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Introduction
The 1967 War gave Israel undisputed control over all land within the boundaries of pre-1948
British Mandatory Palestine and over a large segment of the Palestinian people. Israel was in
an ideal position to implement the very same solution to the Palestine problem that the UN
had mandated and that Israel had embraced only twenty years earlier, in 1947 – a division of
the land between the two peoples. Instead, Israel opted to take advantage of the new
circumstances in order to become the main arbiter within the territory of pre-1948 Palestine which meant in practice also being the main arbiter of the fate of the Palestinian people.
It is only fair to say, of course, that in 1967 there was no cohesive Palestinian side ready to
take command and ready to sign an agreement with Israel. In fact, there was no established
Palestinian sovereign body, the Palestinians having been under Ottoman rule up to 1918, then
under British mandatory rule, and after 1948, under Jordanian and Egyptian rule (the West
Bank and the Gaza Strip, respectively). And the Palestine Liberation Organization, which in
time would become he recognized leader of the Palestinian national movement, was still in its
infancy. Still, Israel could have returned the newly acquired territories to Jordan (the West
Bank) and Egypt (The Gaza Strip). Alternatively, it could have held them in trust until a fair
arrangement could be negotiated with the Palestinians.
Instead, Israel proceeded to detach the West Bank from Jordan, and the Gaza Strip from
Egypt, and to submit the Palestinians to control mechanisms that would allow it to make sure
that any future Palestinian state or autonomous region would not threaten Israel’s supremacy
in the area lying between the Mediterranean and the Jordan River. To generals like Moshe
Dayan and Yigal Alon, who had been senior commanders in the I.D.F. in the war of 1948, and
who by 1967 had become senior political leaders, the result of the Six Day War represented
due rectification of what they considered the major strategic mistake made by David Ben
Gurion. Back in 1948, Ben Gurion had decided to honor his secret understanding with
Jordan’s King Abdullah, whereby the areas that later become known as the West Bank would
go to Jordan (Shlaim, 1988).
Israeli policy concerning the Palestinian territories conquered in 1967 has often been
characterized as “perplexed” or “indecisive” (Pedatzur, 1996); thus the new Israeli dominion
has been tagged “The Accidental Empire” (Gorenberg, 2006). However, as political scientists
learned long ago, in politics, a non-decision is also a decision (Bachrach & Baratz, 1963). In
this case, decisions were made that slowly but systematically eroded the status of the
Palestinian territories as “administered” territories: East Jerusalem was annexed to Israel as
early as June 11, 1967; the Jordan River was declared “Israel’s security border”; the Alon
Plan pinpointed strategic areas for the establishment of Israeli settlements; the pre-1948
Jewish settlements of the Gush Etzion area were resettled; a new road from Tel Aviv to
Jerusalem was paved, encroaching upon the Latrun enclave; beginning in 1977, settlements
were set up in the heart of Palestinian-populated areas; and soon afterwards a campaign was
mounted to declare large sections of “Judea and Samaria” – formerly the West Bank - “state
lands,” thus legitimizing Jewish settlement on them.
The first Intifada was the first massive challenge thrown up by the Palestinians to Israeli
control. Eventually it led to the convening of the 1991 Madrid conference, and later on to the
signing of the 1993 Oslo accords. Yet the Oslo accords and the establishment of the
autonomous Palestinian Authority did not change the pattern of control: Israeli governments
used the transition period between Oslo and the final status negotiations to hastily expand
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existing settlements, resulting in a doubling of their populations; to pave bypass roads that bisected areas due to be transferred to Palestinian control; to erect hundreds of road barriers;
and to deploy I.D.F. troops within those parts of the Palestinian territories that both sides had
agreed would remain under full Israeli control during the transition period (Areas C)
(Rabinowitz, Haaretz, April 16, 2004).
The first edition of The Cost of Occupation was published in 2004, at a time when Israel was
still licking the wounds of the second Intifada, the Al-Aqsa Intifada. That Intifada, which had
broken out in September 2000, brought on the most violent confrontation between
Palestinians and Israelis seen since 1948. More than 2000 Palestinians and more than 550
Israelis were killed, and many thousands were injured. The Intifada put a stop, if not an end,
to the Oslo accords reached in 1993 between Israeli and Palestinian representatives: Israeli
forces now reoccupied all of the West Bank, including those areas that had been assigned in
1993 to the full responsibility of the Palestinian Authority; Israeli forces also destroyed much
of the Palestinian security infrastructure. Israel proceeded to implement a series of unilateral
moves, foremost among them the construction, beginning in 2002, of a wall around the West
Bank, which involves the de facto annexation of large tracts of Palestinian lands to Israel, and
the 2005 disengagement from the Gaza Strip. The Palestinian Authority, whose power rested
on the cadres of the Palestine Liberation Organization, lost during the Intifada both face and
clout. Its main political opposition, the Hamas, had carried out some of the bloodiest suicide
attacks inside Israel, while at the same time developing a network of social assistance. In the
elections to the Palestinian parliament held in January 2006, Hamas displaced the PLO as the
largest party and formed a new cabinet. In June 2007, following a forceful Hamas takeover of
the Gaza Strip, Palestinian President Abu Mazen disbanded the Hamas-led cabinet, a move
that resulted in a new political map; PLO cadres now rule over the West Bank, while Hamas
rules over the Gaza Strip.
The prolonged occupation and confrontation has been extremely damaging to both sides, but
especially to the Palestinians: they have failed to create stable institutions and to promote
economic development; their daily sustenance is dependent upon the good will of donors;
they are exposed to violent death, injury, imprisonment and deportation, as well as to land
confiscation and property damage; many are prevented from studying; they suffer from high
unemployment, broad-ranging poverty, food insecurity and daily humiliations in their homes
and streets and at road barriers.
As for Israel, since it is the dominant side whose state institutions, army and economy are
stronger, the general impression is that not only does Israel have nothing to lose from the
situation but that it actually benefits from it.
However, the truth is that the conflict with the Palestinians is like a millstone around the neck
of Israel: it undermines economic growth, burdens the budget, limits social development,
sullies its vision, hangs heavy on its conscience, harms its international standing, exhausts its
army, divides it politically, and threatens the future of its existence as a Jewish nation-state. It
also kills and injures thousands of Israelis. In short, Israel is paying a heavy price for the
continuation of the conflict and for the absence of a fair and agreed-upon partition.
This report aims to present the social, economic, military and political price that Israel has
been paying for its continuing occupation of Palestinian territories.
Many Israelis have difficulty thinking in terms of cost; in other words, in terms of a policy
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that has alternatives. The majority of Israelis were born or arrived in Israel after 1967. The
Green Line holds little meaning for them; they are accustomed to viewing the opposition of
the Palestinians as an expression of blind hostility, rather than as an expression of the desire
to end the occupation and live in an independent state.
Moreover, there are Israelis for whom the occupation does not exact any personal cost but
rather constitutes a definite benefit, even though the benefit may not be direct. Examples:
Israelis who purchased homes at bargain prices in neighborhoods and settlements built on
Palestinian lands; industrial entrepreneurs and workers in plants that export to the occupied
territories without paying customs duties and without having to incur heavy transport costs;
land-owners, garage owners, building contractors and others who employ Palestinian workers
for low wages.
Even when it is clear that costs are involved, it is not always easy to discern them, especially
in cases in which the cost is not personal but macro-economic or macro-social.
But above and beyond all that, it appears that Israelis live in a state of denial - of both the fact
of occupation and their control over the fate of an entire people - and of the cost of occupation
to Israeli morality, society, economy, and polity. The idea that Israeli policy regarding the
Palestinian territory and people may not only be morally wrong but is also economically and
socially self-harming is not openly voiced and discussed in Israel. The dominant narrative is
one that sidelines the reality of occupation and falls back on the more than century-old
Palestinian and Arab opposition to the Zionist project; that is, it is a narrative in which
Palestinians are the aggressors and Israelis the victims.
Moreover, public attention, within Israel no less that outside it has over the years focused
mainly on the military, political and humanitarian aspects of the Israeli-Palestinian
confrontation. In contrast, the social and economic consequences of the conflict are less well
known. Any attention given to these aspects is generally limited to the Palestinian side,
justifiably, given the fact that the Palestinians are the people living under occupation and
given the fact that the occupation is largely responsible for the low level of economic
development that has continued to characterize the Palestinian territories.
What is less well known is that Israel itself has been paying a heavy price for the continuing
occupation, especially since the outbreak of the first Intifada in 1987. The fact that this is not
known outside of Israel is not surprising; what is more surprising is that the social and
economic costs of the occupation are not a regular feature of the political debate and media
discourse within Israel. The political right views the conflict as a “a fight against terror” and
thus tends to stress the need to remain “a nation under arms.” To them, the burden is mainly
one of military and human sacrifice. The political left views the conflict as a confrontation
between conqueror and conquered and thus tends to stress the burden of being morally wrong
and politically unwise. Neither side tends to acknowledge that for Israel, the continuing
conflict has become a heavy social and economic burden.
The burden became abundantly clear during the Al Aqsa Intifada, following which Israel
experienced two years of economic contraction and three years GDP loss per capita. That
contraction had wide-ranging consequences, foremost among them large budget cuts, the
impact of which is felt throughout Israeli society to this very day. The combination of
economic slow-down and unprecedented budgetary cuts produced a steep rise in
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unemployment and poverty as well as a crisis in social services outlays, which hit the middle
class especially hard.
It was only in the aftermath of the second Intifada that Israeli leaders began to acknowledge
that continued control over the Palestinians, far from constituting a major strategic advantage,
may in fact be a major strategic folly. Prime Minister Olmert put it in a straightforward way:
unless a Palestinian state is created within the foreseeable future, Israel faces the danger of
Palestinians demanding a bi-national state. A bi-national state with a one-man one-vote
system would mean not only the end of Israeli control of the Palestinian territories but also of
the entire area of Israel/Palestine, that is, present-day Israel. Such a state, declared Olmert,
would mean “the end of Israel” (Ynet, December 3, 2007) - meaning the end of Israel as a
state of Jews and for Jews.
The military suppression of the second Intifada brought about a prolonged period of calm on
the Israeli side of the Green Line. That calm, plus the growth in world trade, allowed the
resumption of economic growth. In the four years 2004-2007, the Israeli economy grew at an
average annual rate of slightly over 5%. The Israeli elite was euphoric: towards the end of
2006, Prime Minister Ehud Olmert declared that “the economic situation is better than it ever
was … the dream of the State of Israel has come true” (The Marker, 12.12.2006). On January
1, 2008, the economic supplement of Haaretz, The Marker, called 2007 “one of the best years
ever” (Bassok, 1.1. 2008).
The lesson of this cycle of growth is complex, though: on the one hand, it highlights the
advantages of calm, and the extent of the possible gains that Israel – and the Palestinians –
can derive from the achievement of a political settlement between the two sides. On the other
hand, when viewed in the context of the nation's sharp economic fluctuations over the last two
decades, the present cycle of growth can also be seen as a respite between Intifadas. At a time
like this, it should be remembered that without a political solution that allows the Palestinians
an honorable, independent existence as well as an opportunity for independent economic
development, Israel is liable to be called upon – time and time again – to pay the price it paid
following the first and second Intifadas.
It is the purpose of this report to show the burden to Israel of the continuing conflict with the
Palestinians. The Palestinians, of course, are paying a much heavier social and economic
price. However, this fact in no way diminishes the exorbitant cost to Israel – the focus of this
report.
The Burden of Occupation is divided into two parts. Part One deals with the period from 1967
to 1987, the first two decades of the occupation, during which the cost to Israel was relatively
low and was balanced, to some degree, by the benefits that accrued to Israel from the
occupation. Part Two begins with the 1987 Palestinian uprising. Since then, and particularly
during the second Intifada, (2000), the cost of occupation has risen dramatically, while the
benefits have been diminishing.
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Part One
Occupation at a Bargain: 1967-1987
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Chapter One: Low Cost of Administration, Low Cost of Defense
Empires, even relatively small ones like the Israeli one, can be costly. Rulers may have to pay
for the build-up and maintenance of an apparatus of governance and control, and they may
also have to pay for the cost of a military garrison. The costs tend to be high when both
administrators and soldiers have to be sent from the ruling country and when economic
exploitation requires large investments in infrastructure; they tend to be lower when both
administrators and soldiers are recruited locally, and when development is financed by the
local population.
For Israel, domination over the Palestinians entailed relatively low expenditures. In the case
of civil administration, this was true for the entire period running from the 1967 War to the
establishment of a Palestinian Authority in the wake of the signing of the Oslo accords. And
even afterwards, when Israel remained the civil administrator of Palestinian areas designated
as C, under the provisional arrangement which gave Palestinians full civil and security control
over area A and civil control over area B, while Israel was given military control over area B
and full civil and military control over area C. Throughout, Israel was able to maintain civil
administration at a very low cost to itself.
Military control was a different story: up to 1987, the cost of enforcing the occupation was
relatively low; starting with the first Intifada, however, the cost rose sharply, and remains
high to this day.

The Low Cost of Governance
Israel's administration of the Palestinian territories entailed very few outlays on the
maintenance of the governing apparatus, on the provision of government services and on
investment in local development. The low cost of governance, together with the low military
costs, led a succession of Israeli governments to believe they could maintain control of the
Palestinian territories indefinitely.
From the outset, Israel made a decision to keep the costs of ruling low. By doing so, it
followed the example of Jordan, which, during its 19 years of rule over the West Bank, had
chosen to channel most of its investments into the East Bank (Gazit, 1985: 179; Sahliyeh,
1982: 58-59; Benvenisti, 1984: 8-9), and the example of Egypt, which, in its 19 years of rule
over the Gaza Strip, had viewed that region as a burden and invested very little in its
development (Kleiman, 1993: 311; Benvenisti, 1984 :9).
Parallels can also be drawn between the Israeli government’s policy and Britain’s policy in
Mandatory Palestine, which had also been tight-fisted (see Gross, 1982). Nevertheless, the
British Mandate government performed, or permitted private parties to perform, a number of
development projects that played an important role in the future economic growth of
Palestine, and later Israel – construction of the Haifa port, the Lydda (today Ben-Gurion)
Airport, railway lines criss-crossing Palestine, a basic motor-road system, and electrical,
telephone, and telegraph lines. In contrast, Israel not only refrained from investing its own
funds in the economic development of the occupied territories, but also prevented others from
doing so.
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Israeli policy was aimed at preventing the Palestinian territories from becoming an economic
burden. In a letter dated June 15, 1967, the Ministerial Committee for Administration of the
Territories stated, “the aim is to cover expenses for meeting the needs of the populace from
the resources of the territories… Government ministries will not allocate funds for civilian
tasks in the territories” (Gazit 1985: 250). Soon afterwards, in September 1967, a committee
of senior Israeli economists serving on a larger team of academics formed by then-Prime
Minister Levi Eshkol estimated that the actual cost to Israel of maintaining control of the
territories would be “very low and even close to zero” (Arnon and Weinblatt, 2000: 33).
While the committee’s recommendations were not adopted by the government, they do typify
the prevailing inclinations at that time. Shlomo Gazit, the first coordinator of Israeli activities
in the Palestinian territories, has noted that the question facing him and everyone else dealing
with the issue was “how Israeli control of the territories could be maintained without their
becoming a financial and budgetary burden on the country” (Gazit, 1985: 179).
The low cost of maintaining control of the territories is evident in the budgets of the Israeli
military administration. In the fiscal year 1968/9, the budget amounted to 140 million Israeli
lira (in 2007 terms, NIS 900 million. The military governor collected from the Palestinian
residents tax revenues in the amount of 28 million lira, reducing the outlays to a total of 111
million lira. Since income from the Abu Rudes oil wells in the then-occupied Egyptian Sinai
Peninsula amounted to 52 million lira, the actual Defense Ministry outlay was 59 million lira,
or NIS 380 million in 2007 terms (Gazit, 1985: Table 6, p. 261).
The low outlays continued: in 1987, the year in which the Palestinians first rose en masse
against the occupation, the budgetary outlay of the Israeli Civil Administration of the
Palestinian territories stood at NIS 182 million (In 2007 terms, about NIS 830 million). An
additional NIS 54 million were designated for development projects. (Israel State
Comptroller, 1990: 852). The next year, 1988, the first full year of the Intifada, the outlays of
the Civil Administration were even lower, due to an anticipated drop in tax collection: NIS
175 million. Funds that were expected to be spent on development projects were withheld
(Ibid). In fact, that year the Civil Administration accumulated a budgetary surplus of NIS 80
million – 46% of the monies actually spent (ibid: 853).
The policy of operating the Civil Administration on the basis of a balanced budget continued.
In 1992, the year before the Declaration of Principles for the Oslo accords, the Civil
Administration collected taxes in the amount of $328 million from residents of the territories
and spent the equivalent of $311 million ($252 million for the hiring of 18,000 Palestinian
government employees, and $60 million for development). In fact, the Civil Administration
ended the year with a balance of $17 million (Khadr, 1999: 110).
Over 41 years of Israeli occupation, basic services and infrastructure within the Palestinian
territories did not improve significantly, and were certainly not upgraded to anywhere near the
quality existing in Israel. The Israeli military administration was content to provide the
minimal services that could be financed by a very low tax intake. Of course, had the Israeli
administration adopted a development plan to be initially financed by Israeli money, the tax
intake would have eventually increased, leading to greater developmental investment.
Governments generally adopt such a policy in their own countries. But the Israeli
government, determined to keep the cost of occupation low, was not willing to do so.
Furthermore, it was determined, as we will see in Chapter 3, to protect the interests of the
Israeli business community by refraining from investing in the Palestinian economy and by
preventing Palestinian and other investments as well.
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Until 1981, the civilian duties of the occupier were fulfilled by the military commanders of
the Palestinian areas – the chief of the I.D.F.'s Central Command in the West Bank and the
chief of the I.D.F.'s Southern Command in the Gaza Strip. Beginning in 1981, the then
minister of Defense, Ariel Sharon, separated strictly civilian matters from military ones by
creating a Civil Administration, which took on the appearances of a regular government;
I.D.F. officers were placed in charge of departments of education, health, and agriculture. The
Civil Administration was, of course, just another name for the former military command, with
the main difference being that the head of the Civil Administration was under the command
of the Minister of Defense, a civilian function rather than that of the chief of Military
Command. If anything, the Civil Administration brought with it a more pervasive control of
the Palestinians, by compiling of an extensive database on the population which included
information on personal debts, criminal offences or any fact that could make an individual
"suspect" of hostile intentions, in addition to general information gathered by the population
register (Azulay and Ophir, 2008: 139).
The creation of the Civil Administration did not significantly improve the lives of the
Palestinians from that perspective, mainly because of its policy of maintaining a balanced
budget based on the meager intake from local taxes. But even more disappointing was the
Civil Administration's growing role within the vast governmental apparatus that saw to the
establishment and expansion of Israeli settlements in the Palestinian Territories, to the extent
that that Akiva Eldar and Edith Zertal, the authors of the most extensive book on Israeli
settlers in the Palestinian territories, chose to call it The Settlers Administration (Eldar and
Zertal, 2004: 403). The Civil Administration played an important role in the legitimization of
the settlement projects, by declaring the lands on which they were erected "state lands," open
to public use, as opposed to private lands (Sasson, 2005: 61). In addition, the Civil
Administration operated the Supreme Planning Council, a body containing no Palestinians but
quite a few settlers, which routinely approved the plans of dozens of settlements – while
largely refraining from fulfilling its planning duties when it came to Palestinian towns and
villages (Eldar and Zertal, 204: 416; Groag, 2002). At the same time, the Civil Administration
exercised its authority to prevent "illegal construction" – a term used to refer to Palestinian
construction, not to the construction of settlements – by destroying thousands of Palestinian
homes (Margalit, May 14, 2005). Though the Civil Administration employed many
Palestinians, mainly for the provision of direct services such as education and health, many of
its top officials came from the ranks of the settlers (Eldar and Zertal, 2004: 416).
Until the eruption of the first Intifada, the fact that Israel made no investments in Palestinian
institutions did not result in widespread Palestinian discontent and resistance, mainly because
of the dramatic rise in the Palestinian standard of living. The main reason for that rise was the
opening of the rapidly expanding Israeli job market to Palestinian workers. While they earned
less than their Israeli counterparts, their new wages were higher than wages in the occupied
territories. As a result, the Palestinian national income increased rapidly. Economist Ephraim
Kleiman noted that in 1968 the G.N.P. of the Palestinian territories was 3% of Israel’s, and
that within 20 years it had risen to 8% (Kleiman, 1989: 603). The higher standard of living
brought about by higher wages was reflected in increasingly better health and education
services, as well as in larger private investments in housing (Benvenisti, 1984: 9; Zakai, 1989:
601).
Widespread Palestinian employment in Israel was the main factor that obviated the need for
significant spending on the part of the Israeli occupier. Following the 1973 Yom Kippur war,
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the Israeli economy went from boom to bust; still, Israel was spared the necessity of making
significant outlays in order to maintain the standard of living in the occupied territories, for as
it happened, the oil crisis created by the war brought prosperity to the Gulf States, which hired
many Palestinian workers (Diwan & Shaban, 1999: 2; Zakai, 1989: 601). Jordan, which
benefited economically from the aftermath of the Lebanese civil war and also received large
remittances from the Gulf States, also offered jobs to West Bank Palestinians (Zakai, 1989:
601-2). In retrospect, it appears that 20 years into the occupation, the increase in the
Palestinian workforce had been absorbed almost entirely by job markets outside the
Palestinian territories – Israel, on one hand, and Jordan and the Gulf States, on the other.
While Jordan and the Gulf States employed the educated and skilled workers, Israel hired the
uneducated and unskilled laborers (Diwan & Shaban, 1999: 3-4).
Another factor that obviated the need for Israeli spending was the fact that a significant part of
the Palestinian population was, and still is, aided by the United Nations Relief and Work
Agency, established in 1949 to provide relief to Palestinian refugees, in major areas of their
settlement, including Lebanon, Syria, Jordan, the West Bank and the Gaza Strip. UNRWA
provided financial assistance, education, health, and social services to Palestinians living in
refugee camps inside the West Bank and the Gaza Strip – at the time of writing, some 700
thousand people (http://www.un.org/unrwa/publications/index.html), undoubtedly the
neediest segment of the population. UNRWA is funded by donor countries and the European
Union. Thus, it is taxes paid by people foreign to the country and to the region that fund
services normally expected to be provided by the sovereign. Thanks to UNRWA, Israel (like
Jordan and Egypt before 1967, and like all Arab countries that have been hosting Palestinian
refugees since 1949), ruled over a relatively well serviced population with no need for
investments of its own.
One more factor that enabled Israel continue to spend very little on the well-being of the
Palestinian population was Jordan's decision to continue paying the salaries of thousands of
Palestinian teachers, civil servants and local administrators, all of whom were on the
Kingdom's payroll until 1967 (Gazit, 1985: 203-204). Jordan's action was motivated by the
desire to maintain some sort of leverage in Palestine. This lasted until 1988, when, in the
afterbirth of the Palestinian Intifada, Jordan decided to renounce any claim to sovereignty in
the West Bank (Azulay and Ophir, 105; 150).
The relative prosperity that prevailed in the Palestinian territories in the first period of the
occupation led many Israelis to conclude, “They clearly won’t want to give up what they’ve
gained.” However, as Ephraim Kleiman wrote at the time of the first Intifada, Israel ignored
the fact that the high rate of growth would only continue until the economic integration of the
two economies was achieved. Once this occurred, the rate of economic growth in the
Palestinian territories would adapt itself to the rate of growth in Israel “and that is exactly
what happened. Therefore, from the early 1980s, [there was] a slowing, and even a reversal,
of the economic [development] in the territories…” (Kleiman, 1989: 603). Dan Zakai, an
economist at the Bank of Israel, speculated that this situation explained the growing popular
sense of frustration in the territories: “The young and better-educated people born after 1967
are now joining the workforce in great numbers. We therefore have a large supply of young,
educated manpower today…while their parents were poorly educated and were willing to
work at any job, easy or hard, today’s educated young people have higher expectations. They
are becoming increasingly embittered and dissatisfied because of the gap between their
expectations and reality. It is no wonder that they are the ones leaving their mark on the
uprising [the first Intifada]” (Zakai, 1989: 601-2).
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The Low Cost of Military Control
In the case of the costs of the military occupation of the Palestinian territories, the distinction
between the period 1967-1987 and the period that began with the outbreak of the first Intifada
is even more clear-cut than the case of the costs of the Civil Administration. Until the
outbreak of the first Intifada, the military costs of the occupation had been relatively low.
Small forces were used to maintain control of the Palestinian territories, and Palestinian
resistance – with the exception of one short period – took place outside these territories and
did not demand a comprehensive, continual, or costly military response by Israel.
Palestinian resistance to the occupation started soon after the 1967 war. For many years,
though, their actions were not particularly effective and did not overly tax the I.D.F. or the
defense system in general. The Israeli army was able to maintain control over the Palestinian
territories with relatively small forces. In fact, in the period immediately following the war,
the I.D.F. reduced its forces on the West Bank, preferring instead to transfer them from a
place considered quiet and of secondary importance at the time to “hotter” areas – the Suez
Canal and the Golan Heights (Benvenisti, 1984: 24-25). The I.D.F. was able to achieve daily
control over the Palestinian territories mainly by relocating some of its training bases there.
This also insured that the I.D.F. presence was not a constant reminder of the occupation in the
form of soldiers patrolling the streets of Palestinian towns. At the same time, the arrangement
enabled the quick transfer of troops to the territories if needed (Gazit, 1985: 268-269).
On their part, the Palestinians did not have a recognized, well-coalesced leadership on the
ground at the time. Though the seeds of an autonomous Palestinian national organization had
begun to sprout before the 1967 war, by the time the war erupted they were relatively new and
weak. The Palestine Liberation Organization (PLO), which in due time would lead the
Palestinian national movement, was still heavily dependent on the benevolence of the Arab
League, which had established it in the first place partly in order to be able to better control
the activities of the various Palestinian militant groups. Fatah, the group that would become
the leader of the Palestinian national movement, was established in 1959. January 1965
marked Fatah’s first military operation within Israel – an attempt to damage the Israel
National Water Carrier. On the eve of the Six Day War, the Syrians prodded Palestinian
fighters into infiltrating Israel from the northern border; these infiltrations were among the
events that eventually triggered the start of the war. It is important to remember that until June
1967, the West Bank had been under Jordanian control and the Gaza Strip under Egyptian
control, and neither country had encouraged, to say the least, independent organizational
efforts by Palestinians.
The Palestinians began to develop an autonomous leadership only after the Six Day War. In
that war, the armies of the Arab countries were defeated, and it became clear to the
Palestinians that these armies stood little chance of regaining for them the territories lost to
Israel. Thus, it was after the war that the Palestinian organizations stepped up their military
activities, gradually taking on the role of leaders in the struggle for Palestinian independence.
In 1969, ten years after its inception, Fatah took control of the PLO. Another five years
passed before Arab countries recognized the PLO as the sole representative of the Palestinian
people. It was only in 1976, ten years after the start of the Israeli occupation, that the PLO
demonstrated its support within the occupied territories themselves, when its candidates won
the mayoral elections of several Palestinian towns (Benvenisti, 1984: 45).
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Going back to the Palestinian resistance in the immediate aftermath of the 1967 war, we
should start with the fact that many Palestinian activists, Yasser Arafat among them, relocated
to the West Bank and began to engage in resistance activities (Gazit, 1985: 282-283).
However, within a short time, many were arrested and many others crossed the Jordan River
back to the Kingdom of Jordan under pressure from the Israeli security forces. It was from
Jordan that they now mounted their operations, dispatching small units into Israel. The I.D.F.
managed to intercept many of these border penetrations. The first serious, direct confrontation
between the armed Palestinian organizations and the I.D.F. occurred in March 1968 near the
Jordanian village of Karame, when Israel pursued Palestinian fighters across the river.
Karame raised the prestige of the Palestinian armed resistance, as the I.D.F. suffered many
losses, partly because the Jordanian Legion joined the fighting. Following the battle of
Karame, however, the Jordanian army itself drove the Palestinian fighters from the border
with Israel, in the direction of the Jordanian mountain villages. Their presence there weighed
heavily on the Jordanian Kingdom, since Israel responded to Palestinian attacks by striking
targets within Jordan. In the “Black September” of 1970, King Hussein ordered a large-scale
military campaign against Palestinian organizations in his country, breaking their hold on the
East Bank. Many activists were killed, many were arrested, and the others – who included
most of the commanders – were routed out of Jordan and pushed mainly into Syria and
Lebanon. Black September nearly paralyzed all the activities of Palestinian organizations
within the occupied territories and was a major blow to their status and reputation (Gazit,
1985: 323).
Throughout that period, the most spectacular and politically effective Palestinian operations
took place outside of Israel. These included a series of airplane hijackings between 1968 and
1972, and later, in 1976, the famous hijacking of the Air France flight to the Ugandan airport
of Entebe. Those actions served to put the Palestinian issue on the international agenda. There
were also sporadic penetrations into Israel from Lebanon, with the most notorious incidents
occurring at the moshav Avivim and a school in the development town of Maalot. Large
I.D.F. forces were not required to counter these operations. Most often, the response came
from small units, such as the elite Matkal commando. These were the years that saw the rise
to fame of some notable Israeli public figures, then serving in the Matkal, such as Ehud Barak
and Amnon Lipkin-Shahak. Yoni Netanyahu, who was killed leading the I.D.F. raid at
Entebe, became a national hero. His brother, Benjamin Netanyahu, also served in Matkal.
Shlomo Gazit, the first coordinator of Israeli activities in the Palestinian territories, who
would go on to become chief of the I.D.F. Intelligence Branch, wrote the following in 1984:
“If we examine the 19 years of hostile Palestinian activities since 1965, we can definitely
characterize them as a failure. The terrorists had no significant military successes, and Israel
did not suffer intolerable damage or loss of life. Israel was not forced to cease any activity,
economic or otherwise, because of these hostile actions. And there is no noticeable change in
Israel that might point to battle fatigue or willingness to compromise with the terrorists”
(Gazit, 1985: 286). Gazit went on to state that “Israel’s defense policy in the territories
maintained a situation in which defense problems had no real effect on the overall policy in
the territories” (ibid: 269).
Neither was the human cost as painful as it would become later, in the era of Palestinian
uprisings that began in 1987. In the six years between the Six Day War and the Yom Kippur
War, when most of Israel’s military efforts were directed toward the Egyptian army along the
Suez Canal, 837 Israelis (soldiers and civilians) were killed on all fronts. Most of the
casualties occurred in the Suez Canal region, and only 15% (136 men and women) were killed
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as a result of militant Palestinian actions within Israel or in the territories it held. (This
number includes the 26 Israelis and foreigners killed in a May 1970 attack by Japanese
terrorists at Ben-Gurion Airport.) Within the West Bank proper, only 12 Israelis (soldiers and
civilians) were killed in this period (ibid: 321). The Palestinians also suffered relatively minor
losses: most (90%) of the 327 killings in the territories occurred at the hands of Palestinian
military organizations (ibid).
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Chapter Two: A Positive Economic Balance Israel’s Corporate Gains from the Occupation
For the first two decades, the Israeli occupation of the Palestinian territories not only was
inexpensive in terms of expenditures on civilian and military administration, it was also
profitable to at least some parts of the Israeli business community. Profits were made in two
main areas: trade, and the employment of cheap Palestinian labor. In this chapter we will deal
with trade, while the next one will be devoted to the employment of Palestinian laborers.
The Palestinian territories do not hold the kinds of treasures that have enticed occupiers
throughout history. They do not possess precious spices or gold deposits, like those that drove
the Portuguese, the Spanish, the Dutch, the French and the British to conquer and control vast
territories in America, Asia and Africa beginning in the last part of the fifteenth century. They
have no natural resources like those that enticed the late 19th century “scramble for Africa,”
nor do they possess oil deposits like those that drove British and US governments and
corporations to conquer or control large tracts of the Middle East, from Saudi Arabia and Iran
in the past to Iraq in the present. The attraction of the Palestinian territories lay essentially in
the territory itself, as a stage for the establishment of a Greater Israel – simultaneously
foreclosing the possibility of the rise of an independent and potentially rival Palestinian state.
Still, even without any considerable natural resources, the continued occupation of the
Palestinian territories did provide Israel with a significant economic gain: those territories
became a captive market for Israeli products, opening up gainful business opportunities for
Israeli entrepreneurs. Palestine, forced into the equivalent of a "customs union" with Israel
(an arrangement that would become "agreed upon" in the Oslo accords), came to purchase the
vast majority of its imports from Israel – and to send to Israel the vast majority of its exports.
Due to the huge gap in the level of economic development of the two partners, the
Palestinians purchased much more from Israel than Israel purchased from the Palestinians.
The balance of trade was in Israel’s favor. Thus the Israeli case fits in well with Hobson's
statement in his classic work Imperialism: A Study, that "although the new Imperialism has
been bad business for the nation, it has been good business for certain classes and certain
trades within the nation" (Hobson, 1902: Ch. 4)

To maintain the unequal balance of trade and the preferred status of Israeli manufacturers,
Israel did its utmost to constrain local economic development in the Palestinian territories.
Brig. Gen. Shlomo Gazit, the first coordinator of Israeli activities in the Palestinian territories,
called this “the failure of Israeli non-activity in the territories,” and pointed at two pieces of
evidence: firstly, Israel refrained from making investments in the Palestinian territories (with
the exception of Israeli settlements, of course) and from encouraging others to invest in the
development of the local economy (Gazit, 1985: 179). Secondly, Israel made no investments
in either services or infrastructure – roads, communication systems, water supply, health
services, education, and the like (ibid: 179).
The reason Israel adopted this policy, according to Gazit, is that “it gave absolute preference
to the interests of Israeli business sectors” (ibid: 243). He pointed to the example of
agriculture, which, before 1967, employed a third of the Palestinian workforce (Kahan, 1987:
3): “From nearly the first day, when the government was faced with a surplus of [Palestinian]
agricultural goods at the height of the harvest season, it saw protection of Israeli agricultural
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prices as its supreme interest. This, above all, is what pushed renewed marketing efforts
eastward, toward Jordan [to prevent it from competing with the Israeli agricultural market]. It
is also what drew the workforce from the territories to jobs on Israeli farms [in order to
strengthen Israeli agriculture]. Agricultural planning in the West Bank and the Gaza Strip was
geared toward creating a situation in which agriculture in the Palestinian territories would, to
the greatest extent possible, enhance – rather than compete with – Israeli agricultural planning
(Gazit, 1985: 251; see also Kahan, 1987: 70).
The same was true for business and industry: “…The policy was to discourage Israeli
investors from setting up factories in the Palestinian territories (or from becoming partners in
existing ventures). Instead of looking at the wider picture – the chance to lower Israeli
production costs by taking advantage of a relatively cheap workforce in the West Bank or
Gaza Strip – the policy aimed at blocking incentives to Israeli investors…The desire to
protect the goods produced in Israeli factories was so great that they even tried to prevent the
building or renovation of factories that were one-hundred percent Arab-owned, if there was a
risk they might compete with Israeli-produced goods” (Gazit, 1985: 251). Notable departures
from this policy (apart from the factories built in the the industrial parks adjacent to Israeli
settlements) were the industrial parks built on the Green Line (ibid.). Writing in the early
1980s, Meron Benvenisti, probably the best informed Israeli observer at the time, noted that
in contrast with conventional world-wide patterns of economic growth, the industrial output
of the Palestinian territories diminished rather than grew, with its portion of Palestinian GDP
decreasing from 9.0% in 1968 to 6.5% in 1980 (Benvenisti, 1984: 15).
The outcomes of the policy constraining independent growth were also addressed by an
official Israeli committee appointed in 1991, on the eve of the Madrid conference, to deal
with economic recovery in the Gaza Strip. Its members included the economist Ezra Sadan;
the then coordinator of Israeli activities in the Palestinian territories, Brig. Gen. Dan
Rothschild; the Prime Minister’s economic consultant, Amos Rubin; and other experts. The
committee concluded that the economic policy of Israeli governments regarding the residents
of the Gaza Strip was limited essentially to opening the door to jobs within the Green Line.
On the other hand, “on rare occasions, the government promoted and encouraged the creation
of jobs and factories in the [Gaza] Strip itself (for example, in the Erez industrial area). No
preference was given to promoting independent initiatives or the business structure of the
Gaza Strip. On the contrary, the authorities stood in the way of such initiatives for fear they
would compete with Israeli companies in the Israeli market” (Quoted in Arnon and Weinblatt,
2000: 36).
For many years, the only Palestinian businesses to flourish under the occupation were offshoots of the growing Israeli economy: subcontracting, mainly in the clothing manufacture
industry, or garages that charged Israeli car owners less money for repairs (Gazit, 1985: 252).
The trade limitations imposed by Israel on the territories, coupled with the policy of blocking
local economic development, turned the Palestinian territories into a large market for Israel
trade. As we will soon see, significant parts of the Israeli business community were and still
are involved in this trade.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

19
Dimensions of Trade
We will start by looking at the Israeli-Palestinian trade figures. It should be said at the outset
that such figures as are readily available are not necessarily comprehensive and accurate, for
the simple reason that contrary to trade with other countries, where imports and exports go
through customs and are thus systematically recorded, much of the trade between Israel and
the Palestinian territories was and still is performed through a non-existing border. Israel has
consistently opposed – even during the Oslo negotiations - the drawing of a border and the
establishment of crossing points. The figures presented in Tables 1 and 2 below are based on
the Israel Central Bureau of Statistics data bank, and they are sufficient for observing the
overall trends. For an analysis of specific areas of trade, it is recommended to consult several
sources: thus, a study made jointly by the Peres Center for Peace and by the Palestine Trade
Center (PALTRADE) used a combination of sources including the Israel Central Bureau of
Statistics balance of payments data; the Palestine Central Bureau of Statistics trade database;
and the Israeli Palestinian VAT-Clearance Database, which has been in existence since 1995
(The Peres Center and Paltrade, 2006). We will resort to the Peres Centre-Paltrade figures
when discussing specific areas of trade.
Before 1967, the Palestinian territories formed part of two separate national economies:
Jordan – for the West Bank, and Egypt – for the Gaza Strip. In the wake of the 1967 war, with
Israel controlling all the exit and entry points, the Palestinian territories were merged into the
Israeli economy, obtaining most of their imported goods from Israel or through Israel, and
exporting most of their own products to or through Israel: Israel became the Palestinians’
main trading partner.
To the Palestinians Israel sold industrial goods, agricultural products, and cement. Moreover,
Palestinians became dependent on Israel in several crucial areas of infrastructure: Israeli firms
became the main suppliers of electricity, fuel, gas, global communications, and a good part of
their water. The same is true for basic commodities such as flour, rice, and sugar (MAS, 2000:
3). Before the outbreak of the first Intifada, Palestinians purchased up to 10% of all Israeli
exports and constituted a market second in importance only to the U.S. (The Peres Center and
Paltrade, 2006: 27). Ever since, as can be seen in Table 1 below, that market share has been in
decline, reaching a low of 3.8% in 2002, at the height of the second Intifada. With the ebbing
of the second Intifada Israeli exports to the Palestinian Authority picked up a little, to 4.5% in
2007 – but never recovered to the level of the 1980s.
It should be noted that the Intifada and the suicide bombings of the 1990s are not the only
reasons for the decline in Palestine’s share of Israeli exports. Another is the general growth in
Israeli exports, including high priced hi-tech products, for which the Palestinian territories do
not constitute a significant market. While total Israeli exports increased in the 20 years
between 1988 and 2007 more than five-fold, from US $ 11.3 billion to US $ 58.7 billion,
Israeli exports to the Palestinian territories, which were US $ 0.8 billion in 1988, rose in 2007
to only US $ 2.6 billion (see Table 1 below). One additional factor that needs to be taken into
account is that the decline in Israeli exports in times of confrontation is, among other things,
an indication of the sharp decline in the purchasing power of the Palestinian community at
such periods.
At the same time, Israel became the primary destination for Palestinian exports. In the 1990s
and first years of the 21st century, approximately 85% to 90% of all Palestinian exports went
to Israel (Elmusa & El-Jaafari, 1995: Table 2; PCBS, 2006: 50). However, while the weight
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of Israeli exports out of all imports to the Palestinian territories is very high, the weight of
Palestinian exports, out of all imports to Israel, is very low: as can be seen in Table 2, for
most of the period following the first Intifada it has hovered around 1% of total Israeli
imports, rising to about 1.65% in the years following the Oslo agreements, and declining to
below 1% during the period of the second Intifada. These differences were also expressed in
the cash value of the traffic: Israeli exports to Palestinians in 2007, for example, amounted to
about US $ 2.6 billion, while Palestinian exports to Israel that year totaled US $ 0.5 billion
(ibid).

Table 1: Israeli Exports of Goods and Services to Palestine, 1988-2007
In $US millions

Year

Total Israeli Exports of
Goods and Services*

Israeli Exports of Goods
Israeli Exports
and Services to Palestine as
of Goods and Services
a % of its
to the Palestinian Authority
Total Exports

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

11,318
11,867
13,013
13,071
15,047
16,501
18,453
21,110
22,647
24,946
26,856
30,072
37,809
33,680
31,483
34,352
41,609
45,236
51,477
58,698

808
728
946
1,209
1,398
1,209
1,053
1,664
1,846
1,954
1,993
2,068
1,974
1,402
1,200
1,594
2,030
2,334
2,251
2,646

7.14%
6.13%
7.27%
9.25%
9.29%
7.33%
5.71%
7.88%
8.15%
7.83%
7.42%
6.88%
5.22%
4.16%
3.81%
4.64%
4.88%
5.16%
4.37%
4.51%

* Excluding ships, aircraft and diamonds.

Source: Adva Center analysis of Israel Central Bureau of Statistics Time Series Data Bank.
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Table 2. Israeli Imports of Goods and Services from Palestine, 1988-2007
In $US millions
Year

Total Israeli Imports of
Goods and Services*

Israeli Imports
of Goods and Services
from Palestine

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

13,344
13,047
15,445
17,825
18,964
21,534
24,248
28,218
30,079
29,500
29,859
32,231
36,230
34,397
32,578
33,168
38,752
41,217
45,448
54,122

161
118
190
199
258
187
214
355
408
487
491
467
466
339
281
296
411
414
375
544

Israeli Imports of Goods
and Services from
Palestine as a % of its
Total Imports
1.21%
0.90%
1.23%
1.12%
1.36%
0.88%
0.88%
1.26%
1.36%
1.65%
1.65%
1.45%
1.28%
0.99%
0.86%
0.89%
1.06%
1.00%
0.83%
1.01%

* Excluding ships, aircraft and diamonds.

Source: Adva Center analysis of Israel Central Bureau of Statistics Time Series Data Bank.

The figures in Table 1 make it quite clear that a good portion of the Israeli business
community enjoys significant gains from the fact that under conditions of military occupation,
the Palestinians were disconnected from the Jordanian and Egyptian economies and become
appended to the Israeli economy. The gains that Israeli business people derive from exporting
to the occupied territories can be divided into two categories. The first and main one has to do
with the proximity of the Palestinian market: export to this market requires almost none of the
expenses connected with transportation by air or by sea. From this point of view, the
Palestinian territories are the equivalent of the annexation of a new, geographically
contiguous province. Another type of gain derives from the fact that exports to the Palestinian
territories do not involve high investments on the part of Israeli business people: the
Palestinian market absorbs in some cases low-tech, low-cost Israeli products that would be
difficult to sell to the more affluent Israeli market, or to European markets.
Israeli producers who export their products to the Palestinian Authority are not the only Israeli
business people to benefit from the occupation. Another category is that of enterprises that
make their gains directly from the act of occupation. The most obvious example is
construction firms, which build Israeli settlements, military bases and roads, and which are
presently building a wall engulfing the territories of the Palestinian Authority. Another
example is manufacturing, commercial and service firms that operate out of industrial parks
established in the Israeli settlements.
In the remainder of this chapter we will look first at the most outstanding instances of Israeli
exports, and then at the firms that operate in and around the settlements. The review will also
serve to concretize the extensive and pervasive nature of dependency that lies behind the
innocuous concept "captive market."
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Throughout the chapter we will try to assess the extent of compatibility between each of the
various business interests and the possibility of an Israeli-Palestinian political settlement that
would result in the establishment of an independent Palestinian state, and, as a consequence,
the introduction of some kind of separation between the two economies. The two-state
solution is the main topic on the diplomatic agenda, and economic separation is the main
recommendation of both Palestinian and Israeli economists who deal with a solution to the
Israeli-Palestinian conflict (see Arnon and Bamya, 2007; and The Peres Center and Paltrade,
2006).
It can be stated at the outset that, for the most part, the gains Israeli exporters to the
Palestinian Authority presently enjoy do not serve as sufficient incentive for them to prevent a
political settlement that would end the present economic constellation. That appears to be the
case either because for many Israeli exporters, the Palestinian market constitutes only a
relatively small portion of the total markets, or because under most conceivable scenarios for
a two-state solution, the economic relationships between Israel and Palestine, forged
coercively over 40 years of occupation, will not necessarily be replaced by totally different
ones. This is especially true in the case of some of the infrastructural supplies, such as
electricity and fuel (see, for instance, The Peres Center and Paltrade, 2006; and Arnon and
Bamya, 2007). Not only that: under conditions of two separate national entities united by a
free trade agreement, Israeli producers stand to gain not only from the continuation of many
of the present conditions, but also from the possibility of access via Palestinian intermediation
to the much wider markets of the neighboring Arab countries, now united in an Arab Free
Trade Area (see The Peres Center and Paltrade, 2006).
The case with the business enterprises operating in what we call the Settler Economy is
different.

A. Israeli exports to Palestine
Electricity, fuel and gas constitute approximately 35% of total Israeli exports to the
Palestinian Authority. Up to the second Intifada, their weight in Israeli exports was much
lower – in 1998-2000, 15%. However, sharp rises in oil prices helped to bring it up to the
present proportion (The Peres Center and Paltrade, 2006: 34-35). At the same time, the
contraction of economic activity and the growing pauperization of the Palestinian population
during the Intifada caused a decline in the importation of consumer goods from Israel (ibid:
35), thus also contributing to the increase in the weight of electricity, fuel and gas out of total
Palestinian imports.
In all three items, Palestinians are almost totally dependent on supply by Israeli corporations,
as we will presently demonstrate.
Electricity
The major supplier of electricity in Israel is the government-owned Israel Electric
Corporation. In the wake of the 1967 Israeli occupation of the West Bank, the IEC became the
main supplier of electricity to the West Bank and the Gaza Strip, providing for some 80% of
consumption (Arnon and Bamya, 2007: 164).
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In the West Bank, 70% of IEC’s supplies go to the Jerusalem District Electricity Company,
which distributes them, directly, to East Jerusalem, and in bulk to 165 towns and villages in
the West Bank; an additional 30% go directly to 215 towns and villages. The local authorities
in the towns and villages are responsible for collection of the fees. The Gaza Strip receives
electricity both from the IEC and from the local, privately-owned Gaza Power Plant, which
can meet up to two-thirds of local demand (The World Bank, 2007 [May]: 14-15; 3).
In 2006, IEC supplies to the Palestinian Authority and to East Jerusalem amounted to 3,097
KWh – 6.7% of the IEC`s total supplies (Israel Electric Corporation, 2007: table 31a). This is
a very low figure, given that the population of the Palestinian Authority (including East
Jerusalem) - in 2006, almost 4 million (Palestine Central Bureau of Statistics, 2006: 15) –
amounted to more than 35% of the combined Israeli and Palestinian population. The huge
discrepancy between the actual level of consumption of IEC electricity in the Palestinian
Authority and the expected level based on size of population is explained by the low level of
economic development in the occupied territories: most of the electricity supply goes to the
service and household sectors, given the lack of significant industrial activity (The World
Bank, 2007 [May]: 2). In addition, a large number of Palestinian localities are not even
connected to the electrical grid.
The IEC’s revenues from selling electricity to the Palestinian Authority and to East Jerusalem
stood, in 2006, at 5.6% of its total income. The discrepancy between the Palestinian share in
IEC’s production - 6.7% - and in IEC’s income – 5.7% - may be due to the fact that according to IEC figures - Palestinians are charged the lowest rate of all consumer categories
(Israel Electric Corporation, 2007: table 50a). Industrial establishments, on the other hand,
appear to be charged prices that are 3 times higher than the average price in Israel or Jordan
(Arnon and Bamya, 2007: 169).
The figures make it quite clear that the presence of the Palestinian market on the IEC’s
operational map is marginal. Furthermore, continued Israeli occupation will not make it more
significant, especially if it is accompanied by continued suppression of Palestinian economic
development. A two-state solution, on the other hand, holds more promise, as it would
conceivably bring with it rapid economic development in Palestine, leading to a growing
demand for electricity. Though the Palestinians will probably wish to enhance their own
production capabilities – for instance, the Gaza Power Plant - and though they might also
wish to diversify their sources of supply by hooking up with the Jordanian and Egyptian grids,
it seems clear that the IEC will stand to benefit from Palestinian development, at least during
the first period of transition. It also stands to gain from joining, through the intermediation of
the Palestinians, regional electrical networks – which could benefit Palestine, Israel, Egypt
and Jordan, and possibly more countries, from trading electricity, especially in times of crisis
or high demand (Arnon and Bamya, 2007: 173-174).
Thus, ironically, a two-state solution may prove to benefit the IEC more than the present state
of affairs, where the Palestinian market is only a tiny appendix to the Israeli market. For it is
only through the post-1967 occupation that the Israel Electric Corporation came to be the
main supplier of electricity to Palestine, and thus potentially an important player in a future
Middle East.
For the time being, though, it is important to note that the military occupation is an integral
part of the operation of the electricity market monopolized by Israel. The clearest
manifestations are, first, the destruction by the I.D.F. of the Gaza Power Plant in June of
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2006, as a retaliatory act in the wake of the abduction of the Israeli soldier Gilad Shalit by
Palestinian fighters from the Gaza Strip; and second, the Israeli government’s decision of late
2007 and early 2008 to reduce the electricity supply to the Gaza Strip, as part of its campaign
against the Hamas government there. That decision makes the IEC, willingly or not, part of
the Israeli state’s panoply of weapons being used in the continuing Israeli-Palestinian
confrontation. It is thus not surprising that the Hamas-led Gaza rulers are interested in
obtaining more of their electricity from Egypt (as of March 2008, Gaza was obtaining 17
megawatts from Egypt, compared to 124 from Israel). Ironically, Israel may also be interested
in this arrangement, as it might lead to the re-attachment of the Gaza Strip to Egypt,
decoupling it from the West Bank – and rendering the Palestinian Authority even weaker visà-vis Israel than it is now (Issacharoff and Harel, Haaretz, March 20, 2008).
Another manifestation of the inextricable inter-relationship between military might and the
economic market concerns the collection of fees by the IEC from its Palestinian customers.
As we saw earlier, the IEC sells directly to Palestinian local authorities as well as to the
Jerusalem District Electricity Company – which distributes to Jerusalem and to local
authorities. Local authorities, in turn, collect the fees from individual customers and pass
them on to the IEC. Collection is problematic, though, among other things because of
widespread poverty, especially in the refugee camps. Yet the IEC’s income is not jeopardized,
for the Israeli Ministry of Finance allows the IEC to recover part of its unpaid bills from the
taxes collected by the Israeli government on behalf of the Palestinian Authority (The World
Bank, 2007 [May]: 3); in 2005, this sum amounted to some $100 million (ibid: 5).
Finally, the IEC’s supply policies are heavily affected by the fact that it is first and foremost
an Israeli government-owned corporation: priority of service is given to the Israeli customer.
That priority might manifest itself in slow response to Palestinian demands to increase supply,
or in the low voltage at the end of the transmission lines (Arnon and Bamya, 2007: 166).
Fuel
The Palestinian Authority is totally dependent on Israel for its fuel supplies. Even the Gaza
Power Plant, the major Palestinian-owned supplier of electricity, is dependent on fuel supply
from Israel for its operation. Dependency is magnified by the fact that the West Bank and
Gaza lack fuel storage facilities, thus necessitating a day-to-day supply from Israeli
companies (The World Bank, 2007 [May]: 12).
Up to 1994, fuel to the Palestinians was supplied by Padesco, a company owned jointly by
Israel's three largest fuel companies – Paz, Delek and Sonol. In 1994, the newly established
Palestinian Authority awarded the supply contract to Dor Alon, then an upstart. Three fuel
terminals were established, one in the Gaza Strip and two in the West Bank. The Israeli fuel
company conveys its products to those terminals, and from there, the Palestine Petroleum
Commission (PPC) distributes them to Palestinian customers (The World Bank, 2007 [May]:
12).
Dor Alon was the sole supplier from 1994 to 2006. Starting in January 2007, the provision
was split between Dor Alon, which retained the Gaza Strip (accounting for some 35% of total
exports to the PA), and Paz Oil, which received the larger West Bank market. Paz Oil is the
largest Israeli fuel company, and the successful bidder for the recently privatized Ashdod oil
refinery.
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In 2005, Israel exported to the Palestinian Authority petroleum products in the amount of
$650-700 million, representing 26% of the value of total Israeli exports to the PA (The Peres
Center and Paltrade, 2006: 38-39).
To Dor Alon, the Palestinian business was very important: total sales to the Palestinian
Authority amounted, in 2006 (when Dor Alon was still the sole provider), to NIS 2.15 billion
(approximately US $ 480 million), representing 35% of Dor Alon’s total sales (Dor Alon,
2006: 39). Once Paz Oil took from Dor Alon the largest slice of the Palestinian business, Dor
Alon reported significant drops in sales (Dor Alon, 2006: B-4). As for Paz Oil, income from
the Palestinian market amounted to 11% of its total income in 2007 – a not insignificant
amount (Rom, Globes, 10.8.2008)
For Paz Oil, the Palestinian connection is also significant: it has announced its willingness to
place up to 30% of the refining capacity at the Ashdod Oil Refinery, recently privatized by
the Israeli government and bought by Paz Oil, at the disposal of the Palestinian Authority, if
the PA provides the crude oil from Arab countries; such an arrangement would benefit the PA
by lowering the price of fuel products (The World Bank, 2007 [May]: 70), but it would also
constitute a long-term benefit to Paz Oil as it would connect it indirectly to Arab suppliers of
oil.
In the event of a two-state solution, the Palestinian oil market, presently monopolized by Dor
Alon and Paz Oil, would probably become more competitive than the electricity market. Even
so the present monopoly itself does not appear to create a reason for Israeli fuel companies to
maintain the Israeli occupation of the Palestinian territories, as a two-state solution would not
necessarily result in a total cessation of the present business connection.
Telecommunications
Up to the Oslo accords, Israeli firms had a monopoly over the supply of fixed and mobile
phone services, as well as internet services, in the West Bank and Gaza Strip (Luxner, 2000).
In 1995, the Palestinian Authority granted Paltel, a Palestinian private company, a license to
provide all telecommunications services (Ein-Dor, Goodman and Wolcott, 2000). Paltel was
given a 10-year monopoly on fixed-line service, which ran out in 2007, and a 5-year
monopoly on mobile-line service, which ran out in 2004 (Luxner, 2000). In 2007, a second
license for mobile services was granted to another Palestinian corporation, Wataniya, while
Paltel remains the sole provider of fixed-line services (World Bank, 2008: 2-3).
Paltel and Wataniya services extend over areas A, over which the Palestinian Authority has
full civil and military responsibility, and over areas B, where the Palestinian Authority has
only civil responsibility. In areas C, which include the majority of the Palestinian territory (as
well as the majority of the Israeli settlements), telecommunication services are provided by
Israeli operators; Palestinian operators are not allowed to set up antennas there. Given that
areas C are spread throughout the Palestinian territory, the signals of Israeli operators reach
the majority of the Palestinian lands, including the largest Palestinian towns. Thus, Israeli
operators become unauthorized competitors with the Palestinian ones. The size of the Israeli
companies' share of the Palestinian mobile-line market is estimated at between 20% and 45%
(World Bank, 2008: 6). As the vast majority of Palestinians - 90% - use mobile phones with
pre-paid SIM cards (Ziv, Haaretz, May 13, 2008), all the Israeli operators have to see to is
that such cards are available to customers in Palestinian towns and villages.
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We could find no figures on the extent of Israeli operators' income from Palestinian
customers. However, the fact that most Palestinians do not purchase monthly subscriptions
but rather the less income-producing SIM cards, and the fact that their consumption is only
about one third that of Israelis (Ziv, Haaretz, May 13, 2008), would suggest that such income
cannot be too high. From the Palestinian point of view, though, the loss is quite substantial:
for example, the Palestinian Authority loses an estimated US $ 60 million in annual tax
incomes, as it cannot tax the Israeli operators (World Bank, 2008: 2). Additional income
accrues to Israel due to the fact that international calls to and from Palestine are routed
through Israel, and because Israeli infrastructure is used to communicate between the West
Bank and the Gaza Strip (World Bank, 2008: 3). Furthermore, Palestinian operators are forced
to buy cell phones from an Israeli company, as the I.D.F. does not allow them to import on
their own (Ziv, Haaretz, May 13, 2008).
Cement
Israel is the main supplier of cement to the Palestinian Authority. Israel’s main producer of
cement is Nesher, owned by Clal, one of Israel’s major holding companies. Nesher meets
between 70% and 90% of the Israeli demand (Nesher, 2006: 15); the rest is met by foreign
companies. In 1994, Nesher signed an agreement with a Palestinian marketing company that
buys the cement and distributes it to the Palestinian market (Tikva, 2005: 7).
The Palestinian market is significant for Nesher: At the height of the second Intifada, it
constituted 19% of total Nesher sales. In 2003 and 2004, with the ebbing of the Intifada, those
figures rose to 26% and 28%, respectively (Nesher, 2006: 15). In fact, Nesher is conscious of
the significance of its Palestinian clients: its periodic report, last published in 2006, states that
a change in political circumstances may produce a change in the Palestinian market. It goes
on to state that the market will not be lost in the case of a two-state solution, though this may
require increased investments in marketing (Nesher, 2006: 15).
Nesher’s confidence in the idea that a cessation of Israel’s occupation of the Palestinian
territories will not result in a total loss of the Palestinian market appears to be well founded,
as the production of cement requires large investments and storage facilities. Although
producers in Arab countries may compete with Nesher, their transportation costs may
contribute to Nesher's continued success in the area.
Agriculture
In the fields of electricity, fuel and cement, Israeli exports to the PA are concentrated in a few
hands: the Israel Electric Corporation, the Nesher Cement Company, Dor Alon and Paz Oil.
In the case of agriculture, the producers are many.
Until the second Intifada, Israel exported around one quarter of its total agricultural exports to
the Palestinian territories. Foremost among agricultural exports is fruit: the Palestinian
territories, and in particular the Gaza Strip, are the most important export market for Israeli
fruit, taking up some 20% of total Israeli fruit production. Many fruit growers in Israel have
adapted their production capacity to accommodate the Gaza market; as a result, whenever
export lines to the Palestinian territories are closed, the Israeli market is flooded by huge
surpluses accompanied by a sharp price drop. The effect of such closures was dramatized in
April of 2008 by the Israeli minister of agriculture, Shalom Simkhon, who in reference to the
closure then imposed on the Hamas-led Gaza Strip declared that "Israeli agriculture is based
The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

27
on exports to Gaza" (Grinberg, Haaretz, April 2, 2008). Simkhon, representing Israel's
agricultural interests, pressured the government to open the gates to the Gaza Strip, in direct
contradiction to the policy of the ministry of defense and of the I.D.F. (ibid). In contrast, only
1% of vegetables produced in Israel are exported to the Palestinian territories (The Peres
Center and Paltrade, 2006: 47).
But the interests of Israeli agro-business in the Palestinian territories go beyond sales of
agricultural products to the PA. Israel sells the Palestinians agricultural equipment, seeds,
plants and fertilizers. In addition, the major Israeli exporter of agricultural goods,
AGREXCO, monopolizes exports to Europe of some of the most lucrative Palestinian
products, such as Gaza Strip strawberries.
Beyond the interests of this or that Israeli agro-business, the continued occupation of the
Palestinian territories allows Israel to manipulate Palestinian agriculture so that “agriculture in
the Palestinian territories, to the greatest extent possible, enhances – rather than competes
with – Israeli agricultural planning" (Gazit, 1985: 251; see also Kahan, 1987: 70). This means,
in effect, the discouraging, on the part of Israeli authorities, of Palestinians growing fruits or
vegetables grown by Israeli farmers. In addition, while Israeli products have free access to the
Palestinian market, Palestinian exports to the Israeli market are restricted (European
Commission-Food and Agriculture Organization of the UN, 2007: 12). In this sense, Israeli
agricultural interests stand to lose from a two-state solution, unless the two sides engage in
joint planning that will allow for the growth and enhancement of Palestinian agriculture (see
Arnon and Bamya, 2007: 47-55). With regard to the Gaza Strip, though, it appears that Israel
will continue serving as a supplier even after effective Palestinian independence; growing
demand for housing and industry will only decrease the size of cultivable areas (Grinberg,
Haaretz, April 2, 2008).
Israel also stands to lose control of water resources, which since 1967 has been exclusively in
its hands. Palestinian agriculture accounts for about 60% of total water consumption in the
West Bank and the Gaza Strip (European Commission-Food and Agriculture Organization of
the UN, 2007: 6). Israel’s control played an important and negative role in the development of
Palestinian agriculture – while at the same time allowing Israeli agriculture to benefit from a
generous supply of water.
Food Industry
Local Palestinian production does not provide sufficient staple food commodities for the local
population; thus, imports are very significant (European Commission-Food and Agriculture
Organization of the UN, 2007: 2). Israel is a major source of importation of food products.
The other side of the coin is that exports to the Palestinian territories were for a long time a
significant part of total Israeli food exports. A survey conducted in 2005 found that until the
second Intifada, 81% of Israeli food companies had been active in the Palestinian market.
Some major food companies noted that the Palestinian market was responsible for between
10% and 30% of their pre-Intifada sales (The Peres Center and Paltrade, 2006: 60). However,
food exports have been decreasing since the outbreak of the first Intifada; the second Intifada
brought with it the cessation of operations in the PA on the part of some of the companies.
Still, with the ebbing of the second Intifada, 69% of Israeli companies that had marketed to
the PA in the past, resumed their activities (ibid: 60).
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As is the case with agricultural exports, food exports are split among a variety of Israeli
producers. Information on exports of individual firms is not available.
For significant parts of the Israeli food industry, exports to the Palestinian territories
constitute an important part of their production. Those producers stand to lose from a twostate solution, as it is precisely into such areas that Palestinian producers can be expected to
enter, once the two states move from a customs union to a different arrangement, given that
those production lines are based on low technologies and on low-wage labor.

B. Israeli Firms Benefitting Directly from the Israeli Occupation
Construction of Housing
Construction firms that build the Israeli settlements in the Palestinian territories would appear
to be the foremost example of firms that benefit directly from the continued Israeli
occupation. This is because the settlements would never have been built were it not for the
fact that Israel took possession of Palestinian land, gave builders a green light, encouraged
citizens of Israel to cross the Green Line to settle in the new houses, and employed the I.D.F.
to provide military protection for the settlements.
Still, one has to take into account the fact that the settler families would have needed housing
even if there was no occupation; the difference is that in that case, construction would have
taken place within Israel's pre-1967 borders. In short, much of the building connected with
the settlements would have taken place even without Israeli military control over the
Palestinian territories.
What makes the economic analysis relevant, nevertheless, is the fact that housing construction
in the settlements was, and still is, determined not only by purely economic considerations of
supply and demand, but also by the political agenda of different political parties controlling
the state apparatus. Thus, during the 1990s, the right-wing governments of Yitzhak Shamir
(actually, his housing minister, Ariel Sharon) and Benjamin Netanyahu pushed for expansion
of the settlements, while the centrist government of Yitzhak Rabin sought to limit it. The table
below shows the trends quite clearly: in 1991 and 1992, during Shamir’s term of office,
housing construction in Israeli settlements constituted 9.1% and 13.4% of total housing
construction in Israel. During Rabin’s term, the figure declined to 3.0%. Then, under
Netanyahu’s command, in 1998 there was an increase in settlement construction, to 9.9%.
When Ehud Barak came to power, replacing Netanyahu, things did not change, even though
Barak came from the same party as Rabin – Labor. In fact, the number of new houses built in
2000 under Barak was the highest since Shamir’s time.
Over the years, many Israeli construction corporations have been involved over the years in
the construction of settlements. There is no available information, corporation by corporation,
on the number of houses built, total investments, revenues and profits. It is also difficult to
make a distinction between mainstream Israeli construction firms for whom building in the
settlements is just part of their total operation, and small firms for whom building in the
settlements represents a particular business opportunity.
At the end of 2007, one of the largest housing projects was constructed in a suburb of Modiin
Elit. The suburb, Matityahu Mizrach, was built on the Palestinian side of the Green Line, on
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lands belonging to the Palestinian village Bil’in. The project, which never received proper
approval from the Israel planning authorities, has drawn wide-spread public attention, as it
has become the scene of continuous confrontations between the Palestinian villagers and their
Israeli supporters on the one hand, and I.D.F. forces on the other. The major contractors for
the Matityahu Mizrach project are Danya Cebus and Heftsiba.
Danya Cebus is engaged in building Matityahu Mizrach’s “Green Park” project. It is owned
jointly by Lev Levaiev and Shaya Boimelgreen and is a subsidiary of Africa-Israel
Investments, owned by Lev Levaiev. Danya Cebus builds in Israel, Russia and Canada. Lev
Levaiev is one of Israel richest business people: he is the founder and owner of Africa-Israel,
a corporation involved in a variety of projects worldwide, from diamond trade in Africa to
real estate projects in Eastern Europe. Among other things, Africa-Israel is a major partner in
Derech Eretz, the company building the Cross-Israel highway that runs from north to south.
Levaiev was considered at one point Israel’s richest person (Nfc.co.il, 5.5.2007).
Heftsiba, which is engaged in building the “Nahalat Heftsiba” project, is owned by the
Jerusalem Yona family and was listed in 2006 in Dun and Bradstreet’s “Duns100.” The
father, Mordechai Yona, who serves as chairman of the board, is the honorary president of the
Israel Association of Contractors and Builders. Heftsiba builds beyond the Green Line not
only in Matityahu Mizrach but also in Maale Adumim; in addition, it built in Har Homa, on
Palestinian territory annexed to Jerusalem. Heftsiba recently gained notoriety, after the
company collapsed and its CEO, Boaz Yona, fled Israel, leaving hundreds of Israeli families
stranded without the apartments they had paid for.
It should be noted that both large and small construction companies gain from the fact that the
actual manual work was and is still being done mostly by Palestinian workers, who are not
only paid less than Israeli workers but usually also less than Palestinians working in Israel.
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Table 3: Housing Construction Begun Inside Israel and in the Israeli Settlements,
Public and Private Construction
1990-2006
Year
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

Housing construction
starts in settlements as
a % of total
construction starts
42,380
1,870
4.4%
85,510
7,750
9.1%
46,030
6,180
13.4%
35,800
2,240
6.3%
43,620
1,320
3.0%
68,900
2,520
3.7%
55,940
1,680
3.0%
52,030
2,280
4.4%
43,911
4,350
9.9%
38,950
3,147
8.1%
45,809
4,754
10.4%
32,034
1,691
5.3%
33,290
1,560
4.7%
31,531
2,056
6.5%
29,784
2,016
6.8%
31,346
1,891
6.0%
30,229
1,520
5.0%
Source: Israel Central Bureau of Statistics, Construction in Israel, various years.
Housing construction
starts in Israel and in
the Israeli settlements

Housing construction
starts in the Israeli
settlements

Road Construction
Road construction can be viewed as an adjunct of housing construction. When we say road
construction we refer to roads linking the Israeli settlements to each other and to Israel. The
general area of the West Bank is small and hilly, with few major roads, and the settlements
are widely dispersed. Up to the start of the first Intifada, Israeli settlers mainly used existing
roads built by British Mandatory authorities and Jordan to serve the Palestinian population.
The Israeli military governor invested little in the improvement or expansion of that road
network. Following the outbreak of the first Intifada, when Palestinians began attacking
Israeli vehicles, the settlers pushed for the construction of roads that would bypass Palestinian
towns and villages. The signing of the Oslo accords split the West Bank into three
jurisdictional areas. Areas A were under the full responsibility of the Palestinian Authority,
areas C were under full Israeli responsibility. and areas B were under joint responsibility. This
only increased the construction of bypass roads, as the Israeli government rushed to build a
new set of roads that would eschew areas under Palestinian responsibility (Eldar and Zertal,
2004: 398-399). Thus in 1995, the first full year after the signing of the Oslo accords, road
construction in the occupied territories amounted to a 102 kilometer-road constituting 21.3%
of total kilometer-road construction started that year throughout Israel (Swirski, Konur-Attias
and Shurtz, 2006: 58). In 2002, at the height of the second Intifada, road construction in the
settlers’ areas reaches 18% of total road construction as the Israeli government attempted to
provide the settlers with secure roads (ibid). Many of the new roads were, and still are, for the
exclusive use of settlers.
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The Separation Wall
Since 2002, the single largest construction project in the occupied Palestinian territories has
been the Separation Wall. In fact, the wall is the single largest infrastructure project in Israel.
The total cost of the project has been estimated at approximately NIS 13 billion (US $ 3.3
billion) (Brodet, 2007: 15). The project, approved by the Israeli government in June 2002, at
the height of the second Intifada, was designed to stop the relatively free access from
Palestine to Israel, and in this way to stop or at least decrease considerably the passage of
Palestinian suicide bombers. The Wall has aroused a great deal of controversy. A major point
of contention is the placement of the Wall: the only placement that would have been
internationally acceptable is the Green Line. Had the Wall been constructed along that line, it
would have been 313 kilometers long. However, the line of the Wall has been drawn in such a
way as to place a good many of the Israeli settlements on the Israeli side, involving a de facto
annexation to Israel - in the case of a two-state solution - of large tracts of Palestinian land,
including their Palestinian residents. This move will make the Wall more than twice as long –
790 kilometers, thus making the project much larger and costlier (Ariely and Sfard, 2008:
129).
The construction, operation and maintenance of the Wall is influenced by considerable
corporate interest. According to the official site of the project, the Wall consists of a concrete
wall, patrol roads on both sides, wire fences, a ditch on the Palestinian side, observation
towers and electronic surveillance equipment. The project involved (as of January 2007) 700
different sub-contractors: around 60 planning offices, 53 major construction firms, 5 wirefence firms, 11 civilian security firms and about 34 producers of surveillance and
communications firms. Many of the contractors are mentioned in Wall’s website
(www.securityfence.mod.gov.il).
The two companies in charge of the surveillance equipment are Elbit Systems (in cooperation
with the U.S. firm Detection), and Magal. Elbit is one of Israel’s largest private defense
electronics firms; Magal describes itself as the leading manufacturer in the field of outdoor
perimeter protection worldwide (http://www.magal-ssl.com).
Most of the work on the Separation Wall is a one-time thing, of course. But the involvement
of some of the corporations will most probably continue, as the Wall and the electronic
equipment attached to it will need constant operation and maintenance. An added source of
future corporate income is the manning of the Wall’s gates, through which traffic will pass
between Israel and Palestine.
Security: road-blocks, settlements, gates and crossing points
Another branch of business that benefits from the continued occupation of the Palestinian
territories is security and guard services. Until quite recently, the manning of the road-blocks
within the Palestinian territories and of the passage points between Palestine and Israel was
wholly in the hands of the I.D.F. and the Israeli police. Over the past year, a slow process of
privatization of those functions has been taking place.
In 2008, forty-eight road-blocks or passages were being transferred from the I.D.F. to five
private companies – Mikud, Ari Havtakha, S.B. Havtakha, Modiin Ezrahi and Sheleg Lavan.
Privatization was being carried out by a special unit at the Israeli Minstry of Defense, set up
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in 2005 to build the passages, equip them with electronic devices and privatize them (Maoz,
2008).
Industrial Parks in Settlements
One aspect of the occupation that is relatively unknown to both the Israeli public and the
international community is the activity of Israeli businesses in the industrial parks erected in
Israeli settlements in the Palestinian territories (for a list of such enterprises see
www.whoprofits.org).
As of the beginning of 2003, there were 17 such industrial parks (Tzaban, 2003: 27). Most of
them were established during the 1990s with the assistance of the Israel Ministry of Industry,
Commerce and Employment. According to B`Tselem, initial government investment in each
park stood at about NIS 20 million (B`Tselem, 2002: 63). Tzaban has calculated that during
the five years between 1997 and 2001, the 17 industrial parks were allocated a quarter of a
billion NIS – 22% of total Israeli government allocations for industrial parks (Tzaban, 2003:
27).
Most of the industrial parks are small, but some of them are large enough to employ
thousands of workers. The two largest ones are the Barkan industrial park, located near the
Barkan settlement to the west of the Palestinian town of Nablus near the large urban Israeli
settlement of Ariel, and Adumim, located near Maale Adumim, one of the largest urban
settlements in the East Bank to the east of Jerusalem. The Barkan industrial park as well as
and the smaller and adjacent Ariel industrial park are enclosed by several Israeli settlements
in an area of Palestine many believe will be given over to Israel in exchange for Israeli land
elsewhere once a two-state solution is implemented.
A glimpse into the economic activity taking place in the industrial parks is provided by the
2006 Annual Report of the Israel Internal Revenue Service. This report included, for the first
time, information on all Israeli corporations by administrative district. The purpose of the
analysis was to help assess the impact of the July 2006 Second Lebanon War on economic
activity in the Northern district of Israel, which borders with Lebanon. Fortunately for our
purposes, one of the districts covered by the report is Judea and Samaria, that is, the West
Bank (not including the Gaza Strip). The data presented reflects the period 1999-2003. Even
though the data also measure the economic activity of Israeli firms that are not situated in
industrial parks, it can be safely assumed that the parks account for most of the activity.
According to the figures presented by the Israel Internal Revenue Service, in 2003 there were
1,414 Israeli firms operating in the West Bank. That number constituted 1.3% of all the Israeli
corporations registered with the IIRS (IIRS, 2006: 174). This, at a time when Israelis living in
the West Bank settlements constituted 3.3% of Israel’s population (ibid). In 1999 the number
of corporations had stood at 1,170, which means that between 1999 and 2003 there was a 21%
increase in the number of Israeli corporations in the West Bank (IIRS, 2006: 177). This
represented a rate of growth higher than that reported for Israel as a whole - 14% (ibid).
When the number of corporations is weighted by the size of the working age population, the
number of Israeli corporations in the West Bank represents the lowest corporate density of all
Israel’s administrative districts (ibid). This apparent discrepancy is explained by the fact that
many of the settlers depend for their livelihood on jobs within Israel, and not in the
settlements themselves.
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Looking at the fields of activity of those corporations, the IIRS figures show that in the West
Bank, the proportion of industrial, commercial and construction firms was larger than the
Israeli average, while the proportion of firms in the financial and business services was lower
than the Israeli average (ibid: 184).
Looking specifically at industrial firms (in 2003, 220 out of 1,414 corporations), the IIRS
figures show that in the West Bank, the proportion of firms in the High Technology and in the
Medium-High Technology categories (17%) was lower than the average for Israel as a whole
(25%), while the proportion of firms in the Medium-Low Technology and in the Low
Technology categories (83%) was higher than the average for Israel (75%). The proportion of
High-Tech firms – 8% - was the lowest of all of Israel’s districts, with the exception of the
Southern district (ibid: 185).
Israeli corporations that operate in the West Bank are not particularly profitable: looking at
corporations that reported profits (before pay to executives), it turns out that both in terms of
median and average profit, West Bank Israeli corporations reported profits that were the
lowest of all major Israeli districts (that is, North, Haifa, Center, Tel Aviv and South; IIRS,
2006: 195, 197, 198). Furthermore, executive pay, both median and average, was lower in the
West Bank than in any other major Israeli district (ibid: 202).
The Advantages of the Settler Economy
The Israeli businesses operating out of industrial parks in the West Bank are clear-cut
beneficiaries of the Israeli occupation. Not only that, they stand to lose significantly from a
termination of the occupation; some of them would probably lose everything. The occupation
provides them with two advantages that businesses within the Green Line do not enjoy: first,
they employ Palestinian labor under conditions of extreme exploitation; second, for many
years they hardly paid any taxes to the Israeli tax authorities.
This is due mainly to the fact that the settlement project in general and the settler economy in
particular have been operating in what can best be described as a legal Wild West. This is due
partially to the fact that there are various systems of law operating simultaneously in the
occupied Palestinian territories. On the one hand, Israel allowed Palestinians to make use of
Israel's courts, including the Supreme Court of Justice, in cases involving actions committed
by the military governor, such as confiscation of lands or entry permits for Palestinians
wanting to reunite with their families in the occupied territories. This fact was much touted by
Israel as a show of generosity that went beyond the requirements of international law. Critics
of the act have pointed out, though, that it represented a de facto legal annexation by Israel of
the Palestinian territories, turning the entire area between the Jordan river and the
Mediterranean into one jurisdiction. To the Palestinians, it should be noted that the benefits of
this legal annexation are dubious, as the vast majority of their appeals were rejected (Eldar
and Zertal, 2004: 451-452).
The legal regime in the occupied territories is split with respect to criminal and civil justice.
Palestinians are subject to local courts that rule according to Jordanian law (and in the Gaza
Strip, up to 2005, to Egyptian law) and to I.D.F. military courts, which rule according to the
laws and edicts promulgated by the military governor. Thus, Palestinian workers employed by
Israeli settlers do not have the benefit of protection by Israel's well developed labor
legislation. As for the Israeli settlers, they are subject, in principle, to Israeli law as well as to
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I.D.F. military law; in practice, though, they are always tried in Israeli courts according to
Israeli laws (Eldar and Zertal, 2004: 481-482. See also B`Tselem, 2002: 55; Israel High Court
of Justice, 5666/03, October 10, 2007; Rubinstein and Medina, 1996: 1181).
To return to a discussion of the status of Palestinian workers in the settler economy: Figures
for the number of Palestinian workers employed in the various industrial parks vary. The
numbers are affected by sporadic, violent confrontations in the area, by the ups and downs of
the businesses themselves, and by the alternatives open to Palestinian workers – which
include working inside Israel’s Green Line. According to Lieutenant Colonel Baruch Persky
of the Israel Ministry of Defense, close to 20,000 Palestinians were employed in 2007 in
Israeli settlements in the West Bank. They were employed as assembly-line workers in the
industrial parks as well as in construction (Knesset, July 3, 2007). This figure applies,
apparently, to workers who registered with the I.D.F.’s Civil Administration. (Many more
were probably employed without registration, especially in the farms of Israeli settlers in the
Jordan valley.)
Israel has a relatively well developed body of labor-protection legislation. The major
weakness of that legislation is poor enforcement, due among other things to the weakening of
the Histadrut, the once all-powerful Israel federation of labor unions. Yet, even when the
Histadrut was at the height of its power, it failed to extend its protection to Palestinians
working within the Green Line.
The status of Palestinians working in the settlements is even weaker. What is their legal
status? Should they, for instance, be protected by the Israel Minimum Wage Law? According
to Kav LaOved, an Israeli workers’ rights organization that monitors violations of workers’
rights within the Green Line as well as in the settlements, the Israeli Military Governor did
issue in 1982 an order extending the Israeli minimum wage to the occupied territories. Yet, at
a Knesset hearing as late as July 2007, a representative of the Israel Ministry of Defense
declared that up to then, the directive had applied only to the areas of Israeli settlements until
then; given that Palestinians are employed by Israelis not only inside the settlements but also
outside of them, such as in quarries or gas stations, the representative declared that the
military governor would soon extent the directive and apply it to all Palestinians employed by
Israelis in the occupied territories (Israel Knesset, July 3, 2007: 6).
It is only on October 10, 2007 – that is, four full decades after the Israeli conquest of the West
Bank - that the Israel High Court of Justice ruled that Palestinian workers employed by
Israelis in the occupied territories are entitled to the Israel minimum wage and social benefits
(Israel High Court of Justice, 5666/03). The ruling of the High Court of Justice is certainly an
important step forward, yet implementation continues to be a major problem. At the
abovementioned Knesset hearing it transpired that in industrial parks within the settlements,
Israeli employers neglected to note that the law stipulates not only a minimum monthly wage
but also a minimum hourly wage: thus, many workers were apparently paid the minimum
monthly wage due for 186 hours of work even though they worked 200 hours or more. The
representative of the Israel Ministry of Defense acknowledged that he was not aware of the
details of the law (Israel Knesset, July 3, 2007: 15). Many Palestinian workers are not only
paid below the minimum wage, but are also not given sickness allowances, vacations and
other standard workers’ rights (Rapoport, Haaretz, 14.5.2007). Moreover, they are not
covered by accident insurance (Sinai, Haaretz, July 3, 2007). When Palestinian workers at a
quarry in the Maale Adumim industrial park organized the first- ever strike by Palestinian
workers in Israeli settlements and demanded back pay and social rights, the employer of the
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aforementioned Yona family that builds in several settlements confiscated their work permits.
This act would prevent them from passing through I.D.F. roadblocks and thus in effect
prevent them from coming to the quarry to demand their rights (Rapoport, Haaretz, April 21,
2008).
In additional to businesses, the municipal authorities of the settlements also find ways to
circumvent Israeli labor laws by alternatively relying on Israeli or Jordanian law, depending
on what best fits their interests. A case in point is a court decision handed down on December
13, 2007 against the Ariel municipality: Ariel authorities had demanded, through the court,
that the Israel Internal Revenue Service return to them amounts paid as payroll taxes on
behalf of Palestinian workers employed by the Ariel municipality between 1994 and 1998.
Ariel claimed that it had paid that tax mistakenly, arguing that Israel’s income tax laws apply
only to income made, produced or received in Israel. The court rejected the plea (Ariel Local
Council vs. Petach Tikva Office of the Israel Internal Revenue Service). It is important to
note, though, that as late as 1999, the IIRS had indeed exempted employers of Palestinians
from the payment of payroll taxes (ibid). Which means at the very least that for most of the
years of the occupation, Palestinians working for Israelis in the occupied territories were
indeed not extended the protection of Israeli labor laws.
The second great advantage enjoyed by Israeli businesses operating in the Palestinian
territories stems from corporate tax exemptions.
For a long period following the beginning of Israeli settlement in Palestinian territories, Israeli
businesses there paid no taxes whatsoever. The Israel State Comptroller’s report for fiscal
year 1985 noted that up to 1983, the Military Governor’s taxation officer did not even
approach Israeli businesses operating in the occupied territories. Beginning in 1983, only 18
out of the 180 companies then operating in the area submitted financial reports to the taxation
officer at the Israel Civil Administration of the occupied territories. Most of the businesses
neither maintained account books nor reported to the Israeli tax authorities. For most of the
years since 1967, Israel’s income tax laws applied to income made, produced or received in
Israel. However, a 1978 law allowed Israeli tax authorities to tax Israeli individuals or
corporations living or operating in the occupied territories (deducting from the taxes due the
amounts already paid to the Military Governor’s taxation officer). In other words, it appears
that both the tax officer of the military governor and the Israeli tax authorities turned a blind
eye to the earnings of Israeli corporations in the occupied territories (Israel State Comptroller,
1990: 857).
It was only in 2002 that the Israel Income Tax Order made it clear that the income of an
Israeli citizen made in the occupied territories is taxable as if it were made in Israel itself
(Israel Income Tax Order, Amendment 132, 2002). The amendment was part of a larger
reform of the Israel income tax system, one of whose aims was to cover the activities of
Israeli business people abroad.
Between 1982 and 1985, total corporate tax collection from Israeli businesses in the occupied
territories amounted to the negligible sum of NIS 6 million. The tax officer took no steps to
punish businesses that failed to submit financial reports or pay taxes (Israel State Comptroller,
1985: 1222-1235). Five years later, tax collection had not improved much: a State
Comptroller’s report for that year found that out of 386 Israeli businesses operating in the
Palestinian territories in 1990, only 25 had submitted financial reports for 1987, and only 5
had done so for fiscal years 1987 and 1989 (Israel State Comptroller, 1990: 857).
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During the 1990’s, with the establishment by the Israeli government of state-subsidized
industrial parks and the extension by the Knesset and Military Governor of the Israeli legal
apparatus to the personal and territorial Israeli enclaves in the occupied territories, the
economic “Wild West” was tamed. A 2003 report by the Israel Internal Revenue Service lists,
as we saw, some 1,400 Israeli businesses operating in the West Bank.
Still, the tax bill is lower than that of businesses operating within the Green Line. For many
years now, the Israeli government has been enacting preferential treatment of certain areas
and certain localities throughout the country. The list of “Areas of National Priority” has
changed over the years, with Labor governments listing mainly kibbutzim and moshavim, and
Likud governments giving more weight to settlements; but most settlements have been
included in the list regardless of the party in power. Inclusion in the list gives the locality a
variety of perks, such as reduced local and national tax rates. Thus, the mayor of the urban
settlement Ariel has bragged about the low municipal taxes paid by shops and factories
operating out of the Ariel Industrial Park: while they pay NIS 41 per square meter, businesses
in Rosh HaAin, only 10 minutes drive away – but within the Green Line – pay NIS 87
(Goldstein, Ynet, December 24).
The 2006 Annual Report of the Israel Internal Revenue Service provides overall information
on the collection of corporate taxes in the Israeli enclaves in the West Bank. While those
corporations constituted 1.3% of all Israeli corporations, their contribution to total revenue of
corporate tax revenue was 0.4% (IIRS, 2006: 204; and personal communication from the
IIRS, December 27, 2007). As the IIRS explains, this is due to the fact that Israeli West Bank
corporations, much like many corporations in peripheral areas of Israel within the Green Line,
benefit from tax exemptions (IIRS, 2006: 176). In 2003, average tax liability of Israeli West
Bank firms stood at NIS 46 thousand – only 21% of average tax liability of firms in the Tel
Aviv district (IIRS, 2006: 204).
The Future of the Settler Economy
Does the economy that has grown around the Israeli settlements in the occupied Palestinian
territories constitute an obstacle to peace?
The full extent of that economy is not known. The Israeli Central Bureau of Statistics does not
publish GDP statistics broken down by regions, so we do not know the size of the settler
economy. Still, on the basis of the figures published by the IIRS, it can be safely said that it is
not large. Contrary to most colonial enterprises, the Israeli settlements in the Palestinian
territories have not prospered around some unique local natural treasure, flora or fauna. The
economic sustenance of the settlements lies in Israel, that is, in the Israeli labor market. More
than one third of male workers who lived in the settlements in 2006 worked inside the Green
Line, commuting daily from their homes in the settlements to the large urban centers in
Jerusalem and the coastal area; this proportion of commuters was higher than in all other
Israeli districts, with the sole exception of the Tel Aviv district, many of whose residents
work in the contiguous Central district (ICBS, Labor Force Survey 2006: Table 2:38).
Contrary to the Gaza Strip settlements (unilaterally withdrawn in 2005), which developed a
relatively significant local farming industry based mostly on green-house products, most of
the West Bank settlements have not developed a local economy. The only exception is the
Jordan valley, where a few scattered settlements have developed a specialized agricultural
production. Most of the industrial parks established in the settlements are relatively small, and
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most of the industrial and commercial businesses operating out of them are small too. Most of
the workers employed there are Palestinians, not Israelis.
Thus, the settler economy does not appear to present a huge economic obstacle to an IsraeliPalestinian accord to terminate the conflict. The most successful of the businesses operating
out of the industrial parks have branches within the Green Line, a fact that enables them to
export products made in the settlements abroad without running the risks of international
boycott or higher taxation. As was the case in the Gaza Strip, within the settlers’ industrial
parks the victims of an Israeli evacuation will include Palestinian workers – as we saw, some
20,000 of them. But they might also benefit, at least indirectly, if the infrastructure of the
industrial parks were to be handed over to the Palestinian Authority, was was done with the
greenhouses in the Gaza Strip.
The Future of the Israeli-Palestinian Economic Connection
Our survey of the various Israeli actors involved in the Palestine trade has shown that Israeli
economic hegemony is pervasive. With the possible exception of high tech industries and
services, almost all other branches of the Israeli economy are involved in the Palestine trade.
For the Israeli economy as a whole, this involvement is relatively modest and far from crucial
or indispensible. Furthermore, the relative importance of the Palestinian market has been on
the decline ever since the outbreak of the first Intifada. Since 2000, exports to the Palestinian
Authority have constituted no more than 3%-4% of Israel's total exports.
The growth of high tech industries and services has made the leading branches of the Israeli
economy much less dependent on the Palestine trade. While total Israeli exports increased in
the 20 years between 1988 and 2007 more than five-fold, from US $ 11.3 billion to US $ 58.7
billion, Israeli exports to the Palestinian territories, which were US $ 0.8 billion in 1988, rose
in 2007 to only US $ 2.6 billion (see Table 1 above).
From the Israeli point of view, the Palestinian territories are nothing more than the equivalent
of a poor, underdeveloped province. Like similar provinces in other countries, the economic
mainstreaming of the Palestinian territories would necessitate massive investments. For such
investments to materialize, however, political sovereignty and independent economic decision
making are essential. Roughly forty years of Israeli occupation have been characterized by
underdevelopment, or indeed, to use Sara Roy's term, de-development (Roy, 1987) in the
territories. According to the World Bank, in 1968, the average Israeli citizen was 10 times
wealthier than the average Palestinian; in 2007, Israeli per capita GDP was 20 times that of
Palestinian per capita GDP (World Bank, 2007b: 7).
Separation is a prerequisite for Palestinian economic development because the lack of
development is not due, in the main, to the opposition of the Israeli business community, wary
of competition (with the notable exception of Israeli farmers, a powerful group indeed), but
rather to the determination of the Israeli state to prevent the formation of a political entity that
might jeopardize Israel's strategic position as the sole arbiter of the territory lying between the
Mediterranean and the Jordan river.1 Without separation, economic considerations will remain
secondary to political ones.
1

This policy should be seen in the context of the century-long Zionist-Palestinian conflict. Prior to 1948, the Zionist
movement placed great importance on the building of an autonomous Zionist economy, as a foundation for future political
sovereignty. After 1948, the new Israeli state implemented a conscious policy of non-investment in the Palestinian villages
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Furthermore, without separation, the Israeli business community, which might have gained
from Palestinian development much more than it does from Palestinian under-development,
will remain, willingly or not, part of Israel's politico-military control apparatus: electricity and
fuel suppliers will continue cutting supplies at the request of the Israeli government,
Palestinian goods will continue to be held hostage at Israeli air and sea ports, and so on.
In order for the Palestinian territories to develop economically, decisions have to be made by
Palestinians and investments have to be controlled by Palestinians. This is the main
recommendation of both Palestinian and Israel economists (see The Peres Center-Paltrade,
2006; Arnon and Bamya, 2007). At the same time, it is important to remember that political
sovereignty and independent economic decision making do not necessarily mean a decoupling
of the two economies. As we have established, it is quite conceivable that many of the
economic relations established under conditions of military coercion will continue even when
a two state solution is implemented. The reasons are many, foremost among them the high
cost of constructing separate infrastructures. But without independent decision making, the
chances for improved infrastructures, for development of new economic enterprises, for
upgrading the skills of the work force and for improving the education of the younger
generation are slim.
Israel has little to fear economically from independent Palestinian economic development.
Indeed, it has much to gain from it, because development will have the effect of
diversification and amplification of trade. Furthermore, the more developed both countries
are, the more attractive and lucrative will be the common area for entrepreneurs and as well as
for workers.

that came under Israeli control, in "order to prevent the formation of an independent Arab economy that might strengthen
Arab autonomy in Israel" (quoted in Bauml, 207: 149; see also Lustick, 1980: 184). It should be noted that the apparatus of
Military Government, which controlled the lives of Palestinians within Israel until 1966, was transferred to the Palestinian
territories occupied in 1967, and with it many of the practices that it had developed vis-à-vis Palestinians within the Green
Line.
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Chapter Three: A Positive Economic Balance –
Cheap Palestinian Labor and Other Perks
From an economic point of view, probably the best known feature of the occupation has been
the entry of thousands of Palestinians into the Israeli job market. Both Israelis and
Palestinians viewed this as a positive phenomenon. Israeli business people and policy makers
assumed the country would benefit from the situation, since the Palestinians, whose salaries
were lower than those of their Israeli counterparts, would allow the Israeli economy to grow
at a low cost. Many Israelis have long held the opinion that the Palestinians also benefitted
from the arrangement because their salaries, while low by Israeli standards, were high by
Palestinian standards, and as such contributed to a rise in the Palestinian standard of living.
For their part, the Palestinians also consider employment in Israel an important contribution to
creating jobs for the growing Palestinian population and to raising the standard of living in the
territories. At the Oslo negotiations, it was members of the Palestinian delegation who
demanded continuation of employment in Israel. They were responding to pressure within the
territories following the closures imposed by Israel during the first Intifada. During the second
Intifada, many Palestinian spokesmen protested the closures and portrayed them as an Israeli
method of collective punishment of Palestinians.
It should be noted that in the immediate aftermath of the Six Day War, Israelis held mixed
opinions about permitting Palestinians from the occupied territories to enter the Israeli job
market. A committee of economists, led by Prof. Michael Bruno – who would go on to
become governor of the Bank of Israel and head of research for the World Bank –
recommended that the government allow the free movement of goods between the occupied
territories and Israel, but not the free movement of production factors, particularly workers.
The committee noted, however, that given conditions of full employment in Israel, it would
be wise to consider granting approval to selected groups of workers (see Arnon, Luski, Spivak
& Weinblatt, 1997: 2). About a year later, a committee of ministry directors general, headed
by Treasury director-general Yaakov Arnon, recommended that the government deal with the
employment problem in the territories first and foremost by granting approval for the creation
of locally owned factories in the Palestinian territories. As a second priority, the committee
recommended the establishment of Israeli-owned factories in the territories. The entrance into
Israel of workers from the territories was mentioned only as a third priority (Gazit, 1985:
149). However, the defense minister at the time, Moshe Dayan – who had virtual control over
the apparatus of the Israeli occupation and was considered “the primary fighter for integration
between the population of Israel and the population of the Palestinian territories, between the
two economies, and between the two infrastructure systems” (Gazit, 1985: 147) – was in
favor of permitting the entry of Palestinian workers into Israel. Israeli farmers and building
contractors wasted no time taking advantage of the opportunity to cut the cost of labor.
In November 1968, the Employment Bureau division of the Israel Ministry of Labor
established its first local office in the Palestinian territories, and by 1976, there were 34 such
offices, 24 on the West Bank and 10 in the Gaza Strip and southern Sinai (Southern Sinai was
returned to Egypt in 1982 (The State Comptroller, 27th Annual Report, 1976: 471). The
Employment Bureau served as the chief regulator of the arrangement. On one hand, it
recruited Palestinians for jobs in Israel in accordance with the demands of Israeli employers,
and granted them work licenses. On the other hand, the payments department of the
Employment Bureau handled the salary payments by first receiving them from the employers,
making deductions for taxes and Histadrut payments (further details about this follow), and
transferring the net salary to the workers. The Israeli authorities even provided the Palestinian
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workers (or, more precisely, their Israeli employers) with buses to transport them to various
sites within Israel (Arnon, Luski, Spivak & Weinblatt, 1997: 72). Transportation was not free,
though: its full cost was deducted from the workers’ salaries (The State Comptroller, 22nd
Annual Report, 1970/1: 529-533). Over time, Palestinian workers began to have direct contact
with Israeli employers, without mediation by the Employment Bureau. In the 1980s, while
Employment Bureau data estimated that between 30,000 and 40,000 Palestinians were
working in Israel, the Central Bureau of Statistics reported much higher numbers – 100,000 to
110,000 (Angrist, 1996: 427).
The cost of the Palestinian workers was significantly lower than that of their Israeli
counterparts, particularly in the early years. In 1988, Dan Zakai of the Bank of Israel
estimated that the salaries of Palestinian workers were 35%-50% lower than those of their
Israeli counterparts (quoted in Friedberg & Sauer, 2003: 4). It should be added that many
Palestinian workers did not receive the same benefits granted to Israelis, such as bonuses for
seniority and the like, and, of course, the Palestinians did not have the same opportunities for
advancement (Semyonov & Lewin-Epstein, 1987: 88). Moreover, the Israeli social safety net,
which offers Israeli citizens a variety of social security allowances, grants only a minimal
degree of protection to Palestinian workers (see the following); and Palestinian workers who
wish to take advantage of those limited social security rights need to invest a great deal of
effort in order to secure them (Tamari, 1981: 48). Regarding old-age pensions, despite the fact
that hundreds of thousands of Palestinians have worked in Israel over the years, the Finance
Ministry reported in 1999 that only about 1,000 retired Palestinian workers were receiving
pension benefits from Israel (Ben-Bassat, 1999: 583).
The jobs Israel offered to Palestinian workers were, almost exclusively, blue-collar and lowsalary – in construction, agriculture, and industry. Accordingly, the Israeli job market mainly
appealed to Palestinians with low education and skills. Better-educated Palestinians turned to
other job markets, mainly in the Gulf States and Jordan. From this perspective, the situation of
Palestinian workers from the occupied territories was quite similar to that of Israel’s Arab
citizens. Most Arab citizens of Israel are employed in blue-collar and low-salary jobs. The
high-status and high-pay job market is generally closed to them, apart from a few government
service sectors – teaching and welfare services, mainly – and local authorities (see Swirski,
Konor, Swirski & Yehezkel, 2001). Another similarity between Palestinians from the
territories and Israeli Palestinian citizens is that there were, and still are, very few women
workers among them. The biggest difference between the two groups, of course, lies in access
to the Israeli social safety net: while Israeli Palestinian citizens are eligible for its protection,
their brethren on the other side of the Green Line are unable to take advantage of its main
components.
The Palestinian workers were crucial to some sectors of the Israeli economy, mainly
construction and agriculture. In the 1980s, for example, they constituted 40% of all
construction workers in Israel (B’tselem, 1999: 7). The economists Weinblatt and Luski
estimated that in 1991, the workers from the territories created a net added value (apart from
their income from salaries) of about $2.3 billion, or 4% of Israel’s G.D.P. that year (Weinblatt
& Luski, 1994: 16). Weinblatt and Luski concluded that “the Israeli economy is also
dependent to a certain and focused degree, in some of its sectors, on the Palestinian economy”
(ibid). Proof of the importance of Palestinian workers in these sectors was evident in the early
1990s, when Israel imposed repeated closures on the territories and employers pressured the
Israeli government to replace their Palestinian workers with migrant workers from other
countries.
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Beyond their special contribution to certain sectors of the Israeli economy inside the Green
Line (the pre-1967 Israeli-Jordanian border), Palestinians also contributed to the construction
and growth of the Israeli settlements in the Palestinian territories. There, they worked in
construction, in the service sector (in the local authorities and in hotels), and in industrial
parks. On the eve of the second Intifada, an estimated 16,000 Palestinians were employed in
the settlements (B’tselem, 1999: 48). As we saw in Chapter 3, according to Lieutenant
Colonel Baruch Persky of the Israel Ministry of Defense, close to 20,000 Palestinians were
employed in 2007 in Israeli settlements in the West Bank (Knesset, July 3, 2007). This figure
applies, apparently, to workers who registered with the I.D.F.’s Civil Administration. (Many
more were probably employed without registration, especially in the farms of Israeli settlers
in the Jordan valley). These workers were exploited to a greater extent than Palestinians
working within the Green Line, partly because their employers in the settlements claimed, as
we saw in Chapter 3, that they are bound by Jordanian employment laws, which provide
fewer social benefits than Israeli laws (B’tselem, 1999: 40; Ben-Yehuda, Haaretz, September
20, 2004). It should also be noted that Palestinians employed in settlements are not covered
by the National Insurance Institute in the event of a work accident – the main protection
offered by that Institute to Palestinians employed in Israel (B’tselem, 1999: 51).
Israeli employers were not the only Israelis to profit from the large number of Palestinians
working in Israel. The high salaries they earned (relative to wages in the territories) also
benefited Israeli exporters, since a good portion of those salaries was spent on the purchase of
Israeli goods exported to the territories (Roy, 1987: 82).
In the 1970s and 1980s, Palestinian workers were able to enter Israel freely. In those years,
Palestinians working in Israel represented 30% of all employed Palestinians. The highest
percentage, 39%, was recorded in 1987 and 1988, just before the start of the first Intifada and
during its first year. In 1991, in response to the Intifada, Israel instituted work permits in order
to control the flow of Palestinian workers entering the country and instituted work permits.
The permits were issued on the basis of several criteria, among them gender, age, and marital
status. In addition, the workers were not allowed to stay overnight in Israel. As a result, in
1993 the percentage of Palestinians employed in Israel dropped to 22% of all Palestinian
workers (World Bank, 2002: 34). Following the Oslo accords, Israel began to control the
borders, particularly along the Gaza Strip. During the first Gulf War, Israel ordered its first
extended closure of the territories. Other closures followed attacks by Palestinian
organizations within Israel. With time, the closures became a routine part of policy; between
1993 and 1996, there were 342 closure days in the West Bank and 291 in the Gaza Strip (Roy,
2004: 368). Between 1995 and 1996, in the wake of the closures, the number of Palestinian
workers in Israel dropped significantly. In 1997 and 1998, their number rose once again,
reaching 146,000 just before the start of the second Intifada (World Bank, 2002: 35).
With the outbreak of the second Intifada, the picture changed dramatically. The number of
Palestinians employed in Israel dropped drastically hovering until 2006 between 30,000 to
40,000 for both those who worked in Israel and those who worked in the Israeli settlements
(World Bank, West Bank and Gaza Update, March 2007: 20). Figures published by the Israel
Central Bureau of Statistics for Palestinian workers who were given licenses to work in Israel
by the Israel Employment Bureau show much the same trend: in 2000 there were 27,700 such
workers, while the next year the number dropped to 3,800. With the ebbing of the second
Intifada the number began rising again, reaching 13,000 in 2006 – still only half the figure for
2000 (ICBS Statistical Abstract 2007: Table 12.34). What is more, in 2006, with the Gaza
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Strip totally sealed off and with much of the West Bank separated from Israel physically by
the newly built Separation Wall, the number of unlicensed Palestinian workers must have
been much lower than in 2000. In fact, some say that once Israel began the policy of closures
and of importing workers from abroad, the era of massive employment of Palestinian workers
in Israel came to an end (Diwan & Shaban, 1999: 5; Friedberg & Sauer, 2003: 30).
No single source gives full and consecutive figures for Palestinian workers employed in Israel
after 1967. Table 4 below presents figures published by the Israel Central Bureau of Statistics
for most of the period 1970-1994. The figures are for Palestinians employed in Israel (not
including those working in Israeli settlements in the occupied Palestinian Territories). The
table shows their proportion out of all employed Palestinians, as well as a percentage
breakdown of the four economic sectors in which they were employed.
Unfortunately, there are no equivalent data for the period starting in 1994. With the signing of
the Oslo accords and the establishment of an independent Palestinian Central Bureau of
Statistics, the Israel Central Bureau of Statistics ceased publishing full data on the territories.
The only Palestinian workers recorded by the ICBS are those who are granted licenses by the
Israel Employment Bureau. On the other hand, data published by Palestinian economic and
statistical institutions do not lend themselves to direct comparison with the CBS data (see
Diwan & Shaban, 1999: Annex, Table A.10: 1994-2003; MAS Economic Monitor No. 9,
December 2002; 13, xii; Palestinian Central Bureau of Statistics, Palestine in Figures, 2003:
19).
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Table 4: Palestinians Employed in Israel, by Economic Sector, 1970-1993
In absolute numbers (thousands) and in percentages

Palestinians Employed in Israel,
by Economic Sector
Palestinians
Employed in
Israel
(Thousands)

Palestinians
Employed in
Israel as % of
Agriculture
All Employed
Palestinians

1970

20.6

1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993

33.8
52.4
61.3
68.7
66.3
64.9
63.0
68.2
74.1
75.1
75.8
79.1
87.8
90.3
89.2
94.5
108.9
109.4
104.9
107.7
97.8
115.6
83.8

11.9%
19.2%
27.8%
32.5%
32.7%
32.3%
31.5%
30.8%
32.3%
34.9%
34.8%
35.1%
35.5%
37.8%
37.4%
36.9%
36.4%
39.2%
38.8%
37.5%
36.3%
34.0%
36.2%
26.5%

Year

Industry

Construction Other

24.4%

11.6%

54.3%

9.7%

22.3%
23.1%
19.3%
19.1%
14.3%
15.4%
16.2%
16.8%
14.8%
13.7%
12.7%
12.8%
12.2%
14.2%
15.8%
15.6%
14.5%
15.3%
13.5%
11.7%
12.0%
9.0%
10.3%

14.8%
17.1%
18.1%
17.5%
18.4%
19.7%
21.3%
22.2%
22.8%
20.9%
18.2%
17.7%
18.6%
18.0%
17.8%
17.5%
18.1%
15.4%
12.9%
10.4%
7.7%
6.0%
5.7%

52.3%
49.5%
51.7%
52.5%
54.4%
50.3%
45.3%
44.8%
46.2%
47.4%
51.0%
52.8%
50.4%
48.3%
47.6%
48.1%
45.6%
49.5%
53.5%
59.5%
68.5%
74.3%
72.6%

10.6%
10.3%
10.9%
10.9%
12.9%
14.6%
17.2%
16.2%
16.2%
18.0%
18.1%
16.7%
18.8%
19.5%
18.8%
18.8%
21.8%
19.8%
20.1%
18.4%
11.8%
10.7%
11.4%

Note: Up to 1985, the figures include persons 14 years old and above; from 1986 – persons 15 years old and above.
Source: Central Bureau of Statistics, Statistical Abstract of Israel, various years.

Payroll Taxes on Palestinian Wages
Social Security Deductions: The Palestinian workers did not only earn less than their Israeli
counterparts; they also made a direct contribution to the Israeli Treasury through social
security payments that were deducted from their paychecks but did not serve the intended
purpose of providing them with social security benefits. The National Insurance Institute
granted the Palestinians only some of the rights enjoyed by Israelis: The funds reserved for
rights that were not granted remained in the Israeli Treasury.
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In June 1968, a year after the start of the occupation, the ministerial committee for economic
affairs decided to permit the employment of Palestinian workers in Israel. The committee also
decided that these workers would receive wages equal to those of Israeli workers (as
determined by collective agreements within each sector of the economy) and that the same
deductions would be made from their paychecks (The State Comptroller, 22nd Annual Report,
1970/1: 525). The apparent purpose of these decisions was to prevent a situation in which
Palestinian workers undercut Israeli workers. In October 1970, the ministerial committee for
security affairs made a similar decision (Government of Israel, Government Secretary,
October 11, 1970; Kav LaOved [Worker’s Hotline], March, 1993; see also Ben-Bassat, 1999:
583).
The decision made by both committees to deduct the same amounts from the paychecks of
Palestinians and Israelis was highly problematic, since Palestinian workers were not eligible
(as are Israeli citizens) for National Insurance Institute benefits. The ministerial committee for
defense affairs decided that the only type of insurance from which Palestinians could benefit
would be that for work injuries. Added at a later date were employer bankruptcy insurance
and maternity benefits (B’tselem, 1999: 45). In other words, the Palestinian workers were not
eligible for most of the major allowances granted at the time by the National Insurance
Institute, although considerable deductions for this purpose were made from their wages.
Among the benefits unavailable to them were child allowances, old age and survivors’
pensions, unemployment compensation, and disability allowances (The State Comptroller,
22nd Annual Report, 1970/1: 528).
What was done with the sums that were deducted? The “solution” arrived at was to deposit
them (excluding the sum deducted for work injuries) with “the payments department [of the
Israel Employment Bureau]; it was decided that the payments department would make the
payments to the workers if and when their rights became recognized. This money was
deposited in a special government Treasury trust fund in the name of the Ministry of Labor”
(ibid: 526). However, the right of the Palestinian workers to social security payments never
“became recognized,” and the funds remained in the Israeli Treasury.
The deductions made were quite sizable. In 1999, just before the start of the second Intifada,
the deductions from workers ranged from 2.33% to 4.30 of the wages and an additional 4.23%
was deducted from their employers. (Ben-Bassat, 1999: 583).
The exact totals are difficult to estimate. The economists Arnon, Luski, Spivak, and Weinblatt
decided not to investigate the matter owing to a lack of data (Arnon, Luski, Spivak, &
Weinblatt, 1997: 33). In 1993, the organization Kav LaOved estimated that between 1984 and
1992, salary deductions totaled NIS 800 million, valued then at $325 million (Kav LaOved,
December 1992). Israeli economist Ephraim Kleiman estimated that in 1987 alone,
deductions totaled US $ 25-30 million (Kleiman, ibid.). American economists Stanley Fischer
and Thomas Schelling estimated that the difference between the payments made by
Palestinians for social security, and the rights they were granted in the 25 years between 1968
and 1993, totaled about US $ 250 million (not including interest) (Fischer & Schelling, 1994:
21). Fischer and Schelling reported that Israeli authorities told them that a large portion of
these funds was transferred annually to the Civil Administration budget, but the authorities
provided no evidence that this had actually been the case (ibid.).
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In the entire period prior to the Oslo accords, the funds flowed, as mentioned, to the Israeli
Treasury. According to Ephraim Kleiman, the funds in effect constituted, a Palestinian
investment in the Israeli economy (Kleiman, 1993: 307).
In the Oslo negotiations, Israeli and Palestinian representatives agreed to rename the funds
“an equalization tax” (equalizing the amount deducted from Palestinian workers with their
social security rights), and to transfer the funds to the Palestinian Authority to use “for the
purpose of social benefits and health services, to be chosen by the Palestinian Authority, for
Palestinians employed in Israel and for their families” (B’tselem, 1999: 46). It was also
decided that the accumulated funds would be held in a bank fund by the payments department
of the Israeli Employment Bureau, until the establishment of a Palestinian institution
responsible for social security. The Palestinian Authority, however, has still not established
such an institution; neither has it demanded the “equalization tax” funds from Israel. The
money is still held in Israel(see http://www.kavlaoved.org.il/nihul/html.asp?id=51).
Deductions for Israeli Civil Defense and Reserve Duty: In the 1970s, the payments
department of the Israel Employment Bureau also deducted taxes imposed on Israeli workers
to cover some of Israel’s defense costs from the paychecks of Palestinian workers. This tax
was designed to reimburse employers for salaries of workers called up for reserve duty
(beginning in 1994, the Defense Ministry would assume responsibility for making these
payments) and a tax to cover civil defense expenditures (such as the purchase of gas masks
for Israeli citizens at the time of the first Gulf War). These funds, which were deducted from
the paychecks of Palestinian workers, were transferred by the payments department of
Employment Bureau to “a special fund intended for the social development of the territories”
(The State Comptroller, 22nd Annual Report, 1970/1: 529) and for loans to the Civil
Administration (ibid.)
Union Dues Deducted from Non-Unionized Workers: The ministerial committee for defense
affairs decided, on October 8, 1970, that employers would deduct payments from the
paychecks of their Palestinian workers for “union dues.” These dues amounted to 1% of
wages. The Employment Bureau transferred the dues to the Histradrut – the Israeli General
Federation of Labor (The State Comptroller, 27th Annual Report, 1976: 473). Figures
included in an Employment Bureau report for the years 1979/80-1991 show that during that
period, the payments department deducted a sum equal to $107 million (Employment
Services, no date).
The only problem with the deduction of Histradrut dues was that Palestinian workers were not
unionized by the Histadrut nor were they protected by it.
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Other Perks
a. Profits from a Compulsory Customs Union:
While the Israeli-Palestinian trade is not subject to customs checks, products imported or
exported by Palestinians outside Israeli-controlled areas must pass through customs checks at
border points manned by Israel. The Palestinian goods are also subject to taxes and customs
tariffs at the standard Israeli rates. This arrangement has several economic advantages for
Israel: firstly, the capacity to discourage Palestinians from importing products that might
compete with Israeli products exported to the territories, and secondly, the benefit accruing to
Israeli exporters to the territories due to the fact that Israeli customs tariffs imposed on
imports from third countries are quite high. As long as these remain high, the Israeli
exporters to Palestine have no need to worry about competition from cheaper products
entering the territories.
The prevailing trade relations between Israel and the Palestinian territories correspond to what
economists term a customs union agreement. Under such an arrangement, two or more
countries abolish the trade barriers between them and establish a joint external border where
taxes and customs charges are collected from third-party countries at an identical rate. The
revenues are then divided between the participating countries according to a pre-arranged
agreement. In the case of Israel and Palestine, of course, the customs union is compulsory,
since it was instituted unilaterally by Israel (Arnon & Weinblatt, 2000: 37). The compulsory
element was clear the moment the Palestinians were given an opportunity to state their
position, in the discussions leading to the Paris Protocol in 1994. There, they requested that
the “compulsory customs union” be replaced by a free trade zone that would allow the free
transport of goods between the two parties to the agreement but would permit each to freely
establish relations with third-party countries. Since a free trade zone could only be established
if an internal border existed between Israel and Palestine, the Israeli government strongly
objected to the proposal. Israel was able to obtain the “agreement” of the Palestinians to
continue the customs union arrangement only after agreeing to end the closures imposed on
the Palestinian territories during the first Intifada (ibid: 38).
As the party controlling all entry points into the compulsory customs union, Israel charges a
customs fee for goods imported from third countries into the Palestinian territories and is then
supposed to transfer to the Palestinians the revenues due to them. However, between 1967 and
1994, there was no arrangement for distributing import tax revenues, and the lion’s share was
channeled into the Israeli Treasury (ibid: 38). Of course during that period there was no
Palestinian Authority to which the revenues could be transferred: that Authority came into
existence only after the Oslo accords in 1994. Nevertheless, the revenues could have been
invested in the Palestinian territories through either the Israeli military government or the
Israeli Civil Administration. According to economists Arnon, Luski, Spivak, and Weinblatt,
had these funds been transferred, the Palestinians could have made public investments at a
level closer to that of other countries. They could thus have created employment opportunities
in the Palestinian territories themselves (Arnon, Luski, Spivak & Weinblatt, 1997: 34). In
1994 – the year in which the Oslo accords were signed – Stanley Fischer, formerly deputy
managing director of the International Monetary Fund, and presently the governor of the Bank
of Israel - estimated that if the revenues were to be transferred to the Palestinians, they could
serve as a solid starting point for a Palestinian budget (Fischer & Wahaba, 1994: 55).
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Moreover, Israel imposes a value-added tax on both foreign and Israeli goods imported by the
Palestinian territories. Although this revenue is supposed to be divided between the two
partners to the customs union agreement, until the signing of the Oslo accords it was retained
by Israel in its entirety.
The 1994 Paris Protocol did not alter the economic framework established by Israel after
1967. It brought about two other changes, however. Firstly, the customs union, an Israelidesigned agreement that Palestinians had been compelled to enter, became a policy agreed
upon by both sides (although achieving the agreement involved some degree of compulsion);
secondly, the Protocol established a more reasonable arrangement for distributing tax
revenues (Arnon & Weinblatt, 2000: 38).
The sums involved were considerable. According to data published by the Israeli Finance
Ministry, over the first four years after the signing of the Oslo accords Israel transferred to the
Palestinian Authority, a total of NIS 5.7 billion in revenues from import, value-added, and
fuel excise taxes (Ben-Bassat, 1999: 626). The World Bank has noted that this sum did not
represent all the funds owed the PA; the remainder continued to trickle to Israel. (for details,
see World Bank, July 2002, 20-27).

Table 5: Israeli Transfers to the Palestinian Authority, 1995-1998
Data of the Accountant General’s Office, Israel Ministry of Finance
In NIS millions, at current prices

Import taxes
VAT
Gasoline Excise
Total

1995

1996

1997

63

285

495

583

724

762

102

334

384

748

1,343

1,641

1998
783
779
406
1,968

Note: Not including the health tax at 2.5% of wages.
Source: Ben Bassat, Avi, Chairman. 1999. “Draft of the Report of the Committee for the Examination of the Principles of a Permanent
Economic Agreement Between Israel and the Palestinian Authority.” In Ministry of Finance, State Revenues Authority, Annual Report
2002-2003. Jerusalem.

According to Palestinian economist Khadr, the amount transferred to the Palestinian
Authority in 1996 constituted 60% of its entire income, excluding international assistance
(Khadr, 1999: 110). Economists Diwan and Shaban estimated that the value of import taxes
levied by Israel on the Palestinian Authority amounted to 10% of the Palestinian GDP; the
World Bank estimated it at 8% of the Palestinian GDP (Diwan & Shaban, 1999: 6; World
Bank, quoted in Elmusa & El-Jaafari, 1995: 26).
The continued control of these funds enabled Israel to use them as political leverage.
Following a wave of violent attacks in the summer of 1997, for instance, the Israeli
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government decided – in contradiction to agreements it signed – not to transfer the funds it
had collected on behalf of the Palestinians (Arnon & Weinblatt, 2000: 41). The action was
repeated during the second Intifada, and again in the wake of the elections held in the
Palestinian territories in 2005 that brought the Hamas to power.
Palestinian economists Hamed and Shaban estimated that between 1970 and 1987, the
amounts Israel collected (including interest) ranged from a low of $5.2 billion to a high of
$9.4 billion (Hamed & Shaban, 1993: 142); Arnon, Luski, Spivak & Weinblatt (1997: 33)
arrive at lower figures. In any event, the amounts in question were very large, certainly much
larger than Israel’s expenditures as the sovereign authority in the Palestinian territories
(Hamed & Shaban, 1993: 142).

Israeli courts withheld funds due to be transferred from Israel
to the Palestinian Authority
Sums due to the Palestinian Authority have been retained by the Israeli Treasury following court
orders to garnish them, owing to claims for damages served by Israeli citizens and businesspeople
against the Palestinian Authority. In October 2004, the Israeli Treasury was reported to have
accumulated about NIS 1 billion belonging to the Palestinian Authority, a sum that was garnished in
recent years by Israeli court orders. Haaretz reported that in 2004, this figure accounted for about half
the accumulated overdraft of the Palestinian Treasury, hampering its ability to function.
In October 2004, the Israeli attorney general turned to the courts to request that they cease their
temporary garnishment orders against the Palestinian Authority. As reported in Haaretz, “The
government decided to guarantee these payments after most of the [PA’s] appeals to the court not to
garnish the funds had been refused” (Hass, Haaretz, October 25, 2004).

b. Stolen Water is Sweet
Another benefit reaped by Israel from its control of the Palestinian territories is the access to
most water sources west of the Jordan River, which enabled it to regulate the water supply in
its own interests. This benefited both Israeli households and Israeli agriculture, at the same
time as perpetuating the large gaps between Israelis and Palestinians in water consumption – a
key component determining standard of living and economic activity.
The official basis for Israel’s water policy in the Palestinian territories was the declaration that
all water resources in these territories are public property, as is the case within Israel. As such,
any water-related action required an application for licensing by the military authority
(B’tselem, 1998: 5; see also the appendix with the comments of Meir Ben Meir, the Israeli
Water Commissioner). In reality, the Israel state-owned national water company, Mekorot,
became the key agency dealing with water in the Palestinian territories, following a 1982
decision to transfer to it that part of the water resources and facilities previously supervised by
the Israeli Civil Administration (the remainder was, and still is, operated by the Palestinian
municipal water authorities) (Rouyer, 2000: 53).
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The main sources of water in the West Bank are three underground aquifers – eastern,
western, and northern. While the eastern aquifer is located entirely in the Palestinian
territories, small sections of the western and northern aquifers are located on the Israeli side of
the Green Line. Even before the Six Day War, Israel drilled at these sites and pumped more
water than did the Palestinians. Israel continued to pump water through the decades of
occupation, in a manner that perpetuated the large consumption gap between Israelis and
Palestinians.
According to data published at the time of the signing of the Oslo accords, Israel, through
hundreds of drillings in its own territory, used 500 million cubic meters (MCM) of the 600
MCM generated annually by the western aquifer, while the Palestinians used only 100 MCM
(Gvirtzman, 1994: 200; see also Elmusa, 1994: 452-453). The ratio for the northern aquifer
was similar (Gvirtzman, 1994: 204). In addition, Israeli settlements set up in the Palestinian
territories made heavy use of water from the eastern aquifer (Elmusa, 1994: 453; see also
Gvirtzman, 1994: 204). Overall, Israel pumped 83% of the annual accumulation in all three
underground aquifers in the West Bank, and the Palestinians only 17% (Gvirtzman, 1994:
204).
One of the main reasons for the large gap was Israeli policy in the territories, which severely
restricted the amount of new drillings by Palestinians as well as the amount of water they
could pump (Awartani, 1993: 299; Rouyer, 2000: 49). The restrictions imposed on
Palestinians are even more pronounced when the number of drillings by Mekorot in the Israeli
settlements (60-70) is compared with the number permitted for Palestinians (about 25)
between 1967 and the Oslo accords (Rouyer, 2000: 48-49).
The result: a large gap between Israelis and Palestinians in the amount of water consumed per
capita. The annual household consumption in the Palestinian territories is three to four times
less than that of Israeli residents. Gvirtzman (1994: 204) quoted respective figures of 25
versus 70 cubic meters per capita, while B’Tselem (1998: 10) cited figures of 26.5 versus 105
cubic meters. According to water experts, the desired minimum for water consumption in
modern cities is 100 cubic meters per capita annually. While Israel lies slightly above this
level, residents of the West Bank lie well below it (B’tselem, 1998: 10).
An especially wide gap between water usage in Israel and in the Palestinian territories can b e
seen in the use of water for agricultural irrigation. While Israel succeeded in irrigating 95% of
its irrigable agricultural land, Palestinians succeeded in irrigating only 25% of theirs (Elmusa,
1994: 453-454; Kally, 1989: 107). According to another calculation, about 10% of all land
farmed by Palestinians is irrigated, while 50% of all land farmed by Israelis is irrigated
(Awartani, 1993: 299).
The gaps in water use for irrigation are even more salient in light of the fact that Israeli
settlements located in Palestinian territories are not subject to the restrictions placed on their
Palestinian neighbors. Figures from the mid-1980s indicate that West Bank and Gaza Strip
settlements irrigated close to 47,000 dunams (of what is, in fact, Palestinian land), with the
assistance of water quotas twice as great as the amount granted to Palestinians (Elmusa, 1994:
455).
Fifteen years ago, water expert Elisha Kally wrote: “The situation in which Israel alone
benefits from the principal natural water sources in the Palestinian territories portends battles
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over water between the two sides and guarantees political tension between them” (Kally:
1989: 59).
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Chapter Four: The Settlements –
The Single Largest Post-1967 Civil-Military Project
While the overall economic balance of the Israeli occupation was positive until the era of the
Intifadas, one particular expense increased from year to year from the start of the occupation,
until it threatened to throw the entire balance into the red – the funds invested in Israeli
settlements located in the Palestinian territories.
At first, this too came at a relatively low cost. In the first decade, 1967-1977, under Labor
governments, there were relatively few settlements. Most were located in areas with sparse
Palestinian populations and did not require heavy investments in infrastructure and security.
When the Likud came to power, the settlements became a large-scale state enterprise, their
numbers grew significantly, they were established in heavily populated Palestinian areas, and
most required large capital investments in infrastructure and security.
While this chapter will focus on the financial costs of the settlements, it should be made
absolutely clear that the main cost is not monetary: the settlements constitute a constant
provocation that has consistently ignited conflict. In retrospect, we can even point to a clear
connection between the development of the settlements and the timing of the Palestinian
uprisings. The first Intifada, which erupted in 1987, came on the heels of a decade in which
some 110 settlements were established in the Palestinian territories. The second Intifada,
which broke out in 2000, came on the heels of a decade in which the population of the
settlements doubled, from 100,000 to 200,000, despite the signing of the Oslo accords.
More than that, the settlements have created an enormous barrier to achieving a political
settlement. That, of course, was the express goal of the erection of most of the settlements in
the first place: to obstruct the possibility of dividing up the land between Israel and Palestine.
The settlements, in other words, were meant to prevent the fulfillment of the national
aspirations of the Palestinians.
Brief Review of the Development of the Settlements
The settlement project in the Palestinian territories began, on a small scale, a short time after
the 1967 Six Day War. In the decade following the war, under the leadership of a Labor
government, 20 settlements were built, most of them in one of two areas: the Jordan Valley,
which the Labor Party saw as Israel’s “defense border,” and Gush Etzion, from where Jewish
residents had been expelled in 1948 and the resettlement of which was therefore perceived as
the legitimate return to Israeli land taken by force. Kiryat Arba was also established at that
time, and so were the first settlements of what developed into Gush Katif in the Gaza Strip,
which would become the focus of the 2005 disengagement plan led by prime minister Ariel
Sharon. Most of these settlements were small; in 1977 their residents numbered no more than
6,000 (All data are taken from Goldberg, 1993; see also Pedatzur, 1966. For the birth of the
settlements see Gorenberg, 2006).
The election of a Likud government in 1977 marked a decisive turning point. The Likud made
the settlements – and, in fact, permanent control of the Palestinian territories – its defining
national mission. The signal for widespread settlement came with the Begin government’s
declaration that 40% of the West Bank land was “state land” (Goldberg, 1993: 21). Until then,
the government, backed by the Supreme Court, justified the establishment of settlements by
saying they served “military needs.” However, when some military figures began to cast
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doubt on the military importance of the settlements, the government adopted the “use of state
land” justification (B’tselem, 1997: 20-25; Benvenisti, 1984: Chapter 4). Generous
government funding then began to flow, and very attractive bonuses were made available to
the settlements and to their settlers (Goldberg, 1993: 14), a practice which with a few
interruptions – most notably the Rabin administration - continues to this day. In the period of
the first Begin government (1977-1981), 35 settlements were built, most in areas with dense
Palestinian population, in Samaria and the Binyamin district (north of Jerusalem). The
number of settlers rose to 17,000. During the second Begin and the Shamir administrations,
43 settlements were added, most in Samaria and the Binyamin district, and others in the
Jordan Valley and the Gaza Strip. The number of settlers now reached 46,000.
The runaway inflation of the early 1980s did not slow down the settlement project. The
National Unity Government – the same Labour-Likud government that fought inflation by
enacting the neo-liberal Emergency Economic Stabilization Plan – established 32 new
settlements, in Samaria and the Binyamin district. This period was also marked by a dramatic,
nearly two-fold, rise in the number of settlers.
During the second Shamir administration, which lasted until 1992, seven new settlements
were established, and the number of settlers reached 107,000 (Goldberg, 1993: 13). This
government, in which Ariel Sharon served as Minister of Construction and Housing, also
developed a grandiose plan for significantly increasing the number of settlements and settlers,
and it provided very generous bonuses to Israelis who purchased homes in the occupied
territories. There was, indeed, a giant leap in new housing construction at that time (Swirski,
Konor-Attias & Etkin, 2002: 50).
In 1993, the new government headed by Yitzhak Rabin began applying the brakes, freezing
some of the construction projects and canceling some of the bonuses (Goldberg, 1993: 14;
Sasson, 2005:63). From the signing of the Oslo accords until the end of 2000, only three new
settlements were established. However, the settlers’ organization found a way to overcome
the new restrictions, by establishing what came to be known as “illegal outposts.” Most of
them were presented to be extensions of existing settlements, though for all practical
purposes, many were entirely new settlements. Talyia Sasson, a former senior staff member at
the Israel Attorney General’s office who was commissioned by prime minister Ariel Sharon
to investigate those “illegal outposts,” found that by 2005, their number stood at 105 (Sasson,
2005: 21).
At the same time, the overall population of settlements skyrocketed, particularly in the first
part of the 1990s under the Shamir administration, and later toward the end of the decade,
under the Barak and Netanyahu administrations. By the end of the decade, the number of
settlers totaled 200,000 (not including the population of Jewish neighborhoods built in areas
that Israel unilaterally annexed to Jerusalem immediately after the 1967 war). By the end of
2006 the settler population had reached approximately 260,000, many of the new additions
being poor ultra-orthodox Jews who were offered affordable housing in a small number of
urban settlements close to the Green Line.
The settlement project is often associated with settler movements, the most prominent being
Gush Emunim. Yet, the seizure of Palestinian lands by means of the establishment of Israeli
settlements was in fact a state project. In the decade following the Six Day War, it was Labor
governments that organized and funded the setting up of settlements in the vicinity of Rafah
(in the Gaza Strip), the Golan Heights, and the Jordan Valley. In the second decade after the
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war, both the Likud and National Unity (Likud + Labor) governments initiated and funded
settlement campaigns in the heart of Palestinian territories on the West Bank and in the Gaza
Strip. While settlers initiated some specific settlements on their own, the more grandiose
plans for taking over Palestinian lands were ushered in by the state apparatus. The settlements
along the Israeli-Jordanian border were initiated by Yigal Allon, the minister of labor in Levy
Eshkol’s cabinet. At the same time, Levy Eshkol’s defense minister, Moshe Dayan, initiated
the construction of military bases along the West Bank mountain ridge, but his plan for
building Israeli towns adjacent to the bases was not approved (Pedatzur, 1996: Chapter 7). In
1983, the settlements division of the Zionist Federation, in cooperation with the Israeli
Ministry of Agriculture, drafted a master plan (the Drobles Plan) that anticipated a Jewish
population of 800,000 in the West Bank by the year 2010. During Ariel Sharon’s term as
Construction and Housing minister, a master plan was drafted for settling 2.6 million Jews in
the West Bank and Gaza Strip by 2010 (Goldberg, 1993: 21). The plan was designed to
drastically alter the demographic balance in the occupied territories by creating a very large
Jewish minority of about 40% in the West Bank (ibid: 23). The election of Yitzhak Rabin and
the signing of the Oslo accords put an end to these plans.
Following the Yom Kippur War, Gush Emunim played a key role in prodding the government
to seize territory and in fostering public legitimacy for the settlement movement.
Nevertheless, the majority of Jews who moved to the occupied territories were attracted by
government housing projects in Palestinian areas adjacent to Jerusalem and other major cities
in the central region of Israel. What motivated them primarily was the desire for quality
housing at a low price that enabled them to keep their jobs inside the Green Line (Goldberg,
1993: 16, 19). Most of the time, the true believers or “ideological settlers” were a minority. In
1992, at the end of the Likud-orchestrated development plan, the settlers belonging to the
Gush Emunim movement numbered 20,000, 19% of all settlers (ibid: 18).

The Public Cost of the Settlements
The total public cost of the settlements is not known. Funding came from both government
ministries and private contributions. Israeli government ministries do not categorize their
budget outlays as “Israel” or “Settlements,” and, in many instances, they do not categorize
their expenses by community or district. Moreover, the Defense Ministry, which has played a
crucial role in the settlement project, does not even publish its budget. Nor does it present its
budget to the Knesset for the annual budget debate; only a sub-committee consisting of
members of the Knesset finance committee and foreign affairs and defense committee is
presented with the figures. As if this were not enough, the Israeli government fogs the picture
even more by making a great effort to conceal its expenditures on the settlements, since they
have, from the beginning, drawn harsh criticism from countries around the world, most
importantly from the U.S.
In 1984, Meron Benvenisti, who directed The West Bank Data Project, a project monitoring
Israeli policy in the Palestinian territories, estimated that the total investment of public funds
in the settlements between 1967 and 1983 was $1.5 billion (in 2004 terms, $2.9 billion or NIS
13 billion). Twenty years later, in 2003, based on a comprehensive investigation it conducted,
the Israeli daily Haaretz estimated that between 1967 and 2003, government surplus funding
of the settlements – that is, the funds allocated above and beyond what the government would
have invested were the settlements erected on the Israeli side of the Green Line - came to NIS
45 billion (Bassok et al., Haaretz, September 26, 2003: 44). In 2003, the economist Dror
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Tzaban estimated that in the year 2001 alone, the settlements and settlers enjoyed surplus
allocations amounting to NIS 1.8 billion (Tzaban, 2003). It should be mentioned that not all
these figures are comparable: while Benvenisti took into consideration the total government
investment in the territories, Haaretz and Dror Tzaban based their estimations on surplus
allocations.
The following is a more detailed description of the surplus costs involved in the establishment
and maintenance of settlements in the occupied territories. Surplus costs can be attributed
both to preference given by the government to settlements, and to their greater needs, based
on their locations in the midst of hostile neighbors and in areas that are highly inaccessible.
This concept of surplus funding is based on the assumption that most of the settlements are
nothing more than dormitory communities with no intrinsic economic value of their own.
Viewed in this way, the majority of settlements (other than, perhaps, those in the Jordan
Valley or Gush Katif in the Gaza Strip) are different from earlier Zionist settlement
enterprises, such as kibbutzim and moshavim, most of which were founded before Israel’s
establishment in 1948 or shortly afterwards. While one of the aims of the moshavim and
kibbutzim was to expand the land under Zionist control, they were also centers of agricultural
economic development, part of the conception of national economic development then in
vogue in the Zionist movement. The Israeli settlements in the occupied territories also differ
from Israeli development towns, which were designed as urban service centers for the
surrounding agricultural communities. Meron Benvenisti addressed the uniqueness of
settlements in the Palestinian territories by describing how settlers depart from the traditional
model of a pioneer settlement – since they are, in essence, bedroom communities from which
residents travel to their jobs in nearby cities (Benvenisti, 1984: 53).
Since, in most cases, the settlements are places of residence with no added value of any sort,
the most reasonable way of calculating their public cost is to compare government
expenditures for settlements with government expenditures for communities within the Green
Line (assuming that the demand for housing would exist in any case). Given that the cost of
the settlements appears to be higher, the analysis then focuses on the surplus expenditure for
housing and other items in the settlements. This is the method used by the Adva Center in its
annual report on public funding for municipal budgets (Swirski, Konor-Attias & Schurtz,
2006). It is also the method later adopted by Haaretz in calculating government expenditures
for settlements and by Dror Tzaban in his report on government funding for settlements in
2001 (Tzaban, 2003).
Surplus allocations consist of two parts: The first is the surplus cost of the establishment and
public maintenance of residences, and the second is the cost of government activities taking
place exclusively, or primarily, in settlements – such as defense activities, military
maintenance and bypass roads.
The following data relate to several areas in which the settlements benefited from government
funding beyond that of communities within the Green Line. They apply to the 1990s. Earlier
data do not lend themselves to detailed, systematic comparison. Most of the data are taken
from research conducted by the Adva Center, a Haaretz investigative article from September
26, 2003, and the analysis of Dror Tzaban.
Municipal Budgets: Over the years, the Israeli local authorities in the Palestinian territories
have enjoyed generous government funding. One of the first examinations of the surplus cost
of municipal budgets of the settlements took place in the early 1980s as part of Meron
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Benvenisti’s West Bank Data Project. In 1983/4, an examination of municipal budgets in
West Bank settlements revealed that the budget earmarked for social services – education,
culture, health, welfare, and religious services (within the regular budget) – was significantly
higher that that of same-sized communities within the Green Line (Dehter, 1987). Dehter’s
examination was relatively limited, since he needed to base his data on a random selection of
communities.
The Interior Ministry and the Central Bureau of Statistics now publish regular data on the
municipal budgets of Israeli’s local authorities, including settlements. On the basis of this
data, the Adva Center began preparing annual reports comparing different groups of
communities in Israel: affluent communities (the 15 cities that do not receive balancing grants
from the government); development towns; Arab communities; and Israeli settlements in the
occupied territories.
The data reveal two major findings. First, the level of government participation in funding the
(regular) local authority budgets is higher for the settlements than for any other group.
Between 1990 and 1999, the average annual per capita participation was NIS 3,679, as
compared with an average of NIS 1,458 for local authorities within the Green Line. On the
other hand, the level of participation by residents themselves (through municipal taxes) in
funding local authority budgets was lower in the settlements than in any other type of
community examined. Between 1990 and 1999, the average yearly per capita participation of
residents in settlements was NIS 1,732, lower than the respective figure of NIS 2,348 for local
authorities within the Green Line (Swirski, Konor-Attias & Etkin, 2002: 8-9).
The second major finding was that when the difference between the level of per capita
municipal funding (in the regular budget) in the settlements and the comparable level for local
authorities within the Green Line was multiplied by the number of residents of settlements in
the West Bank, Gaza Strip, and Golan Heights, it turns out that between 1990 and 1999, the
local authorities in these three regions received surplus funding (in the regular budget)
amounting to NIS 2.3 billion (ibid: 11).
Construction: The government played a leading role in everything concerned with housing
construction in the settlements. Throughout the 1990s, construction was begun on 32,560 new
housing units, at an overall investment of NIS 11.5 billion. The public coffers covered about
65% of the building starts and about 50% of all investment in housing. During this same
period, the corresponding figures for housing within Israel were 38% and 25%, respectively.
Throughout the 1990s, publicly initiated construction in the West Bank and Gaza Strip
exceeded that in Israel proper. The average annual weight of public construction in the
settlements was 63% higher than the corresponding weight in Israel proper (Swirski, KonorAttias & Etkin, 2002: 15).
The government funded the construction of an especially large percentage of public facilities,
such as schools and kindergartens, in the settlements, evidence of its desire to assist the
settlers, among other things, by providing public services on a larger scale than in Israel
proper (ibid: 16).

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

56
Taxes: In addition to receiving generous government assistance for construction and
municipal budgets in the settlements, residents of the settlements also enjoyed significant tax
breaks.
Beginning in 1975, Israeli citizens living in areas classified by the government as of “national
priority” were given tax credits that reduced their tax burden by 5%. Between 1978 and 2003,
the reduction was increased to 7% (Zussman, 2002: 354). While these benefits were also
given to residents of communities within the Green Line categorized as “areas of national
priority,” in the case of the settlements (except for an isolated few close to the Green Line),
the policy applied to all residents and thus can be seen as a type of collective benefit.
As we have seen, many of the settlements are located near large cities in Israel. In this regard,
Haaretz noted, “the reason tax benefits are given to these communities, according to the
Israeli government, is their status as frontier communities, far from the center, or their weak
socioeconomic base. In the case of the settlements, this is not always true. A considerable
portion of the settlement communities are close to the center of Israel (in the wording of an ad
for homes in the settlements, “Five Minutes from Kfar Saba, Five Minutes from Jerusalem”)
and their economic situation is better than the national average. In some cases, it is much
better” (Bassok, Haaretz, September 26, 2003 a: 51).
Haaretz’s calculations indicate that the cost of this tax benefit over the years amounts to NIS
1.5 million. Dror Tzaban estimated that in the course of one year, 2001, tax benefits to the
settlements (not including benefits that some residents would have received had they lived in
the Negev or the Galilee) amounted to NIS 160 million (Tzaban, 2003: 19).
The Health System: The operation of the public health system in the settlements is
particularly expensive due to their wide geographical spread through the length and breadth of
the Palestinian territories, and due to the policy of funding clinics and medical services for
settlers even in very small communities. The investigative article by Haaretz revealed that
clinical services are provided to communities with as few as 50 to 100 residents, though the
practice is fiscally indefensible and administratively unreasonable.
These costs were supplemented by others, unique to the settlements, for armored vehicles,
transportation of medical staff in armored buses, clinical equipment and examinations,
security guards for health clinics, and higher salaries for some doctors working in the
settlements (Reznick, Haaretz, September 26, 2003).
According to calculations by Haaretz, using data it received from the HMOs and the Israeli
Red Mogen David, surplus health expenses for the settlements over 36 years amounted to NIS
1.75 billion (ibid.)
The School System: Schools in the settlements enjoy several types of surplus funding and
benefits (detailed below). According to calculations by the Haaretz journalist Relly Sa’ar, the
value of the funding and benefits totaled NIS 100 million in 2003 alone.
Extended school day: In 2003, the preschools and elementary schools in the settlements
received an extra 4,000 study hours in order to extend the school day to 3:30 p.m. Extended
schools days are usually in effect in outlying or distressed communities within the Green Line
as a means of reducing economic and social gaps. The populations of many settlements, on
the other hand, are not in a state of economic distress.
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Extra month in the school year: Preschool children in the settlements are eligible for an
additional month of schooling per year; their summer vacation begins in August rather than
July. The Ministry of Education also grants full tuition exemption for early childhood
education in some settlements.
Small classrooms: About 40% of the elementary school classrooms in settlements are
“incomplete classrooms” with fewer then 21 students each. Within the Green Line, where the
norm is 30 students per class, the Ministry usually combines classrooms of this size as a
resource-saving measure.
Salary incentives: Since they work in communities defined as “areas of national priority,”
educational staff in the settlements (kindergarten and classroom teachers, principals,
community center counselors, and educational psychologists) received salary incentives that
raised their earnings 12-20% over those of their colleagues in central Israel.
Supplements for psychologists: In areas considered of high security risk, such as the
settlements, the Ministry of Education provides additional psychologists and school
counselors. Inside the Green Line, such additions are hard to come by. In the settlements,
however, in 2002 alone, 10 positions for psychologists and 20 for counselors were added to
the school system.
School busing: In 2002, the busing of schoolchildren in the settlements was fully funded by
the Ministry of Education. In comparison, in schools in the central part of Israel, the Ministry
provides only 50% of the funding, and in rural areas, 90%. It should also be noted that private
companies charge double for transporting schoolchildren in armored vehicles (Sa’ar, Haaretz,
September 26, 2003).
Water Supply: As noted earlier, Israel benefits from its control over all water sources in the
Palestinian territories. The settlements, therefore, enjoy Israeli, not Palestinian, standards of
water supply. To achieve these standards, a large investment is required to bring the water to
the settlements.
According to Haaretz’s special investigation, about NIS 500 million was invested in water
infrastructure in the settlements in the 1990s, an average of NIS 50 million per year. This
work entails excavation, drilling, laying pipes, building pumping stations, digging reservoirs,
and purchasing equipment. Some of this infrastructure supplies water to Palestinian
communities as well; yet we can assume it would not have been built had the settlements not
existed. An approximate calculation based on the number of communities indicates that over
the years, the total cost of building the water infrastructure for the settlements amounted to
NIS 1.2 billion.
Water infrastructure in the settlements is more expensive than that in Israel proper (based on
the cost of one meter of pipe per capita). The main explanation is that for security reasons, all
water lines in the settlements are underground, while most of those in Israel proper are above
ground. Burying the pipes is more expensive per-meter, and the hilly and rocky contour of the
land, the wide geographical distribution of the settlements, and the need to connect pipes to
the smallest of settlements also require relatively greater investments. According to Haaretz,
Mekorot sometimes lays a pipe several kilometers long in order to supply water to settler
communities that house no more than five or ten families. Moreover, after Mekorot brings the
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water to the doorstep of the settlements, construction of the infrastructure within the
settlements is the responsibility of the Ministry of Housing, and the funding is provided by the
Settlements Division of the World Zionist Organization (Georgi & Bassok, Haaretz,
September 26, 2003).
The Settlements Division of the Ministry of Agriculture: The settlements receive funding
not only from the previously mentioned government ministries – Finance, Construction and
Housing, Health, and Education – but also from the ministry which is, officially, mandated to
serve only a few of the settlements - the Ministry of Agriculture. This ministry serves as a
conduit for transferring funds to the settlements through the Settlements Division of the
World Zionist Organization. The nature of this division is described in the budget book of the
Treasury Ministry:
“The Settlements Division of the World Zionist Organization, which deals with the
development of new settlements beyond the Green Line, is funded from the Ministry
of Agriculture budget. The Settlements Division was established in the late 1960s in
order to assist the government in developing land in the West Bank and the Gaza
Strip, the Jordan Valley, and the Golan, similar to the assistance provided by the Israel
Department of the Jewish Agency to the other regions. The Settlements Division,
which operates within the framework of the World Zionist Organization, is allotted a
special budget in the Ministry of Agriculture, and, in fact, the source of its entire
budget is the government budget…
“The organizational structure of the Settlements Division reflects the geographical
spread of the regions it assists: the department for the northern region – the Golan
[settlements] and Galilee; the department for the central region – the Jordan Valley,
Megilot, Samaria, Binyamin, and Gush Etzion [all settlements]; the department for the
southern region – the Negev, Southern Hebron Mountain [settlements], and Gush
Katif [settlements]. The Settlements Division employs 63 workers…” (Ministry of
Finance, Budget Highlights, 2004: 134).
In 2004, the Settlements Division handled 180 new agricultural and non-agricultural Israeli
communities in the Palestinian territories, assisting them primarily in their establishment and
the development of an infrastructure for production.
According to data published by Haaretz, the Settlements Division of the World Zionist
Organization invested in the West Bank and the Gaza Strip in the early 2000s yearly sums of
between NIS 132 million (2000) and NIS 112 million in 2002. The newspaper estimated that,
at a similar level of investment, the Settlements Division has spent more than NIS 1.5 billion
on the settlements since 1990 (in constant 2003 prices) (Bassok, Haaretz, September 26, 2003
b). By 2008, the total budget of the Settlements Division was down to NIS 91 billion, and that
budget was designed to serve not only settlements beyond the Green Line but also farm
communities in the Galilee and the Negev (Ministry of Finance, Budget Proposal for 2008:
66-68).
Some of the assistance was provided by the Division in the form of loans - for means of
production, infrastructure, construction, and more. The report of the State Comptroller
concerning the Ministry of Finance for 2003 states that over the years, the repayment of the
loans “was negligible or non-existent” (Ministry of Finance, The Accountant General, 2004:
15).
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The Rural Construction Administration at the Ministry of Construction and Housing:
Another government department heavily involved in establishment and maintenance of
settlements is The Rural Construction Administration at the Ministry of Construction and
Housing. This administration provides for the cost of planning, construction of infrastructures,
hook-ups with water and electricity networks, purchase of mobile-homes and construction of
public facilities. The Administration has been heavily involved in the construction of the socalled "illegal outposts." According to Talyia Sasson, between 2000 and 2004 alone, the
Ministry of Construction and Housing, through its Rural Construction Administration, spent
some NIS 72 million on the construction of illegal outposts.
Roads and By-Pass Roads: Another high expenditure incurred in the process of establishing
the Israeli settlements in the Palestinian territories was for paving access roads – roads
connecting the settlements to each other and roads connecting the settlements with cities and
towns within the Green Line. Following the signing of the Oslo accords, construction began
on roads that allowed settlers to travel through the Palestinian territories without coming into
contact with Palestinians.
Throughout the 1990s, road construction in the West Bank and the Gaza Strip was more
extensive than in any other region in Israel – about 17.2 meters of road per capita, as opposed
to a national average of one-third less, 5.3 meters per capita (Swirski, Konor-Attias & Etkin,
2002: 17).
According to an estimate published by Haaretz, Israel paved or widened 400-500 kilometers
of the 1,400 kilometers of roads in the West Bank and the Gaza Strip. Based on the cost of
paving one kilometer of road, NIS 15-25 million, the sum total of Israeli investments over the
years for roads in settlement roads, including their maintenance, is NIS 10 billion.
The cost of paving and maintaining roads is shared by the Ministry of Defense and the Public
Works Department. The Defense Ministry is responsible for funding the paving of bypass
roads, which are designed to circumvent Palestinian localities. In February 2002, the
journalist Ze’ev Schiff revealed in a Haaretz article that since the Oslo accords, Israel has
spent more than NIS 1.25 billion on paving by-pass roads in the West Bank (Georgi &
Bassok, Haaretz, September 26, 2003).
Access roads to the settlements also come at a high cost, since connecting communities,
however small, to the existing road systems requires breaking through topographically rough
land over relatively long distances.
Industrial parks: The Israeli government has also racked up considerable expenses for
industrial parks, establishing 17 in the settlements over the years. Like housing, industry in
the settlements makes no special contribution to the development of the Israeli economy and
society. The placement of industry in the settlements does not stem from any particular
economic advantage, such as proximity to natural resources or transportation hubs. It stems,
rather, from the need to provide employment to residents of the settlements (and, incidentally,
to Palestinians). From this point of view, most of the factories could have been built in
existing industrial centers inside the Green Line, at no loss to the Israeli economy.
As we already mentioned in Chapter Three, Dror Tzaban, who compiled data on government
investments in industrial parks between 1997 and 2001, recorded a total sum of NIS 237
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million. That figure represented, at the time, 22% of the government budget for industrial
parks in Israel (Tzaban, 2003: 27).
An Additional Cost - The Disengagement from the Gaza Strip: In 2005, then prime
minister Ariel Sharon carried out a unilateral disengagement from the Gaza Strip, removing
both settlements and military camps and outposts. The plan also involved the removal of
several settlements in the northern West Bank. The disengagement involved:
“The evacuation of Israelis and their property;”
“The granting of fair and suitable compensation, given the special circumstances of
the matter, by the state treasury;”
“Assistance to those eligible…in moving to new residences and jobs” (The Knesset,
2004).
As it turns out, the Government of Israel, which absorbed most of the cost for establishing the
aforementioned settlements, not only compensated the settlers for investments that derived, in
large part, from state coffers; it also offered them generous assistance in moving to new
homes and maintaining a high standard of living inside the Green Line. The cost of the
disengagement was estimated by the Israel State Comptroller at NIS 9 billion (Annual Report
2007: 1104).
These figures relate to only a minority of the settlement population. It is reasonable to assume
that in the future, with progress on the diplomatic front, additional settlements will be
dismantled. Even if some large blocks of settlements remain intact, particularly those
surrounding Jerusalem, there are scores of others with many thousands of residents that the
state will need to compensate and resettle.
Future Costs – The Removal of Settlements in the West Bank: If and when negotiations
on a two-state solution between the Palestinian Authority and the Israeli government reach a
practical stage, Israel will most probably have to remove at least those West Bank settlements
that lie to the east of the Separation Wall. Estimates of the size of the population of those
settlements range from 60,000 to 80,000. As to the bulk of the settler population (excluding
Jerusalem), some 180,000 to 200,000, they live in several so-called settlement-blocks on the
west side of the Separation Wall, and the assumption is that the Palestinian Authority will
agree to their annexation to Israel in exchange for Israeli lands somewhere else along the
future border.

The cost of such large-scale population transplantation is difficult to calculate, as some of the
basic quantities are not known: the number of settlements to be removed, the number of
families, the size of compensation, etc. Still, we can rely on the benchmark of the total cost of
the removal of the Israeli settlements from the Gaza Strip: NIS 9 billion. The Gaza settlers
numbered 7,500. Estimates of the number of settlers living in the settlements deep in
Palestinian territory range, as we just saw, from 60 thousand to 80 thousand. Assuming that
the per-capita costs will be the same, we are talking about a total of between NIS 72 billion
and NIS 96 billion, or between US $ 21 billion and US $ 27 billion (in July 2008 prices).
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Summary
The settlements in the occupied territories are probably Israel’s single most costly civil - or
rather, civil-military – project in the post 1967 era. Israel’s leadership embarked on this
project driven by the arrogance that accompanied the military victory. If the disengagement
from the Gaza Strip proves to be the prelude to a much larger removal of the settlements to
the east of the Separation Wall, the settlement project will go down in history as Israel's
greatest and costliest folly. Israel has paid dearly for this project, in lives as well as in public
expenditures, including the marginalization of broad groups within Israeli society that were
clamoring for funds expended on settlements – a subject to which we now turn.
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Chapter Five:
Israelis Who Paid a Price
A. Settlements vs. Development Towns
The settlement project was initiated only a few years after a much larger national settlement
and housing effort – the absorption of over a million Jews who arrived in Israel in the decade
following the establishment of the State. Between 1948 and the early 1960s, nearly 300 new
rural cooperative communities (moshavim) were established, as well as some 30 new
immigrant towns, which became known in Israel as “development towns.” Most of the
residents of many of the new moshavim and of most of the new development towns hailed
from Jewish communities in Arab countries, and are presently known in Israel as Mizrahim
(Swirski, 1981: 22; Swirski & Shoushan, 1985: 5; Lipshitz, 1997). In addition, dozens of new
neighborhoods in cities and towns throughout the country replaced the transit camps that were
the first homes for many new immigrants.
In 1967, the settlement and housing of the new immigrants was far from completed. Most of
the immigrant communities were far from affluent, or even economically stable. The
settlement and housing projects of the 1950s and ‘60s were implemented under extremely
difficult conditions. The population in need of housing was very large, even larger than the
population of Israel at the time of its establishment in 1948. Moreover, these immigrants
arrived in large and frequent waves, and housing arrangements were made under highly
stressful conditions. Above all, the country’s financial resources in the 1950s and ‘60s were
far fewer than those available after 1967.
The resources channeled to immigrant communities then were also fewer than those
channeled to veteran, pre-1948 Jewish communities. Furthermore, due to the pressure of
events at the time, residential areas were constructed in the 1950s and ‘60s even before there
was time to develop an economic infrastructure and sources of employment. It is no wonder,
then, that the development towns, which were intended as urban service centers for the
surrounding agricultural communities, had difficulty competing with their neighbors –
veteran, well established kibbutzim and moshavim – which were well connected with Israeli’s
political and economic powerbases. Rather than the kibbutzim and moshavim depending on
the development towns, the development towns became dependent on the former. Through
most of the 1950s, high unemployment plagued both the new rural communities and the
development towns, and occasional relief-work did not alleviate their distress, since these jobs
were available only sporadically and paid poorly (Swirski, 1981: Chapter 2). Finally, the
housing standard for new immigrants was lower than that of Israel’s veteran citizens, and this
gap became a central component of the social inequality that developed in Israel (Law-Yone
& Kalush, 1995: 32-33).
One of the weakest aspects of the new immigrant communities was their shaky economic
base. Many development towns depended on one or two large factories for their livelihoods.
Most offered low-paying, assembly-line jobs that did not contribute to the economic
development of the region. Some, particularly the textile factories that were to become
symbols of the development towns, were already anachronistic when they were established,
since it was quite clear then that they would not usher in the type of industrial revolution set
into motion by the pioneering textile industry in England in the 18th and 19th centuries.
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The Six Day War in 1967 underscored just how outdated the labor-intensive factories of the
development towns were. Immediately afterward, the government decided to embark upon a
new project: the creation of a huge military-industrial complex (MIC), as part of its efforts to
take advantage of the military victory and establish Israel as a regional superpower. This
desire was expressed in other ways as well: by increasing the size of the army, by increasing
the military budget, and by retaining the occupied territories – primarily the Palestinian
territories – through, among other things, the establishment of a network of civilian
settlements and yet another network of military bases.
After 1967, the military-industrial complex developed on a much firmer and richer foundation
than that of the development town industries. The government invested a large portion of its
budget in the MIC, at times as much as between one-fourth and one-third of the defense
budget. These funds were supplemented by generous assistance from the U.S., which had
begun to view Israel as a strategic partner in the region (Swirski, 2005). The MIC, based on
knowledge-intensive work, made use of advanced scientific and technological research and
hired college-educated workers at high salaries. Its development centered on a core of a few
thousand engineers and scientists, who were joined by technicians and computer experts,
military officers, discharged soldiers from specialized units, and skilled workers. A service
network developed around the MIC and thrived on it – supplying financial, accounting,
marketing, publicity, and similar types of services. Eventually, the MIC paved the way for the
flagship of the contemporary Israeli economy – the hi-tech industry.
The development, production, and marketing centers of the MIC, as well as its ancillary
services, were located in the center of the country. The labor-intensive industries set up in the
1950s and ‘60s in the largely Mizrahi development towns were now defined as “traditional
industries” – despite the fact that only 15-20 years had passed since their establishment and
the start of massive investment in the MIC. While the MIC and hi-tech industry that followed
it flourished, the textile factories in development towns became “corporate welfare cases” and
were often dependent on the political good will of the government – which would intervene
from time to time to prevent their closure (Swirski & Shoushan, 1985: 1).
Within a single decade – from the mid-1950s to 1967 – of relatively high government
spending on housing and employment in the development towns, the direction changed, and
those towns entered an extended period of lower investment and economic stagnation. In the
1970s and ‘80s, when the settlement project in the Palestinian territories was in high gear, the
development towns were experiencing negative migration: for a long period, the number of
departing residents outweighed the number of new ones. From the 1960s to the end of the
1980s, most development towns lost residents, and others were barely able to maintain the
balance. There were only a few exceptions – Arad, Carmiel, Eilat, and Ashdod (Lipshitz,
1997: 11). The economic stagnation and negative migration continued until the large wave of
immigration from CIS countries and Ethiopia, which began in 1989. Only then did the
populations of the development towns increase once again (ibid: 12, 37). However, the
distance between centrally located communities and what became known as the “periphery”
was not reduced. The 1990s were the golden age of hi-tech, but only for the center of the
country.
Let us return to the Six Day War, which was followed by an enormous increase in the
resources at the country’s disposal and, accordingly, an enormous increase in its expenditures.
Had these expenditures been directed toward the development towns, moshavim, and
immigrant neighborhoods in the big cities, they could have helped to renew and upgrade the
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housing stock, diversify sources of employment, expand vehicular and rail transportation
systems, and improve the level of education and professional training. In other words, the
new, large resources could have been used to bring the immigrant absorption project of the
1950s and ‘60s to a successful completion and to bring the Israelis who arrived in those years
onto the new economic development track of the hi-tech industries. However, the resources
made available by the ’67 war were funneled into new projects, among them settlements in
the occupied territories.
Israel, which in 1967 was far from digesting and accommodating the territories and the
population groups that had come under its wing in 1948, now undertook to digest both the
new territories and the new populations conquered in 1967. Just as the government acted in
the area of economic development when it invested new resources in the military-industrial
complex and pushed the 1950s and ‘60s industries to the sidelines, it also undertook the
project of establishing Israeli settlements in the newly occupied territories, while leaving the
development towns behind in their peripheral status. The settlements bypassed the
development towns, in the same way the MIC bypassed the industries of the 1950s and 60s.
The settlements bypassed the development towns in several ways. Firstly, beginning in 1977,
the settlements became a national project of the first order that was designed to allow the
Likud Party to record its name in annals of Jewish history for regaining control over the entire
historical Land of Israel. Menahem Begin, in his election campaign that year, promised to
establish “numerous Alon Morehs” – the settlement near Nablus established in 1974 by Gush
Emunim and approved by the Rabin government only after a long period of deliberation.
Following this commitment by Begin, David Levy (who came from the development town of
Beit Shean and served as Minister of Construction and Housing in the Begin, Shamir, and
National Unity cabinets) and Moshe Katzav (who went on to become President of Israel, who
came from the development town of Kiryat Malachi and served as Assistant Minister of
Construction and Housing in the Begin and Shamir cabinets) found themselves conducting a
housing-construction campaign in the settlements. While the settlements project was helping
to place Gush Emunim and its supporters in a strategically advantageous position in the Israeli
political power network, David Levy and Moshe Katsav – along with other local politicians of
Mizrahi origin – individually reached prominent positions in government, without managing
to turn themselves and their hundreds of thousands of former neighbors (who had helped the
Likud win the national elections, for the first time, in 1977) into an effective political force
capable of keeping the Mizrahi proletariat from being shunted to the sidelines. That type of
political force would emerge only later, in the late 1980s, in the form of the religiously ultraorthodox Shas Party, which had already reconciled itself to the sidelining of the Mizrahi
proletariat, and therefore chose as its target the expansion of the social safety net, not the
upgrading of the labor force and the adoption of a more egalitarian wage policy.
The settlements were built according to the new middle class standards of the 1970s – private
homes surrounded by gardens, with spacious public facilities close by (Rubinstein, 1982: 9).
At the same time, the Likud offered its Mizrahi voters who had played such an important role
in its rise to power in 1977 something far less generous – an urban renewal project aimed at
renovating housing units in immigrant neighborhoods in urban areas and development towns,
which by the Six Day War were already showing serious signs of aging and disrepair. While
the settlements were being supported by government funds, the urban renewal project
depended on the contributions of Jewish communities abroad (Swirski, 1981: 344). While
urban renewal funds began to dwindle over the years (Swirski & Swirski, 2003), the
settlement budgets remained large and stable for many years. While government funds
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channeled to the settlements helped to strengthen and empower settlers and turn their
organizations into a significant political force, the urban renewal program was managed, from
its inception to its completion, by the national and local government bodies that afforded
residents only minimal representation (Swirski, 1981: 344). While the settlements succeeded
in empowering a defined social group and bringing it solidly into the middle class, the urban
renewal program was unable to change the socioeconomic level of most residents of workingclass neighborhoods and largely Mizrahi development towns.
The settlers were perceived by many Israeli leaders – particularly those who espoused the
“Greater Israel” idea – as “the new pioneers” and the new flag bearers of the Zionist
movement. The settlement leaders were no strangers to established politics. They came from
the ranks of the National Religious Party, a Zionist party with European roots that was a
partner to the controlling Zionist institutions of pre-State Israel and to most of the
governments that served thereafter. Until the establishment of Gush Emunim, however, the
National Religious Party youth had not been considered major actors in the Zionist saga. It
was the Labor youth, as pioneers and fighters, who played a central role in the “heroic” period
of Zionist history; on the eve of the 1948 war, they were joined by the Etzel and Lehi fighters.
Now, the settlement project placed the National Religious Party youth on center stage and
turned them into legitimate contenders for the Zionist crown (Rubinstein, 1982: 13; 127). The
settler leaders, moreover, were warmly welcomed by Labor Party leaders, who seemed to see
the settlers as a reincarnation of their own idealistic youth (ibid.: 73). While this meeting of
hearts was taking place, then Prime Minister Golda Meir refused to meet with the leaders of
the Israeli Black Panthers, a movement led by young Mizrahim who had grown up in the
immigrant neighborhoods and development towns, stating that they were “not nice.”
Finally, while it is true that the settlements were established near – and at times in the midst
of – a hostile Palestinian population, they were not, like the development towns, on the
“periphery.” Most were established near one of two metropolitan areas – Jerusalem and Tel
Aviv, which made it easier for the settlers to find jobs and to earn salaries compatible with the
standard of living in the central region of the country. Moreover, the government paved a
special road system for them that greatly reduced the travel time between the settlements and
the cities of Jerusalem and Tel Aviv; this, at a time when the transportation system did not
allow residents of the Negev or the Galilee to travel to jobs in the center of the country. These
two factors drew middle-class families to the settlements (for more information on the heads
of Gush Emunim, see Rubinstein, 1982: 12) or helped less affluent families improve their
socioeconomic status. National Insurance Institute data on average wage by community
indicate that the residents of the settlements in the West Bank and the Gaza Strip are in the
third-highest income bracket in Israel. They rank above the southern and northern regions,
which (particularly the southern region) contain a large proportion of development towns
(Swirski, Konor-Attias, and Kolobov: 2008: 4).
It should be noted that Mizrahi Jews, many of whom probably came from development towns,
number among the residents of settlements. They are a minority there, however. In 2003,
Mizrahim born abroad, or born in Israel to parents who immigrated from Asia or Africa,
constituted 21% of the 220,700 residents of settlements. This group also includes an unknown
number of third-generation Jews from Arab countries, for whom the Israel Central Bureau of
Statistics does not publish figures (Central Bureau of Statistics, Statistical Yearbook for
Israel, 2004: Table 2.22).
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B. Israeli Workers, Palestinian Workers
The employment of Palestinian workers in Israel is usually displayed in the profits column in
the historical balance of the occupation. On second thought, this assumption is questionable.
Some Israelis – building contractors, farmers, hotel and restaurant owners, and the like – did,
indeed, benefit. However, many other Israelis lost, most notably Jewish and Arab workers in
blue-collar jobs.
Moreover, it can be claimed that the Israeli economy as a whole also lost, since the
availability of cheap labor allowed employers to refrain from making investments in
machinery, technology and vocational upgrading – investments that, it may be argued, could
have contributed to the enhancement of the entire Israeli economy as well as to the upgrading
of the Israeli labor force.
The Declining Status of Israeli Blue-Collar Workers
Prior to the Six Day War, the Israeli job market, though more egalitarian than it is today, did
not at all embody the socialist ideals that foreign observers, and certainly present-day neoliberal Israeli economists, identify with that period of Israel's history. Blue-collar workers,
most of them Mizrahi Jews [Jews from Arab countries] and Arab Israeli citizens, received
relatively low salaries, inferior working conditions, and inadequate job protection. For many
years, Arabs were not even accepted as members of the Histadrut (Lustick, 1980; Swirski,
1981). In the 1960s, steps were taken that pointed toward a possible improvement in the status
of these groups: Arabs were admitted to the Histadrut, high school education became nearly
universal as part of the educational reform of 1968 (at the cost of differentiation between
vocational and academic tracks), and immigrants were moved from transit camps to
permanent housing. Policy was influenced by the feeling that a sparsely populated “Little
Israel” needed to bring these groups, located at the bottom of the ladder, into the mainstream
of society.
The 1967 war changed much of that. The entrance of Palestinian workers into the Israeli job
market made “Little Israel” bigger by increasing its workforce and the market for Israeli
products. Furthermore, the Palestinian workers were offered no protection from either the
government or the Histadrut; as a result, they formed the new bottom rung of the ladder.
Pulling them up higher was not on anyone’s agenda. Finally, the need to invest in “quality
rather than quantity” became less significant, as in the wake of the 1967 war thousands of
college-educated Jews came to Israel from the West and from Eastern European countries,
putting a damper on the push to upgrade local workers.
About a generation later, in the early 1990s, when the policy of closing off the territories
prevented the entrance of Palestinian workers, the Israeli government was given another
opportunity to move toward strengthening its economy through the local labor force, by way
of professional upgrading, mechanization, and the introduction of new technologies.
However, the prospect of receiving very cheap labor was too great a temptation for Israeli
employers in construction and agriculture, and the government, for its part, had already
distanced itself from the policy of investing in every stratum of the Israeli workforce. As a
result, the Palestinian workers were replaced with migrant workers from a variety of
continents. This decision created yet another bottom rung, lower than its predecessor. While
Palestinian workers were earning 35-50% less than their Israeli counterparts, migrant workers
earned 20-40% less than Palestinians (Friedberg & Sauer, 2003: 4). This constantly shifting
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and descending bottom eroded the bargaining power that low-salaried Israelis needed to
improve their status.
In retrospect, it would appear that this loss of bargaining power was somewhat balanced by
new gains on the part of Israelis at the bottom of the occupational ladder. The growth and
abundance that characterized the post-war years allowed the government to expand the social
safety net. In 1973, unemployment benefits were instituted; 1975 marked the start of nearuniversal child allowances (discrimination against Arabs, through special allocations for
children of parents who had served in the military, continued until 1994); most disability
benefits were instituted between 1974 and 1981; income maintenance was begun in 1982; and
long-term home care benefits for senior citizens were initiated in 1988. This expanded social
security net benefited, among others, Israeli workers who were negatively affected by the
employment of Palestinian workers; at the same time it placed a dividing line between the two
groups, because non-citizen Palestinians were not offered the protection of the new net.
The social safety net, however, could not grant full compensation for the greatest blow to
Israeli blue-collar workers – the loss of bargaining power in the struggle for better salaries
and job conditions. The gap between high and low earners and the highly and poorly educated
widened. The salaries of workers with 16 or more years of education (native-born Israeli men
employed in the private sector) increased from 153% of the average salary (in 1980 and 1982)
to 171% of the average salary (1995-97), while the salaries of those with eight or fewer years
of education dropped from 74% of the average salary to 59% of the average salary over the
same period (Mealem and Frish, 1999: 1; see also Klinov, 1999: 1; and Dahan, 2000, Part 2).
It was not only the salaries of the low wage earners that declined during the period of the
occupation; union protection also weakened because the Histadrut itself lost strength, for a
variety of reasons. The Histadrut’s assets greatly diminished, and its membership dropped
from 80% to 45% of all workers (Mundlak, 2004: 5). Furthermore, while unionization is
relatively high among high-salaried workers, it is low among lower-paid workers, particularly
in the private sector.
Moreover, the government offered no helping hand to these workers. Following the example
of its policies toward Palestinian and migrant workers from abroad, the government has long
encouraged employment practices, such as reliance on temp agencies or sub-contractors that
seriously depress the salaries and rights of low-salaried workers. In addition, though Israel has
good, comprehensive employment legislation, the government does not use its authority to
enforce it (see, for example, Eckstein, 1998; Mundlak, 2004). The government itself, then,
takes part in the formation and reformation of a large bottom rung on which Israelis,
Palestinians, and migrant workers crowd together uncomfortably, with little chance of
climbing upward.
Recently, it has become clear that even government support to low-income Israelis in the
form of the social safety net is not as stable or reliable as it was in the past. To deal with the
economic crisis sparked by the second Intifada, the government chose to balance the budget
through deep cuts in the social safety net. Low-income Israelis now found they were in a nowin situation: Not only did their salaries diminish in the years of the occupation, but their
social security allowances were also cut. It is no wonder that the percentage of working
Israelis below the poverty level grew.
The momentum for improving the school system reached its peak in the 1970s, with the
implementation of the 1968 school reform that greatly expanded high school attendance. This
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slowed down considerably in the 1980s, with the start of the budget cuts that accompanied the
1985 Emergency Economic Stabilization Program. Furthermore, since the late 1980s, the
government has encouraged the flow of private money into the educational system. Before the
Six Day War, low-income parents could expect the public school system to give their children
a decent education; today the connection between parents’ income and children’s chances for
success is stronger than at any time in the past. The hardest hit were students from Arab
villages and Jewish development towns; their chances of earning a high school diploma and
continuing on to higher education remain relatively low.
While the entry of Palestinian workers into the economy is not the only factor operating here,
it played a crucial role in deflecting the Israeli political and business leadership away from the
ideals and programs (short-lived as they were) to bring most Israelis into the mainstream of
society.
Cheap Labor and Split-Track Economic Development
It can be claimed that while opening the doors to Palestinian workers may have harmed
Israelis who were employed in construction and agriculture, it was beneficial to the Israeli
economy on the whole. Here, too, however, there is room for doubt. It is true that Israeli
contractors and farmers profited from the employment of Palestinian workers; however, were
it not for the Six Day War, the Israeli economy might have increased productivity through
investments in mechanization and technology, as well as in the education and vocational
training of workers. Had this been the case, the entire Israeli economy may have gone up the
developmental ladder by increasing its productivity and compensating its workers sufficiently
to guarantee them a reasonable standard of living. The entrance of Palestinian workers, and
later migrant workers, had the opposite effect.
An interesting insight on the matter comes from Bartram, a British researcher who has
compared official policy concerning migrant workers in Japan in the 1970s and in Israel in the
1990s. During those periods, both countries were far more developed and wealthy than their
neighbors. It would seem reasonable therefore, that both countries should have a large
percentage of migrant workers, based on the assumption that highly developed economies
“need” unskilled labor (Bartram, 2004: 140). Israel, did, indeed, hire hundreds of thousands of
migrant workers to replace Palestinian workers in the 1990s (In fact, the number of migrant
workers – 250,000 during some periods – was significantly higher than the number of
Palestinian workers at the peak of their employment in Israel – 130,000). Japan in the 1970s,
on the other hand, refrained from importing workers from Korea, the Philippines, and China.
According to Bartram, the Japanese government strove constantly to increase the productivity
of local workers by adopting capital-intensive production processes. Such processes usually
demand more highly skilled workers and are based on a stable and well paid workforce.
Under these conditions, the local job market becomes attractive for the country’s own
residents (ibid: 142).
Bartram attributes Israel’s policy to an economic decision-making process that is shortsighted,
weak on planning, and highly susceptible to the influence of interest groups – a subtle
reference to Israeli contractors and farmers who enjoyed warm relations with the Rabin
government that opened the gates to migrant workers (ibid.)
The policy of hiring cheap foreign labor, which began with the entry of Palestinian workers,
is one reason for the split-track pattern that has characterized the development of the Israeli
economy since 1967. One track of the economy is capital-intensive, based on science and
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technology, and employs an educated and relatively highly paid workforce. Another, larger
track has low levels of capital, science and technology, and its workforce has low-level skills
and salaries. Lacking a policy of investment in the upgrading of low wage earners (through,
for example, education and vocational training, or the enforcement of labor laws) and given
the profits still awaiting employers in some sectors of the economy from the employment of
low-skilled workers, the gap between the two tracks of the economy are sure to widen even
further. The widening gap prevents significant expansion of the capital-intensive, science and
technology portion of the economy that would enable Israel to move up a notch and become
not just a center for research and development but also a center for production and marketing
of hi tech products and services. The present situation is that Israeli hi-tech start-ups rush to
sell their developments to multinationals, which then manufacture and market the new
technologies, taking most of the profits outside the country.
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Part Two
The Era of the Uprisings
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Introduction
For 20 years, Israel’s occupation of the Palestinian territories was marked by a relatively low
level of protest, a low economic and military cost (apart from investment in the settlements),
and significant benefits for some Israelis. Palestinian resistance organizations conducted their
operations mostly abroad – at first in Jordan, later in Lebanon, and still later in Tunisia, and it
was easy to categorize them as “terrorists.” In the absence of effective Palestinian and
international pressure, Israel refrained from taking any meaningful steps toward finding a just
political solution.
Shlomo Gazit, the first coordinator of Israeli activities in the Palestinian territories, described
the situation in 1985, two years before the outbreak of the first Intifada, as “a dead end”
because the overriding problem – finding a political solution – had not yet been solved. “This
dead end situation,” he wrote, “is insufferable, and we will not be able to live with it over the
long term. Sooner or later – and it is almost inevitable – a radical development will take place,
accompanied by a massive outburst” (Gazit, 1985: 338). He added: “One day the Israeli
government will have to make a difficult and painful decision. The choice it faces may be an
extremely cruel one – the choice between a decision that will lead to an inevitable military
conflict with the Arab world, and a decision leading to an internal conflict that will make the
evacuation of Yamit (an Israeli urban settlement in the Sinai that was returned to Egypt] look
like child’s play” (ibid: 340).
The outburst did, indeed, come two years later, in 1987, in the form of the first Intifada. From
the moment the Palestinian uprising began, the price of the occupation rose. As Shlomo
Maoz, economic editor of the Jerusalem Post, wrote, “The dream of holding all of Eretz Israel
[the biblical Land of Israel - S. S.] at a bargain price has been shattered” (Quoted in Paul,
1988: 15).
The first Intifada led to the Madrid conference, and later to the Oslo accords and Israeli
recognition of the Palestinian national movement, whose leaders were given permission to
return to the occupied territories and to set up the institutions of an autonomous Palestinian
Authority. Yet the Oslo accords brought about no significant practical change in the
territories. The settlements prospered and their population doubled, bypass roads were
constructed to separate them from Arab villages, and the I.D.F. stationed more units in the
occupied territories and erected roadblocks that chopped up Palestinian lands. At the same
time, the Palestinian uprising continued, sporadic but unabated, and the cost of Israel’s
retention of the territories, which had risen during the first Intifada, remained high.
While the first Intifada was popular and unarmed, the second was conducted by militant,
armed Palestinian organizations. Israel responded with overpowering military force, gaining
once again the upper hand: it went so far as to re-conquer almost all the Palestinian land. The
cost of holding this land, however, rose higher than ever, and for the first time, broad sectors
of the Israeli public were feeling the full burden of occupation – though most of them would
find it more comfortable to define it as the cost of fighting terrorism.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

72

Chapter Six: The Political Cost
Part of the price Israel is paying for the continuing occupation of the Palestinian territories is
its continued domination of the nation's political stage.
Some of Israel's leading military men, foremost among them Moshe Dayan and Yigal Alon,
saw the stunning military victory of 1967 as a fitting finale for the war of 1948 – that is, the
conquest of the entirety of pre-1948 Palestine. This is what they had wanted in 1948, but at
the time, David Ben Gurion's insisted that the I.D.F. refrain from entering lands that Israel had
agreed to leave under Jordanian control. In fact, though, far from putting to rest (in Israel's
favor) issues that were left open in 1948, the war of 1967 simply re-opened them. If anything,
the clash over the land between the two national movements became more direct, as the
Palestinians took over the leading role from the defeated Arab countries. Though politically,
militarily and economically no match for victorious Israel, their very presence on the land
constituted a constant challenge to Israel's self-perception as the sole arbiter of the area and
kept alive the issue of determining its future status. Partition, rejected by the Palestinians in
1947 and seemingly made irrelevant by Israel's 1967 victory, returned to the agenda; the fate
of the Palestinian refugees, thought by most Israelis to have been sealed in the early 1950s
with Israel's refusal to allow their return, came back to haunt Israeli negotiators; the partition
of Jerusalem, unilaterally "reunified" by Israel's parliament in 1967, reappeared as a precondition for any future Israeli-Palestinian settlement.
The war of 1967 made Israel the sole effective power in the areas that constituted pre-1948
Palestine, but at the same time made it the main bearer of responsibility for the political fate
of the two peoples. Israel had the military power to annex all of the Palestinian territories, as
it did with the Palestinian part of Jerusalem and with the Syrian Golan Heights. Alternatively,
Israel could have returned the territories to the countries that controlled them up to 1967 Jordan (the West Bank) and Egypt (the Gaza Strip), but it refrained from doing so. Israel
could have implemented some form of Autonomy, but when it met with little enthusiasm on
the Palestinians` part, it abandoned those efforts altogether. Finally, Israel could have offered
the Palestinians what it ended up offering them in the Taba negotiations in 2001, but it took
almost 40 years and two Intifadas for it to make such offers. In the interim, most offers were
limited to some form of controlled "autonomy."
Israel decided not to decide – a non-decision, as we saw in the previous chapters,
accompanied by extensive Israeli settlement, pervasive economic control and a heavy military
hand. But non-decision did not mean that the Palestinian issue was simply set aside: far from
that, it became the main issue of Israeli internal politics." At the heart of domestic Israeli
politics since 1967," wrote political scientist Mordechai Nisan in 1991, at the time of the first
Intifada, "is the territorial question concerning the ultimate disposition of Judea, Samaria and
the Gaza Strip" (Nisan, 1991: 123). Writing sixteen years later in the wake of the second
Intifada, political scientist Rynhold stated that the debate over "peace and security" – a
euphemism for the Palestine question – "has long been regarded as the primary focus of
Israeli politics" (2007: 384).
Up to 1967, the Israeli political class had been largely focused on the goals of nation building
and economic development. The war of 1967 brought with it a new agenda, at whose center
stood the implications of Israel's military victory in general, and the Palestine question in
particular.
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What is more, the new issues brought with them a split within Israel's political class. That
class had been united around common national goals. One important reason behind that unity,
of course, was the fact that political power had been effectively monopolized from the 1920s
by the Labor movement. Now, Labor was internally split. During the first decade of the
occupation, at a time when Labor was still the dominant party, the split within the political
class took place within the ranks of the then ruling Labor party. One month after the 1967
war, Labor politicians and intellectuals joined hands with Likud counterparts to form The
Whole Israel Movement that called for annexation of the new conquests. The very name of
the movement, often wrongly translated as The Greater Israel Movement, implied a rejection
of the 1947 partition plan. Moshe Dayan, the acclaimed hero of the 1967 war, led a camp
with Labor that advocated "integration," that is, incorporating the Palestinian territories into
the Israeli political and economic sphere of influence; Pinhas Sapir, the acknowledged leader
of Israel's industrialization and economic growth, led the camp that advocated separation,
especially in the economic sphere. The war of 1967 led to the redefinition of the divide
between “right” and “left.” In a recent formulation by Azoulay and Ophir,
"Ever since June 1967, the Israeli discourse on the Palestinian territories has been split
between two camps, a split that has redefined the meaning of the difference between
"right" and left" in Israel: the one camp sees the territories as disputed lands that will
be redistributed between the rival parties in future negotiations; the other camp sees
the territories of the West Bank and the Gaza Strip as national lands belonging to the
Jewish people by historical right or by God's promise, land that was stolen in the past
from its legal heirs and has now been deposited again in their hands. The dispute
between the two camps soon took on a permanent pattern, repeating itself in ritual
form and soon losing any connection with the reality of increasing [Israeli]
colonization of the territories in the context of the continuing control over a population
lacking civil and political status" (Azoulay and Ophir, 2008: 17).
The internal confrontation within Labor led to an impasse: on the one hand, Israel did not act
on the possibility of resolving the issue of the international status of the Palestinians and their
territories, while on the other hand it continued with the establishment of Israeli settlements
and the subjugation of the Palestinian economy to the Israeli economy.
The Likud's electoral victory in 1977 led to a deepening of the split over the Palestine
question. The split spilled into the ranks of the younger generation of politicians, with Gush
Emunim, the religious settlers' movement, occupying the right wing and with Peace Now,
first formed to force Begin into signing a peace agreement with Egypt, occupying the left
wing. During the 1980s, while the Likud supported the idea of Palestinian autonomy under
Israeli rule, Labor was willing to consider the “Jordanian option,” that is, sharing control of
Palestine with Jordan. Neither of the two parties managed to gain the upper hand in several
consecutive election campaigns, leading to more than a decade of political immobilisme
(Nisan, 1991: 133). The election of Labor's Yitzhak Rabin in 1992 appeared to have signaled
a break in the political draw, but his assassination in 1995 by an opponent of the Oslo accords
brought the fact of the political split back to the center of political life.
The assassination led to one more decade of immobilisme, this time not taking the form of an
ongoing draw between the two camps ,but rather a political merry-go-round, with Oslo
opponent Benjamin Netanyahu replacing Labor in 1996, followed by Oslo supporter Ehud
Barak replacing Netanyahu, and then Oslo opponent Ariel Sharon replacing Barak.
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The second Intifada led Ariel Sharon to try to break the decades-long political deadlock by
breaking the very structure of the Israeli political party scene, creating, together with
prominent Likud and Labor figures (the most prominent being former Labor prime minister
Shimon Peres), a new political party, Kadima, defined from the start as neither "left" nor
"right" but rather "centrist."
The occupation did not simply become the main bone of contention between left and right: it
also dictated the practical, day-to-day agenda of the Israeli political leadership. For most of
the years since 1967, and certainly since the outbreak of the first Intifada, the IsraeliPalestinian conflict has been the main business of Israeli leaders. Prime ministers are
occupied primarily with the conflict: negotiating with the Palestinians, fighting them, dealing
with international pressures, maintaining government coalitions in the face of developments
in the Israeli-Palestinian arena, and so on. The political leadership has difficulty finding time
for the development of long-term policies in other areas.
As policy on the Palestine issue became the focus of political contention, other issues
retreated backstage. Prominent among them were issues that in other times and in other places
constitute the main basis for the distinction between "right" and "left." A good case in point is
the introduction in 1985 of the Economic Stabilization Plan. At that time, "left" (Labor) and
"right" (Likud) were serving together in a joint "national unity" government, in which Shimon
Peres – a "dove," certainly in later years, was Prime Minister, and in which Yitzhak Modai, a
right-wing member of Likud, was Minister of Finance. The stabilization plan, introduced in
the wake of a runaway three-digit inflation, signaled a major restructuring of the Israeli
political economy, a restructuring that is still going on. It constitutes a turning away from the
model of a developmental state with state-led industrialization, state control of capital,
universal state-run health, education and welfare services, strong unions, and a relatively
egalitarian wage system, to a free-market model led by private enterprise with restrictions on
state control of capital, privatization of public enterprises and services, downsized and
weakened unions and large and growing gaps in wages and in private wealth.
Conceivably, the Stabilization Plan could have become the focus of a major political
confrontation. Labor, the veteran standard-bearer of developmentalism, could have served as
the main challenger, while the Likud, the veteran proponent of liberalization and deregulation,
could have acted in support of the Plan. In fact, though, the Plan was conceived by both
parties together as a remedy for a grave crisis that was thought to threaten the very stability
and viability of the economy. The Plan, which would have long lasting effects on the Israel's
political economy and class structure, was presented as a professional solution to a technical
problem. Furthermore, the Plan was strongly recommended by the US government and by the
IMF, and was elaborated and enacted by a supposedly "neutral" and "objective" group of
"professionals" – some of Israel's top academic economists. It is thus that the Plan met with
relatively little political opposition (see Alexander, 1990: Chapter 9). In fact, its main tenets
were soon adopted by a majority of the Israeli political class, under the contention that the
neo-liberal "restructuring" was but "the way of the world" and that "Israel could not go it
alone against the stream." The fact that Labor was by that time a pale reflection of its socialdemocratic past and that the one-time omnipotent Histadrut was a much weakened
organization only helped the new ideological trends to take hold. The “Washington
Consensus” thus became the "Jerusalem Consensus." Once the "technical" problems relating
to economic growth, production and distribution were "taken care of" by the experts, the
politicians could go back to the "truly political" issue of the future of the occupied Palestinian
territories.
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At times the Palestinian issue appears to have undermined the very stability of the political
system in Israel. In 1995, for the first time, an Israeli prime minister, Yitzhak Rabin, was
assassinated for signing the Oslo accords. Since then, prime ministers willing to take steps
toward a diplomatic solution requiring Israel to accept the establishment of a Palestinian state
have been the target of threats by right-wing groups.
Over the same period, Israeli prime ministers have come and gone at a faster rate than ever
before. In the 1950s, Israel had two prime ministers – David Ben-Gurion and Moshe Sharett.
In the 1960s, there were also two prime ministers, Levy Eshkol and Golda Meir, as there were
in the 1970s – Yitzhak Rabin and Menahem Begin. In the 1980s, there were three – Menahem
Begin, Yitzhak Shamir, and Shimon Peres. In the 1990s, however, there were five – Yitzhak
Shamir, Yitzhak Rabin, Shimon Peres, Binyamin Netanyahu, and Ehud Barak. In the first
decade of the new millennium Israel has already had four cabinets: one headed by Ehud
Barak, two headed by Ariel Sharon, and one headed by Ehud Olmert. At the time of writing,
Tzipi Livni has been chosen to replace Olmert. Though Olmert had to resign due to suspected
corruption, the same thing could have happened otherwise: members of his coalition
constantly waved the threat of resignation from his governing coalition should he dare to
include the future of Jerusalem in his negotiations with the Palestinian Authority.
Not only did the number of persons standing at the political helm increase and their length of
time in office decrease, but ; their coalitions gradually became less stable - and the main
reason for this instability was the Palestinian issue. One of the clearest symptoms of this
growing instability is the difficulty successive administrations have encountered in getting
their proposed budgets approved by the Knesset. A few examples follow:
In 1998, the Netanyahu administration was unable to get Knesset approval for its proposed
1999 budget on its first reading. Among its opponents were the National Religious Party (a
coalition partner at the time) and Knesset members affiliated with the “Land of Israel Front,”
who wanted to express their dissatisfaction with the agreement Netanyahu had signed with the
Palestinians in the U.S. at the Wye Plantation (fulfilling one part of the Oslo accords).
Knesset first reading approval came only in early November, a week later than normal, after
legislators from the Arab parties voted in favor of it. Netanyahu, his government faltering,
called for new elections. Following Netanyahu’s announcement concerning new elections, the
budget was approved by the Knesset on February 5, 1999, 36 days late. The winner of the
elections was Ehud Barak, and it was he who put Netanyahu’s budget into effect.
In 2000, following the failure of the Camp David summit and the outbreak of the second
Intifada, the Barak government also began to falter, and it too had difficulties getting Knesset
approval for its budget for the following year. The budget proposal reached the Knesset floor
in late October as required by law, but failed to be approved at its first reading. The crisis
continued, and by the start of 2001, the budget had still not received majority approval on the
first reading – a record-breaking delay in Knesset history. At the start of December 2000,
following a Knesset no-confidence vote against him, Ehud Barak announced his resignation.
New elections for prime minister were to take place within 60 days. Discussions ensued
between the ruling Labor Party and the opposition Likud Party for the purpose of coalescing
support for the budget proposed by the Barak government. The Likud pushed for approval,
since, if it won the upcoming election, it would not have to conduct coalition negotiations
with political parties making serious budget demands. The Likud also wanted to prevent a
Knesset dispersal, which would occur if the budget were not approved by March 31, 2001.
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The discussions were stymied, however, when the Likud demanded increased funding for the
settlements and the ultra-Orthodox parties demanded a larger budget for their institutions. In
the end, the budget was not approved, and in the ensuing elections Ariel Sharon became
prime minister. It was the Sharon government that brought the Barak government’s budget
proposal to the Knesset floor.
In 2004, the Sharon administration was unable to get Knesset approval for its 2005 budget.
Ariel Sharon had to form a new coalition after his original coalition disbanded over the issue
of the Gaza disengagement plan. Firstly, just before the cabinet vote on the plan, Sharon
dismissed cabinet members from the National Unity Party in order to increase his chances of
achieving a majority vote. After the cabinet approved the plan, two of the four National
Religious Party ministers resigned, and after the Knesset gave its approval, the remaining two
ministers resigned. When Sharon attempted to expand his coalition by adding an ultraOrthodox party, the ultra-secular Shinui Party announced that it would vote against Sharon’s
proposed budget in the Knesset, which is what it proceeded to do. In response, Sharon
dismissed all of Shinui’s ministers. Sharon then lacked the majority required to approve the
2005 budget. This chain of events considerably delayed the budget approval process. The
proposal was brought before the Knesset, as required by law, in the last week of October
2004; however, by December 31, 2004, it had yet to reach the plenary for its first reading.
Since the Knesset requires a reasonable period of time in which to examine the budget
proposal, once again the vote was taken only after the current budget year had ended.
In the end, Sharon succeeded in forming a new coalition with the Labor party and one of the
ultra-Orthodox Jewish parties. The new ministers were sworn in on January 10, 2005, and that
same week the budget for 2005 was approved on its first reading.
The story of the 2005 budget is yet another proof of the increasing difficulty in forming
stable, efficacious cabinets. Journalist Meron Rapoport addressed the issue in an article,
excerpted below (Rapoport, Haaretz, December 6, 2004):
“May 29, 1996, May 17, 1999, February 6, 2001, January 28, 2003 – four times within
less than seven years, Israeli citizens went to the ballot box. And if, as it seems very
likely at the moment, there will once again be an election in the first half of 2005, it will
be the fifth round of elections in less than nine years – that is, less than two years on
average between elections, a record for the Western world. You can view this, if you
really want to, as a sign of the robustness of the Israeli democracy. Or, more logically,
you can view it as the symptom of a serious malaise.”
Later in his article, Rapoport describes the nature of the malaise:
“The fact that, despite Sharon’s enormous popularity and the solid majority supporting
the disengagement, Sharon may be forced to call for elections once again, proves that
Israeli society is finding it very difficult to disengage from the occupation. It does not
want to send its soldiers to Gaza and Nablus, but it wants to have remote control over
them. It does not want to control the lives of 3.5 million Palestinians, but it does not
want to let them control their own lives. That is the Israeli virus. And until we recover
from it, we’ll have to ask, again and again, where is our voting booth this time.”
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Sharon went into a coma in January of 2006, and was replaced by Ehud Olmert. Within three
months Olmert involved Israel in what came to be known in Israel as the Second Lebanon
War. The unsuccessful conduct of that war and the investigation of that conduct by a
government commission took over public attention. Yet what Meron Rapoport called “the
Israeli virus” did not disappear, it only moved into the background: the Likud used the widespread public disappointment with the results of the Second Lebanon War to call for Olmert’s
resignation. The not so hidden agenda behind that call was to prevent progress on the
implementation of Olmert’s commitment to a two-state solution to the Israel-Palestine
conflict.
In addition to that, in the wake of the Olmert-Abu Mazen meeting in Annapolis, Maryland
under the umbrella of US President George W. Bush, the relatively stable Olmert cabinet lost
one member of its coalition - Israel Beitenu, led by settler Avigdor Lieberman. And a much
larger coalition partner, Shas, vowed to leave the coalition if and when Olmert began to
discuss with Abu Mazen the so-called “core issues” – i.e., the dividing up of Jerusalem. At the
time of writing (September 2008), Shas is still sticking to that gun as Tzipi Livni is trying to
form a new governing coalition.
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Chapter Seven: The Military Cost
The Rise in Military Expenditures
The era of the uprisings, which began in 1987 with the first Intifada, altered Israel’s defense
and military balance. While the cost of military control in the first 20 years of the occupation
was relatively low, the uprisings inflated it. The price has remained high, despite some
fluctuations. The price went up significantly during the second Intifada, which triggered large
military expenditures, reversing a trend of decreasing allocations for defense in the national
budget that had begun in the mid 1980s.
The data to be presented here focus on military expenditures in the West Bank and Gaza Strip.
Before that, however, it should be noted that the Palestinian struggle against the Israeli
occupation spread beyond Israel and the occupied Palestinian territories, and that a full
accounting of military expenditures needs to include operations abroad as well as in Israel and
the occupied territories.
Just after they were expelled from Jordan, the militant Palestinian organizations moved to
Lebanon, where they succeeded in establishing an extensive political, economic, military, and
cultural infrastructure that was easily converted into a focal point for armed activities against
Israel. The primary factor contributing to their success was Lebanon's large concentration of
post-1948 Palestinian refugees whose political and economic status was worse than that of
Palestinian refugees elsewhere.
While the Israeli-Jordanian border was quiet, and the situation in the West Bank and in the
Gaza Strip did not require a great military effort, the Israeli-Lebanese border became a
battleground. Fighting was often sparked by infiltration from Lebanon into Israel, which led,
eventually, to two I.D.F. invasions into Lebanon in an attempt to push the Palestinian forces
out of the Lebanese area that came to be known as “Fatah-land.” The first invasion was
“Operation Litani” of 1978, an I.D.F. campaign in southern Lebanon that lasted several
weeks. In 1982, the much larger “Operation Peace for the Galilee” was launched, beginning
an 18-year Israeli military presence in Lebanon. For the first three years, the I.D.F. was
deployed over a large area of southern Lebanon. Beginning in 1985, it reduced its sphere of
action to an area defined as the “security zone.” The final I.D.F. withdrawal from Lebanon
took place in 2000 but was preceded by two other small-scale military operations directed
against the Hezbollah – “Setting the Account Right” (1993) and “Days of Penitence” (1996).
In the summer of 2006, Israel fought the Hezbollah again in what came to be known in Israel
as "The Second Lebanon War."
There was a strong connection between the occupation of the West Bank and the Gaza Strip
and the fighting in Lebanon. Operation Litani, as mentioned, was directed against “Fatahland,” and “Peace for the Galilee” was portrayed as a campaign against the Palestinian
military infrastructure in southern Lebanon. While the latter campaign did, indeed, drive
Yasser Arafat and his militants out of Beirut, it also had a wider agenda, whose main item
was to forge a strategic relationship between Israel and Lebanon by installing in power proIsraeli Lebanese factions (Schiff & Ya’ari, 1984). Moreover, the I.D.F. invasion led to the rise
of a strong local resistance movement, Hezbollah, which was to become Israel’s chief military
opposition for many years. It is obviously impossible to separate the cost of military
operations against Palestinians from the cost of other Lebanese targets. This chapter will
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therefore not deal with the costs of Israel’s Lebanese wars and focus only on the cost of
holding on to the Palestinian territories, beginning in 1967.
The Size of Military Presence
“It took a mere eight companies – paratroopers, Golani and Border Police. They
secured the open, fragile borders of Israel…right up to the May 1967 alert and the
subsequent Six Day War. That was the entire ground force the Israel Defense Forces
was asked to commit to maintaining security along the confrontation lines with
Jordan, Egypt, Syria, and Lebanon. There was no fenced, electronic obstacle line
covered by air power…
“Ninety-two is more than eleven times eight – and 92 companies is the force the army
needed after the Six Day War to guard the new lines and patrol the territories. That
was before the number of military commands was inflated, and the numbers increased
even more with the Intifada of the 1980s and then again with the fighting under way
since September 2000. The difference between routine and intensive defense activities
– deterring Arab regimes with their armored and airborne armies, or alternatively,
decisively defeating them in war – have been blurred. The Arab effort to oust Israel
from its positions with one blow, as in the Yom Kippur War, has been replaced by a
series of terror strikes” (Oren, Haaretz, April 13, 2004).
By the outbreak of the second Intifada, the I.D.F. was maintaining, according to Haaretz, a
designated military force operating under the Southern Command (for the Gaza Strip) and the
Central Command (for the West Bank). Each of these two commands controlled one division:
The West Bank division included five regional brigades, and the Gaza division two.
According to estimates, withdrawal from the territories will allow for the dispersal of some of
the seven brigades. Moreover, according to Haaretz, the I.D.F. conducted extensive
discussions on eliminating either the central or the southern command. The I.D.F. estimates
that such a move could reduce the annual defense budget by at least NIS 1 billion. However,
the Intifada and the need to defend the settlements put a freeze on these plans (Barzilai,
Haaretz, September 26, 2003). The ebbing of the Intifada and the disengagement from the
Gaza Strip did not alter that picture.
Joining the I.D.F. forces in the Palestinian territories were combat units specially trained for
these locations, as well as special patrol units of the Border Police.
Aside from investing in large military units involved in maintaining control of the Palestinian
territories, the Ministry of Defense also pays for the military self-defense of the settlements.
The cost includes salaries and vehicles for some 200 regular security coordinators, as well as
protective devices for vehicles and individuals (weapons, ceramic vests), fences, emergency
roads, and lighting systems (ibid).
The Defense Budget
Israel’s defense budget is not made public. Each year, when the cabinet presents its budget
proposal for the following year to the Knesset, it provides legislators with figures for every
ministry – except for Defense and Security Services. This is stipulated in Israel’s 1975 Basic
Law: The State Economy, which states, “The detailed budget proposal of the Defense
Ministry shall not be put on the table of Knesset, but rather on the table of a joint committee
consisting of the Knesset Finance Committee and Foreign Affairs and Defense Committee.”
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Even if the defense budget were made public, it would probably be difficult to separate the
cost of maintaining the Palestinian territories from other military costs. Nevertheless, there
would be much more information available.
In the absence of detailed data, we must make do with the more general information made
available to Knesset members from time to time by the Finance Ministry. These data are
found in Budget Highlights, a book distributed to legislators together with the budget books
for each of the various government ministries and agencies, prior to their annual hearings on
the proposed budget for the following year. Budget Highlights contains a short chapter on
every government ministry – including the Defense Ministry. This is the only source of
information that all legislators receive about the defense budget.
The chapter does not supply a wealth of budgetary information. However, It does note the
major changes – cuts or additions – from one fiscal year to the next one. Thus it is possible to
keep track of the supplemental funds received by the Defense Ministry over the years for a
variety of purposes, one of them being “increased activity in the [occupied] territories.” We
have listed these figures in Table 6. They almost certainly do not reflect the full cost of the
“increased activity in the territories"; they most likely reflect only the official supplements the
Ministry of Defense was able to obtain from the Treasury in the annual budget negotiations
between the prime minister, the finance minister and the defense minister.
Still, even though Table 6 probably provides only a partial picture, the figures add up to a
very substantial sum. The table shows that during the last two decades, 1988-2008, in which
the Palestinians launched two Intifadas, the Ministry of Defense received supplementary
budgets in the amount of about NIS 36.6 billion for “increased activity in the territories.” The
sums shown in the table served to cover the costs of the two Intifadas, the cost of dealing with
suicide attacks on public transportation in the period between the Intifadas, the cost of
erecting the Separation Wall in the wake of the second Intifada and the cost of disengagement
from the Gaza Strip.
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Table 6: Israel’s Defense Budget and
“Supplementary Allocations” to the Defense Budget Earmarked for
Increased Activity of the I.D.F. in the Palestinian Territories, 1988-2008
In NIS billions, at 2007 prices, and in percentages
Year

Defense Budget

Supplementary
Allocations to
Defense Budget

Supplements as %
of Defense Budget

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
Total

34.8
34.0
34.3
33.0
36.2
33.2
33.6
37.9
37.2
37.9
38.5
38.3
40.4
40.9
43.3
42.7
43.6
43.3
42.4
47.6
46.5

0.4
0.9
0.6
1.3
0.7
1.0
2.8
1.5
1.7
2.6
1.1
0.0
0.5
1.3
2.2
5.3
5.1
2.0
2.4
1.7
1.3
36.6

1.2%
2.6%
1.9%
4.0%
2.0%
2.9%
8.4%
4.0%
4.6%
6.8%
2.9%
0.0%
1.3%
3.2%
5.1%
12.4%
11.7%
4.7%
5.7%
3.5%
2.7%

Notes:
1.
2.

Defense budget figures are net figures taken from the budget proposals.
For the years 2000-2003 we included the sum of $460 million, converted into shekels and divided by 4 – the sum that Israel
received in the framework of the Wye agreement for re-deployment; we did not include the amount that Israel received in
the same agreement for strategic issues and weaponry.
3. Exchange rates are figures used by the Central Bureau of Statistics.
Source: Adva Center analysis of Ministry of Finance, Budget Highlights, “Ministry of Defense,” various years.

The foregoing table indicates that for most years, the weight of the budget supplement was
relatively small. The two periods in which it carried the greatest weight were (1) the period
following the signing of the Oslo accords, in which the Defense Ministry received
supplemental funding (ranging from 4% to 8% of the defense budget) for I.D.F. redeployment
in the territories, including the paving of bypass roads; and (2) the period of the second
Intifada, in which the supplemental funding reached 12% of the overall defense budget.
For most years, there are few detailed figures on the composition of the supplement for
“increased activity in the territories.” One exception, the budget book for 1997, allows us a
glimpse into the variety of expenditures required for I.D.F. control of the territories.
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Table 7: Supplements to the Defense Budget
For Increased Activities in the Palestinian Territories, 1997
In current prices
Supplement in the amount of $50 million (NIS 172 million), part of the U.S. government
grant in the sum of $100 million for 1996 and 1997, following the wave of terrorist
bombings
Supplement in the amount of NIS 841 million for financing increased activities in Judea,
Samaria and the Gaza Strip
NIS 175 million extra-budget supplement, following the agreements with Jordan and the
Palestinian Authority
Safeguarding Ben Gurion Airport, the ports and the railroad – NIS 157 million
Civil Administration – NIS 143 million
Safeguarding public transportation – NIS 14 million
Subsidy for soldiers’ transportation – NIS 136 million
Allowances for victims of hostile acts – NIS 115 million
Safeguarding El Al and Israeli representations abroad – NIS 299 million
TOTAL – NIS 2.052 billion
Source: Ministry of Finance, Budget Proposal 1997: Budget Highlights.

The Lessons of the Second Lebanon War

A broader understanding of the military costs of the occupation was provided in May of 2007
by the Brodet Commission. The Commission was appointed by the Olmert cabinet after the
2006 Lebanon War to examine the Israeli military's request for a large increase in the defense
budget, and was headed by David Brodet, a former Finance Ministry director general. The
Commission made some informative comments on the connection between the poor showing
of the I.D.F. in Lebanon and its role in the Israeli-Palestinian confrontation. That role, the
Brodet Commission noted, involves increasing budgetary costs: “It appears that there is an
inherent process of growth in these costs, given that terrorist groups are determined to
continue in [what can be described as] an asymmetrical arms race… Thus, for example, the
terrorist actions of the suicide bombers necessitated the construction of a defensive barrier
whose cost is estimated at more than NIS 13 billion. This is an enormous sum… The barrier is
effective, but in the Gaza Strip terrorist groups have managed to neutralize its effectiveness to
a certain degree by using rockets and underground tunnels. The Israel defense system is
developing counter-means to those threats, but the costs of defensive and offensive measures
is very high. As for the option of attack by ground forces, this, too, is becoming more and
more costly, in view of the availability of anti-tank missiles to the terrorist groups. The
important point is that the confrontation with the Palestinians has become much more
‘expensive,’ mainly because of the need to divert limited military resources, such as
manpower and command attention, on a continuing basis and without a clear chance for
future change. This development has not been properly internalized, among other things
because a significant part of the costs is not fully and expressly represented in the defense
budget (Brodet, 2007: 15).
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The Police Budget
Until the Palestinian uprisings took place, the expense of maintaining the occupied territories
came mainly out of the budget of the Ministry of Defense. In the last decade or so, however,
the cost of the occupation has fallen upon the Ministry of Public Security (better known by its
former name, the Police Ministry) as well. As in every country, the conventional role of the
Israeli police force is to maintain public order, enforce traffic laws, prevent theft, and so on.
However, Israeli police have become an integral part of the country’s apparatus of control
over the Palestinians, mainly in response to the tactic adopted by some of the Palestinian
organizations of attacking Israeli citizens on buses and in other public spaces inside Israel. In
addition, the Ministry of Public Security includes one of the most active units for guarding
Israel’s borders and controlling the Palestinian territories – the Border Police. The Ministry is
also responsible for the Prison Service, with Palestinians comprising a large proportion of
inmates of Israeli prisons.
Unlike that of most government ministries, the budget of the Ministry of Public Security has
increased significantly in recent years. In fact, it has more than doubled in real terms between
1994 and 2008 – a period that was punctuated by the second Intifada and hundreds of
Palestinian attacks on Israeli public spaces.
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Table 8: Budget of the Ministry of Public Security, 1994-2008
In NIS millions, at 2007 prices

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

3.87
4.34
4.56
4.57
4.74
5.73
6.32
6.67
7.02
7.15
7.55
7.57
8.08
8.33
8.43

Note: Up to 2006 – actual outlays; 2007 – budget figures; 2008- budget proposal figures.
Source: Ministry of Finance, Accountant General, Annual Report, various years; Budget Instructions 2007, Ministry of
Public Security; Budget Proposal for 2008, Ministry of Public Security.

The Israeli-Palestinian confrontation is central to the work of the Ministry of Public Security,
as evidenced by its own delineation of tasks. For example, in its proposed 2004 budget, the
Ministry listed its main areas of activity. Heading the list was “heightening the sense of
personal security among the country’s citizens, while maintaining public order and enforcing
the law” (Ministry of Finance, Budget Proposal for 2004, Ministry of Public Security, 2003:
25).
The police are the major component of the Ministry of Public Security. Its main areas of
responsibility, in order of importance, are: 1) maintaining public security; 2) maintaining
public order; and 3) fighting crime. The following detailed description of the first area –
public security – clearly reveals that countering Palestinian suicide bombings is one of the
primary tasks of the Israeli police (ibid: 41):
1. Prevent and thwart terrorist attacks by hostile organizations through scans, searches,
patrols, and informational activities to heighten public awareness.
2. Respond to citizens’ reports of suspicious objects, examine the objects, and defuse or
safely detonate explosive devices.
3. In the event of a terrorist bombing, rescue and evacuate the injured, search for
additional explosives, and clear onlookers from the area.
4. Direct traffic to alternate routes, arrest suspects, etc.
5. Make security arrangements for cities, local authorities, and agricultural communities.
6. Organize Civil Defense volunteers for security tasks on a regular basis and in times of
emergency.
7. Assume responsibility for guarding educational institutions.
8. Assume responsibility for guarding public transportation.
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We must add to this list the functions of the Border Police, whose main practical purpose is to
contain Palestinian resistance activities within the Palestinian territories. When it was first
established in the 1950s, the task of the Border Police was to prevent the reentry of
Palestinian refugees into Israel. Today, it operates inside the Palestinian territories and along
the Green Line. The Budget Book describes the Border Police as “a centralized, professional,
operational arm of the Police for carrying out policing tasks in combating terror and hostile
activity, and in dealing with riots and dispersing demonstrations” (Finance Ministry, Budget
Proposal for 2004, Ministry of Public Security, 2003: 50).
The most concrete expression of the gradual change in the role of the Police following the
Palestinian uprisings is the fact that a large portion of the budget supplements received by the
Ministry of Public Security in the 1990s was intended for strengthening the guard-duty
functions of the police. Examples are the 1997 addition of 333 police officers, 105 squad cars,
and about 2,150 security guards for educational institutions (Ministry of Finance, Budget
Proposal for 1997, Police Ministry, 1996: 21); or the supplement for funding 200 positions
and 26 vehicles for “reinforcing [Israeli] sovereignty in East Jerusalem” (ibid); or the
occasional supplement given for additional jail facilities.

Special Expenditures: The Separation Wall
In addition to the regular expenses of the Defense Ministry and Public Security Ministry, we
should note a special expense stemming directly from the Palestinian uprisings – the
construction of a wall separating Israeli land and some of the settlement blocks from the
Palestinian territories.
From the very outset, the idea of the wall set off a heated public debate. Opponents claimed it
would turn the Palestinian areas into giant prisons, and that building the fence was a way of
evading direct negotiations with Palestinians on a political settlement. Proponents claimed the
wall would prevent terror.
Another motivation for building the wall was that it provided an opportunity to chew off
sizeable pieces of Palestinian land. Legally speaking, the only legitimate placement of the
wall is the border recognized by the major international bodies – the Green Line. Had the wall
been constructed along the Green Line, it would have been 313 kilometers long. However, the
wall was built so as to place a good many of the Israeli settlements on the Israeli side of the
wall, which involved including areas populated by Palestinians as well. This move will make
the wall more than twice as long – 790 kilometers (Arieli and Sfard, 2008: 226).
The total cost of the separation wall was estimated by the Brodet Commission at NIS 13
billion. In its proposed budget for 2008, the Finance Ministry wrote:
“By September 2007, 440 kilometers of the separation fence had been built, from Tirat
Zvi in the north to Metzadot Yehuda in the south, and an additional 80 kilometers are
under construction. The cost up to the end of 2007 is expected to be NIS 6.4 billion…
In 2008 the construction of additional sections is planned, at a cost of 1.3 billion
(Ministry of Finance, Budget Highlights 2008: 75).
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What the Occupation Did to the I.D.F.
The military price Israel is paying for its continued occupation is not limited to its defense
budget. Just as the functions of the Police have changed from preserving public order to
warding off terror attacks, the army – which would normally concern itself with preparedness
for armed conflicts with hostile nations – found itself operating against a population opposing
the occupation and acting to realize its national rights. Even when the Palestinian uprising
became an armed conflict, it did not create a situation in which one army was pitted against
another; such a situation would have cast the I.D.F. in its classic and consensual role. The
Palestinian militant organizations are far from constituting a countervailing military force to
the I.D.F. Instead, the I.D.F. increasingly finds itself in the role of an army of repression of
the type well known in the annals of history. While there were a few people who did foresee
this danger at the very start of the occupation, foremost among them philosopher Yeshayahu
Leibowitz, the general public was largely unaware of the I.D.F.’s problematic position in the
Palestinian territories until the outbreak of the first Intifada. It was that Intifada, which
erupted in 1987, that caused a broader segment of the Israeli public, including scholars and
intellectuals, to realize the negative impact that the occupation was having on the I.D.F.
In 1990, a book edited by Reuven Gal was published under the title The Seventh War: The
Effects of the Intifada on Israeli Society. It was apparently the first attempt to provide a
academic foundation for the effects of the occupation that only a few had warned about
earlier. In the book, sociologist Moshe Lissak wrote that in the Palestinian territories, the
I.D.F. could not rely on Israel’s classic national defense theories. In a state of war, of course,
the I.D. F. operated in accordance with military considerations. However, with respect to the
Intifada, where military considerations no longer applied, it found it hard to divorce itself
from the political and ideological considerations of Israeli citizens. Thus, the I.D.F. finds
itself in conflict with key political figures on one hand, and with settlers on the other. Lissak
pointed to a real danger: politicization of the defense forces, which could lead to the erosion
of public support from both the left and the right for the I.D.F.’s top command (Lissak, 1990:
24). Lissak noted further that the situation created by the Intifada posed a new danger – the
danger of de-legitimization of military service (ibid: 25).
These thoughts were echoed by political scientist Yoram Peri, who wrote that since the
Intifada could be viewed as a politically motivated revolutionary war, the I.D.F. was forced to
adopt a military-political doctrine that would ultimately tarnish the political neutrality of the
army. The result, warned Peri, could be a three-pronged crisis: first, in the self-image and
self-identity of the army; second, between the military echelon and the political echelon; and
lastly, in relations between the army and civilian society (Peri, 1990: 123). Peri presented
several examples, among them the uncertainty created by the legal implications of a war
against unarmed citizens (ibid); the tension between the I.D.F. and the legal system spawned
by the difficult task of defining permissible codes of behavior in the case of a popular uprising
(ibid: 124); the damage to the I.D.F.’s reporting regime (ibid); and the betrayal sensed by
officers resulting from legal constraints on their management of the war and the many court
cases dealing with illegal actions (ibid: 125). Peri also noted that, for the first time, cracks
were developing in Israel’s conception of security: If, in the past, there was unanimous
agreement that Israel’s wars were just, the occupation created a situation in which some
viewed the Intifada as the Palestinians' just war for self-determination (ibid: 127).
During the second Intifada, the danger of politicization pointed out by Lissak and Peri became
a reality, particularly concerning relations between the I.D.F. and the settlers. The settlements
are at the core of a serious and bitter political debate between left and right. Moreover, many
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of the settlers act together in an organized fashion, as a political camp, most of which is
identified with the extreme right. As an arm of the state, the I.D.F. is not supposed to side
with any of Israel’s political camps, and it is certainly supposed to refrain from activities
dictated by the agenda of any one of these camps. In the context of the Intifada, the I.D.F. is
supposed to operate against Palestinian military organizations, according to government
orders without taking into account the desires of the settlers. In reality, though, the operations
against Palestinians take place in areas dotted by settlements, and it is the settlements that are
the prime target of the Palestinian militants. Given these circumstances, a sense of solidarity
between the soldiers and the settlers is inevitable, and the army finds that it is fighting what
the Left calls “the war for security of the settlements” rather than a war for the security of the
State of Israel. In a reality in which the settlements themselves are “Israel” – despite the fact
that a large proportion of Israelis oppose their establishment and maintenance and support
their dismantlement – the army has a difficult time keeping out of politics. This problem was
addressed by journalist Amos Harel in a column written towards the end of the second
Intifada (Harel, Haaretz, September 26, 2003):
“The basic starting point in relations between the army and the settlers is that the two
are inseparable. Every military unit, whether a company or a brigade, has its purpose
well defined: to protect the lives of Israeli citizens. The settlers are not just passive
`service recipients`; they are partners to the effort – as soldiers and reservists, as
operatives of the Shin Bet [Israel’s internal security service] and as Border Police
officers, as citizens active in civil defense and as civil defense officers in local
authorities… In the three years of the current conflict with the Palestinians, relations
between the army and the settlers have become closer… The immediate and
continuing threat to the lives of the settlers has led the soldiers to identify with them
even more, particularly following terror attacks in which parents were murdered in the
presence of their children. The transfer of I.D.F. outposts to positions within
settlements, to guard against infiltration, blurred the distinction between soldiers and
civilians yet further. And the seriousness of the threat required regional brigade
commanders to be in continuous, daily contact not only with civil defense officers, but
also with the heads of their local councils… Experience and familiarity with the
region are also important factors: When the brigade commanders rotate a maximum of
every two years, and the regiment commanders stay in the zones for six months, the
local council’s civil defense officer has the longest ‘organizational memory.’ Some of
the civil defense officers…achieved special status within their brigades and were even
invited to participate in I.D.F. internal discussions. In some of the brigades, reservists
from the settlements fill important positions: that partnership helped those brigades to
fulfill their defense duties, but it made it more difficult for them to draw the
appropriate lines…
“The media take particular interest in relations between the I.D.F. and the settlers
when they reach the point of a violent confrontation – when illegal settlements are
dismantled, for example, or when Hebron and Samarian hill settlers periodically attack
their Arab neighbors. It can hardly be said that I.D.F. officers demonstrate public
courage on these occasions. Of all its tasks in the territories, ‘enforcing public law and
order’ is the army’s least favourite… The main reason for this is the officers’ fear of
being dragged into a conflict with the settlers and their supporters in which they will
be tagged as ‘leftists.’ Serving in key positions in the settlements in the years of the
Intifada (first and second) is now an essential way station on the road to the General
Staff. However, for more than a few officers, the desire to be in the front lines is
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accompanied by a fear of entanglement… Many officers know that persistence on
issues of law and order will label them Arab-lovers.”
But the Palestinian uprisings not only politicized the army; according to Ofer Shelach, author
of The Israeli Army: A Radical Proposal, it led to “professional corruption.”
“The reserves, which are supposed to be the primary fighting force in case of all-out
war, spent its time in operations in the territories. With the budget cut, the number of
training exercises for most units decreased to nearly zero. The regular units were
divided into smaller frameworks, and they performed unpalatable policing work and
aggressive acts against a civilian population.
Soldiers in armored units that perform work at checkpoints are, perhaps, doing what
the I.D.F. needs done at that moment. But their willingness to perform their designated
functions is declining. An infantry division that does not perform divisional exercises
for two years, because it is bogged down in the territories, will find it difficult to
perform the day it is called to defend the border. A select unit that does not train in the
field, since the I.D.F. is relying more and more on select units in their policing of the
territories (because of their professionalism, resulting in part from a longer period of
service), will lose some of its professionalism. A generation of officers raised on the
routine of occupation will, inevitably, be a less qualified, less professional generation
of military commanders. And an army caught in this type of situation quickly slips
into a non-military mentality, the result of conditions in which nothing is clear, except
the fact that victory is impossible.
“We should ponder the statement, ‘There is no military solution’ [to the situation in
the Palestinian territories - S.S.] along with its opposite, ‘Let the I.D.F. win,’ which
have both been fiercely but justifiably attacked over the years. The problem with [the
latter] statement is not its ‘political’ connotations but the situation it describes – the
conversion of the I.D.F. into an occupation police force. The police, after all, have no
‘victories,’ just as an army has nothing else. The police have to preserve order, while
an army, by nature, is built to subdue, to crush the opposition, to conquer territory.
And when you turn an army into a police force, you are ensuring its defeat and the
corruption of its values” (Shelach, 2003: 102-103).
It did not take long for Ofer Shelach’s words to prove prophetic. Many Israeli military
analysts have put at least part of the blame for the poor level of performance of the Israeli
ground forces against the Hizbullah in the 2006 Lebanon War on the frequent use of Israel’s
best combat units for the suppression of the Palestinian uprising and for the policing of the
Palestinian territories during the Second Intifada. Not only military pundits: two government
commissions, the Brodet Commission for the Examination of the Defense Budget, mentioned
earlier, and the Winograd Commission for the Examination of the Events of the 2006
Lebanon War, came to the same conclusion. The Brodet Commission pointed out that
“ever since the year 2000, when the Palestinian arena became the dominant military
arena, the defense establishment has not taken the organizational steps required to
create the correct balance between preparedness for war and the day-to-day policing
functions [in the Palestinian territories]. This failing reflects a strategic shortsightedness that contributed to the fact that day-to-day policing lowered the level of
preparedness of the battle forces” (Brodet, 2007: 24).
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The Winograd Commission reiterated the point: the I.D.F., forced to fight the Palestinians, did
not train enough for war (Winograd, 2007: 51). It also pointed at a possible reason for the
event that triggered the Lebanon War, namely, the Hizbullah ambush which resulted in the
killing of 8 Israeli soldiers and abduction of two others: beginning with the second Intifada,
units of the regular army that were posted to guard the frontier with Lebanon were sent to deal
with the Palestinian uprising and were replaced by less-trained and less-professional reservists
(Winograd, 2007: 27).

Finally, the army was hurt by the fact that in the era of the uprisings, in which it was required
to police occupied populations rather than defend a nation, a change occurred in its
relationship with at least some of Israel’s youth, particularly the affluent, secular, urban young
people, of largely Ashkenazi origin. In the past, this group formed the backbone of many
I.D.F. combat units and its officer corps, partly because the army functioned, for many years,
as an essential stepping-stone towards command, management, and political positions in the
Israeli elite. With the outbreak of the first Intifada, the seeds of what sociologist Yagil Levy
called a “motivational crisis” sprouted among this group (Levy, 2003: 237). The motivational
crisis was discerned among academic track high school students in Israel’s large urban
centers; in reaction, the army was forced to conduct preparatory programs in schools prior to
recruitment. A similar crisis was apparent among kibbutz youth (ibid). According to Levy, the
loss of motivation was expressed in “a clear, slow, but constant decline in the overall desire to
enlist in the army, a decline in the willingness to be recruited to combat units…a decline in
the willingness to volunteer for officer training, an increase in the number of young people
lowering their medical profiles [to escape combat duty], a rise in the number of those
requesting to serve close to home, and a decline in the number who completed a full term of
service and more” (ibid: 237-239). Levy cites several explanations, including new, economic
avenues of individual advancement that have opened before these young people. However,
there is little doubt that the nearly simultaneous onset of the motivational crisis and the start
of the first Intifada was not a coincidence.
The first Intifada reawakened the issue of soldiers refusing to serve in conquered territories,
which had emerged for the first time on a relatively large scale at the time of Israel's invasion
of Lebanon in 1982. During the Intifada, 170 refusing soldiers were sent to prison, as opposed
to 176 in all the years of I.D.F. presence in Lebanon (Galili, quoted in Levy, 2003: 176). An
additional number of soldiers refusing orders to serve in the occupied territories reached
individual agreements with their commanders – a phenomenon called “grey refusal.” The
Yesh Gvul movement, founded at the time of the 1982 Israeli invasion of Lebanon, gained
strength during the first Intifada, and refusal to serve in the territories was even more
widespread in the second Intifada. In September 2001, just before their dates of enlistment,
some 60 soon-to-be recruits signed a declaration stating their refusal to serve in the occupied
territories. In January 2002, 50 I.D.F. reserve officers and soldiers from elite combat units
announced their refusal to serve in the Palestinian territories, and within a short time 600
others joined them. They were followed by a smaller number of air force pilots. Both outright
and “grey” refusal to serve led the army to make less use of reserve units and rely, as much as
possible, on regular recruits.
One way the I.D.F. dealt with the issue of motivation and, at the same time, its need to
perform policing rather than military tasks, was to form special battalions whose sole function
was to combat the Palestinian uprising: Duhifat, Haruv, Nachshon, Lavie, Shimshon, and the
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Haredi (ultra-Orthodox) Nahal battalion (Harel, Haaretz, November 19, 2004). The I.D.F.
tried to label some of these as “select units,” in order to help their soldiers “take on the tasks
with no objection and even instill in them pride in their service” (Levy, 2003: 176). In
November 2004, the I.D.F. announced plans to establish a single command for these
battalions (Harel, Haaretz, November 19, 2004).
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Chapter Eight: The Human Cost
Human Loss
The gravest result of the ongoing conflict, of course, is the human toll on both sides. Injury
and loss of life have accompanied the occupation since its inception, although, as mentioned
earlier, the numbers were relatively low during its first 20 years. The situation changed with
the outbreak of the first Intifada and worsened considerably throughout the second. The
period between the two was also marked by violence leading to many casualties.
The extent of violence can be glimpsed from figures published by the Israeli human rights
organization B'Tselem concerning both Palestinian and Israeli fatalities; as Table 9 reveals,
from the start of the first Intifada to the end of 2007, a total of 7,438 persons were killed,
5,989 Palestinians and 1,449 Israelis. The largest number of fatalities occurred during the
second Intifada. The killings did not stop at the end of the Intifada: in the three years 20052007, a total of 1,327 persons were killed, the vast majority of them – 1,241 – Palestinians.
This is a clear indication that relative calm has been achieved only on the Israeli side of the
Green Line, while in the Palestinian territories, military confrontation is a daily occurrence.
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Table 9: B'Tselem Figures for Israeli and Palestinian Fatalities,
September 1987–2007
Year

Palestinian
Fatalities

Israeli
Fatalities

Total

September 9 to December 31,
1
1987
1988

22

--

22

310

12

322

1989

305

31

336

1990

145

22

167

1991

104

19

123

138

34

172

138

42

180

September 14 to December 31,
1993
1994

42

19

61

152

74

226

1995

45

46

91

1996

74

75

149

1997

21

29

50

1998

28

12

40

1999

9

4

13

January 1 to September 28, 2000

14

3

17

September 29 to December 31,
3
2000
2001

283

41

324

470

188

658

2002

1,032

419

1,451

2003

588

185

773

2004

828

108

936

2005

197

50

247

2006

662

23

685

2007

382

13

395

Total

5,989

1,449

7,438

1992
January 1 to September 13, 1993

Notes:
1.
2.
3.
4.

5.

2

The day the first Intifada broke out.
The day of the signing the declaration of principles of the Oslo accords.
The day the second Intifada broke out.
The figures in the table do not include the following:

Palestinians who died because of a delay in medical treatment resulting from restrictions on movement.

Palestinians who died as a result of the explosion of a bomb on their bodies or put in place by them.

12 Palestinian citizens of Israel killed by Israeli police in October 2000.

1 Jewish citizen of Israel killed by a Palestinian citizen of Israel in October 2000.

2 Jewish civilians and a member of the Israel armed forces who were killed by a Palestinian citizen of
Israel in Nahariya in September 2001.

4 Palestinian citizens of Israel killed by Israeli army fire in the occupied territories.

1 Palestinian citizen of Israel killed by Border Police fire in July 2003.
Additional comments, regarding the second Intifada, from a B’tzelem report:
Ten foreign nationals were killed by Israeli armed forces and 7 foreign nationals were killed by Palestinians, among
them 2 members of the international force in Hebron.

88 Palestinians suspected of cooperating with Israel were killed by Palestinian civilians, 18 of them while
being held by Palestinian armed forces.
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29 Palestinians were killed by members of Palestinian armed forces, 9 of them while being held prisoner; 3
were executed: 2 for cooperation with Israel and 1 for a criminal offense.

3 Palestinians were killed by Palestinians during an attempt to injure Israeli citizens, and two members of
the Palestinian armed forces were killed by Palestinians during an attempt to injure I.D.F. personnel.

1 Palestinian was killed while being forced by the I.D.F. to serve as a human shield.

3 Israeli citizens were killed in Israel by foreign nationals.

32 foreign nationals were killed by the fire of Palestinian residents of the occupied territories, among them
2 minors, a 5-month old baby and a boy of 16.

Among the Palestinians killed in Israel by Israeli armed forces was a boy of 14.
Source: www.btselem.org

Moving from the bi-national count of victims to an assessment of the cost to Israel of the
ongoing hostilities, we should consider the figures published regularly by the Israel National
Insurance Institute, the state agency responsible for the compensation of civilian casualties of
hostile actions. Table 10 presents figures for the number of hostile actions, the number of
civilians injured in such actions and the number of civilians killed in them. The figures are for
the entire period extending from the end of the war of 1948. The table shows clearly the
heavy price paid by Israeli civilians during the second intifada – higher than at any other
period since 1949 - the main cause being the use made of suicide bombers by some of the
Palestinian organizations.
A comparison between Table 9 and Table 10 also shows that the number of fatalities counted
by the NII differs from that reported by B'Tselem, reflecting the fact that the NII counts and
compensates only civilian casualties.
Table 11 shows the yearly outlay of the National Insurance Institute for compensation of
Israeli civilian casualties, for the period 1980-2007. The table allows us to monitor the
increasing involvement of the Israeli civilian population in the ongoing confrontation with the
Palestinians. The first intifada, led by Palestinian civil organization and largely unarmed,
brought with it only a small increase in the NII outlays. Starting in 1995, when Hamas
initiated a long series of suicide bombings, the outlays increased. Then, with the more
militarized second Intifada, they more than doubled, from NIS 169 million in 2000 to NIS
356 million in 2007.
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Table 10: Hostile Actions and Israeli Casualties in Hostile Actions, 1949-2006
Year

No. of
Hostile
Actions

Number of Casualties
Total

Injured

Fatalities

1949-1957
1958-1966
1967-1976

57
24
326

62
25
620

49
21
441

13
4
179

1977-1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006

323
64
121
73
104
140
133
122
114
129
53
189
304
183
124
132
88
152

560
94
272
98
143
265
305
522
686
237
132
474
2,054
3,184
1,327
921
650
589

394
71
184
76
103
210
278
468
464
220
125
449
1,878
2,881
1,173
835
603
557

166
23
88
22
40
55
27
54
40
17
7
25
176
303
154
86
47
32

Notes:
1. Hostile actions as approved by the relevant authorities.
2. 2006 figures for number of hostile actions include the Second Lebanon War but exclude the casualties in that war.
3. Figures for 2006 include 10 civilians killed during the Second Lebanon War that were not recognized as casualties of hostile action.
Sources: For the period 1949-1998 - National Insurance Institute, Annual Survey 2002-2003: 335.
For the period 1999-2006, National Insurance Institute, Research and Planning Authority, Civilian Casualties in Hostile Actions in Israel
2006, p. 12, November 2007.
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Table 11: Payments Made by the Israel National Insurance Institute
to Civilians Injured in Hostile Actions, 1980-2007
In NIS thousands, at 2007 prices
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
20061
2007

59.8
62.9
58.1
63.5
66.1
59.5
68.9
78.4
84.9
97.4
92.2
83.9
105.6
106.2
119.7
143.0
158.9
165.4
164.6
164.7
169.1
223.2
315.2
360.2
355.6
354.2
361.8
356.0

Note: The figure for 2006 includes civilians injured in the second Lebanon war.
Source: Website of The National Insurance Institute.

Unfortunately, it is not possible to present equivalent historical figures for the cost of
compensation and support to soldiers and their families in cases of injury or death. Unlike all
other departmental budgets, the defense budget is not made public. It was only in 2007 that
the Israeli government began publishing selected "civilian items" in the defense budget. The
new publication reveals that in 2007, the total budget of the Rehabilitation Department of the
Ministry of Defense stood at NIS 3.9 billion – almost 11 times the amount paid by the
National Insurance Institute to civilians casualties (Ministry of Finance, 2008: 65). The huge
discrepancy stems primarily from the fact that the Rehabilitation Department of the Ministry
of Defense is responsible for compensation and rehabilitation in connection with all actions,
not just the Palestinian-Israeli conflict. Lacking more detailed information, it is impossible to
assess the cost of rehabilitating military casualties of the intifada. But the new information on
the civilian items of the defense budget also reveals that the level of compensation and
support for soldiers and their families is considerably higher than that granted to civilians:
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while in 2007 the cost of support of a civilian with a 50% handicap stood at a yearly sum of
NIS 50 thousand, that of a military equivalent was three time higher. Likewise, while the cost
of support of a civilian widow with 2 children stood at NIS 70 thousand, that of a soldier's
widow with two children was NIS 165 thousand (ibid: 68).
Compensation for Property Loss
Acts of hostility cause not only death and injury. They also cause damage to buildings,
vehicles, machinery and other types of property.
Israel has a compensation fund for property loss or damage. The fund, which in 2006,
following the Second Lebanon War, was reported to have accumulated some NIS 3.5 billion
(Lavi, September 27, 2006), is financed by state income from property tax (now abolished)
and from real estate purchasing tax.
Unfortunately, Israel's tax authority does not publish regular figures on the outlays of the
fund. In fact, they publish no figures at all. An attempt by the economic advisor to the Knesset
Finance Committee to receive such figures ended in failure (Lavi, September 27, 2006).
Some idea about the size of the outlays can be gained from a chance newspaper report. During
the second Intifada, the newspaper Yedioth Aharonot published data on compensation for
property loss due to acts of hostility against Israeli settlements in the Gaza Strip (that was
before the 2005 disengagement) and against Israeli communities that surround it, including
the city of Sderot. Reporters contacted the property tax staff of the Finance Ministry and were
informed that from the start of the second Intifada, the Ministry paid about NIS 0.5 billion to
residents and factory owners in this region. The compensation was for damage to singlefamily homes and apartments in Gush Katif (an Israeli settlement inside the Gaza Strip, since
evacuated), homes and vehicles in Sderot, and structures on several kibbutzim and moshavim.
According to Yedioth Aharonot, “the compensation paid for damage resulting from the
Intifada in the Gaza Strip and the surrounding region is much higher than payments for
damage caused in the past by Katyusha rocket fire in Kiryat Shmona and the Galilee” (Lior,
Yedioth Aharonot, October 24, 2004).
It is reasonable to assume that compensation for property damage paid to residents and
owners of businesses and corporations in the Israeli settlements in the West Bank as well as in
localities inside the Green Line suffering damage during the Palestinian Intifada was many
times greater than that paid in the Gaza Strip region.
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Chapter Nine: The Economic Cost
Is the Occupation Really Marginal to the Well-Being of the Israeli Economy?
During most of the forty-some years that elapsed since 1967, Israel’s control over the
Palestinian territories has not been perceived by most Israelis as having a significant impact
on the Israeli society or economy. During the first part of this period, the occupation was seen
by many as a temporary arrangement that eventually would be replaced by a permanent
political settlement removing the Palestinian territories from Israeli control.
Nor was the impact of the occupation a significant topic of concern among Israeli economists
(or, for that matter, for university sociologists; see Shenhav, 2005). Two collections of articles
analyzing two consecutive periods in the Israeli economy – one between the 1967 Six Day
War and the mid-1980s (Ben Porath, 1989), and the other from the adoption of the
Emergency Economic Stabilization Plan in 1985 to the end of the 1990s (Ben Bassat, 2001) –
contain no analyses of the economic significance of Israel’s control of the Palestinian
territories. A third collection, which included economists Arieh Arnon, Israel Luski, Avia
Spivak, and Jimmy Weinblatt, whose work we have consulted frequently for this document,
dealt with the Palestinian economy – in which context they also touched upon the effect of the
occupation within Israel itself.
The assumption that Israeli control over the Palestinian territories was temporary served to
focus the relatively few economic discussions that did take place on the question of whether
the Israeli economy could manage without the Palestinian component – Palestinian workers in
Israel and a Palestinian market for Israeli goods. The answer to the question was usually
affirmative (Tuma, 1989: 596; Halevi, 1993: 104). From the point of view of most Israelis,
the economic significance of the Palestinian territories could be summed up in its marginal
contribution to the Israeli workforce, its marginal contribution to Israeli GDP, and its
marginal contribution as a market for Israeli exports.
At the time of writing – 21 years after the first Palestinian uprising and 14 years after the
establishment of the Palestinian Authority (an action that has not, thus far, led to any
fundamental change in the economic relationship between the two entities) – it no longer
seems feasible to hold the view that the economic significance of Israel’s occupation of the
territories is marginal. True, throughout this period, it did appear that Israel could manage
without Palestinian workers, and that alternative markets could be found for Israeli products.
However, as it turned out, from the start of the Palestinian uprising the occupation has
become a clear-cut burden: it has negatively impacted on important parts of the economy, it
has served to discourage foreign investment, it has increased Israel’s defense expenditures,
and it has generally acted to slow down its economic growth and social development.
From the First to the Second Intifada
Until the first Intifada, Israel paid little for its control over the Palestinian territories. Building
contractors, farmers, and exporters profited handsomely, as did certain service industries,
such as food and vehicle servicing and repair. Many thousands of Palestinians traveled freely
to their jobs in Israel – to farms and to construction sites, restaurants, and garages in the big
cities. Until then, the highest cost was being borne by Israelis, as we saw in chapter 4 – Israeli
Arab citizens and the mostly-Mizrahi residents of development towns – who were crowded
out of the job market, took pay cuts, or worked under less favorable conditions following the
entrance of Palestinian workers into the Israeli labor market.
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The first Intifada began a new era. Although it was mainly an unarmed uprising, the standard
patterns of behavior of the previous 20 years began to break down – Palestinian workers were
absent from their jobs for extended periods of time, Israeli product marketing was stalled, and
the increase in military activity led to higher costs.
In the first Intifada, as in the years of unrest that followed it, the Palestinian economy was
harmed far more than the Israeli economy. Economist Eitan Berglas estimated that the
damage of the first Intifada to the Israeli economy was slightly less than two percent GDP per
year, while the damage to the economy of the Palestinian territories was closer to a fourth of
their GDP. Nevertheless, Berglas noted that this difference in no way diminished the
significance of the impact on the Israeli economy:
“…If you take our national budget, which is the economic plan for 1988, and
see what is written there about per capita product growth – and that was before
the Intifada – you will see that it states that GDP per capita will grow by two
percent. If this estimate is correct, then now, in the wake of [the Intifada], we
will have a product decrease of two percent, meaning that GDP per capita will
not grow this year. And there is an enormous difference between an economy
in which the GDP per capita grows by two percent – which is not a large
increase – and an economy in which there is no growth in GDP per capita. This
has an impact on salaries, as well as on other developments. It is a number that
is not at all insignificant.
“But even worse is the fact that this two percent is not evenly spread over the
various parts of the economy…There are some parts that may even profit from
the situation. Israeli businesses that suffered from Palestinian competition will
now enjoy the return of their Israeli customers. We see this happening in some
service areas. In other areas, however, the damage will be far greater than two
percent…There are some areas in which the damage is enormous, and I will
mention three. The most important, I believe, is tourism. We still have not felt
the full blow [of the Intifada] in this industry, but those who do not refuse to
see what lies right under their noses understand that the damage is great. In the
textile industry, we have a problem, and in the construction industry we have a
problem...” (Berglas, 1989: 599-600).
The damage Berglas referred to continued to ebb and flow in the period between the two
Intifadas, becoming much more intensive in the second.
The first Intifada continued until 1993 (Hammami and Tamari, 2001:5), but its economic
impact had weakened by 1990, when the mass immigration of Jews from CIS countries led
the Israeli economy to a period of expanded activity and high growth rates. During the same
period, the huge demand for housing for the new immigrants even brought many Palestinian
workers back to construction sites. However, the mutual sense of distrust that surfaced during
the Intifada did not fade away quickly, and the earlier pattern of Palestinian employment in
Israel never returned. During the first Gulf War, Israel imposed its first complete closure of
the Palestinian territories. In the years that followed, closures became a regularly applied
measure for purposes of both prevention and punishment.
In 1993, in response to a series of stabbings by Palestinians, the I.D.F. imposed a new round
of closures, and some employers began replacing their Palestinian workers with Israelis, a
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portion of them new immigrants (Bank of Israel, 1993: 3). At the same time, the economic
growth set in motion by the immigration from CIS countries and Ethiopia continued.
Moreover, the prevailing atmosphere for economic activity that year was one of optimism, in
part because Israel and the P.L.O. had begun discussions on a peace settlement. One of the
areas registering particularly impressive growth was tourism (ibid: 71, 101). The momentum
grew the following year, 1994, the year of the Oslo accords. The agreement led to enhanced
investments on the part of the Israeli business sector, as well as increased foreign trade and
private consumption. Another result was a sharp decline in unemployment and an increase in
the minimum wage.
The One-Sided Dividends of Peace
The prevailing political and economic atmosphere of those years was solid evidence of the
potential advantages of a political agreement – especially for Israel. The 1991 Madrid
conference, the September 1993 Oslo accords, and the October 1994 peace treaty with Jordan
were highly beneficial to Israel, and to the Israeli economy in particular. The country emerged
from an extended period of international isolation that began after the 1967 war and
established diplomatic relations with over 70 new countries, including the large Asian nations
of India and China, as well as the Asian republics of the former Soviet Union. Israel also
renewed its relations with most of the African nations. Where diplomatic relations already
existed, they improved: relations with Turkey, for example, became closer, and Israel entered
into a trade agreement with the E.U.
For the first time, Israel became a target for foreign investment for financial and industrial
corporations. The Arab Boycott, which had plagued Israel since 1948 (it had actually begun
earlier), dissipated. Many countries now welcomed Israeli goods. Israeli exports to Asia,
which included military equipment bound for India, grew significantly. Conversely, Israel
was able to enjoy goods that it had previously been prevented from importing, such as cars
produced by every Japanese auto manufacturer – and not only Subaru, which until then had
been the only Japanese car sold in Israel. Large, multinational corporations – most notably
McDonald’s, the definitive symbol of the era of global capitalism – opened outlets in Israel.
Israelis sensed they had entered a new era, as evidenced, among other things, by sociologists
and economists who began talking about a transition from the era of wars to “the dividends of
peace” (Bichler & Nitzan, 2001; see also Shafir & Peled, 2000).
The dividends reaped by the Palestinians were much less impressive. The World Bank
reported that the performance of the Palestinian economy in the period following the Oslo
accords fluctuated to extremes in both directions but overall was no more than moderate. The
explanation, according to the World Bank, was low investment, slow growth in productivity,
and, above all, the Israeli government’s closure policy (World Bank, 2002: 5). The closures
were not the only physical obstacle. The Oslo accords split the Palestinian territories into
three areas – A, B, and C, and Israel placed hundreds of check-points along the lines
separating those areas, making domestic trade a very difficult task. The result, according to
Danny Rabinowitz, was that “apart from the elite that surrounded Yasser Arafat and the
Palestinian Authority, most Palestinians did not experience Oslo as a peace process. Instead
of hope, they got Israeli military strangulation, their own corrupt government that was
humiliatingly dependent on Israel, and continuing poverty. The Palestinian hope for peace and
independence collapsed well before September 2000” (Rabinowitz, Haaretz, April 16, 2004).

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

100
Massacre, Suicide Bombings, a Slowdown in Immigration, and a Halt to Growth
In February 1994, Baruch Goldstein opened fire on a group of Muslims praying at the Cave of
the Patriarchs in Hebron, killing 29. Goldstein, a physician, resident of the Kiryat Arba
settlement, and an I.D.F. captain, was a disciple of the right-wing extremist Meir Kahane and
an opponent of the Oslo accords. In April 1994, at the end of the 40-day mourning period
dictated by Islamic law, the first Palestinian suicide bombing took place – a car bomb set off
next to a bus in the town of Afula. Hamas, one of the Palestinian organizations opposed to
Oslo, announced that this was the first of a series of acts of vengeance for the massacre.
Indeed, the Afula incident was followed by a wave of suicide bombings within Israel.
The bombings prompted a series of closures of the Palestinian territories, leading their
economy to spin downward, while the Israeli economy actually improved at the time. Israeli
employers who had previously employed Palestinian workers began to press hard for the
government to allow the entrance into Israel of migrant workers from other countries. Within
only a few years, migrant workers not only replaced the Palestinians workers but also
outnumbered them (Kemp & Reichman, 2003). The situation in the Palestinian territories
deteriorated. The closures and the new competition from migrant workers lowered overall
income there, reflected in part by a decline in Israeli exports to the territories (Bank of Israel,
1994: 6, 20, 174, 179, 264).
The year 1995 was the last in which immigration and the peace process made a greater mark
on the Israeli economy than Palestinian resistance. Israel’s GDP rose, as did the level of
foreign investment it attracted, and unemployment declined. However, at the same time,
Palestinian organizations perpetrated a number of large-scale suicide bombings. The attacks
led to a further decline in both the number of Palestinian workers and the economic situation
in the Palestinian territories.
In 1996, the economic growth in Israel sparked by the wave of CIS immigrants came to a halt.
The continuation of suicide attacks left its mark on the economy: the GDP, still on an upward
trend, rose less than in the previous two years. The connection with the bombings was clear:
in its annual report, the Bank of Israel noted that the slowdown in growth was influenced in
large part by what Israelis euphemistically refer to as “security events” and “an increase in
economic uncertainty” resulting from those events (Bank of Israel 1996: 1-2).
Economic slowdown in Israel continued into 1997. Among the explanations given by the
Bank of Israel was, once again, “political and security uncertainty” (Bank of Israel, 1977: 21).
There had been another series of bombings that year. The Bank of Israel pointed specifically
to a 10.4% decline in tourism, following a slightly lower drop in the previous year, as well as
losses in the hotel and food industries (ibid: 29).
The situation remained unchanged in 1998. Growth was still slow, and the Bank of Israel
once again pointed to political and security uncertainty as the reason (Bank of Israel, 1998:
23).
Some improvement was recorded in 1999. Relations between Israel and the Palestinians
improved somewhat, with the election of Ehud Barak bringing a sense of optimism about
prospects for the peace process. The new atmosphere also attracted greater numbers of foreign
tourists to Israel. There was an increase that year in the number of Palestinian workers in
Israel, some of them replacing migrant workers (Bank of Israel, 1999: 145-147). Things
improved even more in the first part of 2000, with the expansion of the hi-tech bubble, the
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tourism boom that accompanied the Millenium, and the prospects of further diplomatic
progress.
The relative calm did not last long. In late 2000, following the failed Camp David talks
between Israel and the P.A., the second Intifada erupted. While the first Intifada had been
characterized as a series of “disturbances,” the second was marked by armed confrontation
and by the multiplication of suicide bombings perpetrated in Israeli public spaces and public
transport within the Green Line. The Israeli response was also unprecedented: the army, in the
words of Yagil Levy, pushed for militarization of the conflict, responding with wide-scale
operations, such as “Defensive Shield” in 2002, an operation that led to Israel’s re-occupation
of the entire West Bank, to unrelenting fighting at key points on the Gaza Strip, and, in the
end, to frequent and widespread Israeli military penetrations into the Palestinian parts of the
Gaza Strip (Levy, 2003: 377; see also Drucker and Shelah, 2005). The actions of both sides
produced a warlike atmosphere of instability and uncertainty. As a result, the economic and
social repercussions of the second Intifada were far more serious than those of the first
Intifada and the period between the two.
Internationally, the year 2000 was marked by the hi-tech bubble burst, leading many Western
countries into a recession that also affected Israel. With the eruption of the armed Intifada, the
Israeli economy suffered a double blow – from the international recession and from the
violence. The result was that economic activity dwindled and unemployment grew. However,
unlike other countries, in which the economic crisis was short-lived, Israel continued to
experience these trends. The Intifada became the main reason – in essence, the only reason –
for Israel’s shrinking economy and the social distress created in its wake.
The following section examines the economic effect of the entire era of the Palestinian
uprisings, from 1987 to the present. For this purpose, we have used a number of conventional
measurements – GDP, per capita GDP, local investment, foreign investment, and employment
– as well as figures for the tourism industry.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

102
The Israeli Economy in the Era of the Palestinian Uprisings: Key Indicators
Gross Domestic Product
One major indicator of the economic cost of the occupation is lower GDP growth. The data in
Table 12 allow us to follow the economic effects of the two Intifadas as well as of the period
between them. Generally speaking, we can distinguish five distinct periods: the years of the
first Intifada; the years of the large wave of immigration from CIS countries and Ethiopia; the
period of the shrinking of the economy, as immigration subsided and the Palestinian
bombings increased; and the period of the second Intifada. Finally, starting in late 2003, we
can see a period of renewed economic growth.
Just before the start of the first Intifada in late 1987, Israel registered an impressive growth
rate of 6.1%. This was two years after the 1985 Emergency Economic Stabilization Plan,
which put the reins on galloping inflation and pulled the Israeli economy out of stagnation.
The effect of the first Intifada was to slow down this growth. In 1989, the growth rate had
dropped to 1.4%.
The massive immigration from CIS countries helped to moderate the economic effects of the
first Intifada. In five of the six years between 1990 and 1995, high growth rates were
recorded, primarily as a result of high immigration, the Oslo accords, and the peace treaty
with Jordan.
From 1996 onward, growth was slowed, whether because of lower immigration rates, a series
of Palestinian suicide bombings, or both. In 2000, a relatively peaceful year (up to the start of
the second Intifada), growth was at an especially high 8.9%, mainly due to the success of the
hi-tech industry, which gained from the sale of a number of Israeli firms to foreign
corporations.
The second Intifada, coupled with the worldwide bust of the hi-tech bubble, put an end to the
growth. During the period of the second Intifada, there was a decline in GDP for two years in
succession, 0.4% in 2001 and 0.6% in 2002. Growth resumed in 2003, but at the low rate of
2.3%.
In its 2002 annual report, the Bank of Israel stated that Israel’s economic slump since 2000
was “the longest since the establishment of the State,” and it pointed to the Intifada as the
number one cause (Bank of Israel, 2002: 1). In the past, noted the report, there were only
three similar periods of recession: 1952-1953, 1966-1967, and 1988-1989 [the first Intifada].
Compared with all three, the recession following the second Intifada lasted the longest(ibid.:
8).
Based on conversations its representatives held with Israeli government officials at the start of
2004, the International Monetary Fund estimated that the combined product loss suffered by
the Israeli economy as a result of the Intifada and the burst of the hi-tech bubble was 6-8%, or
about NIS 30-40 billion. Most of this loss was attributed to the Intifada. The product loss
resulting from the bursting of the hi-tech bubble in 2000 was estimated by the Fund to be 3%,
or about NIS 15 billion (International Monetary Fund, 2004: 3).
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Estimates by BDI - Business Data Israel - are higher. The Israeli economy, according to its
calculations, lost about $12 billion, or about NIS 54 billion, as a result of four years of
Intifada (BDI, November 15, 2004).
Beginning in the second half of 2003 with the sharp downturn in hostilities within the Green
Line, the Israeli economy has been growing at an average annual rate of 5.2%. As of the time
of writing of this chapter, February 2008, this has been the longest streak of growth in recent
times. Israeli politicians and economic analysts have been euphoric. Moreover, many of them
tend to credit their own macroeconomic policies with the continuing growth. Yet, as was
recently pointed out by the Bank of Israel, the two main causes of the present wave of growth
are, first, the calm inside the Green Line and second, the expansion of international trade. As
for the calm, one should keep in mind that it has been achieved at the high cost of maintaining
a full military re-occupation of the West Bank and of imposing a tight enclosure of the Gaza
Strip. Using the metaphor of the hi-tech bubble, one might say that Israel is experiencing a
“defense bubble” – that is, a period of calm maintained by military might. Worse, growth in
Israel is being achieved at the cost of obstruction of economic activity and economic growth
in the Palestinian territories, a fact that may lead to a renewed destabilization that may, in
turn, lead to a reversal of economic fortunes within Israel. In other words, the main lesson to
be drawn from the two Intifadas is the vulnerability of the Israeli economy.
At the same time, the present wave of growth, being the result of political and military calm,
clearly shows the potential long-term benefits of a political settlement of the IsraeliPalestinian conflict. Such a settlement, in order to be stable, should ensure growth on both
sides of the Green Line.
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Table 12: Israel’s Gross Domestic Product, 1987-2007
Annual Rates of Change
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

6.1
3.6
1.4
6.6
6.1
7.2
3.8
7.0
6.5
5.4
2.8
4.2
2.9
8.9
-0.4
-0.6
2.3
5.2
5.3
5.2
5.2

Notes:
1. In 1995 the Central Bureau of Statistics adjusted the national account figures to international
convention. This year displays the figures from both the old and the new method of calculation; the
result of the new method of calculation is marked by an asterisk.
2. GDP for 2007 was NIS 665.5 billion, in current prices.
3. Rates of change for the years 1989-1995 were calculated from an old series (SNA 1968); rates of change for the
years 1996-2007 were calculated from a new series (SNA 1993).
4. GDP includes taxes on imports.
Source: Adva Center analysis of Central Bureau of Statistics, Statistical Abstract of Israel, various years; and “Early
Estimates of National Accounts for 2007, press release December 31, 2007.

GDP Per Capita
The GDP per capita is the GDP divided by the population. The GDP per capita allows us to
compare both growth and standard of living across countries.
Table 13 indicates that the GDP per capita followed trends generally similar to those of the
GDP. In 1987, the per capita GDP rose by 4.4%. Over the next two years, the years of the first
Intifada, there was a notable decline in per capita GDP. In 1990, when the Israeli population
began to grow, enhanced by new immigration from CIS countries and Ethiopia, the GDP
grew by 5.9%, while the per capita GDP grew by only 3.4% since the product was now
divided among a larger number of Israelis. In 1991, the GDP continued to increase but was
divided among an even larger number of Israelis, which left the per capita GDP virtually
unchanged. By 1992, the expansion of the economy was overtaking the expansion of the
population, as reflected in a rise in GDP per capita. The upward trend in GDP per capita
continued until 1994-1995, after which the growth trend was reversed and the per capita GDP
rates plummeted. The year 2000, the year of the high-tech bubble, was an unusual year, as it
was in every area we examined, while the second Intifada brought with it an unprecedented
three-year drop in the per capita GDP.
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Economists Eckstein and Tsiddon estimated that had the Intifada not occurred, Israel’s per
capita GDP in 2003 could have been 10%-15% higher than it actually was (Eckstein &
Tsiddon, 2004: 22). An analysis by Business Data Israel (BDI) placed the figure at the lower
end of this range. According to BDI, Israel’s per capita GDP, which was $16,700 at the time
the research was conducted, could have totaled $18,500 if the Intifada had not occurred; in
other words, the Intifada led to a per capita product loss of $1,800 (BDI, November 15, 2004),
representing a significant decline in the standard of living.
GDP per capita serves as an indicator of standard of living. The rise of GDP per capita should
therefore serve to show that the standard of living of most Israelis has been on the rise since
2004. In fact, as we will see in chapter 11 below, the second Intifada, and the fiscal policy
instituted to combat the Intifada-related economic recession, have had negative effects on
many Israelis. In order to measure those effects one needs to disaggregate the statistics for
gross domestic product and for its distribution per capita. While growth has brought with it a
significant reduction of unemployment, more and more of the newly employed did not earn
enough to live above the poverty line.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

106
Table 13: Israel’s Gross Domestic Product, Per Capita, 1987-2007
Annual Rates of Change
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

4.4
1.9
-0.3
3.4
-0.1
3.5
1.1
4.3
3.7
2.8
0.3
1.7
0.3
6.1
-2.7
-2.6
0.4
3.4
3.5
3.4
3.5

Notes:
1. In 1995 the Central Bureau of Statistics adjusted the national account figures to comply with
international convention. This year displays the figures from both the old and the new method of
calculation; the result of the new method of calculation is marked by an asterisk.
2. Per capital GDP in 2007 was NIS 92,706: Central Bureau of Statistics, Statistical Abstract of Israel
2004.
3. Rates of change for the years 1989-1995 were calculated from an old
series (SNA 1968); rates of change for the years 1996-2007 were
calculated from a new series (SNA 1993).
Source: Adva Center analysis of Central Bureau of Statistics, Statistical Abstract of Israel, various years; and “Early
Estimates of National Accounts for 2007, press release December 31, 2007.
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Economic Growth in Israel and Around the World
Another way to understand the extent of the economic cost of the occupation is to compare
growth rates in Israel to rates in other parts of the world. The figures presented in the table
below are for the decade of 1997-2006. During this decade there were years in which Israel
experienced very high growth – 9% in 2000 and 5.2% in 2004 and 2005; but then there were
years in which the Intifada reduced growth – to negative 0.43% in 2001 and negative 0.64%
in 2002. The end result was that during the ten-year period Israel's GDP grew by a total of
43%.
Compared to the world as a whole, and to particular parts of the world, that rate was low: the
world economy grew by 67%, the economy of the United States by 68%, that of the European
Union states of Western Europe by 68%, India by 139%, the European Union states of
Eastern Europe by 167%, the Persian Gulf states by 174% and China by 193%.

Figure 1: Growth Rates: Israel and Selected Areas of the World, 1997-2006

193%
167%

174%

EU –
Eastern
European
states

Person Gulf
states

139%

67%

68%

68%

World

United
States

EU –
Western
European
states

43%

Israel

India

China

Domestic Investment
The same four sub-periods that we found in our analysis of GDP growth during the era of the
uprisings are also clearly marked in an analysis of data on domestic investment, presented in
Table 14. In 1988 and 1989, the two full years of the first Intifada, gross domestic investment
dropped. In the following two years, 1990 and 1991, investments increased significantly,
mainly due to the arrival of hundreds of thousands of new immigrants from the CIS countries
and Ethiopia. Investment continued to rise, at lower rates, until 1996. Beginning in 1997, we
see a continual decline in investment, as reflected in the low growth rates cited in the previous
section. The year 1999 was an unusual one, in which investment grew. It appears that some of
this investment was harvested the following year – the year of the “hi-tech bubble.” The
fourth period was that of the second Intifada, in which we see a sharp decline in investment in
the Israeli economy. Negative growth was recorded in each of the next three years, 2001,
2002, and 2003: - 3.1%, -10.67%, and -6.0%, respectively. The ebbing of the Intifada brought
with it a resumption of investment and a resumption of growth.
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Table 14: Gross Domestic Investment in Israel, 1987-2007
Annual Rates of Change

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

-6.0
-0.7
25.9
42.8
6.5
6.8
8.5
8.4
8.1
-1.5
-2.8
6.3
1.9
-3.1
-10.6
-6.0
3.1
11.1
5.3
13.4

Notes:
1.

2.
3.

In 2007 the gross domestic investment was NIS 135,980
million in current prices: Central Bureau of Statistics,
Statistical Abstract of Israel 2007.
Gross domestic investment includes the increase in stock.
Rates of change for the years 1989-1995 were calculated
from an old series (SNA 1968); rates of change for the years
1996-2007 were calculated from a new series (SNA 1993).

Source: Adva Center analysis of Central Bureau of Statistics, Statistical Abstract of Israel, various years; and “Early
Estimates of National Accounts for 2007, press release December 31, 2007.

Foreign Investment in Israel
For most of its history, and, essentially, until the signing of the Oslo accords and the peace
treaty with Jordan, Israel did not attract a great deal of foreign investment – either directly
(through funds invested in domestic economic activity) or indirectly (through securities).
Therefore, the first Intifada did not have a significant impact on foreign investment in Israel.
The peace agreements changed the picture; in their wake, Israel began to enjoy a flow of
foreign investments. For this reason, the following table begins in 1994. Foreign investments,
and especially direct ones, grew slowly, reaching a high point in 1999 and especially in 2000,
the year of the hi-tech bubble – more that $12 billion.
The second Intifada and the worldwide economic slowdown led to a steep decline in foreign
investments. In 2003 they dipped to US$ 4.0 billion. Beginning in 2004, the level of foreign
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investments rose, reaching US$ 9.4 billion in 2004 and rising to US$ 15 billion in 2007. The
year 2006 was an exceptional year, due to several big one-time transactions such as the
purchase of Israel's Iskar corporation by the US billionaire Warren Buffett.
Table 15: Foreign Investment in Israel, 1994 – 2007
In millions of US dollars
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

5,062
5,244
6,095
13,065
5,181
9,554
11,951
4,518
5,512
4,022
9,449
8,720
25,964
15,025

Source: Adva Center analysis of data from www.bankisrael.gov.il.

Tourism
The connection between the Palestinian uprising and economic activity in Israel is nowhere as
clear as in the data on tourism - the most reliable barometer for any changes in the security
situation. The first Intifada led to a steady four-year decline in the number of foreign tourists
entering Israel, from 1.5 million in 1987 (the end of which was marked by the start of the first
Intifada) to 1.1 million in 1991. The number of tourists began to rise again in 1992, at the start
of Yitzhak Rabin`s administration, and continued upward at the time of the Oslo accords,
reaching its peak in 1995 with 2.5 million visits. Another consecutive decline came in the
three years following Rabin’s assassination and a renewal of Palestinian suicide bombings.
Barak’s election in 1999 turned the figures around once again. In 2000, the Millennium and
peak hi-tech year, the number of tourists in Israel climbed to 2.7 million. At the end of that
year, the second Intifada erupted, and its effects on tourism were immediate. In 2001, the
number of tourists dropped by more than half to 1.2 million, and in 2002, it fell even further,
to a record low of 862,000. A reduction in the frequency of Palestinian suicide bombings in
2003 drew more visitors to Israel, but their number reached no more than 40% of the figure
recorded just before the start of the second Intifada. It took four consecutive years of relative
calm – inside the Green Line – for the number of tourists to return to the level reached in the
year 2000. Within that four-year period we can notice the effect of another conflict – the
second Lebanon War – on tourism: in the second half of 2006, there was a drop, as a
consequence of the July-August war.
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Table 16: Tourist Entries into Israel, 1987-2007
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

1,517,575
1,298,944
1,343,672
1,341,719
1,118,025
1,805,201
1,945,999
2,168,488
2,530,619
2,360,791
2,295,434
2,200,002
2,565,953
2,671,957
1,218,800
862,200
1,063,400
1,505,700
1,916,000
1,833,900
2,292,600

Note: Includes tourists on cruises.
Source: Central Bureau of Statistics, Statistical Abstract of Israel, various years; and press release,
16.1.2008.

Unemployment
Israel’s economic ups and downs in the years under review are also reflected in the country’s
unemployment rates.
The first Intifada and the subsequent product loss left their mark on unemployment, which
increased from 6.1% in 1987, to 6.4% in 1988, and to 8.9% in 1989. In the second half of
1989, the first immigrants from CIS countries began to arrive. Their numbers swelled the
following year, leading to a new rise in unemployment. In 1994, following several
consecutive years of economic expansion, the unemployment rate began to drop, reaching in
1996 its lowest level since the start of the first Intifada. Afterward, the slowdown in economic
growth brought the unemployment rate up once again, to slightly less than 9% in 2000. This
rate increased with the start of the second Intifada, reaching 10.7% in 2003, a figure close to
that recorded at the height of the immigration wave. The renewal of economic growth
following the lessening of hostilities brought unemployment down again, to the level of 7.3%
in 2007.
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Table 17: Number and Proportion of Unemployed
in the Israeli Civilian Work Force, 1987-2007
Year
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

Number of
Unemployed
(thousands)
90.4
99.9
142.5
158.0
187.2
207.6
195.0
158.5
145.0
144.1
169.7
195.0
208.5
213.8
234.0
262.4
279.8
277.7
246.4
236.0
211.8

Unemployed as % of
Civilian Work Force
6.1%
6.4%
8.9%
9.6%
10.6%
11.2%
10.0%
7.8%
6.9%
6.7%
7.7%
8.6%
8.9%
8.8%
9.4%
10.3%
10.7%
10.4%
9.0%
8.4%
7.3%

Source: Central Bureau of Statistics, Statistical Abstract of Israel, 2008.
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Summary
The data we have reviewed thus far indicate that from the start of the Palestinian uprising in
1987, Israel has been paying a substantial economic price for its continuing occupation of the
Palestinian territories –fluctuations in economic growth, in domestic and foreign investment,
in tourism and in unemployment.
At the same time, the era of the uprising included a short break in which diplomatic
agreements were reached with the Palestinians and a peace treaty was signed with Jordan.
During that period Israel reaped many diplomatic and economic benefits.
At the time of writing, Israel is experiencing a fifth consecutive year of economic growth.
That growth is first and foremost the result of the military repression of the Palestinian
uprising. It is also the result of the unilateral Israeli disengagement from the Gaza Strip,
which put a stop to the constant, bitter fighting around the settlements there. Though
hostilities around the Gaza Strip continued daily up to the 2008 tacit agreement between Israel
and the Hamas government in Gaza to put a temporary halt to the confrontation, they were
perceived as border skirmishes, as opposed to attacks on Israeli territory. The present
economic growth, then, is an artifact of the relative quiet achieved within the Green Line. Yet
the fact that neither the calm nor economic growth extend to the Palestinian territories does
not bode well for the stability of economic growth within Israel.
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Chapter Ten: The Fiscal Cost
Having described the major economic trends during the period of the Palestinian uprisings,
beginning in 1987 with the outbreak of the first Intifada, we will now focus on the impact of
the second Intifada, which erupted in late 2000.
As we have already seen, the second Intifada was followed by the contraction of economic
activity in Israel for an unprecedentedly long period. Within a short time, the slowdown was
reflected in a significant decrease in tax revenues. Since this coincided with a demand for
increased defense spending, both the budget deficit and the national debt grew. In light of the
situation, the government acted to cut its expenditures. Over the next three years, it reduced
its total spending cumulatively by close to NIS 60 billion. The cuts had a severe effect on the
social safety net, the education and health services, and, indirectly, the pension system.
Effectively, the second Intifada resulted in a significant reversal in Israel’s social policies.
Reduction in Tax Revenues
The contraction of economic activity led to a reduction in tax revenues. In 2000, revenues
from taxes constituted 29.6% of the GDP. Within four years, the proportion dropped to 27.6%
of the GDP (which had itself decreased during that period) – the lowest proportion in a
decade. Thereafter tax revenues rose, but a combination of high growth rates and significant
tax cuts (to be reviewed below) kept the share of tax revenues out of GDP lower than in 2000.

Table 18: Israel’s Tax Revenues, 2000-2007
In NIS millions, at 2006 prices, and as share of GDP

Year

Tax Revenues

Tax Revenues
As Share of GDP

2000

161.7

29.6%

2001

160.2

29.2%

2002

152.7

28.4%

2003

148.2

27.4%

2004

156.8

27.6%

2005

165.1

27.8%

2006

178.4

28.5%

2007

189.9

28.7%

Source: Ministry of Finance, State Revenues Authority, Annual Report, various years; Ministry of Finance, press
release 8.1.2007 Central Bureau of Statistics, press release 31.12.2007.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

114
Growing Budget Deficit
At the same time tax revenues were decreasing, government spending – particularly for
defense – was on the rise; as a result, the government was forced to increase the budget
deficit. This came after several years of serious effort to reduce the relatively high deficits
recorded during the large immigration wave of the early 1990s. The growing deficits ran
counter to a policy enacted in the 1991 Deficit Reduction Law, which was intended to
institute a budgetary policy similar to that adopted by the members of the European Union
according to the terms of the Maastricht Treaty (Dar, 1999). Given this background, the high
budget deficits during the period of the second Intifada were especially glaring. The largest
deficit was recorded in 2003: 5.4% of the GDP. With the renewal of growth after 2003, and
the adoption in 2002 of an inflexible policy of fiscal restraint to be reviewed below, the
budget deficits decreased significantly.
Table 19: Israel’s Budget Deficit, 1992-2008
as share of GDP
1992

4.9

1993

2.4

1994

2.0

1995

3.2

1996

4.7

1997

2.6

1998

2.2

1999

2.3

2000

0.7

2001

4.2

2002

3.6

2003

5.4

2004

3.7

2005

1.9

2006

0.9

2007

0.0

2008 (estimate)

1.6

Sources: Ministry of Finance, Budget Proposal, Budget Highlights, various years; Press release, 8.1.2007. .

Increase in National Debt
The budget deficits led to an inevitable increase in the national debt. In this case as well, the
government had been making determined efforts to reduce the national debt so as to put Israel
on a track similar to the one adopted by the E.U. countries in Maastricht – a national debt not
exceeding 60% of the GDP.
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In 2000, the national debt stood at 87.1% of the GDP, the product of a ten-year decline from
the 136.2% recorded in 1990. The Intifada brought about a growth in the national debt,
peaking at 101.7% in 2007. The ebbing of the Intifada, accompanied by a policy of inflexible
fiscal restraint, allowed a shrinking of the national debt.

Table 20: Israel’s National Debt, 1990-2007,
and forecast for 2008
as share of GDP
1990

136.2

1991

122.6

1992

118.3

1993

119.2

1994

110.0

1995

104.5

1996

102.5

1997

101.8

1998

103.3

1999

97.5

2000

87.1

2001

91.9

2002

99.8

2003

101.7

2004

99.9

2005

95.9

2006

86.7

2007

79.8

2008 (estimate)

78.5

Source: Ministry of Finance, Budget Proposal, Budget Highlights, various years.
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The "Financial Crisis"
The objective problems facing the government were multiplied by its ineffective handling of
the economic crisis. The Finance Ministry, under Ariel Sharon’s first finance minister, Silvan
Shalom, proposed a 2002 budget based on an optimistic growth forecast – one that largely
ignored the economic effects of the ongoing Intifada. The Bank of Israel and the business
community harshly criticized the finance minister, urging him to reduce the budget in
accordance with a more conservative growth forecast. The finance minister responded by
blaming the recession on the Bank of Israel’s high interest rate. Eventually, the finance
minister and the governor of the Bank of Israel reached an agreement, and in December 2001,
the finance minister announced a plan for budget cuts, while the governor of the Bank of
Israel agreed to drastically reduce the interest rate. The two continued to quarrel, however.
Speculators and others sensed confusion and a lack of consensus among the country’s
economic leadership, and they reacted by selling off shekels, resulting in a devaluation vis-avis the dollar. The Bank of Israel was quick to reverse course and restore the previous interest
rate, on the grounds that the finance minister had not kept his part of the bargain. The Finance
Ministry, for its part, announced a large budget cut in 2002. The combination of a high
interest rate and deep budget cuts only served to exacerbate the recession. The crisis was not
purely financial, it was a crisis of economic leadership at a time of confrontation between the
occupiers and the occupied, and it ended up costing Israelis dearly.
A Policy of Inflexible Fiscal Restraint Accompanied by Tax Cuts
Confronted with increased defense expenses and with the consequences of erratic macroeconomic policy, the cabinet embarked on a series of drastic actions consisting of a neoliberal mix of budget cuts accompanied by significant tax cuts. These actions were aimed at
pumping up economic growth while at the same time maintaining the loyalty of the business
and managerial elite, deeply shaken by the Intifada and its economic effects.
First came the budget cuts: starting in September 2001 and continuing up to September 2004,
the Israeli government made eight rounds of budget cuts totaling nearly NIS 60 billion. The
following table traces the various rounds of budget cuts during this period.
Budget cuts became the Sharon government’s primary tool for dealing with the economic
crisis brought about by the Intifada. As we will demonstrate in the following chapter, these
cuts have left such a deep mark on Israeli society that their traces will remain for many years
to come.
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Table 21: Main Budget Cuts, 2001-2005
2003 prices
Date

Extent of Budget Cut

Budget for 2002 (September 2001)

The defense budget was increased at the
expense of the social services and the
social safety net; sum not specified

Budget for 2002 (December 2001)

NIS 6.9 Billion

“Economic Defensive Shield”
(June 2002)
Budget for 2003 (December 2002)

NIS 13.1 Billion

“Recovery Plan for Israel’s Economy”
(Stage A, June 2003)
“Recovery Plan for Israel’s Economy”
(Stage B, September 2003)
Budget for 2004 (March 2004)

NIS 9.0 Billion

Budget for 2005

NIS 6.3 Billion

NIS 8.8 Billion

NIS 10.0 Billion
NIS 4.9 Billion

Sources: Adva Center, Bad Years, November 2003; Ministry of Finance, “Economic Policy for 2005: Budget
Parameters, Structural Changes and Budget Preparation, A Proposal Submitted to the Cabinet on August 8, 2004.”
www.mof.gov.il.

Once the Intifada began to ebb and the economy returned to a path of growth, the government
decided to turn strict fiscal restraint into a permanent tool of macro-economic policy. Thus in
2004 the Knesset approved a law that put a cap of 1.7% on the annual growth of budgetary
outlays. The figure of 1.7% happens to be the annual rate of population growth. Under
conditions of renewed growth and growing tax revenues, the 1.7% cap became an obstacle not
only to the return of a significant part of the budgets cut during the Intifada, but also to the
creation of new development plans in peripheral areas and communities. It also had an
adverse effect on education, health and social welfare services.
And to Cap it Off, Tax Breaks for the Wealthy
In 2002, at the height of the Intifada and during the first large budget cuts, the government
saw fit to cut taxes. The cut was openly intended to favor Israel’s highest-salaried employees.
The chairman of the commission that recommended the cuts, Yair Rabinowitz, noted one of
the main purposes of lowering taxes: to “prevent the professional management sector of the
economy from fleeing overseas” (Rabinowitz, Haaretz, June 13, 2002). A similar concern had
been voiced by the Ben-Bassat Committee, established with the same directives by the Barak
government two years earlier (2000), but whose recommendations had been rejected (BenBassat, 2000: 57).
The Rabinowitz Committee was set up by Ariel Sharon’s first finance minister, Silvan
Shalom, in February 2002. A little over three months later, it presented its recommendations.
Its work was relatively easy, since it had the advantage of relying on the recommendations of
its predecessor, the Ben-Bassat Commission. The major innovation of both commissions was
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their recommendation to impose a capital gains tax; up to then, Israel had been one of the few
industrialized countries without such a tax. Among other things, the two commissions differed
in the rate of the capital gains tax they recommended: the Rabinowitz Commission favored a
lower tax rate than the Ben-Bassat Commission.
The Rabinowitz Commission recommended reducing the overall marginal tax rate (income
tax, social security payments, and health tax payments) for the two highest income tax
brackets (NIS 18,841 to NIS 30,000 and NIS 30,001 to 34,829), from 60% to 47-49%
(Rabinowitz, 2002: Tables 3 and 5). The commission also recommended a slightly smaller
reduction for the NIS 10,401 to NIS 18,840 bracket. For lower income tax brackets, it
recommended much smaller tax reductions. In 2002, the average gross monthly salary in
Israel was NIS 6,347, and about 75% of all wage earners received an average or belowaverage salary. In other words, the tax reduction affected mainly the upper quarter of wage
earners, and most particularly the top ten percent. According to calculations published by the
Rabinowitz Commission, those earning more than NIS 25,000 per month stood to receive an
additional NIS 2,000-5,000 after the reform was instituted in full, while the majority of the
Israeli workforce – whose salaries are below NIS 7,000 – stood to gain an additional NIS 40181 (Rabinowitz, 2002: Table 6).
As originally planned, the tax reductions were to be implemented gradually over the course of
six years, beginning on January 1, 2003 and ending in 2008. Binyamin Netanyahu, who was
appointed finance minister at the start of 2003 in place of Silvan Shalom, decided to
accelerate the pace of the reform and set its date of completion for 2006. His plan was
approved as part of the “Recovery Plan for the Israeli Economy” in June 2003. This plan
included a number of drastic budget cuts, presented as a means of addressing the budget
shortage in light of the economic and defense conditions created by the Intifada. At the same
time, the shortfall did not prevent the government from writing off a large sum in tax
revenues.
The Finance Ministry originally proposed the tax reduction as part of a package deal in which
capital gains tax revenues would replace income tax breaks (Ben-Bassat, 2000, 57). However,
the capital gains tax rate recommended by the Rabinowitz Commission was lower than that
recommended by the Ben-Bassat Commission. The result was not surprising. In its proposed
2005 budget, the Finance Ministry revealed that capital gains tax revenues for 2004-2005
would not exceed NIS 0.7 billion, less than 10% of the country’s lost revenues due to tax
reductions: NIS 7.9 billion (Ministry of Finance, Budget Highlights, 2004: 198; 203).
In addition to lowering the income tax rate, the government also reduced the corporate tax.
This tax, 27% at present, will be gradually reduced to 25% by 2010 (Ministry of Finance,
Budget Highlights, 2004: 200).
Figures published in 2007 by the Israel Internal Revenue Service show that over the period of
2002-2010, the Treasury stood to lose a total of NIS 22 billion as a result of the cuts in
income taxes and corporate taxes – and this after taking into account certain tax increases
instituted over the same years (IIRS, 2007).
Tax cuts are considered one possible tool for perking up a lethargic economy. In Israel, the
measures were taken in the midst of the Intifada, which itself was the main cause for the
slowdown in economic activity. Given this situation, the real significance of the tax
reductions was to free Israel’s wealthiest sector from the burden of funding the consequences
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of the Israeli occupation of the Palestinian territories. And by lifting this burden, the
government made it easier for the affluent to weather the storm of the Intifada.
American Loan Guarantees
Another important measure taken by the Israeli government to cope with its fiscal crisis was
to ask the U.S. government for guarantees for the issuance of Israeli government bonds
abroad. The bonds would be used to finance the budget deficit. In July 2003, the U.S.
government complied with the request, providing guarantees amounting to $9 billion (Teig &
Zrahiya, Haaretz, June 20, 2003). Israel was now able to finance its deficit without having to
burden its citizens with higher taxes. As economic columnist Guy Rolnik stated in Haaretz,
“…this year Israel has reached the point where it sorely needs American guarantees; the
government needs shekels, not foreign currency – in order to finance this year’s projected
deficit of NIS 30 billion. The $3 billion check that the accountant general received from the
Americans will be deposited immediately in the Bank of Israel, and the accountant general
will then withdraw a check from the Central Bank in the amount of NIS 13.5 billion, with
which he will finance the entire budget deficit until the end of 2003” (Rolnik, Haaretz, July
22, 2003).
Thus it can be said that the American administration allowed Israel to conduct its military
operations against the Palestinian Authority under highly favorable domestic political
conditions. The government was not forced to strain the local capital market or to raise taxes,
steps that would have distressed Israel’s more affluent stratum. This is the very stratum that, if
faced with the threat of carrying a heavier financial burden, might have been able to press the
government to consider changing its policy regarding the occupied Palestinian territories. As
early as the first Intifada, the business community was reportedly “fed up with the devaluation
of the benefits it derived from the occupation and with the increasing burden the occupation
imposed on it” (Levy, 2003: 172). Notably, this is the same stratum whose children had
evinced a “motivational crisis” regarding their service in the I.D.F. during the first Intifada
(see Chapter 6).
The 2003 request for loan guarantees was not the first time Israel had turned to the U.S. for
this type of assistance. About a decade earlier, in 1992, during the Rabin administration, Israel
asked for American guarantees to fund the absorption of thousands of new immigrants from
CIS countries. Then, the American government stipulated that it would grant the request only
if Israel froze its settlement activity in the Palestinian territories. In contrast, the guarantees
requested in 2003 were not used to promote Israel’s society or economy; they were utilized to
fund continuation of the policy based on a purely military approach to the Palestinian
uprising, and they enabled the Israeli government to exempt affluent citizens from picking up
the tab.
It should be pointed out that American assistance did not come free of charge. In exchange for
the guarantees, the Israeli government made a number of commitments that would adversely
affect large segments of the Israeli population (for the list of commitments see Teig &
Zrahiya, Haaretz, June 20, 2003).
1. A commitment to keep the budget deficit at not more than 2.5-3.0% in 2004, and 2.02.5% in 2005. This commitment ruled out the possibility of any government effort on
behalf of the citizenry that would involve enlarging the budget.
2. A commitment to reduce wages in the public sector. Since the public sector employs a
considerable portion of the Israeli labor force, this commitment was bound to have a
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3.

4.
5.

6.

far-ranging effect on the job market as a whole. Indeed, the cabinet did attempt to
reduce public sector wages, by fiat rather than through negotiations with the
Histradrut, the Israeli confederation of labor unions. The move set off a bitter conflict
between the government and the Histradrut involving strikes and court appeals.
A commitment to implement changes in the pension system. The Israeli “pension
reform” led to the privatization of pension funds and their sale to insurance
companies, to a two-fold increase in management fees paid out of pension savings,
and to a reduction in monthly pensions for retired persons.
A reduction in child allowances. The government did drastically reduce these
allowances, leading to an increase in the rate of poverty among large families.
The unification of local authorities. While the government did not succeed in
implementing this step, in 2004 it drastically reduced funding for local authorities.
This move resulted in their being unable to pay salaries for months.
Privatization, by the end of 2004, of two of the following four companies: El Al,
Bezeq, Bank Leumi, and the Oil Refineries. By 2008, all four had been privatized.

Most of these commitments are, quite likely, the very same measures that Israel was willing
to impose on itself; in fact, they reflected the policy priorities of the administration,
particularly under Prime Minister Ariel Sharon’s second finance minister, Binyamin
Netanyahu. Nevertheless, the fact that the conditions were included in a written agreement
between the two governments – and that Israel would have to meet those conditions in order
to receive the rest of the guarantees in future years – meant that Israel undertook in advance to
restrict its own freedom of action.
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Chapter Eleven: The Social Cost
Between September 2001 and September 2004, the Israeli government implemented a series
of eight budget cuts, totaling about NIS 60 billion. The axe fell most heavily on social service
budgets – the social safety net and education, health, and housing services.
Neo-liberal socio-economic policies, which made their first inroads into Israel in 1985, when
the government adopted the Emergency Economic Stabilization Plan, now took an
unprecedented leap forward. The immediate goal of the 1985 Emergency Plan had been to
administer shock treatment to a country suffering from runaway inflation at the annual rate of
more than 400%. At the same time, the Emergency Plan introduced into the Israeli political
economy the operating principles of the free market, commonly referred to as “the
Washington Consensus,” and identified with Margaret Thatcher in England and Ronald
Reagan in the U.S. The Emergency Plan ushered in liberalization of economic activity, a
reduced role for government and the state budget, the weakening of organized labor and the
scaling down of wages. With all that, the Emergency Plan was significantly more moderate
than the measures introduced at the time of the second Intifada by the Sharon cabinets, first
under minister of finance Silvan Shalom and then under minister of finance Binyamin
Netanyahu. Moreover, the 1985 Emergency Plan was implemented with the agreement
(albeit, somewhat forced) of the Histadrut. In contrast, the Sharon cabinets acted not only
without bothering to consult the Histadrut but also with the expressed purpose of
orchestrating a public confrontation with it. Notably, about five years after implementation of
the Emergency Plan, when the thousands of new immigrants from CIS countries and Ethiopia
began immigrating to Israel, the government responded by softening the principles of its
newly adopted neo-liberal policies in order to give the newcomers as soft a landing as
possible in their new home. The Israeli government found the wherewithal to launch a
concentrated effort to create employment opportunities for the new immigrants and to expand
the social safety net so as to accommodate their special circumstances. During the second
Intifada, the Sharon government did an about-face.
The steps taken by the Sharon cabinets to deal with the economic and social reality created by
the second Intifada distanced Israel from the Western European social democratic model of a
welfare regime; instead, they brought Israel closer to the liberal model found in countries such
as the U.S., Australia, and New Zealand. Israel drew away from a political-economic regime
based on high social cohesion reflected in high levels of taxation that finance universal public
social services. Instead it drew closer to regimes typified by low social cohesion, where low
tax levels finance only limited and partial public services, and the private purse – that is, those
who can afford it - pays for the rest. Instead of striving for a middle-class society
characterized by a high degree of solidarity, Israel jumped in the direction of a pyramidal
model that polarizes the conflicting interests of the different social strata.
Some Western European governments have also been making changes in their Social
Democratic regime, in response to domestic and international pressures to promote growth by
introducing "flexible employment" models and by reducing the cost of the social safety net.
However, the steps these governments are taking are very gradual and carefully designed, so
as protect various state programs. Furthermore, the recommended changes are exposed to
wide public debate in which labor unions play a prominent role. In Israel, on the other hand,
the method employed was shock therapy – a multi-dimensional social experiment conducted
by a government impervious to public opinion.
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The cuts were made in a series of hastily executed steps. They involved across-the-board
reductions in the budgets of all government ministries – a method that does not take into
account priorities based on the long-range interests of Israeli society.
In some cases, the government tried to wrap the budgets cuts in the cloak of social planning.
The reduction in income maintenance, for example, was cloaked in the wrap of the Wisconsin
Plan – an Israeli code word for programs launched in the U.S. under a “welfare to work”
policy, which were preceded by public debate that extended over an entire decade. In the
U.S., when the federal policy went into effect, in 1996, it was at the height of a wave of
economic growth conducive for pushing citizens back into the job market. In addition, the
U.S. government gave assurances that it would continue to assist needy families for a period
of five years. In Israel, on the other hand, the government chose to make drastic cuts in
income support benefits in the throes of an economic recession in which over 200,000 Israelis
were out of work. Although the Israeli government appointed a committee to examine, among
other things, the practices adopted by other countries, it went ahead and made cuts in income
support benefits before the committee had even presented its final recommendations.
The down-sizing policies had such an adverse effect on the social service systems in Israel
that they will be very difficult to rehabilitate. Today, a return to a social safety net that
provides fair unemployment compensation, decent income support and reasonable old age
pensions that preserve their cash value over time looks much more difficult than it did on the
eve of the outbreak of the Intifada. And the return to a pension system based on the
involvement of pension fund members, on non-profit institutions, and low management fees
looks much more improbably, too.
Were the Budget Cuts Spurred by the Intifada or by Ideology?
Should Israel's fiscal policy be included in a discussion of the price of the occupation? The
question begs to be asked, given the fact that the economic and social measures taken by the
Sharon governments are, among other things, the reflection of a very clear ideology – a neoliberal agenda calling for cutting government expenditures and granting near carte blanche to
business interests.
Since at least 1985, all Israeli administrations – whether left or right – have adopted neoliberal policies. All espoused the privatization of government corporations and public
services. All tried to limit their budget expenditures and all strove to shrink the social safety
net. Unemployment benefits, for example, had been gradually eroding for about a decade
before the second Intifada.
Until the second Intifada, however, no Israeli government had taken such extreme measures
as the Sharon governments, and under normal conditions, it is highly unlikely that any
government would have considered recommending such measures, wrapped as packages to be
delivered in a flurry to the Knesset for hasty approval. It is hard to imagine such far-reaching
steps being taken without the prevailing atmosphere of the Intifada, particularly following the
suicide bombings on buses, in restaurants and in banquet halls. The combination of “military
emergency” and “danger of fiscal and financial collapse” set the stage for the administration
to take these drastic steps. It is not coincidental that the government chose to call its first
major budget-cutting plan "The Economic Defensive Shield,” using the very same name that
the I.D.F. chose to call its operation to re-occupy Palestinian towns. It was the Intifada that
colored Israel's macro-economic policy.
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The Intifada created the economic and fiscal emergency; the neo-liberal "Washington
Consensus" served as the arsenal from which Israeli leaders drew the tools to deal with that
emergency. In retrospect, it appears that the Sharon cabinets had been waiting for a historical
opportunity to realize their ideological principles. This was most clearly evident under
minister of finance Binyamin Netanyahu. Well-practiced in coining media catch phrases,
Netanyahu, a proud devotee of Margaret Thatcher politics and of Milton Friedman
economics, declared that he intended to put an end to the situation in which a thin man (the
business sector) was forced to carry a fat man (the public sector) on his back. He also declared
that the top ten percent of wage earners was paying 90% of all taxes, thus dragging along a
large number of people who were either not working at all or not working hard enough (The
top ten percent of wage earners actually pays only 50% of total taxes; see Etkin, 2004).
Netanyahu called on the recipients of income support benefits to “go out and work” –
disregarding the fact that many actually do work, but for sub-minimum wages.
The import of neo-liberal economic ideology becomes clear once we consider the economic
policy options ignored by Sharon and Netanyahu. To begin with, the emergency was not a
situation that was entirely imposed on Israel: Israel itself played the crucial role in its creation.
One option that was open to it was, of course, to maintain an open door to renewal of
diplomatic negotiations. Israel could also have heeded the urgent calls of Palestinian leaders
to renew negotiations, once they felt the full impact of the disproportional reaction of the
I.D.F. (Drucker and Shelah, 2005). Another alternative would have been for the I.D.F. to
respond to the initial Palestinian action in a way that did not overly burden the defense
budget. After all, the I.D.F. was not fighting against a regular, well- equipped army, and it did
not have to maintain large forces in reserve for use on other fronts. The option chosen – to
mount a full-scale military attack and re-occupying the entire West Bank – was an expensive
one.
Moving now from the terrain of diplomacy and warfare to the terrain of economic policy, it is
quite clear that there were many other routes the government could have taken to confront the
economic and fiscal crisis created by the Intifada: for instance, increasing the capital gains
tax; raising income tax for the upper income brackets – or at least not reducing it; imposing a
war loan; cutting the salaries of senior government officials, local government officials, and
high-ranking military officers; cutting the “fat” in the military budget; or reducing
government benefits to well-to-do sectors of the population, among them residents of the
Israeli settlements in the Palestinian territories. Instead, the option chosen was to make cuts
that mainly lowered the standard of living of Israel’s middle and lower classes.
Altering the Balance between Defense and Social Service Outlays
One clear result of the budget cutting policy was an upset in the balance that had developed
over the years between defense outlays and social service outlays, with the latter bearing the
lion’s share of the cuts. The budget cuts did not affect defense outlays, as these were actually
increased; thus the main target of the frequent budget cuts was the social services sector.
Concerning the effect of the first two years of the Intifada, the Ministry of Finance noted the
following: “In light of the security situation since September 2000, the Ministry of Defense
has received additional resources in 2000-2002 amounting to NIS 7 billion. In the said period,
the allocation for the Ministry of Defense was funded by reductions in the budgets of other
government ministries – and specifically in transfer payments [i.e., social security
payments]…” (Ministry of Finance, Budget Highlights, 2003: 57).
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The following table indicates that throughout the 1990s, the ratio between defense
expenditures and social service expenditures remained stable; the latter constituted 50% of all
government expenditures (not including interest payments or debt service), while defense
accounted for 30-31%. This balance changed during the Intifada: The defense budget, which
constituted 30.3% of the government’s operational budget in 1999, rose to 31% in 2000 and
to 32.8% in 2002. The social services budget, on the other hand, which constituted 50.7% of
the government’s operational budget in 1999, dropped to 47.7% in 2002. Looking at absolute
numbers, we see that between 2001 and 2002, while the social services budget dropped from
NIS 84 billion to NIS 80.5 billion, the defense budget rose from NIS 52.1 billion to NIS 55.4
billion. This ratio was maintained in the 2003-2005 period, in which the defense budget
remained close to its expanded 2002 level, and the social services budget remained close to its
reduced 2002 level.

The Burden of Occupation, 2008
The Adva Center, POB 36529, Tel Aviv

125
Table 22: Budgets for Defense and for Social Services, 1994-2005
NIS billions, at 2006 prices

Year

Budget for
Social Services

Budget for
Defense

1994

65.9

39.1

49.9%

29.6%

1995

68.2

41.9

48.9%

30.0%

1996

74.7

44.8

49.6%

29.8%

1997

73.2

44.9

49.7%

30.5%

1998

74.5

46.4

49.6%

30.9%

1999

77.9

46.6

50.7%

30.3%

2000

79.1

49.3

49.6%

31.0%

2001

84

52.1

49.6%

30.7%

2002

80.5

55.4

47.7%

32.8%

2003

80.3

52.4

49.0%

31.8%

Budget for
Social Services
as % of
Government
Activities
Budget

Budget for
Defense
as % of
Government
Activities
Budget

Notes:
1.

2.
3.

4.
5.

Defense budget figures for 1994-2003 are actual outlays, and they include the ministries of Defense and Public Security, as well as
the secret services; the figures for 2004 and 2005 are taken from the budget proposals, which do not include allocations for the secret services.
Military reporter Aluf Ben estimates that in 2004 the secret services budgets amounted to NIS 3.75 billion; we used the same figure for 2005.
The social services budget for 2005 does not include NIS 1.5 billion for the Ministry of Labor that was listed with the Ministry of
Commerce and Industry.
The social service budgets include the following: education, higher education, labor and social affairs, religious services, health,
construction and housing, absorption of immigrants, payments to the disabled and Treasury payments to the National Insurance Institute. They
include development budgets for education, health, housing, and housing grants.
Housing grants are an estimate only; implementation is usually around 70%. In the proposed budget for 2004, the Finance Ministry
padded the grants allocation, thus making the social services budget appear larger than it really was.
The development budget of the Ministry of Education for 2005 includes NIS 0.5 billion for implementation of the Dovrat report
recommendations.
Sources: Adva Center analysis of Ministry of Finance, Accountant General, Annual Report, various years; Budget Proposal, Budget
Highlights, various years.
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The Budget Cuts and Social Polarization
The Sharon administrations’ budget policy further upset the balance between the various
social classes, which had been gradually shifting, most noticeably since 1985. For at least the
past 20 years, inequality has been on the rise, as evidenced in part by the relative decline in
the income level of low wage earners and a relative rise in the income level of high wage
earners. In addition, the country’s middle class has shrunk, from a third of households in 1988
to 27.6% in 2005. The middle class’ slice of the income pie has also decreased in size, from
28% in 1988 to 21% in 2005. (The middle class is defined as the segment of households
whose income ranges between 75% and 125% of the median household income in Israel;
Swirski & Konor-Attias, 2007). In other words, while the country’s wealth is being
increasingly concentrated in the hands of a minority, the middle stratum is shrinking and the
expanding lower stratum is receiving a diminishing portion of the total income.
The Sharon governments’ budget cuts accelerated those trends. The middle stratum was hurt
by cutbacks in government jobs, one of the mainstays of the middle class in most developed
nations. It was also hurt by changes in the health and education systems, in which services
previously provided universally and free of charge became available at various levels, some
of which required the payment of fees. In addition, the middle class was also affected by
changes in the pension system. Given these conditions, it had to run faster just to stay in
place.
For the lower class, the most serious blow was the drastic cuts in the social safety net. This
net, which was constructed during the two decades following the Six Day War, marked
Israel’s inclusion in the group of nations whose resource-poor citizens could rely on universal,
legislated government entitlements, rather than on welfare or philanthropy. Today, in the
wake of the cuts, Israelis who are either unemployed or whose incomes are insufficient to
support their families are becoming dependent on assistance from philanthropic institutions –
a situation that recalls the years before the establishment of the welfare state in Israel.
At the same time, the country's wealthy were barely affected by the Intifada; in fact, this
stratum actually benefited, as we have seen, from significantly lowered taxes. The cuts in the
social services did not affect them, since they could easily compensate for them through outof-pocket payments. Furthermore, these payments enabled the wealthy to create exclusive
services within the public service system, as the new system differentiated between those who
could afford additional payments and those who could not. The budget cuts, therefore, gave
rise to quasi-private sub-systems within the universal public systems, exacerbating inter-class
friction yet promoting the intra-class solidarity of the wealthy segment, along with the
interests and ideology it shared with the leadership of state.

Diminishing Social Services
Eight consecutive budget cuts in the social services changed the nature of some of these
services. The cuts have only accelerated the trend of rolling back free social services provided
on a public and universal basis.
The following is a brief description of the main services that underwent heavy budget cuts in
the fours years of the second Intifada:
The Health System: Both the public health care delivery system and the general health of
Israelis are quite good, in comparative terms. The main problem, for years, has been the need
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to update the benefits package provided in the framework of the National Health Insurance
Law (1994). Erosion in government support began even before the second Intifada. However,
in 2002, for the first time, the ministers of health and finance signed a three-year agreement
limiting in advance budget increments to the public health system, and new, similar
agreements were signed in 2004 ande 2006. In fact, these agreements gave official sanction to
an ongoing process of erosion in public support for health services provided by law.
According to figures released by the Ministry of Health, the public health system has an
accumulated shortfall of about NIS 10 billion (Swirski and Konor-Attias, 2007: 27). In the
absence of adequate funding, the HMOs have been charging user fees for various health
services and increased co-payments for medications, while insurance companies offer
supplemental insurance to cover services not provided under the law. These phenomena are
creating two types of health service consumers, those who can pay for “extras” and those who
cannot pay. In the long run, the differentiation is liable to exacerbate class differences in
health status.
The Education System: For many years, the education system in Israel has been characterized
by large achievement gaps between schools in wealthy areas and schools in working-class
neighborhoods, development towns, and Arab villages. About 60% of Israeli students do not
earn high school baccalaureate diplomas at the level required for university admission, and
only 30% of high school graduates enroll in institutions of higher learning within six years of
completing their studies (ibid: 23).
In the 1950s and 60s, educational gaps stemmed from differences in the quality of teachers,
the existence of different curricula, and the varying degrees of openness of the education
system toward the heritage of the country’s various ethnic groups. In the 1980s, financial
considerations entered the picture, as cuts to the Ministry of Education budget at the time led
to initiatives by middle class parents to privately fund additional study hours.
The review presented above indicates that there is a need for radical change if Israel’s goal is
to provide a quality education for more of its children. It is clear that the country needs to
invest larger resources in the education system. However, during the Intifada years, the
Education Ministry’s budget for teaching was reduced, while the number of schoolchildren
grew.
In October 2003, the cabinet appointed a commission, headed by businessman Shlomo
Dovrat, to draft a plan for comprehensive reform – both organizational and pedagogic – of the
education system (Dovrat, 2004: 9). The main recommendation of the Dovrat commission was
to transfer responsibility for school administration, including the hiring and firing of teachers
and the payment of teachers’ salaries, from the central government to local authorities and the
schools themselves. This recommendation, which clearly reflects the neo-liberal effort to
downsize the state’s areas of responsibility, gives special meaning to the meager funding of
the proposed school reform: the moment responsibility is transferred to local authorities and
the schools, public attention will be diverted from the need to increase the education budget
and will focus instead on the administrative efficiency of local-level administrators.
Responsibility for the gaps in scholastic achievement will devolve from the central
government to particular local institutions.
The cuts made during the years of the second Intifada led, eventually, to long elementary and
high school teacher strikes in 2007. The high school teachers' strike was the longest in Israel’s
history.
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Education and health make up the lion’s share of the social services budget. The following
areas in which budget cuts have been made are also worth noting:
The Higher Education Budget, which amounted to NIS 5.63 billion in 2001 (2007 prices),
was almost exactly the same - NIS 5.35 billion - three years later in 2004, despite the fact that
in the interim the number of students grew by 6%. Moreover, in 2002 and 2004, large budget
cuts were made, leading to faculty dismissals and a reduction in scientific activity. These cuts
are expected to mar the scientific standing of Israeli institutions of higher learning; they will
also certainly hurt efforts to expand higher education among Israeli youth. We recall here that
only 30% of all Israeli high school graduates (in 1998) were registered in an institution of
higher learning six years later.
The budget cuts led eventually to a change in the government’s commitment to widen
accessibility to higher education. In 2006 it appointed a commission chaired by Avraham
Shohat, a former minister of finance, that recommended raising tuition, introducing
differential tuition and differential lecturers’ salaries, and limiting future growth of the student
body.
The effect of the cuts made during the Intifada took some time to sink in, and it was only in
2007 that university professors went on strike – the longest university strike ever.
The Research and Industrial Development Budget, an important component of funding for
scientific research in Israel, amounted to NIS 1.04 billion in 2005, 40% less than the budget
for 2001 (NIS 1.83 billion). The research and development budget is an integral part of
Israel’s science and technology efforts, and a cut IN this area will have the same effect as the
cut in the budget of institutions of higher learning.
Development Budgets for Health and Education, which together amounted to NIS 1.2 billion
in 2001 (2007 prices), were halved and, in 2005, constituted NIS 0.59 billion. These monies
are used for the building and refurbishing of school and hospital buildings. The cuts augur
neglect of the physical infrastructure of these two systems.
The Government Housing Assistance Budget, part of the Ministry of Construction and
Housing, was NIS 3.28 billion in 2005, down from NIS 5.28 billion in 2001. One explanation
for the decrease, of course, is a lower demand for housing due to the economic recession and
an overall reduction in the standard of living. Beyond this, however, the government has
openly declared its intention “to reduce [its] involvement…in the mortgage market and to
allow the development of private markets…” (Ministry of Finance, Budget Highlights 2005,
2004: 179). The effect of these cuts is that young couples interested in purchasing homes will
need to meet much stiffer conditions than those faced by their parents.
Government Funding of Local Authority Budgets, which was NIS 5.3 billion in 2001, dropped
dramatically, to NIS 3.8 billion in 2004. The cut had an adverse effect on the ability of many
local authorities, particularly the less affluent, to provide services at a reasonable level.
Thousands of local authority employees went without wages for several months. In the end,
following a series of protests and strikes by the local authorities in the greatest distress, the
government added NIS 0.8 billion in funding, but only for those local authorities willing to
sign a “recovery” agreement requiring them to dismiss employees and charge residents higher
fees for services – this in a period of economic recession affecting residents in outlying
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regions most severely. Even after the additional NIS 0.8 billion, central government funding
for local authorities in 2004 and 2005 was 30% below its 2001 level.
The local authorities are an important component of the Israeli public social service system. If
the central government restricts their ability to function properly, the resulting impairment in
social services is most severe in local authorities that are unable to rely on local resources as
an alternative source of funding. In fact, this is the case in most local authorities in Israel:
only 15 of all the authorities are wealthy enough to forgo a “balancing grant” from the
Ministry of the Interior. In 2004, the more affluent local authorities that were able to balance
their budgets without government assistance joined together into a single organization to
distinguish themselves from the others.
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Table 23: Changes in the Social Service Budgets, Selected Allocations, 2001- 2005
NIS billions, 2006 prices
2001

2002

2003

2004

2005

Funding of National Health Insurance Law

9.77

9.44

9.84

9.84

10.32

Ministry of Health development budget

0.36

0.27

0.20

0.14

0.12

Ministry of Education teaching budget

11.31

10.71

10.26

10.45

9.62

Ministry of Education development budget

0.80

0.61

0.57

0.37

0.44

Cultural Affairs

0.50

0.45

0.47

0.35

0.37

Higher Education

5.44

5.03

5.94

5.43

5.66

Research & Development (Ministry of Industry,
Commerce and Labor)
Government housing assistance

1.83

1.56

1.85

1.13

1.04

5.28

4.46

4.09

5.98

3.28

Local authorities

4.64

4.37

3.58

3.22

3.38

Notes:
1.
2.
3.
4.

All the figures are net expenditures, with the exception of Research and Development, which are gross figures.
The 2005 development budget of the Ministry of Education was reduced by NIS 0.5 billion to finance implementation of the
Dovrat report recommendations.
As the housing assistance budget has not been fully utilized in recent years, actual outlays for social services are lower than budget
allocations.
Budget figures for 2001-2003 are actual outlays reported by the accountant general; 2004 figures are those approved by the
Knesset in January 2004; 2005 figures are from the proposed budget.
Sources: Adva Center analysis of Ministry of Finance, Accountant General’s Office, Annual Report, various years; Budget
Instructions, various years; Proposed Budget, various ministries for various years.
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Holes in the Social Safety Net
The hardest blow dealt by the budget policy of the second Intifada years was directed at the
social safety net, embodied in the entitlements and allowances administered by the National
Insurance Institute.
Israel’s social safety net was woven over a long period of time. Although the National
Insurance Institute was established in 1953, it provided its first significant allowance – an old
age pension – only in 1957. The current social safety system developed, for the most part,
following the Six Day War, in the 1970s and ‘80s. In 1973, the first unemployment benefits
were provided; in 1975, universal child allowances came into being (while a separate
allowance for the children of citizens who had served in the I.D.F.– which discriminated
against Israeli Arabs, who do not serve in the army – continued until 1994). Most of the
benefits to which disabled persons are entitled were initiated between 1974 and 1981,
followed by income guarantees in 1982 and long-term care benefits in 1988.
Israel’s social safety net is comprehensive and universal, with a basic structure more closely
resembling Western European than U.S. systems. Its major weakness is the low level of
assistance it provides. In Israel, those who are forced to rely only on National Insurance
allowances for their subsistence are at poverty level. Compared with most developed nations,
Israel’s overall expenditures for social benefits are modest. The impact of the Intifada years
lowered the level of allowances even further. In some instances, the reductions have been so
large that those allowances no longer serve their intended purposes.
Cuts in social services have generally been made across the board, so that their impact on
programs and activities was shared more or less equally by the various ministries. However,
the social safety net was treated in a different manner.
One method of making cuts in the safety net was to change the basic components of some
benefits – primarily income support, unemployment compensation, and child allowances – in
such a way that the amounts were drastically reduced. We will discuss specific changes
shortly.
The other method was to change the way in which benefits were indexed, leading to their
gradual, long-term erosion. Until the budget cuts were made, the National Insurance Law
required annual updating of all allowances, with the exception of child allowances, in
accordance with the country’s average wage. When the cuts started, however, it was decided
to freeze the 2001 level of benefits through 2005. Beginning in 2006, allowances were linked
to the Consumer Price Index, rather than to the average wage. (Child allowances had
previously been linked to the CPI.) This change in linkage is a recipe for long-term erosion,
since in periods of economic growth, the average wage usually rises faster than the CPI. The
National Insurance Institute calculated that by the year 2020 the change in the linkage system
would lower old age pensions from 16% to 11% of the average wage – that is, an erosion of
30%. Other types of allowances will be similarly eroded over time (National Insurance
Institute, 2004: 39).
The National Insurance Institute described the significance of these steps as follows: “In the
years 2002-2003, the government decided on a significant change in its social policy that will
have a long-term impact on Israel’s welfare state. In the framework of five economic
programs [at that time] approved by the Knesset, profound structural changes were made in
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the National Insurance Institute benefits system, including significant reductions in most
allowances. The series of cuts in benefits in 2002-2003, coupled with those expected in the
coming years, is long and has left none of the populations eligible for benefits
untouched…Ideas that lay at the roots of the welfare policy that developed over two and three
decades – such as keeping the standard of living of benefit recipients in line with that of the
general population – were snatched away and abandoned, overnight, with no serious public
debate. The new policy has perforated the social safety net and erased the achievements of
many years…” (ibid: 29).
The basic structure of the social safety net has remained intact, for now: no benefit has been
deleted from the Book of Laws. However, much of their content has been removed.
Unemployment Compensation
Unemployment compensation first came under fire in the 1990s, when the immigration wave
from CIS countries resulted in increased unemployment, and payments rose accordingly.
Throughout that decade, successive administrations made efforts to reduce payment levels,
both by changing the rates and by creating stiffer eligibility requirements (Fraenkel, 2001).
During the second Intifada, however, more severe measures were introduced, essentially
changing the nature of this benefit: rather than serving as a safety net for workers who lost
their jobs until they found new employment, unemployment benefits were reduced to the level
of temporary handouts.
In the words of the National Insurance Institute: “…In 2002-2003, some of the most austere
changes were made to unemployment compensation: payment levels were reduced, the
maximum period for receiving compensation was shortened, and eligibility conditions were
stiffened, mainly by lengthening the period of work required before one would be eligible.
Even before these changes to the law came into effect, Israel’s Unemployment Benefits Law
was one of the most stringent of its type in Western countries, all the more so following the
changes instituted in 2002-2003. Stricter eligibility requirements for unemployment benefits
and the reduction in their level in 2002 were intended primarily as a means of reducing
unemployment expenses, part of an overall policy of lowering transfer payment
expenses…Just at the time when there was a decisive need for unemployment benefits, many
unemployed persons were subjected to the effects of the economic recession … without
sufficient economic protection” (National Insurance Institute, 2004: 41-42).
The effects referred to centered on a significant reduction in the level of unemployment
compensation – despite the concomitant increase in the number of unemployed persons. The
relevant data are presented in the following table. They indicate that in 2001, the cost of
unemployment payments grew by 17.4%, a reflection of the rise in unemployment rates due
to the economic crisis brought on by the Intifada and the worldwide recession. Another
increase in cost was due to be recorded in 2002, since unemployment figures continued to
grow. However, the first signs of cutbacks appeared at that time, and a reduction in cost –
rather than an increase – was recorded that year. The reduction began to snowball in 2003,
when, despite a further increase in the number of unemployed, there was a 30% drop in
payments (National Insurance Institute, 2004: 382).
The level of unemployment compensation depends on a number of factors, including age,
length of the period of unemployment, and wage level before unemployment. Therefore, it
was impossible to calculate exactly how much larger unemployment benefits would have
been had the cuts not been made. Nevertheless, it can safely be said that without the cuts,
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unemployment benefits in 2003, which amounted to NIS 2.5 billion, would have been as high
as NIS 4 billion.
Table 24: Unemployment Compensation Payments
and Number of Unemployed Persons, 2000-2006

Year

2000
2001
2002
2003
2004
2005
2006
2006

Payments
In NIS
Billions
At 2007 Prices
3.29
3.86
3.68
2.50
2.18
2.05
1.97
1.76

Rate of
Change

Unemployed
Persons
In Thousands

Rate of
Change

0.3%17.4%
5.1%29.9%12.9%6.3%3.8%-10.7%

213.8
234.0
262.4
279.8
277.7
246.4
236.1
211.8

2.5%
9.4%
12.1%
6.6%
-0.8%
-11.3%
-4.2%
-10.3%

Sources: National Insurance Institute, Annual Report 2007; Central Bureau of Statistics, Statistical Abstract of Israel
2008.

Child Allowances
Child allowances date back to the 1950s. At the time, they were intended as a means of
compensating for the failure of the job market to pay a living wage, particularly to Jews who
had immigrated to Israel from Arab countries. Child allowances went through many changes,
most of which had to do with attempts to differentiate between Jews and Arabs – by setting
different conditions for eligibility or requiring that at least one parent serve in the I.D.F., for
example. This discrimination was ended in 1994, during the Rabin administration, when, for
the first time, the child allowance (gradually) became universal and ethnic origin became
irrelevant.
By law, the level of payment grew with the number of children per family, based on the
assumption that larger families were in greater need of assistance. In November 2000, the
Knesset approved the “Halpert Law,” which significantly increased the benefit rate for
families with five or more children. Since large families are most common among ultraOrthodox Jews and Arab citizens, the law’s opponents were members of parties that claimed
to represent middle class, secular Israelis. The Halpert Law was described by representatives
of those parties as a benefit for those who “produce children as often as they please and
become burdens on citizens who work and serve in the army.”
When it began to make cuts, following the outbreak of the second Intifada, the government
also decided to make a radical change in child allowances. While the Halpert Law pulled in
the direction of more generous payments, the budget cuts during the Intifada pulled in the
other direction. A uniform payment was instituted for each child, and the payment itself was
reduced. Thus, families with five or more children suddenly lost hundreds and even thousands
of shekels per month. The cabinet initiated and the Knesset passed this measure without
offering any sort of alternative to families for whom the child allowance had, for years,
constituted a significant source of income.
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Income Support Benefits
The income support benefit was instituted in 1982, replacing a support system that relied
mainly on the judgment of social workers in the welfare departments of local authorities.
Unlike most of National Insurance Institute benefits – old age, maternity, child,
unemployment, and others, which are based on monthly payments to the National Insurance
Institute by employees and employers – income support benefits are fully funded by the
general coffers.
In the 1990s, the cost of income support payments rose sharply, in part because of the wave of
immigrants from CIS countries and Ethiopia, many of whom had trouble finding jobs and
earning a living wage. In the late 1990s, the Finance Ministry began looking for ways to
reduce these benefits, and one model it used was a 1996 U.S. reform known worldwide as
“welfare to work” (and in Israel as the “Wisconsin Plan”). The government-appointed Tamir
Committee recommended adopting the American program, but before it even presented its
final report, the cabinet decided – within its overall budget-cutting policy at the time of the
Intifada – to drastically cut income support benefits.
Every aspect of the income support benefit was changed: the amounts paid, the income test,
and the employment test. Benefits were reduced, on average, by 30%. The most severely
affected were working families and single-parent families: benefits for low wage earners were
cut by more than 40% (National Insurance Institute, 2004: 49).
The downsizing of income support triggered the first wave of popular protests, led by Vicky
Knafo, a resident of the southern development town Mitzpe Ramon, who marched all the way
to Jerusalem, gathering on the way hundreds of supporters, mainly solo mothers. That protest
did not succeed in halting the cuts, mainly because it was not joined by other affected sectors.
It would take years for other groups to protest – municipal workers, elementary school
teachers, high school teachers, and university professors.
A Reduction in Payments by the National Insurance Institute
The cuts in every benefit provided by the National Insurance Institute led, of course, to a
reduction in the total payments made by the National Insurance Institute. The payments are
expected to go on decreasing, as the benefits continue to erode due to the change in the
linkage basis for most benefits – from the average wage to the Consumer Price Index.
Unfortunately, the National Insurance Institute does not provide long-term forecasts.
According to National Insurance Institute data, the first payment reduction in decades took
place in 2002-2003, at the rate of 7.2%. The lowest dip in payments, 5.7%, occurred in 2003.
National Insurance Institute payments dropped from a level of 9.42% of GDP in 2001-2002 to
8.88% in 2003. The Institute notes that were it not for an increase in the number of
individuals receiving benefits, the drop would have been even steeper, as it would have
reflected the actual scope of cuts to various benefits. By 2006, the cumulative cuts, when
compared to the level of benefits in 2001, amounted to approximately NIS 15 billion (Swirski
and Konor-Attias, 13.11.2007: 62).
Pension Fund Privatization
The social safety net also includes the pension system. In pre-Intifada Israel, only about half
of all wage earners were insured by a pension fund. Most of them were employed in public
service or in unionized private sector jobs covered by collective agreements. For many years,
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the pension funds were managed by the Histadrut, and pension assets enjoyed a government
safety net in the form of earmarked bonds that earned reasonable and guaranteed interest.
For some years before the start of the Intifada, Treasury officials were searching for ways to
put pension monies, safely invested in government-guaranteed bonds, into the Israeli capital
market, thus increasing the amount of available credit. One way to achieve this was to
discredit the pension funds, claiming that they were running large actuarial deficits that were
likely to result in large future government expenditures. Various experts charged that the
figures released by the Finance Ministry were inflated and that there were quite reasonable
ways of dealing with the problem. However, the cabinet had more extreme measures in mind;
in 2003, as part of its “Recovery Plan for the Israeli Economy,” a fundamental change was
made in the country’s pension system – a change that could only have been possible in a time
of alleged financial emergency.
While it is true that other countries have also been introducing changes into their pension
systems, none of the steps taken elsewhere have been as extensive as those in Israel. Isolated
examples of such extreme measures might be found in Mexico, or in Chile during the regime
of dictator Augusto Pinochet. Moreover, unlike other areas discussed here – such as tax cuts
or the “Wisconsin Plan” – for which a committee of experts was set up to study the issue and
submit recommendations, the changes in the pension system were made with no prior input
whatsoever by public or professional consultants (with the possible exception of a
commission that recommended postponement of the statutory retirement age).
The principal changes made were as follows:


The pension funds were nationalized, as a preliminary for the subsequent sale of three
of them to commercial insurance companies.



The management fees for the new funds, which had already been quite high, were
doubled. While this made the funds more attractive to investors, it lowered the pension
levels of the insured.



The monthly pension allowance was reduced, even for persons currently drawing
pensions.



The pension funds were required to invest 70% of their assets in the capital market,
and only 30% in earmarked government bonds, at a lower interest rate than in the past.
Earlier, the ratio had been the opposite: 70% of pension assets had been invested in
earmarked government bonds, at a higher rate of interest, and 30% in the capital
market.



The statutory minimum retirement age was to be raised gradually from 65 to 67 for
men, and from 60 to 67 for women.

As a result of these changes, employed persons who are members of pension funds, who
could previously plan their retirement with a good deal of certainty about the size of the
pension they would receive, now know with greater certainty that they will receive smaller
pensions – mainly because management fees were doubled and the interest on earmarked
bonds was reduced. Moreover, these wage earners can no longer calculate the amount they
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will receive, since the lion’s share of pension assets is now invested in the capital market
(although much of it will probably continue to be invested in government bonds).
An Increase in Poverty
The economic recession, growth in unemployment, budget cuts, and shrinkage of the social
safety net had the combined effect of increasing poverty in Israel. Poverty level is defined as
having an income equivalent to 50% or less of the median salary.
Between 2000 and 2006, the incidence of poverty increased by 15%, from 17.6% to 20.2%.
The largest increase occurred within a single year, 2002-2003, when the incidence of poverty
jumped by 1.5% percentage points, from 17.7% to 19.2% of all families.
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Table 25: Poverty Rates Among Families, Individuals and Children,
2000-2007
After Transfer Payments and Direct Taxes
In percentages
Year

Families

Individuals Children

2000

17.6

18.8

25.1

2001

17.7

19.6

26.9

2002

18.1

21.1

29.6

2003

19.3

22.4

30.8

2004

20.3

23.6

33.2

2005

20.6

24.7

35.2

2006

20.0

24.5

35.8

2007

19.9

23.8

34.2

Note: The figures do not include residents of East Jerusalem.
Source: National Insurance Institute, 2008, Poverty and Inequality in Income Distribution 2007, Main
Findings; and Annual Survey, various years.

Not only did the number of poor people and their proportion increase; the state of poverty
itself worsened. In other words, the poor became poorer. The situation is reflected in an
indicator of the average distance families` incomes are below the poverty level. In 2000, the
average income of Israel’s poor was 25.6% below poverty level, and in 2006, it increased to
33.3%.

Table 26: The Depth of Poverty, 2000-2007
Year

2000
2001
2002
2003
2004
2005
2006
2007

By Disposable
Income
All Israelis
25.6
26.1
29.7
30.5
33.3
33.1
33.8
34.3

Notes:
1. “Disposable income” refers to income after taxes and transfer payments
Sources: National Insurance Institute, Annual Survey, various years.
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In 2003, National Insurance Institute allowances lost some of their capability to reduce the
scale of poverty, as measured by income. These allowances pulled 43% of Israel’s poor above
the poverty level; a year earlier, in 2002, they had been able to pull 47% out of poverty
(National Insurance Institute, 2004: 3).
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Chapter Twelve: Summary
Israel’s continuing control over Palestinian territories occupied by the I.D.F. in 1967 has
become a heavy burden. For quite some time, Israel has been paying "the price of arrogance"
– the arrogance that permeated its decision-makers following the country’s resounding victory
in the Six Day War. The sense of power at the time tempted many leaders to believe that
Israel could control the occupied Palestinian territories and bite off more and more of them,
while ignoring the collective aspirations of the Palestinian people.
In the twenty years preceding the first Intifada, this arrogance did not carry a heavy price tag.
The I.D.F. was able to control the Palestinian territories without deploying a great number of
troops and without overly burdening Israel`s military budget. No demands were made on the
nation’s treasury to contribute to the welfare of Palestinian residents of the territories, since
their standard of living actually rose, thanks to the relatively high wages earned by the
thousands who came to work daily on the Israeli side of the Green Line or in the Jewish
settlements in the West Bank and the Gaza Strip. Their Israeli employers profited, too, as did
many manufacturers, for whom the occupation opened the door to a new consumer
population. The Israeli government prevented Palestinian entrepreneurs from developing
products and services that are produced in Israel, thereby sparing Israeli exporters local
competition. The Israeli treasury swelled with tax revenues – from purchase taxes, customs
and value-added taxes on goods, and payroll social security deductions – revenues that by law
should have benefited Palestinians but did not. Israeli farms and homes were supplied with
quantities of water on a par with those of Western countries, due in part to Israel’s control of
all water sources west of the Jordan River and its refusal to allow greater water use by
Palestinian farms and homes.
While Israeli farmers, contractors, manufacturers, and exporters were profiting handsomely
from the occupation, life for many other Israelis became grimmer. The most prominent
among the losers were blue-collar workers – both Jews (primarily Mizrahim) and Arabs.
Some were directly affected by the entrance of Palestinian workers into Israel, and still more
were hurt when low-income Israeli workers began to lose their bargaining power – an
outcome of the flow of Palestinian workers into the Israeli job market.
In those years, the largest Israeli budget expenditures in the Palestinian territories were for
settlements, perhaps the most concrete expression of the arrogance that led the country to bite
off larger and larger chunks of the occupied territories. The relatively modest initial
expenditures, prior to 1977, gave way to a large-scale settlement enterprise that eventually
encompassed all of the occupied territories. In essence, the settlements became the largest
public civil-military project of the era following the Six Day War. The settlement project in
the Palestinian territories pushed a numerically larger, earlier settlement project to the
sidelines – the housing and employment of hundreds of thousands of Jews who arrived in
Israel after the establishment of the state. In 1967, this project was far from complete,
requiring additional investment and development. The Begin administration’s Urban Renewal
project was not sufficient to meet the ongoing needs of this population, and the funding of
Urban Renewal was far out-balanced by government investment in the settlements. The
residents of immigrant neighborhoods and development towns, many of whom were among
the country’s lowest paid workers, were thereby dealt a double blow – they were pushed to
the margins of the government’s development projects and they lost their bargaining power in
the job market as a result of the influx of Palestinian workers.
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The cost of occupation began to spiral in the era of the Palestinian uprisings, reaching its peak
in the period of the second Intifada. The domestic economic and social price of the second
Intifada has been so large that it has cast the entire four decades of occupation in a new light.
On one hand, the second Intifada has once again shown that the Palestinians cannot match
Israel’s military might, as they are defeated on the battlefield time and time again. On the
other hand, the Intifada has made it clear that Palestinians, despite, and perhaps because of
their very weakness, can pose a serious threat to Israel’s political and economic stability.
The second Intifada led Israel into the longest recession of its history, a consecutive threeyear drop in per capita GDP, a loss of billions of dollars in local and foreign investments, a
severe crisis in some of its economic sectors – particularly tourism - and an increase in
unemployment comparable to the high rates recorded only during the recessions preceding the
Six Day War in 1967 and the period of the early 1990s, when the country saw an influx of
immigrants from CIS countries and Ethiopia.
During the course of the second Intifada, Israel lost, according to various estimates, GDP to
the tune of NIS 40-55 billion. If we add to this figure the product loss during the first Intifada
and the years between the two uprisings (during which it is more difficult to calculate the
influence of the Palestinian uprising on the GDP, since the economy was influenced by
immigration from CIS countries and Ethiopia), the total loss would be at least 50% higher.
From the very start of the Palestinian uprising, the military price of maintaining control over
the Palestinian territories grew enormously. Between 1987 and 2005, the defense budget was
supplemented by a total of NIS 29 billion owing to “events in the territories.” (Swirski and
Konor-Attias, 2007) This amount must be added to the routine costs of maintaining military
control of the territories, which are included in the regular budget of the Ministry of Defense
– for example, the cost of maintaining the I.D.F. divisions in the West Bank and the Gaza
Strip, and for secret service units responsible for the Palestinian territories. These routine
military costs, added to the supplemental costs, would significantly increase the total military
cost of the Palestinian uprising.
The second Intifada led to the construction of the Separation Wall, intended as a means of
averting Palestinian attacks within Israel. The decision to align the wall so that most Jewish
settlements would be located on the Israeli side boosted the construction costs enormously.
According to most estimates, the total construction cost for the fence will be NIS 13 billion
(Brodet, 2007: 15).
In addition to the economic and military price Israel is paying for its continued control of the
Palestinian territories, we must also take into account the large public expenditures for the
settlements. Haaretz estimates that the surplus expenses for the settlements – that is, costs
owing to the fact that these communities are located within Palestinian territories and not
within the Green Line – totaled NIS 45 billion between 1967 and 2003.
Public outlays for the settlements increased in 2005, as a result of the unilateral
"disengagement," which resulted in the evacuation of Gaza Strip of both civilian settlements
and I.D.F. installations. The cost of disengagement was NIS 9 billion.
The recession that accompanied the second Intifada, coupled with the decision to increase the
defense budget, led to a series of budget cuts amounting to NIS 60 billion over the course of
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three years, from September 2001 to September 2004. The main targets of the cuts were the
social service and the social safety net.
Cutbacks in social services took the form of erosion of government funding for the public
health system, a reduction in teaching hours in elementary and high schools, reduced funding
for institutions of higher learning, a cut in government housing assistance, and reduced central
government funding of local authority budgets.
The social safety net was weakened by drastic cuts in unemployment compensation, child
allowances, and income support payments, as well as by a gradual erosion of other
allowances, following a decision to first freeze and then link them to the Consumer Price
Index rather than to the country’s average wage.
Beyond the measurable impact and expenses, the occupation has had a damaging effect in
ways that are less easily quantifiable. Examples included in this document are:
Political instability – Israel’s relationship to the Palestinian territories has become the
country’s watershed issue, dividing the political arena into two camps, “left” and “right.”
Neither camp is large or strong enough to implement its own policy; the result is a continual
state of political instability. This can be seen in the difficulty administrations have had
gaining Knesset approval for their budget proposals in recent years. Political stability is also
threatened by the growing extremism of political struggles – to the point of violence: The
issue of the occupation prompted the first assassination of an Israeli prime minister.
Scars on the reputation of the I.D.F. – The I.D.F.’s reputation as a national institution above
the realm of political controversy has been tarnished. The Palestinian uprising forced large
I.D.F. forces into policing and riot-quelling roles, which drew criticism from both right and
left depending on the circumstances. Two prestigious government commissions, the Brodet
Commission and the Winograd Commission have concluded that the policing role assigned to
the I.D.F during the Intifadas has resulted in the degradation of Israel’s military might, as
evinced in the 2006 Lebanon war.
In addition, these unconventional roles for the I.D.F. have led some young Israelis to question
their very desire to serve in the military – the same young people who not long ago were the
backbone of the I.D.F.’s elite units and command posts.
The second Intifada left Israeli society far more fragmented and polarized than it was before.
The way the government chose to deal with the economic recession and the demand to
increase defense expenditures widened the gap between the wealthy and the rest. At the
opposite end of the social ladder, the shrinkage of the social safety net widened the gap
between the growing sector of poor people (already over 20% of the population, and quite a
bit higher if we add those slightly above the poverty line) and the rest of Israeli society. This
group has been pushed to the margins of the public agenda, and it is currently dependent
largely on community charity and philanthropic organizations. The ideal of a society that
invests in all of its members, with the aim of lifting them into the mainstream, has faded.
The Israel-Palestine Connection
All of this relates to the Israeli side. It is clear that the Palestinians have been much more
seriously hurt by the occupation and the violent confrontation with Israeli security forces. The
occasional reports of the World Bank office in Israel present a dismal picture of poverty,
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unemployment, and an overall decline in the standard of living. Since this document focuses
on the cost of the occupation for Israeli society, we have not described the situation on the
Palestinian side. Nevertheless, it is worth noting that the distinction between the internal
damage to Israel and the internal damage to the Palestinian territories is, to a large degree,
artificial. The close ties between the two economies, developed during the years of
occupation, have created a situation in which if one is damaged, the other will inevitably be
affected as well.
In retrospect, we can clearly state that Israel’s policy in the Palestinian territories, a policy that
focuses on preventing the Palestinians from developing their own economy – was shortsighted and, in a sense, comparable to “biting off the nose to spite the face.” Rather than
recognizing the potential of the simultaneous development of both sides of the Green Line,
with the aim of creating a stronger and sounder regional economy in the long run, based on
meaningful mutual interchange, consecutive Israeli administrations strove to strengthen only
one of the two sides. The Israeli economy might reasonably have benefited if the standard of
living in the Palestinian territories had risen higher than it did through the meager salaries
Palestinian workers received in Israel, and if Israel had allowed Palestinian entrepreneurs –
farmers, manufacturers, and service providers – to invest in their own businesses. Put simply,
if there were more cash on the Palestinian side, both the Palestinians and the Israelis would be
reaping the benefits.
The same can be said in regard to the future. In contrast to the pre-1967 era, when Israel could
behave as though what lay beyond the Green Line were a strange and distant world, today –
after disconnecting the Palestinian territories from Jordan and integrating the Palestinian
economy into its own – Israel will find it extremely difficult to simply turn its back on the
Palestinians, even if and when a viable Palestinian state is created, separated from Israel by a
mutually recognized border. It is clear to all that a Palestinian state cannot develop in a
vacuum, detached from its neighbors – Jordan to the East and Israel to the West. Since Israel
is the strongest and most affluent of the three, and since Israel and the Palestinians have
developed many and various links, Israel will clearly need to take a more responsible role
than Jordan. The arrogance that led to the continuing occupation now carries a long-term price
tag: If Israel desires long-term stability and peace, it must be willing to assume some of the
responsibility for developing Palestine.
Probable Costs
In economic terms, a two-state solution holds in store for Israel two costs that appear to be
higher than the possible business losses entailed by Palestinian economic independence: one
of them is the cost of reparations that Israel might have to pay to Palestinian refugees, once
there is a final status agreement; the other one is the cost of indemnification of Israeli settlers
who would have to be removed under such an agreement.
In November of 2007, on the eve of the Annapolis summit meeting between Ehud Olmert,
Mahmoud Abbas (Abu Mazen) and US president George W. Bush, the Aix Group, which
comprises Israeli and Palestinian economists who strive to formulate the economic
dimensions of a two-state solution, released an estimate of the economic cost of settling the
issue of Palestinian refugees. The refugee problem is the thorniest of all outstanding issues
between Israel and the Palestinians. The Aix Group estimated the cost of resettlement,
rehabilitation, individual compensation and the answering of property claims at between US $
55 billion and US $ 85 billion (Arnon and Bamya, 2007: 79). The sum would be paid over a
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ten year period. Israel would probably be expected to pay only part of the sum: for example,
the property claims, which amount to between US $ 15 billion and US $ 30 billion – about
one third of the total. That would involve a yearly outlay of between US $ 1.5 billion and US
$ 3.0 billion, or approximately 0.9% to 1.8% of Israel's 2007 GDP.
This is no light burden, especially in view of the fact that Israel would have to budget other
costs, most notably the cost of removing dozens of settlements from deep inside Palestinian
territory. It is difficult to calculate such a cost, as the basic quantities are not known: the
number of settlements to be removed, the number of families, the size of compensation, etc.
We do have a benchmark in the form of the total cost of the removal of the Israeli settlements
from the Gaza Strip: NIS 9 billion. The Gaza settlers numbered 7,500. Estimates of the
number of settlers living in the settlements deep in Palestinian territory range from 60
thousand to 80 thousand. Assuming that the costs will be the same, we are talking about a
total of between NIS 72 billion and NIS 96 billion, or between US $ 21 billion and US $ 27
billion (in July 2008 prices), to be spread over a number of years. It should be noted that
these sums are of the same order of magnitude as those relating to Israeli compensation for
Palestinian refugees' property.
Some Palestinians think that these two costs are so large as to deter Israel from continuing the
talks, and to encourage it to allow the present impasse to continue.
It is this writer's opinion that the potential benefits of a political settlement outweigh the price
of solving the refugee problem and the cost of an Israeli evacuation. A political settlement
that is satisfactory to both sides would allow the Israeli economy, side by side with the
Palestinian one - to grow without the constant fear of slowdowns caused by hostilities.
Furthermore, a political settlement would allow Israel to establish direct and open diplomatic
and trade relationships with all the countries of the region, opening the doors to further
economic growth.
Israel would be able to cut a substantial part of the expenses presently involved in the military
control of the Palestinian territories. Assuming a wider regional political settlement, Israel
would also be able to cut its overall defense budget, and to divert those monies to civilian
projects.
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