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Middle East Bridges Program Mission
The Middle East Bridges Program aims to promote peace and security, sustainable growth, rule of law and
good governance as vital components of the region’s development. The Program is a long-term confidence-
building initiative to facilitate dialogue and constructive relations within the region and between the West and
the Middle East. Middle East Bridges draws upon experiences, instruments and concepts that have been
successfully tested in the East-West context, using these where applicable in the unique political and eco-
nomic conditions of the Middle East region.

Middle East Bridges – Private Sector Initiative 
The Middle East Bridges – Private Sector Initiative (MEB – PSI) aims to promote economic development in
the Palestinian Territories in the wake of an Israeli withdrawal from Gaza and the northern West Bank. There
are three main and complementary components of the project: 1) Disengagement facilitation; 2) Economic
reconstruction; and, 3) Investment promotion.

MEB – PSI’s disengagement facilitation track initially aims to forge working level contacts between the two
parties in order to discuss the assets to be transferred and other modalities relevant to the disengagement.
The project’s economic reconstruction component focuses on supporting a receptive environment for the
Palestinian private sector, specifically in relation to the rehabilitation of industrial estates in Gaza. Finally, the
investment promotion track will focus on mobilizing international donor and private sector resources in the
aim of creating an important and early basis for sustainable economic growth in the Palestinian Territories.

Middle East Bridges Dialogues Project
The Dialogues Project is aimed at bringing together people who do not normally speak to each other to “think
outside of the box” in addressing key issues, and to do this in a discreet off-the-record, peaceful and secure
setting. Meetings have been organized along three tracks, including the “Thinker’s,” “Russian” and “Political”
tracks, and, taken together, they have covered a large part of the Israeli center- and far- right as well as
Palestinians representing constituencies inside the Palestinian Territories and the larger diaspora. The value
and impact of each meeting has been 1) de-demonization on a personal level since many participants had
never engaged with the other side; 2) better understanding of the other’s and one’s own fears, perceptions
and positions; and/or 3) new and better-developed ways of addressing final status issues.
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The Erez and Gaza Industrial Estates: Catalysts for Development

Dear Friends,

The EastWest Institute (EWI), as an independent interna-
tional ‘think and do tank’, has been addressing danger-
ous fault lines for twenty-five years. The Middle East
Bridges (MEB) program represents an important step by
our Institute to respond to critical issues in the Middle
East today. This program seeks to support peace and
stability as well as to promote good governance, the rule
of law and sustainable development in the region,
through focused projects.

Our MEB’s “Private Sector Initiative” is devoted to facili-
tate planning for economic rehabilitation in the
Palestinian Territories after an Israeli disengagement. Our
particular emphasis is to find concrete and practical
means by which to encourage investment and job cre-
ation in the region, while contributing to more secure and
well functioning border management for Palestinians
and Israelis alike. 

Economic development in the Palestinian areas is a key
to progress and eventual success in the peace process.
Without the creation of jobs and the renewal of hope re-
sulting from economic progress, peace will remain unat-
tainable. The establishment of the right conditions for
economic development is the real challenge for the
Government of Israel, in order to prove that it is serious
in its commitment to withdraw. Only access to the out-
side world can give the Palestinians a real opportunity to
take responsibility for their own future. It is thus vital for
both Israelis and Palestinians that disengagement suc-
ceeds in this respect, allowing for economic improve-
ment in Gaza and the West Bank. Failure could have cat-
astrophic consequences and lock the region into vio-
lence for years to come.

The Government of Israel has indeed made it known that
Palestinian economic development is a matter of Israeli
national security. This gives rise to the hope that Israel
will accept a system of access and movement of goods
that could make economic development possible. 

Our Private Sector Initiative has as its initial focus the in-
dustrial parks, which, particularly in Gaza, are important
elements of the Palestinian economy. To preserve pres-
ent jobs and to create new ones there is a key task.
Positive developments in the Erez Industrial Estate, for
instance, could demonstrate ways for economic coop-
eration and practical support for the peace process.

This paper discusses the industrial parks as catalysts for
economic development. It is our hope that the paper will
assist in making the case for an economic environment
that is conducive to business, based upon access and
good governance. We further trust that private investors
and the international community will work with the par-
ties to assure that practical projects like these become a
reality in a short time frame. 

George F. Russell Martti Ahtisaari
Co-Chairman of the Co-Chairman of the
Board of Directors Board of Directors
EastWest Institute EastWest Institute
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The idea that the EastWest Institute (EWI) should focus
on economic development in Gaza after an Israeli
withdrawal had its origins in a discussion held more
than a year ago within the framework of the
Institute’s Middle East Bridges Dialogues Project. This
project brings together Israelis and Palestinians from
political camps that do not normally meet and encour-
ages them to “think outside the box” in addressing
problems including final status issues.

The origins of EWI’s Middle East Bridges
program’s “Private Sector Initiative”, also known as the
Gaza Project, can be traced back to a meeting convened
well over a year ago in the mountains of the Alps.
Everyone who runs brainstorming sessions knows that
90% of good ideas put forth are fleeting and dissipate in
the wind. The idea for a private sector initiative, however,
took root immediately. The initial concept, which would
eventually lead to the establishment of MEB’s “Private
Sector Initiative”, was further developed in subsequent
discussions with the so-called “Chicago Ten,” a group of
businesspeople representing all three Abrahamic faiths,
bonded by their desire for peace in the Middle East.

The Israeli Government’s disengagement plan presented
an opportunity to make this Private Sector Initiative a re-
ality. Numerous questions arose: How would jobs be
created if there were not a free flow of people and
goods? Could a new concept of border management be
put into place? What obstacles had to be removed in or-
der to create opportunities for investment in Gaza?

To investigate the many problems associated with eco-
nomic development under occupation, EWI convened
a seminar in New York in April 2004, which included par-
ticipation of individuals representing the business com-
munity, international organizations and the parties in the

region. The seminar addressed and exposed the difficul-
ties of economic development in the absence of a com-
prehensive political solution. After the seminar, contacts
with the parties and other international actors, including
the World Bank, were continued and further developed.
Letters were sent to the Prime Ministers of Israel and the
Palestinian Authority. Regularized contacts were initiated
with ministers and other government officials as well as
with business leaders from both sides, and the Dialogue
process continued from Sofia and Prague to Vaduz and
New York.

Last fall the leadership of the National Security Council of
Israel asked EWI to assist in bringing the parties togeth-
er to discuss the modalities of disengagement. Since
then the Institute has been engaged in efforts to promote
direct talks between the parties to coordinate the tech-
nical aspects of disengagement. We are delighted to see
that the parties are now increasingly involved in direct
talks on these and other matters.

To mobilize the necessary economic expertise, EWI
brought aboard Mr. Michael Barth, the former
President of the Netherlands Development Bank
(FMO), as project leader. This study has been written
by a team under Mr. Barth’s direction, with Mr. Aiman
Mackie, Program Manager of MEB, together with the
participation of Mr. Nissim Ezekiel, and the assistance
of Ms. Jocelyn Brooks. Dr. Hussein Agha, Dr. Ahmed
Khalidi and Mr. Sam Bahour have provided valuable
advice on a regular basis.

It is our intention to follow up the present paper with
a more in-depth study on the feasibility of a restructuring
and development of, first, the Erez Industrial Estate in
Gaza, and, later, the Gaza/Karni and other estates in the
Gaza Strip and the West Bank. Such a feasibility study
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would be undertaken in partnership with other bodies,
and it could serve as a basis for planning for the estates,
as well as for investments therein. Such a study would
present an opportunity to address questions that fall
within the nexus of security, humanitarian and economic
issues. As such, the presentation of practical answers to
questions of this nature may also serve to further influ-
ence the disengagement process, since there are strong
indications that Erez Industrial area will serve as a pilot
for future Israeli-Palestinian coordination, particularly in
terms of crossing points and other border areas.

In this project EWI is cooperating with the Palestinian
National Authority and the Government of Israel, as well
as with other involved actors, including the World Bank,
the European Union, the Peres Center for Peace, the
Economic Cooperation Foundation, Al-Mustaqbal
Foundation, the Chicago Council on Foreign Relations
and the Chicago Ten, the Aspen Institute and a number
of other institutions and individuals, many of whom are
listed in an attached appendix. We are deeply grateful for
the time they have spent with us over the past months
in helping us to produce this paper. 

This work would not have been possible without the
generous financial support for our MEB program by the
Swedish Ministry for Foreign Affairs, The Russell Family
Foundation, the Government of Liechtenstein, the Julie
Ann Wrigley Foundation, the Flora Family Foundation,
the Shelby Cullom Davis Foundation, the Minow Family
Foundation, the Van & Deborah Chandler Foundation,
the Marshall Bennett Estate Trust, and the Arie and Ida
Crown Memorial, as well as by A. Robert & Joan A.
Abboud, Imad Almanaseer & Seanna Aldabagh, James
M. Denny, and Talat M. Othman.  We greatly appreciate
their commitment and support to the Institute and our
Middle East Bridges work.

We hope that this study will contribute to the process of
reopening the industrial estates and creating jobs. We
will continue to push for a clearer focus on the issues
necessary to create a business-friendly environment. We
look forward to any thoughts you may be able to share
with us as our project proceeds.

John Edwin Mroz Mathias Mossberg
CEO and President Ambassador
EastWest Institute and Vice President

EastWest Institute

April 25, 2005
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The political and economic landscape in the Middle
East is changing in ways that would have been hard to
imagine months ago. With changes in governments,
the near cessation of violence, the more active reen-
gagement of the United States in the peace process,
and various positive signals from both sides, including
direct meetings between Israeli Prime Minister Ariel
Sharon and Palestinian President Mahmoud Abbas,
the longstanding conflict between Israelis and
Palestinians is entering a period of relative optimism.
Recent indications are that the Palestinian Authority is
ready to work jointly with five parallel working groups
being set up by the Government of Israel to address
different aspects of the planned disengagement from
Gaza, and the Quartet Principals1 have appointed out-
going World Bank President James D. Wolfensohn as
Special Envoy for Gaza Disengagement. The Special
Envoy is charged with leading, overseeing and coordi-
nating the international community’s efforts in support
of the disengagement initiative.

While the situation remains complex, sensitive and also
fragile, there is a near general consensus that a window
of opportunity has been created, that should be used to
the fullest extent possible. Direct bilateral discussions
between the parties may well result in expanding com-
mon ground, which in turn may make major steps to-
wards the resolution of the conflict possible. Meanwhile,
however, there is a clear and urgent need for practical
discussions that are directly related to the immediate
challenges presented by the process of unilateral disen-
gagement from Gaza and the northern part of the West
Bank, announced by the Government of Israel (GOI) as
early as December 2003.

In the context of such practical, “bottom up” discus-
sions on modalities for disengagement, particularly con-
centrated on economic issues, senior representatives
from both sides, as well as outside experienced ob-
servers, have suggested the larger industrial estates in
Gaza as a natural, initial focal point because the most
pressing economic need presents itself in Gaza. The re-

vitalization of the estates, which represent scarce and
readily useable industrial land and supporting infrastruc-
ture, could make a substantive contribution to the alle-
viation of current massive unemployment in Gaza. They
are the focus of local and foreign investor interest, which
can in turn be translated into support for the longer-
term development of the area. The discussion on the
estates, moreover, is relatively less complex and sensi-
tive than the discussion on the transfer and redeploy-
ment of other public and private assets. Also known as
industrial zones, Gaza-based industrial estates offer
a way to begin a dialogue that could lead to discussions
on broader and more politically charged issues related
to sovereignty, ownership, access, and, ultimately a “fi-
nal status” understanding between the parties.

The current economic situation in the Palestinian
Territories in general and Gaza in particular, as de-
scribed by different sources including the World Bank,
is very bleak. In the wake of an extended period of vio-
lence, incursions and closures, the economy of the
West Bank and Gaza has come to a virtual standstill.
Conversely, there is a general consensus that, given
a peaceful and enabling environment that is predictable
and receptive to investment, the potential for economic
growth in and development of the Territories is substan-
tial. The GOI’s recent affirmation that it regards eco-
nomic development of the Territories to be a matter of
fundamental Israeli national security interest constitutes
another important positive catalyst in this process.

Given the existing potential for improvement of the sit-
uation, the basic question arises as regards the kind of
economic development model that would be envis-
aged. In simple terms, there is a choice between a ba-
sic model, which would leave Gaza effectively depend-
ent on subcontracting arrangements with the Israeli
economy and long-term donor funding support; and
a more robust model which would gradually make the
Gaza economy less vulnerable and dependent on rela-
tions with its Israeli neighbor, and much more sustain-
able in the longer term. For the latter model to be ef-
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fectively implemented however, access to external
markets will need to be more diversified and secure,
and the supporting infrastructure and legal, regulatory
and governance environment made much stronger in
order to substantially attract trade and investment.
While reflections on the immediate “art of the doable”
might well suggest a middle road, consideration of the
loss of opportunity for long-term sustainability proves
the folly of focusing on less than optimal, short-term,
“enabling” conditions.

This concept paper focuses on Gaza-based border in-
dustrial estates, Erez Industrial Estate (EIE) Gaza
Industrial Estate (GIE), which were initially designed as
joint ventures between the GOI and the Palestinian
Authority in the 1970s and mid-to-late 1990s, respec-
tively. As opposed to the smaller municipal industrial
zones that serve the domestic market, the EIE and GIE
stand out in their size and capacity to produce goods
that represent the main industries of the Palestinian
economy. Because of this capacity, the EIE and GIE, to-
gether, are potentially able to generate at least 15,000
direct jobs in Gaza with thousands more in indirect jobs,
within a matter of months, all of which can contribute
significantly to Palestinian GDP. The issue of time is crit-
ical in the short-term, with the overriding need-as artic-
ulated by leaders on both sides-to rapidly demonstrate
to the local population the potential positive impact of
the new political environment on their day to day lives. 

The redeployment and development of the industrial es-
tates also fit naturally with the current Palestinian
Medium Term Development Plan (MTDP), which out-
lines economic rehabilitation, with job creation/growth
as one of its main priorities. The MTDP indicates that
key Palestinian industries, including the GIE and EIE, are
instruments in realizing the overall vision of a rehabilitat-
ed, independent and sustainable Palestinian economy.

With the industrial estates as focal point, a short to
medium development agenda presents itself. This
agenda involves a number of issues related to the dis-
engagement process, which include: the transfer, val-
uation and redeployment of assets; cooperation and
access; environmental issues; legal issues; and, is-
sues related to estate capacity. A major underlying is-
sue of economic importance, but of equal political
sensitivity, is the nature and substance of the connec-
tion between Gaza and the West Bank. The agenda
discussed in the paper presents issues related to ef-
fective implementation, which in turn raises questions
related to structures and processes, as well as broad-
er points related to the applicable legal, regulatory and
governance environment.

While the initial focus on the large industrial estates in
Gaza is warranted for many reasons, success in this ef-
fort is only likely with a parallel focus on the longer-term
perspectives that will be needed to underpin any realis-
tic effort to create a viable economy in the West Bank
and Gaza. Hence this paper also provides a practical
agenda with guiding principles and sequenced initia-
tives. It is essentially based on internationally accepted
steps that ought to be taken to prepare for growth and
private-sector-led, sustainable development. After out-
lining these guiding principles and sequenced “what”
and “how” initiatives, the paper addresses issues relat-
ed to investment promotion and finance.

From facilitating disengagement discussions to private-
sector-led development initiatives to investment promo-
tion, technical assistance and funding access, the
EastWest Institute stands ready to lend its support. The
Institute’s long-term aim is to work closely with local and
international partners to make a substantial contribution
to the sustainable development of the Palestinian
Territories and to peace in the region.
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Israel’s intention to unilaterally withdraw from the Gaza
Strip and parts of the Northern West Bank represents
a major development and turning point in the Israeli-
Palestinian conflict and thereby in the Middle East situation
as a whole. This withdrawal can open the way for a com-
prehensive settlement, also encompassing the West
Bank, and it can lead to a better life for the Palestinian
population. Prosperity in Gaza, resulting from implementa-
tion of a long term plan for sustained economic develop-
ment of the local economy, will most likely benefit sur-
rounding areas, and is clearly in the interest of Israel as well
as its Arab neighbors.

It is therefore of vital importance for the international com-
munity to use all means possible to promote and encour-
age the implementation of the Israeli Government’s
(GOI) decision to withdraw from Gaza and parts of the
West Bank. The international community should welcome
and support this process, and at the same time encour-
age that the stipulations of the plan permit freedom of
movement for people and goods. This would not only fa-
cilitate travel to and from Gaza for Palestinians and inter-
national visitors, but would also be critical for ensuring ef-
ficient commerce within Gaza and the West Bank, and ac-
celerating free trade with the international community. 

From the experiences of the post-Oslo process in the
1990s, it is clear that promoting sustainable economic
development in the absence of a comprehensive politi-
cal solution would be extremely difficult if not impossi-
ble. Links to a wider political framework are thus not
only desirable, but also necessary. While recent devel-
opments point to the beginning of a very constructive
dialogue between the Government of Israel and the
Palestinian Authority (PA), it is, however, important to
discuss various interim and other steps, including those
related to the consequences of a unilateral withdrawal.
The promotion of such a discussion has a value in itself,
given the difficult political, military and humanitarian sit-
uation in the area.

The Gaza Project of EWI’s Middle East Bridges
Program (see also Box 1) seeks to promote support for
an Israeli withdrawal from Gaza and planning for eco-
nomic development in the disengagement period.
A specific goal of the project is to promote the creation
of a free trade zone in Gaza where representatives from
the local and international business communities can
focus resources and create an important and early ba-
sis for sustainable economic growth. 

The Erez and Gaza Industrial Estates: Catalysts for Development
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The EastWest Institute (EWI) is an independent, not-for-profit,
European-American institution, working to address dangerous
fault lines of the 21st Century, and to help build fair, prosperous
and peaceful civil societies. Since 1981, the Institute has oper-
ated a variety of long-term projects that create trust, under-
standing and development, and seek to reduce tensions from
Eurasia to the trans-Atlantic region to the Middle East. The
Institute’s vast network allows it to provide fresh thinking, objec-
tive information and unbiased policy advice on economic, secu-
rity and political issues. The Institute can provide and/or access
high-level expertise and undertake its activities in a prompt,
careful, reliable, flexible, well-coordinated and multidisciplinary
fashion. Information on the Institute’s extensive programs and
activities can be found on its website: www.ewi.info

Initiated in the fall of 2003, the EastWest Institute’s Middle
East Bridges Program has focused on building a network of
partnerships in the Middle East and in the West. From the
outset, the Institute has set out to be a recognized “neutral
broker,” which has been complemented by taking a gradual
approach and maintaining a discrete profile Ongoing activi-
ties are aligned with one of three tracks: a civil society dia-
logue on security issues across the Mediterranean, a series
of dialogue projects between Israelis and Palestinians, and
an initiative aimed at promoting economic development in
the Palestinian Territories, starting with the Gaza Strip, after
Israeli disengagement.

Box 1: The EastWest Institute & The Middle East Bridges Program



There are three main and complementary components of
the Gaza Project: 1) Disengagement facilitation; 2) The
Private Sector Initiative; and, 3) Investment promotion. This
three-pronged approach partly derives from EWI’s experi-
ence from working with other divided regions, which has
shown that effective means are available to combine open
borders with adequate security requirements. Additionally,
the design of such systems must be done in a way to en-
sure that disengagement can be comprehensive and, at
the same time, serve both parties’ longer-term security and
development needs. Creating the infrastructure and stimu-
lating the processes that would support trade and result in
jobs are critical for the residents of Gaza. Both steps would
enable Palestinians to take positive steps towards raising
their standard of living, a clear priority of the PA’s Medium
Term Development Plan (MTDP).2

Entry-points for free trade may be found in the rehabilita-
tion and development of industrial estates (also known as
industrial zones (IZs)) in the Gaza Strip, including both the
Erez (EIE) and Gaza (GIE) Industrial Estates. These two
estates are unique in that, currently, they are jointly owned
and/or managed by Israelis and Palestinians and are lo-
cated on the border between Gaza and Israel. EWI’s dis-
engagement facilitation approach initially aims at forging
better working level contacts between the two parties in
order to discuss the assets to be transferred and other
modalities relevant to the disengagement such as border
arrangements. Depending on the interest of the parties,
this process could be designed in such a way so that it
may be sustained in the form of a taskforce that explores
and works through various dimensions of disengage-
ment, primarily its economic and policy aspects rather
than its political dimensions per se. 

The Gaza Project’s Private Sector Initiative (PSI) focuses on
supporting a receptive environment for the Palestinian pri-
vate sector, specifically in relation to the rehabilitation of in-
dustrial estates in Gaza. The PSI will be developed with
a focus on identifying a basic vision and approach, which
would dovetail with the above-mentioned MTDP. In consul-
tation with the Project’s stakeholders, who include repre-
sentatives of the Palestinian Authority, the GOI, internation-
al governments and the business and donor communities,
the vision and approach will be translated into practical
steps to be undertaken. An initial step could include build-
ing on the Institute’s capacities and resources by commis-
sioning a comprehensive, operationally oriented feasibility
study that would focus on Gaza-based industrial estates
and assist various stakeholders in accelerating the process
of transfer, rehabilitation and development plans for either
or both of these estates. 

The existence of open borders is essential for sustainable
economic development. At the same time, it is well rec-
ognized that security requirements in this particular situa-
tion are extremely high. The experiences that EWI has
had in this field could play a useful role in advising on and
promoting the reform of the current border management
regime. Security coordination could be envisioned to cov-
er areas such as coordinated inspections of exports,
while economic cooperation would include the joint de-
velopment of mechanisms for logistic zones at cargo ter-
minals. These components will complement and
strengthen objectives within disengagement facilitation
and the Private Sector Initiative of the Gaza Project.

One focus will be on mobilizing international donor and
private sector resources as part of the Project’s invest-
ment promotion objective. Special promotion activities
would include the organization of visits by Palestinian in-
vestors and officials to the United States and Europe (in-
cluding to industrial zones) as well as visits of outside
business leaders and technical experts to Gaza. All ele-
ments of this proposed work-agenda would take place in
close consultation with the World Bank whose ongoing
work provides a basic foundation for analysis of econom-
ic needs, with others such as the Aspen Institute that al-
ready have an active program of facilitation underway
(see also Box 2).
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A Core Working Group (CWG) within EWI leads the de-
sign and implementation of the Gaza Project. The CWG
consists of dedicated EWI professionals and a roster of
international experts who will each manage or contribute
to different parts of the project. The CWG will create
partnerships with leading local and international institu-
tions to complement the work program described in this
paper, as well as with individuals who work with the
CWG, such as EWI Board Members, local partners, and
prominent business leaders. While working with the
Palestinian Authority and the Government of Israel will
remain at the core of the planned work program, ac-
cessing the know-how and capacity of the local and in-
ternational private sector will enable effective and inno-
vative approaches to be found to address the broad-
ranging challenges that lie ahead.

Box 2: The Gaza Project – EWI Design 
and Implementation Scheme



With recent major changes in both the GOI and the
Palestinian Authority, a near-cessation of violence, the
more active reengagement of the United States in the
peace process, and a number of other positive develop-
ments, the political landscape in the sub-region is chang-
ing in ways that would have been hard to imagine only
months ago. Even as this paper is being prepared, new re-
alities, which are part of a generally perceived window of
opportunity in making headway in the longstanding and
profound conflict between the parties, are being created.
Recent indications are that the Palestinian Authority is
ready to work jointly with five parallel working groups be-
ing set up by the Government of Israel to address different
aspects of the planned disengagement from Gaza, and
the Quartet Principals have appointed outgoing World
Bank President James D. Wolfensohn as Special Envoy
for Gaza Disengagement. 

At the same time, there are a number of uncertainties,
risks and suspicions that remain that should not be un-
derestimated. These derive from years of violent conflict
and reflect substantive issues that must be addressed, as
they involve complex and sensitive matters of principle, se-
curity and legitimacy, all of which are facets of a long-term
peace plan. These broader issues constitute the back-
ground to efforts aimed at addressing the practical disen-
gagement processes. Such efforts must now be under-
taken in a compressed timeframe, forcing decisions on
practical steps that have a substantial bearing on longer-
term realities with far-reaching political consequences. It is
not surprising that such decisions take time, particularly
under changing political circumstances. 

At least until now, the Israeli position is guided by principles
and priorities that are very different from the Palestinian
one. The GOI emphasizes that security is paramount, and
representatives of the GOI have made it clear that
Palestinian economic development is important to Israeli
security. Consequently, the GOI has remained strongly
committed to prompt and unilateral disengagement and
has also expressed a clear interest in measures promoting
Palestinian development, particularly in areas to be evacu-
ated. Also, the GOI has noted repeatedly that any steps

taken towards rapprochement will be reversed immediate-
ly in case of further “terrorist attacks” and has shown some
impatience with a perceived lack of urgency on the
Palestinian side to address the issues that this entails.
Especially in this context, the Palestinian side has empha-
sized the principles of “reengagement” and integration.
Thus, while very important developments in the bilateral di-
alogue are currently underway, the situation remains sensi-
tive and fragile, and major moves with political implications
are dependent on the stabilization of the situation and the
emergence of a basis for fundamental rapprochement. 

Despite these substantive differences in approach and
outstanding issues, it is generally recognized that the cur-
rent window of opportunity should be utilized to the fullest
extent. In the current, improved climate, there is more
room for bilateral and other discussions between the par-
ties. These discussions may well result in the emergence
of common ground, which in turn may result in new un-
derstandings and initiatives. Regardless of how this dia-
logue develops, however, there is a clear and urgent need
for “bottom up” discussions that are directly related to the
practical challenges presented by the disengagement
process. In the eyes of many experienced observers, a di-
rect focus on the IZs presents itself naturally at this junc-
ture for several reasons: 

1. The IZ’s have the potential to make a real and speedy
contribution toward alleviating mass unemployment
and to play a role in developing the economy of the
Gaza Strip. Moreover, the estates, with their existing in-
frastructure, are likely to attract foreign investment. 

2. The discussion on the IZ’s is relatively less complex and
sensitive than the discussions on other public and pri-
vate assets, and can therefore constitute a practical
chance to open discussions up on broader politically
charged economic issues.

This brief paper focuses on the estates in an attempt to
help facilitate the process of defining a vision for econom-
ic development, which will, over time, involve representa-
tives of public and private sectors, as well as other parties.
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5. The Significance of the Industrial Estates
in a Changing Political landscape
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a. Current Economic 
Realities-Limitations and Hurdles
The World Bank provides an analysis of the current eco-
nomic situation in the West Bank and Gaza (see Box 3),
which can realistically only be termed a crisis. While the
list of hurdles and constraints is a long one, the system
of “closures” is among the most important. This multi-
faceted “closure” system designed to protect Israelis in
the settlements and in Israel itself, has severely restrict-
ed the movement of goods and people and made even
a modest economic recovery effectively impossible. In
the more modest economic development scenarios de-
veloped in the Report, a range of other substantive con-
straints must also be addressed. 

These other immediate challenges, which are also treat-
ed as priorities within the PA’s MTDP4, include: 

1. rehabilitation of infrastructure by rebuilding demol-
ished housing, roads, water and other public and pri-
vate assets; 

2. clear establishment of law and order and a legal, reg-
ulatory and governance environment that is conducive
to (or at least receptive to) investment and growth; 

3. creation of a credible and effective judiciary system; 
4. reclamation and rehabilitation of damaged agricultural

facilities; 
5. reintegration of the evacuated settlements and instal-

lations with the Gaza economy. 

The current economic situation of the West Bank and Gaza
is bleak. In its recent report, “Stagnation or Revival? – Israeli
Disengagement and Palestinian Economic Prospects,” the
World Bank provides a brief but telling overview of the
Palestinian economy after four years of the Intifada.3

After a steep decline in 2001 and 2002, the Palestinian
economy stabilized in 2003. In those two years, Palestinian
real GDP per capita shrunk by almost 40 percent. This trend
was halted in 2003, and mild positive growth returned. Real
GDP per capita increased by one percentage point, but real
GDI -which includes remittances from abroad and foreign
assistance – increased by over 11 percent per capita. This
rebound resulted from a lull in violence and less intense cur-
fews/closures than in 2002 (the year of Operation Defensive
Shield), an increase in labor flows to Israel and a resumption
by GOI of revenue transfers (plus the return of US$178 mil-
lion in withheld revenues). Almost 100,000 jobs were creat-
ed, albeit many of them of poor quality, and investment grew
by 14 percent (though at US$840 million amounting to less
than a half of 1999 levels, and most in residential housing).

Unemployment and poverty and rates declined by 5 and 4
percentage points respectively.

This fragile recovery stalled in 2004, mainly as a result of
events in Gaza. The Israeli Defense Forces (IDF) mounted
several extended operations in Gaza in 2004. The opera-
tions were accompanied by segmentation of the Gaza Strip
and stiff restrictions on movements of goods and people
across the borders with Israel and Egypt. This led to a
sharp reduction in the volume of Gaza’s exports, as well as
a temporary curtailment of humanitarian assistance. The
fighting resulted in significant damage to public infrastruc-
ture, private buildings. Worker access to the Erez Industrial
Estate and to Israel declined to a daily average of less than
1,000 in the second and third quarters (compared with
6,000 the previous year). Compared with 2003, 8,000 jobs
have been lost within Gaza. In the West Bank, domestic job
growth in 2004 has been positive but anemic (2.4 % dur-
ing the first three quarters). Unemployment rates stand at
27 % overall, and 35 % in Gaza, and poverty is compara-
ble to 2003 – 48 % overall, 65 % in Gaza.

Box 3: The Palestinian Economy in Crisis – The World Bank

6. The Economic Environment
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Importantly, an economic recovery plan would also
have to include the revitalization of the private sector,
which would cover on-going issues such as: the re-
opening and effective operation of the industrial es-
tates; the modernization of local industry; the resump-
tion of foreign trade; the development of the financial
sector; and various institution-building efforts. 

These are some of the main elements of a basic de-
velopment scenario, one that still assumes a large de-
gree of reliance on the Israeli market and facilitation by
the GOI to enable exports of Palestinian goods to out-
side markets. Other, more promising and comprehen-
sive strategies can also be contemplated, but would
depend vitally on expanded and efficient market ac-
cess (including linkages to the Arab world via Jordan
and the West Bank), and an enabling environment that
strongly encourages economic growth and develop-
ment, which can be achieved through support for lo-
cal entrepreneurship.

b. Linking Security and Development
Before other broader development strategies are con-
templated, however, it is useful to relate this strategy
to the Israeli political and economic “compass” with
regard to Gaza and the West Bank. Palestinian plan-
ners have always reaffirmed that economic develop-
ment in Gaza should be linked to that in the West
Bank, and that any such plan should be linked to
a wider political process, which returns to key lessons
learned during the 1990s. In this regard, it is notewor-
thy that the Israeli National Security Council has re-
cently confirmed a simple, but important, principle: the
economic development of the Palestinian Territories is
a matter of (Israeli) national interest. Hence, rather than
placing preference on securing a political situation be-
fore an economic one, or vice versa, there is a con-
sensus that all parties must address both simultane-
ously. The affirmation of this principle, which is based
on the assumption that the alleviation of poverty and
the creation of wealth increase the stake of the gener-
al population in the economic environment and, con-
comitantly, diminishes their propensity to engage in or
tolerate violence, raises another, crucial question:
What kind of development does this entail? 

In simple terms, the answer to the preceding ques-
tion seems to entail a choice between two options: 1.
a development track that would leave Gaza effective-
ly dependent on external factors, and which would
be sustained in the long term through a combination

of donor-funding and sub-contracting arrangements
with the Israeli economy; or, 2. a broad-based devel-
opment track that would allow the Gaza economy to
become more sustainable, less vulnerable to fluctua-
tions in Israeli-Palestinian relations, and less reliant
on Israel. Clearly, the latter development model is
more robust and preferable in principle. The implica-
tion, however, is that access to external markets
must be diversified and made more secure, which will
require a stronger infrastructure as well as an im-
proved legal and regulatory environment that will at-
tract trade and investment. 

c. Future Prospects- the Promise of Growth5

Gaza represents a small economy with limited natural
resources and a sizable and largely unemployed popu-
lation. When considering its economic potential, vari-
ous important considerations apply that go well be-
yond local development and the supply of low-cost
workers and products to Israel. Gaza has important
linkages with the West Bank, which can be exploited
and developed. This would involve redefining its eco-
nomic development strategy according to its compar-
ative advantages, which can provide higher value prod-
ucts and services. Gaza’s potential should be seen in
new and qualitatively different ways:

• geographical location; 
• a relatively well educated labor force, with high literacy

and higher education enrollment rates;
• inexpensive offshore energy reserves;
• a young population in Gaza (approximately 50% are

under the age of 15)6; and 
• security and administrative services that are already in

place and actively being redeployed, and towards
which the European Union and the U.S. Government
are channeling more resources.

As regards location, Gaza lies at a crossroads between
the main international markets in Europe and the Middle
East, and in Asia and Africa. It also has important po-
tential for regional, and eventually international, tourism.
The possibilities in these areas are also outlined in a re-
port produced by a group from the Palestinian private
sector.7 This report is premised on a strongly increased
role for the private sector in general and foreign direct in-
vestment (from the region as well as the EU, USA, and
Asia) in particular, as it envisages encouraging interna-
tional companies to bring their knowledge-based indus-
tries, assembly lines and financial and business services
to the sub-region.

12 | Chapter Six
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Such a development approach, which would require
major improvements in the enabling environment as well
as in the area’s physical and social infrastructure, is in-
teresting and promising; however, it certainly needs to
be thoroughly market-tested. In any case, economic de-
velopment will require massive investments ranging from
the rebuilding of the port and the airport to major im-
provements in the soft systems that are needed to sup-
port a knowledge-based economy.

Overall, it has become generally accepted that capital
goes where it is welcome. The World Bank’s 2005
World Development Report focuses on the local in-
vestment climate in developing countries and clearly

shows how a sound investment environment, with
a large measure of predictability, draws both interna-
tional and local investment.8 As the potential for sub-
stantial economic growth is certain present, once sig-
nificant progress can be made in the amelioration of
the enabling environment, the opportunities for this
economic growth will be identified and developed.
When it comes to identifying the proper catalysts for
such a process in Gaza, the industrial estates are
a natural choice, as will be outlined below.

Another recent report also emphasizes the large potential
for economic development in the sub-region.9 The Portland
Trust report reemphasizes the recommendations relating to
the Palestinian economy produced by a number of other in-
ternational institutions (such as the World Bank and the Aix
Group), which are centered on the free movement of labor
and goods, effective regulatory frameworks and transparen-
cy as well as the creation of broad economic opportunities.
The special focus of the report, however, is the pivotal role
the Palestinian private sector should and can play as it
notes that, “the real anchor for durable job creation and in-
comes in the new Palestine must therefore be the domestic
private sector. This is overwhelmingly composed of small
and family-operated businesses. Palestinian entrepreneurs
have proved remarkably resilient throughout the crisis
years.” It estimates that some 1.2 million new jobs could
potentially be added within five years of peace.

The report goes on to acknowledge the contributions that
can be made through foreign private investment, but points
out the traditional lags in these flows in post-conflict situ-
ations. Recently, substantial interest in principle has al-
ready been expressed by Palestinian capital to invest in
Gaza on the assumption that the political and economic en-
vironment improves. Thus it is possible that concern about
the lag of foreign direct investment in the report is some-
what exaggerated. Conversely, based on international ex-
perience, the strong focus on domestic capital formation
and the potential of local small and medium enterprise in
the report is sound.

Box 4: The Portland Trust on Economic Impact of Peace



a. Introduction and History
The largest industrial estates in Gaza are the border in-
dustrial estates, which include the Erez Industrial Estate
(EIE) at the Erez crossing and the Gaza Industrial Estate
(GIE) at the Karni/Al-Montar crossing. Gaza-based in-
dustrial estates were planned and developed simultane-
ously with other zones in the West Bank at the same
time that there were plans to build ‘face-to-face’ IZs on
the Israeli and Palestinian borders. The model used for
(border) industrial estates was an integrative one, so as
to build complementary capacities in both economies.
The GOI and the PA jointly planned several estates,
such as the EIE, while others were set up to be inde-
pendently managed by the PA (or a sub-contractor) but
to comprise significant Israeli investment, as is the case
with the GIE.10 The management/administrative styles
for both estates differed markedly from one another,
though they had in common the Israeli market as the
main destination for finished goods. 

In 1999 a Palestinian Industrial Estates Program (IEP)
was launched, as discussed in greater detail in Section
(b) below. However, plans to develop about six indus-
trial estates, worth approximately $250 million in in-
vestment, in Gaza and the West Bank were halted at
the start of the second Intifada. Plans for a joint indus-
trial zone near Rafah were also among those that
ceased to be fully implemented, though the GOI’s dis-
engagement plan still provides for the possibility of de-
veloping a trilateral industrial zone that includes
Egyptian participation. The larger model for the zones
is based on the concept of export processing zones
(EPZs). This model was being replicated in a variety of
other situations worldwide, which are characterized by
surplus-labor economies with an urgent need for em-
ployment creation. Smaller municipal industrial zones
have also been set up for local markets, though they
are currently underutilized 

In their current context, the industrial estates can play
a role in an export-based transition though the World
Bank’s initial review of the current status and plans
forecasts modest prospects over the coming few
years. In its review, the World Bank makes three fun-
damental assumptions: 

1. “Palestinian economic recovery will depend on cre-
ating an export-based economy with unimpeded
access to global markets.”11

2. “In an improved operating environment, Palestinian
entrepreneurs and foreign investors will look for well-
serviced industrial land and supporting infrastruc-
ture.”12 

3. “The Gaza Industrial Estate and the Erez Industrial
Estate illustrate how border estates can be effective
in facilitating Palestinian trade with Israel and third
country markets.”13

Against this promising “in principle” background,
a number of substantive questions arise as regards
the ability of the estates to provide sufficient jobs in the
foreseeable future (the World Bank estimates this will
be only 8500 by 2008) to make a serious dent in cur-
rent massive unemployment in the Gaza Strip. It is ex-
pected that unemployment in the territories would
surge by an additional 30,000 jobs if the GOI’s policy
to stop issuing work permits to Palestinians goes into
effect by the end of 2008.14 These questions general-
ly reflect the need to identify and establish product 
demand – a supply-driven development program is
clearly doomed to failure – and a reliable operating en-
vironment for access procedures, without which in-
vestor interest is likely to be absent or, at best, stifled.
Other notable issues include the need to address en-
vironmental cleanup of the existing estates.
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7. The Industrial Estates in Perspective



While the analysis by the World Bank (see Box 5) pro-
vides a clear overview of outstanding issues related to
the future role of the estates, on the whole, these is-
sues can just as easily be considered to apply to the
more general economic expansion and future
prospects of Gaza and the West Bank. Hence, within
an export-oriented model of development, the issues
that have been outlined must be addressed, with or
without the estates. This, then, returns to the premise
that addressing the future of the estates can represent
one natural step in a structured discussion on the de-
velopment of the Gaza Strip. “Natural” not because of
the industrial estates’ obvious prominence, per defini-
tion, in a long-term development program, but rather
because the estates are there and can be used; they
are an important part of the local economy. Industrial
estates: represent well-serviced industrial land and
supporting infrastructure; are the focus of current dis-
cussions and of investor interest; provide a ready op-
portunity to make a major, visible, contribution to allevi-
ate unemployment; and are able to provide a conven-
ient “micro” topic, which is bound to lead to the ad-
dressing of various essential “macro” issues.

Before moving on to a more detailed discussion of the
Erez and Gaza Industrial Estates, it is worth summariz-
ing the relative economic scenario that currently faces
Gaza.16 In doing so, it should be noted that the World
Bank points out that absence of up-to-date information
on Palestinian macroeconomic aggregates has always
hampered rigorous monitoring of economic activity in
the West Bank and Gaza . As a result, the Bank as well

as other agencies has been forced to infer trends from
a variety of sources including Palestinian Central Bureau
of Statistics (PCBS) labor force surveys, household con-
sumption and industry surveys.

But the broad picture is very clear.17 The Gaza Strip con-
tains 6% of the land area of the West Bank and Gaza as
a whole but, at the end of 2004, was home to 38% of
the population, i.e. 1.4 million out of 3.6 million. At the
same time, it contributed 36% of GDP, but it’s GDP per
capita (USD 722) was 67% of that in the West Bank,
while its poverty rate (at 65%) was 70% higher than the
rate of 38% estimated for the West Bank. During the first
half of 2004, the Palestinian economy lost more than
22,000 jobs but Gaza experienced the lion’s share of
this, i.e. 20, 000.18 While the absence of readily usable
information makes it impractical to estimate the actual
contribution of the industrial estates to Gaza’s GDP, their
overall place in the local economy and their potential for
contributing to economic revival is suggested in the dis-
cussion below. A more detailed feasibility study, that in-
cludes a market assessment of the estates and of their
potential for contributing to the local economy, would be
a crucial step in moving forward more substantively.

b. The Erez and Gaza Estates in Focus
The Erez Industrial Estate is built on 470 dunam (ap-
proximately 470,000 square meters or 5,059,038
square feet). The types of industries and the number of
factories representing them include: textiles (54); metals
(52); carpentry workshops (39); garages (26); miscella-
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• The provision of efficient and uninterrupted access of
goods to and from the industrial estates, and to and from
ports. The package of measures that the Government of
Israel is proposing crucially includes the adoption of specif-
ic service standards; these can play a vital part in providing
investors with an up-front assurance that their imported/
exported goods will be processed within a reasonable, pre-
dictable time-frame.

• The maintenance, at least in the near-term, of linkages
with Israeli businesses and markets. The main initial
boost will come from the continued involvement of Israeli
entrepreneurs, and access to Israeli markets.

• The use of the IEs as a springboard to the development
of exports to third countries. Developers, operators and

tenants of the industrial estates need to diversify their mar-
ket outlets and investment sources away from dependence
on the Israeli private sector. Here it will be necessary and
critical for the Palestinian Authority to create a strong do-
mestic enabling culture.

• Support to Palestinian Industrial Estate and Free Zone
Authority (PIEFZA), Palestinian Industrial Estate
Development Company (PIEDCO) and other Palestinian
private development groups to market, regulate, develop
and operate the industrial estates.

• A protocol should if possible be agreed between Israel
and the Palestinians that would enable investors to take
advantage of the free zone provisions under the Palestinian
Industrial Estate and Free Zone Law.

Box 5: The World Bank: five key prerequisites for the success of the border industrial estates 15



neous (25); and foods (5).19 These numbers serve as
a rough indicator of the main industries in the Palestinian
economy, which the PA has also highlighted as critical
instruments in enabling private sector development. As
late as April 2004, 4770 Palestinians (distributed among
201 factories, 101 of which are owned by Palestinians,
and 98 owned by Israelis, while two are jointly owned)
were employed in the EIE. Under current plans, estab-
lished businesses have permits that allow them to em-
ploy up to 9,980 workers. The average daily pay for
a worker in the EIE is about NIS 90, compared to an av-
erage of NIS 50 in the Gaza Strip.20 By August 31, 2004,
however, in the wake of several mortar attacks, the Erez
estate and crossing were closed to and remained closed
to all but Palestinian owners and Israeli owners and
workers (although recently a contingent of Palestinian
workers has also been re-admitted) as of the date of the
publication of this paper. Minimal activity in the EIE is al-
lowed to continue in the absence of violent activity.21

In 1999 the Palestinian Industrial Estates Program (IEP)
was launched to promote Palestinian private sector em-
ployment and export diversification, of which the GIE
was a central part. Though the GIE has remained open,
its operations have been severely affected by IDF clo-
sures. Sixteen of the original 31 plants are open and em-
ploy fewer than 700 (originally around 2,000) workers. At
the time of its construction, it was projected that ap-
proximately 8,000 directs jobs would be created by the
GIE and another 12,000 indirect jobs, reflecting the
unutilized capacity and opportunity that exists.22 Israelis
who own some of the businesses are unable to enter the
GIE due to Israeli Government restrictions. 

While the Erez Industrial Estate is “subject to full Israeli
responsibility,” it is not fully subject to Israeli law.23 This
ambiguous status allows the EIE to function outside of
official oversight. The administration of the region, which
includes waste management, is handled by Industrial
Buildings Ltd., which is funded and supervised by the
EIE investors who are organized as part of the Erez
Steering Committee. In addition to administrative and
operational oversight, the GOI provides for the security
of the zone, which is part of the Erez border crossing op-
erations. An important feature of Erez is that it is situat-
ed within the Israeli security parameter.24 This will change
after disengagement, a fact that makes the restructuring
of Erez of particular importance.

Unlike the EIE, the GIE is managed by a private sub-
contractor of the Palestinian Authority, the Palestinian
Industrial Estates Development Corporation (PIEDCO)

and is a subsidiary of the Palestine Development and
Investment Company (PADICO), one of the largest and
most successful Palestinian companies.25 Given its
semi-public nature, the GIE is protected by the
Palestinian Security Force, though a private Israeli se-
curity firm, with links to the Israeli Defense Forces, car-
ried out initial designs of the security infrastructure.

In the context of their pre-withdrawal planning, the Israeli
Government had outlined a plan to expand the EIE by
200 dunam, which would offer the potential for an in-
crease in the workforce by about 3,000-5,000. Similarly,
with regards to GIE, there is an ambitious expansion plan.
The first phase of building of the GIE has been complet-
ed; the second phase is underway and would include
plans to facilitate the involvement of Israeli entrepreneurs
without their having to enter into Palestinian territory (as
the current disengagement plans forbid physical entry
into Gaza).26 While there is some preliminary discussion of
changes in these announced restrictions, the nature of
such modifications – if any – is not yet clear.

Palestinian planners as well as representatives of the
private sector have expressed strong interest in con-
verting the estates to serve the overall objective of an in-
dependent, prosperous and sustainable Palestinian
economy. The GOI shares in this perspective, as it has
identified Palestinian economic development as part of
Israel’s national security interest. Hence, in the transition
period, which in Gaza will be characterized by free
movement of goods and people, the GOI’s willingness
to facilitate access to both the Israeli and global markets
will be critical in rehabilitating the structures as well as
getting workers back into the factories. However, in the
long- or medium-term context, an intensive planning ef-
fort must be undertaken to make the estates’ livelihood
less dependent on the GOI’s access facilitation, as this
dependence runs the risk of being interpreted as effec-
tive ‘control’ of Palestinian international trade.

Issues also arise over the place of the industrial estates
in the overall picture of Palestinian economic develop-
ment planning, which would be linked to a wider gover-
nance reform agenda. While EPZs tend to produce
many jobs overall, their record in generating positive
economic ‘spillovers’ has, until now, remained ques-
tionable. This is particularly true in environments char-
acterized by inadequate national governance prac-
tices.27 At the same time, the EIE and the GIE have
demonstrated the capacity to produce jobs, and given
their size, they represent significant portions of
Gaza’s GDP. Hence, in moving forward, it is important
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to underline the need for future investment in Gaza itself
rather than investment in the industrial estates alone. In
sum, industrial estates need to be strategically integrat-
ed into the Palestinian economy, and hence some of the
broader policy and administrative steps that need to be
taken to facilitate their growth will, in all likelihood, have
an important impact on the broader economic develop-
ment of Gaza and the West Bank as a whole.

While acknowledging the importance of the industrial
estates in Gaza, the Palestinian Authority has outlined
three broad groups of concerns regarding future steps.
First, for the short- to medium-term period when
Palestinian goods from the industrial estates will need to
enter into Israel, the PA views movement facilitation of
goods and people as one of its top priorities. This facil-
itation of movement requires efficient and systematic
security checks and approval systems that rely on
state-of-the art technology. Second, the PA has also ex-
pressed its preference for instituting a legal framework
that, on the one hand, provides incentives and privi-
leges for estate investors, but while, on the other hand,
is the cornerstone of a ‘stable environment,’ of which
neutral dispute settlement mechanisms are a part.
Third, the PA will only recognize industrial estates that
are built east of the separation wall and within 1967
Palestinian borders. Current indications are that both
the EIE and the GIE meet these criteria.28

Circumstances arising out of the occupation and the
Intifada make the Palestinian Territories unique. During
the planning and development of the GIE in 1998, the
Israel/Palestine Center for Research and Information
commissioned a survey to identify the primary con-
cerns of potential and primarily Israeli investors. It is in-
teresting to note that the following issues were rated as
the most important:29

1. Political insurance
2. Legal and Regulatory framework;
3. Infrastructure; 
4. Manpower;
5. Administration;
6. Export possibilities; 
7. Incentives; and 
8. Financing. 

These issues are as relevant today as they were in
1998, but it is important to consider them in the con-
text of the changed circumstances of a particular post-
conflict situation. Another difference in the context is
the medium-term plan’s prospect of involving a bigger
and more international pool of investors.

Political insurance is seen as critical in a unique situation
in which the Palestinian economic situation is closely
linked to the overall Israeli-Palestinian political situation.
Ensuring adequate availability of joint venture political
risk insurance policies, from development agencies such
as the Multilateral Investment Guarantee Agency (MIGA,
part of the World Bank Group) and from bilateral agen-
cies such as the Overseas Private Investment
Corporation (OPIC, United States), may prove to be one
of the most critical areas for donor involvement.
Meanwhile, the legal and regulatory framework that
would pertain to such areas-and cover aspects such as
the dispute settlement mechanisms as well as licensing
and patent protection-will also need to be developed
and clarified. This covers aspects such as taxation as
goods from the EIE and the GIE that are destined for
overseas markets and are shipped via Israel and which
would, under the current regime, be taxed twice. 

During the planning of industrial estates in Gaza and
the West Bank, Israeli planners and business represen-
tatives envisioned that the estates would act as their
gateway to Arab markets, as well as to the EU-zone
and the U.S., where Palestinian goods are covered by
preferential trade agreements. This may prove an asset
to the Palestinian economy in terms of attracting re-
gional and international investment. It is also useful to
note that another advantage lies in the Palestinian labor
force, which has proven to be a “positive experience”
for investors since the laborers have been “well trained
and have a high level of productivity”.30
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From the perspective of the producer/exporter, there are
also many hurdles to overcome. Based on the experience
of EPZs elsewhere some of the key issues that prospec-
tive exporters would encounter in entering the export mar-
ket include:

1. lack of sufficient knowledge of export markets; 
2. difficulty in meeting quality standards of potential

markets; 
3. difficulty in raising financing for capital investments

and for pre-shipment and working capital needs; 
4. barriers to acquisition of land and capital equipment

(which especially affects small and medium enterprises;
and,

5. technical, procedural, or physical constraints in cus-
toms and ports.

Box 6: Hurdles for Producers/Exporters to Overcome



a. Issues Related to the 
Disengagement Process
This paper aims to provide, to the extent possible,
a practical perspective on disengagement issues.
However, taking practical steps also requires keeping an
eye on important longer-term issues. Among the most
important and relevant issues to this discussion are bor-
ders and territorial contiguity, as these relate to access
and economic critical mass, and, more generally, to the
economic development potential for the Palestinian
Territories as a whole. There are also broader concerns
that must be addressed within a medium to long-term
timeframe. Even those issues that are directly related to
the disengagement and transfer process have implica-
tions for the subsequent economic development of
Gaza. The World Bank characterizes the process as
Transfer, Management and Disposal (TMD).31 It consists
of several steps, practical in nature, starting with the de-
termination of an inventory of existing assets.

Transfer and Valuation of Assets: What is the precise
inventory of fixed and other assets? What will the
Israelis take with them? What will stay? Who will ad-
minister the assets when the Israelis leave? What inter-
mediary should take control of the assets to ensure an
optimal takeover? What is the precise timetable to en-
sure a process that is disciplined and serves the sub-
sequent objectives of both sides? It is noteworthy in
this context that, when it comes to addressing issues
of compensation for assets on previously occupied ter-
ritories, there are important principles of international
law that are applicable.

Cooperation and Access: Expediting the transfer of
the industrial estates from Israeli to Palestinian control,
while at the same time facilitating independent
Palestinian administration, is among the priorities of co-
operation between Israel and the Palestinians. If the
goal of economic development is genuine sustainabili-
ty, the Palestinian economy needs to achieve, over
time, increasing levels of independence from the Israeli

market and Israeli administration. Regardless of the
success of this goal, access to and transit through
Israel will remain essential in the foreseeable future.
Palestinian planners have emphasized the importance
of ensuring that a future border regime be based on
principles that systematize border checks. This sys-
temization can be achieved by using appropriate tech-
nology and, more importantly, by ensuring that the
process follows an official and published list of proce-
dures. Decisions about security exceptions will need to
be: a) necessary; b) reasonable/ proportional; c) regu-
lated; d) individualized (precise and specific, not gener-
al); e) documented; and f) able to enter into dispute set-
tlement, which would create a safeguard from abuse.

Within this context, the question arises as regards the
arrangements that guide the flow of goods and labor into
and out of the IZ. There is a plan for cargo trains to run
from Ashdod port to a proposed goods processing ter-
minal at Erez.32 Indeed, Palestinian planners must decide
whether these trains are an optimal interim solution for
mass transport of manufactured goods while a deep-
water port is constructed for a long-term solution. A re-
lated issue regards the extent to which the reconstruc-
tion and refurbishing of the Gaza Airport are necessary.

Environmental Issues: The World Bank emphasizes
that a major environmental cleanup must take place im-
mediately, after years of neglect in this area, and the
Palestinian Authority has re-emphasized this in very re-
cent statements. Problems cited include: uncontrolled
wastewater discharges, storm water collection and dis-
charges, polluted air emissions, occupational health
risks arising from asbestos materials, and chemical and
industrial hazards.33 It is imperative that any discussion
of cooperation on industrial estates includes an analysis
of the environmental problems and ways in which the
Israeli and Palestinian authorities can cooperate on alle-
viating them. The World Bank has also noted in its report
that the GOI has not (yet) committed to a thorough envi-
ronmental cleanup.34
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8. A Short- and Medium-Term Agenda:
Perspectives, Issues and Priorities



Legal Issues: The Israeli Government has announced its
intention to compensate only Israeli business owners af-
ter Israel’s planned withdrawal. The rationale of the
GOI’s decision is based on the assumption that the as-
sets will remain behind in Gaza and the West Bank and
can be utilized in their current condition. However, since
these assets have been built on land that was originally
confiscated and the earning potential of the assets will
be fundamentally changed after Israel’s withdrawal,
Palestinian entrepreneurs may contest in court the
GOI’s policy of non-compensation.35

Initial Capacity/Basis for Future Planning: The World
Bank’s report suggests that it may not be economical-
ly necessary for the Palestinian economy to keep both
the GIE and EIE open due to their underutilized status
and close proximity. As it is unlikely that any Israeli in-
vestment will remain, and, consequently, challenging to
attract enough investment, the Bank suggests in-
creased attention to and expansion of the GIE, given its
more up-to-date infrastructure.36 Given the potential of
the Gaza economy that was discussed above in detail,
and assuming that an acceptable enabling environ-
ment develops, it is equally realistic to expect that both
the GIE and EIE can be used. However, initial arrange-
ments on utilization of existing assets and the willing-
ness of investors to consider deploying new resources
in response to the newer arrangements that are put
into place, will be critical to determining the potential
for subsequent use.

The difficulty in attempting to reach preliminary conclu-
sions at this stage stems from uncertainty over the ex-
tent and the speed of future economic developments.
Past experience in other parts of the world has demon-
strated that recovery in post-conflict situations can be
very slow and painful, but that a true indication of
change can unleash investor interest and local entrepre-
neurial capacity, which becomes self-fulfilling and en-
sures that rapid progress is made and that cautious ini-
tial expectations are quickly exceeded. It is to improve
the probability of sustainable and rapid outcomes that
we focus this paper on both short-term and long-term
actions by the two governments. While this may repre-
sent an upside scenario given the current situation, plan-
ning for full utilization of both the major industrial zones
would appear to be appropriate at the moment.

b. Ensuring Effective Implementation
Good and effective governance arrangements are essen-
tial to many different types of situations and processes.
The Organization for Economic Co-operation and
Development and other institutions have published
a range of guidelines and good practices with broad ap-
plicability. They generally involve clearly stated objectives
and priorities, effective communication, transparency,
fairness, and clearly established lines of authority and ac-
countability. However, it is important to go beyond gener-
alities and look at the process of transferring assets with
the objective of fairness and effective subsequent utiliza-
tion. The following discussion is specific to the transfer of
the industrial estates, which is outside of the transfer,
management and disposal (TMD) process, discussed
previously.37 The principles underlying the discussion be-
low closely parallel the TMD proposed guidelines.

Technical answers to valuation questions may be found in
the International Valuation Standards Committee’s (IVSC)
economic and operational guidelines for the valuation of
assets. While it is fully recognized that the actual valuation
will be substantially influenced by non-economic consid-
erations, the standards nevertheless provide a useful
frame of reference. In its most recent exposure draft on
the “valuation of plant and equipment,” the IVSC states:

Plant and equipment combine to constitute a wide vari-
ety of situations requiring skillful assessment of the utility
of the property valued and careful consideration of such
property’s physical, functional and economic character-
istics … Available valuation methods include: [1.] sales
comparison approach [2.] cost approach (depreciated
replacement cost or in some jurisdictions optimised de-
preciated replacement cost), and [3.] income capitalisa-
tion approach… Valuers applying the IVSC Standards
and this Guidance are responsible for selecting proper
valuation methods (in keeping with the agreed scope of
the assignment or instruction), enhancing the under-
standing of valuation users, avoiding circumstances that
might mislead the public, and reporting objectively sup-
ported valuations.38 

While this brief excerpt provides basic guidance on pos-
sible valuation methods, it also provides a clear and im-
portant message that the essence of proper valuation lies
less in the method selected than in the legitimacy, credi-
bility and transparency of the process utilized. This is
most relevant to the valuation process that is being con-
templated in the wake of unilateral Israeli disengagement. 
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There is no situation that is fully comparable to the one
in Gaza, but there are situations in which interesting
operational lessons can be learned. For example,
Asset Management Companies (AMCs) were set up in
different countries to restructure and redeploy assets,
typically set up in the wake of a financial crisis or in the
context of large scale privatization efforts.39 These
AMC’s usually face conflicting objectives and a limited
functional life cycle that creates unique governance is-
sues. However, there are some other important fea-
tures of these companies and their operation that are
relevant to Gaza-based industrial estates. 

AMCs are mandated to minimize losses or economic
impact, expedite resolution efforts and support reha-
bilitation. Their effectiveness, moreover, is strongly in-
fluenced by: the degree of complexity of the underly-
ing arrangements; the quality of information they can
rely on; the availability of funding; their operational ca-
pacity in terms of capable and experienced personnel;
the nature of the political environment; and the legal
framework. Their success, which is not guaranteed,
depends dramatically on these factors 

From a practical political perspective, it is useful to
consider what is commonly regarded as an estab-
lished “best practice.” Successful AMCs have typical-
ly had a strong mandate with clear objectives and op-
erational procedures, with a focus on asset sales
rather than restructuring. They have enjoyed strong
political backing and at the same time a good meas-
ure of independence, with little or no political interfer-
ence after they were set up. AMCs have been able to
rely on explicit financial support, through budget allo-
cations or guarantees, and have worked from within
a reasonably effective legal regime, i.e. one that in-
cludes bankruptcy and foreclosure laws as well as
special legal powers granted to the AMC. In general,
the tenure of a successful AMC is limited in order to
prevent it from retaining assets for long periods of time
(for fear of realizing losses). Effective AMC’s have
a sound internal control system and effective external
oversight, and are transparent about their results.

When it comes to effective implementation of the as-
set transfer process, it is also important to consider
ownership, management and other phases. Based on
what is considered good practice in situations that are,
to some extent, comparable, the following observa-
tions are germane:

1. It is natural for the original negotiating authority that
sets up or implements basic rules to be largely or
wholly government owned. Even from an early
stage, however, it is important that, its mandate is
clear and independent, having representation
across ministries and, at an early stage, being inde-
pendent thereof, and that the private sector is rep-
resented in a visible, serious way. As soon as is
practical, the Asset Management Company or
Agency should be largely privatized or at least “cor-
poratized” in order to ensure a transparent, credible
process, and to increase the chances of an efficient
redeployment of assets through auction, targeted
sales or leases, with a clear set of rules and priori-
ties. The AMC should have a highly regarded and
representative Board of Directors, which could in-
clude foreign parties, and excellent operational and
financial top management, which would be wholly
above reproach.40 These guidelines clearly empha-
size a combination of legitimacy and effectiveness.

2. Over time, the Agency could have a dual mandate.
The first part of this mandate could be “for profit” and
would be wholly focused on the asset transfer, reha-
bilitation and redeployment process. The second part
could have an important, possibly not-for-profit, de-
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Important recent work of the International Finance
Corporation (IFC-the private sector arm of the World Bank
Group) on SEZ’s 41 suggests that the more successful
ones have the following features in common:
• Clear zone designation and development criteria; 
• Public-private partnership approaches for zone 

development; 
• Integrated government support; 
• Streamlined legal and regulatory framework; 
• Focus on facilitation rather than incentives; 
• Zone authority is autonomous; 
• Flexible and focused on regulation; 
• Private sector leadership, etc.

Conversely, Zones that have been unsuccessful have typ-
ically been hampered by public sector dominance (with, at
the same time, inconsistent government support); subsi-
dized/over designed facilities and poor maintenance; un-
competitive policies; lack of an integrated development
approach; bureaucratic procedures; and inadequate insti-
tutional structure.

Box 7: IFC – Features of successful
Special Economic Zones



velopmental role that is geared toward substantive
operational support. The AMC could operate or ac-
cess a host of business support services, which could
include: training centers, business advisory/ enter-
prise assistance centers, conference facilities, ac-
counting services, one stop shopping for government
registry/licensing, financial services ranging from pri-
vate equity to SME/microfinance lending to grant
based arrangements (the latter preferably only for
a brief, initial period). These types of activities are like-
ly to qualify for broad and deep funding support from
the development community.42

c. Setting the stage for an Appropriate
Enabling Environment 
Though many types of structures and arrangements for
asset transfer and redeployment are conceivable, they
all require a clear and transparent legal and operating
environment. In this regard, there is a rather broad con-
sensus that there is significant room for improvement.
The applicable legal and regulatory environment in Gaza
merits rationalization, as do the area of jurisdiction and
the area of governance in general. 

In its position paper with proposals for economic reform,
the Council for Private Sector Development comments in
some detail on the fundamental weakness of the current
legal system as it applies to commerce and trade.43 This
limitation is related to a history of weak laws and subse-
quent military orders by the occupation authorities. The
Council observes that there are measures that were
hastily made into laws (e.g. labor law, law for chambers
of commerce), that were to be adopted into law but that
were tabled for years, and that were submitted for presi-
dential approval that are still pending, as well as laws that
have been approved but are awaiting implementation. In
a still broader context, the paper details the close and, at
the time, questionable interrelationship among political,
judicial, security and commercial establishments.

When one considers broader measures of governance,
the picture of the Palestinian Territories is incomplete at
best. Where the information is available, it is substantial-
ly influenced by timing and, most importantly, by the ex-
ceptional circumstances of occupation. While precise
comparisons are therefore largely academic, the room
for improvement of governance of the borders appears
nevertheless to be substantial. The 2002 World Bank
Institute Governance Research Indicator Country
Snapshot Comparison looks at six broad indicators:
Voice and Accountability; Political Stability; Government
Effectiveness; Regulatory Quality; Corruption; and Rule
of Law. The West Bank and Gaza collectively score be-
low the 50th percentile in all categories, and in the low-
est quadrant in most.44

When it comes to detailed indicators used to gauge the
quality of the investment climate, the regular “Doing
Business in …” reports (the latest one is “Doing Business
in 2005”), sponsored by the World Bank and IFC, are
most comprehensive and up to date. They provide de-
tailed information, on a comparative basis, on what it
takes to: start or close a business; hire and fire workers;
register property; get credit; obtain proper disclosure for
investor protection; and enforce contracts. It is under-
standable that the Palestinian Territories are among
a dozen countries that have not been included, given the
exceptional circumstances of occupation, which has se-
riously deteriorated the investment climate.45

In sum, the improvement of the legal, regulatory and
governance environment is essential, first for the asset
transfer and redeployment process, and subsequently
for the economic development of the Palestinian
Territories. Put differently, improvements in the enabling
environment, which are often considered primarily in
a medium to long-term context, should really be ad-
dressed as early as is feasible, so that the stage would
be set for a process of sustainable development. In view
of the major task at hand, this creation of an enabling en-
vironment may require interim steps, with the important
caveat that these should not detract from efforts aimed
at more durable solutions.
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a. Guiding Principles and 
Sequenced Initiatives
It is especially important to consider the economic devel-
opment of Gaza in the light of its special circumstances.
Gaza has a small, economically depressed economy, ur-
gent and massive financial and capacity requirements,
and a complex and sensitive political environment.
Additionally, Gaza faces unresolved issues of principle
and precedent and weak or nascent governance
arrangements, and must deal with problems such as re-
stricted access, inadequate soft and hard infrastructure,
and many diverse parties that want to help and develop
their own projects, combined with the pressure of time. 

Any development blueprint implementation plan will have
short- and longer-term aspects. In post-conflict situa-
tions, it is critical to demonstrate strong, early success
so as to provide the impetus to solve the many difficult
issues that appear on the longer-term horizon. While the
industrial estates can serve as a suitable focal point and
catalyst, they are clearly part of a broader development
agenda. Such an agenda requires, first of all, a focus on
establishing basic guiding principles (see Box 8) and
then an agreement on a prioritized “what” and “how” list. 

Focus on “What” – Initiatives to be undertaken
These guiding principles can then be applied to the de-
velopment of a specific development plan, which we be-
lieve requires policy makers to: 

1. Revitalize existing industrial estates programs where
appropriate and possible, thus providing a credible
vehicle for establishing a focus on export-oriented de-
velopment and for expanding productive employment
opportunities;

2. Launch a major program for restoring/expanding in-
frastructure, which would include revitalization/repair
of existing facilities and the planning of new projects
as required. This provides another early opportunity to
create a second set of new productive employment
opportunities;

3. Develop/re-utilize Israeli assets in Gaza, in order to
promote social programs, such as health and educa-
tion, as well as to provide a third element of a “pro-
ductive employment” program, which would entail
agriculture, agribusiness and other projects; 

4. Facilitate a few new, high-profile private sector in-
vestments including rehabilitation of existing invest-
ments, such as hotels, by both Palestinian and foreign
direct investment, which would initially be largely lim-
ited to that from other Arab states and/or the
Palestinian Diaspora. This continues the focus on ex-
panding employment; 
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9. A Medium to Long-Term Agenda – 
Creating a Basis for Sustainable Development

A set of basic guiding principles can be of great value in
guiding policy makers and also in articulating to a wide
range of internal and external stakeholders the basis on
which the government intends to proceed. A useful set of
such guiding principles should include:
1. Focus on restoring confidence through major, early

and visible progress and changes that clearly demon-
strate to local residents and external stakeholders
alike that there is a serious commitment to a new en-
vironment; 

2. Commitment towards creating productive employment
opportunities in the short-medium term, even if
donors/soft resources initially fund these; 

3. Long-term focus on taking steps to further develop an
effective enabling environment for sustainable private
sector development. (This is an environment that does
not merely allow for the private sector to play a sub-
stantive role, but one that actively nurtures the sector,
encouraging the realization of its potential); 

4. Emphasis on transparency and good governance in all
major plans and actions and so as to highlight anoth-
er key element of the changed environment;

5. Assurance of the participation of all stakeholders, with
a focus on local residents and the private sector, in the
development of medium and long-term plans.

Box 8: Guiding Principles for Effecting Change



5. Provide a more detailed map of the structure of the
Palestinian private sector and the status of the infor-
mal sector, with a view to understanding clearly the
administrative and regulatory factors that could im-
pede rapid development during a new environment of
peace and stability; and,

6. Create and implement the appropriate policy and in-
stitutional framework for private sector development,
using internationally accepted approaches.46 While it
is understood that in a post-conflict situation not all el-
ements emerging from the referenced reports below
would be immediately relevant or practical, they do
provide a strong basis for a commonly agreed upon
medium-term action plan that can be configured to
the very particular needs of Gaza and the West Bank.

Focus on “How”
Implementation of such an economic and social strate-
gy for Gaza and the West Bank will need to be based on
the application of the three principles of selectivity, part-
nership and mobilization.

1. Selectivity will mean focusing on a few clear and ear-
ly deliverables to test the new partnerships and to in-
duce a basic change in mind-set and expectations.
This selectivity will need to relate to timing, visibility
and impact of the first set of actions. It should be em-
phasized that mind-set changes in this context are
critical not just from the viewpoint of the Palestinian
population, but also as they relate to the different
Israeli stakeholders that are likely to be “in play.” The
current dialogue has naturally and inevitably been
driven by the perceived needs of Israel’s security but
many other stakeholders are likely to become impor-
tant with the passage of time.

2. Partnership refers to the understanding that there will
be a number of key players that must be engaged
constructively and effectively:
a. The Palestinian Authority and the Government of

Israel;
b. External donor governments; 
c. External donor agencies (International Financial

Institutions) – both multilateral and bilateral; 
d. The Palestinian/Arab Diaspora; 
e. The Palestinian/Israeli private sector; 
f. Selected international investors with a possible

special commitment to the region; and
g. NGOs, Civil Society-both national and international. 

3. Mobilization of resources will be a key element of any
strategy. These resources will need to be both actual
cash contributions in the first instance as well as oth-
er innovative financial instruments (guarantees and

the like), which could have a much greater and more
direct mobilization capability. Given the wider implica-
tions of the Israeli-Palestinian conflict, it is assumed
that a true process of change, if not reconciliation, will
generate a greater and faster commitment of financial
resources than might have been expected in different
circumstances. Broadly speaking, and at this early
stage, it is suggested that resources would be de-
ployed as follows:
a. A strong initial flow of donor country resources in-

cluding those from Arab countries as well as IFIs; 
b. A clear indication of Israeli support from both the

public and private sectors; 
c. Palestinian and Arab investment capital (Diaspora

and local private sector); 
d. External private capital; and 
e. NGO/civil society/“Patient Capital”

Longer-term financing needs for the local economy
would involve sustained development of a domestic fi-
nancial system (the “brain of development”), including
developing institutional capacity in the areas of: 

i. Micro-finance 
ii. Banking 
iii. Housing Finance
iv. Insurance and other Contractual Savings. 

b. Investment Promotion and Finance 

Background 
It is worth noting that the PA has laid out its own vision
for export-based development, which is grounded on
current realities, most of which are seen as constraints
for development. These include: the structure of pro-
ductive sectors, the large number of micro and small en-
terprises, the inadequate access to financial services,
the excessive reliance on Israel for inputs, as well as oth-
er constraints. The PA would take advantage of its pref-
erential trade agreements by aiming to build an environ-
ment that would facilitate trade and increase competi-
tiveness. Towards these ends, Palestinian planners have
reiterated their original intention to create new laws, de-
velop “a multi-modal transport system,” and improve the
electronic communication system necessary for com-
peting in international markets. 

Priority Sectors and Projects 
The Palestinian Business Committee for Peace and
Reform (PBCPR), which represents a group of
Palestinian private sector players, has identified the most
important sectors that constitute the main catalysts for
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economic growth. These include: Agriculture (15% of the
workforce and 30-35% of GDP); Industry (15% of the
workforce and 15% of GDP); the IT Sector (with over 70
firms already engaged); and Infrastructure, notably in
Electricity and Water. When it comes to major projects,
they have selected 12 that ought to be considered on a
priority basis:
1. Gaza Airport Rehabilitation
2. Gaza Port
3. Gaza Land Reclamation
4. Fund for revival of Small Business
5. Karni Crossing upgrade and Privatization
6. Elevated highway between Gaza and West Bank
7. Private Sector acquisition of Gaza agricultural lands

that are currently in the settlements
8. Private Sector acquisition of Erez Industrial Zone assets
9. Expansion of Gaza Power Plant and O/H lines
10. Construction of Gaza desalination plant
11. Offshore gas development and deployment
12. Rail link Egypt-Gaza-Ashdod Port

The projects on this (incomplete) list have very different
dynamics, urgency and time horizons. It is interesting to
note, however, that the Palestinian private sector is al-
ready mapping what it sees as priority requirements and
what it expects to play a major investment role in Gaza. 

Recent months have seen a notable increase in other
private sector investment interest. This interest has not
been fully mapped, but its main sources appear to be:
the local Palestinian business community or their coun-
terpart in Diaspora; the Israeli business community (de-
spite the current injunction against their direct invest-
ment in Gaza); and the broader Middle East. There is
bound to be a more substantial project pipeline in the
coming months, including those promoted by
Multilateral and Regional Development Banks, NGO’s
and other organizations.

Sources of Finance and other Support
Current official aid to the Palestinian territories exceeds
USD 1 billion a year. Much of this aid comes in the form
of grants, and the major portion of funds received is ap-
plied to the Public Sector (mainly budget support for the
PA). As the disengagement process gathers momentum
and the situation in the region improves, new, productive
investments are expected to be identified and addition-
al, targeted facilities to be made available (e.g. an early
USD 200 million facility is already contemplated by
OPIC), though the nature and volume of such commit-
ments is likely to evolve rapidly given the dynamic nature
of the situation in the region. 

In view of the sizeable amounts that must be spent on
the rehabilitation and development of public facilities/in-
frastructure, it is to be expected that the major portion of
funding will still come from public sector oriented
sources. Nevertheless, the potential of private sector
sources and uses should not be underestimated. 

Even when it comes to infrastructure, the private sec-
tor has an important role to play. In a recent study en-
titled “The Private Sector’s Role in the Provision of
Infrastructure in Post-Conflict Countries: Patterns and
Policy Options”, the authors emphasize the impor-
tance of early private sector involvement in infrastruc-
ture. They note: 

Although donors often support the early stages of post-
conflict reconstruction with generous aid packages,
post-conflict public sectors are often constrained by ex-
tremely weak absorptive capacity. At the same time, a
large number of urgent policy priorities in the immediate
post-conflict period means that governments rarely fo-
cus on establishing a welcoming investment climate that
can spark the interest of potential private investors in in-
frastructure... 

Private sector investment patterns in post-conflict coun-
tries show that telecoms investments, particularly mobile
telephony, materialize immediately after (sometimes even
before) the end of the conflict. Electricity generation and
distribution projects start to emerge about three years
after the conflict and increase in frequency after year five.
Private investment in water tends to come much later.
Within the transport sector, seaports tend to receive the
majority of private investment.47

In order to ensure that there is a receptive environment
for broader private sector participation early on, the fol-
lowing comment is germane:

Policy recommendations suggest that the timing of re-
forms is important. Stepped up arrangements may also
be considered, including a planned progression from
modest forms of private participation in infrastructure
(e.g., service or management contracts) to deeper forms
such as leases or long-term concessions. Government
can also encourage … the development of small-scale
private sector providers.48

Foreign direct investment, which is supported by various
risk mitigation/insurance arrangements, can play a role
in the financing of infrastructure, as well as other areas.
In the right investment climate/enabling environment
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there is ample room for a substantive increase in flows to
other sectors (including those identified by the PBCPR).
Especially when it comes to manufacturing and service
sectors, the industrial estates could well constitute a fo-
cal point as well as a catalyst.

Attracting investment from abroad, while certainly impor-
tant, should not be the only priority. There is potential for
mobilizing domestic sources of finance, especially for the
benefit of the large population of small- and medium-en-

terprises. For this to occur, however, special attention
should be given to the development of the financial sec-
tor, including specialized intermediaries like leasing com-
panies, private equity providers and micro finance insti-
tutions. Finally, it is worth noting in this context that sev-
eral senior Palestinian entrepreneurs, when asked what
kind of support they needed, always mentioned finance
and often emphasized aspects such as “connections
abroad” and “business development support” or knowl-
edge/access based factors.
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• In recent months, substantial changes in the political
environment have set the stage for the development of
important new economic perspectives in Gaza and the
West Bank. While significant hurdles and long-term is-
sues remain, there is a unique window of opportunity
that may allow for elements of a “virtuous circle” to
emerge, where improved prospects in the political arena
will benefit economic development of the Palestinian
Territories and vice versa.

• In view of the fact that, for all the recent progress, the
overall situation remains sensitive, complex and also
fragile, it is important to concentrate first on practical
steps that can and should be taken in the wake of
Israel’s stated objective to withdraw unilaterally from
Gaza and the northern part of the West Bank. The main
objective of these first steps is to rapidly create practical
and visible outcomes that demonstrate real results on
the ground and that lead to clear improvement in the
overall economic outlook as well as a noticeable in-
crease in productive employment and incomes for the
residents of Gaza.

• It is in the context of this disengagement process, and
the need to demonstrate early results, that the industri-
al estates in Gaza provide a natural and significant fo-
cal point for practical arrangements. Importantly, such
arrangements would reflect the fact that while the situa-
tion in the area is, in many ways unique, the challenges
that must be addressed in this post-conflict environment
are not. The Estates discussion provides a good oppor-
tunity to systematically address short-term issues with
major long-term development implications.

• The primary responsibility, for taking effective and rap-
id action in this evolving scenario, lies with the
Government of Israel and the Palestinian Authority. This
paper has outlined some of the key elements that the re-
spective governments need to address. At the same

time, the critical global importance of demonstrating
progress on this long-standing conflict means that there
is a major interest on the part of external stakeholders to
play a major role in helping to catalyze and achieve the
needed results. This paper has demonstrated the steps
that are already being taken and supported by the U.S.,
the EU, Russia and the United Nations.

• In addition, a number of other global players and
stakeholders are or will soon be involved in the effort
to create change. The World Bank is already playing a
central role and outgoing President James
Wolfensohn will soon be actively engaged in his new
role as Special Envoy. NGOs such as the Aspen
Institute and the Portland Trust have already com-
menced an active work program. Large international
corporations will also soon have an important role to
play in facilitating new investment and demonstrating
the economic possibilities that could arise from un-
leashing entrepreneurship in the region. Working in
parallel will be the Palestinian private sector which
has already demonstrated its capacity under great ad-
versity, with an important role for Israeli companies
and investors that already have practical experience
and knowledge in the local and global marketplace. 

• It is in the context of this global endeavor that the
EastWest Institute can assist in bridging divides, facil-
itating solutions, promoting investment, providing
technical assistance, and actively supporting the main
objective of the sustainable development of the
Palestinian Territories. Rapid progress in examining
practical solutions to a range of issues facing the in-
dustrial estates in Gaza, through the completion of an
action-oriented feasibility study, will be the first major
step in this direction. EWI looks forward to working in
close partnership with the Government of Israel, the
Palestinian Authority and concerned stakeholders, in
the difficult but rewarding journey that lies ahead. 
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1) US Secretary of State Condoleeza Rice, Russian Foreign Minister
Sergei Lavrov, EU High Representative for the Common Foreign &
Security Policy Javier Solana and UN Secretary General Kofi Annan

2) “Executive Summary.” Medium Term Development Plan 2005-
2007. Palestinian National Authority, Ministry of Planning. pre-
sented at the Ad-Hoc Liaison Committee Meeting. Oslo, Norway.
December 8, 2004.

3) "Overview." Stagnation or Revival? Israeli Disengagement and
Palestinian Economic Prospects. World Bank. December 2004,  6-7.

4) “Executive Summary,” Medium Term Development Plan, 2005-2007.
5) By dealing with Gaza as an economic entity, this paper in no way

sets out to take a position on the question of the viability of Gaza,
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6) The percentage was quoted as 46% of the population being un-
der the age of 15 by: Arab Human Development Report 2004:
Towards Freedom in the Arab World. United Nations Development
Programme, the Arab Fund for Economic and Social
Development, and the Arab Gulf Programme for United Nations
Development Organizations. New York: Regional Bureau for Arab
States, 2005, 238.

7) “Economic Development Agenda for the Gaza Strip: A Private
Sector Perspective.” prepared by the Palestinian Economic Policy
Research Institute (MAS) in cooperation with the Palestinian
Business Committee for Peace and Reform. June 2004.

8) “World Development Report 2005: A Better Investment Climate
for Everyone.” The World Bank. New York: World Bank and
Oxford University Press, 2004, 1.

9) “Beyond Conflict-The Economic Impact of Peace on Palestinians
and Israelis.” Portland Trust, December 2004

10) Interview with National Security Council. December 2004.
11) “Industrial Estates.” Stagnation or Revival. 1.
12) Ibid.
13) Ibid.
14) Ibid.
15) "Industrial Estates." Stagnation or Revival.
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Assessment.” World Bank, Washington DC, October 2004. (See
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17) Stagnation or Revival. (See Table, Page 32)
18) “West Bank And Gaza Update.” The World Bank, Washington

DC, November 2004.
19) Interview with National Security Council.
20) Ibid
21) Ibid.
22) PIEFZA Document AN D20008, Dated 2000/12/11. Table 9:
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Markus E. Bouillon. The Peace Business: Money and Power in
the Palestinian-Israeli Conflict. London: I.B. Tauris, 2004, 89.

23) Interview with National Security Council.
24) Ibid.
25) Peter Lagerquist, “Privatizing the Occupation: The Political
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27) Lagerquist, 13.

28) “Palestinian Position Paper on Economic Recovery in the
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29) “A Reevaluation of the Border Industrial Estates Concept”
Israel/Palestine Center for Research and Information, December
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30) Ibid., 24.
31) “Settlements.” Stagnation or Revival, 1.
32) “Industrial Estates.” 4.
33) Ibid, 2.
34) Ibid, 4.
35) Ibid.
36) Ibid.
37) “Settlements.”
38) Exposure Draft of Proposed Revised International Valuation

Guidance Note: GN3 Valuation of Land and Equipment.” (not
available for comment) International Valuation Standards
Committee, 2004, 2-3.

39) For a discussion of AMCs in East Asia since the 1990s, see Ben
Fung et al. “Occasional Paper, No. 3: Public Asset Management
Companies in E. Asia. A Comparative Study.” Switzerland:
Financial Stability Institute, Bank for International Settlements,
February 2004. 

40) Ibid, 18.
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nat al-wataniyah lil eslah.” Majlis tansiq mu’asesat al-qita’ al-khas.
November 2004.

44) Results and methodology can be viewed on the website for
“Governance Indicators: 1996-2000,” The World Bank Group.
(www.info.worldbank.org/governance/kkz2002/mc_chart.asp)

45) (www.rru.worldbank.org/doingbusiness)
46) In this regard the following documents can be noted: “World

Bank Development Report 2005”; “Doing Business in 2005:
Removing Obstacles to Growth”; “Unleashing Entrepreneurship:
Making Business Work for the Poor”, Report to the Secretary
General of the United Nations, Commission on the Private Sector
and Development, New York, United Nations Development
Programme, 2004; the subsequent “G8 Action Plan: Applying
the Power of Entrepreneurship to the Eradication of Poverty,” re-
port and action plan presented at the Sea Island Summit, 2004
and “Investing in Development: A Practical Plan to Achieve the
Millennium Development Goals,” U.N. Millennium Project, New
York, 2005. 

47) Jordan Schwartz, Shelby Hahn, and Ian Bannon, “The Private
Sector’s Role in the Provision of Infrastructure in Post-Conflict
Countries: Patterns and Policy Options,” Social Development
Papers: Conflict Prevention and Reconstruction, Paper No. 16,
The World Bank, August 2004, 2.
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