this would be an indirect effect of the presumably increased border 
presence of customs under an FTA. Also under a CU (including under the Paris Protocol) imports 
should be monitored and customs revenue distributed according to the destination principle. 

It is also important to note that under an FTA, specific rules of origin will likely be applicable. This not 
only means administrative burdens for businesses, which will have to prove the origin of their goods 
and production inputs and/or value added in order to benefit from duty-free treatment. It also means 
that some Palestinian and Israeli products that are currently crossing the border duty free would not 
qualify as originating in either economy under normal rules of origin (because the transformation or 
value-added is not significant enough), and would no longer qualify for preferential treatment and 
be subject to MFN duties.  (To facilitate the continued sub-contracting of services from one side 
to the other, a system of temporary entry of products would thus have to be devised to provide for 
cases like the sub-contracting of textile and sewing of Israeli ready wear in Palestinian factories 
and workshops.)

An FTA can be designed to permit diagonal cumulation between Palestinian, Israeli and European 
products aimed at entry to the European market (and subject to certain conditions with American 
products under the concept of Qualified Industrial Zones), allowing for the utilization of input materials 
within certain percentages from Palestinian and Israeli products to be exported to European (or 
American) markets duty free.

For Palestine, the benefits of an FTA would include the freedom to enter into preferential trade 
agreements, which Israel is not party to, such as the Greater Arab Free Trade Area (GAFTA) or the 
Agadir Group (Egypt, Jordan, Tunis and Morocco), an FTA designed to allow for cumulation of origin 
(i.e., sourcing inputs from various partners within the group) for preferential export to the EU under 
EuroMed cumulation rules. 

“FTA Plus” Components: Examples & Reflections

A number of “FTA Plus” components can be envisaged, including the following:

NTBs in TBT and SPS: •	 “FTA Plus” features are generally desirable in the context of 
NTBs like standards or sanitary and phytosanitary measures. An example would be the 
mutual recognition of conformity testing certificates issued by standards institutes or testing 
laboratories. A recognized Palestinian laboratory could certify the conformity of Palestinian 
products with Israeli standards, and these certificates would be recognized by the Israeli 
authorities, making further testing at the time of importation into Israel unnecessary, and 
vice versa. Similarly, the standards themselves could be harmonized (for example by 
bot6h sides adopting European standards) or, in the case of national standards, mutually 
recognized as sufficient. 

Administrative Cooperation and Coordination on Trade in Goods:•	  Mutual services which 
would facilitate movement of goods across borders, such as customs administration for each 
other where logistically useful, the harmonization / synchronization of customs procedures, 
mutual assistance in the collection / clearance of VAT and others. 
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Harmonization, Recognition and Administrative Cooperation in Services Regulation: •	
Measures could include the recognition of qualifications (e.g. doctors, engineers), licensing 
(e.g. courier services), supervisory measures (e.g. banking supervision), or administrative 
cooperation such as a joint or harmonized tour guide registry and joint insurance regulation, 
necessary for car insurance if cars cross borders.

Cooperation in “Trade-Related Areas:”•	  Institutional cooperation including intellectual 
property administration, anti-dumping regulations, and health and pest control procedures. 

Dispute Settlement:•	  A national court based mechanism, possibly with enforcement 
components similar to NAFTA’s, to deal with disputes between trading partners.  

Cooperation in Other Non-trade Areas: •	 Investment, competition regulation, sectoral 
regulation, government procurement, and others. 

Labour:•	  While every agreement is different, a standard FTA would not normally include 
provisions on the movement of labour between markets. Access of Palestinian labour to the 
Israeli market would have to be negotiated, if not covered by provisions on services. 

An “FTA Plus” approach offers further integration while maintaining key features of autonomy vis-à-vis a 
CU, most importantly the freedom of each side to  manage relations with third parties, allowing Palestine 
to design its own foreign trade policy, including for example Membership in GAFTA. 

Additional “Political” Elements Assumed

For purposes of the impact analysis in Chapter 4, we assume that an “FTA plus” scenario would 
include the following factors: 

Movement and access arrangements and security procedures which will enable orderly •	
movement of goods, businesspeople and tourists between Israel, Palestine and third party 
countries; 

Relatively stable political and security situation inside Palestine and between Palestine and •	
Israel; 

Actively encouraging Israeli and Palestinian governmental policies towards business •	
cooperation and investment; 

A high level of donor financial support, directed towards infrastructure and other development •	
programs.  
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Impact Analysis of the Trade and Economic Regime IV. 
Scenarios – Overview And Sector Study

The objective of this section23, is to assist Palestinians and Israelis in defining their planning and business 
choices through: (1) a qualitative and quantitative analysis of the impact of trade regime scenarios on 
their future economic development and specific sectors; and (2) factual evidence of these impacts on 
cooperation and key projects.

The quantitative analysis is summarized in comparative forecasts with respect to 3 parameters: (1) value 
added contribution to GDP; (2) contribution to exports, and (3) contribution to employment. The purpose 
of these forecasts is to illuminate the long-term implications of different trade regime scenarios. 

Impact Analysis of the Trade and Economic Regime Scenarios – Overview 4.1 
and Cross-Sector

4.1.1 Scenario A: Economic Separation under Non-Discriminatory Trade Policy 
(NDTP/WTO( 

This is a “more of the same” situation, evolving into a “low intensity hostile separation”, with international 
involvement. The current quasi-customs union gradually dies, and is replaced by a NDTP/WTO regime24 
with the following characteristics: 

Political and security factors:

continuation of the political stalemate, political instability, daily violence, hostile atmosphere and negative 
governmental policies towards business cooperation. 

Movement and access factors:

The “closure regime” will continue in the West Bank25. The Fence/Wall has been practically completed 
and all trade between the West Bank and Israel will go through 6 crossings that should be operational 
by 2008, making the economic impact of border closures much harsher. When these crossings become 
formal custom-borders, an additional layer of custom-related checks and bureaucracy will be added. 

Trade factors:

Palestine and Israel would lose their rights to preferential treatment, and would be obligated by WTO 
regulations to raise mutual tariffs and other barriers to the MFN level (the same that applies to all other 
non-preferred trading partners). The historical evidence supports scepticism with respect to the mutual 
adherence to WTO regulations. 

Non-trade factors:

The clearance system and banking relations could be suspended or terminated. Donor financial support 
would be reduced.

23  The detailed Sector Impact Analysis is presented in Annex II.
24  For a detailed analysis of the trade-related aspects of the NDTP/WTO scenario, see Chapter 3
25  Widened to Gaza as well.
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Implications for Palestine

Palestinian exporters would continue to face movement restrictions, uncertainty and prohibitive costs 
of transportation to Israel and third countries. This negative impact would be compounded by (1) trade 
movement through 6 controlled crossings, and the anticipated closures; (2) additional custom-related 
crossing obstacles; and (3) a new set of trade-related barriers as Palestinian exports would not enjoy 
free access to Israel any more. 

Palestinian exports would decline substantially, and the economy would experience a downturn, adversely 
affecting employment. The cumulative impact of an economic decline would be substantial over time. By 
the end of the 10-year forecast period, Palestinian export revenues would be 2/3 of the current level, GDP 
would be ¾ of today’s and 15-20% of the current jobs would be lost (Summary Table 1, p. 20 below).

Implications for Israel

The withdrawal of Israeli businesses from the Palestinian market that started with the Intifada would 
accelerate, as the purchasing power of the Palestinians would dwindle and transaction costs and security 
risks would increase. The importance of Palestine as a trading partner would diminish, with no substantial 
immediate damages to Israel, as their businesses are expected to develop market alternatives quickly. 

Israel would lose however, a substantial economic opportunity. Lost exports may amount to USD 1,2 
billion annually, and lost GDP to USD 1 billion, with the impact on employment expected to be minimal 
(Summary Table 1)26  

4.1.2 Scenario B: Customs Union

A CU includes all features of a FTA (liberalization of trade in products and/or services between the 
parties), adding a common external trade policy, particularly a common customs tariff and harmonized 
import regulations.27

This more balanced CU would bring Palestinian economic development and Palestinian-Israeli economic 
relations back to the pre-Intifada status, as originally contemplated by the PP, with the following 
characteristics: 

Political and security factors:

relatively stable political and security situation inside Palestine and between Palestine and Israel; 
encouraging governmental policies towards business cooperation; positive international and regional 
atmosphere. 

Movement and access factors:

gradual dismantling of the “closure regime”; movement and access arrangements and security 
procedures for an orderly movement of goods, businesspeople and tourists between Israel, Palestine 
and third-party countries. 

26   Based on detailed analysis presented in the Sector Impact Study Working Paper
27  For a detailed analysis of the trade-related aspects of this scenario, see Chapter 3
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Trade factors:

continuation of free trade between Israel and Palestine; improved access of Palestinian products to the 
Israeli market, more trading opportunities for Palestinian and joint products in third-party markets. 

Non-trade factors:

USD 1 to 1,5 billion donor financial support to Palestine over a 10-year period, for infrastructure and 
economic development programs; trade incentives for export of Palestinian and Palestinian-Israeli 
products to third-party markets; donor-backed “soft programs” on trade between Israel, Palestine and 
third-parties, investment incentives and others. CU constraints may limit the effect on trade with third 
parties of these incentives. 

Implications for Palestine

This scenario would result in a gradual return of freedom of movement for Palestinian goods and 
businessperson between Palestine and Israel, and a gradual dismantling of all “internal closures” inside 
the West Bank, enabling the Palestinian economy to return to normal operations. Palestinian economic 
growth would be export-directed, with an immediate increase in local market activity, hopefully leading 
to double-digit annual GDP growth rates.

The accessibility of Palestinian importers and exporters to third-country markets would improve, 
enhancing Palestinian trade with third-country markets, especially Arab markets.

Considering the weakness of Palestinian productive sectors and the CU obstacles to trade with third 
countries, Palestine should be able to tap only a fraction of its export potential to US, European or Arab 
markets. Palestine however, should gradually gain a broader access to the Israeli market, where the 
largest increase in Palestinian exports would be seen. 

The Palestinian economy should have high GDP growth rates in the first period of economic recovery, 
regaining its pre-Intifada real GDP per capita in about 7 years. Palestinian exports should grow almost 
ten-fold during the ten-year forecast period, its GDP should double and jobs should grow by 90 percent 
(Summary Table 1, p. 20 below).

Implications for Israel

Israel’s exports to Palestine rise and fall with the Palestinian GDP. As this is expected to continue, a 
Palestinian economy recovery should generate an increase in Israeli exports. 

The CU regime however, would limit the ability of the Israeli and Palestinian business communities to 
capture business opportunities created by cooperation with US, EU or Arab trading partners. 

Israel is projected to increase exports of goods and services, excluding diamonds, by 20 to 25% in 10 
years (USD 12 billion annually), GDP should grow by 5 6% (USD 9 billion) and 320,000 jobs would be 
created (12% increase). 
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4.1.3 Scenario C: FTA Plus - Active Economic Cooperation and Donor Support

An FTA is the result of an economic integration agreement allowing national goods to enter the other 
market exempt of any customs duties. The main difference between an FTA and a CU is the absence of 
a common external tariff on third party imports. The following factors will be present:

Political and security factors:

same as for the CU scenario.

Movement and access factors:

same as for the CU scenario (although under the FTA Plus scenario there will be custom borders 
between Israel and Palestine)28.

Trade factors:

an FTA will allow Israeli and Palestinian products to enter the other market exempt of custom duties, as 
under the CU regime. The difference is that an FTA would give Palestine preferential trade agreements to 
which Israel is not party, such as GAFTA. An FTA would also open the possibility of diagonal accumulation 
between Palestinian, Israeli and European products.29

An effective FTA must have substantial “Plus” elements, including agreements on sectors like agriculture 
or tourism, issues like the use of shared water resources, the environment, transportation, impediments to 
exchange of services, agreements with third-party markets like QIZ-style arrangements with the US and 
other markets, special arrangements for export-oriented free zones, special economic development zones 
(the Jordan valley), special-status industrial estates (as has been discussed with Turkey), and others. 

Non-trade factors:

same as for the CU senario.

Implications for Palestine 

The Palestinian historical economic performance shows remarkable strength whenever the political 
situation allowed for economic growth. This was evident throughout the 1990s (see Annex Tables 4.1, 
4.2), as relative political stabilization and eased security restrictions resulted in a Palestinian annual 
economic real growth of 11% (1997-1999 average). 

The conflict with Israel is the factor with the strongest impact on Palestinian economic development. 
Long-term real GDP growth data show the impact of the first Intifada (1988-1989, Annex Table 4.1), the 
violent period of 1996 (Annex Table 4.1), and the second Intifada (Annex Table 1.1). 

A positive security and political atmosphere should result in fast Palestinian economic growth, including 
the mobilization of unutilized production capabilities: 300,000 unemployed working age people, plus 
50,000 entrants yearly, ready to capture work opportunities, and high unused production capacity in 
industry and construction. 

Additional growth-inducing factors are expected to contribute to high rates of real GDP growth in the first 
period of a return to orderly economic life, including Palestine’s membership to GAFTA. 

28  Physical border-crossings, and security checks are expected to be there anyway.
29  For a detailed analysis of the key features of the FTA scenario, see Chapter 3
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Jordan is a good example. As shown in Annex Table 4.4, under GAFTA, Jordan has tripled its exports 
to Arab markets between 2000 and 2006. More recently, these exports have grown between 25 to 30% 
annually. This Jordanian success strongly indicates the potential for Palestinian regional export growth. 
The combination of Palestinian GAFTA membership and its access to Israeli technology and production 
capabilities can place Palestinian exporters in a competive position with respect to other regional players. 

Under this scenario, in 5 years the Palestinian economy should regain its pre-Intifada real GDP per 
capita and continue to grow at a high rate for the following 5 years. Our projection at the end of the 10-
year forecast period indicates a Palestinian GDP of USD 15 billion and GDP per capita of around USD 
2,300 (Summary Table below). 

Is such an optimistic forecast feasible? 

The growth goals of this scenario are similar to what Jordan has achieved. Moreover, even under 
optimistic assumptions, Palestinian GDP per capita at the end of the 10-year forecast period, will still 
be 20% below the 2007 level of the Jordanian GDP per capita, and probably some 40-50% below its 
level in 2017. Palestinian annual exports should increase by USD 7 billion by the end of our 10-year 
forecast period, and the number of new jobs around 750,000, a 120% increase with respect to current 
employment (Summary Table 1 below).

Implications for Israel

Israel annual exports should increase by USD 18 billion in 10 years (1/3 over present levels, excluding 
diamonds), its GDP should grow by US$ 12 billion (8% over the present level), and 450,000 new jobs 
should be created (17% over the present level). 

Summary Table 1: Overall Impact Analysis. Year 10. 30

Continuation 
Current 

Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
PLUS

Palestine

Exports loss/gain (US $ 
millions) per year

–200 600 3,400 7,100

GDP loss/gain (US $ 
millions) per year

–1,500 Insignificant 5,100 10,500

Employment loss/ gain 
(thousand jobs) per year

-165 Insignificant 550 750

Israel

Exports loss/gain (US $ 
millions) per year

-2,500 -1,200 12,000 18,000

GDP loss/gain (US $ 
millions) per year

-1,800 -1,000 9,000 13,000

Employment loss/ gain 
(thousand jobs) per year

-75 -10 320 450

30 The 5 years projection is presented in the Executive Summary.
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Impact Analysis by Sector4.2 

4.2.1 Tourism

Implications for Palestine

The past 7 years were devastating for the Palestinian tourism sector. Revenues (exports) were practically 
zero in 2001-2004, and although there are signs of a recovery since 2005, revenues and tourist arrivals 
in 2005-2006 represented 20% of their 2000 level. 

Continuation of current situation

Given the sensitivity of this sector to the political atmosphere, security situation and movement restriction, 
a continuation of the current situation would take the sector back to the level of activity in 2001-2002 (i.e. 
tourist numbers would be no more than a few tens of thousands per year and revenues would be almost 

zero), and eventually ruin the sector). 

Scenario A:

NDTP / WTO

The long-term implications of this scenario would include a slow deterioration of this sector. The 

quantitative 10-year projection of this process is in Summary Table 2 below. 

Scenario B and C:

Improved Customs Union and FTA Plus

These would include the following characteristics: movement restrictions would be replaced by a free 
and orderly movement of tourists in Palestine and between Palestine and Israel; Palestine would 
become a safe and independent tourist destination; the average length of stay and spending of 
visitors would show an increase; travel destinations and points of interest would diversify beyond the 
strong dependency today on the Christian market; the Palestinian tourism infrastructure would be 
rehabilitated and developed; a partnership with the Israeli tourism sector would develop to market a 
broader “Holy Land” product. 

Our projections for the Palestinian tourism sector under scenario B are: 

The number of tourists would recover to pre-Intifada levels of 1 million by the 5•	 th year of the 
forecast period, continuing to grow steadily until reaching 2 million by the 10th year.

The average length of stay and spending of visitors will increase to USD 500 per tourist by the •	
5th year (double the 2000 level, but 40% of the 2005 Israeli level), and USD 700 by the 10th 
year (50% of the 2005 Israeli level). 

There would be an increase in tourism revenues from USD 50 million annually, to USD 1.4 billion in 10 
years; 135,000 jobs would be created (45,000 direct jobs and 2 new indirect jobs for each direct one); 
and GDP would grow by USD 1 billion (Summary Table 2 below).31 

31  See the detailed analysis in the Sector Study Working Paper
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Scenario C (FTA Plus( would enable the Palestinian tourism industry to tap more aggressively non-
Christian markets (business and conferences, tour packages for Jordan and Egypt, Muslim pilgrimage 
and visiting friends and relatives or leisure travelling). 

The half-ruined Palestinian tourism infrastructure would limit the recovery. Our forecast for the first 5 
years is basically the same as for scenario B. 

The quantitative forecast for scenario C by the 10th year would include: 3 million tourists per year, an 
increase in annual revenues from USD 50 million to USD 2.1 billion; 200,000 direct and indirect jobs 
created and a GDP increase of USD 1.5 billion (Summary Table 2). 

Is this forecasts too optimistic?

Jordan is again a good example. A total of 6 million tourists will have visited Jordan in 200732. Our forecast 
for scenario C is that after 10 years of “normal life”, a total of 3 million tourists will have visited Palestine. 

32  Of which one half are day-trippers; and around one quarter of a million Israelis (mainly Arab Israelis).
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Implications for Israel 

Israel was visited by 1.8 to 1.9 million tourists in 2005-2006. Over 2 million mav visit the country in 2007. 
In the 2nd half of the 1990s, before the Intifada, the annual number of tourists ranged from 2.2 to 2.7 
million. Annual tourism income in recent years has been around USD 2.5 billion. 

Continuation of the current situation
The historical evidence shows that the Israeli tourism industry is quite sensitive to the political atmosphere 
and the security situation. The Intifada at the end of September 2000 caused a 72% decrease in the 
number of tourists. 

Under this scenario, the recovery that tourism has experienced since 2003 would be reversed, and the 
number of tourists would fall to 1.2 to 1.5 million annually through the 10 year forecast period, with the 
following economic consequences:  

USD 800 million in annual export income losses•	 33.

60,000 jobs lost•	 34. 

USD 600 in annual GDP losses•	 35. 

Scenario A: NDTP / WTO

The Israeli tourism industry would not be substantially affected, continuing its present course of around 
2 million tourists per year, with occasional falls at times of violent conflicts. 

Scenarios B and C: Improved CU and FTA Plus

The positive atmosphere which these scenarios would represent for Israel (and Palestine), as a tourist 
destination would make a big difference for the Israeli tourism sector. 

Scenario B (Improved CU regime( 

Israel would recover its pre-Intifada 3 million annual tourist visits in about 3 years. The target of 5 
million visits would be achievable during the 2nd half of the 10 year forecast period, particularly if a 
strategic partnership with the Palestinian tourism sector is implemented to develop a “Holy Land” 
tourism project. 

An FTA Plus Scenario (Scenario C( would be the most encouraging alternative from a business 
perspective, particularly considering the stronger flow of non-Christian tourism into Palestine. 

33  Computed as per the Israeli average income of US$ 1,300 per tourist (2005 figures)
34  20,000 direct jobs in tourism, and additional loss of around 40,000 indirect jobs.
35  Based on the 2005 data as to the value added content in Israeli tourism revenues.
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Our projections for the Israeli tourism sector under scenarios B and C are: 

Under scenario B, the number of tourists would recover to the pre-Intifada level of 3 million in 3 •	
years, rising to 4 million by the 5th year, and 5 to 6 million by the 10th year. 

Scenario C would lead to stronger growth, reflected in a tourist visit number of 4 to 5 million by •	
the 5th year and 7 million by the 10th year. 
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Summary Table 2: Tourism Sector Impact Analysis. Year 10. 36

Continuation 
Current 

Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
PLUS

Palestine

Exports loss/gain (US $ 
millions) per year

-40 Insignificant   1,350 2,050

GDP loss/gain (US $ millions) 
per year

–30 Insignificant 1,000 1,550

Employment loss/ gain 
(thousand jobs) per year

–15 Insignificant 135 205

 

Israel

Exports loss/gain (US $ 
millions) per year

–800 Insignificant 4,600 6,600

GDP loss/gain (US $ millions) 
per year

–600 Insignificant 3,500 5,000

Employment loss/ gain 
(thousand jobs) per year

–60 Insignificant 245 350

Our 10-year forecast would be as follows:

Increase in annual tourism revenues (from the present USD 2.5 billion), to USD 4.6 billion •	
under scenario B, and USD 6.6 billion under scenario C. 

Creation of 245,000 jobs under scenario B, and 350,000 under scenario C. •	

GDP annual increase of USD 3.5 billion under scenario B, and USD 5 billion under scenario C. •	

4.2.2 Agriculture

Implications for Palestine

Continuation of the current situation

Based on the detailed analysis presented in the Sector Study Working Paper, Agricultural GDP would 
decline more steeply than national GDP, because of its dependence on Israeli-made and Israeli-imported 
inputs. Agricultural inputs (mainly from Israel), constitute over 55% of the value of agricultural production, 
and in some areas 70 to 75%. Agricultural production would be seriously affected by the shortage of 
these critical inputs. 

This has actually materialized in Gaza since its takeover by Hamas. The PalTrade survey of 12 July 
2007 estimated that if cultivation supplies (fertilizers, pesticides, etc.) are not available, there will be a 
50 percent fall in the quantity and quality of plant product. The effect on the Palestinian livestock sector 
would be severe, since all animal feed and other critical inputs come from or through Israel.

36   The 5 years projection is presented in the Executive Summary.
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The estimated GDP loss would be about USD 220 million annually by the end of the 10-year forecast 
period. Agricultural exports are also expected to fall more steeply than the general fall in exports, bringing 
them from USD 50 to USD 20 million by the 10th year. 

The impact on Palestinian employment would be moderate, since a large part of employment in this 
sector includes unpaid family members and part time workers. 

Scenario A: NDTP / WTO

Palestinian exports to Israel would experience an even more substantial decline than in the previous 
scenario, but exports to other markets may compensate for this decline. The impact on domestic 
economic performance would be more moderate than in the previous scenario. 

Palestinian export-revenue losses would amount to 60% by the end of the 10-year forecast period, but the 
GDP fall would be in line with the overall Palestinian GDP decline (20 to 25%, Summary Table 3 below).

Scenarios B and C: Improved CU and FTA Plus

Scenario B: Palestine and Israel would be able to set in motion a broad set of mutually advantageous 
trade and business activities, in agriculture and agriculture-related fields; 

Scenario C: Palestine and Israel would have a number of business opportunities in fields like high-
value vegetable, flower and fruit exports to European and other markets. Their cumulative benefit for 
Palestine could be estimated as follows: exports (and import substitution) increase of USD 1 billion by 
the 10th year of the forecast period, and a GDP increase of USD 900 million by the 10th year.
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The FTA Plus Scenario would enable Palestine and Israel to benefit from other business opportunities 
with respect to third-country markets, especially Arab markets. Their cumulative benefit for Palestine 
could be estimated as follows: exports (and import substitution) increase of USD 2.5 billion by the 10th 
year of the forecast period, and GDP increase of USD 1.5 billion. 37

Implications for Israel

Prior to the Intifada, Israeli exports of agricultural products to Palestine totalled USD 200 to 250 million, 
about ¼ bigger of total Israeli agricultural exports. Agricultural exports to Palestine between 1999 and 
2005 fell to about USD 150 million. In certain agricultural sub-sectors however, Palestine is still the 
largest Israeli export market (e.g. live animals, dairy products, and certain categories of fruit). 

The export of inputs, intermediate products, and equipment (or “inputs”) is more important for Israel. 
Exports of Israeli-made inputs to Palestine almost doubled in value in 1999 compared to agricultural 
products, estimated at USD 350 to 400 million. By 2005, exports of Israeli-made inputs decreased 
to around USD 250 billion. 

Continuation of the current situation

Israeli exports of finished agricultural products to Palestine would show different declines. Basic 
products like milk and meat would be less affected than others like fruits. Exports of Israeli-made 
agricultural inputs would decline in line with Palestinian agricultural GDP.

The impact on Israeli GDP is estimated on an average ratio of 60% value added assumed for all 
Israeli-made lost exports to Palestine (excluding re-exports).

We expect agricultural export losses to amount to USD 210 million annually by the 10th year, and 
GDP losses of USD 125 million annually by the 10th year. 

Scenario A: NDTP / WTO 

Israeli exports of finished agricultural products to Palestine should experience a steep decline. The decline 
in exports of inputs for Palestinian agriculture should be smaller, compared to the previous scenario. 

We estimate the Israeli agricultural export revenue losses at USD 150 million annually by the 10th 
year; and GDP losses at USD 90 million annually (Summary Table 3 below).

Scenario B: Improved CU 

Israel and Palestine could develop mutually advantageous trade and business activities in agriculture 
and agriculture-related fields. 

Israeli businesses could benefit from the development of Palestinian agriculture through partnerships, 
supplying inputs, intermediary products and equipment and exporting agricultural products and inputs 
to Arab markets developed jointly with Palestinian partners.  

The benefit for Israel could include export increases of USD 1.15 billion by the 10th year and GDP 
increases of USD 700 million. 

37  See detailed analysis in the Sector Study Working Paper.
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Scenario C: FTA Plus

This would enable Israel and Palestine to take advantage jointly of business opportunities in additional 
sectors and third country markets, particularly Arab markets.

The benefit for Israel could include export increases of USD 2.8 billion by the 10th year and GDP increases 
of USD 1.7 billion. 

Summary Table 3: Agricultural Sector Impact Analysis. Year 10. 38

Continuation 
Current 

Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
Plus

Palestine

Exports loss/gain (US $ 
millions) per year

-30 150 1,000 2,500

GDP loss/gain (US $ 
millions) per year

-220 Insignificant 900 1,500

Israel

Exports loss/gain (US $ 
millions) per year

-210 -150 1,150
2,800

GDP loss/gain (US $ 
millions) per year

-120 -90 700 1,700

38   The 5 years projection is presented in the Executive Summary.
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4.2.3. Building Materials

Implications for Palestine

The Palestinian construction industry has been characterized by fluctuations that strongly reflected the 
performance of the economy. Total expenditure on building, about USD 1 billion in 1999, fell 75% by 
2001, fluctuating between USD 400 to 800 billion in 2002-2006. 

The stone and marble sub-sector is one of the most significant industries in Palestine. Other major sub-
sectors include structural metal products and metal intermediary products for building, concrete and 
cement, paint, carpentry, veneer sheets and construction wood works. 

The Palestinian stone and marble industry is highly interwoven into the Israeli construction industry. 
Other Palestinian building industries also depend on the Israeli construction industry, as a market for 
their production, or as a source of their inputs. Pre-Intifada building exports to Israel (including related 
services) amounted to 1/3 of Palestinian exports to Israel. 

Continuation of the current situation 

The impact on Palestine would be very negative, given the sensitivity of this sector to the fluctuations 
of the Palestinian economy and its dependency on the Israeli market. Gaza-style closures would likely 
cause a drastic decline in Palestinian exports of building materials and severe shortages in critical 
construction inputs. This has materialized in Gaza since its takeover by Hamas. The PalTrade survey of 
12 July 2007 found that in July 2007 the number of employees in the construction industry in Gaza was 
80% lower than in January 2007.

We estimate that this situation could cause a 50% decline in Palestine exports of building materials, 
followed by further declines in subsequent years. 

Domestic expenditure on building should fall from 60% to 70% (from a 2004-2006 average) and remain 
at that level through the 10-year forecast period, causing building sector GDP losses of over 50% by 
the 10th year. 

Our 10-year forecast would then be as follows: annual export losses of USD 70 million and GDP losses 
of USD 150 million by the 10th year of the forecast period.

Scenario A: NDTP / WTO

The decline in Palestinian exports of building materials, mainly stone and marble, to Israel is expected 
to be more moderate than for other sectors. Palestinian annual export revenue losses would amount 
to USD 30 million, and GDP losses to USD 60 million by the 10th year of the forecast period (Summary 
Table 4 below). 

Scenario B: Improved CU 

On the basis of past experience, construction should be a leading sector in a Palestinian economic 
recovery. 

Domestic construction activity should reach pre-Intifada levels by the 1st or 2nd year (registering 60% 
to 70% growth). Exports to Israel should grow faster, considering the easier access that stone, marble 
and other building materials should have to Israel.
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This scenario would enable Palestinian and Israeli producers to cooperate in marketing stone 
products to the US and other high-value markets, meeting the growing demand for high quality 
stone in world markets. 

Our 10-year forecast would then be as follows: annual export increases of USD 500 million, and GDP 

increases of USD 600 million by the 10th year of the forecast period.

Scenario C: FTA Plus

Palestine and Israel could cooperate to produce, market and sell to third-country markets, especially 
Arab markets, focusing on premium building products, like advanced systems to these huge markets 
(total annual investment in construction in the 6 Gulf countries in the coming decade is estimated at US$ 
30 to 40 billion). 

Our 10 year forecast would then be as follows: annual export increases of USD 800 million, and GDP 
increases of USD 700 million by the 10th year of the forecast period.

Implications for Israel

The building material sector includes a variety of sub-sectors that supply all kind of inputs, intermediary 
products, systems, equipment and services to the construction industry. Though many of the basic 
building industry products are local or regional (low value per ton, long range transportation costs 
relatively high), Israel’s high value products are increasingly gaining export markets, with volumes 
estimated at USD 1.5 billion. 

Pre-Intifada total Israeli building material sector exports to Palestine (including cement, stone and other 
building materials, metal, wood and plastic, and related services) were estimated at over USD500 
million, approximately 20% of total Israeli exports to the Palestine. 
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The dependency of the Palestinian construction sector on Israeli inputs is reflected in the substantial 
Israeli value added to Palestinian construction. Excluding labour and stone costs, Israeli value added 
is larger than Palestinian value added in respect to the total value of production in the Palestinian 
construction sector. 

The level of economic activity in Palestine has significant effects on the volume of Israeli exports to 
Palestine of construction industry inputs. Israeli exports of these products in 2005 were 35% lower than 
in pre-Intifada years.

Continuation of the current situation 

Exports of Israeli construction inputs would decline in line with the Palestinian construction sector GDP. 
Taking total Israeli exports of USD 300 million in the Base Year, we would expect a decline of 2/3 by the 
10th year, representing a USD 200 million loss. The impact on Israeli GDP is estimated on the basis of a 
60% added value ratio, representing USD 120 million by the 10th year. 

Scenario A: NDTP / WTO 

The decline in Israeli exports would be proportionately lower than for Palestine, amounting to USD 80 
million and GDP losses of USD 50 million by the 10th year. 

Scenario B: Improved CU 

Israel could benefit from cooperating with Palestine to export to third countries, in addition to benefits 
from a rise in the export of construction inputs to Palestine, which should grow in line with the Palestinian 
construction GDP. These benefits for Israel could represent export increases of USD 900 million and 
GDP increases of USD 540 million by the 10th year of the forecast period. 

Scenario C: FTA Plus

Israel could benefit, jointly with Palestine, from substantial export gains from cooperation in production, 
marketing and selling to third-country markets, especially the Arab markets. This could represent export 
increases of USD 1.1 billion and GDP increases of USD 660 million by the 10th year of the forecast period. 
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Summary Table 4: Building Material Sector Impact Analysis. Year 10. 39

Continuation 
Current 

Situation

SCENARIOS

A:
NDTP/WTO

B: Improved 
Custom Union

C: FTA 
Plus

Palestine

Exports loss/gain (US $ 
millions) per year

-70 Insignificant 500 700

GDP loss/gain (US $ 
millions) per year

-150 Insignificant 600 700

Israel

Exports loss/gain (US $ 
millions) per year

-200 -80 900
1,100

GDP loss/gain (US $ 
millions) per year

-120 -50 540 660

4.2.4 Fast Moving Consumption Goods

Fast Moving Consumer Goods (FMCG) are daily-consumed products that have a quick turnover 
and sell in large numbers at a relatively low cost. This includes food, drinks, soap, cosmetics, teeth 
cleaning products, shaving products and detergents.

Implications for Palestine

Palestinian FMCG exports to Israel are insignificant in contrast to the importance of the Palestinian 
market for Israeli FMCG exports. However Israel remains an important potential export market for 
Palestinian FMCG industries.

Continuation of the current situation 

The impact on Palestinian FMCG exports would be marginal, but the impact on the domestic market 
and industrial production would be significant. This scenario would have negative sector impact due 
to a an expected steep decline in household incomes and a corresponding reduction in local demand 
for food industry products, and to the dependency on Israeli inputs, which, by becoming less available, 
would lower production capabilities of local FMCG industries and increase production costs. 

Our 10-year forecast would be as follows: export losses of about USD 15 million annually and GDP 
losses of about USD 300 million by the 10th year of the forecast period.

Scenario A: NDTP / WTO 

We would anticipate annual export losses of about USD 15 million. GDP would fall in line with national 
GDP (between 20% to 25%, Summary Table 5 below).

39   The 5 years projection is presented in the Executive Summary.
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Scenario B: Improved CU 

We would anticipate a substantial increase in local demand for food industry products. The challenge for 
the Palestinian FMCG industry would be to compete with imports from foreign suppliers. Cooperation 
with the Israeli industry would enable Palestinian FMCG producers to rely on Israeli technological and 
logistical advantages to develop a similar capacity in Palestine. Cooperation would open the Israeli 
market to Palestinian FMCG products, including already existing local and international marketing 
channels. Israeli producers could lower production costs, particularly in labour intensive activities, and 
enhance their competitiveness in the local market against foreign suppliers. 

The extent of the benefits from this cooperation depend on Palestinian economic activity. The Palestinian 
market should generate new annual sales for Palestinian and Israeli food industries combined of USD 
2 billion over the 10-year forecast period. The Israeli local market may generate equivalent export and 
import substitution benefits of USD 0.5 to 1 billion for Palestinian and joint food industry products. Our 
10-year forecast would be as follows: annual export increases of USD 1 billion, and GDP increases of 
USD 1.2 billion by the 10th year of the forecast period. 

Scenario C: FTA Plus

This would open opportunities in Arab markets, where there is strong demand for high-quality food 
products. Cooperation in production and marketing would enable Palestinian and Israeli suppliers to 
sell premium products to these markets at competitive prices. Such cooperation would benefit from: (1) 
Palestinian membership to GAFTA, providing duty-free access to GAFTA to joint products; and (2) the 
proximity of production sites, reducing transportation costs and enhancing the comparative advantage 
of Palestinian-Israeli products. 

Our 10-year forecast would be as follows: annual export increases of USD 2.3 billion and GDP increases 
of USD 1.8 billion by the 10th year of the forecast period.
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Implications for Israel

Until the first Intifada in 1987, the Palestinian market represented a significant share of Israeli food industry 
sales. The Intifada started a continuous decline of Israeli food sales to the Palestinian market. The second 
Intifada forced many Israeli companies to cease their activities in the Palestinian market altogether. 

Israeli exports of food products to Palestine are exceptionally sensitive to the Palestinian economic and 
security situation, especially in non-basic foods. The Israeli Food Industries Association estimated that 
exports of food products to Palestine dropped 60% in the early years of the second Intifada, and then 
jumped up 50%. 

As growth potential in the Israeli FMCG market is limited, leading Israeli food and non-food FMCG 
companies are gradually shifting to export oriented growth strategies, and Palestine is a high priority 
target under these strategies. 

Continuation of the current situation

Three categories of FMCG companies must be differentiated: (1) suppliers of basic food products (i.e. 
drinking milk, low price soft drinks, etc.), which would be less significantly affected; (2) suppliers of non-
basic FMCG products, including a variety of food and other FMCG products whose sales to Palestine 
would fall substantially; and (3) suppliers of raw materials, other inputs and semi-finished products to 
Palestinian food and other FMCG industries, which would also see a significant reduction in sales. 

Our 10-year forecast would be as follows: annual export losses of USD 300  million and GDP losses of 
USD 180 million by the 10th year of the forecast period.

Scenario A: NDTP / WTO 

The projected impact of this scenario should be moderate: annual export losses of USD 150 million and 
GDP losses of USD 90 million by the 10th year of the forecast period (Summary Table 5 below). 
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Scenario B: Improved CU 

Palestine would remain the most important export market for Israeli food products. Israeli and Palestinian 
exporters would benefit from the cooperation described in the impact analysis for Palestine. Our 10-year 
forecast would be as follows: annual export increases of USD 2.5 billion and GDP increases of USD 1.5 
billion by the 10th year of the forecast period. 

Scenario C: FTA Plus

This would open opportunities beyond those mentioned under Scenario C, because Israeli-Palestinian 
cooperation in the production and marketing of food products would provide access to large and 
growing Arab markets. 

Our 10-year forecaset would be as follows: annual export increases of USD 4 billion, and GDP 
increases of USD 2.4 billion by the 10th year of the forecast period. 

Summary Table 5: FMCG Sector Impact Analysis. Year 10. 40

Continuation 
Current Situation

SCENARIOS

A: NDTP/WTO
B: Improved 

Custom Union
C: FTA 
Plus

Palestine

Exports loss/gain (US $ 
millions) per year

-20 200 1,000 2,300

GDP loss/gain (US $ 
millions) per year

-300 Insignificant 1,200 1,800

Israel

Exports loss/gain (US $ 
millions) per year

-300 -300 2,500 4,000

GDP loss/gain (US $ 
millions) per year

-180 -180 1,500
2,400

A REFERENCE SCENARIO: THE LIKELY/DESIRABLE V. 
FUTURE TRADE REGIME

This section aims to provide a sketch, and brief evaluation, of what appears to be the most desirable 
- and, provided serious negotiations happen: most likely-future scenario, namely a “FTA Plus”. This 
sketch is a risky guesswork, as it is, of course, impossible to predict the outcome of negotiations. With 
this caveat in mind, it appears useful to engage in such a projection to assist businesses, negotiators, 
policymakers and other stakeholders in shaping their perspectives for the way ahead.

40   The 5 years projection is presented in the Executive Summary.
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5.1 The Desirability and Likelihood of an “FTA Plus” Regime

An FTA/“FTA Plus” is a desirable future trade arrangement between Palestine and Israel because it 
ensures a desirable level of economic integration between the parties while allowing them autonomy 
in the conduct of trade with third parties. An FTA/“FTA Plus” is also a likely future trade regime between 
the parties because it satisfies both the WTO conditions for preferential trade arrangements and those 
of the Pan-Euro-Mediterranean cumulation of origin, a cornerstone of future trade and economic 
cooperation in the region.  

Desirability:

There are two main reasons that make an FTA/”FTA Plus” a desirable future trade regime between 
Palestine and Israel. First, an FTA/”FTA Plus” is an economic integration agreement that allows most 
nationally produced products (and services in so far as the agreement addresses services trade) 
to enter the market of the other party to the FTA/”FTA Plus” duty free. An FTA/”FTA Plus” therefore 
ensures the free flow of trade in originating products between Palestine and Israel. 

Second, FTA/”FTA Plus” does not pose a requirement on the parties to the FTA to harmonize their 
external tariff policy towards third party imports. For Palestine, this would mean autonomy to enter 
into trade arrangements with third parties with whom Israel may not necessarily have trade relations. 
Even if Israel has trade relations with such third parties, the optimal conditions for trade relations may 
not necessarily be the same. This is particularity relevant in the context of Palestine’s integration with 
the Arab world under the GAFTA, the Agadir Group or other bilateral or regional trade arrangements 
with Arab or Islamic countries. Further, it is important to recognize that notwithstanding the benefits of 
harmonization some differentiation in external tariffs between Israel and Palestine may be beneficial, 
as the different levels of development between the parties may let them benefit from the flexibility of 
employing different tariff levels in particular in respect to certain special or sensitive products. 

Likelihood:

It is imaginable that Palestinian and Israeli negotiators will not be able to agree on comprehensive 
new parameters for a future trade regime. In that case, the most likely default options appear to be 
a WTO/NDTP scenario (this would not require them to negotiate; they could just accept their (future) 
multilateral obligations under the WTO) or a de facto continuation of the Paris Protocol regime, more 
or less implemented (this may be the result of a tacit agreement not to do anything, which would leave 
the Paris Protocol applicable in principle). This option, however, appears rather unstable, and hence 
provisional, as neither party appears willing to actually remain in a customs union.  

Provided Palestine and Israel do succeed in holding serious negotiations about their future trade 
regime, however, it is reasonable to presume that this arrangement will likely be in the form of an 
FTA to satisfy WTO requirements for preferential trade agreements under GATT Article XXIV and fulfil 
EuroMed requirements for the cumulation or origin.

WTO rules recognize the desirability of trading partners to establish close economic integration in 
the form of customs unions and free trade areas and grant each other treatment that is even more 
favorable than that granted to other WTO members (MFN) in order to enhance and facilitate trade 
among their markets. However WTO rules try to balance the opportunities of trade creation that arise 
from enhanced trade relations between parties and the risks of trade diversion with third parties 
through requiring to the parties to liberalize substantially all the trade between them and not to raise 
tariffs or non-tariff barriers to trade vis à vis third parties. Both requirements are currently fulfilled by 
Israel and Palestine.
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Past experience, current relations and the general political outlook, however, suggests that a customs 
union between Palestine and Israel is a rather unlikely scenario for the future as it requires enhanced 
– and somewhat active – economic, institutional and political cooperation, harmonized trade and tariff 
policies and deeper economic integration between the rather ‘unequal’ trade partners. It is reasonable 
therefore to assume that the more likely scenario that satisfies the parties existing and future WTO 
commitment is an FTA, or ”FTA Plus.” 

In addition, the European requirements for diagonal cumulation of origin under the Euro-Med system of 
cumulation necessitate the parties in the cumulation process to be members of (at least) an FTA and to have 
identical rules of origin.  An FTA/”FTA Plus” between Palestine and Israel would therefore allow Palestinian 
and Israeli producers to benefit from the EuroMed cumulation rules in their production processes. 

5.2 “FTA Plus” – Why and How?

Given the current integration and interdependence of the Palestinian and Israeli economies, there is an 
obvious significant degree of mutual business interest in a high degree of integration and cooperation in any 
future trade regime. At the same time, a customs union appears highly unlikely as a long-term option due to 
its various constraining effects. This suggests that an ”FTA Plus” will best satisfy the parties’ needs.

 

What could be the “plus” elements? The new generation of FTAs recently negotiated provides some 
guidance for this. These FTAs often entail additional components to optimize the economic and 
institutional between the parties to the FTA, facilitate trade and create the necessary framework for 
resolving disputes in addition to widening the scope of the agreement. These additional elements, often 
referred to as “FTA Plus,” may include, for example, the following elements:

mutual recognition of standards, technical and health safety regulations, testing and •	
certification

institutional cooperation in matters such as competition regulation•	
labour movement regulating the movement of labours from either side into the labour market •	
of the other side

transit between the two sides facilitating the transit of goods from and to third parties over the •	
territory of the other party

border control and customs co-operation arrangements– important in order to ensure that •	
rules of origin do not become an unnecessary barrier to trade

investment protection arrangements, establishing rules for investments by one side in the •	
economy of the other side and the protection of such investments and investors

dispute settlement procedures and remedies –the key to ensuring the reliability and •	
predictability of the trade relations based on rules, rights and obligations.

In essence, thus, “FTA Plus” looks as the most promising option because it combines

the•	  benefits of separation (policy freedom: access to GAFTA, fine-tuning of trade and 
economic policy to national interests, minimize interdependencies that might generate risks, 
etc.) with,

the•	  benefits of cooperation (institutional and legislative harmonization and cooperation, free 
trade) while 

satisfying•	  WTO requirements for preferential agreements (so does a CU arrangement), 
and 

fiting•	  into Euro-Med and other FTA contexts providing an opportunity to exploit the pan 
Euro-Med cumulation of origin.
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Fields of Cooperation and Potential ProjectsVI. 

6.1 Tourism

Both Israel and Palestine share the interest of taking advantage of the unique position of the “Holy 
Land” for the development of religious, historically oriented and sightseeing tourism. Under conditions 
of political stability (such as envisaged under Scenarios B and C), Israeli-Palestinian cooperation in 
marketing and product development can make the “Holy Land” a major world-class tourism attraction.

According to Israeli tourism sector estimates, the overall joint tourism potential of Israel is around 7-8 
million tourists per annum; of which, 5-6 million would be religious, historically oriented and sightseeing 
tourists, and 2-3 million in other segments.  

In addition, tourism sector leaders point to the vast potential of the two domestic-tourism markets. The 
magnitude of Israeli domestic hotel-use is around 12 million hotel night per annum. For comparison one 
should note that the total figure of nights spent by the 9 million tourist who visited Egypt in 2006 was 90 
million (only 7.5 times the Israeli domestic market). The untapped potential of the domestic Palestinian 
market is huge as well (on certain days of the Ramadan, for example, Jerusalem hosts hundreds of 
thousands of Muslim visitors). 

A major critical field of cooperation is in marketing of the Joint product of Holy Land in the major tourism 
markets. Studies have shown that the image of Israel as a dangerous and unpleasant destination costs 
Israel 2-3 million tourist visits per year. The best and most effective way to accomplish such a “repair” is 
through cooperation in marketing and image building in the major tourism markets. 

In order to practically promote cooperation in this vital field, it is suggested that a specific 
market be chosen as a pilot for such a joint image-building and marketing operation (e.g. the German 
market), which should be backed by an appropriate European partner. Once such a pilot proves its 
value, and a model for successful cooperation is established, it can be duplicated on a larger scale 
to other tourism markets.

6.2 Agriculture

As mentioned above, Scenario B would enable mutually advantageous cooperation in various 
agriculture-related fields, such as:

Development of high-value vegetable, flower and fruit exports to European and other markets •	
in cooperation with Israeli companies; this would be based on the following strengths: (1) 
The professional capabilities and expertise of Palestinian farmers; (2) Palestinian relatively 
low labor costs; (3) Israeli advanced agricultural know-how and logistical services; (4) Israeli 
access to European and other high-value Western markets; and (5) Palestinian access to fast 
developing high-value Gulf and other Arab markets.

Palestinian-Israeli Cooperation in other fields of advanced Agro-Business, for the local •	
Palestinian and Israeli markets, and for export to third markets

Palestinian Production of Labor Intensive Vegetables for the Israeli Food Industry •	
Revival and Development of Citrus Production in Gaza with Treated Waste Water•	
Olive Oil Export from the West Bank to Israel and Other Markets•	
Palestinian “Boutique” and “Specialty” Agricultural Projects, such as organic crops, production •	
of honey, specialty grape products, and many more 



76

Cooperation in agriculture-related logistical, extension, water-treatment and other services•	
Regulated employment of limited number of Palestinian workers in Israeli agriculture, under •	
new mutually agreed arrangements.

Scenario C (FTA Plus( would enable Palestine and Israel to take advantage of a second tier of business 
opportunities; most importantly, this scenario would unleash, for the Palestinian and Israeli agro-business 
communities, the large potential of cooperation and joint business development vis-à-vis third-country 
markets, and especially the Arab Gulf markets.

Arab Gulf countries (including Saudi Arabia) have developed into huge markets for agricultural products, which 
consume fast-growing quantities of imported fruits, vegetables, and other agricultural products, and serve as 
an important international marketplace for flowers and other agricultural products as well. Saudi Arabia alone 
imported, in 2005, agricultural products at a total value of over US$6 billion (most of it non-basic products).

The combined advantage of the free access of Palestine (as a member to GAFTA), and the quality-
edge of Israeli growers would enable: (1) gradual development of diversified agro-business based on 
export from Palestine to these markets, in cooperation with Israeli growers; and (2) marketing of Israeli 
production surpluses to these markets, combined with Palestinian exports.

A vital project necessary for supporting these vast opportunities is a logistical and agricultural-support center, 
which needs to be developed near the east-bound Palestinian border-crossing, namely in the area of Jericho.

In summary: under Scenario B (Customs Union( Palestinian-Israeli cooperation is expected to 
expand far beyond the specific fields and activities mentioned above, in plant production and marketing, 
in various livestock sub-sectors, and many other agriculture-related fields, activities and services. The 
cumulative effect would be gradual transformation of the Palestinian agricultural sector at large, from 
low-value, low-quality local market oriented agriculture, to high-quality and high price export oriented 
agri-business. Scenario C (FTA Plus( would inject more power into this process.

In order to practically promote cooperation in agriculture, it is suggested to choose some of the 
following projects for immediate promotion:

An•	  export-directed flower or vegetable growing project in the West Bank (based on Gaza 
experience, and serving as a model project).

An•	  olive-growing and olive-oil production upgrading model project.

An•	  organic farm model project in the Jordan valley.

A•	  logistical and agricultural-support center project, either by one of the major Israeli-Palestinian 
West-Bank crossings, or in the area of Jericho.  

6.3 Building Materials

Palestinian-Israeli cooperation in this field needs to concentrate mainly on marketing, in the respective 
domestic markets, and jointly in third-party markets. 

Such cooperation may start in the export of stone and marble to third-party markets. The demand for 
high quality stone is on the rise in the US and in other markets, and sales of Israeli and Palestinian stone 
to these markets has increased significantly. This is due to the product’s unique quality, which meets the 
current trend to incorporate stone in design, coupled with processing techniques (including distinctive 
masonry) that result in unique products. 
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More generally, business cooperation (and donor support) in this field should focus on enhancing 
accessibility and supporting marketing of Palestinian and Israeli suppliers in the other party’s market 
and jointly in export markets, including, inter alia:

Programs that will offer incentives and professional support for the marketing of Palestinian •	
construction industry products  in Israel: construction-material marketing centers in Israeli trade-
centers and within trade compounds near the major Palestinian – Israeli border-crossings 

Incentives to Israeli – Palestinians joint-ventures in the construction-materials sector – either •	
for the Israeli and Palestinian domestic markets, or for exports

Specific export-promotion programs for certain well-chosen sub-sectors, such as the stone & •	
marble sub-sector; sophisticated electronic systems for the construction industry; etc.

6.4 Fast Moving Consumption Goods

Israeli-Palestinian cooperation in production and marketing to the local Israeli and Palestinian markets, 
as well as Western and Arab markets, would generate significant benefits to both Israeli and Palestinian 
food and other FMCG industries.

Industrial Estates, near the major Palestinian – Israeli border-crossings can serve as focal points for 
the development of West-oriented and Israeli market-oriented FMCG industries; while An Arab-World-
directed industrial estate in Jericho or another nearby Jordan valley location (with good accessibility to 
the Allenby Bridge) will serve Palestinian and joint Arab-World-oriented  FMCG and other industries.

The establishment and development of such industrial estates would be greatly advanced by the 
assignment of a specific “international sponsor” to each of these estates. The sponsor will be a specific 
government that has expressed interest in a certain zone (like Turkey in Tarkumia and Jennin, and Japan 
in the Jordan Valley). This international sponsor will help “its adopted” specific estate financially, as well 
as in safeguarding its special status and conditions vis-à-vis the Palestinian and Israeli authorities, and 
will assist the managing company of the estate to bring in leading international companies. 

Among the incentives for international (as well as Israeli and Palestinian companies to open production 
facilities in these estates will be duty free access to the US and the EU under Israeli Free Trade Area 
agreements, as well as duty free access to Gulf and other Arab markets under the umbrella of Palestinian 
membership in the Arab Free Trade Area Agreement  

Trade and service compounds, near the above-mentioned industrial estates and border-crossings would 
facilitate bilateral trade. Some of these compounds would concentrate mainly on wholesale trade, while 
others would be based on a mixed wholesale and retail trade model.

In the pre-Intifada period (and even more so in the 1980s) Israeli-Palestinian border-trade was a big 
business. It included (1) large informal weekend shopping; (2) extensive trade between the West 
Bank and the Israeli-Arab population; (3) a wide range of service trade such as, car repair, personal 
and medical services (i.e. dentist services), recreational services (i.e. Palestinians coming to Israeli 
beaches); and more.

Most of this border trade was informal and un-recorded. Certain Israeli estimates put its pre-Intifada 
revenues at US$300-500 million per annum. Under conditions as envisaged under Scenario B and C, 
this trade could be gradually revived in such Israeli-Palestinian trade and service compounds that would 
be developed near some of the new Palestinian-Israeli passages. 
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Three such industrial estates (in Jennin, Tarkumia, and the Jordan Valley can be put into immediate 
implementation, under the “sponsorship” of powerful international sponsors that have already “adopted” 
these locations (Turkey and Japan). Moreover, all three locations are well positioned for fast development 
of adjacent trade and service centers. 

Among possible FMCG production projects which can be immediately advanced (by Palestinian and 
Israeli industrial groups which expressed concrete readiness to invest in such industrial estates, under 
appropriate conditions):

Dairy and other export-oriented food-processing projects in the Jordan valley•	

Food processing projects in Tarkumai and Jenin (targeting Israeli market).•	

Logistic facilities for the proper handling of food products and perishable agricultural inputs •	
for the food industry in the above-mentioned estates, and at the border-crossings, such as 
cooling chain facilities, etc.

The Transition to the Future Normality:VII. 
          Immediate Issues And Transitional Measures

This section aims to address the issue of transitional arrangements on the way to any future 
long-term regime. While the focus of this project is on developing a viable long-term option, 
sustainable and forward-looking transitional arrangements are of key importance for businesses 
and may well “make or break” an overall deal.

 

The time required to build an economic and trade agreement will depend mainly on the approach and 
complexity of the agreement envisaged as well as on progress towards formulating and implementing 
the autonomous trade laws and regulations needed to implement it. Palestinian and Israeli citizens and 
businesses, however, have no time to lose. It is therefore imperative to consider and implement both 
(general) immediate issues and (targeted) transitional measures, as appropriate.

The measures to be adopted for a transitional period obviously depend on the specific type of economic/
trade agreement envisaged. For example, work towards an FTA will require different transitional 
arrangements from work towards an agreement (or a solution without a specific agreement, except the 
WTO framework) based on the NDTP/MFN principles. Similarly, the manner in which the Paris Protocol 
is phased out will vary according to the approach chosen. 

At the same time, however, a number of elements are likely to be common to all. They relate in particular 
to the core issues of movement & access, security measures, rapid dispute settlement and transit 
arrangements. Under all options discussed above, these issues require particular attention, since the 
achievement of legal, security, third-party dispute settlement (under third-country monitoring) and secure 
transit arrangements will be of paramount importance. As a first priority, these issues should be fully 
prepared for immediate negotiations. 

It is crucial to emphasize that this needs to be done in parallel with the development of the long-
term vision reflected in the target trade scenario. Only then can it be assured that temporary 
measures do not turn out to be wasteful dead ends.
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 Immediate Issues Independent of the Future Regime7.1 

The following measures appear to be both necessary and feasible (politically and technically( 
and should be addressed as a matter of immediate priority:

Straightforward movement and access issues. •	 Day-to-day, plainly unnecessary impediments 
to the movement of goods, services, people and money into and out of the Palestinian Territory 
can and should be removed immediately. The minimal results of the Agreement on Movement 
and Acces of November 2005 should and could be implemented in full (see Box), taking into 
account Israel’s (but also Palestinians’) legitimate security concerns where applicable. The 
numbers are sobering. Hundreds of checkpoints and countless other restrictions (permits or 
no permits) mean a – often prohibitive – cost on doing business in and with Palestine. Few 
foreign markets, few foreign investors and less and less Palestinian workers, service providers, 
businesspeople, investors and consumers themselves are able to sustain such premium costs of 
doing business in Palestine. The result is brain drain, capital flight and economic devastation.

Stop to all discrimination at airports, seaports and in all administrative processes. •	
Palestinian businesses, goods, and businesspeople are routinely treated differently in Israel 
than their Israeli, Western and third party counterparts. This is sometimes due to conscious 
(including legislative) choices, but in most cases simply the result of engrained and tolerated 
practice and attitude. This can and should be changed. (The same may apply on the Palestinian 
side, even if evidence and opportunity is scant.)

Box: Key Aspects of the 2005 Agreement on Movement and Access 
(AMA( of November 2005 41

Access for all Palestinians to all parts of the West Bank. •	 The AMA provides for a reduction 
“to the maximum extent possible” of obstacles to movement within the West Bank.

The Agreement stipulated that a minimal •	 link between Gaza and the West Bank in the 
form of truck and bus convoys would be instituted..42

Opening and operationalizing the •	 Rafah crossing point.

The issue of Rafah is worsened by the non-implementation of Israel’s commitments regarding •	
the operation of the Kerem Shalom terminal. 

Regarding •	 passages between Gaza and Israel such as Karni the AMA stipulates in no 
uncertain terms that “The passages will operate continuously”, specifying minimum numbers 
of truckloads per day. 43

Finally, the Agreement envisages the reopening of •	 Gaza’s airport and the building of a 
seaport. 44 

41  The agreement was signed before Hamas took over control in Gaza by force. While this does affect certain assumptions in the short run, the basic 
tenets – basic requirements for Palestinian economic recovery and development – remain the same. It must at the same time be recognized that Israel 
did not implement most of the agreement even before Hamas’ election victory in January 2006.
42  It should not be forgotten that this “link” was a minimal, drop-on-a-hot-stone measure, a far cry from the “safe passage” provided for in several agre -
ments in place and in force between the parties, all equally sponsored by the International Community and all equally unimplemented by Israel.
43  These numbers were never met by Israel, neither before nor after the Palestinian elections of January 2006, and neither before nor after the Hamas 
takeover of power in Gaza.
44  Israel at no point in time made any effort to engage in the envisaged talks on the airport, nor to give donors the needed assurances for the seaport 
– including the assurance not to destroy it.
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Transitional Measures on the Way to the Future Regime7.2 

The concrete transitional steps to be taken on the way to a future trade regime obviously depend 
on the regime chosen as the target. However certain elements of cooperation may be common 
to the most likely scenarios, from “WTO/NDTP” to “FTA plus.” Transitional steps towards such 
elements of cooperation could include the following:

Enhancing •	 institutional cooperation wherever possible, establishing / moving towards equality 
of goods/services/businesspeople on both sides. This could include: 

Full reciprocal information sharing between customs and tax authorities on relevant matters. o 
Harmonization and cooperation where possible.

Full reciprocal information sharing and cooperation of standardizing bodies, ministries/o 
agencies dealing with technical regulations, health & safety regulation incl. food safety etc. 
Continued harmonization and cooperation wherever possible.

Proactive cooperation of regulators, o e.g. in telecoms, energy and water regulation. 

Notwithstanding the need for cooperation, there is also – and simultaneously – a need for •	
systematic institutional and substantive separation, or disentanglement, in certain areas, 
precisely to prepare for a functioning working relationship between functioning separate entities 
in the future. This concerns, for example, the administration of customs and taxes.

(Re)establishment / enhancement of •	 systems of mutual recognition and harmonization 
of standards, SPS measures etc. At present many standards, technical regulations, etc. are 
recognized, de jure and/or de facto. This facilitates mutual business relationships and avoids 
needless waste. Israel and Palestine should make a conscious and concerted effort to secure 
this practice as much as possible; where necessary, legalize and canonize it; and where 
possible, expand and consolidate it. It is of key importance to avoid needless disruption 
because of separation in these areas. 

On the broader political front, the following appear to be important steps towards a functioning 
agreement-based “normal” trade relation in the future:

Creation of autonomous Palestinian exit/entry points for goods, services and people. •	
Under any separation scenario Israel obviously cannot continue to manage trade borders between 
Palestine and the rest of the world. This is true irrespective of the security situation, legitimate 
security concerns and security measures. It would be useful to implement Palestinian control and 
autonomy as early as possible. Models for Israeli security oversight exist (inter alia in the Paris 
Protocol, even if crude) and could be implemented on a transitional basis to build confidence.

Removal of obstacles to trade within the West Bank (and Gaza( and full use of existing •	
infrastructure. It is obvious that a normalized Palestinian economy as Israel’s counterpart 
and cooperation partner will, first and foremost, have to rely on normalized internal economic 
conditions. Checkpoints, roadblocks, barriers and earth mounds are not part of a normal 
internal trade infrastructure, nor are walls/fences within a continuous economic territory.

Territorial Link between West Bank and Gaza. •	 A physical, reliable long-term territorial 
link between West Bank and Gaza should be established without delay to create full and 
unhindered territorial continuity for the Palestinian economy.
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 Making Use of Existing Structures and Concepts – The Paris Protocol as a 7.3 
Toolbox

Notwithstanding the weaknesses and poor implementation of the Paris Protocol, Palestinians and 
Israelis should not overlook its current function and potential. First, the Paris Protocol, despite all its 
shortcomings, is the only agreement currently in place, and hence the only legal framework to rely 
on for businesses and administrators from each side. Even a badly implemented Paris Protocol is 
still better than no agreement at all. It is the basis for the currently duty-free bilateral trade, as well 
as for the customs and tax cooperation, now more or less restored. Palestinian and Israeli business 
therefore have an interest to keep the Paris Protocol operational unless and until it is replaced by a 
future –better – agreement.

Second, despite all its shortcomings, the Paris Protocol does contain a number of mechanisms that can 
serve to implement the goals and steps contemplated above. In this sense the Paris Protocol represents 
a highly useful “toolbox” which Palestinians and Israelis should use, not discard, while working on a 
future regime. The implementation of (at least) key parts of the Paris Protocol can thus serve as a useful 
transitional measure.

As a pragmatic approach, businesses should thus work towards, and demand, such implementation, not 
(only) because the Paris Protocol is currently applicable treaty law (which it is), but because of specific 
desirable and available functionalities it offers.

Such highly usable functionalities (beyond duty-free access for goods, liberalization of certain 
services, non-discrimination and other straightforward elements of liberal trade( include, for 
example, the following:

The •	 review of goods lists A1, A2 and B to address Palestinian trade issues in relations to 
third parties (Arabs in particular) while the quasi-Customs Union is still in place. This would 
also assist in preparing for effective Palestinian economic autonomy.

Making use of the Joint Economic Committee•	  as tool for a constructive working relationship 
on issues such as SPS/TBT cooperation and others (see list above) 

 Measures in Relation to Third Parties7.4 

Palestinians and Israelis should further make optimal use of existing processes and developments 
beyond their bilateral relationship, not least as a measure to support the transition towards an economic 
final status. These measures include the continued and where possible enhanced negotiation by both 
Israel and Palestine towards their respective further integration into regional and global systems. A 
particular focus should be on the WTO and EuroMed fora.

Both Parties: WTO and EuroMed

Global trade integration under the WTO offers reliable and stable mechanisms that may not only assist 
in relations with third party trading partners, but also in the design and implementation of a future 
agreement-based trade relation. The WTO thus provides inter alia a good forum for a significant part 
of the bilateral issues and concerns. This means that both parties have an interest in pushing forward 
Palestine’s application for Membership in the WTO.
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This applies even more to the EuroMed (“Barcelona”) process. Israel and Palestine, both active 
members of the process, would be well advised to continue and intensify their efforts in this forum. 
Existing and evolving EuroMed rules on trade in goods, including for example rules of origin under 
the Palermo Protocol, provide ready-to-use elements that can assist in building the future bilateral 
regime. This will allow the parties to take such elements out of the purely bilateral equation and will 
thus simplify and focus negotiations. 

The same is true for current negotiations on trade in services and investment. While both Israel and 
Palestine at present are negotiating bilaterally, respectively, with the EU, it is clear that any result 
(specific commitments to allow market access for foreign services – examples: foreign tourist guides, 
banks, telecoms companies; commitments regarding foreign investments) carries with it the potential to 
be used in other EuroMed relationships as well, including the bilateral Israeli-Palestinian one. Again, the 
EuroMed process thereby can provide a testing ground and crystallization point that may directly and 
indirectly assist in building the bilateral regime. 

As indicated earlier, the EuroMed process proceeds under the stated ambition to establish a regional 
free trade area for both goods and services throughout the Euro-Mediterranean space. This effectively 
sets the minimum standards for their future bilateral relationship, which thus would entail free trade.

Specifically: Palestinian Relations with Third Parties

Palestine should further work as a matter of priority on the development and consolidation of frameworks 
for trade with and through other countries. Making such links progressively more reliable will deliver 
tangible value to Palestinian businesses (and their Israeli business partners). It will thereby strengthen 
Palestine on its way towards economic viability, and hence – not least – its ability to act as a fully 
operational counterpart for Israel. Key demands here include the following:

Technical agreements with third parties, in particular high-standard transit arrangements (incl. •	
matters of practice) with neighbours Jordan and Egypt

Active, forward-looking Palestinian participation in all GAFTA negotiations, including in •	
particular those on trade in services. 






