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1. Introduction

his report updates and ex-
pands upon the report: For-
eign Aid to Palestine/Israel
originally published by the Alterna-
tive Information Center in June 2005,
and revised in February 2006. Foreign
aid to the Occupied Palestinian Ter-
ritories (OPT) was the first topic ad-
dressed by the Alternative Information

Center’s Economy of the Occupation

The immense interest in the region by
the international community seems

disproportionately large

project. It has generated substantial
reader interest, drawn large audiences
to lectures and generated more speak-
ing tours, workshops and seminars
than any other topic addressed by the
project. Although less than four years
have passed since the original report
was published, many political changes
in the region have led to a change in
aid policies. These events include the
January 2006 Palestinian legislative

council elections and the changes in

the status of the Gaza Strip. Thus a
new look at the topic is warranted.

Aid must be understood in the
context of the worldwide attention
paid to Israel and the OPT, despite
the fact that the region is quite small
(about 29,000 square kilometers—or
roughly the size of Massachusetts),
and its inhabitants number less then
0.2% of the wotld’s population (at
around 10 million).
The immense in-
terest in the region
by the media and
international diplo-
mats seems dispro-
portionately large when one considers
the size of the region as well as the
fact that the area is neither extremely
wealthy nor extremely poor, and con-
tains no resources of crucial impor-
tance to the world’s economy.

Years of bloody conflict have weak-
ened both Israeli and Palestinian econ-
omies, though the latter has suffered
the brunt of the decline. Because the
Israeli-Palestinian conflict plays a cen-

tral role in international politics, signif-



Political Economy of Aid to Palestinians Under Occupation 5

icant aid has been sent to the region.
Currently, foreign aid (in the form of
humanitarian assistance and develop-
ment aid) is a defining feature of the
Palestinian economy. The amounts

of aid sent to the OPT and Israel are

Economy of the Occupation’s first report
concerning foreign aid to Israel/Palestine.
June 2005

The Economy of the Occupation

Part1

Foreign Aid
to Palestine/Israel {

Second Edition

Shir Hever

[€ The Alternative Information Center (AIC)

among the highest per-capita aid dis-
bursements in the world. This report
will attempt to understand the rea-
sons for this, and to assess the ways in
which aid affects the Israeli-Palestin-

ian conflict.

Economy of the Occupation’s revised
edition of the report.
February 2006
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2. Methodological Concerns

id can be divided into three
categories: development aid,
humanitarian aid and gen-
eral foreign aid. The latter is generally
given to a state or an organization in
order to support its actions and en-
sure its continued existence. The aid
that the US sends to Israel can be
seen as general foreign aid. The two
other forms of aid—development aid
and humanitarian aid—are usually
directed at developing disaster struck
regions. Also, foreign aid is clearly a
political act and a sign of support for
the recipient, while development and
humanitarian aid often attempt (or
pretend) to assume a neutral stance
toward the political questions that are
relevant to its operations.
Development aid has become a
strong trend in defining the relations
between the developed and develop-
ing worlds after World War II. The
objective of development aid is to fos-
ter the creation of local economic ca-
pacities, including infrastructure, em-
ployment and local sources of income.
The ultimate goal of development aid

is to narrow the gap between devel-

oped and developing countries, and is
therefore sustained and long-term in
nature.

The concept of development aid
has come under attack in post-colo-
nial writings as a Western notion, a
concept used by donor countries to
impose conditions on recipients ac-
cording to the donors’ interests and to
develop certain parts of the recipients’
economies which end up improving
the influence and control of donors
over the recipients’ markets. Donors
are also accused of using aid to en-
courage a social transformation in the
target society to make it resemble a
Western society (Hoseini, 2006).

Humanitarian aid, however, is tem-
porary in nature. Its goal is to help the
target population to better cope with
and survive a natural disaster or other
catastrophe. Humanitarian aid is of-
ten distributed through Non-Govern-
mental Organizations (NGOs)—as
opposed to governments.

Differentiating between different
types of aid is theoretically important,
but very diflicult to do in practice. Of-

ficial and legal classifications are not
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always reflected by the reality on the
ground. Recipients can also subvert
the intended purpose of the aid and
use it for a different purpose. For-
eign aid is the easiest form of aid to
subvert, because governments usually
have existing operations of both a hu-
manitarian and a development nature.
They can simply use aid earmarked
for a specific operation to replace ex-
isting government expenditure, and
thus free government resources for
other purposes.*

It is important to note that the Pal-
estinian Authority (PA) is not a typi-
cal government. It is not sovereign,
does not have its own currency, is not
able to fund its operation with local
tax collection and has less ability to
subvert aid than other governments.
Being placed under strict financial
supervision and having very few local
sources of income, the PA does not
have the financial clout to determine
local economic policy. In 2002, the PA
budget was a mere 0.42% (about half a

percent) of the Israeli national budget.
Therefore the question of aid subver-
sion should be focused on the efforts
of the Israeli authorities, which have
near-absolute control over movement,
information, population registry and
economic transactions in the OPT,

The PA institutions (and most no-
tably the Ministry of Planning ") also
use development discourse. The PA
stated agenda and priorities are in line
with the stated goals of the donors
and development agencies. However,
the reason for the unanimity of vision
is unclear. Are donor agencies follow-
ing the PAs lead? Is the PA adopting
donor priorities out of weakness and
lack of choice?™ Or is it possible that
both donors and the PA are operat-
ing within a constrained field of pos-
sibilities defined by the restrictions
imposed by Israel's occupying forces?
The discussion below will hopefully
shed some light on the forces shaping
the development discourse.

Much of the data that exists on aid

* The Structural Adjustment Programs (SAPs), launched by the International Monetary Fund

(IMF) and the World Bank, are designed to limit the freedom of governments who received

assistance to choose their own economic policies.

** http://www.mop.gov.psw/en/

*** This analysis was offered by Sari Hanafi and Linda Tabar (Hanafi and Tabar, 2004).
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to the OPT comes from sources that
are biased towards a certain view of
aid and development. The measure-
ments of the World Bank emphasize
aid that is channelled through its
own agencies and the United Nations
(UN), thereby emphasizing aid that is
donated by governments rather than
NGO:s, and follows a strict procedure
of accounting and monitoring.

Aid granted by individual donors,
charity organizations and other in-
stitutions with different accounting
procedures is not registered, counted
or even estimated by the World Bank
and the UN. This creates an uneven
tally of aid and creates the impression
that international aid from Western
sources takes a larger share of total aid
than it actually does. Also, aid from
Arab and Muslim sources has been
greatly underestimated. The Hamas
Party has been one of the major re-
cipients of this aid. Thus, excluding
these funds from the data has contrib-
uted to a misunderstanding about the
causes for the rise of Hamas in Pales-

tinian politics.

Information on the economic as-
pects of Israel's occupation of the
OPT is incomplete for several rea-
sons. Firstly, there is scant information
available about the actions of both Is-
rael’s occupation forces and the Pales-
tinian resistance. This is due in large
part to the clandestine nature of mili-
tary operations. Secondly, information
on the Palestinian economy prior to
the Oslo negotiations is based almost
entirely on Israeli sources, which con-
ducted partial surveys of the Palestin-
ian economy, and used different meth-
odologies than those used afterwards
by the Palestinian Central Bureau of
Statistics.*

In contrast with this shortage of
economic data, there is extensive in-
formation available on foreign aid to
the OPT. The UN, the World Bank,
Palestinian institutions, donors, dis-
bursing agencies, independent schol-
ars and research institutions have
printed volumes on the subject—with

much repetition.

* For example, East Jerusalem, which is classified according to Israeli institutions as part of Is-

rael, and according to Palestinian institutions as part of the Occupied Palestinian Territory, has

lead to differences in averages and aggregates.
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3. History of Aid

3.I HisToric REASONS FOR AID

id does not simply originate
from the kindness of devel-
oped countries towards less
privileged ones. The developed world
has built its wealth largely through

Developed countries have a moral debt towards the
Palestinians, and aid is only a partial repayment

colonial projects, through the exploi-
tation of what is today known as the
“third world.” Aid, therefore, should
not be considered merely as charity,
but rather as the partial repayment of
historic debts and the reallocation of
the world’s wealth in order to partially
compensate for past injustices (Ope-
skin, 1996).

The role of the international com-
munity in the dispossession of the
Palestinian people and the creation of
millions of refugees cannot be denied.
The establishment of the state of Israel
as a “Jewish state” in 1948, which was
affirmed by the UN, spelled disaster
for the majority of people who lived

in the area—the Palestinians. The

subsequent occupation of the OPT in
1967, though never approved by the
international community, has never-
theless gone unpunished. Moreover,
the US and European countries have
continued to do business with and of-
fer support to Israel, disregarding its
numerous
violations of
internation-
al law. In do-
ing so, they have conferred an implied
legitimacy over Israel’s actions (Haijar,
2001).

Thus, developed countries have
created a moral debt towards the Pal-
estinians. It is in this context that aid

must be understood.
3.2 Four PEr1ODS OF AID

In order to better understand the
trends of aid to the OPT over time,

aid can be divided into four periods:

1. Before Oslo: 1967-1993

2. 'The Oslo years: 1994-2000
3. Second Intifada: 2001-2006
4. Fayad government: 2007+
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Since the occupation began in 1967,
a distinct pattern developed of donors
sending different types of aid to the
OPT. Specifically, donors have vacil-
lated back and forth during these pe-
riods between sending humanitarian
aid and development aid. The trend
started out in the pre-Oslo years with

Donors have vacillated back and forth
during between sending humanitarian

aid and development aid

donors focusing on providing human-
itarian aid, and shifted to develop-
ment aid during the Oslo years—then
returning to humanitarian aid during
the second Intifada and finally switch-
ing back to development aid during
the Fayad government.

The frequent shift in donors focus
can be attributed to changing political
conditions in the Israeli occupation:

During the first period, before the
beginning of the Oslo process, any
development aid to the Palestinians

would have been aid to the occupation

economy managed and fully controlled
by the Israeli occupying forces. Israel
was then responsible for the develop-
ment of the Palestinian economy—a
responsibility that it neglected (Arnon
et al., 1997). Development aid under
such conditions could only be seen as
assisting Israel’s control mechanisms
(Hoseini, 2006). Whatev-
er donors provided under
those circumstances was
in fact aid to Israel; and
aid to the Palestinians had
to be confined to humanitarian aid,
which at the time was limited to UN
operations and charity works.®
During the second period, once the
Oslo process began, the illusion was
created that a sovereign Palestinian
state was imminent, and thus devel-
opment aid could help determine the
economic characteristics of that future
state. This created the political possi-
bility of sending aid in a manner that
was welcomed by the Palestinians and
did not violate international laws. It

was even welcomed by the Israeli gov-

* An exception to this was the money transfers from Jordan. Jordan continued to pay the sala-

ries of Palestinian civil servants in the West Bank after 1967, as it didn't recognize the occupa-

tion’s legality and sought to continue to influence Palestinian society in the West Bank. Israel

sought to stop this practice (Gazit, 1972).
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ernment. The surge of development
funds sent to the OPT during those
years indicated that many internation-
al players felt that they had a vested
interest in the outcome of peace nego-
tiations and in the future Palestinian
state (Le More, 2005).

The third period, following the
outbreak of the second Intifada, was
one of disillusionment. From 1994 to
2001, about US $4 billion in develop-
ment aid was disbursed in the OPT
(according to the World Bank’s Query
Service). Yet the effects of that aid on
the Palestinian economy were margin-
al at best and there was little or no im-
provement in the standard of living of
Palestinians, no formation of a robust
industrial sector and no significant
growth in exports by Palestinian busi-
nesses. The failure of aid was cleatly
the result of Israel’s closure regime and
the obstacles placed by Israeli military
forces on the Palestinian economy in
the name of “security” (Cork, 2001).
The violent response of the Israeli
military to the second Intifada and the
massive destruction wrought on the
Palestinians convinced donors to shift
their efforts from development aid to

emergency assistance, hoping that the

violence was temporary and that de-
velopment could resume afterwards.
The fourth period, which began in
2007 with the election of the Fayad
government and continues until today,
has seen a return to the development
discourse. The shift occurred as a re-
sult of the efforts of the Fayyad-Abbas
government in the West Bank. Under
Fayyad, the PA has cooperated with
the World Bank in an effort to restart

development aid.
3.3 A1Dp BEFORE OsLo

The main source of humanitarian aid
to the Palestinians has always been
the United Nations Relief and Works
Agency for Palestine Refugees in the
Near East, also known as UNRWA.
The UN agency, which is funded by
the international community, main-
tains refugee camps for Palestinian
refugees who were forcefully expelled
from their homes in the war of 1948.
Some of these camps are located in
the West Bank and many more in
the Gaza Strip. When Israel occupied
these areas in 1967, UNRWA stayed
and continued to manage the refugee

camps (Fast, 2006). UNRWA was al-
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most the only provider of aid to the
occupied Palestinians (except for the
occupying authorities) until 1994
(Azoulay and Ophir, 2008).
UNRWA was criticized for ef-
fectively helping the Israelis manage
the occupied Palestinian population.
Critics argued that the camps should
be dismantled and Israel should be
responsible for the well being of the
refugees. Legally, Israel is obligated
to allow the refugees to return to the

lands they were evicted from in 1948

Donors assumed that Israel’s eventual
withdrawal from the OPT would leave the
Palestinians unprepared to sustain themselves
economically after decades of occupation

(Schiff, 1989). The constraints on
UNRWA as a UN agency set limits
on its actions. It had to limit its activi-
ties to those of humanitarian nature
and could not launch projects that
would create permanent solutions
for the Palestinian refugees because
those solutions would have been pet-
ceived as undermining the right of the

refugees to return (Turkmen, 1996).
Furthermore, UNRWA’ funding was

insufficient for such projects and was
barely enough to maintain the basic
services to the growing population of

the refugee camps (Rempel, 2000).

3.4 Aip DUuRrING
THE OsLo PRoOcCEss

When aid was finally expanded be-
yond humanitarian assistance into the
realm of development, it was designed
to promote an independent Palestin-
ian economy. It was therefore funneled
into development
and the creation

Thus,

development

of jobs.

projects until
the year 2000 re-
ceived five times
as much funding as humanitarian aid
and crisis management (Morli, 2004).

Aid was offered as a boon to the
Palestinians and to Israel for their
willingness to make peace. Donors
assumed that Israel’'s eventual with-
drawal from the OPT would leave
the Palestinians unprepared to sustain
themselves economically after decades
of occupation. The financial aid was

meant to smooth the transition from
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complete Israeli control to Palestinian
autonomy and statehood.

In addition to economic and infra-
structure development projects, do-
nors also funded the creation of the
Palestinian Authority—a “political de-
velopment” investment—in order to
help prepare the Palestinians for self-
rule (Hoseini, 2006).

Donors, however, did not take into
account the critical importance of the
effects of the Protocol on Economic
Relations, signed by Israel and the
PLO in 1994, on aid. The protocol,
nicknamed “The Paris Protocols,” cre-
ated a customs-envelope for Israel and
the OPT, meaning that all foreign aid
donated to the Palestinians was re-
quired to pass through Israeli customs
and the Israeli government could take
tariffs from the aid. The agreements
also stipulated that Palestinian work-
ers would be allowed to enter Israel
to seek employment. However, Israel
never fulfilled this part of the agree-
ment, imposing blanket closures in
the name of security (Farsakh, 2002)
and preventing Palestinians from get-
ting to their jobs in Israel and thus
creating for the Palestinians a further

dependency on foreign aid (ibid.).

The massive aid efforts launched
during the Oslo process suffered from
countless interferences by Israeli au-
thorities. For instance, raw materials
were delayed at Israeli customs. Also,
the Israeli military and border police
often delayed or blocked the transport
of raw materials and labor at check-
points inside the OPT. Construction
sites were cut off from infrastructure,
at times even directly attacked by Is-
raeli forces, destroying any progress
that had been achieved despite all of
the obstacles (Graham, 2002).

Despite the fact that the Israeli
authorities foiled development proj-
ects, none of the international donors
pressed charges against or demanded
compensation from Israel for disrupt-
ing the development efforts. (Karmi,
2005; Hoseini, 2006).

3.5 Aip FoLLowING
THE SECOND INTIFADA

Following the outbreak of the second
Intifada in September 2000, the Israeli
army escalated its attacks on the Pal-
estinians. There was a sharp increase
in violence by the Israeli army and

judicial oversight was limited (Azou-
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lai & Ophir, 2008). The Israeli army
demolished houses, imposed closures
and curfews, uprooted trees and car-
ried out extra-judicial assassinations
in which bystanders were often hurt.
These actions—as well as Israel’s con-
struction of the Separation Wall—
took a heavy toll on the Palestinian
economy. In the two years between
September 2000 and late 2002, the
annual domestic production per Pal-
estinian (or GDP per capita) dropped
by over 40%. This rate of reduction is
almost unprecedented and surpasses
the rate of decline during the Great
Depression of 1929 in the United

During the second Intifada, the

Palestinian economy suffered an economic
crises greater than the Great Depression

States and the 2000 financial collapse
in Argentina (World Bank, 2004a).
To help the Palestinians survive
this onslaught, foreign donors nearly
doubled the amount of aid funnelled
to the OPT in 2001. Simultaneously,
the ratio of the funds was reversed
from 5:1 in favour of development,

to 7:1 in favour of crisis management
(Morli, 2004). In late 2000, the UN

established its Office of Coordinating
Humanitarian Affairs (OCHA) in
order to coordinate the massive emer-
gency aid efforts (Fast, 2006). While
humanitarian aid grew, the Palestin-
ians’ own means for producing income
diminished.

Effectively, donors gave up on de-
velopment in the short term and tried
to contain the expanding humanitari-
an crisis and prevent a collapse of Pal-
estinian society, mass famine and dis-
ease. This policy meant a slowdown in
the growth of the Palestinian econo-
my, diminishing hopes for the eco-
nomic viability of a future sovereign
state (Karmi, 2005).
However, it also cush-
ioned the impact of Is-
rael’s violent measures
by distributing food
and medicine in areas besieged by the
Israeli forces and by providing relief
for families who lost their homes and
jobs. Thus, Israeli officials began mak-
ing decisions—considering only the
security of Israeli citizens (including
Israeli settlers living deep inside Pal-
estinian territory), without regard for
Palestinian civilians (ibid.).

Israeli authorities continued to in-
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crease the pressure on the Palestin-
ian population even after the second
Intifada, and routinely used collec-
tive punishment against Palestinian
communities, especially in the Gaza
Strip after the 2005 withdrawal. By
hampering normal economic activi-
ties (such as importing electricity and
petrol), Israel placed the Palestinian
population in a state of constant risk
and uncertainty.

In January 2006, the Palestinians
in the OPT held an election, in which
the Hamas Party defeated the ruling
Fatah party—winning control of the
Legislative Council. The Israeli and
American governments rejected the
democratic decision of the Palestin-
ians and responded with a financial
boycott of the PA—implementing
measures to prevent donors from
sending aid to institutions affiliated
with the Hamas Party. Donors had
to pay for legal advice in order to pro-
tect themselves from prosecution due
to the new limitations. These limita-
tions also made it more difficult for
aid agencies to hire local staff or to af-
filiate with local NGOs for fear that
Palestinian staff members or NGOs
could be affiliated with the Hamas

Party and thus put the agency at risk
of losing funds (Fast, 2006). Because
of the boycott, many projects were
shut down mid-way through. Con-
struction projects were frozen—cre-
ating unsafe construction sites and
forcing development agencies to pay
to fence off these areas or hire guards
to secure the sites (ibid.).
Humanitarian organizations in-
creased their efforts to keep the hu-
manitarian catastrophe at bay. Even
UNRWA, an organization that was
humanitarian to begin with, respond-
ed by neglecting certain operations
and focusing more efforts on crisis
UNRWA  dedicated
only 10% of its budget to direct food

management.

aid before the second Intifada, but in-
creased that expenditure to 54% of its
budget by 2007 in order to prevent
widespread famine in the OPT (es-
pecially in the Gaza Strip), along with
about nine other humanitarian agen-
cies (Azoulai & Ophir, 2008).

Humanitarian measures, how-
ever, amounted to little more than a
containment of an expanding crisis.
Despite humanitarian assistance, the
ratio of Palestinians living under the

poverty line in the OPT rose from
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36.9% in 2006 (UN, 2008a) to 74.9%
by the end of 2007 (67% in the West
Bank and 88% in the Gaza Strip, Pal-
estine Monitor, 2007).

3.6 RENEWED
DEevELoPMENT EFFORTS

The economic, political and even
military pressure applied by Israel
and international governments on
the Palestinian Authority during
the Hamas government caused a rift
in the Palestinian leadership. This
led to the formation of two govern-
ments—one supported by the Fatah
Party and headed by Prime Minister
Salam Fayyad in the West Bank, and
the other headed by Hamas Party
leader Prime Minister Ismail Haniyeh
in the Gaza Strip. Both factions used
violence in their respective takeovers
(Amr, 2008).

As a result of this rift, the aid re-
alities in the Gaza Strip and the West
Bank have taken different directions.
The Gaza Strip remains under siege
by the Israeli army, with nothing but
essential supplies allowed inside. The
Hamas Party hoped that their experi-
ence distributing aid through charity

organizations (often funded by Mus-
lim and Arab institutions and states)
would allow them to create an alter-
native mode of economic operation
to that of Fatah’s in the West Bank
(Fast, 2006). However, the siege of
Gaza has made the operation of such
charities nearly impossible (Reuters,
2007). The Gazan economy has come
to a near-standstill. Gaza is now more
dependent than any other worldwide
region on international humanitar-
ian assistance (Electronic Intifada,
2007). The World Bank reported that
many development projects in the
Gaza Strip ended. Thus, the World
Bank predicted that the economic
gap between the Gaza Strip and the
West Bank would continue to widen
(World Bank, 2008).

Meanwhile, the Fayyad govern-
ment in the West Bank, with the sup-
port of President Mahmoud Abbas,
has undertaken a policy to resume
development investments in the OPT.
The fact that Salam Fayyad used to be
an economist working for the World
Bank can perhaps offer a partial ex-
planation for the choice to pursue this
policy, despite the multiple political

compromises that this policy entails



Political Economy of Aid to Palestinians Under Occupation 17

(Hanieh, 2008; Stop the Wall, 2008).

The Fayyad government’s policy
took shape in three projects: the writ-
ing of the Palestinian Reform and De-
velopment Plan 2008-2010 (PRDP),
which was presented at the donor
in December

conference in Paris

The Fayyad government made political
compromises in order to pursue economic
development of the private sector

2007;* the plan to create industrial
zones which will serve as enclaves, de-
signed to attract foreign capital (Stop
the Wall, 2008); and the Palestinian
Investment Conference in May 2008,
which was intended to attract foreign
investors to the Palestinian economy,
by downplaying the effects of the oc-
cupation on Palestinian economic
prospects and by seeking Israeli coop-
eration in economic development (Al-
ternative Information Center, 2008).
All of these projects, however, focus
on the West Bank—while isolating
the Gaza Strip.**

3.7 BRIEF HisTORY
OF A1D TO ISRAEL

While the importance of foreign aid
to the OPT is widely recognized and
discussed, it is also important to ex-
amine how foreign aid to Israel has
been one of the main
building blocks of the
Israeli economy. In
fact, Israel received and
continues to receive aid
in quantities much larger than those
disbursed to the OPT. Aid dependen-
cy was a feature of the Jewish colonies
in Palestine even before the creation
of the state of Israel in 1948. The Zi-
onist organizations that formed the
first state institutions were supported
by donations from worldwide Jewish
communities (Berkowitz, 2003).

The newly founded state of Israel
continued to rely on aid from Jewish
communities, supplemented by (most-
ly military) aid from foreign countries.
In return for Israel’s participation in
the attack on Egypt in 1956, France

* The conference summary, speeches and documents can be found at: http://www.diplomatie.

gouv.fr/en/article-imprim.php32id_article=10439.

** These projects mention the Gaza Strip, but no funds from the projects are being invested there.
) ) g
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supplied the Israeli army with weap-
onry. Additionaly, the UK and France
ensured that Israel would be able to
use the Straits of Tiran, a waterway
off the coast of southern Israel, which
separates the Gulf of Aqaba from the
Red Sea (Golani, 1998).

Beginning in 1953, Israel began
to receive reparations from Germany

for the

proclaimed the State of Israel as the

Holocaust. Israeli officials
representative of worldwide Jewry,
and the German government found
it easier to funnel much of the funds
to Holocaust survivors living in Israel
through the Israeli government. The
Israeli government took over much
of the funds, and instead of investing
them in the wellbeing of the Holo-
caust survivors and their descendents,
used them for various national proj-
ects. It is interesting to note that Jew-

ish survivors who live in places other

than Israel received higher compensa-
tions than survivors in Israel (Plotz-
ker, 2007; Pepper, 2008).

Starting in October 1973, when
Israel was fighting a losing battle on
two fronts (Syria and Egypt), the US
began to support Israel at an unprec-
edented rate. US aid to Israel quickly
overshadowed all other forms of aid,
and Israel made it to the top of the list
of countries receiving aid from the US
(Yom, 2008).

Since 1973, US aid to Israel has
gradually eroded, mostly as a result of
the falling value of the dollar. How-
ever, in 2003 Israel became, for the
first time, a capital-exporting country,
meaning that the Israeli economy had
a surplus of capital (most of it held
by private corporations), and Israeli
economists began to claim that Israel

is no longer dependent on foreign aid

(ICBS, 2008).
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4, Forms of Aid

id to the Palestinians can be
donated in cash or in kind
and can be transferred di-
rectly either to the PA or to NGOs.
It can be managed in projects super-
vised by the World Bank or the UN.
It can come with conditions, or with
monitoring efforts to prevent its mis-

use. The word “aid,” in the context

The word “aid,” in the context of Palestinians in
the OPT can have many meanings. Usually, the
word is not used to refer to political assistance

of Palestinians in the OPT can have
many meanings. Usually, the word
is not used to refer to political as-
sistance, statements condemning the
Israeli occupation or calls for boycott
against the Israeli occupying forces—
even though this is often the kind of
aid preferred by the Palestinian public
and civil society (Badil, 2005).
Instead, the international commu-
nity usually donates humanitarian aid
and development aid. Humanitarian
aid, which is coordinated primarily

by the UN, focuses on alleviating suf-

fering and providing emergency as-
sistance. As such, it deals mostly with
the distribution of food and medi-
cine (Morli, 2004). Development aid,
which is coordinated primarily by the
World Bank, supports income-gen-
erating projects such as agriculture,
education, industry, infrastructure
and financial investments. Due to its

dominant role
in international
development,
the World Bank
has used its le-
verage to promote the importance of
the private sector in development
aid. According to the World Bank,
private businesses are more effi-
cient and honest than government
sponsored development (Hanafi &
Tabar, 2004). Critics condemn the
World  Bank’s

taining that on average, develop-

approach—main-

ment by the private sector leads to
slower and less egalitarian economic
growth than development that is more

centralized and government-managed

(Ha-Joon, 2003).
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4.1 SOURCES OF AID

Foreign aid flows to the OPT
from numerous sources, including,

primarily:®

+ The European Union and Eu-
ropean countries (52.9%)

+  Japan (14.3%)

+ Arab states (10.5%)

+ The United States (12.7%)

+ The United Nations (1.8%)

+ Other

Canada, individuals and orga-

(including  Australia,
nizations: 8.2%)

The aid is then disbursed primarily by
three agencies, including: UNRWA,
the World Food Programme (WEP)
and the World Bank (UN, 2007 and
World Bank 2004b).

From the percentages above, it
would appear that the largest aid do-
nations to the OPT come from Euro-
pean countries; however, an accurate

comparison is impossible because of

a lack of sufficient reporting. For ex-
ample, Arab states often send aid to
Islamic charities, which do not report
these donations to the World Bank
or the UN. As a result there is no
single organization, which tallies the
total aid.

4.2 TIM aAND PEGASE

In response to the Palestinian Leg-
islative Council election results in
January 2006 and the victory of the
Hamas Party, Israel, the US and its
allies decided to boycott the Hamas
government. They froze the transfer
of funds to the Palestinian Author-
ity. They eliminated aid projects,
cut budget support for the PA and
ceased to cooperate with the PA on
numerous projects. In addition, Israel
froze the transfer of VAT, customs
and tariffs—violating the terms of the
Paris Accords, which state that Israel

is obligated to transfer these monies

to the PA.

* The figures refer to the CAP appeal organized by OCHA, the UN Office of Coordinating
Humanitarian Affairs. They do not include the budget of UNRWA, which is the majority of
aid to the OPT, and do not include donations to specific institutions and NGOs in the OPT
that are not managed through the CAP. The distribution of aid sources is for the 2005 CAP.

OCHA, 2005, http://www.reliefweb.int/fts.
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The freeze on the PA income im-
mediately caused tens of thousands
of PA workers to stop receiving their
salaries. In addition, public services
were harmed, and the social infra-
structure and political framework of
the PA were on the verge of collapse
(Fast, 2006).

In order to avoid this collapse and
in order to remain involved in OPT
projects, the European Commission
(EC) along with the World Bank es-
tablished a Temporary International
Mechanism, known as TIM. The
TIM was a method for forwarding
funds to the OPT—while excluding
the Hamas government from access
to managing and using these funds.
It was a tool to maintain European
influence on the developments in the
OPT, but still follow the lead of the
US in boycotting Hamas.

The TIM had three components:

1. The World Bank managed
emergency service programs—
transferring donor funds to

education, health and develop-

ment programs.

2. The EC paid for the Gaza
power station’s fuel and other
Palestinian fuel needs.

3. The EC also paid allowances
to poor individuals and to civil

servants directly.®

The TIM was funded by 19 donor
states (15 of which are members of
the European Union). It disbursed a
total of 190 million Euros during its
two years of operations (from 2006
through 2008)(EC, 2008). Although
it was planned as a temporary mea-
sure, and thus had to be renewed ev-
ery three months, the TIM ended up
serving as a mechanism for transfer-
ring EU funds into the OPT for over
two years. The temporary nature of
TIM raised suspicions that the EU
and the World Bank were waiting for
the Hamas government to fall so that
normal aid operations could restart,
but the EC and the World Bank didn't
acknowledge that because that would
be an admission of intent to interfere

with local Palestinian politics. The fot-

* According to David Craig, World Bank country director to the West Bank and Gaza

Strip, in a lecture given on December 5%, 2006 at the Truman Center for Peace in the

Hebrew University.
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mation of a Palestinian unity govern-
ment in March 2007 did not convince
the EC to resume sending aid, because
the Hamas Party was still part of the
unity government. Only the interim
government of Salam Fayyad in June
2007 convinced the EC to change the
TIM, although it was still extended
until the first quarter of 2008 (Broed-
etlijk Delen, 2008).

A new mechanism for transferring
EU funds to the OPT, called Pales-
tino-Européen de Gestion de I'Aide
Socio-Economique (or, PEGASE),
was launched to replace the TIM in
February 2008. However, normal aid
relations have not resumed with the
Gaza Strip, which as of the publica-
tion of this bulletin continues to be
controlled by Hamas. PEGASE was
launched as a three-year plan, to be

implemented in conjunction with the

The temporary nature of TIM raises suspicion
that the European Union and World Bank
were waiting for the Hamas government to
fall in order to resume normal aid

Palestinian Reform and Development
Plan (see below). PEGASE there-
fore is intended to keep in place the

payments that used to be transferred
through the TIM (such as fuel ship-
ments to the Gaza Strip) and to ex-
pand into areas that TIM was not
able to address, such as governance,
social development, economic and pri-
vate sector development, and public
infrastructure. These expansions only
applied to the West Bank—not the
Gaza Strip—because donors did not
recognize Haniya's government (ibid.;

UN, 2008).

4.3 THE PALESTINIAN REFORM AND

DEevELOPMENT PLAN 2008-2010

The Fayyad government’s economic
policy was codified in the Palestin-
ian Reform and Development Plan
(PRDP). The plan uses language and
arguments that are very similar to
those used by the World Bank.

The plan bare-
ly mentions the
Israeli occupation
and its effect on

the

economy (despite

Palestinian

the fact that the occupation’s effect is
pervasive and that previous develop-

ment projects in the OPT failed be-
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cause of Israeli influence. The PRDP

is, however, very critical of the Hamas

takeover of the Gaza Strip, to the ex-

The PRDP’s neoliberal agenda opens

up the Palestinian economy to foreign

investments but relinquishes PA

authority to determine local policy

tent that it would seem to be a higher
priority of the PA officials to remove
Hamas from power than to end the
Israeli occupation (PNA, 2007).

The PRDP rhetoric certainly re-
veals the political perspectives of the
PA officials who authored it while
also revealing their concern for stra-
tegic fundraising. In other words, the
document uses language that depo-
liticizes the need for aid and thus ap-
peals more to potential donors. The
plan was indeed completed in time to
be presented at the donor conference
in Paris in December 2007. The PA
called on donors to donate US $5.6
billion to implement the plan. Donors
agreed to pledge even more—US $7.7
billion, although how much of that

will be disbursed remains to be seen
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(Associated Press, 2008).

The PRDP appeals to donors be-
cause of its neoliberal agenda. Specifi-
cally, the PRDP emphasizes
the private sector, opening
up the Palestinian economy
to foreign business and relin-
quishing the PAs authority
to determine economic pol-
icy in the OPT. The PRDP
favors a “free-market” ap-
proach in which the government plays
only a secondary role. This approach
runs contrary to the public opinion of
most Palestinians and has come under
criticism by many Palestinian political
activists (Hanieh, 2008).

The plan advances the agendas of
both the Fayyad-Fatah leadership and
international donors. Specifically, the
section of the PRDP dedicated to
“security and rule of law,” allows for
the build-up of the PA police loyal to
the Fayyad government. The Fayyad
governments ability to use violence
enable it to enforce economic poli-
cies that are expected to cause unrest
and suffering (Hanieh, 2008). This
police force could also be used to
suppress the Hamas movement and

other opposition forces, which can
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threaten a government that was never
democratically elected by the public
and must rely on authoritarian means
to stay in power.

Immediately after the plan was
set in motion, the PA purchased new
equipment and buildings for the Pal-
estinian police and deployed 620 spe-
cial-forces troops in Jenin (The Econ-
omist, 2008).

The US, more than any other do-
not, has shown a commitment to
spending money on arming the PA.
The

and other equipment that was ear-

weapons, uniforms, vehicles

marked for the PA security forces

were intended to be used to police
the local population—officially to
“maintain public order” However,
at a time in the OPT when there
is internal political disagreements
and at points even armed struggle be-
tween factions, the equipment effec-
tively gives one faction an advantage
over the other. After the 2006 elec-
tions in the OPT and the victory of
Hamas, it became clear that US aid
was in fact directed to the faction
whose political positions it favors—
not the factions that represent the
political will of the Palestinian people
(Hoseini, 2006).



Political Economy of Aid to Palestinians Under Occupation 25

5. Comparisons of Aid

5.1 A1ip FIGURES

here is a common and wide-

spread misperception among

both supporters and critics
of the Palestinian struggle that Pales-
tinians receive the highest per-capita
aid in the world. A Jerusalem Post ar-
ticle in 2002 by Patrick Clawson en-
couraged this belief—by claiming that
per-capita aid to the OPT is higher
than the aid distributed during the

Marshall Plan and that the OPT re-
ceives the highest aid in the world. The
article was later disseminated by pro-
Zionist websites (Clawson, 2002).

While it is true that the OPT is
among the highest recipients of aid
worldwide, the OPT is not the highest
recipient of worldwide aid—neither
in terms of per-capita aid nor in terms
of total aid. The graphs below will
hopefully help dispel the myths about
aid to the OPT:*
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* The aid figures that will be presented here refer to the humanitarian and development aid
disbursements in the OPT, based on the World Bank. The Word Bank's calculations have been
discussed above, in Chapter 2. The figures are updated for 2008, and annual data is available

up until 2006. This means that the figures that are presented here only demonstrate the initial

effect of the of January 2006 elections in which the Hamas party won, and not the aftermath of

the Unity government, which was established in 2007. Although some data exists for 2008, not

enough data exists to conduct proper comparisons. The data presented here was collected from

PCBS (Palestinian Central Bureau of Statistics, www.pcbs.org), the World Bank’s query service,
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Graph 2: Per Capita Aid to the OPT
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Graphs 1 and 2 above demonstrate
that indeed there has been and con-
tinues to be a high level of foreign
aid donated to the OPT between
1994 and 2006. It’s interesting to note
that 2002 saw a sharp increase of aid
(86%) in an effort to contain the hu-
manitarian crisis that was caused by
Israel's disproportionate response to
the Palestinian resistance during the
second Intifada. Another interest-

ing increase occurred in 2006, when

despite the financial boycott of the

Hamas government, total aid actually
increased by 31.5%. This increase can
be attributed to the fact that many
donors shifted their aid from the PA
to “non-political” NGOs and addi-
tional funds were channeled to the PA
through the TIM mechanism. The
result was that total aid actually in-
creased, even though the Hamas gov-
ernment itself was starved for funds

(Erlanger, 2007a).*
Graph 3, below, demonstrates that
total aid to the OPT has been high

http://devdata.worldbank.org/data-query, the UN Demographic Yearbook System, http://un-
stats.un.org/unsd/demographic/products/dyb/dyb2.htm, and UNSCO, 1999, Report on the
Palestinian Economy, www.arts.mcgill.ca/mepp/unsco/palecon99/index.htm. The figures in-

clude data on 210 countries. When appropriate, the figures on aid to Israel (see chapter 5.2)

were added to the World Bank figures.

* All the figures on aid to the OPT are in gross amounts, and do not take into account how

much of that aid had to be paid to the Israeli government or to Israeli companies.
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compared to most other countries in
the world. As we can see, the OPT
was ranked the 34" highest recipi-
ent of total foreign aid in 1994 and
reached a peak of 6™ highest in 2002.
Nonetheless, as we can see in Graph 4,
above, the OPT" is not ranked among
the top ten recipients of total aid
(with the exception of 2002). This

is not surprising as the population

of the OPT is small compared to
other aid-receiving countries, such
as the Democratic Republic of Con-
go, Ethiopia, Pakistan, Tanzania and
Vietnam, which are ranked among the
top recipients.*

But to most accurately assess the
level of aid sent to the OPT as com-
pared to the level of aid sent to other

countries—it is necessary to examine

* See note on page 25.
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the differences in terms of aid per-
capita—rather than total aid. Because
the population of the OPT is smaller
than the population of many other
aid-receiving countries, the OPTs
position among aid receiving coun-
tries rises when the data is examined
in per-capita terms. As we can see in
Graph 5, there were between six and
17 countries which received more

per-capita humanitarian aid than the

OPT in any given year since 1994.
This disproves the claim that Pales-
tinians are the highest recipients of
per-capita aid. Graph 6 highlights
the top 20 recipients of per capita aid
between 1994 and 2006. As we can
see from the graph, the OPT ranks
as 11™ highest recipient of aid world-
wide. We can also see that Israel ranks
as the 5" highest aid recipient, receiv-
ing more than the OPT.
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When analyzing aid, it is also im-
portant to examine “aid dependency,’

which is the ratio between aid and

Lsrael receives more aid than the OPT,
in total as well as per-capita terms

the country’s Gross National Income
(GNI). Countries with a high ratio
depend on aid as a large part of their
income, compared to countries with
a low ratio in which aid is a relative-
ly small part of the local economy.*
Graph 7, below, demonstrates that
Palestinians are receiving substantial
aid relative to their locally earned in-
come. But the aid does little to stave
off the rapid deterioration of the

Palestinian economy. The graph also
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shows that aid dependency in the
OPT has been gradually increasing
since 1999, with a spike in aid depen-
dency in 2002, when aid
contributed nearly 49.05%
of the Palestinian national
income.

The growing dependency means
that the economic growth of the OPT
is not catching up with the growth
in aid. Between 1996 and 2006, pet-
capita aid increased by 14.74%, but
during that same period the GNI
dropped by 27%. The result is that de-
pendency has increased from 14.42%
in 1996 to 35.34% in 2006.

According to the figures in Graph 8,
below, the OPT ranks as more aid

dependent than most other countries
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* See note on page 25. The OPT’s GNI for 2006 hasn't been publicly released at the time of
publication of this bulletin. An estimate was used based on the change in GDP per-capita dur-
ing 2006, applied to the GNI of 2005 (OCHA, 2008).
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worldwide. Additionally, the graph
demonstrates a gradual increase in its
ranking—rising to the 5% most aid
dependent country in 2006. During
2002, when there was a spike in aid to
the OPT, there were only two coun-
tries with a higher aid dependency
level: East Timor and Mozambique.
The growing dependency of the
Palestinian economy on aid further re-
stricts the options of donors, since the
consequences of altering aid are more
serious when the local population de-
pends on aid so heavily. It is also im-
portant to note that the Gaza Strip is
more dependent than the West Bank.
The gap between aid dependency in the
Gaza Strip and the West Bank widened
when Hamas took over Gaza and inter-
national donors lifted the financial siege
on the West Bank. Oxfam estimates
that 85% of Gazans depended on aid in

2007 (Oxfam, 2007).

5.2 COMPARISON WITH [SRAEL

While the Palestinian economy has
become highly dependent on foreign
money to maintain basic subsistence lev-
els, Israel's economy has been based on
foreign donations from its very incep-
tion. Foreign donations, compensation
and aid have been some of the most im-
portant building blocks of the fledgling
Israeli state and have enabled Israel to
maintain high imports, which countries
of similar socioeconomic levels could
not afford (Alexander, 1992). This is yet
another indication of the region’s impor-
tance in the eyes of international powers.

Despite the many economic dif-
ficulties Israel faces (due to the fact
that it absorbs a large number of im-
migrants and conducts almost con-

stant warfare with its neighbors) it
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continues to compare itself with high-
income countries in Western Europe
and North America. Although Israel
falls short of these countries when it
comes to quality of life, it has gained
financial strength, significant per-
capita income and a disproportion-
ately large influence on international
markets during the past two decades
(Landau, 2008).

It is important to clarify that Is-
rael's strong economic position does
not mean that Israelis are necessar-
ily rich. Israel suffers from one of
the worst rates of inequality in the
western world; much of its income is
consumed by the military-industrial
complex and never reaches the gen-
eral population (Ram, 2004 and Sha-
lev, 2004). The World Bank's World
Development Indicators for 2007
showed that Israel ranks as the 65®
most equal country in the world (sort-
ed by the Gini coefficient). This makes
Israel more unequal than all other de-
veloped countries in the world except
the US.

This unique economic situation

stems from Israel’s reliance on a con-
stant inflow of foreign currency. This
money, which is usually donated
rather than loaned, finances Israel’s
imports, government deficits and
military costs.

This foreign capital comes from

three main sources:

1. Aid from Jewish communities
worldwide.”

2. Aid from the US (mostly mili-
tary aid).

3. Reparation payments for the
Holocaust, a large proportion
of which is appropriated by
the state rather than disbursed
to the actual victims and their

families.

The US has been sending aid to
1949 (although the

amounts increased significantly in

Israel since
1973 and remained at about the
1973 level ever since). Aid consists of
grants, loans (usually with preferred
lending conditions), loan guarantees

and other forms of assistance (Clyde,

* The donations to Israel from Jewish communities are impossible to measure, since the dona-

tions are often given to specific institutions, companies, government agencies, and even directly

to individuals.
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2002). Most of the aid comes in the

form of military assistance, and Isra-

Since 1973, Israel has received more than US $200 .
billion in (mostly military) aid from the United States

el is the only country allowed to use
parts of the grant money to purchase
military equipment from its local mili-
tary industry (Yom, 2008). If interest
is added to the calculation, the total
aid that Israel received from the US
from 1973 to 2008 is over US $200
billion (about three times the current
annual budget of the Israeli govern-
ment).*

Reparations from Germany con-
tinue to flow to Israel decades after
the end of World War II, although
they are declining, Between 2005 and
2007, reparations averaged Us $732
million annually, about 1% of the
Israeli governments annual budget

(Israeli Central Bureau of Statistics,
2008a).

When US and German aid to Is-
rael is added to the calculation, Israel
ranks as
ffth
highest
recipient
of per-capita aid worldwide (for aid ac-
cumulated between 1994 and 2006).
In terms of total aid (accumulated
during that same period), Israel ranks
as the second highest aid recipient—
with Iraq being the highest.**
Following the US invasion of Iraq
in 2003, Iraq surpassed Israel and be-
came the biggest recipient of aid. The
US invasion of Iraq wasn't merely a
military invasion but also an econom-
ic invasion, with massive efforts to re-
build the Iragi economy in accordance
with US interests. Aid to Iraq was fun-
neled to international and (especially)
US-based private companies. These
companies profited from the occupa-
tion of Iraq and even influenced the

US government in designing the plan

* The calculation is based on an annual interest rate of 3.5%. Israel's budget is reported on the

web site of the Israeli Ministry of Finance: http://www.mof.gov.il/mainpage_eng.asp. The sums

are in 2007 prices.

** The World Bank's aid comparisons (upon which the graphs above are based) do not include

foreign aid and compensations to Israel. Those were added to the figures in order to provide a

better comparison of aid.
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to invade Iraq (Klein, 2007).

By comparing the level of aid to the
OPT with the level of aid to Israel—
it is evident that Israel enjoys a supe-
rior position. Aid has failed, therefore,
to narrow the gap in power between
occupier and occupied.

Most importantly, aid to the Pal-
estinians comes mostly in the form

of food and medicine, education and

relief, Israel, however, receives most of
its aid in the form of weaponry.
As aid to the PA increased in

2006-2007, the US made

that the aid gap did not narrow,

sure

by authorizing an aid package of US
$30 billion to Israel, to be disbursed
over the decade of 2008-2017 (Er-
langer, 2007b).
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6. Obstacles to Aid and the Aid Trap

“Although the peace process collapsed with the start of the 2000 Intifada,

aid has continued to prop up structures such as the Palestinian Authority

(PA)... Aid today, therefore, lacks the political framework of a peace agree-

ment. But without it the Palestinian economy would almost certainly collapse.

That would provoke a calamity in terms of human suffering, further inflame

violence and increase instability.”

— David Shearer (Shearer, 2004)

illions of euros are sent to
the OPT, both in the form of
food and goods and as sala-

ries for relief workers, in a seemingly
unending effort to relieve the suffer-
ing of the Palestinian population. Aid
is a political phenomenon and in the
case of the OPT it is both essential
and damaging. On the one hand, the

Those who fail to keep the end of the

occupation as the focus of their work, run
the risk of achieving the opposite result

Palestinian economy is currently in-
capable of supporting the Palestinian
population, and the aid keeps wide-

spread famine and illness at bay. On
the other hand aid also undermines
the political struggle of the Palestin-
ians, “normalizes” the situation of the
occupation and delays a permanent
solution.

Decades of aid efforts have created
their own momentum, and agencies
have fallen into routines. Those that
fail to keep the political
goal of ending the oc-
cupation as the focus of
their work, run the risk
of achieving the oppo-
site goal, with their efforts co-opted to
help fund the illegal Israeli occupation
of the OPT (Hoseini, 2006).
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6.1 Is Aip REaLLY NEEDED?

Since aid to the Palestinians is so
high, and sustained over so many
years, the question of its neces-
sity arises often. This is especially so
since many donors to the OPT do
not hide their political agendas re-
garding aid (for example, support
for a sovereign Palestinian state).
Furthermore, conditions in the OPT,
though harsh, are not as disastrous as
those in famine-stricken parts of Af-
rica and East Asia.

Nevertheless, the need for aid
in the strangled Palestinian econ-
omy cannot be ignored. According
to a survey taken by the Palestin-
ian Ministry of Planning in 2003,
26% of Palestinians listed food as
their most urgent need (Ministry of
Planning, 2003).

A report published by the UN that
same year affirmed that food security
in the OPT was rapidly deteriorating,
noting for example that average food
prices jumped by 8% in 2003 while
the average income fell. The report
when on to say that 1.4 million people
in the OPT were suffering from food

insecurity, with 1.1 million more in

immediate danger of becoming food
insecure (in total, 70% of the Pales-
tinian population). Malnutrition (at
various levels) had hit large parts of
the Palestinian population, especially
children and women of reproductive
age (UN, 2003).

The UN report of 2003 has be-
come outdated, however, as several
economic events in the OPT have rap-
idly made the humanitarian situation
even worse than before. The boycott
of the Hamas government, which be-
gan in March 2006, caused thousands
of Palestinians employed by the PA to
stop receiving their wages for months
(USA Today, 2007). In 2006, 18.5%
of Palestinians were defined as living
in chronic poverty (UN, 2008a).

While the establishment of the
Fayyad government stabilized con-
ditions in the West Bank, the hu-
manitarian crisis continued to de-
velop in the Gaza Strip, especially
as the Israeli siege made it more dif-
ficult to ship sufficient goods—even
food—into Gaza. The Hamas lead-
ership responded by breaching the
border with Egypt in January 2008,
allowing thousands of Gazans to en-

ter Egypt in order to StOCk up on
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supplies* (BBC, 2008).

Despite this, the UN reported a
decline in medical services, a short-
age of medical supplies, increasing
unemployment, chronic poverty, an
acute shortage of safe drinking wa-
ter, a steep increase in food prices and
deaths and injuries from Israeli at-
tacks (UN, 2008b).

Israeli Brigadier-General Zvi Fogel
even admitted that “there is no death
by natural causes in Gaza’—a com-
bination of poor water quality, lack
of food, woefully inadequate health
services and frequent bombings of ci-
vilian neighborhoods convinced this
officer that old age is no longer a pos-
sible cause of death in Gaza (Feld-
man, 2007).

Therefore, aid is certainly required
to stave off massive death in the OPT.
However, Palestinians themselves are
suspicious of aid. They realize that in
addition to serving as a stop-gap pre-
venting disaster, it also reinforces the
occupation and hinders political ad-

vancement towards a solution. These

views are reflected in surveys (such as
the Ministry of Planning survey men-

tioned above).
6.2 LEGaAL CONCERNS

One of the ways in which agencies
can inadvertently aid the occupation
is by creating parallel services. De-
velopment and humanitarian projects
that deal with education, sanitation,
healthy, energy and transportation are
often designed to complete and mesh
with the services provided by the Pal-
estinian Authority. However, when
the internal closures, the Wall of Sep-
aration, flying checkpoints and other
limitations on movement imposed by
Israel sever the connections between
people and the services that they need
(such as pupils unable to reach their
school), the project managers often
see a need to adjust to the new reali-
ties by creating a parallel service for
people trapped on the other side of
the checkpoint or the Wall. However,

such adjustments are risky, because

* In January 23, 2008, tens of thousands of Palestinians from Gaza broke through the border

fence separating them from Egypt and entered the Sinai peninsula in order to stock up on food

and other supplies, due to the acute shortage that had accumulated in Gaza since the 2005

Israeli withdrawal.
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they undermine the role of the PA.
Such adjustments inexplicitly accept
and acknowledge illegal acts commit-
ted by the Israeli authorities and ul-
timately help the Israeli authorities
conceal the true consequences that
their actions have on the Palestinian
population (Fast, 2006).

Agencies opting to make adjust-
ments when their projects are blocked
by Israel do not merely undermine
their ultimate interests by helping to
cement the occupation, but they also
take a more personal risk, as such
actions could make them liable for
prosecution. In fact, the decision of
the International Court of Justice re-
garding the illegality of the Wall of
Separation also deems projects that
accept and adjust to criminal activ-
ity by Israel (such as the Wall) illegal.
Thus, aid agencies, which adjust to Is-
rael’s criminal activity, are considered
collaborators with war crimes. Paral-
lel services created on both sides of
an Israeli obstacle could be seen as a
kind of acceptance since humanitarian
and development action is virtually
impossible without coordination with
the Israeli army. For example, agencies

that wish to send a truck to a location

in the West Bank or the Gaza Strip
must first coordinate with the Israeli
army for a permit. This coordination
puts the agencies under constant pres-
sure to violate international law and
abide by the recommendations of the
Israeli army. Indeed, many aid work-
ers have reported feeling uncomfort-
able about indirectly allowing Israel
to evade its obligation to comply with
international law (ibid.).

In addition to the possibility of be-
ing prosecuted for collaborating with
war crimes, another possible repercus-
sion facing aid agencies working in the
OPT—is being sanctioned by their
donors if they have contact with the
Hamas Party or any organizations af-
filiated with it. The agencies are under
strict orders not to have any contact
with Hamas. The US and European
boycott of the Hamas government has
made it difficult for the agencies to
maintain normal operations. Specifi-
cally, they are limited in their hiring
processes, fearing that they might hire
staff affiliated with the Hamas Party.
Agencies were also forced to exercise
extreme caution when cooperating
with local organizations, for fear that
they might be affiliated with Hamas
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and thus sanctions could be taken

against them (Fast, 2006).
6.3 OBsTACLES CREATED BY ISRAEL

Not only do aid agencies face legal ob-
stacles to providing aid to the OPT,
but they also find it increasingly difhi-
cult to provide services because Israeli
actions hinder, endanger and jeopar-
dize their efforts. For instance, Israel
restricts movement in the OPT — se-
verely impeding aid workers by limit-
ing their access to necessary materials
and labor. Also, Israel often prevents
Israeli and Palestinian staff members
working for a single aid agency from
meeting each other (ibid.). Additional-
ly, the Israeli government has the abil-
ity to severely limit the hiring choices
of aid organizations. It can withhold
visas from workers coming from cer-
tain countries, or workers who appear

to have agendas which Israeli officials

Lsraeli authorities can hinder the work

of agencies which they disapprove of

oppose. Israeli officials are implement-

ing these measures against agencies of

which they disapprove (ibid.).

Another obstacle for aid workers
in the OPT is a lack of security. Aid
workers have reported a noticeable
decline in their own security in recent
years. Their daily work is threatened
by Israeli military attacks (directed
either at them or at nearby targets),
settler attacks, risk from proximity to
internal Palestinian clashes and Pales-
tinian attacks on aid workers (e.g.—
the kidnapping of Western aid work-
ers). Among those risks, the most
dangerous and lethal are the attacks
carried out by Israeli forces and set-
tlers (ibid.).

As a result of all the aforemen-
tioned obstacles, aid workers report
that they feel no project can go for-
ward without Israeli approval (Hosei-
ni, 2006).

Despite the fact that the Israeli
government perceives aid to the Pales-
tinians as coinciding with its interests,
the Israeli authorities place consider-
able obstacles on the nor-
mal operations of aid. The
interference is so great that
UN agents have said, “We
don't know of another conflict area in
the world where we've had these prob-

lems—even in Kosovo.” The United
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Nations Special Coordinator Office
for the Middle East Peace Process
(UNSCO) claims that Israeli im-
posed closures reduce the effectiveness
of aid by blocking access to those in
need. The fact that Israel continues to
create obstacles for aid agencies sug-

gests that Israel sees aid to the OPT

It is often cheaper to import goods to the OPT
from Israel than from neighboring countries

as a double-edged sword; On the one
hand, aid helps Israel control the terri-
tories. On the other hand, Israel feels
threatened because aid also empowers
Palestinians. Thus the Israeli govern-
ment itself is ambivalent about wheth-
er or not it supports the idea of for-
eign aid to the OPT. (UNSCO 2002;
Magnier 2002; Irin 2008).

6.4 SUBVERTING AID

Even when aid projects are allowed
to operate normally, the results of the
aid do not always advance the causes
prescribed by donors and aid agen-
cies. The aid efforts that were sus-
tained for over 14 years have failed to

end or even alleviate the occupation,

and a sovereign Palestinian state has
not materialized. Instead, the flow of
foreign funds was absorbed into the
Israeli economy, or was lost.

Because of the Paris Accords, it is
often cheaper to import goods to the
OPT from Israel than from neighbor-
ing countries. Thus, aid agencies often
import the ma-
terials that they
(whether
for their

need
own
operation or to distribute to the Pal-
estinian population) from Israel. This
creates a steady and lucrative business
for Israeli companies. Much of the
aid money thus ends up in the Israeli
economy (Karmi, 2005).

Most aid agencies prefer develop-
ment aid to humanitarian aid, but
Israel's policies make development
nearly impossible to achieve. There-
fore, donors often funnel develop-
ment aid into emergency funds, es-
pecially in the wake of the second
Intifada starting in 2001—in order
to prevent a humanitarian crisis.
Humanitarian and emergency aid is
preferred by Israel because it doesn't
create new businesses in the OPT,

which would compete with Israeli



40 Economy of the Occupation

businesses (Fast, 2006).

Meanwhile, aid undermines the
collective self-esteem of Palestinians
by putting a greater emphasis on lo-
cal problems and foreign solutions,
and less emphasis on local solutions
(Hoseini, 2006).

Aid agencies are usually commit-
ted to neutrality. However, in prac-
tice neutrality is often replaced by a
“balanced” approach in which the
middle-point is sought between the
two conflicting sides. When those

conflicting sides are Israel and the oc-

cupied Palestinians, the framework
of the struggle is determined by the
occupying force, and therefore the
middle-point is an outcome of the
structures imposed by Israel. When
Israeli forces increase the level of vio-
lence against and repression of the
Palestinians—they also force the aid
agencies to shift their position into
one that is more accommodating to
these policies, and therefore the so-
called neutrality of aid agencies is in

fact heavily influenced by the Israeli
side of the conflict (ibid.).
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7. Political Context

“We have created the cheapest occupation.

We support Israel with our money and our silence.”

— Quote by a Swedish aid worker in the OPT

7.1 A1p REFLECTING
Donor PoLriTICS

urrently, there is no coherent
plan in place that strives to
link aid efforts with Pales-
tinian sovereignty and end the Israeli
occupation. There are several reasons
for the absence of such a plan. Firstly,
many donors are realizing with grow-
ing alarm that their aid efforts have
been subverted by Israel. And al-
though donors are no longer promot-
ing a solution to the conflict, they can-
not simply stop aid unilaterally. Such
a move would precipitate a collapse in
the OPT, probably followed by an es-
calation of violence.
Secondly, aid to the OPT must
be understood within the context of

the global neoliberal agenda—which

intends to foster the private sector
and open up the Palestinian economy
to foreign investment and influence
(Hoseini, 2006).

Third, donors use aid as a means
to create a diplomatic foothold in
the OPT, since the Palestinians don't
have a sovereign state, and aid agen-
cies serve as substitutes for politi-
cal envoys. This attempt to establish
good relations with the Palestinian
people has met with limited success,
since it was not accompanied by suf-
ficient pressure on Israel to comply
with international law, and thus raised
the suspicions of Palestinians that aid
is not truly in their best interest (Le
More, 2008).

Meanwhile, pro-Israeli factions ex-
ert a great deal of pressure on donors.

Many of them believe that sending aid
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to the OPT is a pro-Palestinian act—
and that aid supports Palestinians’ po-
litical aspirations. Many also believe
that providing aid to the Palestinians
undermines the punitive measures un-
dertaken by the Israeli military against
the Palestinian population. These crit-
ics point to the high levels of aid sent
to the OPT; yet rarely do they high-
light the level of aid that Israel receives
(see for example Clawson, 2002).

7.2 INTERESTS BEHIND AID

“We cannot shut our eyes to
the deterioration of the Palestinian
Authority, which could result in the
disintegration of the Authority and
its institutions, and will undermine

the chances for peace.”

— Quote by Shaul Mofaz, Is-
rael’s minister of defense early 2004
to representatives of donor coun-

tries and aid agencies (Ben, 2004)

There is a wide network of groups, in-
volved in the complex system of donat-
ing and allocating aid to the OPT—as
well as monitoring its distribution.

Aid creates contacts between donors

and aid agencies with the local popu-
lation and its leadership. The aid net-
work is fragile and relies on the agree-
ment of both donors and recipients
to continue to function. Each of the
groups has different political incen-
tives. The following is a brief sum-
mary of the main groups, which play a
part of the system and their respective
interests:

The Palestinian population: Ob-
viously the people who need assistance
in order to survive have an interest in
the continuation of aid. Palestinians
also have the option either to protest
and resist aid or to welcome it. Even
though many Palestinians believe that
the aid actually helps Israel continue
its occupation of the OPT (Hanafi
& Tabar, 2004), the alternative—Iliv-
ing under a brutal occupation without
assistance—is even more frightening.
Furthermore, many Palestinians work
either for the aid agencies directly or
for the NGOs that are accountable
to them, creating a class of workers
that rely on aid for their employment
(Hanafi & Tabar, 2005).

The Palestinian Authority (PA):
The Palestinian leadership, be it Fatah,

Hamas or the Fayyad government,
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realizes that aid is necessary to avoid
mass famine in the OPT. The PA must
make compromises to donors, and at-
tempt to accommodate their demands,
but it has no choice but to keep ask-
ing for more aid, since aid is crucial to

maintaining a semblance of political

Aid is crucial to maintaining the PA's

budget and political stability

stability in which the leadership can
maintain its political power. Further-
more, some of the aid is directed to
the Palestinian Authority itself and to
its various institutions. Since the PA
lacks sufficient sources of income to
maintain itself through taxes, aid has
become essential for its continued ex-
istence (IMF & World Bank, 2007).
Arab and Muslim donors: the to-
tal amount of aid from Arab countries
and Muslim institutions to the OPT
is not known. Nevertheless, these
donations are an important source
of income. We know, for example,
that Arab countries pledged 19.8% of
the donations promised in the Paris
donor’s conference in 2007 (Awad,
2008). Furthermore, they played a

crucial role in the Hamas Party’s vic-
tory in the 2006 elections and in its
struggle to stay in government despite
the international boycott imposed by
Western countries (Gordon & Filc,
2005; Fast 2006). Many Arab and
Muslim donors want to prevent the
Palestinians from becom-
ing pawns of Western in-
terests. They are also in-
terested in improving their
own public image. And
finally, their donations allow them to
influence internal Palestinian politics
(Bahmad, 2007).

International NGO workers: in-
ternational NGOs play a key role in
disbursing donors’ money. By manag-
ing projects and distributing services,
they have a strong impact on shaping
aid. Many educated internationals are
eager to find employment with NGOs
in different parts of the world—in-
cluding the OPT. Industrial produc-
tion jobs in Western Europe and the
US are not increasing at the same rate
as the population growth (partially
because of automatic processes and
robotics and partially because of in-
tense competition from exports from

countries with low wages). Thus, edu-
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cated Europeans and North Ameri-
cans find NGO work a viable substi-
tute. NGO workers in the OPT find
that cheap living expenses make up
for the reduced pay, and that job satis-
faction from doing socially-important
work can compensate (to a certain ex-
tent) for the difficulties that the work
often entails (Strasser, 2003).
International donors: European
countries—and to a lesser extent, the

US and Japan—are the major source

of donations to the OPT. These do-

European countries—and to a lesser
extent, the US and Japan—are the
major source of donations to the OPT

nations are not simply the result of
philanthropic feelings on behalf of do-
nors, but also a result of their political
interests in the region. Since the Mid-
dle East is one of the largest sources
of world oil, there is a strong correla-
tion between wars in the Middle East
and the price of oil (Bichler & Nitzan,
2006). A humanitarian crisis in the
OPT can quickly deteriorate the po-
litical stability of the entire region and

lead to a further increase in oil prices.

Furthermore, the centrality of the Is-
raeli-Palestinian conflict in the inter-
national media also means that coun-
tries that contribute to its resolution
gain political capital as a consequence.
Israeli workers: although not di-
rectly affecting aid, Israeli workers are
indirectly benefiting from it, and have
an influence on the Israeli govern-
ment, mostly through their demands
for employment and high wages. Is-
raeli workers benefit from aid to the
OPT because aid allows Palestinians
to survive without work-
ing, and thus helps Israeli
workers to avoid compe-
tition from the adjacent
Palestinian  population.
In many instances, Pal-

estinians are actually prevented from
working by the Israeli authorities be-
cause the military prevents them from
reaching their workplace, accessing
raw materials and selling their mer-
chandise abroad. Yet they continue to
consume (albeit at low levels) thanks
to aid—turning Palestinians into ideal
consumers, who cannot compete with
Israeli industries. Competition can
potentially arise both from Palestin-

ian workers who find employment in
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Israel or from cheap goods imported
to Israel from the OPT. Both forms
of competition are blocked by Israel’s
checkpoint policy, but aid provides
work to Israeli workers in companies
that export to the Palestinian market.

Israeli companies: Israeli compa-
nies are not directly involved in Is-
rael’s policies regarding aid, but their
influence and lobbying power over
Israeli decision makers is significant.
Israeli companies reap many benefits
from foreign aid to the OPT. They
generate enormous income from sell-
ing consumer goods to the Palestin-
ian population. And the Palestinians
are able to pay for these goods only
as a result of foreign aid. In fact, the
OPT is Israel's second largest export
market (after the US), with exports
worth US $2.3 billion in 2007 (ICBS,
2008). Unlike Palestinian trucks, Is-
raeli trucks can usually cross Israeli
checkpoints, or deliver goods to Pal-
estinian trucks through the back-to-
back system* and are therefore able
to supply Palestinian stores with Is-

raeli merchandise. Additionally, Israeli

companies sell goods (mostly food)
to the international aid agencies—
which in turn distribute the goods to
the Palestinians., Because of the Par-
is Accords, importing cheaper food
from nearby countries is often actu-
ally more expensive, because then the
agencies must pay customs. Buying
food from Israeli companies exempts
the aid agencies from paying customs.
Finally, the PA and aid agencies often
use aid funds to pay for utilities pro-
vided by Israeli companies, utilities for
which they pay high prices, sometimes
higher than the prices paid by Israeli
citizens for the same services (World
Bank 2004a, Rubinstein, 2004). Alto-
gether, the UN estimates that 45% of
aid sent to the OPT flows back into
the Israeli market (Karmi, 2005).
The Israeli government: as stated
in Chapter 6.3, the Israeli government
has a great deal of control over aid
and can block it at will. However, the
Israeli government benefits from aid.
Firstly, it boosts the Israeli economy.
In 2005, 70.2% of total imports to the
OPT came from Israel, while 86.7%

* The "back-to-back” system is an Israeli regulation that allows certain goods but not vehicles to

cross into or from the areas under the PA’s control. Trucks are brought into open spaces under

strict military supervision and goods are loaded from one truck to the other.
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of total exports from the OPT went

to Israel. Nevertheless, the Palestin-

Aid contributes to Israel’s trade balance,
providing jobs, taxes and profit to Israel

ians had a trade deficit with Israel that
year, of US $1.58 billion, meaning
that the Palestinians imported more
than they exported (PCBS, 2008).
This trade imbalance is effectively
funded by aid, and it contributes to
Israel’s trade balance every year, pro-
viding jobs to the Israeli market, taxes
to the Israeli government and profit to
Israeli capitalists.

More importantly, aid benefits the

Israeli government because it lifts the

burden of responsibility from Israel’s
shoulders. As long as aid prevents
mass famine in
the OPT, the Is-
raeli government

can continue to
shirk its responsibility for the well be-
ing of the Palestinian population un-
der its control.

Israel can therefore evade the in-
ternational pressure that would be
applied if thousands of Palestinians
began to perish under occupation.
Israel can keep up a fagade that it is
considerate to the needs of the occu-
pied population and pretend that its

occupation is a2 humane one (Azoulay

& Ophir, 2008).
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8. Conclusion: the Long Term Impact Aid

t first glance, it seems that

international assistance is a

blessing to the Palestinians,
as it supports a minimum standard
of living and prevents further disaster.
However, the aid is in fact co-opted by
Israel as a source of income that helps
fund the occupation. It is important
to discuss the disempowering effects
of aid on Palestinians and especially
on their struggle for their political and
human rights.

Palestinians are viewed as per-
petual aid recipients, whose condi-
tion never improves and is always in
a state of crisis despite the billions in-
vested in their welfare (Fraser, 2004).
This image ultimately disempowers
Palestinians and damages their self-
image. Palestinians are usually aware
that their own economic ability can-
not compete with the economic force
wielded by their donors. Thus, many
Palestinians look to outside help in
ending the Israeli occupation, because
they are demoralized about the grass-
roots struggle (Fast, 2006).

Donors and even PA officials have

begun to discuss the “culture of en-

titlement” which has developed in the
OPT as a result of aid (Hanieh, 2008;
Fast, 2006). The world “entitlement” is
used here to imply that Palestinians
ought to be grateful for the aid, which
they receive, and that when they grow
accustomed to it, they become un-
grateful, lethargic, self-centered and
even spoiled. The reasons that Pal-
estinians do not always feel grateful
for aid have already been discussed
above. But it is important to note that
aid is also creating an additional ero-
sion of Palestinians’ rights, by turn-
ing their actual entitlements—their
right to movement, work, housing,
free expression etc.—into charities,
bestowed upon then by international
donors. This masks the true cause of
their suffering: the Israeli occupation.

Meanwhile, donors, especially the
World Bank, are pushing forward
their own political agenda for the Pal-
estinians—neoliberal reform which
gives priority to the private sector
and cuts back on government services
(Hanafi & Tabar, 2004).

Aid has

ian society in many ways. The NGO

transformed Palestin-
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sector has grown very large and has
become one of the major forms of

income for the Palestinian economy,

The abrupt cessation of aid could
have catastrophic repercussions for the
Palestinians, including mass famine and

thousands of deaths

replacing remittances from jobs in Is-
rael and the Gulf states. The NGO
sector, however, usually seeks to em-
ploy people who are not politically
active. The World Bank’s influence
over the distribution of aid money
further accentuates this trend, as the
World Bank seeks to “depoliticize” aid
(Hanafi & Tabar, 2004). As a result,
the Palestinian resistance to the oc-
cupation is disempowered and forms
of non-violent resistance are co-opted
by aid agencies, thus losing their radi-
cal nature. Fear of losing one’s job and
jeopardizing the income of family and
friends because of aid conditions and
project requirements tie the hands of
Palestinian activists.

Those who refuse to give up their
national struggle due to donor pres-

sures are becoming more frustrated,

and sometimes see no other way to
mount an effective resistance than
using violence—not only against the

Israeli

but

foreign aid work-

occupiers
also  against

ers and Palestin-
ian NGO workers,
whom they see as
This

Palestinian

collaborators.
obviously undermines
solidarity, reduces the effectiveness of
non-violent action, and threatens the
goals set by donors.

Although the abrupt cessation of
aid could have catastrophic humani-
tarian repercussions for the Pales-
tinians, including mass famine and
thousands of deaths, donors must
reconsider the existing modes of aid,
how to reform them and how to avoid
playing into the hands of the Israeli
government.

Without a public and democratic
debate among Palestinians about the
preferred way to spend aid money, and
about conditions for aid projects, aid
is likely to continue to miss the mark
and end up reinforcing the existing
power relations between the occupiers

and the occupied.
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As the occupying power in the Pal-
estinian Territories, Israel has certain
obligations regarding the welfare of
the occupied population, as is stipulat-
ed under The Fourth Geneva Conven-
tion. Those obligations are translated
into a financial burden. However, the
bulk of that burden is currently being
covered by funds from foreign aid to
the Palestinians. So, when Israel im-
plements unilateral policies that are
detrimental to the welfare of Palestin-
ians (for example, destroying a Pales-
tinian hospital) it currently does not
absorb the financial consequences of
such actions. Instead, foreign donors
are. Thus, Israel has come to rely on
foreign aid. This dependency creates
a real opportunity for donors to im-
prove the political situation of the Pal-
estinians by using their leverage over
Israel and demanding that it cooper-
ate and demonstrate its willingness to
comply with international law.

Yet aid has created a real opportu-
nity to improve the political situation,
because Israel has become dependant
on it, and has come to rely on aid as
a substitute for considering the well-
being of the Palestinian population

when planning and implementing

unilateral strategies. Donors thus have
leverage over the Israeli government
and they can use it to demand that
the Israeli government cooperate and
demonstrate its willingness to comply
with international law.

Donors need to publicize it
when their projects are disrupt-
ed or even destroyed by Israel,
and reveal the unfortunate fate of
their projects to the tax-paying citi-
zens of their countries. This can help
to quickly educate millions of people
around the world about the Israeli oc-
cupation. The silence of the donors
and project managers allows Israel to
continue to disregard the fate of Pal-
estinians.

Only when donors decide to pub-
licize Israel’s disruption of their proj-
ects in the OPT, will the Israeli gov-
ernment be held accountable for its
actions. Such an exposure would force
Israel to examine the ways its actions
damage the Palestinian population,
consider the implications of its on-
going suppression of the Palestinian
economy and evaluate the chances for
achieving a just resolution to the con-
flict—thus, increasing the likelihood

that Israel end the occupation.
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The Alternative Information Center (AIC)
is an internationally oriented, progressive,
joint Palestinian-Israeli activist organiza-
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mation, political advocacy, grassroots activ-
ism and critical analysis of the Palestinian
and Israeli societies as well as the Palestin-
ian-Israeli conflict,

The AIC strives to promote full individ-
ual and collective social, economic, political
and gender equality, freedom and democra-
cy and a rejection of the philosophy (ideol-
ogy and praxis) of separation.

The most urgent regional task is to find
a just solution to the century-old colonial
conflict in Palestine and confront the ongo-
ing Israeli occupation-regime within its in-
ternational framework. The AIC method of
action develops from the awareness that lo-
cal struggle must be practically and analyti-
cally situated within the framework of the
global justice struggle.

The internal AIC structure and working
relationship aims to reflect the above men-

tioned values.
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