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Conceptual Framework

This study deals with the tunnel economy in the Gaza Strip. This economy can
be defined as a collection of number of economic parasitic activities which
involves interest groups and free riders. As a rentier economy that does not add
high economic value, its theoretical and conceptual framework is grounded in
the absence of a proper legal, legislative and economic systems. In that respect,
mechanisms of corruption in the interpretation and explanation have developed
-as if it’s contributing in solving problematic economic and social issues- resulting
in a significant growth in networks of shadow economies of black market, parallel
economy and inflation.

The tunnels’ economy in the Gaza Strip transfers wealth - resources- regardless
of its source - from the Gaza Strip to Egypt in order to fund imports of goods
and services. These resources are transferred away from the productive sectors,
particularly agriculture and industry. While at the same time, the construction
sector has been a very active sector in the “tunnels trade,” and consequently
its contribution to the GDP was tangible, however, the annual economic growth
rates were not accompanied by an improvement in wages and life-style levels;
Instead, the gap between the rich and the poor has increased, so did the income
levels of the new princes and those of low income.

Inthat sense, the impact of the tunnels’ economy is similar to those of a smuggling
economy which involves money laundering, speculation in real estate and land,
and the imposition of monopoly prices that respond to encourage owners of
tunnels and influential figures in the dissolved government institutions, according
to the prices of oligopoly monopolistic competition, _in the name of investment,
or rather employment opportunity - cost opportunity- aiming at raising profits to
the maximum.

Based on the above, the study assumes in its theoretical and conceptual
framework that the phenomenon of tunnels has deviated completely away
from the stated goal for which it was established - resisting the occupation and
relieving the burden on people. As an approach, it could be argued that these
are similar to financial markets that existed historically to mobilize savings for



the purpose of productive investment -that is growth and development by
people, for people and to people. However, with the rise of financial capitalism
there became a disconnection between the monetary relations department and
the real circle of the national economy, money generated money without real
economic production and no economic added value.

Hence, the tunnel economy has deepened structural abnormalities of the
Palestinian economy in Gaza Strip, considering that what characterizes tunnel
owners and activists is having the so-called comprador mindset, a local agent
working in the areas of symbolic economy, which boosted the “get -rich -quick”
concept without having a real production base, contributing to the disintegration
of the social and political status of the Gaza Strip.

On the Palestinian side, deployed tunnels in Rafah, on the border with Egypt,
derived its legitimacy from the need to cope with the siege on Gaza imposed by
the occupation. Thisincluded all aspects of life, starting with fuel, electricity, water,
medications, raw materials, and food supplies. The blockade was accompanied
by economic stagnation and slowdown that affected all economic sectors due to
preventing entry of raw material and closing more than 90% of the establishments.

After seven years of trading through the tunnels, we can conclude that the
tunnel economy is devastating and non-productive, despite its partial advantage
of solving the humanitarian problem of providing basic and essential goods.
This phenomenon has managed to undermine the possibility of building and
establishing a productive economy. Accordingly, this study seeks to shed light on
the role of Gaza’s tunnels’ economy to identify the advantages and disadvantages
as well as the consequences of the closure and available economic alternatives,
and their impact on the construction sector as one of the most affected sectors of
the economy by the closure of tunnels in the Gaza Strip.



I. The Israeli blockade of the Gaza Strip and the trend towards the worse
alternative:

Israel continued during the period (2007-2013) to impose its siege on the Gaza

Strip, which involved the closure of five crossings and preventing the entry of

goods. This was accompanied by the economic blockade of the Gaza Strip, which

means a significant decline in tax revenues.

As soon as the government was formed by Hamas in 2006, closures and sanctions
were imposed on the Gaza Strip. This has resulted in damage to the public sector
because of the delayed salaries for civil servants, and induced a significant decline
in purchasing power due to the depletion of savings and debt accumulation and
the migration of local capital. This all led to a sharp rise in poverty levels that
reached (65%) by the end of 2006.1

The percentage of residents of Gaza Strip, receiving food aid increased to (80%),
hundreds of establishments were closed, a significant lack of food products, where
only (41%) of the market needs of food has been met. As a result of this shortage,
we find that (62%) of the households reduced their consumption, (93.5%) reduced
the purchase of food, (98%) reduced the purchase of meat, (86%) reduced the
purchase of milk and dairy products. Many of the estimates, particularly the
United Nations reports, indicate that the continuation of the economic situation
in light of the siege led to a rise in the unemployment rate up to (50%) since the
middle of (2008), and the poverty rate exceeding (70%).2

The total loss estimates due to siege and closure are around ($50 million)
a month, while others estimate it ($120-150 million) in the form of direct and
indirect losses, as the number of unemployed people increased from (90,000) to
(160,000)3. Those losses were distributed as follows: (16) million dollars for the
industrial sector by (33%), the agricultural sector at a rate of (12) million dollars

1 Samir Abu Mdallaleh, Poverty and Human Rights, a paper presented to the Independent
Commission for Human Rights, Gaza,2008

2 Popular Committee Against Siege, 25-11-2008
The UN Office for the Coordination of Humanitarian Affairs (OCHA), report entitled
“The Imposed Siege on Gaza Strip” The Economic and Humanitarian impacts,
Jerusalem, January 2007, p.5



by (25%), and other sectors such as services, construction, trade and fishing at a
rate of (22) million dollar by (42%).4

For the same year, 2008, the increase in unemployment and poverty rate led
to an increase in the dependency ratio to almost (1-6), with a workforce of
about (348,000), of whom 105,000 are in the public sector, (75,000) get their
salaries from the authority in Ramallah, in addition to (119,000) working in the
private sector, of whom (20,000) work in the UNRWA and non-governmental
institutions. The unemployed population is estimated at (124,000) workers caring
for approximately (615,000), raising the proportion of people living below the
poverty and extreme poverty level.> In addition to the above, both siege and
political division contributed to decreasing income for most workers in Gaza Strip
compared to workers in the West Bank, as the daily average wages in Gaza Strip
are about NIS (60) and NIS (85) in the West Bank. While in the agriculture sector
the income does not exceed NIS (30) per day, and thus poverty rates have risen in
camps and villages in Gaza Strip.® Israel also restricted the openness of Palestinian
businessmen to the outside world, banned the entry of industrial raw materials,
and imposed a siege on Palestinian banks in Gaza Strip, creating an artificial
financial crisis represented in shekel or dollar deficiency at one time or another.
Speaking about these indicators does not negate the existence of consumption
patterns in Gaza Strip to the extent of exaggerated luxury practiced by some
parasitic social strata, especially private tunnels dealers through prices control
and the monopoly of goods, smuggling and other practices that contributed to
the significant growing prices. During the end of the fourth quarter of 2013, the
unemployment rate amounted to 38.5% in Gaza Strip.”

Much of the economic and social difficulties shackle large segments of workers
living below the poverty line, which turned them into a marginalized social

4  Ghazi al-Sourani, The Siege and Division and their Economic and Social Impacts on Gaza

Strip, Al Hiwar Al Mutamaden, Issue no” 2750, published in 26-08-2009: www.ahewar.org

5 The Palestinian Central Bureau of Statistics, the statistical bulletin of population 2009,
January 2009

6 The Economic and Social Changes of Gaza Strip, Institute of Development Studies, and
Al -Zaytouna Center for Studies and Consultancies, Gaza, October, 2009

7 Palestinian Monetary Authority, Quarterly Statistical bulletin, 4th quarter 2013, Issue
3, p.-48



group, experiencing a state of frustration, despair and a sense of alienation from
the surrounding community. We emphasize here that the rampant and escalating
poverty in Gaza Strip was not only a result of the aggressive policies of the
occupation, but also a result of the internal factors related to deepening of disorder,
administrative and financial corruption. Thereby, begging has become an obvious
phenomenon out in the Palestinian streets, school dropout rates increased, as well
as rates of employee illiteracy, and malnutrition among children became to be
around (63%), and anemia among pregnant women- up to (59%) . This prompted
some women to go out of their houses and endure the humiliation to beg, and men
to endure the indignity of extreme poverty and extreme feelings of deprivation.

The above-mentioned difficulties appeared to affect the whole social fabric of
society. Where rates and numbers of divorces in the Gaza Strip have increased
to reach (25,000) divorced women, cases of spinsterhood reached (75,000) for
those over (25) years, as number of divorces only during 2013 was (2825), twice
higher than during (2007) - about (1524) cases.® The reason for this is not due to
the situation of the Israeli blockade only, but also to the political division and the
continuing polarizing conflict between Fatah and Hamas. The Israeli blockade led
to increasing the number of residents of Gaza Strip who are receiving food aid for
up to (80%), as of patients, especially kidneys and cancer patients, and to a serious
shortage of baby milk and medicine supplies. Many supplies and equipment for
life-saving specialized treatment are not available in hospitals, especially for
cancer patients and pediatric surgery, in addition to the deterioration in diagnostic
magnetic resonance laboratories and X-ray imaging equipment, considering that
most of them do not function and cannot be repaired due to inability to import

spare parts.®

8 Hasan Al Radi, Gaza and the Seven years of Drought and the Expected Rich Class, The
Modern Discussion electronic journal, Issue 4421, published in 11-04-2014 http://
www.ahewar.org/debat/show.art.asp?aid=409843

9 Samir Abou Mdallaleh, The Impact of the Siege on the Future of the Economic
situation in Gaza Strip, a paper presented to the conference of Impacts of Siege and
the Occupation on the Economic Situation of Gaza Strip, July 2006



While the Palestinian average per capita income rose in (2013) to ($2093),
compared to ($2,000) in (1996), as it increased by only ($93) along twenty years
since the Oslo agreement between Israel and the PLO was signed. On the other
hand, the Israeli average per capita income rose 166 times the Palestinian average
per capita income of ($13,800) in (1993) to ($32,000) in (2013), while per capita
income in the Gaza Strip is lower than that in the West Bank as it was about
(51075) in (2013) in Gaza Strip.% It should be noted that the results of economic
conditions do not necessarily reflect a similar case between the West Bank and
Gaza Strip because of the different ways the occupation and the international
community deal with each of them. Though Palestinians in West Bank suffer from
the occupation, but Gaza Strip is suffering from the suffocating unprecedented
siege followed by paralysis of life and economic aspects. Preliminary estimates
of national accounts of the Palestinian Central Bureau of Statistics (2008), to a
growth in GDP at constant prices during (2008) by (2.3%) compared with that in
(2007), as the GDP value has increased from ($4.535 billion) in (2007) to (54,639
billion) in (2008).

In this regard, we note that the decline in the economic activity is a characteristic
for countries suffering conflicts and crises and instability for a long time, and these
qualities that can be mentioned in the Palestinian society, are:

e Unemployment rates and high poverty that weaken the social fabric bonds,
where the unemployment rates rose from (21.7%) in 2007, to (26.6%) in
2008, and to (24.5%) for 2009, and to (23%) for the year 2012, and to (27.9%)
in 2013, as well as poverty that is still high approaching a rate of (21.7%) in
2013 The average of unemployment in the Palestinian territories for the
period between 2007 and 2012 is about (23.4%) and reached in Gaza Strip
to (34.4%) in the while in the West Bank it amounted to (18.15%) for the
same period.??

10 Mohammad Khabisah, an article entitled “Oxfam: the income of the Israeli citizen
has increased 166 times more than his Palestinian counterpart since the signing of
the Oslo agreement, Al-Quds Al-Arabi newspaper, Issue 166,15-09-2013http://www.
alquds.co.uk/?p=84442

11 Economic & Social Monitor, The Palestine Economic Policy Research institute (MAS),
Volume 35, annual issue 2004, p. 55

12 The Palestinian Central Bureau of Statistics, Palestinian labor force survey, annual
report 2012, April 2012, pp.78-80 (the approximates are calculated by the researcher)

10



Increase in the rates of consumer items especially during 2008-2009,
that caused sliding of the Palestinian economy to stagflation or recession
accompanied by a rise in the general level of prices. While the global
economy passed by a recession period due to the global financial crisis,
rather the global economic crisis, and the consumer price index in June
2013 in the Palestinian territories increased at a rate of (1.28%), and in the
Gaza Strip has declined up to (-1.96%) due to lowered prices of tobacco,
beverages and food prices smuggled through the tunnels.®

Large deformation in the structure of the economy, and a shift in the
industrial base for the benefit of low productivity and low-wage activities.

A large number of workers moved from the formal to the informal sector
and this created a hidden economy, in the Palestinian territories in general,
and in Gaza Strip particularly, as the value of hidden economy in Gaza
Strip in 2012 has become nearly two billion dollars, not to mention that
the hidden economy contributes by 16.9% of GDP annually with a value of
$817 million.*

Transmission of several facilities to neighboring countries, while others had
to invest abroad.

Occurrence of internal migration in the direction of the Ramallah area, and
the migration of qualified people abroad.

The continued poor income distribution and consumption in favor of the
rich and the increasing marginalization and exclusion.?®

Increased reliance on parasitic non-productive activities and its
concentration in the areas of speculation, especially in land and real
estate during the period 2009-2013, in addition to the increasing public

13

Economic & Social Monitor, The Palestine Economic Policy Research institute (MAS),
Volume 34, annual issue 2013, pp. 51-52

14 Ahmad Al-Ustath, Thanks to the tunnels: a «hidden» billion dollars is the value of the

Gaza Strip>s economy, Sama News Agency www.samanews.com

15 Economic & Social Monitor , The Palestine Economic Policy Research institute (MAS),

Volume 15, February 2009, mentioned previously, p.6
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deposits in banks without finding a suitable place in real economy sectors.
This is evident through indicators that illustrate the increasing volume of
deposits that amounted according to PMA reports (Palestinian Monetary
Authority) end of the fourth quarter of 2013, about ($8,360 billion) for
Gaza and West Bank, up to more than the GDP. The profits achieved by
the Palestinian banking system from 1997 to May 2014 amounted to
about ($1023 million)*®, as those profits did not result from investments
in the Palestinian territories but from abroad, where the Palestinian assets
invested abroad are about ($6101 million) and total foreign liabilities
balances on the Palestinian economy are about (54940 million)*’. Thereby,
escaping of funds is frequent with the approval of the Monetary Authority.
Till 2008, investing was abroad, but after 2008, due to local lending policy,
the situation changed. This is why the Monetary Authority reports its
successful local investment policy. The total deposits of the Palestinians in
Gaza Strip came to approximately (53390.3 million) end of 2013, while
it reached ($3131.8 million) end of 2012, and that implies an increase in
the volume of deposits vs. a decline in production and downturn in the
majority of the productive and commercial activities due to closure of the
tunnels in May 2013.18

Il. The impact of the closure of the tunnels on the construction sector in
the Gaza Strip:
The construction sector, particularly in Gaza Strip, is one of the most badly

affected sectors in the Palestinian economy by the blockade and the closure

of tunnels since May 2013, where reports issued by the official Palestinian

authorities in Gaza Strip, indicate that the closure of the tunnels was

accompanied by a significant decline in the construction sector. Number

of workers in the construction sector before closing the tunnels, and while

16 Ayham Abou Ghosh, Profits of banks operating in Palestine since 1997 amounted
to 1.023 billion dollars, economic extension “Hayat wa Souk” in Al-Hayat Al-Jadida
newspaper, 4th year, Issue no”135, May 18,2014

17 The Palestinian Central Bureau of Statistics, The Preliminary Results of the International
Investment Position External Dept Statistics, Third quarter 2013, p.1

18 Palestinian Monetary Authority, Quarterly Statistical bulletin, 4th quarter 2013, Issue
3,p.19

12



the construction materials were available, came to about (30,000) workers
directly and (40,000) workers indirectly (in the industrial and other service
sectors associated with construction). With the closure of the tunnels (100-
70) thousands lost their jobs, an increase in the unemployment rate from
32% to 42% was noted, contributing to the growing deficit in housing units in
Gaza Strip, where the cumulative deficit since 2007 until June 2014 amounted
approximately (40,000) units, and therefore the Gaza Strip will need over the
next ten years an average of (10,000) units annually.

Over the years of siege, not more than 10% of the annual needs of Gaza
Strip crossed the Israeli terminals into the Strip, while the annual growth of
residential units is (5,000) units not including the fully damaged units during
the recent aggression that amounted to (10,000) units. Between 2007 and
2010, no construction materials passed through the tunnels; but since the
beginning of 2011 up to May 2013, the entry of these needs was resumed
with quantities able to fully cover the market, and with relatively low prices
compared to prices of officially imported materials through the Israeli border
crossings, where the difference in prices of smuggled and officially imported
steel was up to 3%, and prices of smuggled cement are less than the imported
by 30%, whereas smuggled gravel and base course prices are considerably
less by 12%, and the difference in housing unit establishing cost between the
smuggled and officially imported is about (18-15%). Following the closure
of tunnels and discontinuing the Qatari Protocol, except for what enters
through the Israeli crossings, the actual needs are as follows: (construction
metal-120,000 tons; cement- 1.6 million tons; gravel and base course- about
4.5 million tons), not mentioning the needs for reconstructing the Gaza Strip
as a result of the “steadfast cliff” aggression in July 2014.

The construction materials entering Gaza through the crossings do not
currently represent more than 10% of the market need, generating a gap
between the actual demand for building materials and the existing supply. In
a study done by the Palestinian Contractors Union in 2014 and prior to the
recent aggression, it’s reported that projects worth $800 million had been
suspended due to lack of construction materials. As a result of the increased
smuggling through tunnels, the Palestinian Authority lost around ($160-200
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million) annually due to smuggling of about one billion dollars just between the
end of 2011 and May 2013, which means that the PA has lost approximately
10-12% of total tax revenues.®

With the closure of the tunnels and the destruction of hundreds of economic
establishments due to Israel’s aggression in July 2014, rates of unemployment
increased further (up to 55%) accompanied with the continuation of the
recession with relatively high inflation rates.?®

Table (1): construction sector indicators in the Gaza Strip in 2014.

Data Ratios and numbers
Number of workers in the construction sector during the period 70-100
2008-2013 in thousands

Annual deficit of housing units in thousands 5

Gaza’s need of housing units currently in thousands 107
Palestinian government (the West Bank) losses due to the 160-200
prevailing phenomenon of tunnels annually in million S

Authority revenue losses of taxes in Gaza Strip because of the 10-12

tunnels annually in %

Amounts currently entering through the Israeli crossings after
May 2013

accounted for 10%

of the market needs

Gazars need of cement annually in tons

2000000-1600000

Gazass need of construction metal annually in tons

1200000-1500000

Gazass need of gravel and base course annually in tons 5000000
The gap in the construction sector between demand and supply 95%
The size of the economic losses as a result of closure of tunnels 500 million S

in Gaza Strip

Source: prepared by researchers based on interview with officials

19 An interview with Nabil Abou Mueilek, chairman of the Palestinian Contractors

Union, 29-09-2014

20 Mariam Al-Shobaki, Expectations of constantly shrinking of the Palestinian economy in
the coming period, Felesteen Online Agency, published 19-09-2014 http://felesteen.ps
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lll. The illegal trade through smuggling tunnels

1. Origin and goals

Historically, border towns represent a haven for both resorted to outlaws or
smugglers, as they are also a haven and a bridge to freedom fighters. Thus,
smuggling tunnels in Rafah in southern Gaza have existed for many years since
1948, and then after the occupation of the Gaza Strip and the West Bank until
the PA establishment in 1994 to this moment. After the withdrawal of the Israeli
occupation from Sinai in 1982, smuggling activities were re-activated and the
phenomenon of secret tunnels emerged for the purposes of smuggling contraband
in general, as well as for resistance necessities.

The first tunnel discovered by the occupation was in 1983, after less than a year
of entering of Camp David Accords between Egypt and Israel into force in 1982,
or the so-called “separation process” by the people of Gaza Strip. However, the
tunnels at that time were extremely limited and the occupation authorities were
trying to control and prevent them as well as destroying the discovered tunnels,
for fear of the flow of weapons to armed resistance factions, especially at the
beginning of the first intifada in 1987.

Tunnels trade before the year 2000 was characterized by drug and gold trafficking
operations, that is contraband that generate huge profits, and has rarely been
used for smuggling arms for resistance purposes. At the beginning of Al-Agsa
Intifada, in the fourth quarter of 2000, the tunnels took another course which is
smuggling arms to the resistance factions?, as this operation increased in number
and expanded in its activity. With the beginning of the intifada the occupation
authorities blew up each uncovered tunnel, which led to the death and the arrest
of dozens who were working in the tunnels. However, this did not prevent working
on tunnels and the resistance factions worked on digging many of the tunnels not
for the purpose of smuggling but also for resistance purposes.

As the withdrawal of the Israeli occupation from the Gaza Strip took place in
September 2005, closures and siege of the Gaza Strip has been intensified in a

21 Ghazi al-Sourani, Rafah’s Tunnels and their Economic, Social and Political Impacts,
Modern Discussion, Issue no” 2495, 14-02-2008, p. 1

15



way that the blockade has become programmed after the Hamas takeover of
the Gaza Strip in June 2007. The aggressive siege prevailed in all aspects of life,
including preventing the import of goods and raw materials, where import has
been confined to a restricted list of basic commodities not exceeding dozens of
food and medical supplies as well as fuel in some cases.

So it was not surprising the regenerating and expanding process of tunnels
construction without any regulations or supervision as a form of challenge to
the blockade, and strengthening the resilience of citizens and relieves besieged
residents of Gaza Strip, counting more than a million and a half. The tunnels have
become to be the main lifeline to the besieged Gaza Strip three years ago, and
is considered the key that keeps Hamas in power, where underground imports,
including food, clothes and fuel, prevents the collapse of Gaza’s economy, as the
phenomenon of the tunnels have become the main source of commodities in
Gaza, despite the catastrophic consequences of the tunnels phenomenon to any
form of productive economy or sustainable development.

2. Tunnels structure and location

The length of the borderline from the western coast to the borders of 1967 in
the east is almost 13 kilometers, but the distance along which the tunnels extend
is approximately 8 kilometers and it stretches from Tal Zourob westward to the
end of the Jeradat area eastward, that is to say to the east of Rafah crossing. This
border area, with its topographic details, is well-known to smugglers - of which
are clans and families brought together by historical ties, interests and kinship- on
both sides of the border. The strong links between the families on the Egyptian
and Palestinian sides of the border area around the tunnels, has provided the
grounds for strong dependency on work in the tunnels.

The number of tunnels has increased from 20 in mid-2007, up to 500 tunnels by
November 2008%. Some have estimated that the number reached 800 tunnels,
whether operating or under construction.?® While the Minister of Economy of

22 Popular Committee Against the Siege (PCAS), 25-11-2008
23 Ziad Jarghon, Has the Phenomenon of Tunnels Become de facto: Information about
the tunnels, Modern Discussion, Issue no”2497, 16-02-2008, p.2
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the Gaza government announced that the number of tunnels has reached 1400
tunnels®, on the other hand the commander of the Egyptian border guards has
announced that they destroyed around 1532 tunnels up to April 24, 2014.%

The length of the tunnels rangers between 200- 1000 meters, and varies in width
from half a meter to 2 meters, with a depth between 8-15 meters beneath the
surface of the ground and sometimes reaches 30 meters under the ground. Some
tunnels are designed in a storey system in a way that a tunnel at a depth of 8
meters is on top of another tunnel at a depth of 15 meters, and a third one is at a
depth of 20 meters. Digging a tunnel costs between $70-100 thousand depending
on the length of the tunnel (the cost per square meter per $100).%

Usually, more than one partner gets involved in the tunnel trade that is managed
via stocks. Due to intensification of the siege, the larger the list of smuggled
materials and goods of various kinds, the higher the profits. Various types of fuel
enter through the tunnels with the exception of gas where several attempts for
its entry failed though it’s the only strategic goods that are sold at half the price
compared to that coming from Israel, in addition to tobacco (i.e., the price of gas
cylinder -if could be smuggled through the tunnels will be sold for less than the
official price of that imported through Israeli crossings). The rest of the goods are
sold at high prices, while no material or goods are exported from Gaza to Egypt
and abroad, such as (flowers, vegetables and other goods) which means that the
economy of Gaza is a consumer economy, and money is going in one direction
only to meet the import bill; in other words, the tunnels are smuggling goods
from the Egyptian side and exports money from the Palestinian side.

Starting with September 2008, the Rafah municipality began to collect fees from
tunnel owners under the name of business activity across the border or as some
name it “the Ministry of ground crossings”. The owner of each tunnel pays an
amount of ten thousand NIS or $2600 as a license fee, so those who don’t pay

24 A dialogue with the Minister of Economy of Gaza Government “Ala’ al-Rafati, Watan
Agency, 17-12-2013 http://www.elwatannews.com/news/details/373948

25 Press conference of the commander of Egyptian border guards, Sky News Arabia,
24-04-2014 , www.skynewsarabia.com

26 Ziad Jarghon, Has the Phenomenon of Tunnels Become de facto: Information about
the tunnels, Modern Discussion, Issue no”2497, 16-02-2008, p.2
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are prevented from continuing digging their tunnels, while operating tunnels get
closed. The electric power company imposes electricity subscription fees for each
tunnel, the tunnel now all need power line, and electricity subscription fees for
each tunnel, starting at1,000 NIS and up to 3,000 shekels, or about $800.

3. Risks and dangers

Tunnels’ owners are young people between 25 - 40 years, motivated by quick
profits, and mostly tend to either belong or sympathize with Hamas. More than
12,000 laborers are working in the tunnels, added to them those working in trade
or transport and distribution; which adds up to 15,000, most of them are from the
town of Rafah and Khan Younis.?”

The increasing number of tunnels workers from Rafah has led to a decline in the
unemployment rate in Rafah to less than 20% compared to 50% in the rest of
the Gaza Strip.%® Although the tunnels play a role in mitigating the impact of the
siege, Gazans call them “death tunnels” due to number of young tunnel- diggers
or workers, who lose their lives every month in these tunnels.

In spite of the risks associated with working in the tunnels, this work continues
because of the need and high percentage of unemployment, as the demand for
labor in the tunnels is increasing. Many workers say that they felt like in a tomb
inside the tunnel and they expect to die at any moment, while the risks increase
because of tight tunnels and lack of ventilation which, but eventually -they say-
they are forced to work in tunnels to be able to sustain their families in these
difficult circumstances®. Wages paid to these workers vary between NIS 30 and
200 depending on the region in which they work and risk levels, as some of them
are exposed to death, yet are back again to work due to lack of job opportunities.
In light of the increasing incidences of death, the necessity to rationalize and
organize work in the tunnels emerges on the basis of preserving the lives of
people, where tunnels trade have led to the emergence of a new wealthy class®.

27 Abla Abou Elbe, Tunnels Economy in Gaza, 20-12-2008

28 Ghazi al-Sourani, workshop on the tunnels in Gaza and their economic, social and
political impacts, Modern Discussion, Issue no” 2495, 14-12-2008, p.2

29 Mohammad al-Jamal, The Other Face of the Tunnels in Rafah: Risks that Threaten the
social fabric and hinder economic development, Al Ayyam newspaper, 25-01-2010

30 Wisam Fathi, Death Tunnels and daily death incidents, whose responsibility?, Allttijah
al Demokrati newspaper, 02-08-2009, p. 2
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Some describe the death tunnel, saying: (hundreds of tunnels deployed on the
border, hundreds of young men waiting to get involved in the game ... write your
will, you are facing the unknown, but this is the land that you loved, roll up your
shirt sleeves, and be a man, you are now at a depth of 20 meters in the land of
Gaza, trust in God and finish your shift ... 12 hours in hell, but remember that
hungry mouths awaiting you. Here, death is merciful and quick ... No pain... No
white phosphorus ... nor Israeli soldiers who might use you as a human shield,
it’s neither a prison here nor jail; here is God and the darkness of the tunnel and
breathing slowly till you die).

4. Smuggled goods and prices

It’s not possible to speak about the tunnels and not mentioning them as a way to
supply the resistance with weapons in earlier and later stage, and as the only port
to provide Gazans with essential commodities they need in the current situation
of the siege (Israel has prevented the import of more than 9,000 items).

In the meantime, the goods imported through tunnels, invade the Palestinian
local market, including all kinds of food, clothing, home furnishing, and other
items that Gazans are forced to purchase despite their low quality and high prices.

The most important commodities smuggled through tunnels are detergents, food,
generators, bicycles, spare parts for cars, plumbing tools, shoes, baby clothes,
cement, veterinary pharmaceuticals, cigarettes, gas cylinders, calves, and some
other animals, as the tunnels have become the major source for the entry of fuel
to Gaza Strip under siege. Where there are about 12 tunnels used to import fuel,
with an average of 20,000 liters per tunnel daily. Cement is imported through 6
tunnels at a rate of 30-35 tons per day, not to mention that these tunnels have been
used for the passage of some people who were not able to enter the Palestinian
territories due to the closure of border crossings, especially that of Rafah.®

31 Atta Manna’, The Memoire of a corrupted person-tunnels-2nd paper, Tuesday, 01-12-2009

32 Ghazi al-Sourani, workshop on the tunnels in Gaza and their economic, social and
political impacts, Modern Discussion, Issue no” 2495, 14-12-2008, p.2

33 Walid Abou Amra, Tunnels Trade and Impacts on the Palestinian Economy, a BA
graduate research, Al Azhar University, 2009, p. 26
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Besides the low quality, there’s no control on prices that have been rising steadily.
This includes the prices of essential goods, such as lentils, legumes, oils and fruits,
canned food, clothes, and shoes.3*

Finally, traders attribute high prices to the greed of Egyptian smugglers and
dealers, as some claim that the Egyptian traders take advantage of the situation,
in the sense of the saying “you’ve got the money and we’ve got the goods...
So, you have to buy our goods no matter what are the prices”. Some say that
the reason for high prices is the difficulties endured to access the tunnels and
transport goods, as the traders risk confiscating of goods and therefore they try
to compensate for the loss for the next time.

V. Trade tunnels: a bitter harvest

Since its establishment in 2007, the phenomenon of tunnels has raised an
extensive debate among economists who have called for years to shut down the
tunnels or control them with the strategic vision to serve the economic interests
and provide support to the people of Gaza. Despite warnings by economists
regarding the tunnels, as a hidden and illusory economy, the government in Gaza
defended it in light of the growing political divide and Israeli siege.

1. The advantages of tunnels: a partial solution to the humanitarian problem.

Although the tunnels economy is a non-productive and distorted economy, but
it contributed to partially relieving the humanitarian hardship that Gaza Strip
suffers, especially in regard to the provision of basic and essential low-priced
goods, despite the low quality and high prices charged. The most important
advantages of tunnels can be summarized as follows:

e Tunnels are a source of providing weapons to resistance, and to improve
the quality and quantity of arms. They help reducing the unjust siege, even
though this is very limited.

e They provide some goods, such as fuel, at lower prices - less than half the
price of those brought from Israel, in addition to the provision of unavailable
goods upon request.

34 Ghazi al-Sourani, workshop on the tunnels in Gaza and their economic, social and
political impacts, Modern Discussion, Issue no” 2465, 14-12-2009, p.4
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e The tunnels have become an income source for those working there, as the
beneficiaries (owners, operators and workers) are about 15,000 workers,
despite the risks. The tunnels helped to reduce the unemployment rate,
especially in the city of Rafah, noting that the work in the tunnels cannot
be considered a productive activity.

e Tunnels represent a temporary way out to secure some of the necessary
-and unnecessary - goods for the Gaza Strip.

e The increasing rate of economic growth in the tunnels, especially during
2010-2013, although this growth is unreal and is a result of the growing
construction sector due to the availability of cement and building materials
and low prices compared to their prices before 2007.

2. The disadvantages of tunnels: Dutch disease effects

The Palestinian economy, in Gaza particularly, is still suffering growing economic
and social problems. Over the past twenty years it has been affected by the Dutch
disease effect. Dutch disease, is the name of the state of laziness and functional
inaction that beset Dutch people in the period 1900-1950 after the discovery of
oil in the North Sea, where consumer luxury spending increased, where after the
depletion of oil wells unemployment and poverty rates increased. The economist
Joseph Stigletz , a Nobel prize winner award, points out that “after the discovery
of the generous natural resources, Netherlands found itself plagued with
growing unemployment and workforce disability”. This problem aggravated in
the Netherlands due to the increased local currency exchange rates, followed by
the local market’s inability to meet local market needs and to compete in foreign
markets. Imports prices became less than those of local goods, which implies an
increase in imports and a decline in the productive activities resulting in a growing

“non-manufacturing” society.

In the Palestinian context, nor wealth neither natural resources are available,
which means that the Dutch disease is manifested in completely different forms.
During the period 2009-2013, the above mentioned disease emerged in Gaza
due to the prevailing phenomenon of tunnels, monopoly and exploitation, where
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tunnels owners and traders had control over prices and the entry of most of the
basic needs of the Gaza Strip, accompanied by the accumulation of wealth and
money investment in non-productive projects such as real estate, consumer malls,
tourism and other, leading to inclined prices and high unemployment and poverty
rates where unemployment rates recorded around 50%, poverty - 22%. Despite
the importance of the tunnels (a necessary evil) as a solution of a humanitarian
crisis providing basic goods at low prices, closing them might be devastating.

The most important disadvantages of tunnels are highlighted as follows:

¢ They have turned the Gaza Strip into just a consumer market where no
material or item is exported through the tunnels.

e They led to the decline in the outcome of the Palestinian Authority of tax
revenues (clearing) for the benefit of dozens of smugglers and traders, as
well as inconsistencies in the tax policy between Gaza and West Bank.

e The increase in smuggling through tunnels and the high number of tunnels
and their diversity in length and width went along with encouragement by
officials in Gaza and the calls for opening a free trade zone and heading
south towards Egypt in light of the political divide, which is in line with
Israel’s policy to get rid of their responsibilities towards Gaza and separating
it from the West Bank.

e They weakened the national economy, as they led to a decline in agriculture
and industry versus the absence of production in favor of consumption. This
is evident through the distortion in consumption patterns in Gaza including
the growing demand on modern cars and some luxury goods that deplete
savings.

e Tunnels reduced pressure on Israel to open the crossings and lifting the
siege. Israel is working through gradual attempts to get rid of the Gaza
Strip and shedding the burden on Egypt, disclaiming its responsibility as an
occupying state, and finally separating Gaza from West Bank and Jerusalem.

e Tunnels became a threat to lives of young employees as the number of
dead people reached 232 up to May 2013 due to the lack of safety means
and of rescue equipments.
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High prices of goods and materials that are being smuggled, and this is due
to the greed of tunnels merchants and owners, not to mention the fees and
taxes imposed by the Hamas dissolved government.

Lack of control over the goods to prevent monopoly and high prices, where
markets have become saturated with goods, but the vast majority of
citizens are unable to purchase as a result of soaring prices.

The tunnels phenomenon became a permanently straining factor in the
relationship with Egypt, as Egypt overlooks smuggling, while destroys some
of the tunnels, adjusts and confiscates goods, and arrests the smugglers.

They deepened the isolation of Gaza Strip from the outside world in
the absence of an inclusive national developmental plan, in light of the
international and Arab’s silence towards the siege.

Deepened the political division and separation from the West Bank, which
contributes to dismantling the social fabric and national identity.

The tunnels have become a major tool of exploitation and monopoly and
illegal black wealth among beneficiaries.

The emergence of a new rich class, lords of the tunnels, of more than 2,000
people, whose wealth amount to millions and who became owners of land,
villas and modern cars. On the other hand, the gap between the rich and
the poor has become wider due to high prices of goods and services, mostly
apartments rents.

V. The role of the government in Gaza

When addressing the fiscal policy followed by the government of Gaza, its

dependence on the tunnels is significant. The tunnels, over seven years, has

created kind of mistrust among citizens in Gaza due to fiscal policies applied

in Gaza, some of which is the absence of control on tunnels, imposed taxes on

imported goods and on fuel, overlooking exploitation and monopoly, especially

the rise in land and property prices, during 2011-2012 in particular, where prices

rose high up in such a way that did not reflect the true value such as the rise in
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the prices of unfinished apartments in the Rimal neighborhood up to $130,000,
where the average price per meter of apartmentsis about $300. This phenomenon
affected the living conditions of the majority of Palestinian families and resulted
in the decline in the age of marriage and high rates of spinsterhood in addition to
the low standards of living.

V. Conclusion

In conclusion, the study suggests to build a productive economy based on
maximizing local resources by supporting agriculture and industry. An overall
development in all areas of Gaza is recommended, including the development
of densely populated camps through the construction of small projects within
those camps to overcome the difficulties experienced by the citizens of Gaza, and
making efforts to raise health, education and vocational training levels.
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Appendix: field interview questions

The main question is: To what extent the closure of the tunnels affected
the construction sector in Gaza Strip?

Interview questions:

30

. What is Gaza’s annual need of construction materials and accessories?

What are the quantities of building materials and supplies that enter the

Gaza Strip through Israeli crossings?

Gaza Strip suffers a shortage of housing units, how many are these units?
How many housing units does Gaza Strip need annually to reduce the

deficit?

. What are the quantities of materials and supplies for construction that

have entered the Gaza Strip during the period of operation of the tunnels
between 2007- 2013? Could the entry of these quantities confine the

nature of the problem?

. What are the quantities of materials and construction supplies needed

in the Gaza Strip after the closure of the tunnels by the Arab Republic of

Egypt?

What are the direct and indirect economic losses suffered by the

construction sector due to the closure of the tunnels?

What is the number of workers who entered the labor market, particularly
in the construction sector, during the operation of the tunnels? After the
closure, what is the number of those who were out of the labor market in
the Gaza Strip, and what are the closure’s implications on the economic

and social reality in the Gaza Strip?



8. After closing the tunnels and preventing the entry of construction materials
and accessories: Are the quantities that enter through Israeli crossings

sufficient OR the Gaza Strip is having a chronic shortage of these materials?

9. Regarding construction materials and supplies: What is the price
difference between the goods smuggled from Egypt, and those officially
entered through the crossings per single housing unit?

10.Is it possible to identify the size of the loss of the Palestinian Authority’s
budget as a result of declining tax revenues, well-known under the name
“set-off”, due to smuggling south towards the Arab Republic of Egypt during
the period of the tunnels? What is the percentage of this loss out of the

total Palestinian revenue?

11.Unofficial reports record the annual size of smuggling of about 1000-800
million S. What is the size of trade of construction materials and supplies

out of the total size of occurring smuggling?

12.As a result of the continued closure of the tunnels and crossings, what are

the gap values in the construction sector and how wide is it?

13.In order to return to the normal position before the Israeli siege imposed

on the Gaza Strip, how many trucks does the Gaza Strip need per day?

14.In light of the economic recession and the slowdown in economic activities
and the rise in unemployment in Gaza Strip to high rates as a result of the
closure of the tunnels: Is there a potential decline in the prices of land and
real estate and what are the approximate rates of decline in apartment

prices?
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15.In light of siege and closure, is there a plan to reduce the housing crisis in

the Gaza Strip?

16.Economically, what is the percentage that the construction sector accounts
of the GDP and of its ability to absorb the labor force, and what is the

added value of this activity after seven years of operating tunnels?

17.Land and real estate sector has witnessed a remarkable increase in the
period 2010 -2013. What is the main reason for this increase? What are the

rates of this rise every year?

18.With the relatively highly growing population in the Gaza Strip that
amounts to more than 3% along with the siege and closure crisis: What will
be the size of the deficit in housing units over the next five years, assuming

that the situation will remain as it is?

19. Can you outline possible scenarios for the next phase with regard to the
deficit crisis in the housing units? For example, in light of the successful
path of the government of national consensus, lifting the siege, and
pumping billions into the Palestinian economy, the establishment of the
desired independent state on the borders of 4th of June 1967, establishing
a harbor, and gas extraction from Gaza’s sea estimating benefits of four

billion US S?

20. To what extent is it possible the success of a market for mortgage finance
in Gaza Strip? Is the Palestinian government capable of constructing
residential cities in all governorates of Gaza Strip to reduce the housing
crisis and selling housing units in installments and cost prices through a
specific long-term policy, and how much will the value of these projects

be and what is its time ceiling?
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