NPND »D
MACRO

N Y TH W99 938 NP
THE CENTER FOR POLITICAL ECONOMICS

Final Report:

A comprehensive analysis of the settlements' economic costs

and alternative costs to the State of Israel

Tel Aviv

February 19, 2015



Table of Contents

. EXECULIVE SUMIMAIY ...ttt s 4
B ] 1Yo o PSSR PR 7
IMEENOAOIOGY ..o 8
3.1 What cOSts Were analyzZed? ..........ccoooiiiiiiiiieieieeee s 8
3.2 Sources and MethodOIOgY .........ciiiiiiiiiieiee e 11

. The DUt eNVIFONMENT ... 18
4.1 Built environment value eStimation ...........ccccoveieiiiiiniinienene s 18
4.2 BUilt nVIFONMENT STOCK .....c.veiviiiiiiiiiiiicieeeie s e 20
4.3 Publicly initiated housing CONSIUCLION...........ceivieiieiiie i 24
. Government support and SUDSIAIES.........cccccciiiiiieiiiie e 27
5.1 PUDIIC SUPPOIT ...ttt be e nre s 27
5.2 PriVate SUPPOIT .. ..ovieieiiecce ettt ettt re e ste e raenbeeneenres 33

I 1o 11 =Tot o0 1 OSSR 37
6.1 BOYCOLtS — hiStOriCAl FEVIEW........cueiiiiiiciiiieiee e 37
6.2 COSES OF DOYCOLLS ...t 39

. Total Costs and the FULUNE...........cooiiiiiiiee e 47
7.1 Total anNUAL EXErA COST.....ueeieiieiieeeie et sre e nrees 47
7.2 CUMUIALIVE COSE ...vvieiiieiieiieeie ettt sttt et eeeeneenrees 48
7.3 FULUIE SCENAITOS .....vieveiiiieiieiie sttt sttt sttt ettt et e s beebeeneenreas 49
Appendix I — West Bank residential PriCes .........ccccoiveiiiiiiiiie i 51
Appendix Il — Governmental support for WB municipalities.............ccccccvevvennnen, 52



List of tables

Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No
Table No.
Table No.
Table No.
Table No.
Table No.
Table No.
Table No
Table No.
Table No.
Table No.
Table No.
Table No.

1 - Price per SQM of residential units by municipality (select years), 2014 prices in NIS ..................... 19
2 - Non-residential cost of construction per SQM, 2014 prices iN NIS .......c.cccovevviiiieieicncieece e 20
3 - WB built stock in thousands of SQM, 1998-2014 .........ccccceevieieiiiiiiieie et 23
4 - WB built stock in millions of NIS, 2014 prices, 1998-2014 ........ccocoieiiieieiieeneee e 24
5 - Public initiative housing building starts by district 1995-2014, SQM per person...........cceceevvrveevenne 25
6 - Annual budget of the four main ministries in charge of defence in NIS 2014 prices..........cc.ccoeenenee. 27
7 - Disclosed 2014 defence budget items with direct link to WB settlements, in NIS .............ccccoeee. 28
8 - 2013 budget governmental support to municipalities in NIS, 2014 PriCes.........ccoceeverereinieneseneens 29
9 - 2013 budget governmental support to municipalities by district, 2014 Prices .........ccccoevevvevvevrerrenne 30
10 - Settlement Division budgets in NIS 2014 PriCES........ccuvieiireiireiiieeessee s 31
11 - Ministry of Construction and Housing budgets in NIS 2014 PriCeS.......ccccuvvvreririensersiiseenenes 32
. 12 - "National Priority Localities" development subsidy distribution ..............cccccoveiiriiinninnienienen 33
13 - Settlements included in the "National Priority Localities” liSt..........cccooerriiiiiniiniirceen 34
14 - Investment incentives in NIS 2014 prices, 1992-2012..........cccciieieririeienieiesese e see e 35
15 - Exports of goods and services and the Israeli GDP in billions of NIS, 2010 prices..........cccccceevvuve. 40
16 - Composition of Israel's Exports of Goods in million of USD, by continent ..........c.ccccoeevviiviiiennne 40
17 - Exports of goods by trade areas and selected countries in millions of USD, 2000 & 2012-2013....41
18 - Foreign direct investment as percentage of GDP, selected COUNTIIeS..........ccovrvervreereerneesecreee 43
. 19 - The balance of FDI in Israel in millions of USD, by COUNLIIES ........ccoovveiriiiieiiciee e 44
20 - The share of industrial and agricultural exports in 2013 ..........cccoiiieiiniiine e 45
21 - Featured ECONOMIC SANCLIONS .......coiviiiieiiiiiire et 46
22 - Total governmental current extra cost per year, 2014 PriCeS........ccoerevrirerererese e 47
23- Price in NIS per SQM of residential units by municipality, 2014 PriCes ........ccccocvvverreieneireenans 51
24 - Price in NIS by municipality and type of support, 2014 PriCeS........ccccovririerenereneieieeeese e 52

List of figures

Figure No
Figure No
Figure No
Figure No
Figure No
Figure No

.1 - WB residential building STOCK ..........cooiiiiiiiiiiiiee e 21
.2 - WB industry and public inStItULIONS STOCK ............eouiveiriiirieiiecee e 22
.3 - WB business and agriCulture StOCK............cooiiiiiiiiiiiieei e 22
. 4 - Public initiative housing building starts by district 1995-2014, SQM per person.............ccccecervereene. 26
.5 - Foreign Direct Investment in billions of USD, 1990-2013.........ccccoeiiriieiiinenene e 42
. 6 - The stock of FDI in billions of USD, 2000 & 2009-2013..........ccceitrerimrieriiieesenesienieseeesrese e seenes 42



1. Executive Summary

The aim of this research was to accurately estimate the cost of West Bank (WB)
settlements to the State of Israel. Most of the costs analysed were governmental costs
through budget expenditures which are higher than in localities west to the Green
Line — extra expenditures. The extra expenditures were allocated to settlements west
of the defence barrier and east of it, in order to analyse the difference in expenses
between the two areas. In addition we also assessed the long-term value of both
private and public investment in the West Bank through the capital stock of buildings
constructed there. Regarding governmental investment in the housing market, we
compared the public initiated housing construction in West Bank settlements to other
parts of the country.

In this study we used a wide array of sources of data and methods, some of which are
innovative and highly accurate. The main research goal was to get a highly detailed
and accurate estimation while using only validated and officially available data

sources with as little speculation as possible.

Governmental support was divided into two parts: the first was public support using
analyses of the defence, municipalities’, and development budgets. Next, the direct
support to individuals, households and firms was analysed.

The total disclosed direct defence costs of the WB settlements came to NIS 267.6
million per year. The average annual government support for municipalities in the
WB is NIS 3,762 per person, which is NIS 1,480 higher (64.8% higher) than the
national average of NIS 2,282. When looking into only east of the barrier
municipalities, an even more extreme picture emerges, government support to those
municipalities reaches NIS 5,960, compared to 3,111 west of the barrier. The total
extra support for municipalities in the WB amounts to NIS 526.6 million a year. In
addition, we found that governmental municipalities support is much higher in the
West Bank than in other parts of the country, including prioritized areas like the
Negev and the Galilee. Governmental support to the Negev and Galilee through
municipalities' budgets is NIS 3,203 and 3,029 respectively. Most of the extra support
is transferred through special grants in a total of NIS 160 million, or NIS 454 per
person (compared to NIS 122 and 83 per person in the Negev and Galilee). The total



government direct support to WB settlement development through the Settlement
Division and The Ministry of Construction and Housing amounts to NIS 253.6
million. The Settlement Division budgets significantly increased in 2014, from NIS
58.2 million to NIS 497 million, reaching actual expenditure of 853.9% of the planned
budget. The portion of the expenditure invested in the Central Division region of
operation — which consists only of WB settlements — is 33.8% of the total Division's
actual expenditure, exceeding the investment in both northern and southern Division
operation regions (28.5% of the total expenditure). To sum up, the annual public extra
support amounted to NIS 1.047 billion, of which NIS 629.6 million went to

settlements west of the barrier and 418.2 million east of the barrier.

Annual private support to households and businesses in the WB amounted to NIS 51.9
million. Almost half of the WB settlements included in the "National Priority
Localities™ list, which grants subsidies to land purchasers in those localities, we assess
amounts to NIS 22.9 million. Under the "Law for the Encouragement of Capital
Investments” two benefits are granted to West Bank firms: investment incentives and
tax benefits. According to our analysis, investment incentives to enterprises which
invested in the West Bank total around NIS 11 million per year, with an overall cost
of NIS 802.2 million over the period 1992-2012. Our estimation of the annual tax
benefits granted is NIS 18 million.

In order to assess the indirect costs of the occupation of the West Bank we looked into
the possible impact of boycott campaigns on Israel and the settlements. We found that
up to the present time, they have not had a significant impact on the Israeli economy,
and are not likely to do so in the near future. Nevertheless, the Israeli economy's
dependence on exports and foreign investment (exports consist of about a third —
34.5% — of Israel's GDP), and past and ongoing boycott sanctions show that there is a

possible danger arising from the continuation of those trends and boycott campaigns.

Our total assessment of the extra government annual expenditure going directly to
West Bank settlements is NIS 1.099 billion per year, which comes to NIS 3,090 per
settler or NIS 13,689 per a West Bank household. East of the barrier settlements enjoy
a significantly larger extra expenditure with an amount of NIS 5,288 per person,

compared to 2,439 West of the barrier.



The capital stock assessment revealed that in the past 40 years, the Israeli
government, local municipalities and private enterprises built around 13.2 million
square meters of civilian buildings in the WB. The total cumulative costs of the WB
built stock in 2014 amounts to NIS 108.9 billion. Most of the building stock is located
in the large settlement blocks west of the defence barrier, where around NIS 85.4

billion was accumulated, compared to 23.5 billion east of the barrier.

In the past 20 years public (government) initiated housing construction was
significantly higher in the West Bank than in other parts of the country. The average
construction starts of housing units per person in West Bank settlements is higher,
indicating the governmental attempt to attract develop the area and attract more
population. This fact is prominent especially when comparing the Negev and Galilee
regions, which are officially prioritized. In 2013 and 2014, the amount of per person
Square meter (SQM) of construction which started under public initiative was 0.4 and
0.12 respectively in the West Bank, but only 0.18 and 0.11 in the North district and
0.24 and 0.10 in the South. The average construction starts per person in the 1995-
2014 period was 0.63 SQM in the West Bank, compared to 0.17 in the entire country,
0.14 in the North and 0.31 in the South.



2. Foreword

The current seemingly perpetual stalemate in Palestinian-Israeli peace negotiations,

coupled with the tumultuous state of Israel’s region, has had and will have a deep

impact on the welfare and wellbeing of Israeli society. Whether it is due to the high
governmental military and civilian spending in the West Bank, a decline in
investments or the threat of boycott, the ongoing settlement operation is very costly

for the Israeli economy and society.

Settlement activity and the continuous conflict encompass a humber of costs, direct
and indirect, visible and hidden. The main direct costs are: physical structures and
infrastructure in the settlements, military activity for the protection of settlers,
government incentives and subsidies. Indirect costs may include: decline in foreign
and local investments, decrease in exports and a reduction in international economic

and scientific cooperation due to boycotts.

In the Israeli public and political discourse, settlement costs mostly refer to the direct
governmental budgets devoted to activities in the West Bank. Most of the public is
not aware of the total magnitude of capital invested there in the past, and the direct

and indirect expenses paid in the present and those to be paid in the future.

In this study we attempt to accurately estimate the cost of West Bank settlements to
the State of Israel. Most of the costs to be analysed are direct governmental costs
through budget expenditures. We will also assess the long-term value of both private
and public investment in the West Bank through the capital stock of buildings
constructed there. In addition, we also look into the impact of current and possible
future boycotts on the State of Israel in general and on West bank settlements in

particular.

A wide array of sources of data and methods were used, some of which are innovative
and highly accurate. Our goal is to accurately analyse the data and arrive at a detailed
cost estimation, using only validated official data sources involving as little

speculation as possible.



3. Methodology

In this research we employed a number of data sources and methods in order to
accurately assess the total economic costs of West Bank settlements. Data sources
comprised mostly governmental data and statistics, including budget data and data
collected by the Central Bureau of Statistics (CBS). In addition we used the unique
data collected by The Macro Center over the years and in particular Macro's

"Inventory of settlement construction™.

The study includes valuation data on all 130 WB settlements, over different spans of
time according to relevance and data availability. In some sections, the data is
presented for the entire WB as a whole, for example, in defence spending,
development and tax deductions. Some of the data is presented for the 23
municipalities (local municipal authorities) in the WB, of which 4 are cities, 13 are
municipal councils and 6 are regional councils. In most sections of the work,
especially on budgets allocated by the government, the valuation is of current yearly
expenditure, estimated by the most recent year of available data. In other sections,
data is the sum of money spent in the past, and not the current yearly expenditure; that
is the case in the built environment section and investment incentives. Because the
Israeli government is spending money on all parts of the country, in order to assess
the cost of the WB itself we had to look only at the "extra" costs, as distinguished

from localities west to the Green Line.
3.1 What costs were analysed?

In this study we have tried to estimate both the current yearly governmental
expenditure on West Bank settlements and the accumulated capital already invested in
them (both public and private). For this task we used only disclosed and available
data, with as little as possible estimation and speculation. Because of the cautious
methods used, the amounts estimated in this study are probably smaller than the real
expenditures and investments. The costs were divided to settlements west of the
defence barrier and east of it, in order to analyse the difference in expenses between
the two areas. Where data was not available the costs were allocated according to the

relative population size in each area.



3.1.1 Built environment

A stock of all the buildings constructed in West Bank settlements over the years was
created. In addition, a value was assigned to every building type and the sum of these
values is presented according to building use: residential, business and hotels,
industry and agriculture and public buildings. In order to assess governmental
investment in the housing market, we compared the public initiated housing
construction in West Bank settlements to other parts of the country.

3.1.2 Direct costs

Public support

Defence

Using available budget data we have estimated the direct defence costs of West Bank
settlements, including military, police and other security expenditures. The amount
estimated is probably smaller than true expenditures, as the total defence budget
allocated to the WB is undisclosed, and so are the indirect defence costs arising from

the Israeli-Palestinian conflict.

Municipality budgets

We present the amount of supplementary support the Israeli government is giving to
municipalities in the WB. The government supports almost all municipality budgets in
the state and some national budgets are allocated through local government. In order
to assess the governmental expenditure on WB settlements, we calculated the
difference between governmental support per person in the WB and that in the entire
country (without the WB). Using this calculation we have been able to accurately
estimate the amount given to WB municipalities in excess of that in other parts of the
country. In addition we present a comparison of the support between WB and other

parts of the country and in particular the Negev and Galilee areas.

Development budgets

Using budget data, we quantified all incentives given by the government to the

development and strengthening of WB settlements. Funding channels for



development include the "Settlement Division™ and the new construction support

budget of the Ministry of Construction and Housing.

Private support

Households

Direct support to households and individuals in the WB comes through two major
channels: housing and income tax. We present an assessment of land acquisition
subsidies to WB settlements, allocated under the "National Priority Localities"
benefits plan. In addition we show income tax benefits by virtue of section 11 of the

income tax ordinance.
Business

A summary of the incentives given by the government to corporations under the "Law
for the Encouragement of Capital Investments™ for the years 1992-2012 was used,
together with an assessment of the annual cost of the corporate tax benefits granted by

virtue of this law.

3.1.3 Indirect costs

Boycotts

Through an analysis of foreign trade and investment, we tried to capture the effect of
boycotts on Israel's economy. The analysis focused on countries where campaigns to
boycott WB settlements and Israel in general have taken place. In the analysis we
were looking for a correlation between boycott campaigns and economic outcomes. In
addition we tried to forecast possible future effects, based on examples of economic

sanctions imposed on different countries around the world over the years.

10



3.2 Sources and methodology

3.2.1 Built environment

Sources of data

Macro's "Inventory of settlement construction"":

Covering the years 2004 and 2008, the inventory includes detailed data on the built
environment and infrastructure of each and every settlement in the West Bank. The
data was gathered mostly from aerial photos, at a time when detailed construction data
for the settlements was not available. The inventory also contains appraisals of the
construction costs of various building types and uses (business, shopping, industrial

buildings, agriculture structures, etc.).

Municipal tax data (Arnona):

Data on municipal tax in each municipality is available in the "Municipalities file"
published by the Israeli Central Bureau of Statistics (CBS). Tax data is available
broken down by property use (residential, business, banking, hotels, industry, etc.) in
square meters for select years up to 2012. This data enabled us to put together an

updated stock of the built environment in WB settlements.

Building completion data:

Detailed data on construction is published by the CBS, and is available online at the
municipality and locality level for every year since 1995. Using completion data of
different building uses, we were able to create a dataset of the yearly change of the

building stock in WB settlements.

Housing prices data:

A detailed dataset of the transactions of housing units in the WB since 1998 enabled
us to create yearly accurate valuations of residential properties. From this dataset we
calculated housing price averages for all WB municipalities for 1998-2013.

11



Methodology

Built environment stock:

Using a "stock™ variable from municipal tax data and a "flow™ variable from building
completion data we were able to create a continuous stock of the built environment in
WB settlements at the municipality level. For every municipality, we took the latest
(2012) municipal tax data in square meters for every building use and set it as the
stock for that year. Then we "rolled” the data using completion data as the yearly
change in the built stock to create a dataset for the years 1998-2014. Completion data
was added year by year for 2013-2014 or subtracted for the years 1998-2011.

For example, the stock of a building type in municipality i at 2013 is the stock in

2012 plus completions in 2013:

Siz013 = Siz012 t Ciz2013

Or the stock of a building type in municipality i in 2001 is the stock in 2002 minus

completions in 2002:

Si2001 = Si2002 — Ci2002

Because in some cases the municipality tax records are biased or misreported (missing
data, unreported data, under-collection, etc.) we had to verify the stock data in square
meters. The verification was conducted using two methods: the first used different
years of municipality tax data. As the base of the stock over time we used 2012 data;
for verification we used data from previous years and compared it to our constructed
stock for that particular year. In addition, we used Macro's "Inventory of settlement
construction” data as another verification source for 2004 and 2008, for which it
contains the entire stock of settlement construction. The Macro data was very
valuable especially for public buildings stock, as they do not pay municipal tax and

therefore lacked many values.

Built environment value:

After the stock in square meters for every building type was calculated, we multiplied
the number for every year with a value factor (per meter) for that particular building

use. For all building uses except residential ones, the value factor was taken from

12



Macro's "Inventory of settlement construction™. These values are based on the cost of
construction of various building types. The reason for using this type of valuation
factor is that in most of the WB there is no active real-estate market for non-
residential structures. In addition, public buildings have no market value at all, and

must be valued by cost of construction.

For residential buildings we used price averages per square meter calculated from a
dataset of all residential real-estate transactions in the WB between 1998 and 2013.
Some municipalities did not have enough transactions for a reliable average for all the
years — in those cases we used an array of techniques in order to fill in the missing
values. For the year 2014, we used the national housing prices change rate in order to
calculate the yearly change in each municipality. A detailed description of residential
values is presented in the next chapter and the complete dataset of residential values is

shown in Appendix .

Publicly initiated housing construction:

Public initiated housing construction was assessed using the SQM of housing starts
under public initiative from the CBS construction database for each district. The
amount was than divided by the district's population in order to analyse the per person

starts magnitude.
3.2.2 Direct support

Sources of data

Defence

The data of the government expenses for security in the WB settlements came from
the government budget plan published by the Ministry of Finance. We focused on the
relevant ministries which control and operate defence activities: Ministry of Defence,
Ministry of Public Security, The Coordination of Government Activities in the
Territories and Civil Emergency. In addition, we used various studies conducted on

this issue over the years by various researchers and institutions.

13



Municipality budget support

The data for the analysis of the governmental support to WB municipalities came
from the CBS Municipalities file of 2013. For every municipality in the country, the
file contains its budgetary income from various sources including governmental
budgets. The data is not divided into ministries or purposes except for the Ministry of
Education and Ministry of Welfare and Social Services, but it includes all
municipality income from governmental support. Because the data is available
nationally it enabled us to compare it to the national average and thus to calculate the
extra expenditure for WB municipalities.

Development budgets

Data on the government development budgets was gathered from a number of
ministries' budgets and the "Settlement Division" website. Budgetary data came from
both the Ministry of Finance and the "Open Budget Project”, which is an official free

information service on the government budget.

Investment support data

A database of all incentives given by the government to corporations under the "Law
for the Encouragement of Capital Investments” was used. The database includes all
budgetary expenditures made by the Investment Center in the Ministry of Economy
(formerly Ministry of Industry and Commerce) in the years 1992-2012.

Tax benefits data

Tax benefits data for the two kinds of tax benefits given to WB individuals and firms
was gathered from governmental sources. The tax benefits details and the list of
eligible localities were gathered from a number of government ministries and
authorities: Ministry of Construction and Housing, Israel Tax Authority, Ministry of

Economy, Ministry of Finance and the State Revenue Administration.

Housing incentives

The eligibility of settlements for subsidies was taken from the list of "National
Priority Localities” published in the Ministry of Construction and Housing website

and subsidy amounts were taken from the same source. The number of construction

14



starts of housing units under public initiative was taken from the CBS construction

database.

Methodology

Defence

In order to accurately assess the defence costs of WB settlements, we had to
differentiate it from other related defence expenditures and ancillary budget sources.
For example, the total cost of the "Security Fence border" includes defence provided
to WB settlements but also to all Israeli inhabitants west of the fence. In order to
achieve the goal described above, we focused on identifying the budget sections that
refer directly to the defence of WB settlements, and included only those in our

analysis.

Most of the sections in the defence budget are classified for security reasons, so the
total annual defence cost presented below is partial. More information on the budget's
distribution and security experts' predictions are needed in order to make a more

comprehensive assessment of the total annual cost of defence.

Municipality budget support

The Israeli government gives budgetary support to almost all municipalities in the
country. In addition, some national budgets are distributed through local authorities;
for example, the Ministry of Education budget is a national budget, but some of it
goes to municipality expenditures (construction of new school buildings, student
transportation, etc.). Because government budgets go to all municipalities, we had to
take into account only the excess budget to WB municipalities in comparison to other
municipalities in the country. In order to calculate the extra budget we calculated the
average governmental support per person in WB municipalities and the national
average and then subtracted them to get the difference. The difference in expenditure

per person was then multiplied by the settler population.

Development budgets

Using the available government budget plan, we added up all the sections in the
"Settlement Division” and the Ministry of Construction and Housing (only "new

constructions” sections) budgets that have specific expenditures in the WB.

15



Investment incentives

Using the database of all incentives given by the government to corporations under
the "Law for the Encouragement of Capital Investments” we computed the amount
given to corporations situated in WB settlements and industrial zones. The total
amount is for the years 1992-2012 and represents a stock of costs made in the past and

current yearly expenditure.

Corporate tax benefits

An assessment of the amount of the corporate tax benefits granted to firms located in
the WB in 2013 was made. The calculation was made by taking the total national
amount of the benefit (estimated by the State Revenue Administration) and
multiplying it by the share of industry enterprises located in the WB from the national

total enterprises.

Housing incentives

Most WB households are eligible for a subsidy on the cost of land development when
buying a new housing unit constructed under public initiative. According to the
"National Priority Localities" list, almost half (64) of WB settlements are eligible for
the subsidy, with varying subsidy levels. In order to accurately assess the subsidy
cost, we calculated the number of housing unit construction starts under public
initiative in eligible settlements from the CBS construction database. We then

multiplied that by the average amount of subsidy granted at each level.
3.2.3 Indirect support

Sources of data

We used data on relevant economic indicators of the Israeli economy from a number
of sources including: Central Bureau of Statistics, OECD statistics and the Knesset
Research and Information Center. The data gathered encompasses foreign trade and
investments and their geographical distribution, amount and volume over the years,

foreign trade and investment share of GDP, and the GDP growth rate.

Information on boycott campaigns and economic sanctions imposed on Israel and on

other countries over the years was gathered from studies and media reports on the

16



subject. Most of the research was done by governmental and non-governmental
institutions such as, the Knesset Research and Information Center, the Ministry of
Finance, Peterson Institute. Other data sources included academic journals and mass

media sources.

Methodology

In order to distinguish any effect on Israel's economy due to the boycott campaign, we
collected information about boycotts and economic sanctions that were carried out by
public institutions and private companies around the world, organized it
chronologically and cross-referenced it with relevant economic indicators of that
period, and we checked for long-term effects. In addition, in order to look for possible
future implications, we examined the results of economic sanctions imposed on other

countries over the years.

17



4. The built environment

The assessment of the value of the built environment in WB settlements is based on
the stock of buildings constructed there over the years and its appraised value. In this
section we first present the appraised value per square meter for each building use,

and then we present the stock of buildings and their calculated value.
4.1 Built environment value estimation

In order to calculate the value of the built environment in WB settlements we had to
assign a value per square meter for every building use. Two major methods were used

to appraise the value, one for residential use and one for non-residential use.
4.1.1 Residential

As described in the methodological section above, the value for residential building
comes from a dataset of all residential real-estate transactions in the WB between
1998 and 2013. The dataset enabled us to calculate the average housing price per
square meter for every one of the 23 municipalities in each year. The result of this
method is a very accurate and detailed appraisal, which takes into account both spatial
and temporal price differences. In Table No. 1 below, we present the appraised
residential value per square meter for 5 select years (of the 17 available) for all 23
municipalities. The complete average prices dataset by municipality for the entire

period is available in Appendix I.

From the table it is easy to note the vast differences in prices between WB regions —
some regions are up to twice or even three times the price per square meter as
compared to other regions. Settlements and municipalities in the western part of the
WB, closer to the Tel Aviv metropolitan area have much higher prices, for example
Alfe Menashe, Oranit and Elgana. Large municipalities in the Jerusalem area and
Gush Ezyon also have higher prices, like Efrat, Giv'at Ze'ev, Ma'ale Adummim and
more. On the other hand, settlements in the centre of Judea and Samaria and in the
Jordan valley and Dead Sea areas have much lower prices. An interesting
phenomenon can be seen in three ultra-Orthodox municipalities — two showed a

significant price increase and one stayed at a very low price level. In Immanu'el which

18



is located much deeper in the WB, price hardly increased over time and remained at a
very low level of around NIS 3,000 per SQM. At the same time, both Betar Illit and
Modi'in Illit had rapid price increases from around NIS 6,000 to around NIS 10,000.

Table No. 1 - Price per SOM of residential units by municipality (select years), 2014

prices in NIS
Municipality 1998 2002 2006 2010 2014
Shomeron R.C. 4,871 4,038 4,957 6,414 8,873
Matte Binyamin R.C. 3,263 5,828 7,004 8,427 9,925
Megilot Dead Sea R.C. 4,490 4,493 4,192 5,245 4,106
Arvot Hayarden R.C. 4,490 4,493 4,192 5,245 4,106
Gush Ezyon R.C. 6,411 4,732 7,672 8,481 9,609
Har Hevron R.C. 3,399 2,016 2,416 5,087 5,904
Qedumim 3,698 4,433 3,836 4,828 6,692
Elgana 6,518 6,521 5,245 9,150 11,274
Ari'el 6,528 6,242 5,696 7,793 10,142
Bet El 6,492 6,495 5,633 6,565 7,256
Ma'ale Efrayim 2,043 2,044 2,809 2,692 5,879
Qiryat Arba 3,350 3,352 4,666 6,021 6,426
Ma'ale Adummim 8,210 7,887 7,954 11,012 12,707
Qarne Shomeron 5,079 4,909 5,285 6,410 7,693
Efrat 7,424 7,428 7,831 11,079 14,329
Bet Arye 6,619 6,622 7,682 8,617 8,867
Immanu'el 2,591 2,301 1,498 2,566 3,066
Giv'at Ze'ev 9,579 9,585 7,950 11,756 12,580
Alfe Menashe 7,497 6,945 7,285 10,879 11,251
Oranit 8,866 8,567 8,002 10,437 11,818
Har Adar 8,256 8,260 11,404 13,092 15,238
Betar Illit 6,711 7,074 6,930 9,719 9,371
Modi'in it 5,324 5,327 7,746 10,060 11,926

* R.C. — Regional council
4.1.2 Non-residential

Price valuation for non-residential building uses was derived from Macro's "Inventory
of settlement construction™ for which a detailed appraisal of the cost of construction
of buildings was made. Because of the weak real-estate market in the WB, most of the
non-residential buildings have no market value; in addition, public buildings have no
market value by definition. For that reason, in order to evaluate the value of the
settlements’ inventory, we had to use a cost appraisal method, instead of the market
value method used for residential buildings. In order to determine the costs of the
different types of structures, a survey among building contractors was used. The
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survey included 31 building contractors, and was conducted over the phone. The cost

for every building use is presented in Table No. 2 below.

Table No. 2 - Non-residential cost of construction per SOM, 2014 prices in NIS

Building use Cost of construction
Business 3,400
Industry 2,260

Hotels 7,350
Public institutions 3,400
e

4.2 Built environment stock

From the analysis of the built environment in the 23 West Bank municipalities
included in this study, we can present a stock both in square meters and in monetary
value. The stock of the built environment was calculated for the period 1998-2014.
According to our calculations, over the past 40 years, the Israeli government
and citizens built around 13.2 million square meters of buildings in the WB. The total
value of the built environment in the WB (excluding infrastructures) in 2014 prices is
around NIS 108.9 billion. In this section, we present the stock in SQM and its

monetary value, broken down by different building uses.
4.2.1 Residential

In Figure No. 1 below we present the development of the stock of residential building
in the West Bank since 1998 and its value. As can be seen, the built stock grew by
more than 100% until 2014 from 4.48 million SQM in 1998 to 9.38 million SQM in
2014. The value of the residential stock saw a very moderate increase up to 2007, a
period when housing prices in Israel were unchanged or even decreased. Since 2008,
with the rapid increase in housing prices, the value rose dramatically and today it is
3.5 times higher than in 1998. The total value of the residential stock in the West
Bank today stands at NIS 97.7 billion, of which 26.9% comes from the two largest
cities, Ma'ale Adummim and Modi'in Illit with NIS 14.8 billion and NIS 11.5 billion

respectively.
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Figure No. 1 - WB residential building stock
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4.2.2 Non-residential

When analysing the development of the stock of non-residential buildings the amount
of stock and the value of stock develop together, as the valuation is cost-based and not
market-based (we assume the cost did not change over time). In Figures No. 2 and 3
below, the yearly increase in the value of non-residential stock is presented.
Compared to the rapid increase in residential buildings, commercial and industrial
assets developed at a much lower rate. The total increase in built stock since 1998 was
30.8% for business and hotels, 20.1% for industrial structures and only 6.1% for
agricultural buildings. The total value of these building uses stands at NIS 5 billion, of
which 1.2 billion are used for business and hotels, 2.6 billion for industry and 1.2 for
agriculture structures. Once again, the largest city in the WB holds a substantial
portion of the stock with 21.2% of business stock and 19.9% of the industry stock.
Other significant municipalities include Shomeron R.C. with 35.8% of industrial
stock, Matte Binyamin R.C., Betar Illit and Modi'in Illit with around 12.5% of

business stock and Arvot Hayarden R.C. with 50.2% of agricultural buildings stock.
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Figure No. 2 - WB industry and public institutions stock
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Figure No. 3 - WB business and agriculture stock
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The public buildings stock was correlated with governmental expenditure on WB
municipality budgets, because most of public buildings were constructed by the
municipal authority (schools, community centres, libraries, synagogues, etc.). Like in
business sector buildings, public buildings value is calculated using a construction
cost factor (fixed over time). As can be seen in Figure No. 2 above, public institutions
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hold the largest share of all non-residential buildings in the WB with 49.7% in 2014.
They also hold the largest rate of increase with a rise of 31.9% in the analysis period
(1998-2014) from 1.37 million SQM to 1.8 million or NIS 4.64 billion to NIS 6.13
billion.

4.2.3 Total stock and value

After every building type stock was calculated and valued, a sum of the stock for all
building uses and all municipalities was calculated. In Table No. 3 we present the
built environment stock in area as calculated for every building use described in the
above sections. In Table No. 4 below, a detailed presentation of the value of the
building stock is also available. In the past 40 years, the Israeli government, local
municipalities and private enterprises built around 13.2 million square meters of
civilian buildings in the West Bank. This stock of structures can be appraised at a sum
of around NIS 108.9 billion of which 97.7 is for residential buildings and the rest for
non-residential uses. Most of the building stock is located in the large settlement

blocks west of the defence barrier, where around NIS 85.4 billion was accumulated,

compared to 23.5 billion east of the barrier.

Table No. 3 - WB built stock in thousands of SOM, 1998-2014

Built stock, thousands SQM East of
Year ] 9 the_ Wfﬁ; of West Bank
| Business | Industry Public Barrier _ total
Residential | and and institutions | total | Barrier
hotels | Agriculture total
1998 4,486.8 256.1 1,487.2 1,367.2 2,746.0 | 4,851.3 7,597.3
1999 5,009.5 259.8 1,508.8 1,400.5 2,905.0 | 5,273.8 8,178.7
2000 5,487.1 2735 1,512.5 1,427.1 3,071.8 | 5,628.4 8,700.2
2001 5,944.7 274.7 1,524.7 1,455.2 3,215.3 | 5,984.0 9,199.3
2002 6,243.5 276.1 1,528.3 1,485.1 3,285.9 | 6,247.2 9,533.1
2003 6,538.2 283.5 1,535.3 1,506.3 3,358.9 | 6,504.4 9,863.3
2004 6,786.5 287.5 1,550.4 1,523.5 3,424.7 | 6,723.2 10,147.9
2005 6,991.4 294.0 1,559.9 1,551.6 3,465.5 | 6,931.5 10,397.0
2006 7,275.5 295.8 1,575.2 1,582.5 3,495.0 | 7,233.9 10,728.9
2007 7,529.3 303.4 1,583.6 1,611.6 3,521.2 | 7,506.7 11,027.9
2008 7,767.1 305.8 1,591.9 1,629.6 3,555.0 | 7,739.3 11,294.4
2009 8,087.1 318.0 1,604.3 1,651.0 3,601.5 | 8,058.9 11,660.4
2010 8,380.3 322.9 1,605.9 1,676.2 3,643.0 | 8,342.3 11,985.3
2011 8,655.5 325.1 1,615.4 1,701.5 3,699.8 | 8,597.6 12,297.4
2012 8,906.4 329.8 1,643.6 1,751.1 3,779.4 | 8,851.5 12,630.9
2013 9,178.8 332.3 1,705.3 1,781.0 3,882.9 | 9,114.5 12,997.4
2014 9,385.6 335.2 1,713.5 1,803.8 3,948.6 | 9,289.5 13,238.1
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Table No. 4 - WB built stock in millions of NIS, 2014 prices, 1998-2014

Built stock, millions 2014 prices Eé;;teOf West of West
Y | Residenti | Business | Industry | p e | garrier |t Bank
al and and | i stitutions | total e
hotels | Agriculture total

1998 | 27,377.3 884.5 3,361.1 4,648.5 9,185.6 27,085.7 | 36,271.4
1999 | 31,707.4 897.6 3,410.0 4,761.8 10,273.5 | 30,503.3 | 40,776.8
2000 | 34,9125 944.1 3,418.2 4,852.2 11,080.5 | 33,046.6 | 44,127.0
2001 | 36,291.0 948.3 3,445.8 4,947.7 12,040.5 | 33,592.3 | 45,632.8
2002 | 38,424.2 954.8 3,453.9 5,049.4 12,857.4 | 35,024.9 | 47,882.3
2003 | 39,6915 979.8 3,469.8 5,121.4 13,647.1 | 35,6155 | 49,262.5
2004 | 43,080.9 9994 3,504.0 5,179.7 14,690.2 | 38,073.8 | 52,764.0
2005 | 45,093.9 1,021.6 3,525.4 5,275.4 15,415.9 | 39,500.4 | 54,916.4
2006 | 49,025.2 1,027.6 3,559.9 5,380.4 15,536.9 | 43,456.3 | 58,993.2
2007 | 50,848.4 1,053.7 3,578.9 5,479.4 15,456.1 | 45,504.3 | 60,960.4
2008 | 56,213.1 1,061.6 3,597.8 5,540.7 16,230.0 | 50,183.2 66,413.2
2009 | 64,493.2 1,103.3 3,625.7 5,613.3 17,3545 | 57,481.0 | 74,8355
2010 | 75,518.3 1,121.5 3,629.3 5,699.1 18,997.9 | 66,970.3 | 85,968.2
2011 | 79,364.1 1,128.9 3,650.8 5,785.1 19,825.4 | 70,103.5 | 89,928.9
2012 | 87,558.2 1,145.0 3,714.6 5,953.8 21,323.6 | 77,048.0 | 98,371.6
2013 | 90,080.8 1,153.6 3,854.1 6,055.4 21,9959 | 79,1479 | 101,143.8
2014 | 97,704.1 1,163.4 3,872.5 6,132.8 23,469.8 | 85,403.0 | 108,872.8

4.3 Publicly initiated housing construction

In order to assess the governmental involvement in the housing market in the WB in
comparison to other areas of the country, we looked at housing construction starts
under public initiative. Publicly initiated housing starts are building projects which the
Ministry of Housing and Construction initiated and facilitated. We analysed the
amount of housing construction starts per person in every district of the country. As
can be seen in Table no. 5 and Figure no. 4 below, in the past 20 years public initiated
housing construction was significantly higher in the West Bank than in other parts of
the country. The average construction starts of housing units per person in West Bank
settlements is higher, indicating the governmental attempt to attract develop the area
and attract more population. Only during 2010-2012 WB when a governmental
construction freeze was in place the amount of publicly initiated construction declined
and was lower than in other parts of the country. The high public initiative is
prominent especially when comparing the Negev and Galilee regions, which are

officially prioritized by the government.
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Table No. 5 - Public initiative housing building starts by district 1995-2014, SOM per

person
Year National Jerusalem | North | Haifa | Center Te_I South | West bank
total Aviv

1995 0.54 0.30 0.30 | 0.17 126 | 0.01 | 0.87 1.67
1996 0.38 0.66 0.37 | 0.19 0.25 | 0.04 | 0.92 0.89
1997 0.29 0.32 0.34 | 0.07 0.30 | 0.00 | 0.72 0.84
1998 0.19 0.06 0.16 | 0.05 0.19 | 0.01 | 0.40 1.53
1999 0.18 0.12 0.16 | 0.09 0.12 | 0.05 | 0.36 1.22
2000 0.27 0.28 0.22 | 0.09 0.31 | 0.01 | 044 1.83
2001 0.14 0.02 0.19 | 0.02 0.17 | 0.00 | 0.33 0.49
2002 0.15 0.13 0.13 | 0.05 0.17 | 0.02 | 0.29 0.56
2003 0.13 0.09 0.15 | 0.05 0.17 | 0.00 | 0.19 0.64
2004 0.11 0.01 0.16 | 0.03 0.16 | 0.01 | 0.12 0.54
2005 0.11 0.16 0.10 | 0.02 0.12 | 0.00 | 0.19 0.45
2006 0.09 0.14 0.12 | 0.00 0.12 | 0.00 | 0.12 0.26
2007 0.08 0.11 0.12 | 0.02 0.08 | 0.00 | 0.11 0.30
2008 0.08 0.05 0.08 | 0.01 0.11 | 0.00 | 0.10 0.36
2009 0.07 0.04 0.12 | 0.03 0.08 | 0.00 | 0.09 0.28
2010 0.09 0.04 0.11 | 0.06 0.15 | 0.00 | 0.13 0.05
2011 0.12 0.09 0.09 | 0.05 0.15 | 0.00 | 0.35 0.04
2012 0.11 0.17 0.16 | 0.06 0.11 | 0.00 | 0.17 0.05
2013 0.16 0.10 0.18 | 0.11 0.21 | 0.00 | 0.24 0.40
2014 0.11 0.15 0.11 | 0.14 0.15 | 0.00 | 0.10 0.12

1995-2014

Average 0.17 0.15 0.17 | 0.06 0.22 | 0.01]| 031 0.63

Over the years and mostly in the second half of the 1990's WB settlements enjoyed a

sizeable amount of publicly initiated housing construction. The highest per person
construction starts was in 2000 with 1.83 SQM per person. In 2013 and 2014, the

amount of per person SQM of construction which started under public initiative was
0.4 and 0.12 respectively in the West Bank, but only 0.18 and 0.11 in the North

district and 0.24 and 0.10 in the South. The average construction starts per person in
the 1995-2014 period was 0.63 SQM in the West Bank, compared with 0.17 in the
entire country, 0.14 in the North and 0.31 in the South.
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Figure No. 4 - Public initiative housing building starts by district 1995-2014, SOM
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5. Government support and subsidies

5.1 Public support

5.1.1 Defence

The defence costs presented here include only the relevant disclosed sections of the
Ministry of Defence budget. For security reasons, most of the Israeli Ministry of
Defence budget is confidential. For the total assessment, we focused on budgets that
hold a significant and direct linkage to the presence of Israeli settlements in the West
Bank.

We assumed that the increase in the economic burden of overall defence activity is
reflected in the expenditure reports of the four ministries in charge of operating
security operations. Table No. 6 below shows the increase in national security
expenditures between planned budget and actual expenditure — it shows how the
economic burden of security is increasing in the State of Israel, and so are security
expenses in the West Bank. The difference between the planned budget and the actual
expenditure in the 2014 budget was NIS 19.8 billion.

Table No. 6 - Annual budget of the four main ministries in charge of defence in NIS

2014 prices
Section 2014 Budget Actual %
Plan (NI1S) expenditure (NIS) | increase
Ministry of Defence (15) 50,852,073,000 68,679,841,000 35.1%

Ministry of Public Security (7) 13,202,508,000 14,518,771,000 10.0%

Coordination of Government

Activities in the Territories 100,843,000 212,364,000 110.6%
17)

Civil Emergency Expenses (16) 316,081,000 833,331,000 163.6%
Total 64,471,505,000 84,244,307,000 130.7%

For the total assessment of the WB settlements defence costs, we took into account
only the budget items directly linked to the existence of WB settlements. Table No. 7
below presents those items for the 2014 fiscal year. The increase in total expenditure
on the items in the table (in comparison with planned budget) was 255.1%.
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Table No. 7 - Disclosed 2014 defence budget items with direct link to
WB settlements, in NIS

2014 Budget Actual

Section Plan expenditure

Coordination of Government Activities in the

Territories (17) 100,843,000 212,364,000

Coordination of Government Activities in the

Territories: Civil Administration (17.13) 41,055,000 145,640,000

Coordination of Government Activities in the

Territories: Coordination Manager (17.32) 46,252,000 52,711,000

Coordination of Government Activities in the

Territories: Regional development (17.31.09) i 60,692,000

Coordination of Government Activities in the

Territories: Military Headquarters (17.31.01) 22,074,000 41,416,000

Coordination of Government Activities in the

Territories: Civil staff (17.31.03) 1,553,000 13,331,000
Coordination of Government Activities in the i 249.000
Territories: Nature reserves and parks (17.31.07) ’
Coordination of Government Activities in the i 7,156,000

Territories: Perceptions and deposits (17.31.04)

Coordination of Government Activities in the

Territories: Supervision unit (17.31.08) 17,428,000 18,505,000

(16.16) Civil Emergency Expenses: Portability
protection in the West Bank 2,913,000 39,621,000

Local security coordinator* 15,600,000 15,600,000

Total 119,356,000 267,585,000

* An assessment, based on an estimated annual cost of a local security coordinator (NIS 120,000, "Molad" research), multiplied
by the number of localities in the West Bank (130 localities).

We assumed that the presence of settlements in the West Bank requires much more
defence investment per person, than in other parts of the country where only
peripheral defence along the borders is needed. The reality in the West Bank where
Israeli and Palestinian localities are in mixed areas requires many more forces and
thus much more money. If that assumption is correct, it means that the defence cost of
WB settlements is billions of NIS higher than in other parts of the country. This
means that our estimated cost is much lower than actual defence costs. Either way, as
mentioned above, the lack of information about the defence budget and of accurate
evaluation of security costs, did not allow us to make a comprehensive assessment of

total defence costs of WB settlements. The sections above reflect the minimum extra
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defence cost required for securing the WB settlements. The total disclosed direct

defence cost of the WB settlements is NIS 267.6 million per year.
5.1.2 Municipality budgets

A large portion of national budgets allocated to West Bank settlements is channelled
thorough municipal budgets. The Israeli government supports almost all municipal
budgets, and some national budgets are distributed through municipalities. The largest
national budget directed through municipal budgets is the education budget. The
Ministry of Education regularly transfers budgets to local authorities in order to pay
for various activities such as, building and maintaining schools, transportation costs,
security costs and more. Because all Israeli municipalities get national budgets and
support we had to find a way to calculate the excess budgets allocated to WB

municipalities in comparison to other Israeli municipalities.

Municipal budget data is available for 2013 from the CBS; using this source we
calculated the amount of governmental support per person for every municipality. We
also calculated this amount for the entire State of Israel — this way we were able to
uncover the extra budgets allocated to WB municipalities. In Table No. 8 below, we
show the average support per person in WB municipalities and national municipalities
and the difference between them (extra support to WB). The average extra support per
person in the West Bank is NIS 1,480 (2014 prices) per year, when multiplied by the

population size, the extra support amounts to NIS 526.6 million per year.

Table No. 8 - 2013 budget governmental support to municipalities in NIS, 2014 prices

of which: % of
Total s pport f Special | support
Municipality support upport for pecia PP
education grants per | of total
per person )
per person person income
West Bank average 3,762 1,648 454 45.8%
East of the Barrier average 5,960 2,731 910 54.1%
West of the Barrier average 3,111 1,327 318 42.2%
National total 2,282 1,266 90 28.5%
Average extra expenditure 1,480 382 364
Average extra expeqdlture 3,678 1,465 820
east of the Barrier
Total extra expenditure 526,652,682 | 135,901,898 | 129,408,295
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When looking into only east of the barrier municipalities, an even more extreme
picture emerges, government extra support to those municipalities reaches NIS 3,678,
compared to NIS 829 west of the barrier. It should be noted, that the settlements with
ultra-Orthodox nature receive significantly less support from some of the secular ones
or those belonging to the religious Zionism, such as Arvot Hayarden (12,448 per

person) and Ma'ale Efrayim (12,130) (see Appendix I1).

In addition, as seen in Table No. 9 below, we found that governmental municipalities
support is much higher in the West Bank than in other parts of the country, including
prioritized areas like the Negev and the Galilee. When comparing the percentage of a
municipality's income which comes from governmental budgets, the national average
is only 28.5% (excluding the West Bank) compared to 45.8% in WB municipalities.
Governmental support per person to the WB municipalities through municipalities'
budgets is NIS 3,762, compared to the support to the Negev and Galilee which is NIS
3,203 and 3,029 respectively. Most of the extra support is transferred through special
grants in a total of NIS 160 million, or NIS 454 per person (compared to NIS 122 and

83 per person in the Negev and Galilee).

Table No. 9 - 2013 budget governmental support to municipalities by district, 2014

prices

Total of which: _ % of

District support Suppor'g for Special support

per person education grants per pf total

per person person income

West Bank 3,762 1,648 454 45.8%
Negev 3,203 1,776 122 34.9%
Galilee (North district) 3,029 1,489 83 40.3%
South (except Negev) 2,333 1,439 47 30.4%
Jerusalem 1,846 898 16 27.3%

Tel Aviv 1,766 1,096 10 19.2%
Haifa 2,590 1,211 448 31.3%

Center 1,932 1,264 19 24.1%
National total 2,282 1,266 90 28.5%
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5.1.3 Development

The government supports the development of peripheral localities in several ways,
some are “indirect" (through major budgets without specifying a geographical
destination) and some "direct”. Two direct routes are: the Settlement Division, and a

number of sections in the budget of the Ministry of Construction and Housing.

Settlement Division

The Settlement Division is a nongovernmental organization belonging to the World
Zionist Organization, which is fully funded by the Prime Minister's Office. The
purpose of the Settlement Division is to strengthen Israel's periphery through the
establishment of rural settlements and by supporting them in all areas of life. The
areas of operation of the Division are divided into three regions: northern region,
central region and southern region. All of the 112 localities included in the Division's
central region are WB settlements. The official goal of the Division's activity in that
region is to strengthen Jewish settlement in the WB.

Table No. 10 - Settlement Division budgets in NIS 2014 prices

Section

2014 Budget Plan
(NIS)

Actual Expenditure %

(NIS)

increase

Settlement Division

58,203,000

497,004,000

853.9%

(04.61)

Settlement Division:
Northern region
(04.61.01)
Settlement Division:
Southern region
(04.61.01)
Settlement Division:
Central region
(04.61.02)
Settlement Division:
Central region -
mount. Hebron
(04.61.03)

Total - Central 167,929,000 2074.0%
| region

Because it is a nongovernmental organization, the "Freedom of Information Law"

8,099,000 69,610,000 859.5%

8,099,000 72,069,000 889.9%

6,799,000 148,629,000 2186.0%

1,298,000 19,300,000 1486.9%

8,097,000

(which requires all government ministries to disclose their expenditures and activity)

does not apply to it and much of the information about its activity is undisclosed. Yet,
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because it is funded by the government some of its budget is available and can be

analysed, as shown in Table No. 10.

As shown above, there was a significant increase in the Settlement Division budgets —
the actual expenditure was 853.9% of the planned budget. The portion of the
expenditure invested in the central region is 33.8% of the total Division expenditure,
which is more than the Division's investment in both the northern and southern

regions (28.5% of the total expenditure).

Ministry of Construction and Housing

In Table No. 11 below, we present the sections in the Ministry of Construction and
Housing budget which have a specific West Bank destination. The sections are all
from the "new construction™ part of the budget. A significant increase in the actual
expenditure on construction in the WB is reflected in the table below, the increase
between planned and executed budgets was 1427.7% in 2014.

Table No. 11 - Ministry of Construction and Housing budgets in NIS 2014 prices

Section 2014 Budget ACt“f”" % increase
Plan Expenditure
Housing Budget (70) 1,331,130,000 | 4,797,777,000 360.4%

Housing Budget: New Construction 310,558,000 2.702.782.000 870.3%

(70.02)
Housing Budget: Ma'ale Adummim 0
(70.02.08) 4,000,000 83,661,000 2091.5%
Housing Budget: Establishment of
the settlement Adam - Geva 2,000,000 - -

Binyamin (70.02.02.05)*

Total - Ma‘ale Adummim and 6,000,000 85.661,000 | 1427.7%
Geva Binyamin

“* No actual expenditure information found

The total government direct support to WB settlements development through the
Settlement Division and The Ministry of Construction and Housing was NIS 253.6

million in the 2014 fiscal year.
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5.2 Private support

5.2.1 Households

Housing support

"National priority localities” is a list of localities located in "National priority areas” -
areas to which the government has decided to promote and encourage migration
(Government Resolution no. 4192 of February 2012). The areas and localities must
meet a set of criteria regarding socio-economic level, value of the land and the
volume of land marketing success. The state grants benefits for the acquisition of land
in these localities, by subsidizing a portion of the land development cost. The
"National priority localities™ sorted by urban and rural localities and by priority level:
Al, A2 or B is shown in Table No. 12.

Table No. 12 - "National Priority Localities" development subsidy distribution

Locality type | Level of priority Amount of subsidy Average amount
Al 64,000 - 107,000
Urban 50% (only for dense 85,500
A2 :
construction)
Al 90,000 - 150,000 120,000
Rural A2 64,000 - 107,000 85,000
B 25,600 - 42,800 34,200

There are 64 West Bank settlements in the Ministry of Housing and Construction

priority list, as detailed in Table No. 13 below.
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Table No. 13 - Settlements included in the "National Priority Localities" list

Priority level Settlements Total

Urban: Ari‘el, Qiryat Arba, Efrat, Immanu'el, Ma'ale
Efrayim, Qarne Shomeron, Beit El.

Al Rural: Migdalim, Telem, Adora, Pene Hever, Shave 23
Shomeron, Argaman, Hemdat, Hamra, Yitav, Yafit,
Maskiyyot, Na'ama, Peza'el, Rotem, Ro'i, Tomer.

Urban: Betar Illit, Qedumim.

Rural: Avne Hefez, Itamar, Alon More, Hermesh, Ytzhar,
A2 Kfar Tapuah, Mevo Dotan, Nofim, Ale Zahav, Pedu'el, 24
Karme Zur, Enav, Migdal Oz, Hagai, Karmel, Ma'on, Otni'el,
Shim'a, Bega'ot, Galgal, Messu'a, Mekhora.

Rural: Berakha, Yakir, Ma'ale Shomeron, Kiryat Netafim,
Revava, Bat Ayin, Ma'ale Amos, Tene, Susia, Qedar, Teqoa,
Nokdim, Gittit, Mehola, Niran, Netiv Hagedud, Shadmot
Mehola.
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From the data above and housing construction starts data, we estimated the yearly
expenditure on new construction subsidies for WB settlements at NIS 22.9 million.
Home buyers in those settlements are also entitled to mortgage condition benefits,
and, in some localities, residents receive help with rent payment. We did not include
those sections because governmental mortgage support is rarely used (because of low

interest rates) and rent support is hard to estimate because of many unknown factors.
Income tax

Section 11 of the income tax ordinance — tax benefits in settlements — provides
income tax benefits for residents of selected localities. The localities are chosen
according to a number of criteria: socio-economic status, proximity to the border, and
peripheral level (as measured by the CBS peripheral index). Currently, no West Bank
settlements are included in that list. However, on February 16, 2014 the government
approved a new criteria evaluation method (Government Resolution 1340), which led
to the inclusion of 35 West Bank settlements (25 Jordan Valley settlements, the urban
settlement of Qiryat Arba and 9 Mount Hebron settlements). The resolution was to
come into force in the 2015 national budget. Due to the dissolution of the government,

this implementation of the resolution has been put on hold.
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5.2.2 Business

West Bank settlements and businesses (like other localities in the rest of the country)
receive governmental investment support under two types of benefits programs: the

"National priority communities™ benefits, and the "Law for the Encouragement of

Capital Investments".

Investment support and incentives

One of the major governmental tools for encouraging economic activity and
development in Israel in previous decades, since the early 1960s, was the "Law for the
Encouragement of Capital Investments”. This law included a set of tools for the
encouragement of investment by both foreigners and locals. One of those tools, and
the major one, at least in matters of national budget, was investment incentives.
According to the law and other regulations, enterprises could be eligible for a grant of
a certain share of their planned investment if they planned to invest in the State of
Israel. The share of the grant and, in more recent years, the eligibility was dependent
on the location of the investment. In order to promote investment in Israel's periphery,
the government decided that certain areas were eligible while others were not. Most of
the West Bank settlements have been eligible over the years, and have been
considered a national priority area.

Table No. 14 - Investment incentives in NIS 2014 prices, 1992-2012

Year Incentive per year Year Incentive per year
1992 179,030,654 2003 32,909,936
1993 35,754,385 2004 22,983,342
1994 178,946,587 2005 11,345,346
1995 26,703,252 2006 0

1996 80,526,735 2007 6,632,410
1997 105,058,069 2008 9,805,326
1998 102,859,317 2009 12,818,023
1999 70,357,852 2010 21,049,783
2000 10,388,035 2011 5,339,034
2001 6,229,364 2012 6,684,279
2002 6,424,993 Total 931,846,720
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Table No. 14 above presents the amount given through incentive grants to enterprises
which invested in the West Bank. As can be seen, the yearly amounts are volatile and
do not display a trend over time, because money is given only in the case of actual
investment. The years with most incentives were 1992 and 1994 with over NIS 178
million and 1997-1998 with a little over NIS 100 million. In recent years, the budget
allocated to implementing the law was dramatically decreased and so were the
incentives given. In total, over the period analysed, firms investing in the West Bank
received more than NIS 931.8 million in investment incentives. When looking at the
yearly average governmental expenditure in past years we can estimate the annual

cost of investment incentives to WB settlements at around NIS 11 million.

Corporate tax

The "Law for the Encouragement of Capital Investments” also grants tax benefits

to enterprises which meet several criteria:

- The enterprise is owned mostly by private entities and has been established

and conducts most of its activity in Israel.
- The enterprise exports at least 25% of the sales turnover.

- The enterprise runs a factory which meets the criteria of a "preferential factory" —
a competitive industrial factory which contributes substantially to the GDP
and/or operates in the field of renewable energy.

Enterprises that meet these requirements and are located in “Development Zone
A” (which does not include Judea and Samaria) are entitled to pay corporate tax of
only 9%, and those located outside of zone A are entitled to pay corporate tax of 16%.
In addition, they are also entitled to pay dividend tax of 20%, while the normal rate is
25-30%. The regular rate of corporate tax in Israel is 26.5%, as of 2014.

Our estimation of the annual tax benefits granted by virtue of The "Law for the
Encouragement of Capital Investments™ to enterprises in the WB is NIS 18 million.
The estimation is based on calculations for 2013, the latest year for which official

forecasts and specific data on the business distribution in the WB were available.
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6. Indirect costs

In recent years, Israel in general and West Bank settlements in particular have been
facing increasing threats of boycotts, of which some have already been executed.
Boycotts of Israel usually stem from opposition to Israel's policies or actions in the
occupied territories and target economic, academic, cultural and political activities.
The volume of boycotts varies and ranges from a boycott of settlement goods to a
general boycott of Israel and its economy, due to its military policy in the West Bank
and Gaza. In the coming sections we present the main active boycotts against Israel
and those threatening it in recent years. Next, we show the impact of foreign activity
on the Israeli economy through trade and investments and the possible outcomes of
expanding boycotts and deterioration in international relations.

6.1 Boycotts — historical review

During the 1990s, following the peace process and the end of the Cold War, Israel
expanded its bilateral relations with various countries considerably. This trend
weakened in the late 1990s, and was reversed by the second Intifada in 2000. Overall,

ten countries have cancelled diplomatic relations with Israel since then.

A popular viewpoint in the international arena is that Israel is a recalcitrant state in
complying with human rights norms and dealing with refugees, recognition of self-
determination and of disarmament policies. Israeli policies concerning the rights of
Palestinians in the West Bank and Gaza are often contrary to accepted norms in the

global arena, and therefore its ability to act on these issues is limited.
6.1.1 Main active boycotts and boycott threats in recent years

2005: In July 2005, a number of NGOs and Palestinian political groups published the
"Unified Palestinian Call for Boycott, Divestment, and Sanctions (BDS) Against
Israel”. Since then they have extended their activities, and increased the resources
devoted to this form of 'political warfare'. BDS supporters deny the Jewish people's
right to self-determination and their right to an independent nation-state. This
coalition promotes the de-legitimization of the State of Israel through various

operations around the world, such as labelling products produced in WB settlements
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and active demonstrations in shopping centres calling for a boycott of products made

in Israel.

2008: The UK leads the EU move of labelling goods from the settlements and the
collection of customs duties on Israeli goods.

20009:

- BlackRock UK, one of the world's preeminent asset management firms, sold all its
Africa Israel Investments stock, despite having held a large stake in the company.
According to reports, the move came as a result of pressure from the three
Norwegian banks that market BlackRock funds. Moreover, the U.S. pension fund

TIAA-CREF announced its divestment from Africa Israel Investments.

- A boycott of Ahava Dead Sea products, produced in Mitzpe Shalem, the campaign
was led by the Code Pink NGO.

- The British Trade Union Congress (TUC) endorsed a boycott of all settlement

products.

- The Palestinian Authority announced a boycott prohibiting Palestinian
supermarkets from carrying settlement produce. The boycott resulted in the closing
of at least 17 businesses in Ma'ale Adummim and reducing production in the

Bargan industrial zone.
2010:

- In February 2010, the European Union Supreme Court ruled that WB settlement
products are not Israeli and therefore must be taxed. This decision came after the
German customs authorities did not allow the British Brita company to import
Soda Club company products, which are produced in Mishor Adumim, in the same

conditions as regular Israeli products.
- The British Methodist Church endorsed a boycott of all settlement products.
- The World Council of Churches endorsed a boycott of all settlement products.
2012:

- The US Presbyterian Church voted to boycott settlement products.

38



- The British Co-Operative Group boycotted all WB settlement products. The
decision affects contracts valued at £350,000 with Agrexco, Arava Export

Growers, Adafresh and Mehadrin.
2013:
- The two largest Dutch supermarket chains boycott all settlement products.

- Supermarkets in the UK and in Scandinavia boycott peppers, dates, grapes and
herbs — the Jordan valley settlements have lost an estimated 14% of their income,
estimated at USD 29 million.

- The EU bans imports of organic agriculture products from the West Bank

2014:

Two large banks in northern Europe (Sweden and Denmark) have announced their
intention to boycott Israeli banks in view of their activity in the settlements.

- The largest Dutch pension fund PGGM has pulled its investments from the five
largest banks in Israel (Leumi, Discount, International Bank, Mizrahi Bank and

Hapoalim) for their involvement in funding settlement construction.

- In June 2014, France, Spain and Italy warned its citizens and businesses not to do

business in Israeli settlements.

- In September 2014, the EU placed a ban on poultry and other animal products from

the West Bank, including food manufactured using produce grown there.

2015 (announced): SodaStream will move its factories out of Mishor Adumim,
following boycotts and public criticism, officially for financial reasons.

6.2 Costs of boycotts

In this section we present information about the impact of international relations on
the Israeli economy. According to the Knesset Research and Information Center,
international trade and foreign investments contribute significantly to economic

growth by expanding domestic market options and accessing the international market.
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6.2.1 Exports

Exports are a vital and significant part of the Israeli economy, and as such a threat of a
boycott is a serious matter to be taken into account. If widely boycotted, Israeli
exports to the EU and North America, which are the major markets, will surely

decline. This decline will have an enormous effect on the Israeli economy.

Table No. 15 - Exports of goods and services and the Israeli GDP in billions of NIS,

2010 prices
% Change
Year 2000 | 2010 | 2011 | 2012 | 2013 00013
Exports of goods & 214 | 305.2 | 325.1 | 3282 | 3332 55.7%
Services
GDP 626.6 | 870.8 | 907.3 | 9345 | 964.9 54%
éh[‘;";e of exports in 34.1% | 35.0% | 35.8% | 35.1% | 34.5% 0.4%

According to Table No. 15 above, Israeli exports contribute about a third (34.5%) of

the GDP, meaning the Israeli economy is widely exposed to foreign trade.

Exports of goods by trade areas:

In January-August 2014, the share of exports of goods to the EU amounted to 28% of

total exports, making it the largest international market of Israeli products.

Table No. 16 - Composition of Israel's Exports of Goods in million of USD, by

continent
2000 2007 2013
Continent Amount | % Amount % Amount | %
Europe 10,429 | 33% 19,193 35% | 24,028 | 36%
EU 9,214 29% 15,003 28% | 18,286 | 27%
America 12,933 | 41% 21,267 39% | 20,830 | 31%
Asia 5,817 19% 6,771 18% | 16,726 | 25%
Unclassified Countries | 1,434 5% 2,092 4% 3,060 5%
Africa 546 2% 1,202 2% 1,495 2%
Oceania 245 1% 567 1% 650 1%
Total 31,404 | 100% 54,092 100% | 66,788 | 100%

According to the data, the share of the EU in export destinations decreased from 29%

in 2000 to 27% in 2013 and increased again to 28% in the first 3 quarters of 2014.
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The reason for the decline of the EU share is the rapid growth of Asia as an export
market with a growth of 6%, from 19% in 2000 to 25% in 2013.

Table No. 17 - Exports of goods by trade areas and selected countries in millions of
USD, 2000 & 2012-2013

2000 2012 2013
Change Change

Amount | % | Amount| % | Amount| % 2000-13 2012-13
Europe 10,429 | 33% | 212,444 | 34% | 24,028 | 36% | 130% 12%
EU 9,214 | 29% | 17,159 | 27% | 18,286 | 27% 98% 7%
EFTA 549 2% | 1,222 | 2% | 1451 | 2% 164% 19%
Russia 146 0% | 1,053 | 2% | 1,036 | 2% 608% 2%
Turkey 434 1% | 1421 | 2% | 2516 | 4% 479% 77%
Rest of Europe 84 0% 588 1% 740 1% 446% 26%
Asia 5817 | 19% | 15,888 | 25% | 16,726 | 25% | 188% 5%
China 1645 | 5% | 7,641 | 12% | 8265 | 12% | 402% 8%
India 557 2% | 2495 | 4% | 2238 | 3% 302% -10%
Rest of Asia 3615 | 12% | 5752 | 9% | 6,223 | 9% 72% 8%
Africa 546 2% | 1548 | 2% | 1495 | 2% 174% 3%
America 12,933 | 41% | 20,985 | 33% | 20,830 | 31% 61% 1%
USA 11,734 | 37% | 17,562 | 18% | 17,501 | 26% 49% 0%
Canada 283 1% 758 1% 635 1% 124% -17%
Brazil 320 1% | 1,139 | 2% | 1,042 | 2% 226% -9%
Rest of 596 2% | 1516 | 2% | 1652 | 2% 177% 9%
America
Oceania 2451 | 1% 738 1% | 6503 | 1% 165% -12%
Unclassified 1434 | 5% | 2543 | 4% | 3060 | 5% | 113% 20%
Countries
Total 31,404 | 1009% | 63,145 | 100% | 66,788 | 100% | 113% 6%

The export of goods to European countries grew by 12% in 2013 compared to 2012.
The most significant growth in 2013 was an increase of 77% in exports to Turkey
compared to 2012.

6.2.2 Foreign investments in Israel

Investments of foreign residents in Israel are an indication of the attractiveness of the
economy, its ability to make international connections and play a significant part in
international economic networks. A country under boycotts will not attract foreign
investments as investors will be concerned about the ability to market products in the
international market. The volume of investments in the last decade increased
significantly in relation to the previous decades, in 2013 it stood at USD 11.8 billion,
in 2003 USD 3.3 billion whereas in 1993 it was only USD 0.6 billion.
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Figure No. 5 - Foreign Direct Investment in billions of USD, 1990-2013
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The stock of Foreign Direct Investment (FDI) in Israel at the end of 2013 stood at
88.2 billion dollars as can be seen in Figure No. 6 below. In addition, the Israeli FDI

stock has grown significantly with an increase of 58% from 2009 to 2013.

Figure No. 6 - The stock of FDI in billions of USD, 2000 & 2009-2013
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Table No. 18 - Foreign direct investment as percentage of GDP, selected countries

Year Cumulative change in percentage
Country 2011 | 2012 | 2013 points 2011-2013

Ireland 10.4% | 18.2% | 16.3% 5.9%
Chile 9.0% | 9.2% | 7.4% -1.6%
Israel 4.2% | 3.7% | 4.0% -0.2%
Estonia 1.5% | 6.8% | 3.9% 2.4%
Australia 3.9% | 3.7% | 3.4% -0.5%
Canada 2.2% | 2.4% | 3.4% 1.2%
Spain 20% | 1.9% | 2.9% 0.9%
Czech Republic | 1.1% | 4.1% | 2.5% 1.4%
UK 2.1% | 1.9% | 1.5% -0.6%
OECD 20% | 1.2% | 1.4% -0.6%
EU 3.0% | 1.3% | 1.4% -1.6%
USA 1.5% | 1.0% | 1.2% -0.3%
Greece 04% | 0.7% | 1.1% 0.7%
South Korea | 0.9% | 0.8% | 1.0% 0.1%
Germany 1.6% | 0.4% | 0.7% -0.9%
France 1.4% | 1.0% | 0.2% -1.2%

The rate of foreign direct investment as a percentage of the Israeli GDP in 2013 stood
at 4% in comparison to an average of 1.4% in the developed countries, a much higher
share. The high share of FDI to GDP in Israel shows the significance FDI has had on
Israel's economic growth in recent years and the high impact it has had on its

economic situation.

In Table No. 18 we present FDI by source countries. According to the Central Bureau
of Statistics and the analysis of the Knesset Research and Information Center, direct
investment in Israel was about USD 74 billion in 2012, compared to USD 60 billion
in 2010. In addition, at the end of 2012, the rate of the direct investment balance from
the USA was about 26.5% of the total direct investment balance, compared to the rate
of the direct investment balance from Europe which was approximately 16.3% and
12.9% from South America.
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Table No. 19 - The balance of FDI in Israel in millions of USD, by countries

Country 2010 2011 2012
million USD %

USA 17,233 18,619 19,748 26.5%
Canada 5,416 4,060 4,441 6.0%
Other 80 68 49 0.0%
North America- Total 22,729 22,746 24,238 32.6%
Netherland 3,268 3,355 3,865 5.2%
UK 1,627 1,478 1,535 2.1%
Switzerland 1,113 1,084 1,298 1.7%
Luxemburg 52 486 1,281 1.7%
Lichtenstein 563 316 392 0.5%
Sweden 267 333 347 0.5%
France 804 972 250 0.3%
Italy 1,573 1,089 208 0.3%
Germany 131 53 124 0.2%
Belgium 18 13 68 0.1%
Denmark - 2 37 0.0%
Other 1,077 1,516 2,127 3.7%
Europe- Total 10,494 10,698 12,310 16.3%
Cayman Islands 7,377 7,089 8,638 11.6%
Mexico 98 148 187 0.3%
Other 446 366 757 1.0%
South America- Total 7,921 7,603 9,582 12.9%
Singapore 250 168 1,868 2.5%
Hong Kong 49 58 28 0.0%
Other 6 2 126 2.0%
Asia & Oceania- Total 305 228 2,021 2.7%
Africa- Total 41 71 97 1.0%
Other countries- Total 18,748 23,668 26,334 35.4%
Total 60,238 65,014 74,403 100.0%

6.2.3 Possible effects of boycotts

When reviewing the foreign trade data presented above and in particular the data
regarding exports to the EU, one can conclude that boycott attempts from the past

decade have hardly damaged Israel at the macro-economic level.

According to the Knesset Research and Information Center, attempts to boycott
products made in Israel can mainly damage Israeli brands that are final products and
which are recognized by European consumers. However, a significant portion of

Israel's exports is intermediate products such as electronic components integrated into
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end products of international manufacturers. Those industries are less likely to be
affected.

Table No. 20 - The share of industrial and agricultural exports in 2013

EU
Million Share eloéﬂs
USD P
Industrial exports without diamonds 14,108 | 30.6% | 46,060

The estimated exports from the West Bank, East .
Jerusalem & the Golan Heights 100 40% 250

Rate 0.7% 0.5%

Agricultural exports 882 59% 1,495

The estimated exports from the West Bank, East 291
Jerusalem and the Golan Heights '

Rate 2.5%

The data shown in Table No. 20 is that the share of exports from the West Bank, East
Jerusalem and the Golan Heights was estimated at only about 0.5% of total exports,
and exports to the EU are estimated at about 0.7%. Therefore, we can conclude that
boycott measures directed at these areas will not have a significant impact on total
Israeli exports. However, there is evidence of exporters from non-West Bank areas,
that their economic situation has been significantly damaged due to sanctions and

boycotts against products produced in the settlements.

Although currently the boycotts are mainly private initiatives of businesses and NGOs
or non-binding policy decisions of governments, the situation may deteriorate to more
serious measures depending on geo-political developments. Lessons can be learned
about the potential future impacts of boycotts on Israel and the settlements from the
examples of the consequences of economic sanctions throughout history on countries

such as South Africa, Iran, Iraq and Russia.

According to the Department of the Chief Economist at the lIsraeli Ministry of
Finance, during 2014, the US and EU imposed sanctions on Russia due to its
involvement in Ukraine. The sanctions included cancellation of the export of certain
goods to Russia and a prohibition on financial institutions and banks giving credit
and, in particular, long-term credit to companies and banks in Russia. The forecast for
2015 predicts a GDP decrease of about 5%. This economic decline is the result of a

combination of the economic sanctions and the sharp decline in energy prices. It is
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difficult to distinguish the impact of sanctions from the impact of the slump in energy
prices and the economic slowdown but it is estimated that the sanctions play a minor

role in this process.

Table No. 21 - Featured Economic Sanctions

Annual Cost Cost as

Target | Sender ?{ts; Main Goals to Target Share of
(million USD) GNP
South . . . o
Africa USA | 1985 | Ending Apartheid regime 550 0.8%
*Withdraw from Kuwait
USA *Restore legitimate 0
Iraq UN 1990 government 21,600 48%
*Release of hostages
0,
*Release of hostages lshlaf;, (gfs
Iran USA | 1980 | *Prevent development of 777 GDP in
military means year 2000)

So far boycotts of settlements have failed at significantly impacting the Israeli
economy, and are not believed likely to do so in the near future. Nevertheless, other
cases of past and ongoing boycotts in the world have led to declines in GDP, and this
matter cannot be disregarded. As we can see in recent years, some of Israel's
politicians are attempting to strengthen economic ties with Asian countries like China,
India and Japan, in order to provide an economic safeguard against EU and North

American sanctions.

Some say, however, that the cost of settlement policies might lie in the lost
opportunities of even stronger ties and further investments rather than in the loss of
already existing economic benefits. An update of Israel's status with the EU was due
in the last decade, but has been frozen since 2009 because of Israeli settlements
policy. While it can be speculated how much the freezing of such an agreement has
cost Israel since 2009, a 2012 upgrade of trade and diplomatic relations stopped just

short of a full upgrade.
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7. Total Costs and the Future

In the first two sections of this chapter, we conclude and consolidate the analysis done
in the above study. And in the third and last section we look ahead to the future of the

West Bank and into some possible future research.

7.1 Total annual extra cost

In this section, we present the total annual costs to the Israeli government budget
stemming directly from the existence of West Bank settlements. Because the Israeli
government is spending money on all parts of the country, in order to assess the cost
of the WB itself we had to look only at the “extra" costs, differentiated from other
parts of the country. Extra expenses include loss of income due to subsidies and tax
benefits granted, dedicated budget sections and costs which are higher in comparison
to the national average. As stressed before, the data in this report is based only on
accurate calculations of disclosed data, without any speculations or loosely based
estimations. Table No. 22 below depicts the annual extra governmental costs going

directly to WB settlements.

Table No. 22 - Total governmental current extra cost per year, 2014 prices

Section East 01_‘ the West o_f the Total
barrier barrier
Defence 61,155,841 206,429,159 | 267,585,000
Public M“Q{'}%‘ggt';“es 299,146,263 227,506,420 | 526,652,682
SUpPOrt o elopment 57,957,321 195,632,679 | 253,590,000
Total 418,259,425 629,568,257 | 1,047,827,682
_ Households 5,223,770 17,632,630 22,856,400
;r;‘é%tri Business 6,646,121 22,433,722 29,079,843
Total 11,869,890 40,066,353 51,936,243
Indirect .
costs Boycotting - - -
Total 430,129,315 669,634,610 | 1,099,763,925
Total extra cost per person 5,288 2,439 3,090
Total extra cost per 23.426 10,804 13,689
household
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Our total assessment of the special government extra annual expenditure on West
Bank settlements amounts to NIS 1.099 billion per year. The population of the WB
settlements analysed in this work is close to 356.5 thousand, meaning an extra cost of
NIS 3,090 per person or NIS 13,689 per household (based on an average household
size of 4.43). East of the barrier settlements enjoy a significantly larger extra
expenditure with a NIS 5,288 per person amount compared to 2,439 West of the
barrier. This is a minimum assessment, which includes only disclosed budget sections,

and a small portion of the real WB settlements defence cost.

Government initiated housing construction was significantly higher in the West Bank
than in other parts of the country, including the Negev and Galilee regions, which are
officially prioritized. The amount of per person SQM of construction which started
under public initiative in 2014 was 0.12 in the West Bank, compared to 0.11 in the
North district and 0.10 in the South. The average construction starts per person in the
1995-2014 period was 0.63 SQM in the West Bank, compared with 0.17 in the entire
country, 0.14 in the North and 0.31 in the South.

7.2 Cumulative cost

In order to assess the amount of money invested by the State of Israel in the West
Bank over the years, we took a capital investment point of view. After all the amounts
of private and public money invested in those regions and localities over the past 40
years, most of the value left is held in the buildings, structures and infrastructures.
Because we cannot fully assess the total costs of infrastructures built by Israel in the
West Bank in a study of limited time and scope we are left with only the built

environment.

As depicted in Table No. 4 on page 24, the total value of the built environment in the
WB settlements is NIS 108.9 billion. From the analysis we can conclude that most of
the capital stock invested in the WB was in residential building which comprises
89.7% of the stock worth NIS 97.7 billion. The second most invested building use is
also related to residential uses and to the settlements' role as "bedroom communities";
public institutions constitute another 5.6% of the value of buildings worth NIS 6.1
billion. In looking at the value changes over time, we can see a sharp increase in the

value since 2008. The average value increase in 1998-2007 was of NIS 3 billion per
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year, and the average value increase since then was NIS 7 billion per year. The main
reason for the increase is the rise in housing prices in the State of Israel. Most of the
building stock investment took place in the large settlement blocks west of the
defence barrier, where around 78.4% of the stock (NIS 85.4 billion) was accumulated,
compared to 21.5% (NIS 23.5 billion) east of the barrier.

7.3 Future scenarios

In this section we present four plausible future scenarios of Israel's policy and actions

regarding WB settlements, and a preliminary assessment of their possible direct cost.
7.3.1 Maintaining the status quo i.e., “Managing the conflict"

This scenario refers to a situation in which Israel's intention is to maintain the
situation in the WB as it is, meaning a continuation of supporting the development of
Israeli settlements and of security control of that area, together with stationing large
forces in the region.

We assess that maintaining the situation as it is will cause a significant increase in the
cost of the WB settlements, due to the needs of protecting the growing settler
population (growth of 15,100 Israeli citizens in 2013). When taking into account the
increasing tension in the region (we assume the tensions will worsen without a
political change), security costs are expected to increase even more per person. In
addition, there will be a need to enlarge infrastructures and to construct new public

institutes and new housing units.
7.3.2 Partial unilateral withdrawal

This scenario envisages a partial unilateral withdrawal as Israel continues to maintain
areas with large numbers of settlements and withdraws where there are large
Palestinian concentrations. If a partial withdrawal takes place without an agreement,
we assume that the security efforts of securing the Israeli held areas will not be
significantly reduced. Security measures may not even decrease at all, taking into
account the rising tension with the absence of a commitment from the Palestinians to
maintain peace. Taking all these matters into account, we assume that defence costs
will remain similar. In addition, compensation to the evacuated residents will be

required. Past studies estimate that compensation of USD 400,000 would be needed
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for each household evacuated, resulting in a total of USD 4-10 billion, according to
that scenario (40,000-100,000 evacuees). The cost of the maintenance and the
development support for the settlements in the areas where Israel has remained would

remain the same.
7.3.3 Unilateral withdrawal to the security fence line

A total withdrawal to the security fence line would result in the evacuation of all WB
settlements east of the fence and the evacuation of around 77 of 130 settlements.
From the Israeli perspective the term "settlement™ as referring to an Israeli locality
whose legal status is unclear would disappear. We assess a reduction in defence costs,
as mentioned in the defence cost section; we assume guarding a border on a line
similar to the security fence requires lower expenses than required today. The
evacuation would also incur a one-time compensation cost of around USD 8.2 billion

(around 82,000 evacuees).
7.3.4 An agreed withdrawal to the 1967 borders

This scenario depicts an agreed withdrawal to the 1967 borders, while maintaining
major settlement blocs by territorial exchange. In this scenario we assume that the
agreement is properly fulfilled and kept by both sides. The agreement would end the
special status of the settlements not evacuated, as they would become a regular part of
Israel both legally and regarding international legitimacy. Relying on past studies
mentioned above, a total compensation cost of USD 10 billion would be needed for an
estimated 100,000 evacuees. In addition, as mentioned above and due to accepted
change in the security climate as a consequence of the agreement, defence costs

would be reduced significantly.
7.3.5 Future research

The analysis presented above is only a preliminary exercise intended to show possible
future options, in order to get a better sense of likely scenarios more research is
required. An in-depth analysis of those scenarios and their possible economic
implications could produce meaningful insights, which will contribute to the creation

of a more comprehensive and complete picture of the options Israel is facing.
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Appendix | — West Bank residential prices

Table No. 23- Price in NIS per SOM of residential units by municipality, 2014 prices

Municipality
vear Sh%mé:ron Biw;at:ﬁin Dl\ggg IISoeta H:)\/ra\llr(c)iten %ﬂ:] H:'vargn Qedumim Elgana | Ari'el Bet El El\fllrz';ilem Qpi:g:t
T R.C. R.C. R.C. R.C. R.C.
1998 4,871 3,263 4,490 4,490 6,411 3,399 3,698 6,518 6,528 6,492 2,043 3,350
1999 5,302 3,986 4,658 4,658 5,631 3,234 4,367 6,762 6,544 6,735 2,119 3,476
2000 6,316 3,736 4,772 4,772 5,768 3,915 4,993 6,927 6,594 6,899 2,171 3,561
2001 4,330 4,874 4,414 4,414 5,335 3,928 4,713 6,407 6,373 6,382 2,008 3,294
2002 4,038 5,828 4,493 4,493 4,732 2,016 4,433 6,521 6,242 6,495 2,044 3,352
2003 4,298 6,247 4,425 4,425 5,027 2,325 4,153 6,596 5,949 6,397 2,013 3,301
2004 4,833 6,612 5,343 5,343 6,017 2,943 3,992 6,670 6,239 5,039 2,431 3,987
2005 4,306 7,210 5,359 5,359 5,754 2,679 3,877 6,745 5472 5,836 2,438 3,999
2006 4,957 7,004 4,192 4,192 7,672 2,416 3,836 5,245 5,696 5,633 2,809 4,666
2007 6,025 6,892 4,463 4,463 7,409 2,937 3,860 5,847 5,282 5,116 3,179 2,733
2008 5,186 7,234 5,265 5,265 7,146 3,842 3,884 7,749 5,737 5,798 1,891 3,720
2009 5,325 7,869 4,618 4,618 7,423 4,368 4,504 9,650 6,765 6,237 2,529 4,674
2010 6,414 8,427 5,245 5,245 8,481 5,087 4,828 9,150 7,793 6,565 2,692 6,021
2011 6,939 8,502 5,119 5,119 8,960 5,141 4,847 8,936 8,097 7,796 2,568 6,282
2012 7,968 9,232 5,180 5,180 9,151 5,509 5,899 11,022 | 9,233 7,246 4,799 5,930
2013 8,364 9,355 3,871 3,871 9,057 5,565 6,307 10,627 | 9,560 6,839 5,541 6,057
2014 8,873 9,925 4,106 4,106 9,609 5,904 6,692 11,274 | 10,142 | 7,256 5,879 6,426
Municipality
Year Ma‘alg Qarne Efrat Bet Immanutel Givat Alfe Oranit Har Betar Illit Mod'i'in
Adummim Shomeron Arye Ze'ev Menashe Adar it

1998 8,210 5,079 7,424 6,619 2,501 9,579 7,497 8,866 8,256 6,711 5,324

1999 8,518 5,694 7,702 6,867 3,313 9,938 7,124 9,310 8,565 6,802 5,523

2000 8,665 5,315 7,890 7,034 2,743 10,180 6,652 9,498 8,774 6,892 5,658

2001 8,276 4,864 7,298 6,506 2,178 9,417 7,839 8,150 8,116 6,983 5,234

2002 7,887 4,909 7,428 6,622 2,301 9,585 6,945 8,567 8,260 7,074 5,327

2003 7,498 4,822 7,316 6,522 2,900 9,439 5,987 6,755 8,135 6,967 5,246

2004 7,652 4,391 7,456 7,876 2,057 7,833 6,989 7,115 9,824 6,609 6,335

2005 7,659 4,253 8,746 7,899 2,248 7,964 7,291 7,079 11,128 6,541 6,462

2006 7,954 5,285 7,831 7,682 1,498 7,950 7,285 8,002 11,404 6,930 7,746

2007 8,811 4,212 7,515 7,464 1,822 8,607 7,472 8,112 10,239 6,739 6,873

2008 9,833 4,777 8,239 7,230 1,724 8,962 8,852 8,297 10,191 7,170 7,703

2009 10,520 5,104 8,739 7,669 1,741 9,971 9,219 9,696 10,442 8,215 8,892

2010 11,012 6,410 11,079 | 8,617 2,566 11,756 10,879 10,437 | 13,092 9,719 10,060

2011 11,184 6,676 11,005 | 9,365 2,502 11,638 10,606 10,887 | 12,252 9,127 10,615

2012 11,674 7,319 10,871 10,261 2,891 11,881 10,705 11,124 | 16,142 10,608 10,725

2013 11,978 7,251 13,506 | 8,358 2,890 11,858 10,605 11,140 | 14,364 8,833 11,241

2014 12,707 7,693 14,329 8,867 3,066 12,580 11,251 11,818 | 15,238 9,371 11,926
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Appendix Il — Governmental support for WB

municipalities

Table No. 24 - Price in NIS by municipality and type of support, 2014 prices

of which:

Support % of % of
Municipalit TOt?I Support for Special d f0|:[' support | municipality
Hnictpatity Su%réisroﬁ e education grants per ¢ us:lrlon Qf total east of the
per person person student Income Barrier
Bet El 5,933 2,386 678 6,159 59.9% 100.0%
Ma'ale Efrayim 12,130 1,256 3,585 5,024 65.2% 100.0%
Qiryat Arba 5,973 2,200 868 7,200 56.0% 100.0%
Megilot Dead 11,105 5,290 2,659 34,129 38.7% 100.0%
Arvot Hayarden 12,448 5,032 2,169 85,330 60.3% 100.0%
Har Hevron 10,930 4,135 1,697 23,558 62.5% 78.1%
Matte Binyamin 4,699 2,587 616 12,091 50.3% 71.8%
Shomeron 5,059 2,162 841 15,230 54.0% 35.1%
Gush Ezyon 5,103 2,701 883 15,217 53.2% 31.2%
Ari'el 2,650 941 304 7,199 41.7% 0.0%
Betar Illit 2,042 654 167 2,084 40.9% 0.0%
Modi'in it 2,085 694 102 2,527 39.4% 0.0%
Ma'ale 2,234 1,079 121 4,780 31.6% 0.0%
Oranit 2,530 1,456 127 9,076 20.3% 0.0%
Alfe Menashe 2,904 1,742 187 9,634 38.0% 0.0%
Elgana 3,394 1,508 147 3,934 48.9% 0.0%
Efrat 4,852 2,353 366 6,315 47.8% 0.0%
Bet Arye 4,537 2,016 193 13,779 39.2% 0.0%
Giv'at Ze'ev 2,507 893 62 10,073 36.1% 0.0%
Har Adar 1,793 1,041 284 8,993 20.8% 0.0%
Immanu'el 7,632 2,244 0 9,249 67.0% 0.0%
Qedumim 5,933 1,929 2,704 4,877 45.6% 0.0%
Qarne Shomeron 6,085 2,947 361 11,990 50.5% 0.0%
West Bank 3,762 1,648 454 7,253 45.8%
East of the 5,960 2,731 910 12,899 54.1%
National total 2,282 1,266 90 6,515 28.5%
Average extra 1,480 382 364 738
Average extra 3,678 1,465 820 6,384
Total extra 526,652,682 | 135,901,898 | 129,408,295 | 59,651,380

* 2013 data in 2014 prices
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