
U N I T E DU N I T E D NN AAT I O N S  C O N F E R E NT I O N S  C O N F E R E N CC E  O NE  O N TT R A D ER A D E AA N DN D DD E V E L O P M E N TE V E L O P M E N T

Enduring annexation, 
isolation and disintegration





U N I T E D  N AT I O N S  C O N F E R E N C E  O N  T R A D E  A N D  D E V E L O P M E N T

Enduring annexation,  
isolation and disintegration

New York and Geneva, 2013



Notes 

 

The designations employed and the presentation of the material do not imply the expression of 
any opinion on the part of the United Nations concerning the legal status of any country, territory, 
city or area, or of authorities or concerning the delimitation of its frontiers or boundaries.  

______________________________________________________________________________ 

Symbols of United Nations documents are composed of capital letters combined with figures. 
Mention of such a symbol indicates a reference to a United Nations document. 

______________________________________________________________________________ 

Material in this publication may be freely quoted or reprinted, but acknowledgement is requested, 
together with a copy of the publication containing the quotation or reprint to be sent to the 
UNCTAD secretariat: Palais des Nations, CH-1211 Geneva 10, Switzerland. 

______________________________________________________________________________ 

The preparation of this report by the UNCTAD secretariat was led by Mr. Raja Khalidi (Division 
on Globalization and Development Strategies), with research contributions by the Assistance to 
the Palestinian People Unit and consultant Mr. Ibrahim Shikaki (Al-Quds University, Jerusalem), 
and statistical advice by Mr. Mustafa Khawaja (Palestinian Central Bureau of Statistics, 
Ramallah). 
______________________________________________________________________________ 

Cover photo: Copyright 2007, Gugganij. Creative Commons, http://commons.wikimedia.org 
(accessed 11 March 2013). (Photo taken from the roof terrace of the Austrian Hospice of the 
Holy Family on Al-Wad Street in the Old City of Jerusalem, looking towards the south. In the 
foreground is the silver dome of the Armenian Catholic church “Our Lady of the Spasm”. In 
front of this church is the fourth station of the Via Dolorosa. In the background, the golden 
Dome of the Rock and the minaret of Al-Aqsa Mosque.) 
______________________________________________________________________________ 

 

 

 
 

© Copyright United Nations 2013 
All rights reserved 



Executive Summary  
 

With the onset of occupation in 1967, Israeli authorities began to pursue a policy of physical, 
political and economic segregation of East Jerusalem from the rest of the occupied Palestinian 
territory (OPT), which continues apace today. Segregation strategies gained momentum during 
the last decade through measures that have altered the physical and demographic realities of the 
city and its predominantly Palestinian and Arab landscape. These include the city’s annexation 
and the expansion of Jewish settlements in and around East Jerusalem, as well as the 
construction of the separation barrier, which has effectively redefined the borders away from the 
pre-1967 armistice line. 
 
The separation barrier, among other obstacles to movement, hinders movement into and out of 
East Jerusalem, cuts it off from the remainder of the West Bank, its natural hinterland, and 
hinders access to its markets and health services by Palestinian Jerusalemites now living on the 
other side of the barrier nominally under Palestinian Authority jurisdiction. Land expropriation 
by Israel and restrictions on Palestinian building activities have increased recently. Palestinians 
are only permitted to build on a limited part of the land area of East Jerusalem and face obstacles 
in obtaining building permits issued by Israeli municipal authorities.  
 
The purpose of this report is twofold. The first aim is to seek a better understanding of the 
economy of East Jerusalem and the policy factors affecting the dynamics of its evolution since 
occupation in 1967. The second aim is to augment the qualitative analysis by highlighting some 
quantitative indicators on the economic impact of Israeli annexation of East Jerusalem and the 
city’s growing isolation, while identifying possible future policy orientations and areas for 
intervention. 
 
The economy of East Jerusalem is not only affected by Israeli impediments affecting OPT 
generally. Many of the obstacles to the city’s development are specific to the status of East 
Jerusalem as an occupied territory subsequently unilaterally annexed to Israel. Palestinian 
Jerusalemites are considered “permanent residents” under Israeli law, but only as long as they 
maintain their physical presence. The differential legal status of Palestinian Jerusalemites 
compared to Palestinians under Palestinian Authority jurisdiction and compared to Israeli settlers 
in East Jerusalem implies a host of further impediments, especially with regard to housing, 
employment, taxation and representation. Access to education and health is restricted, which 
affects the quality of the most important Palestinian resource, human capital. Another key 
impediment to reviving the economy of East Jerusalem is the lack of access to finance due to 
occupation-related complications. Palestinian Jerusalemites receive a disproportionately small 
share of municipal services.  
 



The weight of the economy of East Jerusalem has been steadily diminishing relative to that of the 
rest of OPT since the signing of the 1993 Declaration of Principles on Interim Self-Government 
Arrangements, known as the Oslo Accords, and related Israeli-Palestinian agreements. This 
decline, in large part, has been the result of an array of Israeli policies that have hindered 
development of the East Jerusalem economy as an integral part of the larger Palestinian economy 
and labour market. The deterioration in socioeconomic conditions has had a significant impact 
on Palestinian Jerusalemites in their standards of living, housing, health care and education. 
Israeli policies have entailed a partial and distorted “integration” of the East Jerusalem 
Palestinian economy into Israel and its regulatory framework. Meanwhile East Jerusalem has 
been gradually detached from the rest of the Palestinian economy despite the city’s historic 
position as the commercial, transport, tourism, cultural and spiritual centre for Palestinians 
throughout the occupied territory.  
 
In 2010 more than half of the East Jerusalem labour force worked in services, commerce, hotels 
and restaurants, while the construction and agricultural sectors accounted for less than one 
quarter of total employment. Unemployment rates reached record highs in the aftermath of the 
second intifada, which declined since but remained high nonetheless, along with systematically 
higher poverty rates among Palestinian Jerusalemites as compared to Israelis residing in the city. 
This attests to the systematic exclusion of Palestinian East Jerusalem from the State to which it 
was unilaterally annexed, while it simultaneously became separated from the rest of the occupied 
West Bank.  
 
Consequently, the East Jerusalem economy finds itself in a world quite apart from the two 
economies, Palestinian and Israeli, to which it is linked. It is at once integrated into neither, yet 
structurally dependent on the West Bank economy to sustain its production and trade of goods 
and services and for employment, and forcibly dependent on Israeli markets to whose regulations 
and systems it must conform and which serve as a source of employment and trade and as the 
principal channel for tourism to the city.  
 
These paradoxical relations have served to effectively leave the East Jerusalem economy to fend 
for itself in a developmental limbo, severed from Palestinian Authority jurisdiction and 
subordinated to the Jewish population imperatives and settlement strategies of Israeli municipal 
and State authorities. Just as the economic growth pattern and overall direction of the Gaza Strip 
in recent years has veered in a distinct and separate direction from that of the West Bank, so has 
East Jerusalem’s economic trajectory diverged from that of the rest of the West Bank. These 
disturbing trends risk rendering redundant the notion enshrined in United Nations resolutions and 
the Oslo Accords, namely that the Gaza Strip and the West Bank, including East Jerusalem, 
constitute a single territorial and legal entity. This in turn has critical implications for 
development prospects and eventual policy interventions in the East Jerusalem economy.   
 



Several actions can help mitigate the effects of segregation policies, but the real prerequisites for 
sustainable development entail ending the Israeli settlement and occupation of East Jerusalem in 
accordance with the relevant United Nations resolutions. This would confer significant benefits 
to the Palestinian economy in general, and to that of East Jerusalem in particular, especially its 
tourism and services sectors. Potentially effective short-term interventions include enhanced 
coordination and planning among international organizations, semi-governmental and non-
governmental bodies operating in East Jerusalem, and the provision of targeted support to 
specific sectors such as tourism, housing and services. A critical measure for economic revival in 
East Jerusalem, however, is devising alternative domestic sources and self-sustained mechanisms 
for financing investment, housing and productive activities, which could have important 
outcomes for the economic, social and political cohesion of Palestinian Jerusalemites 
notwithstanding continued occupation. 
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