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(foreign legations) would not detract from the essential unity of
the city or from its stature as Israel's capital. Indeed, a mutually
acceptable regulation of this sort, symbolized by the location in
Jerusalem of Arab embassies to Israel, would end the legal ambi-
guity of the corpus separatum status assigned to Jerusalem in the
1947 UN partition scheme and permit other states to locate their
embassies to Israel in Jerusalem as well. Thus, the international
Jegitimation of Israel’s claim to Jerusalem, though not uncondi-
tional, would finally be achieved.

Without provisions to safeguard its essential objectives in
Jerusalem, Israel will undoubtedly reject any political settle-
ment, and the threat of a Palestinian state to these objectives is
really moot. Even the guidelines suggested here, though they do
promise to preserve all of Israel's essential rights and interests in
the city, probably represent the very limit of Israeli flexibility.

There is no. assurance that an agreement of this sort can be
secured: or, if attainable, that it would guarantee the city a
future free of all tension and discontent. It is virtually certain,
however, that exclusive Israeli sovereignty over the whole of
Jerusalem will not be a mutually acceptable basis for peace, and
the only apparent alternatives are a repartition of the city,
which is abhorrent to almost all Israelis, or some sort of interna-
tional regime in which Israel’s status even in West Jerusalem
would be undermined. If a Palestine-state (or any other) settle-
ment implies some symbolic diminution of unilateral Israeli con-
trol of Jerusalem, that would not appear to be an intolerable
cost to bear.

Economic implications for Israel

Just as the economic prospects of a Palestinian state are not as
forbidding as is often supposed, so, too, do the negative
economic implications for Israel of Palestinian independence ap-
pear to be frequently exaggerated. Even in the worst (and highly
improbable) case, in which West Bank/Gaza markets, man-
power, and resources were completely and suddenly closed to
Israel, the overall damage to Israel’s economy would be quickly
reparable — except for the loss of water.
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As a result of growing economic integration since 1967, the
West Bank and Gaza have emerged as important markets for
Israeli goods. By 1980, Israeli “exports” to the West Bank and
Gaza amounted to 1.5.3032.4 million of industrial and agricul-
tural products, while “imports” were only 1.5.1162.9 million.32
The difference, which is registered for accounting purposes as a
$344.7 million surplus in the merchandise category of Israel’s
foreign trade statistics, appears to be significant, especially in
view of Israel’s overall merchandise deficit of $3,379 million.3
From an economic point of view, however, this trade is really
internal. Since it is carried out in Israeli currency, its effect on
Israel’s foreign trade balance is negligible, and the argument that
restricted Israeli access to West Bank/Gaza markets would
cause a further deterioration in Israel’s balance of payments is
therefore misplaced.

Even as a “domestic” market, the territories fail to live up to
their theoretical potential. The population of the West
Bank/Gaza was approximately 30 percent of Israel’s in 1980,
but because of lower per capita income levels, the total purchas-
ing power of the territories was only 7.5 percent of Israel’s.3
Furthermore, the sectors of the Israeli economy that have the
greatest potential for dynamic future growth (science-based in-
dustry, aviation, electronics, off-season agriculture, and general
research and development) are precisely those likely to find the
West Bank/Gaza markets unpromising under any circum-
stances.

It is true that less sophisticated industries — agricultural pro-
ducts and processed foods, textiles and clothing, housewares
and appliances —benefit from the accessibility of the West
Bank/Gaza, because a larger market permits greater production
efficiency (economies of scale) and higher profitability. In these
industries, Israeli producers would probably feel some loss from
administrative exclusion or competition with Palestinian pro-
ducers operating under preferential conditions.

Furthermore, the elimination of the de facto customs union
between Israel and the territories might have an unsavory non-
economic side effect. On goods currently imported into Israel
(and the territories), Israel applies extremely high duties. If, as
seems likely, a Palestinian state lowered the duties on these
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items, there would be a great temptation for criminal elements
in Israel and the Palestinian state to join hands and organize the
smuggling of such goods across the Israeli border.*

Nevertheless, it is quite possible that these potential costs
would be compensated by new opportunities. A Palestinian
state committed to national economic development would con-
front a wide range of planning problems, some of which might
require the involvement of foreign consultants or contractors.
In some fields —land reclamation, water planning, energy pro-
duction (especially solar) and conservation, rural development,
even immigrant absorption —Israel’s proximity, its familiarity
with the area, and its own analogous circumstances and ex-
periences would leave it well placed to compete for such pro-
jects, at least on a commercial basis. Furthermore, a regional
peace might open up much more significant markets in other
Arab countries, hitherto closed to Israeli exporters. It is even
possible that some Arab states might come to view a healthy
Israeli economy as vital to Palestinian, and regional, stability.

Political sensitivities, of course, could work to Israel’s disad-
vantage and Israeli opportunities might therefore be limited,
especially in the first few years. But even if none of these poten-
tial opportunities ever materialized, the worst (and least likely)
outcome would be a total loss of West Bank/Gaza markets to
Israeli producers, and since the imports of the territories
represented less than 12 percent of Israel’s agricultural and in-
dustrial output in 1980, and only 3 percent of its GNP,3¢ that
loss would not be an intolerable cost to the Israeli economy as a
whole.

The same general conclusion applies to the question of man-
power. Because of the different scale and character of the Israeli
and West Bank/Gaza economies, the benefits of labor mobility
have been asymmetrical, as would be the costs of its termina-
tion. For while West Bank/Gaza workers in Israel constitute
almost 35 percent of the labor force of the territories, they make
up less than 6 percent of the total Israeli civilian labor force.*’
Thus, the imbalance of interest in continuing labor mobility is
so clearly on the Palestinian side that a unilateral Palestinian
decision to stop it is quite unlikely. Indeed, the threat to halt the
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flow of workers would be a much more potent political lever in
Israeli hands than in Palestinian hands.

It is true, however, that the concentration of West Bank/
Gaza workers in a few branches of the economy distorts this
overall picture. By 1980, these workers —mostly unskilled and
semiskilled — comprised over 30 percent of agricultural employ-
ees in Israel and about 35 percent of construction workers.3¢
Their sudden withdrawal would undoubtedly create manpower
shortages for some Israeli employers. Short-term production
schedules, especially in the packing and canning industries,
would be disrupted and profitability would be affected by the
ensuing rise in wage levels (just as wage levels in the West Bank/
Gaza would be depressed). Still, the adverse consequences of a
worst-case labor scenario might not be wholly unmitigated.
Higher wages might attract some of those Israelis who now re-
fuse to engage in certain types of labor, thereby reducing unem-
ployment and welfare expenditures of the central government.3°
Gastarbeiter (foreign workers) could be brought from more dis-
tant labor-exporting countries—even Egypt—although the
social problems could be considerable. And in some branches,
such as construction, the result might even be a long overdue
modernization of production techniques, delayed since 1967 by
the availability of relatively low-priced manpower. In short, the
abrupt withdrawal of West Bank/Gaza workers, however im-
probable, would cause short-term difficulties for Israel which,
while certainly disruptive, would hardly be catastrophic. And
in the longer term, after some inevitable problems of adjust-
ment, the overall consequences might actually be beneficial.

Finally, there is a potential risk that Israeli access to West
Bank /Gaza resources other than labor might be curtailed. Israeli
dependence on raw materials from these areas is low, precisely
because they are so poorly endowed. The one commodity for
which a substantial Israeli demand has developed is building
stone. When quarries in Judaea were struck in September of
1980, Israeli construction projects in the Jerusalem area fell
behind schedule.“® But aside from building stone, the only West
Bank/Gaza resource upon which Israel is dependent is water.

Israel currently draws about 300 million cubic meters of
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water per year — 18 percent of its total consumgngg from the

subterranean aqui asin) that
the Israel-West Bank border.4! It is possable for Israel to use this
water without impinging on West Bank needs or overexploiting
reserves and risking excessive salination, primarily because
ank d
cubic meters a year. 4 Of this total, aggrox:matelx 100 million is
used to water the 85,200 dunams of citrus and vegetables upder
irrigation. Much of the West Bank is not suitable for irrigation
because of topography and soil conditions. Still an independent
state committed to agricultural development would be able to
locate at least 100,000 additional dunams worth irrigating, most
of it west of the mountain ridge, requiring an increase of as
much as 100 million cubic meters per year over current supply
(based on current use rates). However, a capital-intensive pro-
gram to install storage and distribution facilities for a sprinkler
or dTip system could eliminate most of the w:nlosse&at-
tributable to the open-ditch floo thod that no
iz ing, thus reducing the use rate by
half and allowing the remaining supply to be diverted to new ir-
rigation projects.® Iheoretically at least, the area under irriga-
tiorrcould therefore be doubled without increasing the demand
for water. However, long lead times and fragmented holdings
gan that some additional pumping of groundwater — perhaps
as much as 40-50 million cubic meters —would be inevitable. 4
Some of this might come from the eastern %ggifer, which would
not affect supplies to Israel, but much would be drawn from the
western aguifer, which would reduce the amount available to
Is%e% and raise the salinity of the remaining flow. | he effect on
Israeli agriculture, in general, would be detrimental, and many
Israeli farms would have to be abandoned.

It is therefore necessary, from Israel's point of view, that an
agreement be imiting Palestinian pumping of water
west of the water divide. This agreement might include Israeli
technological assistance (irrigation systems, hothouse tech-
niques, and so forth) that would reduce the West Bank's need to
draw on groundwater reserves, but since Israel's own water
balance is so delicate and critical, some agreement to prevent
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overpumping of the western aquifer is indispensable. The frag-
mented nature of the Palestinian state would make such an
agreement enforceable. For just as Israel would be vulnerable to
West Bank overpumping, so would the Gaza Strip be
vulnerable to Israeli overpumping. Gaza water is already grow-
ing brackish because of local overdrawing, and stepped-up
Israeli pumping to the east of the Gaza Strip, to compensate for
reduced flows in the Yarkon-Taninim basin, would adversely
affect current agricultural production in Gaza and make further
expansion there altogether impossible.

This leverage would disappear if Gaza received large quan-
tities of water from the Nile (although that might make the Pal-
estinian state uncomfortably dependent on Egyptian goodwill),
in which case Israel would have to rely on other means to pre-
vent the implementation of the potential threat to her water
supplies implied by Palestinian independence. In the longer run,
of course, the optimal solution to these problems would be a
comprehensive regional water plan, including the introduction
of large-scale desalination projects and the involvement of other
states with water surpluses in regional sharing schemes. But un-
til that became possible, a bilateral agreement covering the
subterranean aquifer west of the mountain ridge would be in-
dispensable.
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