
Economic Policy Program – Summary 
The Economic Policy Program, coordinated by the London School of Economics in collaboration with the MNE and funded by the European Commission (1996-1998) and the UK’s Department for International Development (1999-2004), has provided advice in support of the Palestinian Authority’s preparations for economic permanent status negotiations with Israel, for the establishment of an autonomous trade regime, for trade negotiations with third parties and for eventual accession to the WTO. 

The papers reproduced on this CD-ROM were prepared during the third phase of the Program, implemented in 2002-2004. They are concerned with two broad areas which will be crucial to Palestine’s future economic development and preparations for statehood – the development of laws, regulations and institutions in relation to foreign trade policy, and options for future trade relations with Israel. 
We hope that this body of work will be useful to the Ministry and other Palestinian stakeholders in setting priorities and sequencing economic and trade activities, as they continue with their reform program and prepare for statehood and the many new roles and responsibilities this will bring. 

Launched in 1996, this LSE- based project in support of the Palestinian Authority’s Ministry of Economy and Trade was the first to bring international legal and technical assistance to Palestinian negotiators. 
The EPP papers, which are the outcome of this present work complement each other, providing the Ministry on the one hand with options for most but not all of the components of a WTO- compatible autonomous trade regime within an overall coherent approach and on the other with draft options for a future trade agreement with Israel.

EPP studies are based on the following assumptions:

· Foundation of an independent, sovereign, viable Palestinian state and a separate customs territory;
· Political boundaries, territorial continuity, contiguity and one geographical unit;

· East Jerusalem as the capital of the new Palestinian state and Jerusalem to be either:

· An Open City, or

· A divided city;

· No Israeli settlements on territory;

· Open economic relations with Israel and other neighbors based on, and compatible with, WTO rules; application for WTO observer ship with a view to membership as soon as possible;

· Economic relations with Israel to be based either on NDTP (MFN) or, as a fall back position, on a Free Trade Agreement depending on what meets Palestinian needs and requirements; no formation of a customs union at this stage; no continued reliance on structure of the Paris Protocol;

· Recognition of legitimate security interests only. 

Sovereign trade regime

The regulation of economic and trade issues will be critical to the sustainability of an independent and viable Palestinian state. Regardless of future relations with Israel, independent Palestine will need to develop its own domestic legislation and related institutions to provide a basis for conducting foreign trade and the institutional capacity to implement the new foreign trade regime. 
Only then will it be possible to phase out the Paris Protocol. For this reason the Ministry requested the EPP during its third phase to provide advice on developing a WTO-compatible framework for trade.

As part of this program, the LSE commissioned leading lawyers and technical experts to assist with drafting key legislation and providing advice on structures that will be indispensable to the successful implementation of an independent trade policy: a draft Foreign Trade Act of Palestine to provide the legal basis for non-tariff measures, a draft Competition Law, a draft Food Safety Law and a draft framework law covering technical regulations, standards, conformity assessment procedures and accreditation. To assist with the latter two drafts, EPP expert on Sanitary and Phytosanitary Measures (SPS) and Technical Barriers to Trade (TBT) provided a draft plan to assist the Palestinian Authority with the development of laws, regulations and standards that are required to implement the relevant WTO agreements as well as with advice on appropriate organizational structures and institutional arrangements to administer them.

In addition and EPP lawyer examined draft legislation on Intellectual Property Rights, which he suggested should be carefully revised in order to meet Palestinian requirements. It was recommended that since IP legislation is not an urgent matter for Palestine, the Palestinians take the necessary time to elaborate appropriate laws for implementation when Palestine accedes to the WTO. Another EPP lawyer reviewed enacted legislation on Government Procurement and recommended important amendments, in particular with regard to limiting opportunities for patronage, and in extreme cases corruption. In order partially to achieve this objective he recommended adherence to the WTO’s Agreement on Government Procurement provided it could be shown to provide a net gain for the Palestinian economy. 
Also at the Ministry’s request, the LSE commissioned a team of senior economists to examine options for a future tariff structure for Palestine that would lead to an efficient allocation of resources, thereby facilitating trade and attracting FDI-prerequisites for growth. Trade facilitation experts were asked to map options to help ensure that Palestinian trade policy will be underpinned by the required procedures and infrastructure by the time the state is established. Their findings were submitted in a report, accompanied by a strategic plan and timeline for implementation. 
Options for a future trade agreement with Israel

EPP III report returned to the theme of future economic and trade relations with Israel, building on EPP studies completed in 1999-2004 by providing legal drafting for three possible options.

Options for a Future Trade Agreement with Israel was compiled by a legal team, led by Professor Thomas Cottier of the World Trade Institute (WTI), Berne, Switzerland. 
The papers provide WTO-compatible options and proposals for draft legal texts with accompanying explanatory comments to assist the MNE and other Palestinian stakeholders with preparations for future economic and trade relations with Israel. The papers provide the basis for a number of potential stand-alone Sectoral Agreements covering border control, transit access to labor markets, and TBTs and SPS. These are areas where, for pressing economic reasons, bilateral regulation with Israel will be highly desirable for Palestine and which, it is suggested, should not wait until a preferential agreement is reached. Combined with work on other regulatory areas, these papers are also adapted to serve as parts of either a potential comprehensive Trade Agreement or a Free Trade Agreement which might be agreed between Palestine and Israel in due course. Vertically and horizontally integrated, these parts can be used comprehensively or selectively both as a basis and starting point for bilateral negotiations. 
The compilation was the outcome of a nine-month collaborative effort involving the MNE and other Palestinian stakeholders, the LSE, the WTI and other EPP consultants. The work draws on the EPP Twenty Points and on EPP studies prepared in 2000, which addressed areas for consideration for a Framework Agreement and an Economic Permanent Status Agreement with Israel respectively (see collection on CD-ROM EPPII Studies). The work also draws on EPP studies on Short-, Medium-and Long-Term Trade Policy Options and on Options for a Non-Discriminatory Trade Policy for Palestine, which are included on this CD-ROM, as well as on PA papers and available donor-funded work. 
Non-Discriminatory Trade Policy for Palestine

As part of its in-depth study of alternative trade policy options, the MNE requested two further reports. First, the EPP was asked to review the World Bank’s report on Long-Term Policy Options for the Palestinian Economy, March 28th, 2004, and in particular the plausibility of the assumptions. The responses of EPP experts posted on this CD-ROM suggest that an NDTP would be a necessary starting point for Palestine. However, a WTO-compatible preferential arrangement with Israel would remain an important long-term option. A key proposal was that the relationship between NDTP and a potential FTA be examined in terms of sequencing. 

Second, to complement work completed during EPP II and EPP III on an FTA with Israel, the EPP examined an alternative policy for Palestine, NDTP. 
Options for a Non-Discriminatory Trade Policy for Palestine: Challenges and Risks assesses the advantages and legal risks that Palestine would be likely to face under a unilaterally-adopted NDTP regime and discusses the policies that Palestine might pursue to reduce the negative impact of these risks. The paper outlines options for a trade policy towards Israel based on the assumption that NDTP is adopted as a starting point and that full membership of the WTO is sought once final borders are established. Based on the current situation and the Quartet’s Road Map, the paper suggests the sequencing of specific steps that Palestine could take during its state building process. 
All EPP studies, reports, background briefs and supporting documentation were compiled in line with the Project Memorandum. In close collaboration with the LSE and the MNE, more than 40 major studies, options papers and opinions – reproduced on this CD-ROM – were prepared by EPP consultants. Professor Thomas Cottier led the legal work on the draft Foreign Trade Act, the IP Review and the trade policy options and reviewed other legal work for consistency; other economic and technical studies were subject to outside review and evaluation. All papers were completed under the LSE’s guidance, and reviewed and edited by the LSE before submission. In addition international and local consultants and the MNE contributed Power Points to Roundtables and the EPP coordinated Comments and Background Briefs on a range of issues, also reproduced on this CD-ROM. The contents of this CD-ROM may be reviewed in the context of some 70 reports, papers, briefings and minutes produced during the period and listed in Background Brief 11, EPP 042 which is avalaible on this CD-ROM.
Twenty-three missions were coordinated during the period, involving nine senior lawyers, economists, technical experts and the project coordination team, who visited the West Bank to participate in discussions with MNE and other Palestinian stakeholders, and with representatives of international institutions, the donor community and academia. The LSE organized three roundtables in London in November 2002, June 2003 and September 2003, involving project stakeholders (MNE representatives, DFIF, LSE, international consultants). Minster Maher Masri attended the first two meetings and Saeb Bamya, Assistant Undersecretary, MNE, Palestinian Coordinator of the project, led a Palestinian team to the third. In addition project consultants contributed to six workshops organized by the MNE in Ramallah. 
The Economic Policy Program would like to acknowledge all those who offered their assistance and to thank them for their collaboration. The program benefited from discussions with and assistance from representatives of the Palestinian Authority and private sector who are acknowledged in the studies. Representatives of the World Bank, the IMF, other members of the international donor community and academics provided important comments. In particular we would like to thank Minister Maher Masri for his guidance and support; and Saeb Bamya, Assistant Undersecretary, MNE, Palestinian Coordinator of the project, Saad Khatib (Senior Consultant), Yara Salem (Consultant), Rana Husary (Consultant) and other Ministry staff for their contributions and technical assistance, and for discussing the issues. Dr. Hiba Husseini provided important legal comments. Special thanks go to EPP consultants for their valuable contributions and support: to Professor Thomas Cottier for coordinating legal work, to the rest of the legal team – Daniel C Crosby, Steve Orava, and Dr. Roberto Rios, to Ambassador Kari Bergholm for his contributions on SPS and TBT issues, to the EPP economics team – Professors Jaime de Melo, Alan Winters, and Jean-Marie Grether, to EPP trade facilitation experts, Tom Hughman and Bruno Jackson, and to our external reviewers. Assistant Coordinators, Daniel Davies and Rima Cotran, Ann Jorand, and programme editor, Naomi Sakr, provided important support, and Leila Kamali, and her successor Mike Whalley key administrative assistance. Thanks are extended to DFIP and the Foreign and Commonwealth Office for practical support and advice extended.
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