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STRICTLY CONFIDENTIAL

ECONOC ICATIONS OF T REPOKT

In ite report the United Nations Commission has alloted a place of secondary
importance to all the economie problems arising out of the partition of Palestine.
The Commigsion has stated in the preface of the Report the Palestine problem to be
primarily a politieal and human one. It is only natural, therefore, that the
economi¢ implications of their proposals have not been slaborated in detail, nor
have they been considered with a full view of their bearings on the purpese, which
hae oeen before the eyes of the authors of the Report.

From the economic point of view the most important stipulation of the
me jority Report is the establishment of an "Economic Union" botween the "Successor
States", Ilts meaning is that the economic sovereignty shall not rest with the indi-
vidual member State of the union, but with a body with overriding powers, called
"Joint Eeonomic Board", This body is entitled even to foree upon the Jewish or the
Arad State an ecouomic policy ageinst their will or interest. Such a situation is
not unlikely to arise taking into aecount that the Jewish State will include a
great proportion of Arab inhabitants and will confrsl & third only of the votes of
the Joint Board. If we remember that ene of the primary motives for the Jewish
aspirations towards statehood was the will to achieve sovereigniéy rights also in
the sphere of economic matters, the curtailment of these rights along the lines of the
Mz jority Report must cause grave concern., This has not yet becn sufficiently
rcalised by the public, For the next years, perhaps the next decade a primary task
of the Jewish State will be toconduct econcmie policy in such a way as to mske
possible the rapid absorption of & Jewish mass immigration. Thoe absorptive capacity
is, however, closely related to the economic policy of the authorites from the top
level to the lower grades. If in euch matters the Jewigh State is unable to follow
an independent line of economie policy, the execution of a vital task will be
enormously hampered,

Moreover, if there is such a substantiel ninority of Arabs living within
the Jewish States, croating the well-known complications in the economic sphere, then
$he resulting situation will mot be very different from that which prevailed in the

pre-partition periocd; and constituted then one of the driving motives towards partition,

The advantages of & larger customs area are obvious but if they are
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contingent upon concessions dangerous to the prosperity and capacity of growth
of the country's ecomoamy, they must be very carefully examined before approval.
Tne following observations are the result of these examinations with a view to
presenting them to these conducting the negotiations before UNO,
1. Aeccording to the text of the UNSCOP Report an agreement is to e concluded
between the two sgtates with "provisions to establish the Economic Union in Palestine
and to provide for other matters of common intersst."
2. The term "Economic Union" is so wide that in its extreme interpretation it might
meen the annulment of that independence which is to be achieved by a Partition.
While, as we understand, the Jewish Agency is in principle prepared to accept the
Union as such, it is clear from the outset that the term requires further qualifica~
tion and limitation.
3. Our committee understands its task to the effect that it should, within the frame
of the principles of an Economic Union, formulate such further definition and limitae
tion which would make an Economic Union aceeptable,
4, In this it moy set out from the fact that the report itself has already endeavoured
to apply such a linitation‘. The following points are enumerated therein as the
fobjectives of the Economie Union":

*l, The Rconomic Union of Felcstine.

The objectives of the Econowic Union of Palestine shall be:

(2) A Customs Union

(b) A common currency.

(¢) Operation in the common interest of railways, interstate highways,

postal, telephone and telegraphic servieces, and the ports of Haifa
and Jaifa.

(d) Joint economic development especislly inm respect of irrigation,
land reclametion and soil conservation.”

Se Our Committee need mnot, therefore, deal with any other peinte.

5. The legal form t0 be aimed at is that of an agreement between two states.
Representatives or responsible administrators persons of both states will have

to enter negotiations with one snother with the aim of achieving an agreement on several

ecopnomic problems which will do justice to the economic interests of both parties.

*¥ootnote: ....from the section "A Commentery on Partition":

"This limits therefore the functions with which the board ecan be clothed and confines
them to such neutral services sas communications, or to a function which, though carrying
a political quality, is dictated by the necessities of the overriding interest of unity,
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6. The negotiations are to be conducted within (by) a body to be called the
"rJoint Ecopomic Boerd"., In order to prevent a deadlock in these nsgotiations, re-
presentetives of the UNO, apart from the representatives of the two states, should
also e membere of thsi Board, so that mejority décisions can alweys be obteined.
Such majority decisions shoulé be decisive concerning points (a) = (e) while con~
cerning (d4) the consent of both states shall be required.
7. The formal question, to what extent the so crested legal autherity shall or
may act as & contracting party towards a third party instead of the two states, e.g.
at the conclusion of agreement is doubtful, and we have for the time being left it
open, here. Concerning the msterisl question, however, i.e. &3 to the question of
the matter with which the Board is to deal, it may be inferred that it is to deal
sodely with those "objectives of Zconomic Union", which are speciflicelly enumerated
under a) - d).
8., Our committee has first dealt with Point (a). They then took up their attitude
towards (b) end (c) whilet (d) was not considered of immediate importance, as there
we cannot be overruled by a majoriily decision.

As to Points (b) and (c), UNSCOP Report confined iteelf to their enumeration.
As to Point (d) it pointed out the necsssity of unanimous decisions. With regard
to (a), however, — "Customs Union", the report supplies qualifying details.
9. The comprehensive introductory sentence of this qualification reads: "There
shell be a common customs tariff with complete freedom of trade btetwsen the States
and the eity of Jerusalem.”

The detcils following thereafter mention the establishment of a Commission
consisting of representatives of each of the two states in equel numbers to draw up
the tariff schedules ("tne tariff schedules shall be drawn uwp by ..."), and finish
up with fixing the distribution key for the customs revenue.

10. The drawing up of customs schedules has a double funetions

a) a fiseal one and b) one of trade policy. In the report only the fiscal function
ig dealt with, From thic it is clearly to be seen that UNSCOP was above all ip-
terested to determine the source from which the Arabic state might derive a secure
revenue exceeding its own productive capecity. No attempt is made to conceal the

faet that thereby the revenue of the Jewish sector are toc be shared by the Arabd
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State. It is also for this rezson that the drewing up of cusioms tariffe has

been made subject to he principle of arbiiration, and the percentage governlng

the distribution of the revenues was laid down.

11. Ae to the rate of distribution i.e. 50% mentioned in the Report we should
reserve our attitude with regard to the rate though we might be prepared to accept
the principle expressed herein: but such an scceptonce must be limited in time wnd
made clear as a definite good will concession on our part; and it will depend on the
general attitude of the Arab State whether we after the lapse of the time specifield
shell continue to fcrego pert of our revenue in its favour.

12, The faet, however, that the drawiing up of the customs tariffs should be sub-
jected to the principles of arbitration, implies a considerable intrusion into that
autonomy which the Jewish State requires in order to adapt its economy to the needs
of an incressing immigration ("ebsorptive capacity”). An attempt should accordingly
be made to find a way of securing larger revenues for the Arabs, without the Jewish
Economy having to run the risk of a disadvantageous customs tariff being drawn up.
13. Thie would seem even more logical in view of the fact that the purpoges of
trade-policy to be achieved by the drawing up of customs tariffs in themgelves
present only one aspect of the whole field of foreign trade relatiops, The whole
of this field by far exceeds what the report laid down as the "objectives" of the
Economic Union. In its entirety this field does not come within the scope of the
Economic Board, but only in i¢s partial aspects of customs and currency. At least
this ic unequivoeslly clear from the wording. Should, however, a broader intention
lie behind the wording, i. e. the intention of placing the whole field of foreigm
trede relations within the scope of the Joint Board, then we could hardly express

a grave enough warning not to agree thereto. Such enlargement of the "objectives”
of the Economic Union would seriously endager, or even frustrate, any control over
and direction of the machinery for the creation of the Absorptive Cepacity.

14, We not only recommend resistance against any ettempt to extend the com-
petence of the Economic Board, but we also recommend the utmost clarity in the de-
finition of its limitations. We consider the limitation contained in the report -
to the drawing up of customs tariffs excluding other ways of regulation of importe=

without prejudice to the recommendations set out below to be acceptable in case of
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need, It must then, however, be clearly understood that for example the question,

control of imports and exports will be within the competence of the two different

states, and not within that of the Joint Board.

15, We are living in times when the economic life is governed by the regulation
of importe. The conception of "undesirable import" plays such an important part
thet we cannot ignore it here. We do not have to answer today the question of
whether we 4o on prineciple recommend free or restricted imports, as for years to
come it will be a merely thecretieal question: practice imposes the regulation

of imports upon nations.

16. The Jewish State must obtain the right to defénd itself against undesirable
imports from abroad. That ie a demand which does not affect the interests of the
Arabic State, for we do not intend to recommend & restrioh of imports from the
Arsbic State.

: £ 8 If that is so, then the principle of "freedom of trade” between the two
Stetee and the "City of Jerusalem", which we do accept on the whole must be re-
stricted to the products of the two States =nd the City of Jerusalem, Only in this
way can the two states be protected against having their respective import policy
thwarted by the other State. (A similer limitation existed within the Falestine-
Syria Trade Agreement.

18. We further have to draw attention to the whole field of indirect taxatioa,
which will undoubtedly be autonomously regulated by the States. Within this branch
there fsll matters such as fees, excise, duties, ete. The essence of these matters
is, that they levied a tax on certain products produced within the country, before
they reach the consumer., If then the Jewish state levies such taxes on e.g. beer,
matches, salt, ete., which are produced within the Jewish State, it must be protected
against producers, (Jewish or Arabiec) in the Arabic State or in Jerusalem, where
perhaps such taxes will not be payable, using the principle of "freedom of Trade..."
in order to supply such products to the Jewish State at cheaper prices.

19, To the sbove mentioned limitattion of this "freedom of trade" to products

of the respective states, another limitation must accordingly be added: the right

of the States to levy those contribution it levies on products in its own economy

also on similar products in case they are to be imported, provided, of course, that
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the products in question, are not subject to the same contribution in their

country of production. (Beer, for example, which has been produced in the Arabic
State, may be imported without any charge into the Jewigh State if the Excise
is just as high in the Arabie State as in the Jewish State; if it is, however, lower
in the Arabic than in the Jewish State, then the Jewish State may levy the difference
for its revenue., In practice this will of ecourse bring abeut the fact that the Arabie
State will not levy lower Exeises than the Jewish state, which lies completely within
the fiseal interests of the Arabie State,
20. While we believe that we may for the time being confine ourselves to these
remarks regarding the original, as far as Point (a) is concerned, we have to add that
the interpretation of a final sentence appended after the definition and description
of the "objectives" of the Union, i.e. of the Joint Board, causes us difficulties:
"All international conventions and treaties affecting customs tariffs,
commnications and commercial matters generally shall be entered into by both States.”
We were at first inclined, in viow of its comprehensive formlation and
of its place (at the end), to consider this sentence as a generzl clause dealing with
the part Palestine plays in general, comprehensive, international "conventions and
treaties": International railway or air traffic conventions ete. Being thus
interpreted we would have no objections to this sentence. As, however, in the
course of the discussions doubts were raised as to the correctness of this inter-
pretation, it is necessary to arrive at a clarification of the matter.
21. There is & number of agreements which the Jewish State may and must conclude
with other governments without their having the slightest connection with the economy
of the Arabic State. IExamples are Zionist Loan Agreements, Cepital Transfer Agreeuments
sueh as the Jewish Agency has just now econcluded with Hungary. An emumeration of such
cases justifies the apprehension that the above gquoted sentence might really be thus
interpreted ad absurdum, In any case we recommend, however, to amend the sentence
as follows: "All international conventions and treaties affecting railways, ports
and postal services as based on decisions taken by the Joint Board shall be entered

by both States."

Should, however, the interpretation predominant amongst us be correct, and the
sentence refer only to international conventions, then this change would be superiluous;
on the other hand the term "international comventions" would then need further
definition,






