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The Paris Protoeol, sigmed in April 1904 4 part of the Oslo Accords, set
out the cconomic relations between Tsrael and the Palestinian Authority.
(PA). Unilike the "nnilaterally imposed! custors unjoa® ( CLI) that followed
the 1967 Six Day War, the Paris Protocol specified almost every fom of
daily {non-seourity) inwpsctions, covering sooperation in water, electricity, -
encegy, finones, transport, communications, trade, industry, labor relations
and social welfare issues, The Protocol was predicated on cooperation with
theaim ef “srengthening the economic hase of the Palestinian side sad for:
exercising ity right ofeconomic decision-making in aceordance with its W
development plan and priorities.” It specifically granted the PA autonomy

over “the exchange of goods, fiscal policy, CuITency Rrrangemants, and'-;-;'
Jabor services,” A
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The Oslo Trade Reginie

Under the Protocol, trade relations beween J$taed and the PA contiviygd,
to be woverned by & CU, granting free and preferential access o each:
other's markess, Tarifs, porchase 1wves, value-sdded taxes (VAT), imgwort
prozedures, price valuations, product chissifications, teshnical and health:
resuirements and standurds were harmonized 1 the lsracli CUSIOMS regime
and iraport pelicy; the PA wis limited in seiting its vwn thade policy. Miat &1
Importantly, tariifs could not be Jowsr than the prevailing Iseaeli vate
Although tte PA was atlowed to set its own tariffs on cortaiy poack from
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‘Al League countries, the Hists were such that i 1998 the valie of those
~Boods amouated 1o anty “US$35 milbian, Just 1.1% of tofal [Palestinian)
- imponts™ {World Bank, 2002: 19). In other words, the PA was granied only
- the tonppings of autongiy.

This armangerment was wtended 10 confer ady;

. antages upon both
parties. Istael was to continue to have preferentiu acce

.. 45 to the Puiestinian
- market and genejally rep the dividends of peace, The Palestinigns were
10 gudh aegesy (o bigzhty cumpetitive foroign markeis through Tsrael’s frep
- trade partnats, ag wel) ag preferentin) access 1o the Tsmaeli markes, Creater

o integmeion should have provided the |

,... , 1 Palestinians with technojogical,
administiative, mmagerisl and orginizational spillovers from the [s1elj
economy

Aside from limited econtmie liberalization, few

_ . henefits acered to
+ the PA, due to mefficiencies in the €U s well g3

poor implementation

. of the Protocol. Goods were to move freely through he consiriction of
- @ deep water harbox, n international akport in Gaza, and g safe passage
~ between the Gaza Strip and the West Bank. However, the port wis never
- constructed, the safe passuge was often ¢losed owing to Isracl’s security
- concerns, und the nirport in Gazn is noperational. As Palestinians had to
- rely on complex and expensive procedives (o e their goods from e

West Bank 10 Gaza o abroad, their import and EXPOLL costs are estimated

to be 30% higher than tsraeii companies’, and gpods fake 20-80% longer
to reach their destinations.

Labor Flews and Employment

Access 10 the Istacli job market should ha
Costs associated with the CLI. The Protocol
promised five labor moy ement between The Progpoot Prontived five
the Palestinian territories and Istael, where  fabor movemierny between the
- Palestinians eamed 91% mare thar inthe  Palestivian tervitories apd
 lerritories. Closures, however, negated Zsrael, soore Palestininns
these benefirs. The Isreld Rovernment’s  earned 91% imore thaw in the
55&#8 ICSPONse 0 terror was to impose  ferritories, Closures, hongren,
wholésale closures on the territories, negated these benefies,
Conversely. closures weye lifted when s R
the security situation improved. This created an enviconment of “genergl

ancertainty... which in gy depresse[d| private investnyent” (Alonso et al, .
2000: 13). .

As then-PA Ministes

ve anelioraied some of the
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of Finance Salam Fayyad noted: “Although there
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are nany countries around the warld with similarly high of even higher
vates of unermployment, | know of nong where the rate of unemplayment
can go up by 10-20 pereentage points overiight.” This m__m:_z.:« caused -
fsraeli employes to seck laboress elsewhere; imnigration polivies were
changed fo grant easier access 1o Toreign rather (han Palestinian workers.
The irpact on the Palestinian economy was drastie: In 1992 more than &
third of the Palestinian workforce was employed in Isracl, contributing about

25% ofthe GNP, hut in 1996 only 7% was similarly employed, contriboting
1o more than 6%,
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The Oslo Fiscal and Monetary Regime

ot

As with the trade regime, the PA’s fiscal and monglary policies were
subordinate to Isracl as pact of the Protovol. A Palestinign Monetary
Authority (PMA) was establishied 1o oversee the local banking system
anxl manage official foreign currency reserves, but its scope of authority
is limited; banks must operate wecording to “Basel Core Pringiples” and
reserves must be “in e with those in Jsrael” (Bennety et al, 2003: 52), The
PMA was not granted the authority t issue its ows curreney, which denied
the PA the use of monvtary policy. VAT and import tariffs were harmonized
to the prevailing Iseacli rate, denying the PA much of fiscal policy,

The npatn cowmencial street i
aetivastilis.org)
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o Theabsence o'a Palestisiug Currency doprived the PMA of the ability
0 Sk iderest il exchenge rates, There wax no Possibility ta devalue,
-+ ieaning thet & devaluation of the NIS inevitably increases the Palestiniy
. atade deficil, Further, $50 mi High in signiorage revenue meernues to lsrae!
m % ather zém the PA each yenr, Monetheless, the abspnce of'a CUITRNCY means

t _&.a there is litile visk of Curedey crisis nnd e virculating currencies® Jow
L Hiflarion rate has berefifed thase living in the servitorles,

T The PA does have some seops for fiscal policy through direot taxes,
il for dmports dustined For the Falestinian wiritoties and VAT Iy 1995
i and 1996 the VAT swas the "lurgest single sowee of revenue for the A"
1 Afounting to $223 million in 1996 (Brynen, 1999: 38). But Palestinian

Atonomy in this sphere I limited: “VAT cannot be more than 2 percentage
points lower than in Israel” (Bauvister, 2001 7). In addition, there i

onsiderable leakng in tarife collection, Taxes and tariffs are collectod by

Istac] and are transforred to the PA if the goouds are declared destined for

Ui toiritorics, less 4 3% serviee charge. These leakages are estimated g

5133174 million pev year, far exceoding the “estimated USS48 million™

saved annyally by the PA in not SCLNG up 4 cusioms authority,

- Amore autonomous fiseal policy would requice n different type of trade

o relationship with lstagl, something that Israel was not willing to consider

i during the Oslo years, Banister o g sharge that the limited fiscal policy and
- tbsence of Monetiry policy inypedes the PAY ability to achieve Jong-term

growth and prosparity (2001),
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mBS Honeymoon to Discord: The Oslo Years

The Oslo Accords began as an cxperiment ... 3 academic exercise

RS apart ?5. the bilaters! tatks taking place in Washington. The negeliaors
12 were neither beholden to domestio constituents (due to the secrerive
matire of the negotiations); noe were there meaningfinl constraints from
2 .,,@nm.. govemments. Thus, the Declaration of Principles (DOP) was highly
- optirnistic, based on vompromise, cooperation ynd confidence-building
532...2 (CBMs), and was ultimately destined ta fuil,
-+ Despite their differences the e sides canse together with 4 Similay
vision, According to Pavid Brodet. the former direcroy general of the Israeli
Ministry of Finance ag negotiator during the Osla years, “these were the
issues it at that time hoth Sides sav &8 win-siy” (2004, 4). This was 1o
bethe “New Middle East™ often described by then-lsaeli Foreign Minister
Shimon Pervs, in which “nien, goods and serviees can move freely wilhou
=6 eed for enstoms clearance or pelice licanses™ (1 964), Similarty, “Abu
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Ala [Ahmest Qurei) spoke of @ free trade area between Ashdod and Gaza®
{Beilin, 1999; 66), .

The concrete expression of CEBMs came in multiple forns, The
Protocol offered a promise of fiee Inbor and trade movements in nCL, as
Ron Punduk, one of the lead leraeli negotitors during the secret negotiations
phase, notes: “fsrael has a role to play in swengthening the Palestinian
economy, assisting in jfs development, and leading the eifort to create a
donor conference” (2004; 4),

Yetthe Oslo ack moved away from CBMs and conperation, towasds
concerns for security and nutonpimy. Pundak explaing:

The Oslo spirit., . was brushed aside by the implementers. ., security is
beyond everything, ef the expense of evieything, .. From the Palestinian
sisle these was g tendeniy to iry and score nationa points at the pspense

of the generic issues by teying to attain some fast achievements. .. fibese
arc] the ronts of the deteriomtion, (2004: 4)

tsracl, habitvally fearing for its survival, quickly shmted economic
cooperation aside, focushing instead on siecurity malters snd teeror prevention,
A slogan used by the Bargk canipaign during the 1999 fsrneli clegtions stated
simply: “duanting Kan, Hem Sham,” oz “Us Heve, Them There." The s0-
called "border-fence option” gave Istagl & veto aver “the trangit of gopdds,
capital and lebor, . (transforming the] retationship between Israel and the
Palestinians from one oFpasinership, us stared in the Payss Protocol, o ong
o Palestinian subordination” (Usher, 1990: 36), :
Many of the side payments promised 1o the Palesiinians were logt _\
hecause of [srueli security conperng and, according to Punduk, “the cconoic
situation on the ground for the Palestinians became worse ihan they wery
before [Osto]” (2004: 5), As Allier et al note, “in the absence of developed
system of ovial assistance, poverty is closely linked to usieniployment”
(2000; 12). When losures increased, production fell and unemployinent
and poverty inwreased.

In respanse, the Pa placed disproportionate emphasis on achieving
the trappings of national sovereignty anel independence from Istael, often
wware for their symbolic value than for their economis, developmental
or collaborative value, Despite the evonomic risks, the Palestininns
wnsaeeesifidly detwpnded theis swn netional carrency becanse a curraney
is “one of the basic symbals of natioal sovereignly™ (Schifi, 2002; 33),

Achieving fittle 1o satisfy their natrative in the ecommic realm, the PA R
3¢1 Cut to gain ndional symbols elsewhere, As Yasser Abad Rabbw, one pf |
e lead Palestinian vegotistors daring Osto wnd later a PA minister, explaing:
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“The most deiing factor s Oslo wes the potitical factor so Hese feconamic]
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atters did not play a malor role in aonfidence-bullding” (2004: :,.. .
" Refue! Benvenisti, dirsstor of prroects of the lsvacli Ministry of Finance
4 hiting the Oslo years, concrs: o .
i Eeonomic and soeial issued were got the prioritivs on the Agendis of the
- purties. They were ensily saciificed for the pelitical and gecurity r._ns..&_ of
- both parties. Resourees, kaman life and well being of the popwlation weve
. ot the main vonsiderations of the pantivs. The wein objectives a fand,
- sute, vight of retuen.. . not the peeple and the economy (2004; 1),

$.09

- The loterim Agreensent spelled out “the terms for postage stamps, radio
il television stations, drivers Beenses, livence plates, vbentity cards, [and)
_,“um.».%.ose.cﬁi docuinents. " Only shen the DOP was nearly 5:553”* out
li | were goverament constraiits introduced, Later negotiations such as Poris,
0 chile based on the optimism of the DO were negotinted in ﬁ..._ vigw of
49 . the public, thus the coneems of domestis constityens Tactored in,

While the Palestinians claimed that Istagl was not doing as__m.: to
o lplement the agreements, the Israstis cemplained (hat the Palestinians

did not do enough to earb terrorism. My research suggests that the Oslo
o the conflict predisposed the parties to because the legacy of the conflict
troat the £eOnOmie readm in & marner yot predisposed the parties to treat
vonducive (o CBMs, the economiic realm in a mansiar

It is no cvoincidence thai 10t conducive fo CRMs.
disillusioninent with the peace process

was most prevalent where unemployment was highest, Poor economic

- donditions contribute 1o a population that is unsupportive of its gavernment

| M&n.aaaonm.sm. The Palestinian population was unwilling to accept or as.w. :
' ‘ncompromise agreement, ths tying the honds of their negotiators, The 3.; §

- reliance on fiees, especial ly for social services, also helped fise] the popularity

7 of anti-Osle groups offering social welthre and educational services, sch

s Hamas, Public opinicn polls conducted by the E:m._w..;._. Center Tar

b3 _,_moz.& oo Survey Research (PCPSR) are .....:.San :5_.2.5_.5 _ qav.o..%:ﬁ
 ranked job availability and standaeds of liv ing s_...zmg. of repression, vip _e.ﬁw

...,.&E corruption as the greatest concern in the ransition 10 self-govemmen
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2 AOetober §-10, 1993). 1n fsras! the populasity of Oslo-resistant mqo.:._: such “
% a8 the Likud party rose. | w
# - Conclusion 4

_ In the uptimistic spirit that prevaeiled at the time, the Oslo >2mca_..
" were built on the premise of CBMs, However, when dominant lsragli knd
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Palastinian napratives were wboduced, the emphasig shifiedt to security
wd sovereigaty, thus belping to unravel the proeess. The parties® win-sels
nirrowed considerably and ranperation becane a liabiliw,

As the Palestinian weonumy went into decline, so too did hopes
for a negotiaied solution, Jn tye words of Moty Cristal, CBMs became
“earasteophe building meagqires’ (2004: 4),

The best way 10 solve the Bulestini ~Israeli conflict is 1o enlarge the
wit-sets of bath parties within the context of their nationa naratives, Ag
Jerome Slater angues:

No seltlement of tsis long aad bitter conflict van be based on truse.,. Any

peace plan thit seeks 1o meet legitimate Tsrpeli securily Corcerns mut

start fom the premise that the Palestinians might continue 1o harboy
the desire 10 regain all of Palesting and might later seck to rénege on jis
commitments. The task is to ensure that &« Palestinian stute will never

haye the capability of threatening Ismed, (199] 416)

luraet and the PA must respect the naratives that destroyed the
Oslo process in order 1o satisfy thelr domestic vonstituents, Cooperation
and CBMs must be traded in for politieal and economic separation, This
would ensure the Palestinians the Stare they so desire, and would doliver .
politieal victory to the PA © enough to pursue domestic refbrms, Isre|
would benefit from elear and defonsible borders and inereased international
legitimacy, Yet, with all proposed solutions, there remain problems
associated with separation. Over time these may be overcome when Jsraef i
achieves security and the Palesitians obtain starchood - gains thatallow
for cooperation 1o begin in eamest.
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