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A street in Hebron, Occupied Palestinian Territory (OPT), which is part of what used to be the largest market in the region is now abandoned, because Israel does not allow most of the shops in this market to be reopened. Israel also closed most of the market’s entrances by placing concrete and fences, as is shown in this picture. Since these Israeli policies have drastically decreased the number of customers, many other shop owners had to close their shops as well. 

Abstract

This research is about the benefits of the occupation for the Israeli economy. First, a historic overview of the situation in the Occupied Palestinian Territory (OPT) is given. Than, Palestinian economic dependency on Israel is discussed. In the next chapter the effect of foreign aid to the Palestinians on the Israeli economy is examined. In the fourth chapter the construction of the Gaza Seaport is used as an example of how aid contributes to the Israeli economy. In chapter five foreign aid to Israel is discussed, while in chapter six an estimation of total Israeli benefits is made. 
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1. Introduction
During the 1967 Middle East War Israel occupied the West Bank, which was under Jordanian control, the Gaza Strip and Sinai Peninsula, which were under Egyptian control, and the Golan Heights, which belonged to Syria. It also annexed Jerusalem, which was under international control.
 After the 1967 Middle East War Israel had the choice either to integrate the newly occupied territories of the West Bank and the Gaza Strip or to preserve the border, the so-called Green Line.
 Integration would mean that political as well as economic borders would be erased resulting in one political and economic unit. Preservation of the borders could lead to two politically and economically sovereign units. Since the 1967 Middle East War, Israel prevented the preservation of the borders, i.e. prevented the Palestinians from creating their own politically and economically sovereign state next to the State of Israel, while at the same time ruling out the integration of the Occupied Palestinian Territory (OPT) into the State of Israel. As Usher describes it: 

Israel’s main aim was to disintegrate Palestinian society in the Occupied Territories. (…) Combined with military rule, it was supposed to create such levels of political, social, and economic dependency on Israel that the bases of an independent Palestinian political and economic sovereignty would be annulled and, with them, all aspirations to national independence.

Shortly after the war, economic transactions between the OPT and Israel were not facing any type of boundaries anymore: both labor and goods could flow freely from the OPT to Israel and vice versa. At the same time Israel started to control the external borders of the OPT. A customs union was created, which de facto meant that Israel designed both internal and external economic policy without negotiation with or consultation of the Palestinians. These economic policies were designed to “serve Israeli political, military and economic interests as perceived at the time.”
 For instance, revenues from import taxes went fully to the Israeli government. Another example is that the government of Israel stimulated Palestinian farmers to produce certain crops, while restricting the export of these crops from the OPT a few years later.
 Clearly, this reduced the income of Palestinian farmers, which affected the Palestinian economy in a negative way. From the beginning of the occupation Israel did its best to prevent the Palestinians from creating an independent and self-sufficient economy. 

Some Israelis thought that economic prosperity would decrease Palestinian opposition towards Israel,
 while others feared competition from Palestinian firms. The fear resulted in strict Israeli control of Palestinian firms. In order to create a new business, Palestinian entrepreneurs needed all sorts of permission from the Israeli government, while their Israeli colleagues could start any company whenever they wanted. Every Palestinian request for permission to create a business that could compete with an Israeli company was rejected.
 Israeli policies had a negative effect on the Palestinian economy. Production in the OPT was and still is relatively low, which results in Palestinians depending on imports and aid for their basic needs. 

By making it hard for the Palestinian economy to develop as well as by imposing all kinds of sanctions and closures on the Palestinians and their economy Israel made a large share of the Palestinians (especially those living in the Gaza Strip) dependent on development/humanitarian aid. This aid appears to be something of which Israel benefits.
 Due to the fact that there is a customs union between the OPT and Israel, trade in goods and services between the areas is free of customs, while goods imported to either the OPT or Israel from outside the customs union are subject to import taxes, which are under Israeli control.
  Israel decides how much money is paid at the border to import any type of goods. Humanitarian aid comes in goods while development aid can come both in goods and in money. Donors wanting to send goods to the OPT and Palestinians buying goods with money received as development aid have two choices: they either buy the goods outside the customs union and import them to the OPT, thus paying import taxes to Israel, or they buy them in Israel and do not pay import taxes.
 In both ways Israel benefits, either by increased government revenue or by increased revenue of its companies.  Foreign aid to Palestinians not only relieves Israel from its obligations as an occupier under international law, it has also converted the Palestinians into a “nation of consumers who are unable to produce and unable to compete with the Israeli economy.”
 

Finally, Israel receives billions of US dollars of aid every year. According to Hever
 this aid mainly comes from Jewish communities around the world, the US (mainly military) and from compensation payments for the holocaust. 

The aim of this research is to find out how and how much the Israeli economy benefits from the ongoing occupation. The main focus is on international aid and Israel’s economic policy towards it. 

2. Palestinian economic dependency on Israel

As described in the introduction, shortly after the 1967 Middle East War, many economic boundaries for transactions between the OPT and Israel collapsed: both labor and goods could flow freely from the OPT to Israel and vice versa. At the same time Israel imposed a customs union and started to control the external borders of the OPT. These economic policies were designed to “serve Israeli political, military and economic interests as perceived at the time.”
 Furthermore, there was no agreement on who would receive which share of tariff revenues.
 

In the 1990s the Oslo Accords resulted in a customs union that was no longer imposed on the OPT by Israel, but one that was mutually agreed upon.
 The economic protocol of the Oslo Accords, the Paris Protocol, gives the Palestinian Authority (PA) “all powers and responsibilities in the sphere of import and customs policy and procedures”
 with regard to certain goods and limited to certain quantities. The Israeli government has powers over the rest, meaning the vast majority of products. The way in which the economic relations between the OPT and Israel are stipulated in the Paris Protocol demonstrates that the OPT has a dependent position. This chapter will outline how the Palestinian economy is not only dependent on Israel de jure because of the Paris Protocol, but also de facto.

2.1. Palestinian trade with Israel

Although the PA has free trade relations with the European Union (EU), European Free Trade Agreement (EFTA), the United States (US), Canada and Turkey, and the Arab League agreed to a preferential treatment of Palestinian products in 2004, approximately 90% of Palestinian exports go to Israel. Imports from Israel represent an increasing share of total imports to the OPT and reached around 80% in 2008. The share of the total trade deficit that represents trade with Israel is also increasing and was around 80% in 2008 (see figure 2.2). 

After the establishment of the PA one of its objectives was to enhance tax revenue. Economic power in the OPT was centralized in the PA. This led to corruption and monopolization of imports. Certain (mainly Israeli) companies were able to close deals with PA and Israeli officials in order to drastically increase their market shares and profits. Both Israelis involved in politics and Israelis involved in business thus profited from the construction of the PA and its monopolistic deals.

2.1.1. The Gaza Strip

Before further discussing Palestinian trade with Israel a clarification on the situation in the Gaza Strip is needed. Before the Oslo Peace Process of the 1990s a relatively free movement of goods and people between the Gaza Strip and the West Bank existed. After Oslo trade barriers between the Gaza Strip and the West Bank increased. In 1996 a new regulation was adopted which stated that no trucks were allowed to travel between both territories any longer. Hence, Israeli trucks had to be used for transport between the two. Furthermore, discriminatory border policies strongly favor Israeli producers over their Palestinian competitors.
 The Gaza Strip is surrounded by walls, fences and the sea. Since the Israeli withdrawal from the Gaza Strip, land borders with Israel are closed. 

Until the Israeli withdrawal from the Gaza Strip the border between Egypt and the Gaza Strip at Rafah was controlled by Israel. After this withdrawal the PA officially controls the border at the Palestinian side. It was, however, agreed upon that through surveillance cameras Israel observes the border crossing and that the European Union monitored the border.
 After seven months, when the Israel soldier Gilad Shalit was abducted, Israel closed the Rafah border for security reasons. After Hamas was democratically elected and took over control of the Gaza Strip Israel froze the Crossings Agreement and Egypt closed the border because it was not possible to implement this Agreement any longer.
 

For years all Gaza borders are open in a very limited fashion and on a random basis. Only a limited number of trucks is allowed to enter the Gaza Strip daily. As a result basic commodities such as food and medication are insufficient for the more than 1.5 million inhabitants of the Gaza Strip. Many construction materials are not allowed to be imported in the Gaza Strip, hence most of the buildings and infrastructure that have been destroyed during Israel’s 2008-2009 Gaza Attack have still not be rehabilitated. 

Gaza does not have its own seaport, because Israel makes construction of such a port impossible. Furthermore, Israel controls the Gaza Strip’s coastal waters and makes sure no goods or people enter or exit the Gaza Strip via sea. 

Furthermore, Israel controls water supply in Israel and the OPT. Any Israeli has many times more drinking water at her/his disposal than any Palestinian. As a consequence people living in Gaza are literally drinking the sea, let alone that enough water is available to cultivate land in order to be self-sufficient. 

Smuggling food and medicine into Gaza through tunnels seems the only way out. Such goods are expensive and are therefore only available to a select few. So, since hardly any goods can go in or out of the Gaza Strip, there is no economy inside this area but only foreign assistance.
 As a result of this piteous situation there is hardly any trade to and from the Gaza Strip, the only basic commodities to be found are provided for by the international community. 

Figure 2.1 Exports from the West Bank and Gaza Strip (in million US dollars)
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2.1.2 The West Bank

Since Israel occupied the West Bank in 1967 it completely controls all borders of the territory. Trade between the West Bank and Jordan is regulated by Israel. Starting from the creation of the PA, between the West Bank and Jordan customs have to be cleared three times, because goods and papers have to be checked by Palestinians, Israelis and Jordanians. All sorts of movement restrictions hamper transport of goods and people within the West Bank. These movement restrictions also negatively influence foreign trade. Between the West Bank and Israel there are only two entities controlling trade: a Palestinian and an Israeli one. Although many movement restrictions apply to the West Bank and borders are strictly controlled, the West Bank is – more than the Gaza Strip – able to trade with countries such as Israel and Jordan. As is shown in figure 2.1 exports from the Gaza Strip are much lower than those from the West Bank.
 

2.1.3. Gravity equation

The aggregate trade between two countries can be determined by a gravity equation. Tinbergen
 was one of the first to write about this theory. According to this theory in its simplest form aggregate trade between two countries is proportionally dependent on the product of the size of the economies of both trade partners, as calculated by their respective gross domestic products. So, the larger the gross domestic product (GDP) of either or both trade partners, the more the two countries trade. Also, countries of similar size trade more with each other. 

When comparing the size of the economy of the OPT with that of its neighbors (Israel, Jordan and Egypt), as shown in figure 2.2, we see that Palestinian gross national income (GNI) is of a size similar to Jordan’s GDP and much smaller than GDP of both Israel and Egypt. While the gravity equation models generally use GDP to estimate the size of an economy, for the OPT GNI is used. GNI is a better means to measure the size of the Palestinian economy because GNI also includes income sources from abroad, such as budget support for the PA and salaries paid to Palestinians working in Israel, which are not included in GDP. So, if the simple form of the gravity equation model is correct, in this particular situation the OPT would trade relatively much with Jordan, because their economies are of a similar size. However, because the economies of Egypt and Israel are larger it follows from the above that there would be more aggregate trade between the OPT on one hand and Egypt or Israel on the other hand.

Figure 2.2 GDP/GNI (in million US dollars)
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The Palestinian Central Bureau of Statistics (PCBS) provides only aggregate trade data and data regarding trade between the OPT and Israel. Unfortunately, it does not specify Palestinian trade with other countries. Figure 2.3 shows Palestinian trade with Israel. It is clear from this figure that the OPT imports much more from Israel than it exports to Israel. Hence, the OPT has a trade deficit of over 1 billion US dollars every year in the period 2000-2008 (except for 2002). In figure 2.4 imports from, exports to, and the trade deficit with Israel are shown as a percentage of total imports, exports and trade deficit of the OPT respectively. This figure will be discussed into more detail in section 2.2. For now it suffices to notice that in the period 2000-2008 trade with Israel counted for more than 50% of total Palestinian trade, for the three factors measured. In 2006, 2007 and 2008 trade with Israel represented even more than 70% of the total of the respective indicators. 

According to the simplest gravity equation model the lion’s share of Palestinian trade should be with the country with the highest GDP, which is the US. But, as is shown above, Israel, whose economy is much smaller than that of the US, is the OPT’s major trading partner. Thus, for the OPT – as for many other countries – the gravity equation model in its simplest form does not perform well. 

Figure 2.3 Palestinian trade with Israel (in million US dollars)
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The simplest version of the gravity equation model is of course not very realistic. It does, for instance, not take transport costs into account. A better gravity equation model considers both the volume of the economies and the distance between them. The latter can be physical, and political, cultural or social.
 Physical distance depends on things such as the presence of mountains and (accessible) infrastructure, whereas political, cultural or social distance will be influenced by the existence of conflicts and trade embargos. Empirical research has often shown that a (strong) negative correlation between the distance between two countries and the aggregate trade flows among them exists.
 

Figure 2.4 Trade with Israel as a percentage of total Palestinian trade
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The Gaza Strip borders with Israel to the north and east and with Egypt to the south, while the West Bank borders with Israel to the north, east, and south and with Jordan to the east. Between the West Bank and Jordan flows the Jordan River and lies part of the Dead Sea. The Jordan River is a narrow river getting narrower every year,
 which makes it easy to build and use bridges. The Jordan River could, therefore, not be seen as a (large) physical obstacle to trade between the West Bank and Jordan. Thus, when only taking physical distance into account, the OPT’s main trading partners should be Israel, Egypt and Jordan.
 Although the occupied Golan Heights
 are in between, even Syria and Lebanon could be among the main trading partners of the Palestinians, because also these two countries are relatively close by. One would, thus, expect that when taking (only) physical distance into account these three (or five) countries would account for (more or less) a similar share of Palestinian trade. It is not unlikely that in a normal situation trade between the OPT and its Arab neighbors would be relatively large, because people in the OPT and its Arab neighboring countries speak Arabic, while in Israel people speak Hebrew. Speaking the same language makes trading easier, while the same product labels can be used. As is shown in figure 2.4, with Israel representing over 50% and in the most recent years even over 70% of all trade indicators, this is certainly not the case. 

As explained above, distance in the sense of the gravity equation model does not only depend on physical distance, but also on political, cultural or social distance. This is where a large part of the difference between Israel as a trading partner on one hand and Egypt and Jordan (and Lebanon and Syria) on the other hand comes from. To begin with, borders form an obstacle to trade. As described above, the OPT and Israel form a customs union, meaning that regarding trade there is supposed to be no border between the two entities. No other countries or entities are member of this customs union. There are borders between the West Bank and Jordan and between the Gaza Strip and Egypt. Clearing customs at borders generally takes time, which costs money and therefore makes trade less attractive. 

The situation in the OPT and Israel differs from that of most other countries. When looking at how the Green Line
 is drawn the West Bank borders Jordan (with the Jordan river as a natural border in between), but de facto this is not the case. As the occupying power, Israel has declared the Jordan Valley
 “military area”/“area C”,
 meaning that Israel controls this section. Israel thus controls the only border between the West Bank and Jordan and the only border crossing that is still being used today. This results in three entities (Palestinian, Israeli and Jordanian) checking goods that are traded between the West Bank and Jordan, which causes extra time at the border and makes trade between the OPT and Jordan more costly and less attractive. 

Although the border between the Gaza Strip and Egypt is not officially controlled by Israel, Israel has much influence on what and who passes this border and more importantly what and who does not. As explained above, there is hardly any trade to and from the Gaza Strip, due to mainly Israeli but also Egyptian policy. 

Moreover, Israel does not allow the creation of a Palestinian currency or a Palestinian central bank.
 When Israel occupied the OPT it enforced its own currency on the territories it occupied. As a result the NIS is still used as official currency in the OPT. Because the same currency is used, no risk in exchange rate fluctuations exists. The use of different currencies by different trade partners is generally considered to be an obstacle to trade because it is a factor of uncertainty. Thus, also this Israeli policy makes it more difficult and less attractive for Palestinians to trade with Jordan than with Israel. 

Furthermore, the Palestinian population is generally very highly educated, healthy and sophisticated, while it borders a sea and its neighbors are not conflict areas, such as Somalia, or countries with trade embargoes, such as North Korea. The OPT should, therefore, be able to do good business with its neighbors and other countries.
 But the occupation and its accompanying policies make this barely possible. 

Whereas aggregate trade flows between the OPT and Israel result in a trade deficit of the OPT, between 2000 and 2008 the OPT had a trade surplus with Israel in the services sector.
 Even though it is not easy for Palestinians to obtain a permit to work in Israel there are still quite a few Palestinians working in Israel, while there are basically no Israelis working in Palestinian Territory.
 Furthermore, Palestinian labor is cheaper than Israeli labor while Israeli laborers generally have better rights than Palestinian workers, so that for Israeli companies it can be advantageous to hire Palestinians rather than Israelis. 

What is also remarkable is that even during the Second Intifada the majority of Palestinian trade was with Israel. Almost 90% of Palestinian exports went to Israel, approximately 55% of Palestinian imports came from Israel, and over 70% of the Palestinian trade deficit was with Israel. According to the gravity equation model conflict situations increase distance and therefore decrease trade. Although trade with Israel did decrease as a consequence of the Second Intifada, the OPT was still for the lion’s share of its trade dependent on Israel and was not able to substitute trade with Israel with trade with, for instance, Jordan. 

This thus shows that in its international trade, the OPT is very dependent on the Israeli economy. 

2.2. Measuring Palestinian economic dependency

A good estimate for how deeply the Palestinian economy is actually dependent on the Israeli economy can be achieved through a simple calculation: measuring the Palestinian trade deficit with Israel as a percentage of Palestinian GNI.
 This shows how much of what is earned by Palestinians ends up in the Israeli economy. The results are shown in figure 2.5. 

Figure 2.5 Palestinian trade deficit as a percentage of Palestinian GNI
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Palestinian Central Bureau of Statistics (PCBS) trade data are used to calculate the Palestinian trade deficit with Israel. Palestinian GNI data are also obtained from the PCBS.
 GNI is used rather than GDP because – as explained above – GNI also includes income from sources abroad, which are not included in GDP. So, GNI provides a more complete overview of the Palestinian economy than GDP does.
 The trade deficit is used because that shows the difference in the money flows from the Palestinian economy to the Israeli economy and vice versa.
 It should also be noted that the PCBS data exclude East Jerusalem, which creates a significant distortion because East Jerusalem is the city with the highest per-capita income in the OPT.
 Furthermore, because of the complex nature of the occupation, many transactions between Israelis and Palestinians are not registered and not recorded by the central bureaus of statistics. Things like Israelis who shop or buy services in the West Bank, and Palestinian workers in Israel who spend money in Israel while they are there are not included in the calculation, and could alter the figures. Nevertheless, the figures from the Palestinian Central Bureau of Statistics can serve as an approximation of the dependency levels.

2.3. Changes in Palestinian economic dependency 

Figure 2.5 shows that Palestinian dependency on the Israeli economy increased by 52% between 2000 and 2008. In this paragraph changes in Palestinian economic dependency on Israel will be described by year. 

Figure 2.5 also shows that after the year 2000 dependency decreased. On the eve of the Second Intifada, which started at the end of 2000, Israel used economic pressure to hurt the Palestinians. One of these means of pressure by the Israeli government was the imposition of different sorts of distortions in the OPT, such as the closure of borders, curfews and checkpoints. Another way to hurt the OPT economically was issuing only a vastly reduced amount of working permits for Palestinians to work in Israel and the Israeli settlements. Because many Palestinians were economically dependent on jobs in Israel, this affected the income of many Palestinian families as well as Palestinian GNI. The only way in which Palestinians could hurt the Israeli economy was through military attacks, which caused a recession in Israel. 

As a result of these hostilities, both economies were damaged, be it that the Israeli economy was not affected as badly as the economy of the OPT. According to Arnon, Israeli GNP was damaged by 8% during a three-year recession.
 This means that without the Second Intifada, Israeli GNP would have been 8% higher than it was in reality. According to the Israeli Ministry of Finance in 1999 a new business cycle started.
 Thus, from that year on there was supposed to be an increase in the annual GDP growth rate. It follows from figure 2.6 that in 2000 economic growth indeed increased again after the growth rate had been decreasing since 1998. In the West Bank and Gaza Strip, poverty and unemployment increased drastically.
 

Figure 2.6 Annual growth in Palestinian GNI and Israeli GDP
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Between 1999 and 2002 Palestinian GNI decreased by 34%. In the period 1994-1999 the average annual increase in GNI was about 9%. If this growth had continued until 2002, GNI would have reached almost 7 billion US dollars in 2002. This means that the Israeli attacks on the Palestinian economy actually resulted in a GNI that was 49% lower than without the Intifada. Even if a more modest growth rate of 4% per year is assumed, actual GNI is 41% lower than it would have been without the Intifada.
 Although figure 2.6 shows that annual growth in Palestinian GNI started to decrease already in 1998, the missing income of about 50% between 1999 and 2002 was at least not completely caused by the normal business cycle. It follows from figure 2.6 that Palestinian GNI was very volatile ever since data are available. A year of decreased growth in GNI was often followed by a year of increased growth. Business cycles were very short and economic growth depended very much on politics. Furthermore, growth in Palestinian income generally moved in the same direction as Israeli income growth but high and low points were usually more extreme for the OPT. The Pearson coefficient for economic growth of Israel and the OPT is 0.97. With 1.0 being a perfect positive correlation and 0.0 being no correlation, the correlation between Israeli and Palestinian economic growth is almost perfect. Because in 1999 a new Israeli business cycle started, which is shown by the increased GDP growth in 2000, we can assume that without the Second Intifada the Palestinian GNI growth rate would have started to increase in 2000 or 2001 as well. This did not happen due to the Second Intifada and its (political) implications. 
Obviously, due to the closures imposed by Israel, trade between the OPT and Israel declined. Trade decreased relatively more than income in both the OPT and Israel. During the Second Intifada, Israel enforced stricter movement restrictions and border closures, making trade between the OPT and Israel difficult. According to the World Bank, movement of commercial trucks between the West Bank and Israel was only half of its pre-Intifada level.
 This, together with the imposed back-to-back system
 and sieges, resulted in a decrease in employment and income. One of the reasons might be that in 2001 official development aid declined “only” by less than 9%, while the indicators regarding trade between the OPT and Israel decreased by more than 20%. 

Another reason might be that the increased restrictions forced Palestinians to look for substitutes for their imports from Israel and some of the goods that were usually exported to Israel could function as these substitutes. For instance, certain types of vegetables that were usually imported from Israel might have been replaced by other locally produced vegetables that were usually exported to Israel. What is also possible is that the internal economy was not affected as much as trade. Since both imports and exports to Israel as a percentage of total imports and exports respectively have grown between 2000 and 2001, it can be said that the OPT did not substitute its trade with Israel with trade with other countries, e.g. Jordan and Egypt. Israel also imposed closures on borders between the West Bank and Jordan and between the Gaza Strip and Egypt. 

In 2002 GNI reached a level only slightly above its 1994 level, while GNI per capita was about $450 lower than in 1994. Indicators regarding trade between the OPT and Israel also reached its lowest value of the period for which data are available. In 2002 the main Palestinian cities, towns and villages were reoccupied by Israel, while 24-hour curfews were imposed.
 This severed the economic situation in the OPT. Another negative influence on the Palestinian economy was the (administrative) detention of 15,000 Palestinians, as well as the killing and injuring of 1,970 and 21,500 Palestinians between 2000 and 2002.

In order to prevent a humanitarian crisis, the international community decided to drastically increase aid to the Palestinians (see figure 2.7). Net official development assistance (ODA),
 which is documented by the World Bank and UN, increased 85% between 2001 and 2002. This was mainly in humanitarian aid, providing food and other basics to Palestinians who did not have the means to buy (sufficient quantities of) these goods. At the end of 2002 Israel issued more working permits for Palestinians who wanted to work in Israel or the illegal settlements. However, the still existing closures within the OPT and between the OPT and Israel resulted in only half of the issued permits actually being used. In the same period employment within the OPT increased. The majority of the newly created jobs was only temporary or seasonal, e.g. rehabilitation of destroyed/damaged buildings and olive harvesting. The rest of the created jobs were in the form of unpaid family labor.

Figure 2.7 Net official development assistance (in million US dollars)
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In 2003 violence modestly declined, while there were fewer imposed restrictions. The Israeli government had previously refused to transfer the taxes it collected on behalf of the PA to the PA, but paid the withheld money in 2003.
 This eventually resulted in a 14% increase of GNI and an increase in trade with Israel of approximately 17% in 2003, which led to an increase in dependency on the Israeli economy of 2%. The increase in GNI was probably the result of the huge increase in international aid in 2002. 

In the beginning of 2004 military activity escalated significantly, particularly in the Gaza Strip.
 However, in 2004 GNI increased with about 418 million US dollars. The economy as a whole grew slightly because more economic activity takes place in the West Bank, while the Israeli attacks were relatively more concentrated against the Gaza Strip. What also contributed to the increase in GNI is that ODA increased by 14% in 2004. In the same year, imports from Israel increased by about 438 million US dollars and the trade deficit with Israel increased by about 413 million US dollars. So, nearly the entire increase in national income was spent in the Israeli economy. This means that the Israeli economy actually gained from the decline in imposed restrictions as begun in 2003. The trade deficit with Israel reached one third of Palestinian GNI in 2004. 

In August 2005 Israel withdrew its settlers from the Gaza Strip and four smaller settlements in the West Bank, but continued to put pressure on the Palestinians. Israel obstructed economic activities, leading to a constant feeling of risk and uncertainty for the Palestinians.
 Restrictions and the ongoing construction of the Separation Wall still made trade within the OPT and between the OPT and Israel inefficient and expensive. However, according to PCBS data, GNI per capita increased by 7% between 2004 and 2005. Dependency on the Israeli economy decreased slightly. ODA remained at the same level and was still an important source of stimulation of the Palestinian economy. 

In January 2006 elections were held in the OPT. Hamas won a clear majority in the Legislative Council. Israel and the US did not accept this democratic decision and decided to boycott the OPT. Budget support to the PA was cut, and the VAT, customs and tariffs transfers from the Israeli government to the PA were frozen. By doing so, the Israeli government violated its obligations under the Paris Accords. The European Commission decided to make some direct money transfers to poor individuals and civil servants, while the World Bank transferred money directly to certain projects, both without using the Hamas government as an intermediary.
 As a result of the financial boycott, GNI per capita decreased by 6%, falling further below its pre-Intifada level and dependency on the Israeli economy increased further to 35%. 

In 2007 the Fayyad government was installed in the West Bank. This led to a change in the way in which EU money was funneled into the Palestinian economy in the West Bank. This new mechanism started functioning in 2008. Fayyad designed a program to attract foreign investors to invest in the West Bank, the Palestinian Reform and Development Plan (PRDP) for 2008-2010. Being a former World Bank economist, most of his plans are in line with World Bank policies. At the donor conference in December 2007 donors pledged to donate 7.7 billion US dollars, 2.1 billion US dollars more than Fayyad asked for. Donors from the West were very interested in the PRDP because of its neoliberal agenda.
 The fact that a non-Hamas government was installed in the West Bank and that its prime minister was a former World Bank and IMF economist with a neoliberal agenda led to an increase in international trust in the West Bank economy, or at least in its government. ODA to the Palestinians increased by almost 80% between 2006 and 2008 to more than 2.5 billion US dollars in 2008, while GNI and GNI per capita increased only by 11% and 5% respectively. In the same period the trade deficit with Israel increased by almost 40%, while dependency on the Israeli economy increased by 23% to 44% of GNI in 2008. 

So, in the period 2000-2008 Palestinian dependency on the Israeli economy has increased by 52%, from 29% to 44% of GNI in 2008. Over the years at least part of the increase in GNI ended up in the Israeli economy, because with GNI dependency on the Israeli economy increased as well during those years. Since ODA has increased in this period as well, it seems that this has covered (part of) the trade deficit with Israel. This is a disturbing situation, because it means that a large part of foreign aid to Palestinians in practice actually benefits the Israeli economy. 
3. Aid to the Palestinians and the Israeli economy

The previous chapter briefly mentioned ODA
 to Palestinians. This chapter will elaborate more fully on foreign aid to the Palestinians, particularly in relation to the Israeli economy.

3.1. Trade deficit

As discussed in the previous chapter, the OPT has an increasing trade deficit with Israel, which reached 44% of GNI in 2008, the latest year for which trade data are available.
 The total Palestinian trade deficit was 55% of GNI. Comparing these two numbers shows that Palestinians are dependent on the Israeli economy for trade, and even for most of their consumption. It is an unsustainable situation for any economy to carry a trade deficit that is about half the volume of the economy for an extensive period of time. When a country has a trade deficit, it means that money is flowing out of the country. If these money flows are not compensated by other sources, wealth will flow out of the country. Mainstream economic theory says that the local currency will then devalue,
 making it more expensive to import foreign goods and services while other countries will find it relatively cheap to import goods from this country. According to mainstream theory, this situation would eventually lead to a stabilized trade balance. In practice, however, it is not that simple because exchange rates are also used as political instruments. Exchange rates are much less flexible than theory assumes. So, in practice this is not a useful “tool” to deal with a trade deficit. 

Even if this economic theory would work in practice, it would not be a solution for the Palestinian trade deficit. The lion’s share of the Palestinian trade deficit is a trade deficit with Israel (79%), while the OPT does not have its own currency but is obliged to use the Israeli currency (NIS). In 2008 the economy of the OPT was not even 3% of the Israeli economy,
 so Palestinian trade with countries other than Israel does not have a large impact on the exchange rate of the NIS with other currencies. So, the natural adjustment via the exchange rate does not work for the Palestinians. 

Trade deficits can be paid for with foreign currency reserves. Since the OPT has neither its own currency nor its own central bank, the use of foreign currency reserves is negligible. 

Another way to pay for the trade deficit is by borrowing money and increasing national debt. This is sustainable only for a short period of time because if the trade deficit remains, the debt will continue to grow. For highly indebted countries, it is very difficult if not impossible to borrow more money. Conditions attached to the borrowed money such as usually imposed by the IMF and the World Bank are very likely to include a change in policy to reach a situation of no trade deficit. The PA, however, cannot borrow significant amounts of money because it lacks the income sources to repay its debt. It is not a sovereign state and is thus not trusted by investors to be a reliable debt holder.

Foreign investment can also cover the trade deficit. This is the case in the US. The US consumes more than it produces, so American imports exceed American exports and a trade deficit results. Foreign investors, of which the Chinese government is very important, buy for instance (parts of) US companies with which the US pays for its trade deficit. Because of Israeli policies towards the OPT, e.g. imposing closures, confiscating land and destroying buildings and infrastructure, the investment climate in the OPT is unappealing, making it difficult to find foreign investors. 

The OPT has a different source of money that is used to pay for its trade deficit: foreign aid. 

3.2. Aid to the Palestinians

Figure 2.7 illustrates how official development assistance has grown from 179 million US dollars in 1993 to 2.6 billion US dollars in 2008, an increase of 1,350%. With the signing of the Oslo Accords in September 1993, the international community was eager to assist in creating a viable Palestinian economy. Development aid was given to the Palestinians in order to ease the transition process from occupation to independence.
 Figure 2.7 shows that aid increased by 157%, from 179 million US dollars in 1993 to 460 million US dollars in 1994. Between 1994 and 1997 aid increased by about 10% every year followed by a year of stagnation at 607 million US dollars in 1998. In 1999, when tensions between the OPT and Israel increased and the Oslo Process failed to lead to a final agreement, official development assistance decreased by 15% to 516 million US dollars.
The start of the Second Intifada at the end of 2000 again led to an increase in foreign aid. While during the Oslo Process in the 1990s the lion’s share of aid was development aid (a ratio of 7:1), during the Second Intifada this was mainly humanitarian aid (a ratio of 5:1).
 In order to prevent a humanitarian crisis, NGOs provided food, shelter and other basics to Palestinians in need rather than building the economy. This resulted in an increase in official aid of 213% from 516 million US dollars in 1999 to 1.6 billion US dollars in 2002, of which the largest increase took place between 2001 and 2002. With this enormous increase in aid the international community responded to the fact that in 2002 the economic situation in the OPT was worse than before. The main Palestinian cities were reoccupied by Israel and 24-hour curfews were imposed.
 After a decrease of 40% in 2003, official development assistance started to grow again in 2004.
Although in 2006 the US and Israel decided that the democratically elected Hamas government had to be financially boycotted, a decision followed by the European Union, foreign aid increased by 30% in that year. The reason for this was that the US and the European Union were afraid that the boycott of Hamas would lead to a humanitarian crisis among the Palestinian population, leading them to directly funnel even more money to the Palestinians through the Temporary International Mechanisms (TIM).
 

As the previous chapter described, the Fayyad government in the West Bank designed the Palestinian Reform and Development Plan (PRDP), a neoliberal program for the reform in the West Bank, which made donors so enthusiastic that they pledged to donate 7.7 billion US dollars. The increased confidence in the West Bank led to a further increase in aid starting in 2007. 

Figure 3.1 illustrates how, with some ups and downs, aid has become a larger and larger share of GNI between 1994 and 2008. In this period of 15 years, aid increased from 14% of the GNI in 1994 to 49% of GNI in 2008. Since the first year of the Second Intifada, aid has been at least 20% of GNI. As explained above, the humanitarian situation worsened in 2002. This led to an enormous increase in aid, while the GNI decreased by 14%. As a result, official development assistance reached 46% of GNI, a remarkably high percentage especially when considering that official development assistance is only a share of total aid given to Palestinians. The decrease in official aid in 2003 led to an increase in the share of GNI that represented ODA. The fact that foreign aid increased faster than GNI eventually resulted in a 49% share of GNI in 2008. With the promised aid to Gaza following Israel’s 2008-2009 military attack, the pledged aid to support the PRDP, and the fact that there has not been any incentive to make the Palestinian economy grow faster, it is very likely that aid as a percentage of GNI would be even higher for 2009 and probably also for 2010.  

Figure 3.1 Net official development assistance as a percentage of GNI
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3.3. Aid to the Palestinians and the Israeli economy

With all the aid given to the Palestinians in the previous decades, one would expect that the economy would have grown and that by now the Palestinians would be self-sufficient. The opposite is true. Although in several years Palestinian GNI has grown, this growth should be attributed to the population growth. As is shown in figure 3.2, GNI per capita has in fact decreased in this period of 15 years, from $1,590 in 1994 to $1,459 in 2008. Part of the aid might have covered up the population growth in this period, but the amounts of aid given to the Palestinians are simply too large for this to have been the only destination of the aid. While in the period between 1994 and 2008 ODA was 15.5 billion US dollars, in the same period total GNI has increased by only 1.8 billion US dollars. For the years 1995 until 2008 the cumulative increase in GNI compared to 1994 is 14.8 billion US dollars. If this total increase in GNI would be attributed to foreign aid, there would have been no normal economic growth. Which would be a strange situation indeed. Furthermore, ODA represents only a share of total aid given to the Palestinians, meaning that total aid given in this period is (much) higher than the cumulative income growth. Therefore, it seems that part of the aid has vanished. 

A share of the aid given to Palestinians is used to construct buildings and infrastructure. During the past decades, Israel has put a lot of effort in destroying these buildings and infrastructures for supposed “security reasons”.  The response of the donors that paid for these buildings and infrastructure is surprisingly not to demand compensation from the Israeli government. Instead, donors on the whole rehabilitate and rebuild what Israel destroys. While foreign aid is spent on such rehabilitation, this action does not lead to economic growth.
 

Figure 3.2 Gross national income (total and per capita)
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Another part of the aid is paid to Israel as tariffs on imported goods and services for the Palestinians, paid to Israel as storage fees for goods waiting to clear customs at Israeli borders and (air)ports, or used to buy goods and services for the Palestinians in Israel. Although many goods might be cheaper in neighboring countries such as Jordan and Egypt, aid agencies buy many goods and services (for Palestinians) in Israel. This is a result of the fact that there is a customs union between Israel and the OPT and Israel decides the height of the tariffs. In order to support domestic producers Israel tariffs on certain goods and services so high that it is in fact cheaper to buy them in Israel than in other countries. This share of aid therefore flows directly into the Israeli economy and is most important for the contention of this chapter. 

Under the Fourth Geneva Convention being the occupying power Israel “has the duty of ensuring the food and medical supplies of the population; it should, in particular, bring in the necessary foodstuffs, medical stores and other articles if the resources of the occupied territory are inadequate.”
 By providing the Palestinian people with humanitarian aid such as food, shelter and medicine the international community relieves Israel from its obligations under this Convention. The money spent by the international community on these basic goods should actually be paid for by Israel. Thus, by relieving Israel from this obligation, the international community contributes to Israel’s economy in the sense that it reduces the government of Israel’s expenses. While many of these basic goods are acquired in the Israeli economy it is paid for by sources abroad. Hence the Israeli economy profits. 
3.4. Aid and the trade deficit

Figure 3.3 compares the Palestinian trade deficit with Israel with net official development assistance. Apart from 2002, in which the Second Intifada caused foreign aid to be almost doubled and trade with Israel to fall to a low level, there seems to be a correlation between the two, which means that part of foreign aid to the OPT is spent in Israel. The 2009 Annual Statistical Report on United Nations Procurement shows that part of foreign aid is spent in Israel. This report shows expenditures of different UN agencies of above 30,000 dollars and demonstrates that UNRWA buys, for instance, electricity from an Israeli company. UNRWA is funded by foreign aid. The report shows that UNRWA also spends money to acquire goods in countries as Jordan, Lebanon and Syria. UNRWA also operates in Jordan, Lebanon and Syria, where many Palestinian refugees live (in refugee camps). The report does not distinguish between goods bought for Palestinians living in the OPT and for those living in other countries. Therefore, comparing the expenditures in this report is not relevant for this research. Furthermore, although UNRWA is one of the largest, it is only one of many aid agencies operating in the OPT.

Figure 3.3 Net official development assistance and trade deficit with Israel (in million US dollars)
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The Pearson coefficient shows a correlation coefficient of 0.71. With 1.0 being a perfect positive correlation and 0.0 being no correlation, 0.71 is quite a large number. One could draw the conclusion that on average 71% of aid given to the Palestinians ends up in the Israeli economy, meaning that of the more than 12 billion US dollars of foreign aid given to the Palestinians between 2000 and 2008 8.7 billion US dollars ended up in the Israeli economy. It also means that a larger share of the aid that is actually meant for the Palestinians ends up in the Israeli economy than in the Palestinian economy. This sounds very disturbing, because it demonstrates that Israel has subverted the purpose of the aid, and has erected a system, which steals most of the benefits of aid from the Palestinians.

The Israeli economy is much larger than that of the Palestinians. The Palestinian trade deficit with Israel accounts for about 1% of Israeli GDP on average.
 This means that the aid which ends up in the Israeli economy contributes less than 1% to Israel’s GDP. This does not seem to be much, but we are talking about billions of US dollars flowing into the Israeli economy for free during the last decade. Furthermore, foreign aid seems to be increasing, meaning that every year more foreign aid will flow into the Israeli economy. 

3.5. Remarks on the calculations

Although for now this is the most accurate estimation we can make given the existing data, some remarks should be made. 

The first distortion is that the data used for aid represent the net official development assistance as calculated by the World Bank. This includes only a share of total aid to the OPT. This excludes, for instance, budget support for the PA. It also excludes aid sent to Islamic charities by Arab states, because this aid is not reported by the World Bank or the UN. No organization documents all aid provided to the Palestinians.
 So, the Pearson coefficient only represents part of the aid that is given to the OPT. 

Another distortion is that the trade data are collected from the Palestinian Central Bureau of Statistics and that PCBS calculations do not include East Jerusalem. Trade between East Jerusalem and Israel is therefore not measured as trade between the OPT and Israel. Hence, the trade deficit can be either larger or smaller than what is derived from PCBS data. Furthermore, the situation in the Gaza Strip makes it very difficult to collect data that truly represent the current reality. There is always a margin of error for data collected from the Gaza Strip. Since the PCBS is the only source to have data available on total Palestinian imports from and exports to Israel, the best data available are used. Due to the continuous border closures of the Gaza Strip, trade between the Gaza Strip and Israel is very limited. PCBS data show that in the period 2000-2008 between 84% and 100% of Palestinian exports to Israel originated in the West Bank. The lion’s share of Palestinian trade therefore represents the West Bank. 

By only looking at the trade deficit with Israel, money that flows into the Israeli economy because it is spent as tariffs for imported goods and services and storage fees for goods at Israeli borders and (air)ports is not taken into account. Israel is obliged to transfer tariffs collected for goods and services imported to the OPT and other taxes it collected on behalf of the PA to the PA. However, Israel is allowed to deduct money from these funds. These deductions are, for instance, costs that Israel said it incurred to collect the money.
 Israel has also frequently delayed these transfers to the PA. Since Israel and the US decided to financially boycott the democratically chosen Hamas government, Israel has not transferred any of these funds to the Hamas government in Gaza. According to the annual reports of the PA Ministry of Finance
 gross clearance revenues have not decreased since the election of Hamas. Israel has continued transferring money to the Fayyad government in the West Bank. 

Furthermore, many international NGOs have their offices in (West) Jerusalem and their employees thus live in Jerusalem, paying rent, buying groceries and spending time in the city. Thus, a large part of their incomes, which are paid for by donor money, is spent in the Israeli economy. This share of foreign aid that ends up in the Israeli economy is not taken into account when comparing foreign aid with the trade deficit. 

Another distortion is that Palestinians working in Israel are very likely to spend money in Israel. Their incomes are included in Palestinian GNI but these expenses are not counted as trade, meaning that these money flows into the Israeli economy are also not included in the calculations above. 

Foreign aid to the Palestinians comes in foreign currency. When buying goods and services in the OPT or in Israel this foreign currency has to be exchanged for NIS, because that is the currency used in both the OPT and Israel. As a result, the foreign currency reserve in the Israeli central bank increases. This reserve can be used by Israel to pay for its trade deficit if it has a trade deficit, but it also functions as an emergency stock or a means of strengthening the NIS. This is another way in which aid contributes to the Israeli economy, but which is not included in the calculations above. 

Finally, the Pearson is a flawed statistical tool for dealing with a complex relation such as aid compared to trade deficit. It does not indicate causality, but only correlation, which could also stem from a third factor not considered in this chapter. The Pearson coefficient was calculated based on only nine data points (due to a lack of historical data), which additionally weakens its statistical significance.

It follows from the above that the trade deficit is likely to be either higher or lower than can be calculated from the data available at the PCBS. On the other hand, foreign aid is higher than the data from the World Bank suggests. The share of foreign aid that actually ends up in the Israeli economy can therefore be either somewhat smaller or somewhat larger than the 71% calculated above. Nevertheless, the available data indicate that 71% is as close to the real number as we can get. Hopefully more detailed data will be published in the future that will allow for a more accurate estimate of the proportion of aid that is being subverted by Israel.
4. The Gaza Seaport

The previous chapter described how foreign aid does not (necessarily) lead to economic growth. In this chapter an example of how foreign aid does not contribute to economic growth or to economic sovereignty of the Palestinians is discussed. 

The Oslo Accords have mentioned the Gaza Seaport as early as 1993. In the 1990s the Dutch government was approached concerning funding and construction of the seaport. The Dutch government was selected because it was assumed that its good relations with Israel would increase the probability that Israel would allow the project to be completed. The Dutch government was willing to spend 40 million Dutch guilders (about 18 million euros) on the project, which eventually increased to about 22 million euros. Later the French government and the European Investment Bank also contributed. A Dutch engineer, Arie Mol, was approached to design the port. A Dutch and a French company, Ballast Nedam and Spie Batignolles, were hired to construct the port. In 1994, when the contract between the construction companies and the PA was signed, the total costs were estimated at 100 million guilders (about 45 million euros).
 

The first years after the construction contract was signed, no construction took place. The PA negotiated with Israel about the start of construction, but without any results. The Dutch government even hired security experts from the port of Rotterdam in the Netherlands to offer advice. Nothing satisfied Israel. Israel kept using “security” as a reason to delay the start of construction.
 Construction of the seaport was made almost impossible because of Israeli policies. Israel prevented construction materials from reaching the construction site.
 Raw materials were kept months before they were cleared through customs. During these months they were stored in Israeli warehouses waiting to clear Israeli customs for which storage fees had to be paid. It then took a while to get these materials to get through the checkpoints between Israel and the Gaza Strip. Finally, when the raw materials reached the construction place, workers were held endlessly at checkpoints while they were paid to sit in their cars. In the summer of 2000, when a lot of money had already been spent, construction of the seaport finally commenced. 

In September 2001, during the Second Intifada, Israel bombed the Gaza Seaport. At this stage the seaport was basically a sandbox with a fence and some barracks, with Dutch and French flags proudly flying. The seaport was completely destroyed. Israel justified this bombing by claiming that mortars were fired from the construction side towards the nearby Israeli settlement of Netzarim. Western diplomats deny this possibility: the construction site was highly secure and was upward sloping from the coast, such that there was accordingly no line of fire.
 The then prime minister of the Netherlands, Wim Kok, said that what is given by one hand is destroyed with another and that it is difficult to understand.
 The Dutch minister of development cooperation, Eveline Herfkens, was outraged about the attack.
 However, this was the extent of the response by the Dutch government. 

Bert Koenders, at that time a member of parliament, acted to hold Israel accountable for its destruction, but Kok did not want that to happen. As Koenders was only a member of parliament and not a government minister, he did not possess the power necessary to hold Israel accountable. So, what Koenders did was raise the issue during meetings, attempting to convince the government to take responsibility by requesting repayments from Israel. The Netherlands and Israel have secretly discussed compensation payments for the destruction by Israel, but finally the Dutch government did not file any claims.
 Israel did not pay back anything to the European donors for its destruction of the nascent Gaza Seaport. More than 4.5 million euros were spent on studies, schooling and small-scale construction activities for the seaport. The damage caused by the Israeli military bombing was calculated at more than 300,000 euros.
 After the destruction, donor funds were withdrawn and no rehabilitation/construction has since taken place. 

Presenting the bill to Israel makes sense and is legally possible. The problem is that there are several European countries, including the Dutch government, that are preventing this from happening.
 So, when Israel destroys a building or infrastructure that was built with Dutch or European Union money, Israel will not be held accountable, while the international community pays for rehabilitation of these buildings and infrastructure. If the international community continues to work like this, there is no (economic) incentive for Israel to refrain from bombing any Palestinian buildings and infrastructure (built with international aid money). It is therefore very likely that Israel will continue its policy of destruction as long as the international community does not put political and/or economic pressure on Israel. The international community then continues to rehabilitate what Israel destroys. This will not empower the Palestinians living under occupation, but will rather lead to de-development of the OPT.

This is only one of many examples of how foreign assistance is used to rehabilitate what Israel has destroyed. Although the damage has been calculated at “only” 300,000 euros this example is very important in relation to Palestinian economic dependency on Israel. Within the framework of the Oslo Accords Israel has agreed to accept the construction of a seaport in the Gaza Strip. This seaport is very important for Palestinian international trade, development and independence. Israel has always objected to the creation of the Gaza Seaport. Until today Israel has put a siege on the Gaza Strip, including its coastal waters. The Israeli army makes sure no ships enters Gaza’s coastal waters, as it has made clear during the Gaza Flotilla attack. For their trade overseas the Palestinians are thus dependent on Israeli Ports. Palestinian traders have to pay for using these ports. 

Furthermore, storage fees for warehouses have to be paid for goods that are stored waiting for transport or waiting to clear customs. Clearing customs usually takes quite some time, which means extra money flowing into the Israeli economy. Moreover, due to the so-called back-to-back system, goods that are traded to and from the West Bank or Gaza Strip via one of Israel’s ports have to be transported in Israeli trucks. This, again, means extra money flowing from the Palestinian into the Israeli economy. Because Palestinian wages are (much) lower than wages paid to Israelis, it is likely that if the Gaza Seaport would be constructed and operating it would be cheaper to trade via the Gaza Seaport rather than the seaport of, for instance, Ashdod. If that would be the case, it is not unlikely that, if the security at the borders between the Gaza Strip and Israel would allow so, even trade between Israel and other countries would be through the Gaza Seaport, simply because it is cheaper. That Israel wants to keep Palestinians dependent on Israel and its ports is also shown by the fact that in 1998 Israel suddenly allowed Palestinian businessmen to rent warehouses nearby the Ashdod Seaport to make trade via this port more attractive.
 For the same reason Israel has always prevented the Palestinians from constructing and using an airport of their own. 

Under the Fourth Geneva Convention “[a]ny destruction by the Occupying Power of real or personal property belonging individually or collectively to private persons, or to the State, or to other public authorities, or to social or cooperative organizations, is prohibited, except where such destruction is rendered absolutely necessary by military operations.”
 The destruction of the Gaza Seaport and many other buildings and infrastructure, while not being absolutely necessary by military operations, is, therefore, illegal under international law. As a consequence, Israel should pay for the damages it caused and for rehabilitation of the buildings and infrastructure. By not holding Israel accountable for damages done to infrastructure and buildings paid for by the international community and simply paying for the rehabilitation the international community relieves Israel from its responsibilities under international law. This behavior saves Israel a lot of money every year. Therefore, also here Israel benefits from its occupation. 

5. Foreign aid to Israel

Every year Israel receives billions of US dollars in foreign aid. This aid mainly comes from Jewish communities around the world, the US (mainly military) and from compensation payments for the holocaust. A large part of the latter source is not distributed to the victims and their families, but rather appropriated by the state to use for national projects. Compensation payments for the holocaust are received by Israel since 1953.
 Between 1960 and 2004 Israel received between 60 million and 2.2 billion US dollars in official aid per year (see figure 5.1), which accumulates to over 34 billion US dollars in official aid in a period of 45 years. This is only official humanitarian aid, meaning that for instance tax-free charity from Jewish people living mainly in the US and US military aid is not included. 

Figure 5.1 Official foreign aid to Israel (in million US dollars)
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5.1 Official foreign aid to Israel

Figure 5.2 shows that official foreign aid to Israel represented between 0.14% of GDP in 2001 and 8.2% of GDP in 1985. During the late 1970s Israel and Egypt were negotiating peace, which led to an increase in foreign aid to Israel. In the early 1980s Israel participated in the Lebanese civil war by attacking infrastructures in Lebanon belonging to the Palestine Liberation Organization (PLO) and occupying the southern part of Lebanon. The massacre at the Palestinian refugee camps Sabra and Shatila took place in 1982. In 1987 the First Intifada started. In 1993 and 1996 the Israeli Defense Forces (IDF) and Hezbollah fought wars of less than a month each, killing dozens of civilians. At the end of the year 2000 the Second Intifada started. When looking at these events together with figures 5.1 and 5.2 it seems that official foreign aid to Israel decreased when the Israeli military was involved in a war, attack or massacre and at the start of both Intifadas, while after such situations official foreign aid increased immediately. 

Figure 5.2 Official foreign aid to Israel as a percentage of GDP
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5.2 US (military) aid to Israel

Starting from the financial year 1985 the Unites States give Israel about 3 billion US dollars annually. Between 1985 and 2010 the US have thus given Israel 75 billion US dollars. This aid is not (entirely) taken into account by the UN, as is shown by figure 5.1 in which annual official aid never reached 2.5 billion US dollars. This is because the UN’s definition of official aid is rather narrow. Over the years the US have also provided Israel with emergency aid to cope with recessions.
 In the period 1949-2010 total US aid to Israel amounted for over 109 billion US dollars of which more than 61 billion US dollars was in military aid. Over 50% of military aid was provided between 1997 and 2010, showing that military aid has become more important than other forms of aid.
 

Between 1967 and 2004 Israel was the US’ largest recipient of foreign assistance annually, while cumulatively Israel is the US’ largest recipient since World War II.
 In 2005 Iraq took over Israel’s first place as most receiving country annually. Part of US’ aid to Israel was and is in loans rather than grants. The US government, however, waived the repayment of aid to Israel of this type.
 

5.3 Total aid to Israel

Figure 5.3 shows how much aid Israel received annually between 2000 and 2008. This included official foreign aid to Israel and US military aid to Israel. In this period a total amount of over 24 billion US dollars was given to Israel as official and military aid. This is much more than the 12 billion US dollars of official foreign aid that was given to the Palestinians in the same period. In the calculation for Israel US military aid is taken into account, while aid to the Palestinians only includes official foreign aid. There is no country or group of countries providing the OPT with military aid that even comes close to the amount received by Israel. 

Figure 5.3 Foreign aid to Israel including US military aid (in million US dollars)

[image: image14.wmf]

0


500


1000


1500


2000


2500


3000


3500


4000


4500


2000 2001 2002 2003 2004 2005 2006 2007 2008






5.4 Aid to Israel and the OPT compared

Although several pro-Israel and Zionist organizations and people have repeatedly claimed that aid to the Palestinians is highest in the world and even exceeds the Marshal Plan,
 figure 5.4 shows that quite the opposite is true. For the years for which both data on aid to the OPT and data on aid to Israel are available, most of the time Israel received more aid than the OPT. The OPT only received more in total in 1995 and after 2000. With Palestinian GNI being only between 3.27% (in 2002) and 4.67% of Israeli GDP (in 1993)
 the fact that official aid to Israel was much larger than official aid to the OPT is quite remarkable. 

Aid to the OPT has been and still is at a high level, as has been discussed in the previous chapters. Nevertheless, until the year 2000 official aid to Israel has even been higher. Since not all aid to the OPT and Israel is included in figure 5.4, the reasons for this have been explained before, it is difficult to calculate who receives most foreign aid. However, because the US government alone already gives 3 billion US dollars to Israel annually, Jewish communities in countries such as the US are quite wealthy, while the Arab community (including Palestinians living abroad) is in general not so wealthy, it is not unlikely that every year Israel receives by far more aid than the OPT. With the aid Israel receives it is able to pay for (part of) the occupation. 

Figure 5.4 Foreign aid to the OPT and Israel (in million US dollars)
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Hever has calculated that when looking at the period between 1994 and 2006 Israel is second when it comes to total accumulated official aid. Only Iraq has received more aid in the same period. The OPT has only been among the top ten in the year 2002, when aid to the Palestinians got a boost. In that year the OPT ended at place six. The OPT cannot be found in the top ten of most aid receiving countries when aid received between 1994 and 2006 is accumulated. Most of the countries in this top ten have large populations, hence one could have expected the OPT not to be in this list. When looking at per capita aid over the period from 1994 until 2006, Israel is in place five, behind four small Island states. The OPT ranks eleventh.

Much aid to Israel is in military support. As a result the Israeli army is one of the strongest and most modern armies in the world. Due to this modernity and presence of high-tech expertise, Israel also exports army related goods. If the occupation ends, there is no need for such a large and modern army anymore. It is then likely that military aid to Israel would stop, or at least decrease drastically. It is not unlikely that also high-tech expertise would diminish, due to a lack of money, which would lead to a decrease in army related exports. In this sense one could say that Israel benefits from its occupation and Israel has even managed to export the occupation. 

When taking into account official aid as documented by the World Bank as well as foreign aid from the US and holocaust compensation payments by Germany, Israel is the largest recipient of foreign aid in the world.
 With a HDI rank of 27 and GDP per capita of $22,835 in 2007, it is by far the richest country to receive foreign aid.
 

6. An estimation of Israeli Benefits

Although available data are far from complete, in this chapter an estimation of total Israeli benefits of the occupation is made. 

6.1.  Tax revenues

Under the Oslo Accords agreements were made regarding tax revenues. This is called the Revenue Clearance System. Within this system it was decided that Israel collects taxes and transfers part of this to the PA. Among the tax revenues that should be transferred are import tariffs paid for goods with the OPT as its destination, and 75% of income taxes and 100% of all fees related to public health care paid by Palestinian employees working in Israel.
 Of this tax revenue Israel collects for the PA it deducts 3% to cover administration costs.
 

It follows from the Palestinian Ministry of Finance’s monthly reports of PA fiscal operations that clearance revenues represented over 60% of total PA net revenue for the years 2008, 2009 and 2010. For the period 2008-2010 (the only years for which data are available) clearance revenues were over 1.1 billion US dollars annually.
 Assuming that clearance revenues were on average about 1 billion US dollars a year for the period 2000-2008, the PA received 600 million US dollars annually as clearance revenues. These 600 million US dollars represented 97% of the total amount of taxes collected by Israel on the PA’s behalf. Hence every year 18.56 million US dollars are deducted from these clearance revenues by Israel. This money thus ends up in the Israeli economy as a consequence of the fact that Israel has imposed a customs union on the OPT, which it designed by itself. For the period of nine years this was about 167.04 million US dollars. 
6.2. Aid to the Palestinians

As explained in chapter three, 71% of foreign aid to the OPT ends up in the Israeli economy. Of the 12 billion US dollars of foreign aid to the OPT that is registered by the World Bank and United Nations for the period 2000-2008 8.5 billion US dollars thus have ended up in the Israeli economy. Since this is only a share of total foreign aid, the real value of what ends up in Israel is even larger. 

6.3. Aid to Israel

In the period 2000-2004 the UN registered that 2.6 billion US dollars of foreign aid have been given to Israel. For the years 2005-2008 no data are available. As has been explained in chapter five the US donate on average 3 billion US dollars a year since 1985. This adds up to 27 billion US dollars for the period 2000-2008. The UN takes only a small share of this aid into account, because for instance a large share of US aid is in military support, which is not included in UN data. Assuming that only military aid to Israel is not taken into account by the UN, 21.5 billion US dollars should be added to the official foreign aid to Israel for the years 2000-2008. This is shown in figure 5.3. Furthermore, aid by Jewish communities around the world as well as compensation payments for the Holocaust by Germany are not taken into account. It follows from the available data that in the period 2000-2008 at least 24 billion US dollars have been given to Israel as foreign aid. 

6.4. Total Israeli benefits

The various ways in which Israel benefits from the continuing occupation are described above. Figure 6.1 shows how much these benefits are for every year between 2000 and 2008. The total benefits amount for at least 33 billion US dollars in these nine years. 

Figure 6.1 Israeli Benefits (in million US dollars)
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It should be noted, however, that real Israeli benefits are larger, because not all aid to both the OPT and Israel is taken into account simply because this is not registered. Furthermore, as described above Israel also benefits from foreign aid in the sense that foreign aid is used to rehabilitate what Israel has destroyed illegally as well as to provide Palestinians with food and other basic commodities, which under international law is the responsibility of Israel as the occupying power. 

7. Conclusions

Ever since Israel occupied the West Bank and Gaza Strip it controls the economy of the OPT in several ways. Israel has power over all borders of the OPT, of which it does only indirectly control the border between the Gaza Strip and Egypt. Israel decides which and how many goods are allowed to be transported into and out of the OPT and which tariffs have to be paid. Israel decides which borders and roads can be used and which cannot. It has imposed all kinds of restrictions on Palestinian movement and trade, making Palestinians dependent both on the Israeli economy and on foreign aid. 

For most recent years over 70% of Palestinian trade is with Israel. The gravity equation model does not explain (all) trade with Israel. Although Israel is close by and relatively large, the OPT has more direct neighbors with which it should be able to trade more than it does now. Especially when looking at the period of the Second Intifada one would expect there to have been relatively more trade between the OPT and its neighbors other than Israel. In its international trade, the OPT, thus, is very dependent on the Israeli economy. 

When comparing the Palestinian trade deficit with Palestinian GNI, it is clear that for their consumption Palestinians depend strongly on the Israeli economy. The Second Intifada has hurt both economies, be it that the Palestinian economy was hurt much more drastically than the Israeli economy. Reason for this is that Israel is much more powerful and has a lot more means to its disposal to hurt the OPT than the other way around. 

A large share of Palestinian GNI ends up in the Israeli economy. Changes in Israeli policy inside and towards the OPT made foreign assistance to the Palestinians increase drastically. Often much of this aid covered the increase in the Palestinian trade deficit with Israel. Aid agencies buy lots of food, medicine and other goods in Israel, which means that foreign aid to the Palestinians is spent in the Israeli economy. If goods are not bought in Israel they are often acquired in another country and imported to the OPT. Because the OPT and Israel form a customs union part of tariffs paid at the border flow into the Israeli economy. Furthermore, Palestinian trucks are not allowed inside Israel. So, for transportation of goods on Israeli soil Israeli transport companies must be hired, which also means additional money entering the Israeli economy. 

The Pearson coefficient shows a correlation coefficient between official development assistance and the Palestinian trade deficit with Israel of 0.71. This could be explained as 71% of official aid to the Palestinians ending up in the Israeli economy, meaning that between 2000 and 2008 8.7 billion US dollars of aid to Palestinians has flown into the Israeli economy. Hence most of aid that is meant for Palestinians ends up benefiting the occupier. 

Although this calculation is not perfect (e.g. not all aid is included, because a lot of aid is not reported; East Jerusalem is not included; aid flowing into the Israeli economy via the payment of tariffs and storage fees at borders is not taken into account; data are available only for a limited number of years) with the data available this is as close to the real number as we can get. 

The process of the construction of the Gaza Seaport is an example of how aid contributes to the occupation. Foreign donors pledged money to build this seaport, but due to all sorts of Israeli policies a lot of money vanished. When construction had finally begun, Israel bombed it. The donors did not respond rather than by saying that further construction was cancelled. By acting in such a way the international community relieves Israel from its obligations under international law. It thus takes on a large share of Israel’s economic burden to continue the occupation. By paying for rehabilitation, construction and food where Israel is responsible, the international community contributes to the Israeli economy because they spend money while it should be Israel who pays. 

Israel has subverted the purpose of the aid, and has erected a system, which steals most of the benefits of aid from the Palestinians. Israel has (with the (unintended) help of the international community) succeeded in turning the Palestinians into a people that are perfect consumers for Israel: they spend a large share of their national income in Israel, while they are mostly incapable of competing with Israeli businesses. 

Ever since its existence Israel has received foreign aid in different forms. Most important sources are Jewish communities around the world, the US and compensation payments for the holocaust. Between 1960 and 2004 Israel received a total of 34 billion US dollars in official foreign aid. This is by far not total aid received by Israel, but since a lot of aid is not documented it is impossible to give an exact number. Contrary to what many pro-Israel and Zionist organizations and people would like the world to believe, Israel received much more foreign assistance than the OPT. Israel is by far the richest country that received foreign aid. 

With this foreign assistance Israel is able to continue the occupation. A lot of foreign aid is in military assistance, which both contributes to the ongoing occupation and supports Israeli army related exports. Israel thus manages to export the occupation. 

With all data available it can be calculated that in the period 2000-2008 Israel has benefited from the occupation at least 33 billion US dollars. 
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