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Economic Ramifications

Additional annual budget required for:

n Annexation of Area C and imposition of Military Administration in

remainder of West Bank: $2.35 billion [see Table 1].

n Annexation of entire West Bank: $14.5 billion [see Table 2].
n Damage to Israeli economy due to falling foreign investments: $2.5 billion.

Long-term damage::

n If annexation results in a wave of violence lasting several years (similar to

the Second Intifada), damage to Israeli economy could total: $11-21.5 billion.

One-time expenses:

n Occupying Areas A and B; building new fence along annexation border: $9 billion.

If the entire domino effect scenario detailed above transpires, Israel will have
to prepare to cover additional annual expenses totaling some $14.5 billion, as
well as a one-time cost of $9 billion. This is in addition to the serious damage
to the Israeli economy due to falling GDP, reduced foreign investments, and
anticipated damage from boycotts (in addition to security, diplomatic, and other
ramifications as detailed above).
It is important to note that these estimates include items that are based on exact
information as well as estimates that are less precise. The distinction among them
is spelled out in the detailed presentation below.
These estimates are also based on several assumptions, including:
n The annexation scenario is not halted at an early stage, due to external
pressure or other developments.
n A new fence is built along the annexation border.
n Damage to GDP reaches the assumed levels [based on figures for the
Second Intifada].
n
The reduction in foreign investments reaches the assumed levels [based on
the experience during the Second Intifada].
The relevant assumptions underlying each cost component are noted in the
detailed discussion below.

The additional annual budget required for the annexation and the
imposition of a Military Administration in the non-annexed area will be
around $2.35 billion if all of Area C is annexed, or around $1.1 billion in the
event of partial annexation.
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Once the Palestinians in the annexed area are given permanent residency status, they
will be entitled to all rights granted by law to Israeli citizens, with the exception of the
right to participate in general (national) elections. These rights include, among others,
national insurance benefits, membership in an health maintenance organization (HMO),
and education. Our study found that the cost of these civilian services (after offsetting
direct and indirect taxes) will be $1.6 billion a year if Israel extends permanent residency
status to all the 300,000 Palestinians living in Area C, and around $360 million a year, if
the annexation only incorporates 66,000 of them.
The study also found that the cost of applying a Military Administration on the remainder
of the West Bank (Areas A and B) will not impose a burden on the state budget, provided
that Israel manages to collect direct and indirect taxation totaling around $2.8 billion
from these Palestinians, and providing that the Military Administration provides them
with services on a similar scale to those provided under the PA. However, the additional
regular budget costs for the Military Administration apparatus and for reinforcing the
IDF’s field security units – totaling $750 million a year – will be borne in full by the
Israeli taxpayer.
The additional annual budget required for the annexation and the imposition
of a Military Administration in the remainder of the area will be around $2.35
billion, if all of Area C is annexed, or around $1.1 billion in the case of partial annexation.
This represents a permanent budgetary addition of 1.9% or 0.9%, respectively. This
burden will not have a particularly dramatic impact. Conversely, the study found that
while Israel can meet the above-mentioned economic and budgetary burden without
causing substantial shock, the costs in the fields of security, diplomacy, and the
economy (sanctions and loss of foreign investment) will be extremely severe.

Table 1: Cost of Area C Annexation
Expenditure/Income Component
National Insurance social benefits
Education budget
Health budget
Additional government expenses
Addition to the defense budget
Total fixed expenditure
Expected income
Total annual budgetary cost
Based on a Palestinian population of 300,000.

Expenditure/Income – USD Millions
924
471
520
174
750
2,839
- 492
2,347
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Establishing the new border fence around the annexed area will cost
Israeli taxpayers around $7.5 billion, with a further $1.1 billion a year for
maintenance.

Based on total direct foreign investments of $11.9 billion in 2016, and on past
figures, the loss can be estimated at $2.5 billion.

In addition, once Area C is annexed, the cost of establishing a 1,787 km long
new border fence around the annexed area will be around $7.5 billion, with
a further $1.1 billion a year for maintenance. Given the high costs, and the
required addition of some 45 IDF companies and up to 3,000 additional private
security personnel, the feasibility of establishing the new border fence is low. On
the other hand, the absence of a fence will have serious security ramifications
(as detailed in Security Ramifications above).

Damage to the Israeli economy will be significant due to armed violence.
The second unknown, and one that is even more significant, is the scale of the
damage to the Israeli economy in a case of armed violence as described above.
This could lead to the downgrading of Israel’s credit rating, a slowdown in
economic activity, and a reduction in the scope of direct foreign investments
in Israel.
On the basis of studies that examined the scope of the damage to the Israeli
economy during the Second Intifada, we estimate the damage to GDP will be in
the range of $11–$22.5 billion a year.

Protracted violence will cut per capita private consumption expenditure
by 19-37%.
With prolonged violence, per capita private consumption will be reduced by
19-37%. This implies a significant deterioration in the quality of life for all
Israeli citizens.

Israel stands to lose considerable income due to the drop-off in direct
foreign investments.
As seen during the Second Intifada (2000-2005) and Operation Protective Edge
(2014), the conflict with the Palestinians has had a significant impact on foreign
appetite for investing in the Israeli economy.
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Although reduced investment is not a direct burden on the budget, it constitutes
a significant indirect cost to the Israeli economy. The burden on state funds will
be double-edged. First, Israel can expect to lose considerable income from taxation
due to the drop-off in direct foreign investments. Second, in order to stimulate the
economy, Israel will need to increase its direct investment in the economy.

Economic sanctions will further affect GDP, restrict access to
international financial markets, and lead to deteriorating credit
conditions for Israeli companies.
The third unknown is the scope of economic sanctions, if any, that will be
imposed on Israel by the international community in response to annexation, the
nullification of the Oslo Accords, and the dismantling of the PA.
An example of possible ramifications of an international boycott is the one imposed
on Russia since 2014 in response to its annexation of the Crimean Peninsula.
Damage to Russian GDP due to the sanctions is estimated at 2.4% through 2017.
Although the Russian case - including its dependence on oil exports - differs
from the Israeli situation, a similar impact on the Israeli economy cannot be ruled
out. A 2.4% fall in GDP in Israel’s case is equivalent to $8.2 billion. It would
seriously affect various economic parameters, including consumption, savings,
and investment. It is also impossible to rule out damage to foreign currency
trading and a significant devaluation of the shekel, leading to capital flight,
restricted access to international financial markets, and deteriorating
credit conditions for Israeli companies.

The additional annual budget for the complete annexation of Judea and
Samaria, including granting permanent residency status to 2.6 million
Palestinians, will total $14.5 billion a year.
If Israel imposes its sovereignty on all of Judea and Samaria and grants permanent
residency status to the 2.6 million Palestinians who live there, they will be legally
entitled to extensive rights: national insurance benefits (birth grant, child allowance,
savings account for each child, income equalization, unemployment and disability
benefits, and benefits for senior citizens), health services (including membership
in one of the HMOs), education, welfare services, etc.
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Map 3: Israel After Annexation

These costs will total around $13.9 billion a year, after offsetting expected
income. Together with the anticipated additional defense budget, this
totals annual expenditure of around $14.5 billion constitutes an increase
of 12.8% over the 2018 budget.

Table 2: Cost of Full Annexation
Expenditure/Income Component
National insurance social benefits
Education budget
Health budget
Additional government expenses
Addition to the defense budget
Total fixed expenditure
Expected income
Total annual budgetary cost

Expenditure/Income – USD Millions
8,129
4,084
4,504
1,509
559
ddddddddddddddd18,786
ddddddddddddddd-4,263
14,523

Based on a Palestinian population of 2.6 million.

Annexing Judea and Samaria and granting permanent residency status
to 2.6 million Palestinians will also affect quality of life in Israel. The
burden on each Israeli family will average $7,190 a year.
Permanent residency status includes eligibility for full health services,
including membership in an HMO and the right to choose a specific
attending physician and hospital. It is safe to assume that Palestinians will
prefer to receive medical services at the main hospitals in Israel rather
than at hospitals in the West Bank. Even now, the total proportion of hospital
beds in Israel is falling and currently stands at around 3 beds per 1,000 people
according to the OECD (OECD average: 4.9 beds per 1,000 people). Average
occupancy has risen to 95% (in winter, average occupancy in internal departments
is around 120%). After the annexation, the proportion of beds will fall to around
2.6 per 1,000 people. A similar impact can be expected in terms of the per capita
number of MRI and CT machines (already below OECD average).
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