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PREFACE

This analysis of the trade sector was prepared by Policy Research Incorporated
(PRI) as part of an assessmerit of development opportunities in the Qccupied
Territories. That assessment, initiated in December, 1991, included a review of
eight sectors: agriculture, education, finance and credit, health, industry,
infrastructure, trade, and water and sanitation. The process by which the reports
were developed included:

1) on-site data collection by two American development experts, Dr. Irene
Jillson-Boostrom (Senior Technical Advisor) and Dr. Alan Richards
(International Consultant);

2) the preparation of literature and information syntheses by Palestinian
experts in each of the sectors (see attached list);

3) review of extensive documents across the sectors (including more than 300
documents from the Occupied Territories, Israel, donor organizations and
relevant general development reports);

4) preparation of the draft analyses for each sector, with Dr. jillson-Boostrom
preparing those for health, industry, infrastructure and trade and
Dr. Richards preparing those foragriculture, education, finance and water;

5) follow-up data collection and analysis by Dr. Jillson-Boostrom (to clarify
issues and obtain additional data, when possible); and

6) preparation of the final development report for each sector and of the
cross-sectoral analyses, by Dr. Jillson-Boostrom.

Each of the eight sectoral reports follows a consistent outline, as follows: executive
summary of findings, introduction (including a discussion of the imnportance of the
sector for development and key issues, if any), sectoral status and trends,
institutions involved in the sector, constraints to development, and development
opportunities. Citations for data and information presented in the reports are
included at the end of each report; the Executive Summary does not contain
specific citations. In addition, each report includes two appendices: 1) Context of
Development in the Occupied Territories (background relevant to all sectors), and 2)
Visions of a Sustainable Future, (a discussion of the overall potential for development
in the Occupied Territories). In order to contribute to the discussion of sectoral as
well as cross-sectoral needs and development opportunities, a particular effort was
made to describe the organization and function of each sector in the Occupied
Territories insofar as possible.

The sectoral reports are intended to add to the resources available for those
involved in development planning in the Occupied Territories. In reviewing these
reports, it should be recognized that circumstances have limited the degree to
which preparation of these documents has followed standard sector analysis
procedures. Data limitations are discussed in each of the documents; such
limitations exceed those that pertain in many developing countries. Curfews and
strikes hamper data collection. Thus far the final draft documents have not been



reviewed by those involved in development planning and implementation in the
Occupied Territories in order to ensure that the documents accurately reflect the
reality of each sector. Nor is it possible to ensure that the complete range of
opinion and all available data sources have been included, although every effort
was made to do so.

The conclusions and recommendations presented in the sector analyses are
intended to serve as examples for Palestinians, donors and others involved in
development planning for the Occupied Territories. It is recognized that each
entity involved in this process will have its own specific world view and
development goals to which these recommendations may or may not relate. The
goals included in this report (in Appendix II, Table 2), based on general
development goals derived from World Bank documents and other sources, are
intended to stimulate ideas and discussion.
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I. EXECUTIVE SUMMARY

Necessarily, over the 25 years of the Occupation, Israel has become the most
significant trading partner for the Occupied Territories. This is due in part to the
elimination of trade barriers for Israeli goods to the Occupied Territories and the
imposition of protective measures to hinder the export of certain goods from the
Occupied Territories to Israel as well as to other countries. Moreover, Israeli tax
and other import regulations result in substantial increases in the cost of goods
imported to the Occupied Territories from other countries. In 1984, for example,
90% of goods imported to the Occupied Territories were Israeli, 8% were from
other countries via Israel and 2% were directly from Jordan to the West Bank.
Conversely, 54% of exports from the West Bank and 83% of those from Gaza went
to Israel and 44% of West Bank exports and 13% of Gaza exports went to the
Jordanian market.

As a result of these trade relationships, the balance of payments in the Occupied
Terrilories has worsened considerably since 1967, particularly during the period
1980-1987 when the trade deficit increased (in dollar volume) by more than 90%
in the West Bank and by 140% in the Gaza Strip, in dollar volume. In 1987, the
most recent year for which total balance of payments data are available, the total
trade deficit was $665 million; the trade deficit with Israel was $657.5 million. In
this respect, the situation is worse than it was just prior to the 1967 Occupation,
when the trade deficit for the West Bank was Jordanian Dinar (JD) 20 million and
that for Gaza was JD 7 million.

In consideration of the disparities in balance of payments with the primary trading
partners of the West Bank and Gaza Strip, a key issue has emerged in the
discussion or necessary and appropriate economic development strategies for the
Occupied Territories. This critical issue, which must be addressed in formulating
trade development strategies, is the determination of the appropriate balance
between import substitution and export expansion. While not mutually exclusive,
they require somewhat different emphases in terms of investment and focus. This
issue, which is both economic and political, is being considered by the Palestinian
representatives to the Peace Talks as well as by various economic development
and research institutions.

Non-parity with respect to preferential trade agreements with potentially
significant trading partners (i.e., the U.S. and the European Community (EC)) also
hampers the ability of Palestinian industry to compete effectively in the global
market. Another competitive disadvantage is the absence or severe inadequacy of
economic and physical infrastructures and systems on which free market
econornies depend (e.g., access to domestic and foreign market pricing data,
adequate transportation and storage facilities, ability to participate in trade fairs
and deliberations, mechanisms for production and packaging quality control).
Moreover, the dependence on the Israeli economy (and to a lesser extent on the
Jordanian economy) with respect to production and trade hampers the ability of
Palestinian industry to diversify and expand. Finally, the dependence on export
of Palestinian labor to Israel and the Gulf States as a means of income generation
(both for families and for Palestinian society as a whole) is a volatile proposition,
as has been proven since late 1990 in the Occupied Territories.



Table 1, found on page 21 of this report, presents a summary of conclusions and
recommendations for trade.



II. INTRODUCTION

For purposes of this paper, "trade" will include those activities and processes
through which productive enterprises of any type procure imported inputs and
deliver tangible outputs. Goods and services imported for the health and social
sectors (e.g., medical equipment) and those imported and exported for private
consumption are not considered. Because trade issues are integrally related to both
the agricultural and industrial sectors, both of those sector analyses address trade
concerns specifically related therein. The reports also discuss in more detail cross-
sectional issues, including, for example, the dearth of natural resources,
inadequacy of educational and training resources to enhance human resources
develepment, and the scarcity of investments in the productive private sector.

Data and information are inadequate in virtually all public and private sectors in
the Occupied Territories. The limited information resources available severely
hampers analysis of issues related to trade. Moreover, although many reports have
been prepared in the arcas of agriculture and health, and fewer in industry and
general economic cevelopment, only one comprehensive report hasbeen prepared
on Palestinian external trade. The pritnary source of information on exports and
imports is derived from the Statistical Abstract of Isracl, but that document does
not provide disaggregated data an’ information, and the most recent report
presents no trade data with respect to exports/imports to and from Israel since
1987. Therefore, much of the most recent data contained in this report is for 1986.

A. IMPORTANCE OF TRADE FOR DEVELOPMENT IN THE OCCUPIED
TERRITORIES

In spite of the fact that just prior to the Occupation the West Bank and Gaza Strip
had a negative trade balance (albeit small in comparison with that experienced
since the mid-1970s), trade had been an important aspect of the Palestinian
economy before 1967, with Palestinians having longstanding linkages with trading
partners in the Arab world and Europe.’ In 1987, the most recent year for which
data are available, trade comprised approximately one-third of Gross Domestic
Product (GDP) in the Occupied Territories--a moderate decrease from 1968. Export
capacity (the ratio of merchandise exports to GDP) has also decreased in the
Occupied Territories, froia 42% in 1981 to 25% in 1986. However, in order for the
economy of the Occupied Territories to expand, for domestic jobs to be created
and for sufficient resources to be available for urgently required physical
infrastructure and social services to be supported, it is imperative that trade
expand.



B. KEY SECTORAL ISSUES

Palestinian trade is replete with complex issues which are largely related to
systemic distortions resulting from the dependence of the Palestinian productive
private sector on Isracli policies with respect to import and export of goods to and
from the Occupied Territories. Two key issues are addressed here: the dcpendency
on Israel and the non-parity of trade agreements; other constraints on free trade
are discussed in Part V of this report.

B.1  Dependency Relationship With Israel

The degree to which Palestinian trade is dependant on trade relationships with
Israel is clear, as data in this report will demonstrate. This relationship often is
circuitous: pricing and import policies in Israel result in distortions in the local
markets. As a result, it is difficult for Palestinian firms to have explicit trade
strategies; rather they often have to dispose of surplus goods at the same time that
low-priced Israeli surpluses are being "dumped” on the Palestinian market, Israel
has not only largely determined the export of goods from the Occupied
Territories, butalso the function of labor, with low-cost Palestinian laborers serving
the Israeli productive sector. Thus, the important link between labor and economic
development, for example, in terms of planned development of human resources
to meet economic goals and to ensure competitive advantage, is nonexisteat in an
economy that is oriented primarily to serving the labor needs of a competitor (and
competitive) economy.

The dependency on the Isracli economy is expressed further in the fact that the
Palestinian productive sector and approach to investment is, necessarily, largely
reactive to external forces. For medium- and large-scale Palestinian industry, the
volume of exogenous commerce is greater than the volume of endogenous
commerce at factor prices. Non-subordinated external trade relations in other
countries have been found to stimulate upstream and downstream investment and
the formation of internal linkages within the industrial and agro-industrial sectors.
This is not, however, the case for the type of external commerce and trade which
relates Palestinian points of production primarily to Israeli commercial interests.

The dependency of Palestinian trade on Israel and Jordan is clear from
import/export data. In 1987, the most recent year for which data are available, 91%
of goods imported to the Occupied Territories--more than $639 million--were
received from Israeli suppliers.” In fact, since the Occupation, between 85% and
90% of imports have been from Israel.



B.2  Non-parity of Trade Agreements

Exclusion from the U.S. Free Trade Agreement (FTA) preferences and effective
non-parity under EC preferential trade arrangements undermines the ability of
Palestinian producers to export their products directly in each of those major
external markets. Israel enjoys the benefits of the U.S. FTA, having a trade surplus
of over $752 million in 1990.* The proportion of goods produced or finished in
Palestinian industries but exported through Israel to the U.S. (and other countries)
by Israeli firms (e.g., as a result of subcontracting arrangements) is not known.
However, it has been suggested that lifting of U.S. labelling restrictions on
Palestinian goods would positively impact on the ability of Palestinians to engage
in direct trade with the U.S. At the same time, it would be necessary to ensure
that Government of Ierael (GOI) export restrictions are removed.

Until 1987, the Occupied Territories’ producers had no option to export directly
to the EC countries. In that year, a decision was made by the Council of Ministers
to establish unilaterally a preferential trading regime for the Occupied Territories.
The EC had made that decision in 1986, and the first direct exports under that
policy were sent to the United Kingdom (U.K.) in 1987. However, for several
technical reasons related to the lack of internal linkages within the economy of the
Occupied Territories, the preferential trading policy for the Occupied Territories
still does not allow most potential Palestinian exporters to qualify for the
preference benefits.

Israel, on the other hand, enjoys the full benefit of both United States Government
(USG) and EC preferential trade arrangements, and Israeli companies are able to
market products produced in the Occupied Territories under more advantageous
terms than the Palestinian firms themselves. As a result, they are deriving the
main benefit of the preferences themselves and of Palestinian productive capacity
in connection with these international trade preferences. This is of particular
significance in consideration of the relative contribution to the economy on the
part of Palestinian firms which subcontract to Israeli firms to produce goods for
export. For example, the proportion of Palestinians working in subcontracting
establishments in textile and shoe factories has been conservatively estimated at
80% of the total employed in that subsector.®

If Palestinian firms were eligible for participation in the FTA or EC preferential
trade agreements, the Occupied Territories export income currently lost to Israeli
firms would likely contribute significantly to an increase in Gross National Product
(GNP) for the Occupied Territories. This non-parity also inhibits normal
diversification and vertical elaboration of an industrial base established on
subcontracting. It is that very process which has stimulated economic growth in
countries, in particular those in the Pacific Rim.

B3  Import Substitution and Export Expansion

In consideration of the disparities in balance of payments with the primary trading
partners of the West Bank and Gaza Strip, a key issue has emerged in the
discussion of necessary and appropriate economic development strategies for the
Occupied Territories. This critical issue, which must be addressed in formulating
trade development strategies, is the determination of the appropriate balance



between import substitution and export expansion. While not mutually exclusive,
they require somewhat different emphases in terms of investment and focus. This
is both an economic and a political issue which is being considered by the
Palestinian representatives to the Peace Talks as well as by various economic
development and iesearch institutions.

HI. SECTORAL STATUS AND TRENDS

A. PROFILE OF EXPORTS, IMPORTS AND BALANCE OF TRADE IN THE
OCCUPIED TERRITORIES

Necessarily, over the 25 years of the Occupation, Israel has become the most
significant trading partner of the West Bank and Gaza Strip. This is due in part to
the elimination of trade barriers for Israeli goods to the Occupied Territories and
the imposition of protective measures to hinder the export of certain goods from
the Occugied Territories to Israel, as well as to other countries. Moreover, Israeli
tax and other import regulations result in substantial increases in the cost of goods
from other countries, which must be imported through Israel.

In 1986, a number of factors resulted in the distortion of economic trends, most
importantly the price controls introduced by the GOl and the surge in agricultural
and industrial ad valorem output fueled by increased product prices in the
Occupied Territories. As a result of the price controls, Israeli subsidization of its
own production was curtailed, with a corresponding reduction in its supply
volumes and surpluses. In turn there was an expansion in Palestinian demand for
(and production of) locally produced goods. The "economic” Intifada, which began
at the end of 1987 and the beginning of 1988, thus followed (and encouraged)
import substitution which had already begun.

The price increases in Israel and the Occupied Territories artificially clevated
agricultural and industrial factor costs as well as costs of living for the Palestinian
population. Two important effects of the price increases on trade are the
following:

1) the competitiveness of industry and labor-intensive agricultural and
industrial production for export to markets other than Israel are
compromised; and

2) opportunity costs, entrepreneurial resources and investment are focused
on import substitution rather than on expansion of export.

Al Balance of Trade

The balance of payments in the Occupied Territories has worsened considerably
since the Occupation. Figure 1 shows balance of trade for 1970, 1980 and 1987 (the
most recent year for which data are available). In that year, the total trade deficit
was $665.9 million; the deficit with Israel alone was $657.5 million. During the
period 1980-1987, the trade deficit increased by more than 90% in the West Bank
and by 140% in the Gaza Strip, in dollar volume.® The value of exports from Gaza
demonstrated no overall growth rate and negative growth in real terms during the
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period 1980-1987, while the value of West Bank exports increased only moderately
in nominal growth ard negative growth in real terms. During this same period,
the value of merchandise imports increased by more than 40%.” In nominal dollar
terms, the total trade deficit in the West Bank was $411 million in 1987; it was $255
million for Gaza in the same year.* By contrast, in 1966, the trade deficit for the
West Bank was JD 20 million and that for Gaza was ]JD 7 million (approximately
$2.8 million, given an exchange rate of JD1 = U.S. $2.5).°

Figure 1
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Source: Israeli Statistical Abstract, 1991. Central Bureau of Statistics; Jerusalem; Table 27.11.

Since 1987, the balance of trade has deteriorated even further. For example, in one
year alone--between 1988 and 1989--the trade deficit increased by 51% in the West
Bank; comparable data are not available for the Gaza Strip."® Exports of both
g0ods and services decreased an average of 30% per annum during 1988-1999),
with the decrease far more dramatic in the Gaza Strip than in the West Bank:
50% versus 16%, respectively.”" Imports of goods and services also declined
during this period: 16% in the West Bank and 19% in the Gaza Strip."

The Gulf War had a significantly negative impact on trade in the Occupied
Territories, as on other aspects of the economy. The United Nations Conference
on Trade and Development (UNCTAD) has described the impact of the Gulf War
on the economies of the West Bank and Gaza as follows:



"The [Gulf War] resulted, inter alia, in reduced remittances

to the occupied territory, new pressures on the already strained
local labor market, the interruption of bilateral and multilateral
transfers to the occupied territory and a halt in trade with
traditional markets.""

Moreover, the external trade sector has not yet shown signs of improvement since
the end of the Gulf War, in spite of efforts to re-establish economic relations with
traditional trading partners in the region. At least until the end of 1991, regional
markets remained largely closed to Palestinian products. The decreased purchasing
power of Palestinian consumers, resulting from the continued stagnant economy,
resulted in decreased imports and domestic markets for Palestinian products as
well.

Figures 2 and 3 show total agricultural and industrial imports to the Occupied
Territories from Israel, Jordan and other countries for the years 1980-1986. In the
West Bank, only 1.5% of imports (valued at $9.4 million) were received directly
from Jordan in 1987, there were no imports to the Gaza Strip directly from
Jordan, and information with respect to direct imports from Egypt to Gaza is not
available. The West Bank exports fewer goods to Isral than it imports (70% of
exports versus 0% of imports in 1987), but Gaza exports to Israel are essentially
equal to imports from that country. The situation with respect to Jordan is
considerably better: in 1987, 30% of West Bank exports and just over 7% of Gaza
exports went tc, or through the Jordanian market, in contrast to 1.5% of imports.
Significantly, exports to Jordan from the Occupied Territories decreased by 38%
from 1982, when they reached a post-occupation high of $125 million, to 1987,
when they were valued at just over $78 million.”

Figure 2

Total Agricultural Imporls
to the 0.T., by Source: 1980-86
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Figure 3

Total Industrial Imports
to the 0.T., by Source: 1980-86
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From 1977 to 1986, while the value of imports from abroad to the Occupied
Territories via Israel more than doubled, the proportion of these goods relative to
toial imports remained at approximately 10%. Most of the goods imported from
jordan and a high proportion of those imported from Israel are for use in
processing goods which are re-exported to these same countries, while goods
unported from other countries are primarily for use in local processing and
trade.' Moreover, a reportedly significant but undocumented proportion of
goods iraported to the Occupied Territories from Israel are produced in third-party
countries, but inported by Israeli firms for re-export to the Occupied Territories.
The cost of such imports to the Palestinian purchaser is thus further inflated by
the commissions and profit margins excised by the Israeli importers, who have in
many cases enjoyed a monopoly on the export of specific goods, which is
protected by the Israeli customs and Ministry of Trade and Industry. A related
issue, addressed in the companion reports, Health in the Occupied Territories and
Industry and Enterprise in the Occupied Territories, is the fact t. at the Israeli
suppliers often do not provide repair and maintenance agreements for cquipment,
further adding to the cost to the Palestinian importer. This has been a particular
problem for hospitals and vther health facilities.



B.2  RELATIVE IMPORTANCE OF AGRICULTURAL AND INDUSTRIAL
EXPORTS

Figures 4 and 5 show total volume (in current U.S. prices) of agricultural and
industrial exports from the Occupied Territories to Israel, Jordan and other
countries for the years 1920-1986. Exports from the agricultural sector in the
Occupied Territories decreased in value by 31% from 1980 to 1986 (from $108.4
million to $75.4 million). The decrease in agricultural exports can be seen
specifically in the decline of export of citrus to Jordan, from a monetary value of
$37.4 million in 1980 to $23.1 mi'lion in 1986. At the same time, total industrial
exports increased in value by 34%, from $237.3 million in 1980 to $317.3 million in
1986. In 1986, industrial goods comprised 80.7% of total export volume in the
Occupied Territories, while agricultural exports comprised just over 19%."

Figure 4
Figure 4 : Tolal Agricultural Exports
from the 0.T., by Destination: 1980~86
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Figure 5

Total Industrial Exports
trom the 0.7., by Destination: 1980-86
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Agricultural production in the West Bank (measured in tons of total fruit and
vegetables) increased by approximately 10% (from 388,000 tons to 429,00C) during
the period 1980/81-1985/86, while exports to Jordan increased by 60% during the
same period, reaching a level of 161,000 in 1985/86. In Gaza, total fruit production
slightly decreased over the same period (from 274,000 to 265,000 tons), with total
exports to Jordan declining more substantially, from 131,000 to 82,000." This
decrease in the importance of agricultural products vis-a-vis trade comes in spite
of efforts on the part of Palestinian and donor organizations to increase
production and marketing capacity, including improvements in quality of goods
as a means of enhancing competitive advantage. The benefits from these efforts
have not yet been seen in improved export volume.

Industrial exports to Jordan have also decreased as a proportion of total industrial
exports, from 25% of all exports in 1980 to 18% in 1986. Processed olive and
vegetable oil, processed dairy products, stone and soap are the dominant
industrial exports to Jordan; the relative contribution of these goods to total
exports to that country has not changed substantially since 1980. During the
period 1980 to 1986, industrial exports to and through Israel increased from 75%
of the total to 81%.
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The primary source of export data--the Statistical Abstract of Israel--does not
disaggregate agricultural and industrial export and imports to and from Israel by
type of agricultural or industrial product. This is unfortunate, because as Jsrael is
the dominant trading partner, it is not possible to identify with any degree of
precision the primary goods of trade for the Occupied Territories. However, the
data are disaggregated for exports to Jordan, which provide some indication of the
relative importance of goods traded.

Although citrus fruit still comprised more than half (54.2%) of all agricultural
goods exported to Jordan in 1986, this is a decrease from 1980, when citrus
comprised 77.6% of all exports to Jordan. On the other hand, export of other fruits
increased substantially, from 15.6% of total agricultural exports to Jordan in 1980
to 31.7% in 1986. With respect to industrial exports to Jordan, olive oil and olives
comprised 42.6%, samna and dairy products 27.2% and stone and marble 20.3%
of all industrial goods exported to or through Jordan. This represents a shift from
1980, when olive oil and olives comprised more than half (53.1%) and stone and
marble only 8.1% of all industrial goods exported to Jordan; the export volume of
samna and dairy products remained relatively stable, as did soap exports.”

The "export" of Palestinian labor, primarily for work in Israel and the Gulf States,
plays a significant role in the Palestinian economy. However, while remittances
from Palestinian workers have contributed positively to supplementing the
decreases in exports of industrial and agricultural products, they demonstrate
further the dependence of the Palestinian economy--and perhaps trade in
particular—on that of Israel, and to a lesser extent, Jordan. As the developments
during and after the Guu War clearly show, this dependence can result in
significant shocks to the Palestinian econory when Israel determines that the
Palestinian labor force in Israel should be reduced (or, for reasons of security,
barred altogether) from Israel. Other socioeconomic effects of dependence on the
exportation of Palestinian labor are described in Appendix 1.

IV. INSTITUTIONAL ARRANGEMENTS

A. THE SYSTEM OF DOMESTIC AND EXTERNAL TRADE IN THE
OCCUPIED TERRITORIES

External trade in the Octupied Territories is governed by the Department of Trade
and Industry, headed by a military officer and organizationally located within the
Civil Administration The department has representatives in three areas of the
West Bank (Ramallah, Nablus and Hebron) and in the Gaza Strip. Although extant
laws at the time of an occupation are supposed t9 serve as the basis for trade (as
is true with other aspects of life in the territories), the military government has
issued hundreds of supp 'emental regulations and military orders which impact on
trade. These orders include, for example, those relating to product labelling,
operating licenses, export licenses and taxes, and permits.

The Department of Trade and Industry in the Occupied Territories receives
applications for exports and imports and reviews and transmits the applications
to the Civil Administration, which then submits them to the Ministry of Trade and
Industry in Israel and to the relevant Israeli trade board in the case of applications
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for exports to Israel. Potential importers must also obtain permits and clearances
from tax and customs’ authorities. (This latter requirement does not apply to
Israeli importers.)

In December, 1991, an agreement was reached to relax the restrictions on the part
of the Arab League by arranging for export of Palestinian goods to Arab countries
(as Jordanian products) through a free port in Jordan. Palestinian firms interested
in these new opportunities are to request permits from the Ministry of Trade and
Industry through the local Chamber of Commerce. They then complete a
Certificate of Origin form, which is certified by the local Chamber of Commerce
and sent to the Jordanian Ministry of Commerce and Industry (or the Palestinian
Liberation Organization (PLO) in Amman) for approval. Once approved, the
goods (together wiik the various documents, including a permit for the transport
driver) are taken to the Zarqa Free Port in Jordan, from which they are to be
exported to Arab countries (as Jordanian products). The volume of export thus far
through this arrangement is not known, but it has important potential for
expansion of Palestinian trade with its traditional trading partners.

Few local Palestinian organizations have been involved in trade specifically,
although several agricultural institutions, and more recently industrial/enterprise
organizations, have undertaken external trade activities related to their sector. The
companion sectoral reports, Industry and Enterprise in the Occupied Territories
and Agriculture in the Occupied Territories, describe these organizations in detail.
Relevant activities with respect to exports to countries other than Israel have been
supported largely by donors (including A.LD., the EC and United Nations
Development Program) and have included projects designed to improve quality
control, packaging and shipping, marketing techniques (brochures and
presentations at trade fairs) and contacts with potential external markets. With
respect to agriculture, in 1991 the Union of Agricultural Cooperatives initiated a
project to implement an agricultural marketing information system. In carly 1992,
abroadly-based Palestinian organization operating in the Occupied Territories, but
legally domiciled in the Netherlands--the Palestinian Trade Promotion
Organization--began to undertake trade promotion activities relative to Palestinian
external trade.

B. DONOR INVOLVEMENT IN TRADE

Some of the recent developments which have been supported by donor
organizations to develop an adequate infrastructure for Palestinian export include
the conduct of trade exhibitions in the West Bank and Gaza Strip and participation
in trade fairs in Europe and elsewhere, the establishment of specialized economic
development and trading companies, and the development of innovative
arrangements for specific exports (e.g., Palestinian olive oil to Italy, which Italy will
recycle as cominodity aid to developing countries).
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V. CONSTRAINTS TO DEVELOPMENT

A. GOVERNMENTAL POLICIES WHICH IMPACT ON PALESTINIAN
TRADE

Bahiri has described the symbiotic relationship between Israel and the Palestinian
Occupied Territories in a way that addresses the fundamental issue of economic
development in the West Bank and Gaza Strip and clarifies the degree to which
the Palestinian economy and its trade relationships are dependent on Israel:

"In some ways Israel may be viewed as the core economy,
its industry as the core industry, and the Occupied
Territories as the colonial or peripheral economy. Both
economies may now be viewed on one hand as systems in
their own right, and on the other as sub-systems of an
increasingly single (system) economy."®

But this relationship is by no means equal, and the Palestinian economy is by no
means an integrated "system.” A 1989 UNCTAD report pointed to the significance
of this relationship for Palestinian trade:

"Complementarities between Palestinian and Israeli
manufacturing branches that might appear to be exhibited
in the composition of Palestinian-Israeli merchandise trade
have been largely manifestations of the ability of the more
powerful Israeli economy to selectively import in line with
its own industrial development prerequisites. Palestinian
manufacturers which have penetrated Israeli markets (e.g.,
some food products, construction materials and some textile
products) have done so by virtue of their relatively low
prices rather than through any special ability and/or
arrangement to supply materials which cannot be (or are
not) produced in Israel. This export has entered the lower
end of the Israeli market for such goods, permitting some
Israeli manufacturers to shift into branches characterized by
greater capital intensity and productivity. ..The roles of
domestic Palestinian market demand and non-Israeli export
possibilities have become increasingly marginalized after
two decades of Israeli occupation."™

As has been described previously in this paper, the consequences of the
dependence of Palestinian trade on Israeli policies have also been seen in the
retarding of a viable industrial base which builds on Palestinian advantages (e.g.,
a relatively highly educated and industrious population). Several specific Israeli
policies which impact negatively on Palestinian trade are described below:

A.1 Fees, Taxes and Price Supports
The high rates of fees and taxes imposed on goods imported into the Occupied

Territories from countries other than Israel (including the traditional Arab trading
partners) has been a causal factor in the dependence on Israel as a source of
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goods. For example, in 1976, the GOI introduced an "Excise Added Tax,"
corresponding to the Value Added Tax (VAT) introduced in israel in the same
year; the VAT is 18% of the total production revenue.” In introducing this tax,
the GOl stipulated that it was necessary to ensure the provision of adequate social
services for the population. However, according to a 1987 UNCTAD report,
"Generally speaking, VAT has evolved over the past few years to become one of
the most serious fiscal constraints on the development of Palestinian industry and
trade."”

Israeli price supports (and other direct and indirect subsidies) for agricultural and
industrial production as well as for exported products, with no comparable
supports for Palestinian goods, places West Bank and Gaza Strip productive
enterprises at an obvious disadvantage. Such subsidies include a cash subsidy
delivered in the form of export currency exchange insurance, direct incentive
payments and concession credit, all of which enhance the competitiveness of
Israeli firms in international export markets.

Whilc Palestinian goods are price competitive, this is at a cost. Israeli "dumping"
of products in the Occupied Territories has had a negative impact on domestic
trade and export, with Palestinians often in the position of being forced to sell
products at a loss. Thus, having competitive prices may not be an advantage for
either the individual farmer, cottage industry producer or factory owner. This is
particularly important in view of the price supports Israel (and Jordan and Egypt)
provides for basic infrastructure required for agricultural and industrial
development, including water, electricity and communications.

A2 Other Israeli Policies

Israeli restrictions on travel and movement of people and goods have severely
restrained both domestic and external trade. In addition to both short-term and
extended curfews, the requirements for passes and permits for free movement
from one village to another, from one region to another, and between the West
Bank and Gaza Strip, have impeded the transfer not only of raw materials and
marketable products, but of knowledge, information and skills necessary for
economic development and enhancement of trade. Moreover, the procedures used
by Israeli security forces to inspect agricultural (and other) products destined for
export through Israeli ports have also had severe impact on the marketability of
Palestinian goods, as has been discussed in the companion report, Agriculture in
the Occupied Territories.

The deleterious way in which Israeli policies have driven the utility of Palestinian
labor for economic growth in general, and for external trade in particular, cannot
be overemphasized. The International Labor Organization (ILO) has, since 1978,
been conducting an assessment of the situation of Palestinian workers in the Israeli
occupied West Bank and Gaza Strip. The assessment is based on site visits to the
Occupied Territories, Israel and neighboring Arab countries. The 1991 report found
that Israel is "firmly in control of the keys to production and income: capital,
labor, land and water, knowledge and skills".* The use of such labor in Israel for
the Israeli productive sector encourages export of Israeli goods to the Occupied
Territories and encourages the decrease in reverse trade, with "the deficit being
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covered by wages earned in Israel," a fact which increases the dependency
relationship.®

A3 Arab Country Policies and Practices

The policies of Jordan and other Arab countries have also severely restricted
external Palestinian trade, although these policies have recently been relaxed (see
Section IIL) The policy which has had the most significant impact has been the
prohibition on the importation to Arab countries of goods produced from raw
materials or by means of equipment brought from Israel or imported through it.
Because Israel requires that most raw materials and all equipment be brought
through Israel to the Occupied Territories, Palestinian companies are placed in an
effective vice: they are prohibited by their former trading partners from trading
in goods which are produced in a manner over which they have no control. For
materials imported through Jordan, the Palestinian firm must pay both Jordanian
and Israeli duties and import taxes; as a result, raw materials’ imports from Jordan
are essentially confined to those necessary to produce products for re-export to
Jordan.

Ahiram and others® have described the policies of Jordan and other Arab states
which have impeded industrial development in the Occupied Territories,
including:

* restricting goods "produced from raw materials or by means of equipment
brought from Israel or imported through it" (a restriction which is
reportedly being lifted);

* restricting exports to Jordan from Palestinian firmns established after 1967;

* restricting exports of Palestinian firms to no more than 50% of their total
output; and

* discouraging Palestinian companies from expanding or establishing
manufacturing companies in the West Bank, while at the same time
encouraging the expansion of Palestinian comparnies in the East Bank
(Jordan).

B. OTHER FACTORS WHICH IMPACT ON PALESTINIAN TRADE

Palestinians must surmount many obstacles to improve their balance of trade
deficits, not the least of which is the scarcity of natural resources on which a firm
foundation can be based. The relative scarcity of water resources (particularly in
the Gaza Strip) and the lack of mineral resources (except stone) directly and
indirectly affect the ability of the agricultural and industrial sectors to enhance
their competitive advantage. The decrease in free and open trade with former
trading partners has all but climinated the ability of the Palestinians to utilize
complementarities in trading ventures. The scarcity (or maldistribution) of water
resources is of particular concern to both agriculture and industry. Issues
concerning the water and agricultural development are addressed in the
companion sectoral reports on those sectors.
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Palestinians also lag significantly behind other countries (including lower income
countries) with respect to technological advances. Such advances can and have
been used to make the maximum possible use of existing resources while at the
same time conserving those resources. Technological advances are also used in
industry and agriculture to improve the output and quality of production and to
successfully engage in domestic and international marketing. Few Palestinian
industries have modern equipment, including adequate, computer-based
accounting and management systems and production technologies; fewer have
access to the data and information required to compete in an "open" market.

With the exception of some limited developments in individual companies, there
is no research or development capacity in the Occupied Territories; such capacity
is essential in the design and adaptation of new technologies for appropriate and
effective use and has been the foundation of economic progress in the rapidly
progressing Asian countries. The use of newer technologies is limited in part as a
result of Israeli restrictions on importation of equipment, import costs of
equipment and lack of awareness of new technological developments. Recent visits
by Palestinian economists to Japan, European countries and elsewhere may
improve this awareness, but economic and business interchange is still minimal.

B.1  Investment and Marketing Systems

Investment in new technologies, human resource development and expansion of
capacity is a sine qua non of external trade--enhancing the competitive advantage
of local producers. In the Occupied Territories, while some donors have invested
in agricultural programs, these investments have been uncoordinated, non-
directed and largely unplanned. In the industrial sector, scarce funds have been
invested. Those which have been available are largely from the family-owners, and
there has been little donor interest and few sources of credit. While donors have
expressed increasing interest in the productive private sector (reflecting recent
international interest in privatization and market economies), few have expressed
a willingness to take steps to ensure that the Palestinian agricultural and industrial
sectors have access to financial resources required to stimulate growth and
enhance competitive advantage. Furthermore, the economic and political instability
of the Occupied Territories is a serious deterrent to external private investment in
manufacturing or in agriculture. Given the recent global financial shifts and
recessions in many countries, these private investments are even more ephemeral.
In fact, according to UNCTAD, the period 1988-1990 witnessed a 4% annual
decrease in private investment.?

The absence of marketing systems, including for example, logistical planning for
the transport of agricultural and industrial goods, severely impedes both domestic
and external trade. Systems that most countries take for granted (e.g., private
regional trucking companies and associations or a Ministry of Transportation
which can help to coordinate and regulate trucking and other forms of transport)
are simply non-existent. Security regulations further impede transport of goods
across Israeli and Jordanian borders. For example, no Palestinian refrigerated
trucks exist, because trucks must be open for inspection at checkpoints and
borders. There are also no "national," regional or local computer-based marketing
or other information systems, although there are some embryonic developments
in this area (in agriculture, specifically). Because virtually every country with
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which Palestinians are competing has such systems, Palestinian firms are at a
severe disadvantage. The investments which are now being provided to the newly
emerging Commonwealth of Independent States (CIS) und other East European
countries will likely further diminish the potential for the Palestinian productive
sector to be competitive unless marketing systems are rapidly developed and
implemeated in the Occupied Territories.

Public, quasi-public and private systems which enhance and regulate quality
control, which are taken for granted in other countries (even in many lower
income and most middle income countries), either do not exist in the West Bank
or Gaza Strip cr are in embryonic stages. Such systems include, for exaiaple,
regulatory mechanisms for ensuring qualit;* of pharmaceuticals, processed food
products, and other Palestinian products. Quality control in trade is of concern in
two respects:

1) ensuring that Palestinian products meet the requirements of their domestic
and export markets with respect to safety and efficacy (e.g., the EC), which
has both socictal benefits and an economic dividend in promoting
consumer confidence and acceptance in both the domestic and export
markets; and

2) ensuring that Palestinian products can compete on the basis of value for
money, thereby maximizing the value added and return on investment
achieved by individual firms.

In the past few years, there have been efforts on the part of the Palestinian private
sector to develop the rapacity for quality control in both respects. However, these
efforts have received minimal support from donors and cannot currently be
sustained through fee-for-service fronithe Palestinian private sector. One example
of developments in the area of quality control for social protection is the
environmental laboratory which has been established at Beir Zeit University. It has
no authority to test products (and is thus somewhat controversial) but has
established linkages with private industry in an effort to encourage improvements
in quality control. An example of efforts to improve quality control with respect
ic value added maximization is the experiment of Mattin, a Palestinian clothing
manufacturing enterprise. This company endeavored to experiment in the
utilization of modern modes of procuction, including training of quality
controllers and the development of a formal system of quality control in relation
to an upscale export market penetration exercise. In spite of severe bureaucratic
(GOI) impediments, the company successfully marketed to U.S. firms, but was
forced to reduce operations to a minimum. Significant improvements are needec
in the area of quality control if Palestinian private entities (including for profit and
cooperative organizations) are to be competitive.

Since the Occupation, the structures and mechanisms which enable free domestic
and international trade in a normal economy (whatever the structure of the
economy) have been all but nonexistent in the West Bank and Gaza Strip. These
include, for example,
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1) investment from sources in addition to equity capital (family-owners and
friends);

2) fiscal and monetary arrangements for credit and financial intermediaries;

3) the ability to adjust production cycles and pricing of goods according to
principles of demand and supply and internal capacity of the firm;

4) mechanisms to withstand economic "shocks" such as natural disasters and
global economic recession;

5) participation in regional and international trade fairs and conferences;

6) the ability to develop and adapt new technologies which enhance
competitive advantage;

7) institutional support organizations (to enhance human resources capacity
and ensure quality control, for example).

As a consequence, the scope and nature of Palestinian exports are determined
largely by external forces. For example, both Israel and Jordan adjust their
import/export policies consistent with their own needs for certain goods and
pricing conditions. This makes it virtually impossible for Palestinian farmers to
adequately plan for crop production vis-a-vis their primary trading partners, with
resultant waste and economic loss. Similarly, the industrial sector has largely
focused on either production for domestic use or served as a subcontracting
mechanism (that is, a low-cost source of labor) for Israeli companies.

VL. CONCLUSIONS AND RECOMMENDATIONS
A. DEVELOPMENT OPPORTUNITIES
In spite of the impediments to domestic and external trade in the Occupied
Territories, there are opportunities for improvement even in the current political
context. Such developments should:

* build on recent efforts to develop trade in the Occupied Territories,

* take advantage of those factors which are likely to enhance competitive
advantage (e.g., an educated and industrious work force),

* take into account the competitive advantages of their trading partners and
likely competitors in both agriculture and industry, and

* insofar as possible, take steps to ameliorate the conditions which impede
free trade and open competition, particularly between Palestinian and
Israeli firms.

A recent report prepared for ALD.” suggests that USG investment in export is
successful only if export policies of the beneficiary country are non-protectionist.
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Given that trade policies are not now within the control of Palestinians
(government export policies), somewhat lower expectations should apply to the
Occupied Territories. Fortunately, the EC and other donors have begun to provide
support in this area as well, albeit in limited amounits and without clear linkages
among the economic sectors.

In order for Palestinian trade to expand, there is a need for policy dialogue
between the USG and Israel and between the USG and the Arab states with
respect to the policies which impede free trade. In its 1989 report, UNCTAD
recommended specific measures which are needed to "contribute to a more secure
and less hostile economic environment," including permitting the free movement
of goods and people at all times within and between the two regions of the
Occupied Territories (the West Bank and Gaza Strip), acomprehensive reform and
streamlining of trade policies and procedures and the reform of the fiscal
system.” However, free movement of goods is a necessary but insufficient
prerequisite to free trade. In the absence of parity with the preferences accorded
Israel under the Free Trade Agreement and the EC preferential trading policies,
the Palestinian productive sector cannot exploit their potential to contribute as
exporters to economic growth in the Occupied Territories.

It is also imperative that the Palestinian productive sector, as well as the
supporting  infrastructure including economic development institutions,
cooperatives and universities, have free access to the data and information which
is required for adequate planning and management of trade relations. Data and
information which is held by the GOI but not made available to Palestinians is a
prerequisite for development planning for both Palestinians and the various donor
agencies.

B. RECOMMENDATIONS

Table 1 summarizes conclusions with respect to trade sector development in the
West Bank and Gaza Strip, as well as related recommendations. The
recommendations are intended as preliminary ideas for those involved in
development planning for the Occupied Territories. They should be considered
in light of the discussion on overall development opportunities in the Occupied
Territories which is included in Visions of a Sustainable Future--Appendix II to this
report.



TABLE 1

CONCLUSIONS AND RECOMMENDATIONS

Conclusions

1. There is a paucity of data and
information on which appropriate and
effective trade strategies and specific projects
for the Occupied Territories can be based.

2. There is only a minimal support
system and infrastructure for domestic and
international trade in the Occupied Territories,
along with a dearth of trained personnel, in
particular with respect to product
development, productivity enhancement and
operations management.

21

Recommendations

1.1 In addition to the development of
agricultural and industrial information systems
(see companion reports), computer-based
market and trade information systems need to
be developed and expanded or accessed,
utilizing existing software as appropriate and
including on-line linkages with regional and
international marketing and trade information
systems.

1.2 Marketing studies and surveys are
required in order to generate data and
information necessary for expansion of exports
and improvements in domestic markets.

21 Training of personnel in the
productive private sector as well as in the
newly emerging support infrastructure (e.g.,
Chambers of Commerce and Union of
Industrialists) is critically needed, as is
technical assistance to these entities. Such
training would include, for example, short-
term local, regional and overseas training in
management of production, new product
development, quality control, environmental
control requirements on the part of trading
partners (e.g., use of pesticides with fruits and
vegetables and environmental impact of soap
products), packaging, marketing techniques,
international trade and adaptation and use of
new production technologies. Technica!
assistance should also fccus on these issues.



3. Quality control is a problem in both
agricultural and industrial products,
diminishing the ability for Palestinians to
compete on the open market.

4. The Palestinian productive private
sector is at a severe disadvantage in terms of
the adaptation, development and use of new
technologies, particularly those that absorb
skilled labor and enhance labor productivity.

2.2 Linkages between American, European
and other business and trade institutions,
technology research and development centers,
and comparable groups in the Occupied
Territories are imperative. Such linkages could
both enhance the potential for bilateral trade
and facilitate Palestinians’ access to sources of
technical assistance and training.

23 Economic infrastructures which
improve domestic and export markets must be
cnhanced. These include, for example,
1) capital projects such as cold storage and
refrigerated transport of agricultural products
and 2) economic and regulatory infrastructure
projects such as systems and standards for
monitoring and/or enhancing the quality
control of manufactured products.

3. Training and technical assistance to
both private productive entities and the
emerging support organizations with respect
to quality control is urgently required.
(Support for implementation of improvements
in quality control also is presented as a
recommendation in the companion agricultural
and industrial papers.)

4. Small scale research and development
projects designed to encourage the adaptation
and use of appropriate new technologies in
both agricultural and industrial production
would improve the competitive advantage of
Palestinian firms. In this context, donors
should also encourage the expansion of credit
to those firrns which are interested in the use
of appropriate new technologies and which
have demonstrated an understanding of such
use. (See also recommendations in agriculture
and industry papers.)



5. Palestinians have minimal contact with
their competitors in other countries, regional
and international trading partners, trade or
industry/agricultural associations and potential
markets. This lack of contact severely impedes
the ability of Palestinians to engage in free
trade.

6. In large part as a result of their
isolation from regional and international
markets, Palestinians have lagged behind their
competitors in the development and
production of newer and/or more marketable
goods.

7. Private firms in the Occupied
Territories do not enjoy the same trade
benefits as do their competitors in Israel and
other countries. This places them at a severe
disadvantage and effectively isolates them
from the global economy.

5.1 Donors should support specialized
marketing missions by representatives of the
Palestinian private sector and support
organizations to comparable firms and groups
elsewhere. They should also encourage foreign
buying missions to the Occupied Territories.

They could also support TIulestinians’
attendance at regional and interrational trade
fairs and topical meetings.

6. Demonstration projects should be
designed and implemented as soon as
possible. They should be designed to
encourage the development and production of
agricultural and industrial products which
make the m~st effective and appropriate use
of Palestinian resources, have market potential
and require minimal investment. This can
include, for example, production of alternative
varieties of crops, support for organic farming
projects, apparel and other commercial design
and product development projects aimed at
identifying areas of opportunity for local
producers.

7.1 Donors and trading partners should
negotiate changes in trade policies with
respect to direct import of Palestinian goods,
including, for example, labelling and other
requirements.
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CONTEXT OF DEVELOPMENT IN THE OCCUPIED TERRITORIES

This appendi~ describes the overall context in which development opportunities
exist in the Occupied Territories, including land size and population data,
governance, recent economic trends and the role of donors in development
activities. As necessary, these factors are discussed in more detail in each of the
reports included in the full set of sector analyses for the Occupied Territories. For
example, population data are discussed more fully in the companion report on
Health, and economic trends are described in the separate reports on Finance and
Credit and on Trade.

Several parameters of this report should be clarified. The term "Occupied
Territories” is used to describe the geographic area of the West Bank and Gaza
Strip as it is the accepted term for the U.S. government and U.N. agencies. It refers
only to the West Eank and Gaza Strip, not to the Golan Heights or the Israeli
security zone in Lebanon. The term Judea and Samaria is used when quoting
Israeli statistics or other references, as this is the designation used by the GOI for
the West Bank area. Unless otherwise stated, the West Bank statistics, information
and recommendations presented in this report include Fast Jerusalem. Where
necessary, East Jerusalem is referenced separately, for example in cases where data
have clearly excluded East Jerusalem. It must be noted at the cutset *that tite
statistical data available from the GOI (i.e.,, those published in the Statistical
Abstracts and other governmental sources) which can be used to numerically
describe the sectors do not include East Jerusalem. This significantly skews the
data and inhibits analysis of trend data which could be used for economic
planning. Moreover, as Benvenisti has suggested,

"For statistical purposes the West Bank and Gaza Strip are
considered by Israel’s Central Bureau of Statistics to be units
independent of Israel. Economic activity there is
investigated and reported as though it constitutes a
‘national economy’ united with Israel in a ‘common
market.” The official reporting of GDP, GNP, exporis and
imports and balance of payments of the territories is,
however, inaccurate at best and misleading at worst. The
daily, complex, economic interaction over the nonexistent
‘green line’, lacking any effective monitoring and control,
calls the re'iability of the statistics into question.”

Unfortunately, because of the serious impediments faced by Palestinians and
others in conducting empirical studies in the West Bank and Gaza Strip, most
studies of the Occupied Territories depend primarily--and necessarily—on GOI
statistics, notwithstanding their limitations. ‘

Finally, although Israeli settlements in the Occupied Territories have considerable
impact on economic and social development in the area, only minimal data and
information are available with respect to either plans for settlements or specific
factors pertaining to individual sectors (e.g., infrastructure and industry).
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A. THE LAND AND THE PEOPLE

The West Bank and Gaza Strip are bordered by Israel, Jordan and Egyptas shown
in Figure 1. The total land area of the Israeli-occupied West Bank and Gaza Strip
(as defined by pre-1967 borders) is 5,939,000 million dunums (one dunum = .23
acres) of which 5,572,000 are in the West Bank and 367,000 are in the Gaza Strip.*
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According to the U.N., as of 1985, approximately 52% of this land was under
Israeli control-that is, within the jurisdiction of the GOI or of Israeli citizens
(settlers). Estimates of Israeli control of land as of early 1992 are shown below:?

Source of Estimate West Bank  Gaza Strip
Al Haq 65% 50%
Land and Water 67% 50%
PHRIC 70% 52%

Because the most recent census was conducted twenty-five years ago (in 1967),¢
accurate demographic data for the Occupied Territories are virtually impossible to
obtain. Thus, all population data have been estimated for the period after the 1967
census. The three primary sources of information regarding population are the
Central Bureau of Statistics (CBS), the Ministry of the Interior (MOI) and estimates
prepared by the Jordanian Medical Association in 1986. In the summary of
demographic and other data published by Benvenisti and Khayat in 1988, it was
noted that the Palestinian population data presented by the CBS and by the MOI
for the Occupied Territories differ. For example, the data for 1987 showed CBS
estimates of a total P'alestinian population of 858,000 for the West Bank, while the
MOI estimated the population to be 1,252,000.> The CBS estimates exclude East
Jerusalem, which has a Palestinian population generally considered to be
approximately 150,000.

Using the Statistical Abstract of Israel for 1990 as a basis, and assuming a 3.5%
annual growth rate in the West Bank and a 4.5% annual growth rate in Gaza, the
following estimates were calculated for 1991:*

West Bank

(including East Jerusalem) 1,104,799
Gaza Strip 1,010,640
Total: 2,115,439

More than 35% of the Palestinian population is rural (see Figures 2-4), with 15%
living in villages with populations of 2,500 or less. The Palestinian population is
also a youthful one; nearly half (47.4%) of the Palestinian population in the West
Bank is under the age of 15, as is 49.5% of the population of the Gaza Strip.” This
age distribution and the high birth rates have important implications for social
service needs as well as for labor force concerns.
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As of January, 1992, 451,695 individuals (or approximately 40% of the population)
in the West Bank were registered as refugees. Of these, 119,172 (26%) lived in
UMRWA camps. In the Gaza Strip, 549,675 Palestinians were registered refugees
(approximately 80% of the population); of these, 302,977 (55%) lived in UNRWA
camps.?

In spite of the high natural rate of increase, until 1991 the population had a
relatively low rate of population growth. This resulted from emigration to Jordan,
the Gulf States and outside the region, primarily for job opportunities. Even prior
to the Gulf War and the influx of Palestinians from the Gulf States, an important
population variable in the Occupied Territories, and particularly in Gaza, was the
number of residents who returned from the Gulf States annually for summer
vacation. It is reported that approximately 100,000 were doing so in the Gaza area
for 2-3 months each year; no estimates of similar temporary residents were
available for the West Bank. Since the Gulf War, an estimated 25,000 to 35,000
Palestinians have returned to the Occupied Territories from the Gulf States; an
estimated 40% of them are currently residing in the Gaza Strip. Most are
university graduates but are unemployed or underemployed. However, those who
are unemployed reportedly are not eligible for social benefits from the GOIL Some
are eligible {r services through UNRWA.

B. GOVERNANCE IN THE OCCUPIED TERRITORIES

From 1950 to 1967, the West Bank was under the authority of the Jordanian
government, which in 1955 devolved public administration authority to elected
municipal governments. From 1948 to 1967, Gaza was under Egyptian control,
with appointed municipal governments. Subsequent to the 1967 War, the Israeli
military authorities assumed control of the Palestinian population in the occupied
West Bank and Gaza Strip. Since 1967, no local elections have been held in Gaza;
no municipal elections have been held in the West Bank since 1977.

In 1981, the Israeli government initiated a system of civil administration (CIVAD).
Figure 5 on the following page shows the organizational structure of the CIVAD.
The CIVAD's "jurisdiction includes all the civil powers of the military government
but not the authority to enact primary legislation, which has remained in the
hands of the Military Commander.”™ In virtually all CIVAD offices, a military
officer directs the departments, but Palestinians comprise most of the technical and
administrative staff. According to the Fourth Geneva Convention, the GOI is
responsible for the provision of public services for the Occupied Territories, based
on tax and other remittances from the Palestinians residing in the West Bank and
Gaza Strip and from the GOI budget. These governmental functions are carried
out by the CIVAD, with specific responsibility for sectoral programs being
coordinated with the relevant Israeli ministry or regulatory body.
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FIGURE 5 ORGANIZATIONAL STRUCTURE OF THE CIVIL ADMINISTRATION (CIVAD)
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The CIVAD currently serves as the "authority" in most municipalities in both the
West Bank and Gaza Strip--no municipal elections have been held since a military
order suspended elections in December, 1977." Some municipalities have
Palestinian officials appointed by the CIVAD, but their authority is limited. Local
municipalities carry out activities which in other circumstances would be either
public or private sector responsibilities. These range from wholesale produce
markets to operating slaughterhouses. In doing so, they liaise with both the
CIVAD and Palestinian private sector organizations as appropriate and necessary.
For all intents and purposes, both CIVAD and the municipalities therefore
constitute "public” agencies in the Occupied Territories. Village councils, of which
there are approximately 75 in the West Bank and eight in the Gaza Strip, have
even less authority than municipal councils. As with the municipalities, no
elections have been held for village councils since December, 1977.2

Chambers of Commerce also perform services which in other contexts would be
within the purview of governmental or quasi-governmental bodies. For example,
they are involved in expediting approval of exports to Jordan (see the companion
Trade report for further discussion of their role in export). Elections for Chambers
of Commerce were not held from December, 1977 until early 1992, when the GOI
allowed such elections in six areas in the Occupied Territories.”

C. RECENT TRENDS IN THE ECONOMY OF THE OCCUPIED
TERRITORIES

According to some reports, the economies of the Occupied Territories begar: to
decline in the early 1980s. This decline resulted from stagnation in the Israeli and
Jordanian economies.” The economy further declined in the late 1980s, even
prior to the Gulf War. UNCTAD reported in 1991 that their review of Israeli and
Palestinian data indicated "a rapid deterioration in the 5performance of the
economy of the Occupied Territories during 1988-1990."° According to that
report, the gross domestic product (GDP) for the Occupied Territories decreased
by 12%/annum during that period, to just over $1.2 billion in 1990. Consistent with
previous patterns, the decline in the Gaza Strip was more severe than in the West
Bank: 17% versus 11%, respectively.” Gross national product (GNP) decreased
by a comparable amount annually (11%), to approximately $1.8 billion. Per capita
GNP was estimated to be $1,400 in the West Bank and $780 in Gaza in 1990.¥
By comparison, the GNP in Jordan for 1989 was $1,730." In Israel it was $10,920
in 1990.”

With the exception of agriculture, all sectors exhibited significant decline in the
period 1988-1990; for example, according to the 1991 UNCTAD report, industrial
output decreased by an annual average of 14%, and construction decreased by an
annual average of 23%. Other sectors combined (public and personal services,
trade, transport and communications) declined by 17%.% As a consequence, the
contribution of the agricultural sector to the GDP increased from 25% to 31% from
1988-1990, while construction decreased from 17% to 14%; industry has remained
at 9% of GDP (although output had decreased). The UNCTAD reports that the
decline in the industrial sector "bodes ill for the future of the Palestinian
economy.” It should be pointed out, however, that several researchers have
suggested that traditional economic indicators (e.g., GNP, per capita GNP, GDP)
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are not appropriate for the Occupied Territories as they have been devised to
study productive economies. Given that the West Bank and Gaza Strip depend
largely on transferred resources, the limitations of these indicators should be
considered.®

The New Israeli Shekel (NIS) is the currency used predominantly in Occupied
Territories, although the Jordanian dinar (D) is still used by some in the West
Bank. As of January, 1992, the rate of exchange was NIS 2.3/US $1 for the Shekel
and JD 1/US $0.68 for the Jordanian dinar. Given the inextricable ties between the
economies of the West Bank and Gaza and those of Israel and Jordan, pricing and
inflation in these two countries have a significant and deleterious impact on the
Occupied Territories. Several key examples of recent impacts are:

* increased prices for goods imported through Israel, which accounted for
91% of goods imported into the West Bank and 92% of goods imported
into the Gaza Strip in 1986, the most recent year for which data are
available;®

* decline in the wages of Palestinians working in Israel and a decline in real
disposable income of most income groups in the Occupied Territories (an
example of the deleterious impact of Palestinian wages’ being tied to the
Israeli economy); and

* the differential in the consumer price indices of the Occupied Territories
and Israel, which has lead to both 1) a decrease in value of sales of
Palestinian goods to Israeli buyers, and 2) an increase in purchase by
Palestinians of consumer and durable goods from Israel (until the economic
boycott of the Intifada, when this practice decreased considerably).

The economic impact of the Gulf Crisis on the Occupied Territories was--and
continues to be--significant in all sectors. As the 1991 UNCTAD report noted, the
economic impact resulted from both external and internal pressures; these are
summarized below:*

* reduction in private remittances from Palestinians working in the Gulf
states, estimated at $120 million to $340 million annually prior to the Gulf
War;

* involuntary return of Palestinians working in the Gulf states to the

Occupied Territories resulting in increased pressure on an already
distressed job market;

* decreases in both public and private financial support from the region for
Palestinian private sector development in both social services and
productive enterprises (this support was estimated to be $150 million in
1989); and

* disruptions in traditional export and import markets (note: the market
share in Jordan had begun to decline prior to 1991%).



The total estirnated economic impact of the Gulf War (based primarily on lost
remittances, transfers and exports) was between $250 and $750 million in 1990
alone (55% to 80% of the total generated by these three sources in 1989), or
approximately 10% of gross national disposal income® Few knowledgeable
individuals believe that there have been substantial moves toward an
improvement in the economy of the Occupied Territories since the end of the Gulf
War.

Estimates of current unemployment rates vary considerably. Israeli statistics for
1990 show a 13%-15% unemployment rate (including both those officially
registered at the CIVAD labor exchanges and those defined by the Central Bureau
of Statistics as "employed persons, temporarily absent from work"). Other estimates
of unemployment in both the West Bank and Gaza Strip range between 30% and
40% of the work forceZ While Palestinians now have regained minimal access
to the Gulf States as a source of employraent (and remittances), they are still
dependent on employment in Israel (see Figure 6 below), although this alternative
for export of labor capital is «lso highly volatile. As a result of reduced personal
income, there has been a concomitant reduction in consumer demand (estimated
20-30% reduction)® and reduced funding available for investment.

Figure 6
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Reductions in local funding available for investment are particularly critical for
economic development in the Occupied Territories because between 70% and 95%
of capital investment in industry in the Occupied Territories is provided by the
individual owners or their families. Importantly for economic development, the
period 1988-1950 saw a 4% annual decrease in private investment. Moreover,
the external trade sector has not yet shown signs of improvement since the end
of the Gulf War, in spite of efforts to re-establish economic relations with
traditional trading partners in the region. Exports of both goods and services
decreased an average of 30% per annum during 1988-1990, with the decrease far
more dramatic in tae Gaza Strip (50%) than in the West Bank (16%).® Imports
of goods and services also declined during this period: 16% in the West Bank and
19% in the Gaza Strip.”® As of the beginning of 1992, markets outside of Israel
remained largely closed to Palestinian products, and the decreased purchasing
power of Palestinian consumers continues to result in decreased imports available
for Palestinians and decreased internal markets for Palestinian products as well.

D. L'ONOR ASSISTANCE

In addition to remittances from Palestinians working abroad, the economies of the
West Bank and Gaza Strip depend to a large extent on denor countries and
organizations, each of which has its own particular interest in the Occupied
Territories and therefore directs the aid in a particular way. In 1991 alone, $69
“illion in funding was allocated by donors for projects in the Occupied
Territories.® This figure does not include funds provided by Arab states, as these
data are difficult to obtain. A large proportion of donor funds are allocated
throughinternational private voluntary organizations (PVOs). Therefore, while the
amount of donors funds allocated to the Occupied Territories appears large in
proportion to the GNP (in 1991, the UNRWA budget alone accounted for 6% of
GNP), a relatively large percentage of the funds do not directly enter the economy
of the Occupied Territories. Much of the bilateral and multilateral funding remains
in the country of origin to purchase goods and supplies which are donated to
beneficiary groups in the Occupied Territories, or to pay for training and technical
assistance. Similarly, while the "overhead" rate of the international agencies (e.g.,
UNRWA) and the international PVOs is relatively low (usually representing 20% -
45% of the toral project budget), this does represent funds which are not part of
the economy of the Occupied Territories. It should be emphasized that, in this
respect, the West Bank and Gaza Strip do not differ from most other recipients of
donor funds. However, in view of the fact that such funding is crucial for
operation of basic human services and support of infrastructure in the Occupied
Territories, it becomes a more critical issue. Moreover, there is little flexdbility in
the allocation of funds within the Occupied Territories: donor funding and other
types of development assistance by international and bilateral agencies such as the
World Health Organization (WHO), the UNDP and A.LD., must be carried out by
the donors and agencies with the approval of the GOL

The importance of the economic role of UNRWA cannot be overlooked. In 199,
its annual budget for the West Bank and Gaza Strip was $98.6 million. In 1991, the
UNRWA budget was $98.3 million; the approved 1992/1993 budget is $217.8
million (roughly $109 million per year)® In addition, from 1988 :o 1991,
approximately $949.9 million has been contributed to UNRWA, primarily by the
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U.S.and European governments, to operate refugee camps and to provide services
to the refugees under its aegis. Approximately 40% of these funds are utilized for
the West Bank and Gaza Strip.** Until recently, UNRWA has expended only
minirnal funds for economic development projects. However, the agency plans to
raise $20 million over the next five years for income-generating projects in the
Near East.

It is important to distinguish between the ultimate source of external funds (e.g.
governments and private donors to non-profit organizations) and the vehicles
through which such funds are disbursed. The most important sources of external
aid have been:

* individual Palestinians in the diaspora, who contribute to a variety of
organizations and institutions (as distinct from the remittances sent by
individuals to their families in the Occupied Territories);

* Arab governments and individual Arabs, contributing to:

- individual Palestiniai. organizations and institutions,
including municipalities;

- the Joint Jordanian-Palestinian Committee for the
Steadfastness of the Palestinian People in the Occupied
Homeland;

- the Palestinian Liberation Organization (PLO); and

- various U.N. agencies operating in the Territories, including
the UNRWA and UNDP.

* the U.S. Government, which disburses funds through:

- various U.N. agencies operating in the Territories, including
the UNRWA and UNDP;

- the Agency for International Development (A.LD.)
Jordanian Development Program (until 1989); and

- U.S. private voluntary organizations (PVOs) operating in
the West Bairk and Gaza Strip and cne Palestinian PVO.
* private U.S. individual donors and foundations, providing funds to:
- individual Palestinian organizations and institutions; and

- U.S. private voluntary organizations operating in the West
Bank and Gaza Strip.

11



* European, Canadian, Japanese and other governments, which provide
contributions to:

- individual Palestinian organizations and institutions;
- the European Community (EC); and

- various U.N. agencies operating in the Occupied Territories,
including the UNRWA and UNDP.

* European individual donors and foundations, which provide contributions
primarily to individual Palestinian organizations and institutions.

Understanding the nature of the sources of external funds is important to an
understanding of the dependency of the Palestinian economy on the vagaries of
external conditions. Ultimately, the U.S. and European governments and Arab
states (and, increasingly Japan) are the major sources of funding. The major
funding vehicles, including the several U.N. agencies and the U.S. PVQs, derive
their funds from the same sources, governments and a few foundations and
individuals.

For the most part, external funds have been provided for:

* construction of health and social service infrastructure projects and some
housing,
* operating costs for health and social service programs (and lately for

rehabilitation services, more popular during the height of the Intifada),

* agricultural cooperatives,
* municipalities (for construction and operating costs),
* human resources development and training, including local and overseas

long-term and short-term education, and

* infrastructure and public works.

With the exception of agriculture, minimal donor funds have been provided for
the productive private sector.

It is hoped that this sector analyses, and the others which comprise the cross-
sectoral assessment of development opportunities in the Occupied Territories, will
contribute to the efforts of Palestinians to be more proactively involved in
planning for and implementing donor-funded projects. The reports may also
contribute to donors’ plans for more appropriate~as well as more effective and
efficient—use of the resources they allocate for the Occupied Territories.
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APPENDIX II: VISIONS OF A SUSTAINABLE FUTURE

This appendix to the sectoral analysis presents a summary assessment of the
overall potential for development opportunities in the Occupied Territories. The
analysis was conducted within sectors, and, insofar as possible, across sectors. This
assessment is based on the analyses and conclusions presented in each of the
individual sector reports prepared by Policy Research Incorporated (PRI). The
eight individual sector reports include agriculture, education, finance and credit,
health, industry and enterprise, infrastructure, trade, and water and sanitation.

Appendix 1II includes 1) a discussion of alternative assumptions under which
economic and social planning will likely occur in the Occupied Territories; 2) a
summary of the factors which constrain development across the sectors; 3) a
summary of recommendations within and across the sectors; and 4) a list of issues
that warrant discussion in the process of considering development alternatives for
the Occupied Territories. Brief summaries of the findings of each of the sector
reports are included as Executive Summaries with those reports.

A. DEVELOPMENT IN THE CONTEXT OF ALTERNATIVE SCENARIOS

The move toward Palestinian economic self-reliance expanded considerably with
the advent of the Intifada in 1987. Generally, the intent of this movement has been
to promote a more productive allocation of investments, both internally
(Palestinian) and externally (from donors). Specifically, Palestinians involved in
development planning have sought to "enhance self-reliance in production, lessen
dependence on external financial sources, diversify, rationalize and integrate
domestic production branches, [and] reorient consumption patterns towards less
conspicuous modes.” To this end, Palestinians have begun to 1) develop sectoral
and regional plans; 2) design and implement experimental projects and new
institutional forms and entrepreneurial initiatives; and 3) initiate a range of
popular ‘participatory development’ efforts involving families, communities,
regions, cooperatives, enterprises and professional associations.

In order to ensure that these sectoral analyses are as useful as possible for
development planning, the recommendations summary recommendations
presented in this appendix are listed assuming one of two alternative political
scenarios:

1) no change in the current political status (with perhaps some relaxation of
constraints), including programs and activities that could have short-,
medium- and long-term impact without respect to a change in governance;
and

2) a change in governance (e.g., interim self-government or autonomy).

There are, of course, many shades within this spectrum, but it is hoped that
presenting the recommendations in this way will provide an option for discussion
of development in the Occupied Territories. The development recommendations
that assume the status quo are intended to meet immediate needs identified in the
conclusions to which they are linked as well as to provide a foundation for
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development under whatever political solutions are realized. They are thus
building blocks toward a sustainable future under alternative political scenarios.
It should be emphasized that the recommendations listed under "assuming
political change" could also be carried out within a status quo scenario, but *vould
likely necessitate elimination or significant amelioration of existing bureaucratic
and other constraints.

Under the present circumstances, it is all too easy to assume that little can be
accomplished other than minimal support for existing projects; this approach
defeats the intention to promote sustainable development. On the other hand, to
assurne independence (statehood) as the only basis for planning economic and
social development negates the reality of the present political situation (that is, of
the Occupation) as well as the possibility of an interim self-government. It also
does not take into account that, even in the event of autonemy, it will be
necessary to design phased implementation of policies and programs. For example,
it will be necessary to ensure that:

* a Palestinian tax system as well as an organized health system are in place
before assumption of responsibility for financially burdensome public
hospitals;

* economic support structures are in place prior to significant expansion of

industrial capacity;

* cross-regional planning is in process, including the consideration of issues
such as the trade-offs necessary between agricultural and industrial
development in the water-poor Gaza Sirip; and

* Palestinian planners and donors develop effective plans for physical
infrastructure and other projects, ensuring that they will be used by their
intended beneficiaries (i.e., Palestinians) given the possibility that such
projects could be established within settlement areas in the future.

In any case, donors should accept the possibility that their medium-term and long-
term (and even many short-term) development expectations could be considerably
diminished under the present circumstances, even in the event of autonomy. In
this most abnormal political situation, the traditional indicators of change--difficult
to abtain, verify and attribute to donor programs under any circumstances--are of
questionable validity and utility.

B. CONSTRAINTS TO DEVELOPMENT IN THE OCCUPIED
TERRITORIES

Sustainable economic development is proving to be an elusive goal even under
"normal” circumstances in developing countries, and increasingly so for countries
of all income levels. As this and the companion sectoral analysis reports
demonstrate, the socioeconomic situation in the Occupied Territories do not
approximate normal circumstances. Given the status of the various sectors of
Palestinian economy and society, and in particular given bureaucratic and other
impediments, what are the opportunities for economic and social growth and
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development in the West Bank and Gaza Strip? The technical and managerial
issues are myriad and complex, both within and across sectors.

While this is true in any country or jurisdiction; however in the Occupied
Territories these issues are complicated by the volatile and fluid political realities
and by the significant dependence on external donors for support for any type of
development. Donor investment and support are, in turn, complicated by the fact
that the traditional role and involvement of donors in developing countries has
been severely limited in the Occupied Territories. The normal mechanisms for
rational allocation of donor assistance (e.g., donor negotiations with a ministerial
level planning agency or external donors’ department within a Ministry of
Finance) do not exist, while constraints to planning effective use of donor funds
are apparent.

It is important that those involved in planning for development in the Occupied
Territories be aware of the constraints under which the various sectors operate
and within which development occurs. The constraints which pertain to each of
the sectors are described in the corresponding section of each sectoral analysis,
with a discussion of the manner in which the constraints impact on development
in that specific sector. However, several types of constraints have especially broad
impacts on development; these are summarized below.

B.1 Bureaucratic constraints

Bureaucratic constraints include GOI regulations which discriminate against
Palestinians and their public (municipal) and private sector institutions and
organizations. These regulations are subject to change (sometimes without notice)
and to enforcement by individual members of CIVAD without approval (or
knowledge) of their superiors. Examples include:

- curfews (sometimes imposed for extended periods of time),

- barriers to physical mobility constituted by pass
requirements and other factors,

- onerous procedures for obtaining building and other
permits and arbitrary application of such procedures,

- taxation policies and enforcement which have been
perceived by the International Jurists Commission and
others as inappropriate and a violation of Geneva
Conventions,

- restrictive labelling and export requirements on Palestinian
products, and

- control of and restrictive policies with respect to basic
physical infrastructure including electrification,
communications and transportation, water use, and land
use.
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An important impediment to effective planning and implementation of
development programs and projects is the fact that all those involved in
development planning, including Palestinians and donors, lack access to critical
fiscal, economic and technical information which is collected, processed and
maintained by the CIVAD (or the GOI). While some information is available to
Palestinians and others through the Central Bureau of Statistics (and other
sources), other critical information is not. This includes, for example, revenue and
expenditure information which is critical for an understanding of operating costs
and cost recovery possibilities within the health and education sectors. Palestinians
(and donors supporting projects in the Occupied Territories) also have no
information with respect to plans for settlement areas, including plans for physical
infrastructures to support the settlements.

The complex mixture of residual laws (in force at the time of the Occupation),
Israeli civil laws and regulations and military regulations vastly complicate
development planning and implementation of specific projects and general
sectoral programs. Virtually all court cases involving Palestinians are adjudicated
in the military courts, including all civil cases (e.g., with respect to contracts and
taxes). The effective absence of a civil court system makes it all but impossible to
formulate and enforce contractual arrangements.

Palestinians have no adequate mechanism to generate revenues and provide
public services. As a result, Palestinian NGOs and municipalities operating health
and social programs or public infrastructure systems (e.g,, water and sanitation,
road networks, electrification) face uniusual obstacles in attempting to cover their
operating costs and adequately maintain physical plants and equipment.

There have been some positive indicators that GOI constraints have relaxed since
1991. In late 1991 the GOl initiated relaxation of restrictive policies which impede
economic development, including: approval of licenses for a number of new small-
and medium- scale manufacturing, agricultural and commercial projects and
relaxation of restrictions on the inflow of external financial resources by raising the
limits on such inflow per person entering the Occupied Territories--from $400 to
$3,000.

It may well be that international organizations (e.g., the U.N.) and bilateral and
cther donors can convince the GOI that relaxation of other bureaucratic
constraints is beneficial to the economies and social structures of both Israel and
the Cccupied Territories. Simultaneously and independently, the international
organizations and donors should work with the Palestinians (and Arab states) to
ensure that, insofar as possible, constraints that result from Palestinian practies
and the policies of Arab states are ameliorated or eliminated. Finally, the U.S., and
other countries should remove constraints imposed by their governments or apply
policies which would encourage development (e.g., labelling and most favored
nation status). These governments should also ensure that their investment
policies and programs are consistent both irternally—that is, within the bilateral
program--and externally--that is, between and among the various donor agencies
and organizations. Donor investment policies should al<o be consistent, insofar as
possible, with available develcpment plans generated within the Occupied
Territories.



B.2 Y~rnomic and other constraints

Given the inextricable linkage with the Israeli economy, from which the Occupied
Territories derive questionable benefit, there is, effectively, no free external market,
and a severely limited free internal market. Moreover, the public (GOI) and
private (Israeli and Palestinian) environment is not, to say the least, conducive to
sustained economic development. The economic and physical infrastructures and
systems on which development normally depends range from grossly inadequate
to nonexistent. In addition, the Occupied Territories have few natural resources,
a shortage of water and an increasingly diminishing land area.

The local work force, which in the past served as an important source of income
(through export of labor to the Gulf States and other zountries) is unbalanced with
respect to education and training. That is, a large (though not specifically defined)
proportion of Palestinians are highly educated but underemployed professionals
or skilled and semi-skilled workers who have only minimal access to training that
would enable them to become updated on technological advances.

Since the onset of the Gulf crisis, the "safety-valve" of Palestinian emigration to the
Arab Gulf has been closed, and Palestinians have returned to the Occupied
Territories or to Jordan. As a consequence, remittances from the Arab Gulf, on
which the Palestinian economy was heavily dependent, have been significantly
reduced. As a result of the extremely limited opportunity to engage in external
trade and the virtual absence of support structures for economic and social
development (e.g., marketing systems for agricultural and industrial trade),
Palestinians have little competitive advantage, with the exception of their low-scale
wages, which have some negative socioeconomic consequences as well.

Development and implementation of potentially effective national and regional
level plans rcquire a governmental base through which to link sectors and
public/private sector initiatives and programs. It also requires data and information
as well as experience in the selection and application of planning techniques.
However, neither the CIVAD nor the municipalities (which together constitute the
de facto public systems in the Occupied Territories) plan and implernent programs
and projects across sectors. Nor do most Palestinians working in these entities
have substantial experience in such cross-sectoral planning and program and
project management. Not only have they been minimally involved in the design,
use and application of data and information systems, they have also had little
access to data and information required for planning and managing public and
private sector organizational structures and functions.

Physical infrastructure (communications, electrification, and transportation
networks) and water and sanitation systems are in poor repair and wholly
inadequate. This severely impedes operation and expansion of the public and
social service sectors and the productive private sector. Moreover, political and
economic factors impede the efficient linkage of critical physical infrastructure such
as electrical, communications, and road networks.



Unfortunately, as discussed in the individual sector reports, the political situation
in the Occupied Territories militates against investment in private sector economic
activities which may have the greatest potential for economic impact, as well as
in social or physical infrastructure projects which take into consideration
economies of scale. With respect to the latter (which include, for example,
telecommunications, electrification and health services), this limitation has fostered
wasteful and costly duplication. It has also hindered the ability of Palestinian
institutions and donors to provide adequate basic services for the population as
a whole and for the industrial sector in particular. For example, Palestinians are
prohibited (for security reasons) from using much of the extensive road network
which serves settlers, although access to these roads would facilitate access to
markets. Similarly, electrification projects (largely funded by donors) have focused
on electrification of the smaller villages, rather than on ensuring that industries
have access to services adequate to meet their production needs.

The present economic outlook. The worsening economiic situaticn in the Occupied
Territories bodes ill for development opportunities. Extensive development is
difficult for projects that rely on private sector initiative, as veell as those that rely
on public (municipal) initiative. At the same time, the relatively young, disaffected
(and unemployed) youth can potentially both participate in social unrest and
contribute to social and economic change.

C DEVELOPMENT OPPORTUNITIES

Even given these constraints, however, substantial improvement can and should
be made in economic and social development in the Occupied Territories. It is
critical that Palestinians and donor agencies rationalize the existing scattered
projects within and across sectors. This rationalization must include identifying
linkages across sectors that can improve the likelihood of development under both
the status quo and pctentially changed political and administrative circumstances.

Table 1 presents a summary of recommended programs by sector for both the
status quo and political change scenarios. The recommendations for the political
change option are in addition to those for the status quo, which are intended as
building blocks for development, whether or not positive political change is
achieved. The recommendations were devised based on the needs identified in
each of the sectors independently. It should be noted that because detailed
recommendations are i Jluded in each sector analysis report (e.g., education,
health, industry), the recommendations in Table 1 are abbreviated in order to
present them in a tabular format. Also, the term "public” or "quasi-public®, as used
in Tables 1 and 2 and in the following discussion, refers to municipalities and to
other entities that undertake activities that under normal circumstances would fall
within the purview of public (or quasi-public) entities (e.g., local water authorities).
The recommendations are not presented in priority order.

An assumption supporting all recommendations is that donors would utilize local
(Palestinian) resources wherever possible, as wel! as appropriate and cost-effective
resources from the region (including Israel and Jordan, for example) and from
donor countries (e.g., the U.S, Japan and Europe). Donors are encouraged to
include a wide range of community-based and other organizations in order to



provide them with the opportunity to participate in comprehensive development
across sectors and to promote broad-based support for such development among
these groups.

To prepare for specific plans within and across sectors, to derive maximum
benefits from available resources, in the Occupied Territories, and to promote
sustainable development, Palestinians and donors involved in supporting
development in the Occupied Territories should: 1) identify overall development
goals and specific objectives, 2) assess the relative utility of altcrnative
development approaches, 3) consider the cross-impacts of the developinent goals
and specific programmatic foci and projects within and across sectors, and 4) set
priorities for projects within and across sectors. Whenever possible and
appropriate, donors should assist Palestinian organizations in this planning
process.

To provide an example of how the interrelationships among project proposals and
objectives can be considered, Table 2 presents each specific sector
recommendation identified in Table 1 and indicates the specific objectives for
development to which the project or activity would contribute. These general and
generic development objectives were identified from two sources: the most recent
World Bank reports.’

A review of the recommendations presented in Table 2 makes it clear that there
is a consistent pattern across the secters and across the objectives. Review of this
pattern might be useful for those involved in considering a rationalized
development approach for the Occupied Territories. The principal foci of
recommendations across sectors are:

strengthen the capacity of Palestinian quasi-public and private sector
institutions and organizations to plan, manage and evaluate policies,
programs and projects a: the national, regional and local level through:

- selecting and improving access to and use of information
resources both internally (within the Occupied Territories)
and externally;

- providing technical assistance, trainirg (for managerial and
technical staff) and other support for the enhancemer:t or
development of quasi-pubiic and private sector institutions
and organizations that are responsible for or are involved
in economic and social infrastructure support systems (e.g.,
water and sanitation, quality control, marketing systems,
civil courts, tax collection and social welfare. This would
include, for example, assisting in the definition and
adaptation of standardized procedures; and

- improving education and training at the primary through
university levels, including vocational/technical training,
and literacy, self-instruction and distance (remote) learning
programs.



improve the development, diffusion, use and assessment of technology in
the quasi-public and private service and productive sectors through:

providing technical assistance and training to enhance the
selection and use of equipment and of new procedures
(technologies) in agriculture, industry, health and education
and physical infrastructure, including assessment of the
economic, social and environmental impacts of new
technologies and procedures;

providing grants and loans (as appropriate) for the purchase
of equipment which has been demonstrated to be useful
and appropriute for enhancing productivity or effectiveness
in the sector to which it applies (e.g., new technologies in
crop production, cardiovascular disease prevention and
treatment or alternative energy sources); and

providing grants and loans (as appropriate) to enhance the
capacity of Palestinian universities and research institutions
to develop and/or adapt appropriate technologies for use in
the West Bank and Gaza Strip and for export (including, for
example, computer software).

improve management of, access to and use of credit and financial
resources, through:

training of existing personnel in banks and credit
institutions;

technical assistance and other support to improve
management of bank and credit institutions;

facilitating loans through international and regional
development banks and private sector financial institutions;
and

supporting the development of credit circles and other
locally based organizations which foster savings and loan
arrangements for local development.

improve the collection, analysis and distribution of data and information
for use in quasi-public and private sector programs and projects, through:

training in data and information management;

technical assistance and other support for the development
of clearinghouses and information systems in each primary
economic and social sector (e.g., agriculture, industry, water
and sanitation); and



encouraging the provision of relevant data sets froin the
GOI to Palestinian public and private institutions.

* improving the physical infrastructure which supports both quasi-public
and private sector services and procuctive enterprises, including, for
example, communications, electrification and transportation networks;

* strengthen health and social welfare seivices which are critical for human
growth, development, welfare and performance and are linked to a
society’s economic development; and

* encourage effective and efficient use of energy resources and prospective
protection of the environment in the process of economic, and particularly
industrial expansion.

D. DEVELOPMENT ISSUES IN THE OCCUPIED TERRITORIES

A number of complex issues must be faced by those involved in development
planning for the Occupied Territories. This section of the appendix briefly
summarizes several of those issues.

Linkages Across Sectors. While it is true that devising plans for economic and social
development in the Occupied Terntories is difficult under the present
circumstances, the opportunity nonetheless exists for the design and enhancement
of public and private sector systems which avoid the probiems of entrenched
bureaucracies and make the most effective use of Palestinian entrepreneurship and
community and support networks. All too often it is necessary to prepare
development plans in the context of bureaucratic structures which are not
disposed to interact with one another (e.g., the Ministry of Health with the
Ministry of Agriculture) or with the private sector (e.g., industry with public
environmental agencies). In the virtual absencz of such bureaucratic structures at
the regional (i.e., West Bank or Gaza Strip) level, the potential exists to plan for
the most effective and appropriate use of limited resources for Palestinian
development. Moreover, donors and Palestinians have a unique opportunity to
establish incremental programs and projects on which broader or more extensive
development can be based both within and across sectors. For example:

- educational and training pregrams can be devised in light of short-,
medium-, and long-terin economic development plans in general and
industriai expansion and agricultural trade specifically;

- innovative approaches to expansion of health services and to health
promotion and disease prevention can be devised in recognition of and in
cooperation with the productive private sector (e.g., workplace-based PHC
and prevention activities); and

- support for industrial expansion and infrastructure development can be
linked to appropriate and efficient use of natural resources and designed
to promote protection of the environment.



Benefitirg from Israeli Experience. The factors of development in the Occupied
Territories place them at a significant disadvantage with their primary trading
partners--Israel and Jordan--and this has been seen primarily as negative with
regard to development. However, opportunities exist {or the Occupied Territories
to learn from the experience of their most successful trading partner, Israel, as well
as to learn from their specific economic interaction with that country. For example,
educational and training oppor:unities in the Occupied Territories stand in stark
contrast to those available in Israel. As the Israeli economist Aharoni has noted,
human resource development in Israel has been a foundation of economic
development. He states that "The long-term competitive advantage of Israeli firms
is largely a function of their ability to exploit unique human capital capabilities.™
Israeli investment in the educating and training its population is exemplary.
Palestinians and donor organizations which support development in the Occupied
Territories should consider adaptation of applicable Israeli educational and training
policies and programs to their development plans.

Addressing development policy questions. The current situation in the Occupied
Territories also provides the opportunity for consideration cf broad-based policy
issues which entrenched bureaucracies often avoid facing. The policy questions
that should be considered by Palestinians, donors and other involved in planning
for development in the Occupied Territories include, for example:

1 Given that there no mechanism exists to ensure coordinated planning
across sectors, what are the opportunities to ensure (insofar as possible)
intra- and inter-sectoral linkages and decision-muking for sustainable
development? Such linkages include, for example, investment in
productive industries which are not environmentally hazardous and in
crop and livestock production which places minimum burden on land and
water resources. A related consideration is that given the importance of
integrated planning and the inherent difficulties in achieving it under the
current circumstances, what should be the priority projects for the
immediate (1-3 years), medium (3-5 years) and long-term (5-8 years)?

2. What will/should be the relative priority of public social and economic
infrastructure systems (e.g., unemployment insurance, welfare, public
health, social security/pensions as well as quality control and testing of
medicines, protection of the environment, etc.) vis-a-vis investments in the
productive privatc sector (e.g., tax benefits for private investment, public
support for physical infrastructure for industrial zones)?

3. What contributions should donor agencies (bilateral, multilateral and
private) make to improve the capacity of public services (e.g., health,
education, physical infrastructure), pending a political resolution? Should
such contribution include, for example, training the existing or an
emerging cadre of municipally-based physical infrastructure employees
(communications, electrification, transportation and water and sanitation)
and/or investment in physical infrastructure projects themselves? What
should be the relative priorities of investment in education and investment
in improvements in technologies in the public and private sectors? While
human resources development (education and training) is necessary (and
3 traditional investment role by itself), it is simply insufficient and could
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lead to problems of social and/or economic instability if the economy does
not soon rebound. Moreover, focusing exclusively on human resource
development (in particular on degree training) has the disadvantage of
requiring a long lead time before impact on economic development is
realized.

What is the most appropriate and feasible degree of
centralization/decentralization of public and quasi-public services, given
cultural/geographical realities and practical economic and administrative
considerations? What role could/should donors play in planning and
preparing for centralization or decentralization of such services?

What is the most appropriate role for donors with respect to investment
in the productive private sector? Given that the mechanisms used in both
market and mixed economizs to encourage investment and jobs creation
are minimal (at best) in the Occupied Territories, what should donors do
to assist in "jump starting" the economy in the Occupied Territories? What
investments should be made in the cooperatives, which have (for all
intents and purposes) assumed the role of quasi-shareholding for-profit
companies, competing with privately held companies? Donors have
supported the cooperatives extensively but have provided little support to
the private sector. Should donors now provide financial support to
privately-held, productive private sector companies comparable to such
support provided to private companies in the U.S., Europe and the Pacific
Rim (e.g., the U.S. government’s Small Business Innovation Program)?
Should donors work with the international banking community to facilitate
loan guarantees to the private sector in the Occupied Territories for
industrial development? To what degree should donors encourage or
discourage small-scale enterprise in lieu of investments in medium- and
large-scale industrial enterprises?

What should be the role of donors in preparing for assumption of certain
pubuc services (e.g., health, education, tax, regulatory and court systems)?
On the one hand, there is considerable pressure for the Palestinians to
assume responsibility for the social systems (e.g., health and education) in
spite of the fact that they are not now responsible for the governmental
systems with which those social service systems are inextricably linked
(e.g., tax and regulatory systerns). On the other hand, creating the basic
(non-physical) infrastructure required for assumption of these
responsibilities could consume a large proportion of the current donor
allocation for the Occupied Territorics.

Given that current policies of mzny donors, including the European
Community and A.LD. (as well as the World Bank, which has had
representatives at the multilateral economic discussions), encourage
privatization of services which are currently owned or managed by the
public sector in some countries (e.g., electrification, transportation,
communications, health), what investment should be made in municipal
control of such services in the Occupied Territories? What rationale is there
for such investment versus investment in encouraging private sector
ownership/management of such services? Donors should be consistent in
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their policies--if they support private sector development in the Occupied
Territories, they should be prepared to invest in, or facilitate such
development.

8. Given the current deteriorating economic situation what is the realistic
potential for donors to consider immediate support for a large-scale public
works program? Such a program--which could be comparable to that of the
Civilian Conservation Corps (CCC) in the U.S. in the 1930s (and presently
under consideration for adaptation by the incoming U.S. administration)
focus on small- and medium-scale physical infrastructure projects (e.g.,
farm to market roads and environmental clean-up or protection).
Moreover, the economic crisis would seem to call to developing a
formalized social safety net--the absence of which helps to foster social
disequilibrium in the Occupied Territories. Such a safety net could be
comparable to those being designed by the World Bank for several
developing countries; however, such programs require large infusions of
financing--are donors prepared to provide such financing?

E. TOWARD SUSTAINABLE DEVELOPMENT

The small population base of the Occupied Territories and other factors suggest
that economic growth depends on export-oriented industry and domestic service
enterprises (e.g., tourism); this builds on the historical mercantile tradition of
Palestinians. In any case, such development must be as diversified as possible (and
as practical), in order to lessen the dependence on one or another source of
financing for economic development. It must also be based on improvements in
the capacity of Palestinians to compete in the increasingly competitive and
dramatically changing global economy and to manage their domestic quasi-public
and private institutions.

Development planning in the Occupied Territories is taking place in the context
of a dynamic and shifting political environment. When the preparation of these
sectoral analyses was initiated in December, 1991, the Peace Talks had only just
begun, and a different political party was in office in Israel. Since then, several
sessions of the Peace Talks have taken place (with some progress, at least at the
technical levei), and elections in Israel and the United States (a co-sponsor of the
Peace Talks) have resulted in changes in government in both countries.

In order to ensure that they are contributing most positively to th> process of
economic and social development in the Occupied Territories, donors should
increasingly turn their attention to support of policies, programs and projects
which are linked across sectors in ways which most effectively make use of the
resources available. Moreover, in the event of political change, it will be necessary
for donors and international private voluntary organizations (PVOs) currently
operating projects in the West Bank and Gaza Strip (and most importantly for
UNRWA) to recognize that they most likely will have different roles in the process
of planning and implementing economic development and social programs in the
area.
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In the long run donors will need to recognize that the eventual fulfillment of great
expectations of economic growth in the Occupied Territories will require infusion
of sufficient funds for operating costs and capital investment, as well as technical
assistance and training help create jobs and develop a healthy, competitive
economy. If donors cannot provide a sufficient quantity of such funds directly,
then facilitating access to funds from other appropriate sources should become a
priority. Donors sheuld also encourage cooperation--economic and otherwise--
within the Middle East region, and in particular between Israel and the Occupied
Territories. Such cooperation would strengthen the capacity of the countries in the
region (and of the Occupied Territories) to compete in the changing global
marketplace. It may also contribute to political and social stability in the area and
in the Occupied Territories specifically.
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data & dormaion clearghouse & development projects for the healh services 10 LNderserved aress Develop/adept certication & Develop & water and sanfiation deta
private sector (nchuding expandng Oesign & expand mpport systens standards for physical infrastruchre & Informasion clearinghouses
taciics & ¥aining of tacuity) Pian and implerment regional systeme for Industry/enterprise (0 personnel (0.0, sleciriicaton),
care, 10 Make the most eflecthe quality control, product testing, for use in inftel and on-guing sssessment
Dewsiop/expand an education & vaining and oficient use of scarce rescirces consukation far srwdronmental & of Skl among municipel & quasipublc
data wnd INformation clearinghouse & improve care dedvery occupationa healh & satety, ¥ads) employses
Doveiop 2. improve $he design & use of Improve exeting heatth deta & improwe ergonomics and productve
A for chartnghouses capacity of exieting and selscted
Use with Wwachers and studerin Now industries/srterpcises
Develop capacily of Palsstinian
Conduct an essessrment of uriversity facliies & health care providers
prograTs ©© idenilly potential areas for 10 provids services which are not
regonal coordnaion and resource avaliatie In e O.T., IF doing wo
sharing would Improve effectveness & eficiency
ASSUMES POLITICAL CHANGE
Expand mpport for graduste Expand construction of new public Expand credi for productive privele Support INegrated heslih eysterms Deeign & develop Ndustriad ToNee, Expand commuricaions syvarme, Develop musi-netionsl wade deta & Plan & Irgplement large-acele water &
vaing schools, &8 necessary secior Prough loan guarantess, ek dermined 1o be sppropriste (see uning spprogriste, low-cost informaetion systerns sankslion projects, a8 Necessary
Trough donor agencies, iMemational,  Support public & private heath above) technoiogies
Expand mupport for rproved Expand ressarch & development releted regonal and nationsl bernking etitions  nancing mechanisms Oevsioplexpand free rade 20nes Expand support for mesi-neional weter
buldings & lsboratoriee for 10 $he producive privete sector Adupt/develop rwe products Srough  Expand integraind sleciricatiorn, & saniation projects in Middls East
educatons] NetSors Expand banking & credR services oers or smell s Sywiom, using fow-cost spprogriste
branches of exeting bert or wechnologies
Fwiutiors or new barks o inetiions)
5 geogratic arees in which no Expand road network & Ik with
wuch sarvices et lurssd & Jordarien road netwana
NOTE: This tuble doss not Inchude g donor = of ta or ofher L4
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Tabie 2.

Linkage Between Sectural Recommendations & Devel Goale & Objecth
GOAL
Improved a
sociel weil-being of

Recommended Sectoral Activities the

Across Sectors

Elimination or aleviation of buresucratic

and other conetraints X

Streng g the ity of P pubiic

and private sector institutions to pian, manage

& evaluaie policies, programe & projects at the

national, regional and local level x

Improving the deved diffusion, use

access 10, evaluation & acquisition of

technoiogy in the public and private seciors x

imp "] 0 of and © use

of credit and financial sermcec. x

Improving the collsction, analysis &

distribution of data & information for uoe in

public and private sector programs &

Projects, as woll as access 1 rvievant Q0!

and other data and Information x

Improving physical infrastructure & water &

santation systems which support the public

& private sectors & meet basic human neede x

Agricuture

Short-4erm reliel program, including agrh J

fesder roacs and land reciamation x

impe Ry of Pe) Institutions ©©

pian, manage & evaluate programs & projects x

improve 8 g it .

support systeme x

Expand use of improved g, ystoms,

Dettar Use of SCATCS WaS NeSOUNCes x

Expand and improve crop varieties & ivestock

production (to enhance masketing polentiel,

improve land and water uss) x

Deveiop industrial sector in Gaza, in keu of

e-panzon of agncultural sector, in view of

water shortage x

Expand y of Pak ! &

«xtension services x

Expand & improve linkages between

Palestinian inetitutions and fursign public &

privaie sectr agnculural research &

development institutions x

Devaiop &n agncuttural

dxta & informabon cleannghouse x

Expand support for improved bulidings

a for agncuttural training x

Expand support for graduaie training x




Tubh?.mﬁmnd

Linkage S J P dations & Devel Gosls & Objectives
GOAL Objectives
Strengthen the capacity of
pubiic & privete sector institutions  improved educational attalnment,
Imp d & | d productivity bphnlwon—golngl health, and participation in the
social weil-being of & marketing of agncuttural & develop prog [ 1 X on the parnt of the improved use of renowable
Recommended Sectoral Activites the population sto d goods pProjects lat) FOSOUTORS
Education
[ Aor, lab y & library feciliities
faciiities at public & private K-12 level & post-
Yy & treining instiitions x x x 4
Expand & improve private sector initiatives in
litoracy & distance leaming X X X x
Physically rohabiiitate sxiating K-12 schools &
[ new - y; inch
faclities for recreation &
education in rehabiitated & new echools x x x
mx-tzwmm,yumm
Q Q nkage of cumicuium 1
devel needs & oy t ess x x x
Expand & improve teacher trainicg in educational
theory & practioo & In grade levais & subject
areas for which they are responasible x x X  §
Expand avaliabliity of new educational
hnologies at K-12 & poet y lovels
& train wachen in use of same x x L L
0 of educats &
wwmmuulm X x x x
Expand capacity of post-secondary institutions ©
vide short-term training in sidll areas x x A x
dewmmb
mmmm(mwmm i
faciiities & traning of tacutty) x x x x
Develop/ an education & training
di_a and information clearinghcuss x x x x
Develop & imorove the design & use of educational
asesement matariale for uos with tsachers
and students x x X x
Conduct an asssssment of university programs 1
programs 1o identily potential arees for
identify potantiel areas for regional coordination
and rescurce shanng x x x x
Expand construction: of new public schools,
a8 necessary x x
E ad o relsted
1o the productive privaie sector x X




Tabie 2, continued

Linkage Betwcan Soctoral Recommendations & Development Objectives

Recommended Sectoral Activities

Strengthened capacity of both
public & private sector institutions

d productivity to plan & manage on-going &

Iy Q of agriculturl & deveiop

policies, programs &

improved educationa) attainment,

health, and participation in the
woridorce on the past of the

Improved use of renewabie

Finance & Credit

Expand community-based savings
4 credn institutions (e.0., credit circles)

improve capacry of bania, credit
insitutions & i ©
plan, manage & avaiuaie their activities

Devaop financa & credit data and
infue xtion clearinghouse

Expand credit for the productive private
sector (0.g., loan guarattess)

Ocvelop the management infrastructure
for the finance & credit sector (e.g., policy
insuments for Anancial regutation &
standardized credit L )

Conduct study of capacity of existing institutions
to manage larper loans to the productive secior

Contuct study of & plan for broadbased
INSUTANCH NOede

Imp y of Pa) lan institutions 1o
camy out planning & devise poiicies & programs
af the & mi levels

Expand credit for productive private sector
through ioan guasantses, etc., through
donor agenciss, and intematioral, regional
and national banking institutions

Expanc banking & credit services (branches of
eusting banks or credit unions or new banke

o cradit institutions # gengraphic areas in which
nO suCh sennces exat

BEST AVAILARLE cOPY



Tabie 2, continued

Unkage B 8 J R e & Devel Objecth
GOAL Objectives
Strengthened capacity of both
public & priva’s sector instittions  Improved educational attainment,
Imp & | prod rity to plan & manae on-going & health, and pamicipation in the
social weli-being of & marketing of ag & ¢ policies, prog a rich on thz pant of the Improved use of renewable
Recommenced Sectoral Activities the populabon manutactured goods projects population resOuUrces
Health
Strengthen health systems’ planning & management
at all levets of the heaith care system X H x x
Improve financial menagement capacity & X
potental for cost recovery at all faciiity levels x x
Expand tacility, regional and inter-regional health
p 0 & needs R activites x x x
Expand & improve capacity of instititions %0
collect, analyre & disseminate data &
informaton for expanded heatth education
prog (incl. di o & jonal
and er vtal health, for ) M x x
Conduct an " of existing heaith
studies & data bases; drsseminatn resuits X x x x
Develop & impiement facility & cross-taciiity
heafth manc > & int Y x x x
Expand continuing education for health care
prowders to heip ensure quality of care x x x x
Deveiop/adapt practios Quidelines for all
provider categonaes A levels of care x x x | 4
Expand pnmary & secondasy level care,
community-dDasec rphabiitation & meatal
health serces 10 undercerved orees x x x X
Plan and Q Y care, 10 make
the most effectiee A efficient use of scarce resources
& 1nicrove care deivery x x x X
improve exsting health data & cleasinghouses x x x 4
Deveiop Rty of Palestinian heaith faciiites &
to offer diagnostic & & s0rvices hot availlabl
inthe O.T., IF doing 50 would improve effectivenses
efficiency of the system x x 4
Support integrated health systeme 2 x x
Support public & private health financing mechanieme| x x x

BEST AVAILABLE copy



Table 2, continued
Linkage Between Sectoral Recommendations & Development Objectives

Objectives

public & private wector institutions  Improved educational attalnment,
Ime d ir d Y {0 plan & manage on-gong & health, and partc:pation in the
sockN well-being of & 0 of &g & deved io8, Prog & dorce on the part of the imoroved use of renewable
Recommended Sectoral Activities the papula manutactured goods profects populabon resources
industry & Enterprise
Enhmcwrydlnduwyamhw.
of productivity, quality control, management
flinancial, perconnel, etc.) & ressarch x x x x
Davelop & linkages b [
industry & enterpnse & foreign unvemes
research insitutions x x x x )
Conduct comprahensve industry/emerprise
Inter- and intra-regional planning (including for
teasibility/approp of industrial zones) x x x x x
Strengthen institutions which suppcst industry &
entarpnee (0.9., industrial Unions, Chambers
of Commerce, & economic development institstions x x x x
Develop/expand industry/enterpnee dats &
information systema & cleannghouses [ X- B
g information &y ) x x x x x
Expand capactty for and conduct productivity
& quaiity control, including directy & indirectly
related tactors (e.g., labor/management
relabons, nal & health
pracoces & quality control mechanisma, x x x x
Deeign & sxpand supOr systeme for indi-stry/
enterpnse (9.9., qualty control, product testing,
for ocey, heasth, trade x x x x x
Improve ergonomice end productie capacity of
0 and new industries/ x x x x
Design & deveiop industrial Zones, K determined
to be eppropnate (sve above) x x x x x
Adapt/deveiop new products through loans or
smali grants x x x x H




Tabie 2, continued

Linkage B & | R ations & Davel Objecth

GOAL Objectives

public & private sector inetitvtions  iImproved educational attainment,

Imp d & | d productivity to pis.) & manage on-going & heaith, and parbcipation in the

social weil-being of & marketing of agncuttural & deved licies, prog a cfy on the pant of the Improved use of reneweabile
Recommended Sectoral Activities the populaticn Ll d goods protects population resOUTces
Infra C Electrification,
Transportanon)
! agenal & planning y of
P i curmently of px Y
responsible for infrastructure projects x x x x

Upgrade capacity of siilied end semi-eidiied worke: N
n infrastructure x x x

Develop computer-based informe.ic . gystems for
planning ! managsment of inhezructure projects x x x x

Upgrade & expand road networks, paticulardy
key masket access roads & roads In vilogaes with
littie of NO accees 10 Areas having basic services x x x X

Devsiop regronal irfrastructure plans, by subsector,
focusing on most cost-effoctive systems, and

expand community involvemont in infrestructure ping.|  x x L X
Cona pro} on atemative
#NOrgy S0Urces x x x x

Improve capacity of pubiic, quasi-public
& private organizations o design/adagt
& manage infra Jre fnancial ey

& to recover costs of related services x x | 4 x
Expend stectrification to villcges without
sorvices & upg existing oqL x x x

Develop/adapt certification & standards for
standards for physical infrastructure pemsonnel
for use In Inttial and on-going assesement of

sidils among municipal & quasi-putiic empioyess x | 4 X x
Eqpeand communications systems, using appropriate,

krw-cost wchnoiogies x x x x
Expand integ roctrh yotom, unng

low-cost, appropnate IBchnologies x x . x x
Expand road network & link with

lsrasdi & Jordanien road networks x x x x



Tabie 2, continued
Linkage Between Sectoral Recommendations & Development Objectives

GOAL Objectives
public & privete secior instiutions  Imp d ed | attal
imp & | [ Clivity to pian & manage on-going & heaXth, and pasticipation in the
social weil-being of a 'g of agncuttural & deved poli prog a it on the part of the Improved uce of renewabie
Recommended Sectoral Activibes the poputabon manufactured goods projects population resOUroes
Trade
Conduct marketing stucies 8 surveys
o generats require trade-reiated data x X X
Expand & | linkages b P,
firma and trade Institutions & foreign institutions,
firms, & business & trade institutions x x x x
Expand & impro-e economic infrastructures which
P 4 ic & import {e.9., capital
projects & rystems for monitoring quality controd) x x X x
Expand Palestinian race nissions 8 red
short-em visits to foreign countries x x x x
Develop trace-reiatad data & information systeme
] ghousss (linked to regicnal & intemational
informaton systems) x x x x
Upgraca capacity of Palestinian firms 1o have
compattive advantages (e.g., in new product
deveiopment, quality control requirements of
tading partners, marketing techniques) x x  § x
DOevelop multi-national trace data &
informabon systems x x x x
Develop/expand free trude rones x x x x
Water & Sanitation
Design A implement smali-scale water & sanitation
projects in the West Bank & Gaza Strip, using
the most appropriate lechnoiogies x x x x X
[ iate design & impk ot
recycling, iarge-ecale water-catchment &
other riated projects in the Gaza Strip x x x x X
Design & % emali- and medi
scale sanitation projects x x x x x
Upgrace capacity of Palestinian institutions o
conduct water quality & other environmontal studies x x x x x
Conduct water, air and other environmental studies,
focusing inftially on high risk areas x x x x  §
improve capacty of municipal & private companes
10 plan, manage & evaluate walor & sanitation
services & systams, including improving their
capactty to recover costs of services x x x X
improve capactty of akilled & semi-exilled empicyess,
for g on gwe & p x x x x
Conduct stury of water pncing & utilization x x x x
Deveiop/improve water & santtation
information systems x x x x
Deveiop a water and sanitation data
& informsbon clearinghouses x x 4 4
Plan & impiement larpe-scale water &
SANRADON Pros_a, &3 NOCHSILTY x x x
Expand support for mutti-national weter
& santaton projects in Miidie East x x x x




