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SfflO!LY CODIDl!IAL 

J:OOSONIQ IMPLIQA'.I!IOliS Oi' Tai PJSCOP BEPOli.1' 

In ita report the United Bationa Oommiaaion baa alloted a place of aecondar7 

iDl)or\ance to all the eoonollio problem• &riaing out of the partition of Paleatine. 

!he Oommiaalon ha• atated in the preface of the Report the Palestine problem to be 

pri•riQ' a political and human one. It ia onl7 natural, therefore, that the 

economic implication• of their propoeal1 ha.Te not been elaborated in detail, nor 

have the;,- been considered with a full viev of their bearinga on the purpose, vhioh 

hae oeen before the eyea of the authora of the Beport. 

Yrom the econOJlic point of 't'iew the moat important atipulation of the 

majority ieport 1• the establishment of an "Economic Union• botween the "Suoecaaor 

State■"• lta meaning ia that the economic sovereignty ab.all not reat with the indi

vidual member State of the union. but vith a body with overriding powers, called 

•Joint ~conollic >oard•. This bod¥ is entitled eTen to force upon the Jewish or the 

Arab State an economic polic;y age.inat their will or lnterea\. Such a a1tur.t1on 1• 

not unlikel7 to ari&e taking into aeeount that the Jewish State will include a 

grea\ proportion of Arab inhabi\ant1 and will con\r•l a third onl;y of \he votes of 

~he Joint Board. If we remember that tne of ihe primar, ■otiTe& for the Jewiah 

a.ap1rationa towards atatehood waa the v111 to aehine so~ereip\7 righ\1 nlso in 

\he 1phere of economic matters, the cur\ailmeni of theae righta along the lines of the 

Majori\7 Bepor\ mu.at cauae grave concern. Thi■ baa not Jet be!)n au!fioientl.7 

realiaed by tht! public. Jor the next 7ear1. perbapa the next decade a primarJ taak: 

of the Jerish State will be toconduot economic polic7 in 1uch a W81' as to make 

poaaibl• the rapid abeorption of & Jevi1h ma.ea i mmigration. Tte absorpt1Ye capacity 
. 

la, however, closely related to the economic poliey of the authorite1 trom the top 

leTal to ,he lover gradea. It in such matter• the JeViah State is unable to follow 

an independent llne of economic polic,-. the ezecu.tion of a vital ta1k will be 

enormou.el7 hampered. 

MoreoTer. if there 1• ouch a 1ubstantial mnorli7 of .Araba living within 

\he Jewieh State■, creating the well-known comp11cat1ol18 in the eoonollio aphere, then 

\he re■ultinc aituation will not be ve17 different from that vhioh preYailed in th• 

pre-partition period; 8lld oc:metituted then one of the 4r1rtnc motive, towards part1t1011. 

The adn.n\agee of a larger ouatoma area are o'bvloua bu.\ if the7 are 
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contin&ent upon conce•aiona 4an«eroua to the proap~rit7 and oapacit1 of growth 

of the 0ount17ta econ.:>~, the1 mo.at be Yery carefull.7 examined before npproYal. 

~Ae followiiig obsel'Tation• are the result ot the•e •xam1nations With a Tiew to 

preaenting them to theae conducting the negotiations before U!TO. 

1 • .lccordin~ to the text of the UNSCOP Report an agreement im to be concluded 

between the two 1tate1 with "provisions to establish the lcoaollic Union in Paleatine 

and to proTide for other matter• of common intereet. 11 

2. The term ttEconomio Union" ie so wide that in 1 ta extreme interpretation it might 

mean the annulaent of that independence Which is to be achieved by a Partition. 

Wh.ile, aa we understand, the Jewi~h .A&ency is in pr1noiple prepared to aocept the 

Union ae auch, it is clear from the out1et that the term requires further qualifica.

\ion and 11ml tation. 

J. Our committee understand• its task to the effect that it ahould, within ~ha frame 

of the principles of an Economic Union. for11111late auch further definition and 11ml t.. 

tion which would make an Eeonoid.c Union acceptable. 

4. In thia it 1119-7 aet out from the fact that the report itsGlf haa alread.J" endeavoured 

• 
to apply such a 11111.\ation. The following points are enumerated therein a• the 

11 object1Yea of the lconomie tJnion"' 

•1. The Jcanqmi,e Union of Pelcstino. 

The ob~ect1-v-e• of the konomic Union of Palestine shall be• 

(a) 
(b) 
(c) 

(d) 

.l Ouatoma Union 

.l common curreney. 
Operation in the common intereat ot railways, interetate highwqe, 
poa,al, telephone a.nd telegraphic 1emee1, and the ports of Batta 
and Jaffa. 
Joint economic deTelopment eapeciall.1" in respect of irrigation, 
land reclamation and soil conserTation.• 

s. The legal form to be aimed at ie that of an acreement between two •tatea. 

iepreaentative• or re1pon1ibl• admi».iatra,on person• of both 1tetee will have 

to enter negotiation■ with one another with the a1m of achievinc an agreement on eeveral 

ecoAomic problem which Will do Ju•tice to the econollic intere1t1 of both partie1. 

*Yootnote: .... from the aec\1on "A Oo1111enia17 on Partition"& 
"!bi• 11mii1 therefore the function• with which the boa.rd ean be clothed and conflne• 
them t,o aueh neutral 1ervlee1 e.1 cormmm1cat1ona, or to a function whic~ thO\l&h car17lJ:lC 
a political quality, is dictated b7 the nece11itiea of the OYerrlding interest of unitf. 
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6. The negotiation• are to be conducted within (b1) a body to be called the 

ffJoin\ ~conomic Boe.rd". In order to prevent a deadlock in these negotiation•, re

pre1entativea of the UllO, apart from the representative• of the two statos, should 

alao be members of thsi Board, so that majority decisiona can alWS¥s be obte.lned. 

Su.ch me.jorit1 decision• ahould be decisive concerning point• (a) - (c) while con

cerning (4) the consent of both 1tatee ehs.11 be required. 

?. The formal question, to What extent the so cre&ted legal authcrity shall or 

JD81' act as s. contrs.cting party to~arde a third party instead of the two atatea, e.g. 

at the conclusion of agreement is doubtful, and we have for the time being left it 

open, here. Concerning the U1a.terial question, hovever, i.e. a.a to the queation o! 

the matter with ~tieh the Board is to deal, it may be inferred that it is to deal 

solel1 With thoee ttabjectivea of Economic Unionn, which arc epecificelly enumerated 

under a) - d). 

8. Our committee has first dealt with P~int (a). They then took up their attitude 

towards (b) and (c) whilst (d) waa not considered of immediate importance, as there 

we cannot be overruled 07 a ma.Jority decision . 

.u to Points (b) and (c), u"liSCOP Report confined itself to their enwr.eration. 

Aa to Point (d) it pointed out the neesseity of unanimous decisions. With regard 

to (a), however, - ''Ou.atoms Union", the report suppliee qualifying detail1. 

9. The comprehenaive introductory sentence of this qualification reada: "There 

shell be a common cu.stoma tariff with complete freedom of trade between the Statea 

and the cit1 of Jeruaalem." 

The dete,ila f ollowtng thereafter mant ion the eatabl1ihir.ent of a Commission 

consiating of repreaentativea of eacA ot the two Ytatea in equal numben to draw up 

the tariff achedulea ("t.ne tariff achedulea ahall be drawn up b7 ... "), and i'1n1ah 

up With fixi:n& the distribution key for the cu.atoms revenue. 

10. The drawin,; up o! cu.atoma 1ehedule1 hu a double tunctioni 

a) a fiacal one an4 o) one of trade policy. In the repori onl7 the fiacal function 

1a dealt with. :rrom thit: it 11 clear~ ,o be aeen that tmSCOP wu aboTe all ln

tereated to determine the aource from which the Arabic atate aight derive a ••cure 

reTenue excaedinc ita own productlTe capacit7. Bo attempt 1• made to conceal the 

fact that thareb7 the revenue of the Jewiah aeotor are to be aha.red b7 the Arab 
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State. It 11 also for \hie reaaon that tilE; drawing lq) of <J\lSto• tarif:f'a baa 

been Jl&de aubJect to he principle of arbitration, and the percentage governl~g 

the diatr1bu.t1on of the re•enua1 vaa laid down. 

11. JA to the rate of diatribution i.e. SO~ mentioned in ~he lleport we 1hould 

reaer'f'e our attitude with regard to the rate thoueb, we might be prepared to accept 

the principle expreaaed herein, bu.t auch an acceptcmce auat be limited in time v.J2d 

made clear u a definite good will conceaeion on our part; and it will depend on the 

general attitude of the Arab State whether•• after the lapae of the time 1pec1fie4 

shall continue to !crego pa.rt of our revenue in it1 fa•our. 

12. The fact, howeYer, that the drawing lip of the et11to• tariff• should be sub,. 

jected to the principles of arbitration, impliea a eoneiderable intruaion into that 

autonom;y which the Jeviah State require, in order to adapt it• eeono117 to the need• 

of an increaainc illllligration (•abaorptive capacit7•). An attempt 1hould accord.1n«l7 

be "'8.de to find a V8.7 of aecuring le.rger re•enuea for the Arab•, without the Jew1ah 

Economy ha.Ting to run th• riak of a diaadvanta«eoua cuatou tariff being drawn up. 

13. Thi• would ••e• ••en more logical 1n Yiew of the fact that the ;purpoaea of 

trado:::policz to be achieTe4 b7 the drawinc up of cutGIU tariff• in themael••• 

preeent onl.J' one upect ot the whole field of foreip trade relatiqpa, ~• Whole 

of thia field b7 tar excee41 what the report laid down aa the "obJect1Tea• of the 

lconoaic Union. In it• entirety thi• field 4oee aot come within \he •cope of the 

.lconomie Board, 'b\it onl.7 in ii■ partial aapec\1 of cuatou and curreney. At leaat 

th1a is unequ1Yooall7 clear from the wording. ShO'lll.4, howeTer, a broader intention 

lie behind the wording, 1. e. the intention of placing the whole field of toreisa 

trade relation• Within the ■cope ot the Joiat Board, then we could bardq expr••• 

a gr&Te enoup warning not to agree there\o. heh enlarpment of tM 1 obJeot1Te•• 

of ,he lconollio Union would aeriouaq endager, or nen. fruetrate, U7 control ewer 

ud direction of the •ch1ne17 for the creation. of the Abeorpt1Te Oe.paclt7. 

14. Wt not onl.7 recommend reaia\ance apinet 8.J17 a,,empt to extend the cc,a., 

petenoe of the ~onollic ~oard. but we also recommell4 the utao,, clarit.7 in the 4 .. 

finitlon of it• li111.tat1ou. Ve cona14er t.he 11111\at.ion contained 1n the report -

to the dravinc up of cuat.o• tariff• excludln1 other W8¥• of regulation of lmpone

without prejud1oe to the reco ... nclationa ■et out below t.o be acceptable in cue ot 
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Deed. It IIU.lt then. however, be clearl7 under1toocl that for example th4 que1tion, 

control of imporl• and e%port1 will be within the competence of the \wo differen, 

etat••• and not within that of the Joint Board.. 

15. We are 11Ting in tlmea when the economic life i1 goTerned b7 the regulation 

of import,. !he conception of "unde1irable iq>orl" pl~• 1uch an important part 

that we cannot ignore it here. We do not ha.Te to e.nawer tod.af the que1tion of 

whether we do on principle recommend free or reetrieted iaporta, ae for 7ear1 to 
. 

come it will be a merely theoretical qve■tion: practice imposes the regulation 

of imports upon nation•. 

16. The Jewish State mu.st obtain the right to def•nd itaelf against undeairable 

inporta from abroad. That 11 a demand which doe1 not affect the intereata of the 

.Arabic State, for we do not intend to recommend a restrioa of imports from the 

Arabic State. 

17. If that ia ao. then the principle of "freedom of trade" between the two 

State• and the •01t7 ot Jeruaalem", which we do accept on the whole Dll,lft be re

atrieted to the produete of the two Statea a.pd the Citz of Jerua1lem, Onl7 in th11 

wa:r cnn the two etatee be protected against ha ing their respective import polic¥ 

thwarted by the other State. (A eimilar limitation existed within the Palest1ne

SJr1a Trade Agreement. 

18. We further have to draw attention to the whole field of 1nd1nc\ tuat1on. 

which will undoubtedly be autono>a0usl7 regulated by the States. Within th11 branch 

there fall matters auch aa fee1, exci1e, duties, etc. The esaenee of theee matters 

ia, that the7 leTied a tax on certain produ.cta produced within the countey. before 

they reach the consumer. lf then the Jcwiah state leYiea neh taxea on e.g. beer, 

matche1, 1alt, etc •• which are produced within the Jewiah State, it mu.st be protected 

acain1t produoera, (Jewish or Arabic) in the Arabic State or in Jcruaalem, where 

perbapa 1uch taxes will no, be payable, ualng ,he principle ot 1 freedom of Trade ••• • 

1n order to aupplJ auch products to the Jewish State at cheaper pr1eea. 

19. !o the above mentioned 11mitatt1on of thie "freedom of trade" to produc\1 

of the re1peotive atatee, anothor 11111.tation mu.at accordinglJ be added& the r1g:h, 

of the Statoa to levy tho•• contribution 1t lm.e• on produota in it• own econom;, 

al•o on aiailar produci1 1n ca•• they are to be iaported, proTided• of oour••• tha\ 
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the product■ in queetion, are not 11ubJeot to the ■Ule contribtition in their 

cou.ntry of production. (Beer, for example, which ha• beea produoed in the .Arabic 

Sta•••~ be imporied without B.DT charge into the Jewiah State if the Exoi1e 

ia Jut aa high in the .An.bio State aa in the Jewiah Sta••I if 1\ la, hoveYer, lower 

in the Arabic than in the Jeviah State, then the Jewish State 03.7 le17 the difference 

for ita reYenue. In pract1ee thi■ will of eour1e bring abeo.t the fact that the .Arabic 

State will aot laTy lcw er J:xci1e1 than the Jeriah atate, which lie• completel7 Within 

the fiecal i4tere1ta of the Arabic State. 

20. While we belieYe that we ms.y for the time being confine ou.raelTea to theae 

·remark• regardinc the original, aa far u Point (a} 11 concerned, we have to add that 

the interpretation of a final 1entence appended after the definition and deacription 

of the "obJect1T••" of the Union, i.e. of the Joint !oard, eauae• ua diffieultiea: 

".Al.1 international eonYention• and treaties affeetinc cuatou tariff1, 

communications and commercial matten generally ehall be eniered into by both Statea. 11 

We were at first 1ncllne4, in Tiow of i\a oomprehenaiTe formlatioa and 

of it• place (at the end), to cona14er thia aentence aa a general clauae deallnc wi\h 

the pa.rt Paleatine pl1qa in general, comprehena1n, international "conTontion• and 

treatiea"& International. raillf&7 or air \raffie oonYentiona e\o. Being thu.a 

interpre\ed we would have no obJectiona to thia aentenoe. J.s, howoTer, la the 

courae of the diacuaaion• doubt• were rai1ed a1 to the correotneaa o! thia intez-

pretatioa, it 1• neoe1a&r7 to arriTe at a clarit1oat1on of the matter. 

21. !here 11 a number of agreement• which the Jewiah State ~ and mu.at conclude 

with other goTernment• vlthou.t their haYiq tha aligh\e1t comiection with the econoJr¥ 

of the Arabic s,ate. b•11>le1 are Ziolli1t Loan .Agree•n'•• Oapi~ franafer ,Acreementa 

aueh u the Jewiah .Agency ha.I juat now eoncluded Wi\h BnngaPJ • .b emiaerat1on of &uc)l 

cue1 jultifi•• the apprehenaion that the a'bon quo,ed aentence 111.ght realq be thul 

interpreted ad ab1urdua. In uq eue we reco-nd, hoveTer, to &Mnd the ■entence 

aa followa& 1.ill lnternatioll&l conTentiou an4 trea,iea afteotlnc rail~. poria 

u4 poatal ae"ioea aa baaed on 4ec1s1ou taken b)' tha Joint Board 1hall be entered 

bJ bo,h Sta,•••• 

Shnl.4, howTer, the 1nterprelat1on pre4omlnan, aaonga\ ua be oorreo\, ud the 
aenteaoe refer oal7 to lnternatlollal connn'1ou, \hen thia ch&Dp woul.4 be aupertluoua; 
on th• other haD4. the term •ln\ernatlonal eonYen\lon•" woa.14 then nee4 fur,her 
4efiaitioa. 




