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The conflict between Arabs and Israelis is an old one – older than many other communities on Earth.  These two groups of people come from a common background, yet they cannot agree on one accepted historical narrative.  With the upsurge of violence since the start of the twenty-first century, Israel has taken steps in an attempt to insure the security of its citizens.  Peace talks to this point have failed – while the two groups are unable to live together, they are unwilling to make the compromises necessary to live apart.  A large part of the question of peace is what exactly it is going to take to make peace happen.  To answer that question, one has to look at what the two sides are fighting for.  The immediate answer is land.  The more complicated answer is that the two sides are fighting over definable interests, motivated by comprehensive value systems, in pursuit of identifiable goals.  For each side though, those goals are different.

Israel believes that the building of the wall around the West Bank is taking the steps necessary to maintain security inside the borders of Israel.  With this added security comes hardship on both sides.  Those living in the West Bank have lost access to Israel, and to jobs that they might hold there.  Israel now faces the economic burden of building the wall, and the cost of maintaining guards at the crossings.  The question then arises whether the costs to both sides will balance out by the added security the wall provides?  In order to asses this question, one has to examine the history of violence in the region, and juxtapose the current terror situation with the economic costs of the wall.  By critically analyzing economic statistics and looking at possible ways to strengthen the Palestinian economy, we will show that although the Wall will provide Israeli citizens with increased security, this security will come at a large economic price.  

Part I of this paper addresses the history behind the Arab-Israeli conflict.  Part II analyzes the economic ramifications of the wall.  Part III addresses the pan-Arab political and foreign aid response to the 2000 Intifada and the construction of the wall, while Part IV addresses the effects of the wall on security within both Israel and Palestine. 
Part I: The History of the Arab-Israeli Conflict 

The Arabs and the Jews have a long history of violent conflict.  Although interactions between Arabs and Jews started thousands of years before the founding of the state of Israel in 1948, with the rejection of the UN Partition Plan by the Arabs came the rise of a Jewish state, without an Arab state counterpart.  In ancient history, the Israelites inhabited the modern day land of Israel, after being taken there after leaving Egypt.  Twice after the building of the holy temple in Jerusalem, it was destroyed by enemies of the Israelites and the Israelites were forced into exile.  The second of these exiles was in the year 4 CE, just after the Babylonian takeover of the land and destruction of Jerusalem.  In this case, it was the Babylonians who caused the exile that would remain until 1948 and the founding of the state of Israel.  The modern idea for a Jewish state started with Theodore Herzl, who in 1894, decided that the Jews needed a political center in order to solve the problems of anti-Semitism.  The Dreyfus Affair was the catalyst for Herzl’s vision, and it became the symbol of Jewish inequality in Europe, and the spark for early Zionism.  Zionism, defined as the movement for the reestablishment of a Jewish nation in the land of Israel, was first established under Herzl, commonly called the father of political Zionism (Ovendale 9).  The present day state of Israel is the same land to which Moses brought the Israelites following their departure from Egypt.  Since that time, the city of Jerusalem and the holy temple within its walls have been destroyed twice, and the Jews have been sent into exile each time.  Although the Jews were offered the territory now occupied by modern day Uganda, Herzl believed that the Jewish homeland had to be the same land that was occupied by their ancestors.  Herzl, along with other early Zionists, planted the seeds for a return to the holy land of Israel and the formation of a Jewish state.


With Herzl’s death in 1904 came troubling times for the Jews of Russia and Eastern Europe.  As Chaim Weizmann stepped forward as the successor to Herzl and the one who would carry on the Zionist dream, Jews from areas of anti-Semitism started to migrate to what is currently the land of Israel.  This migration, supported by Prime Minister Balfour of England, took place in the early part of the twentieth century, resulting in many Jews of Eastern Europe and Russia being saved from the pogroms and violence of the time.  At this time, however, the Jews made up less than 10% of the population of the land that would later become Israel.  Much of the rest of the land was settled by Arabs, there as a result of the falling of the Ottoman Empire.  With this collapse of power came British authority in the region, and a war with France to insure British sovereignty.  While the war for the map of Europe was being fought in the Middle East, there became a growing dispute between the Jews and the Arabs – one centered on land.  The culmination of the challenge between England and France was in 1915, with the Sykes-Picot agreement.  In this agreement, France gained control over the northern half of present day Israel, with England having sovereignty over the south.  For England, the idea of a Jewish state became more and more appealing.  Sympathizing with the Zionist cause, Britain under the direction of Lord Balfour felt that the founding of this state could help them hold territory in the region (Ovendale 32).  

Much before the founding of the state of Israel, there was an influx of Jewish people into the land to settle and live in their ancient homeland.  Migration started as an escape from anti-Semitism, a political and social Zionism different from the religious Zionism of later decades.  Escaping the persecution of Europe, a third migration of Jews from Russia and Poland migrated to Israel between 1919 and 1923.  During these years, riots started to erupt demonstrating Arab opposition to the migration of Jews into the land of Palestine.  In 1922, the Churchill White Paper was published by Winston Churchill, reaffirming the right of Jews to be in Palestine.  The paper discriminated between the idea that Palestine should be turned into a Jewish homeland and the idea that a Jewish homeland should be established within Palestine, supporting the latter.  Also with this letter, it was maintained that anything past the Jordan River was not open for Jewish settlement, and that the Jewish immigration would be determined by the economic absorptive capacity of Palestine.  In addition, both Jews and Arabs would establish their own groups to manage affairs in each community.  

During World War II, the dynamics of populations migrating to Palestine started to change.  Following World War II and the Holocaust in Europe, more than ever Jews felt the need for a piece of land in which they could be safe from the anti-Semitism they had been experiencing all over the world.  During the Holocaust the Jews faced anti-Semitism from the Nazis in Germany, as well as from other European nations.  Like the Babylonian exile almost 2000 years before, the Jews were being forced out of their homes by the surrounding Anglo society.  With the war in Europe and the annihilation of millions of Jews, those youth who could escape were sent to Palestine to be safe and start a new life.  With the immigration of about 235,000 Jews to Palestine erupted an Arab Revolt in the years between 1936 and 1939.  In order to appease each side and put an end to the violence, a bi-national plan to separate Jewish and Arab states was established – the Partition Plan (Ovendale 117).  

  The Partition Plan, with the support of Britain, Russia, and the United States, was passed by the United Nations general assembly on November 29, 1947.  On this date, the United Nations Special Committee on Palestine agreed that the British mandate should end as soon as possible so that independence could be grated to the state of Israel and the state of Palestine at the earliest possible date.  The plan called for a bi-national state with economic unity.  The Jewish territory would include the Eastern Galilee, the Jezreel Valley, most of the Coastal Plain, and the Negev.  The Arab territory would include the Western Galilee, Samarian and Judean Hills, and coastal plains from Ashdod to Sinai.  Both Jerusalem and Bethlehem would be [image: image1.jpg]THE UNITED NATIONS
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international zones.  Following the vote of 33 countries in favor of the plan, it was taken to the two parties involved.  While wholeheartedly accepted by the Jews, the plan was rejected by the Arabs.  After the rejection of the Partition Plan by the Arabs, a jihad was declared by the Mufti of Jerusalem and a general strike on the Jews ensued, including ambushes on the roads, attacks on buses, and attacks on settlements.  The Jews retaliated with efforts to seize arms and defense of rural and urban settlements (Bregman 9).  


In the months following the rejection of the Partition Plan, Jews and Arabs had many conflicts; the Jews were trying to gain access to different parts of the country, and the Arabs were doing everything in their power to keep that from happening.  On May 15, 1948, the state of Israel was officially established.  Hours later, soldiers in the different defense organizations swore allegiance to the state and combined to form the Israeli Defense Force.  That same night, Israel was attacked from all sides by its Arab neighbors.  

[image: image2.jpg]L

15 MAY 1948

THE ARAB INVASION OF THE STATE OF ISRAEL

Principal Arab attacks from outside
Palestine

BEER Territory allocated to the State of
Israel by the United Nations, but
overrun by the Arabs between
15 May and 1 June 1948

[ territory remaining under Israeli
control on 1June 1948

®  Jewish settlements overrun by the
Arabs between 15 May and | June,
often after fierce resistance

@  Jewish settlements surrounded by

Arab forces, but resisting repeated
attempts to overrun them between
15 May and 1June, despite grave
shortages of arms and men

On 15 May 1948 six Arabarmies,
those of Egypt, Syria, Transjordan,
*ebanon, Saudi Arabia and Iraq
invaded Israel. They advanced
rapidly, threatening to destroy the
one-day-old State, and drive its
citizens into the sea. The Israelis
resisted, and after ten days were
able to counter-attack. A truce
was signed on 11June 1948

LEBANON

\(i=

[Malkiya
Kades!

IRAQI

TRANSJORDAN

g Bet Haarava
Kallia





The war of independence continued on and off for over a year, with battles for territory and land being waged throughout the region.  Syria was attacking from the north, and Israel held their forces at Degania, insuring that Syria would not move in any farther.  They were also attacked by Lebanon, where positions were exchanged and the battle was finally won by the Israelis.  The Arabs attacked the Jewish Quarter of the old city of Jerusalem, and while the Israelis held out for 10 days, the city was surrendered on May 25.  Finally after over a year of fighting and much bloodshed and land exchange, Israel signed armistice agreements with Egypt (Feb 24), Lebanon (March 23), Transjordan (April 3), and Syria (July 20).  At the end of the war in 1949, Israel held all of the territory it was given by the United Nations in November of 1947, plus land it had obtained while defending land that was being threatened by attacking neighbors.  This land included small pieces of the Negev desert, and a perimeter of land around what is the present day West Bank (Bregman 38).  The West Bank was annexed by Transjordan, an action opposed by the Arab League of Nations, and only recognized by two members of the United Nations (Britain and Pakistan).  These borders, established in 1949, remained the de facto borders until 1967, although in those eighteen years, none of Israel’s Arab neighbors agreed to make piece, or to recognize Israel as a state.  Though [image: image3.jpg]Terror Attack
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historians might argue, this war was not about ideology – it was about land.  The gain and loss of land in the war following Israel’s declaration of statehood and in the subsequent wars serves as fodder for the fire burning between the two nations today.  


 Although the state of Israel was peaceful for about two years following the War of Independence, from 1951-1956 the Fedayeen (Palestinian terrorist groups) began systematic raids into Israel.  In those five years, 967 Israelis were killed by Arab terrorists inside Israel’s borders.  The Fedayeen moved from Jordan and Egypt, through the areas that today are the Gaza Strip and the West Bank.  Though they were not attacking themselves, Syria, Lebanon, and parts of Egypt were sending military aid and political encouragement to the Fedayeen.  During these years, the Arab nations closed the straights of Tiran (leading to the port of Eilat) to Israeli shipping, and with the assistance of Russia nationalized the Suez Canal to insure that Israeli shipping was prohibited there as well.  The culmination of these attacks came in 1956, when Israel started to launch a counterattack into Jordan (particularly the Gaza Strip) and Egypt.  With combined forces from Egypt, Jordan, and Syria lined up on the border between Israel and Egypt, Israel’s goal was to divide the troops into two groups, in the hopes of making them less strong.  With the help of Britain and France, Israel secured areas of the Sinai peninsula, as well as regained control of the Suez canal.  At the end of the three month long battle, Israeli troops withdrew from the Suez canal, leaving UN forces to take up positions there.  One month later, Israel withdrew from all the territory gained in the Sinai peninsula, with the exception of Gaza and Sharm-e-Sheikh (two strategic port cities), which they held for two more months before being replaced by UN troops (Wasserstein 122).

Eleven years following the Sinai Campaign, Israel was again attacked by her neighbors.  In the two years before the outbreak of war, there were many border clashes between Syria and Israel, including aerial fighting, bombing of settlements in Hula and the Jordan Valley, and terrorist attacks.  Three weeks prior to the outbreak of total war (May 15), Egypt announced a military emergency and mobilized all of her troops to the border.  In addition, the UN emergency forces were evacuated from Egypt, Syria, and Jordan.  Five days later, Israel mobilized her reserves, and a full alert was called.  Once again, Egypt closed the Straights of Tiran to Israeli shipping.  From May 25 – June 4, the United Nations made every attempt to avert the crisis, however when President Nasser of Egypt declared that his ultimate goal is the destruction of Israel and that was followed four days later by a joint military command of Egypt, Syria, and Jordan, Israel had to take action.  To preempt her enemies, Israel flew an air attack on all fronts on the morning of June 5, the first day of the Six Day War.  During this day, two thirds of the Arab aircrafts were destroyed, and armored divisions from both sides moved along the Sinai-Egyptian front.  On the Jerusalem-Jordanian front, after Israel sending a message through the UN to Hussein to not enter the war, he bombed Jerusalem and Tel Aviv (Ovendale 189).  On the third day of the war, Israeli troops were able to enter Jerusalem and liberate the Old City.  In this campaign, the West Bank was controlled and military government was established.  By the end of the six days, Israel controlled not only her original territory, but also the Gaza strip, the entire Sinai Peninsula, the West Bank, and the Golan Heights.  Seven hundred and sixty six of the 264,000 Israeli soldiers were killed during the Six Day War, and the amount of the 547,000 Arab military casualties was never announced.  With Israel’s 800 tanks to the Arabs 2.504 and her 300 aircraft to the Arabs 957, Israel not only fought a battle on three different fronts, but gained territory on each one (Bregman 64).    

On the Jewish holiday of Rosh Hashanah (the New Year), Israeli military intelligence ascertained that the threat of an all out attack from Syria and Egypt was low.  With growing evidence over the next ten days that this was not the case, the intelligence refused to call up the reserves and initiate preparation for another war.  When Syria and Egypt attacked on October 6, 1973, it was during the Jews’ holiest day of the year – Yom Kippur.  The Yom Kippur war was launched at 2:00 in the afternoon, and by nightfall the Egyptians had taken control over most of the Sinai Peninsula and the Suez Canal.  The Syrians, similarly, had most of the control over the Golan Heights.  This held for two days, at which time Israel launched her counter attack.  In the Sinai, Israeli paratroopers and armored forces crossed the Suez canal and established two bridgeheads, which in the north, Israel moved back to the 1967 cease fire lines in the Golan Heights, although she failed to take back the Mt. Hermon position.  Days later, Israel crossed the 1967 cease fire line, headed on the road to Damascus.   On the last days of the war, Israel attacked Syria on Mt. Hermon, and regained her strategic position there.  At the end of the warm there were over 2,000 soldiers dead on the Israeli side, with no number announced on the Arab side.  Days after the start of the war, President Assad of Syria said, “Our forces will continue to pursue the enemy and strike at him…until we restore our positions in our occupied land.  After that, we shall continue until we liberate the whole land” (Alexander Muss High School in Israel 56).  When a land and the entirety of the people living within the borders are threatened, the state not only has the obligation to protect the citizens, but also the land of the state of Israel.   
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In the aftermath of the Yom Kippur war, Israel and Egypt came to a peace agreement in 1979.  A treaty was signed by Egyptian President Sadat and Israeli Prime Minister Begin, with American President Jimmy Carter there as a witness.  Since the peace treaty, there has not been full out war between Israel and Egypt.  There was, however, war between Israel and Lebanon just three years following the peace treaty with Egypt.  The 1982 war, unlike other wars in Israel’s past, was a preemptive strike against the Palestinian Liberation Organization (PLO).  During these years, it was Prime Minister Begin’s strategy to prevent the ability of the PLO to hit Israel by inflicting blows on the bases of terror in Lebanon.  In June 1982, the Israeli Ambassador to London was assassinated, and this together with the renewed PLO shelling into northern Israel gave the country apt reason to launch “Operation Peace for Galilee.”  The fight for this land and for the eradication of the PLO continued until August, and a peace treaty was signed between Lebanon and Israel in December of that same year.  Although all Israeli troops were withdrawn from Lebanon, Syria refused to withdraw her troops from the same region.  
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With the 1982 war came a new kind of warfare and a new reason for fighting.  Prior to this time, war had been carried out mostly between armies.  It is inconceivable that there would be no civilian casualties, but the numbers were miniscule when compared to those in the armed forces.  With the rise of the PLO and other anti-Israel groups came terrorism.  With terrorism one is not shooting at another soldier, but is launching rockets into civilian towns across the border and using bombs to injure and kill.  The Intifada from 1987-1993 was unlike any other war fought by the Israelis and Arab nations, except for the similarity to the Six Day War and Yom Kippur War – it was a total surprise to the Israelis.  In the years preceding the Intifada, there was much unrest in the territories.  Although a very small incident triggered the start of the fighting, it was the straw that broke the camels back, rather than the sole reason for the uprising.  When a car accident between an Israeli driver and a Palestinian driver killed four Palestinians coming home from work, the Gaza Strip erupted into violence against the Israeli soldiers in the territories.  This violence continued for weeks, and the Israeli government assumed that it was backed by either Syria or the PLO.  A reporter, speaking of the feelings of tension in the region just before the start of the Intifada said, “You can feel the tension.  Worshippers – Jews and Moslems alike – scurry rather than walk.  Tourists cluster together and are protected by armed soldiers…In Gaza, you drive a car with Israeli plates at peril…The marketplaces are empty of Israeli shoppers and thousands of Gazans have stayed away from jobs in Israel – some in protest, others out of fear…Fear, suspicion, and growing hatred have replaced any hope of dialogue.”  This reporter was right – even with extended peace [image: image6.jpg]lsrasli settiements [
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talks, the situation has little improved since the start of the Intifada in 1987 (Bregman 202).  

During this time, the growth of Jewish settlements was occurring all over the country.  Although many think that Jews were settling in the West Bank and Gaza Strip, in actuality the most growth of Jewish settlements was happening in the areas closest to Tel Aviv and Jerusalem.  In actuality, of those who did settle in the post-1967 borders of Israel had multiple motives for doing so.  While some were taking a stance against the return of the land to the Palestinians, most were responding to very inexpensive housing in areas close to metropolitan cities (Wasserstein 122). The map of the West Bank started to change in 1995, with the signing of the Oslo II agreements.  With this treaty, the West Bank turned into a haphazard distribution of Palestinians and Israeli enclaves, bypass roads, and disconnected territories.  This agreement was accepted by both sides as an interim agreement, with Palestinians awaiting the day that Israelis would pull out of more of the West Bank, leaving land for a Palestinian state.  However with the outbreak of violence in the Intifada of 2000 came a large security threat from the West Bank and Gaza Strip territories.  In addition to the fighting and attacks on Israelis within the territories, suicide bombers were crossing the border and detonating themselves in cafés, universities, buses, and public places (Wasserstein 126).  

In the struggle for peace and for control of land in the West Bank and Gaza Strip, one has to look at the demographic distribution of people in the region.  Although there are settlements in the midst of very largely Palestinian areas, the majority of settlements in the West Bank are centered around Jerusalem and the western part of the West Bank (the area bordering Israel).  Although technically inside the green line, it is necessary for Israel to protect these large groups of Israelis by making sure they are on the Israeli side of the security wall.  If the land to the east of the wall were to be given up for the creation of a Palestinian state, the hundreds of thousands of Israelis in these cities should be on the Israeli side.  
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Of course the issue is much more complicated than settlers and skirmishes between Palestinians and Israelis.  One has to examine what the building of the security wall does economically to both sides.  In truth it is harder to Palestinians to get to work within Israel, but then where are the other Arab countries of the region when their brothers are in need to help?  By examining the economics and comparing different solutions, one can come up with a proposition by which the economics do not outweigh the benefits of security.

Part II: The Israeli and Palestinian Economies – The effects of The Wall 
With our richer understanding of the history of the Israeli state, we can conclude that even prior to the construction of the wall, the Palestinians and Israeli Arabs faced serious barriers to economic prosperity due to the historical conflicts that occurred in the region. We can now look at the present and better understand how the latest Intifada, which broke out in September of 2000, and the construction of the wall affect the economies of both Palestine and Israel. 

Israel initially responded to the Palestinian uprising by frequently employing “internal closures” and “external closures” of the occupied Palestinian territories. Under an “internal closure,” the Israeli military surrounds individual Palestinian villages, refugee camps, and cities in order to prevent the flow of goods and people between Palestinian areas; this inhibits normal commercial and financial transactions and labor mobility. Under an “external closure,” the Israeli military seals the West Bank and Gaza Strip from each other and the rest of the outside world. This form of blockade prevents any economic interaction between the West Bank and Gaza Strip, precludes the approximately 120,000 Palestinians employed in Israel before the outbreak of the Intifada from reaching their jobs across the Green Line, which is the border separating the West Bank and Israel as defined by the Israeli government.  This harsh form of separation “stops Palestinian trade with the rest of the world because the Palestinians do not have an independent import-export route outside of Israel’s control” (Marshall 8).  Israel maintains that its closure policy is designed to reduce general security risks by preventing Palestinians from entering Israel.  Critics, however, say that Palestinians who “benefit from access to the Israeli labor market have rarely engaged in acts detrimental to Israel’s security, and Palestinians who have harmed Israel generally have been able to evade Israeli closures, especially through the West Bank” (Marshall 8).  This contention has been the main force behind the Israeli political movement that supports the construction of the wall, but once we account of the cost of the wall to both the Israeli and Palestinian societies, we will call this logic of the “less of two evils” into question. 

The Palestinians claim that Israel’s closure policy is not designed to address its security concerns.  Rather, the policy is a form of collective punishment that is designed to purposefully inflict damage on the Palestinian economy in order to put pressure on Palestinians to adhere to Israel’s political agenda.  As UN reports have stated, whenever Israel employs its closure policy, the results have been devastating for the Palestinian [image: image8.jpg]Dome of
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economy.  In the table below, we can see the dramatic estimated drop of -16% real GNI for 2001, and a jump in the unemployment rate to almost 30%.  In mid-December 2000, the UN released a report that documented global losses to the Palestinian economy during the first two months of the Intifada totaling over $500 million. If we extrapolate this series of discounted cash flows over the period from the beginning of 2001 through until the end of 2004 and assume that the cost of the Israeli closures inflicts a cost of $3 billion nominally per annum on the Palestinian economy and that the cost of capital is 5% (which is the current interest rate that long term bonds issued by the Israeli government pay in annual yield), we can see that the Israeli closure system has cost the Palestinian people over $10 billion; this amounts to over 200% of the Palestinian GDP for 2000 according to the United Nations. The UN also noted that the $500 million loss to the Palestinian economy represented over 250% of the value of donor disbursements to the Palestinian Authority (PA) in the first half of 2000.  The late PA President Yasser Arafat has estimated even larger losses to the Palestinian economy stemming from the Intifada and Israeli border closures.  Arafat noted at an emergency meeting of the Arab Labor Ministers on November 23, 2000, that the Intifada and its resulting closures had cost the Palestinian economy over $800 million. 
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The construction of the wall will only solidify the effects that closures have on the Palestinian economy.  Communities that are blocked off from Israel, or in the parlance of the Israeli military “hermetically sealed,” will not have access to markets or jobs on the other side, thus creating a permanent external closure for large swaths of Palestinian territory.  However, the economic loss to the Palestinian community extends further than just lost trade through restriction to seaports.  It also extends to the lost income and jobs resulting from the construction of the wall and the separation of Israeli territory and the West Bank which will prevent Palestinian workers from the West Bank from entering into Israel. 

Rising unemployment, resulting in higher levels of poverty, has been the most prominent feature of the wall’s impact upon the Palestinian economy.  As noted above, Israel’s “external closure” of the West Bank and Gaza Strip has prevented Palestinian workers from reaching their former jobs inside the Green Line.  The Governor of the Palestinian Monetary Authority, Dr. Douad Beseiso, has “estimated that this costs the Palestinian labor force $4.5 million daily in lost wages, and has led to unemployment levels of up to 50%” (Marshall 9).  Even when Israel slightly relaxed its external closure policy in mid-December of 2000 by reissuing 6,000 work permits for the Gaza Strip and 9,000 permits for the West Bank, Beseiso notes that only a few thousand Palestinians took up the offer and returned to work within Israel.  Note in the table on the previous page how unemployment in December of 2000 has already increased by a dramatic 18%. The lack of Palestinian workers who want to return to their jobs in Israel at present can only mean one of two things: “either Palestinians fear for their personal security in Israel and at home, or their former Israeli employers are re-evaluating their economic dependence on the Palestinian labor force” (Marshall 9).  Thus, we can clearly see how the construction of the wall, coupled with Israel’s policy of closures, has caused economic havoc in the Gaza Strip and the West Bank, and how it has affected the [image: image10.jpg]Table 1. Pledges to the Al-Quds and Al-Agsa Intifadah Funds
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Palestinian people. 
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Going into more detail, we can see that although all sectors of the Palestinian economy have been damaged by the Intifada and the construction of the wall, the agricultural and tourism industries have been the hardest hit.  “Both sectors are particularly vulnerable to exogenous shocks: the agricultural sector is subject to time sensitivities regarding the harvesting and marketing of produce and the tourism sector is subject to the security concerns and perceptions of tourists and travel agents” (Marshall 9). As a result of the closures, Palestinians were largely unable to harvest their fields and much of the fall crop rotted in the field, not only leading to large economic losses but contributing to the overall poverty and lack of a source of food for some families. Given these closures, the construction of the wall, and the loss of access to the road network in the West Bank, output per worker has fallen dramatically, as the table on the previous page shows. 

Furthermore, Palestinians found it very difficult to market the portion of the harvest that was salvageable because, as mentioned above, external closures and the construction of the wall prevent Palestinian exports from reaching their intended destinations. Mohammed Shtayyeh, Director of the Palestinian Economic Council for Development and Reconstruction (PECDAR) estimated that the agricultural sector suffered losses of $120 million (Marshall 10). The construction of the wall has also caused serious disruption in the Palestinian people’s ability to use the existing infrastructure in the West Bank, especially the road networks. The wall has caused “considerable damage to the physical infrastructure and private property, including the leveling of agricultural land and the destruction of buildings and roads” (von Allmen 19). 

Anecdotal evidence suggests that the tourism industry is suffering from even greater economic damages.  For instance, in Bethlehem, where the PA recently invested $200 million to expand the city’s tourism infrastructure, most hotels have been closed for a lack of guests and many services associated with tourism, restaurants, souvenir shops, etc., have reported a sharp loss of business (Marshall 10).  

However, we should also not underscore how much damage the Palestinian Intifada and the construction of the wall have done to the Israeli community as well. And it is this fact that drives home the point that while the wall may be a political necessity, the economic and human costs that it takes on both sides may very well be so great that the Israeli government will have no choice but to take a second look at whether its choice to build the wall was reasonable in the first place.  When completed, the Wall will be approximately 720 kilometers long and will have cost Israel approximately $1.4 billion (http://www.palestinemonitor.org/Special%20Section/Closure/analysis_under_us_international_law.htm). 

Additionally, the price does not include the cost of installing security terminals.  Maintaining the fence alone will cost NIS 160,000 per km, which comes to a converted cost of $38,600 per km, which sums to a total of approximately $25,760,000 annually (http://www.globes.co.il/serveen/globes/docview.asp?did=736547&fid=942). In a much more telling analysis, if we assume that the cost of maintaining the wall will grow at a reasonable rate of 3% a year, and that the discount rate that Israel faces is 5%, which is the current interest rate that long term bonds issued by the Israeli government yield, then we can calculate the net present value of all future costs of maintaining the Wall by the following formula: 

Net Present Value = (Cost of Wall Annually) x (1 + 3%) / (5% - 3%) 

This formula assumes that the cost of the Wall will be charged to the Israeli government indefinitely, and is notably identical to the formula which we use to calculate the net present value of a perpetuity that demonstrates a constant growth and a constant discount rate. The formula gives us a monumental net present value of $1,287,500,500 for maintaining the wall. Considering that the Wall will cost well over $1 billion alone to maintain on a net present value basis, we must question the Israeli government’s decision to go through with the construction of the wall, especially considering that this money can be used to fund numerous social programs that can benefit both Israelis and Palestinians alike. 


To better understand the economic effects of the border closures and the construction of the wall to both economies, we must also have a better understanding of the relative size of the economies. Though gross losses to the Israeli economy could exceed gross losses to the Palestinian economy, the relative sizes of the two economies – Israel’s GDP ($99 billion) was roughly 25 times greater than the Palestinian GDP ($4 billion) in 1999 – have meant that the per capital impact has been much greater on the Palestinian economy (Marshall 10). If we also analyze the macroeconomic impact of the wall and the border closures on the West Bank and Gaza Strip, we can see that certain sectors of the Israeli economy that rely upon Palestinian labor, especially the agricultural and construction sectors, have also been severely impacted.  The external closure has resulted in an immediate supply-side labor shortage, causing wages in these sectors to rise dramatically.  Such wages hikes could place inflationary pressures on the economy as a whole in the mid to long run periods. 


Another macroeconomic effect of the Intifada and the construction of the wall is an increase in the risk premium that foreign investors attach to investing in Israel. Therefore, the uprising and the ensuing turmoil surrounding the wall may have the long term effect of making Israel a less attractive place for foreign direct investment (FDI) because it becomes more difficult for Israeli companies to attract portfolio investments as international financial institutions raise their estimates of the cost of capital of investing in Israel and subsequently lower the expected internal rate of return (IRR) of investing in such companies.  There are already indications that the Intifada and the wall are taking a toll on Israeli companies listed on foreign stock markets.  For example, “Israeli technology stocks listed on the NASDAQ lost over $20 billion in value during the first two months of the Intifada” (Marshall 11), and their losses have only deepened as the international crisis caused by the construction of the wall has continued to raise the level of uncertainty surrounding the Israeli economy. 


In this situation, it is interesting to note how on both sides the outbreak of the Intifada has spurred calls for a geographic and economic separation of the two nations. As a spin off to this call for separating the two economies, at the popular level, some Israeli Jews have called for “breaking off economic relations” with Israel’s Palestinian Arab citizens in retaliation for their show of solidarity with the Palestinian brethren in the occupied territories (Marshall 11).  For instance, in Tel Aviv, flyers were distributed calling upon Jews to boycott Arab-owned restaurants, and the Israeli rabbinate revoked the kashrut, or kosher, certificates of 16 Arab-owned food processing factories, thus effectively shutting them out of the Israeli Jewish market and placing them in danger of bankruptcy.  In contrast, however, Palestinian leaders and leaders of Arab countries in the region have boycotted Israeli products for decades.  An extended and wide spread boycott of the Israeli Arab sectors of the economy by Israeli Jews and the boycott vice versa could cast long-term doubts about the future of coexistence between the two communities in Israel. 


We must also acknowledge the fact that the construction of the wall has been deemed illegal by the International Court at The Hague.  In a ruling published on July 9, 2004, the court ruled that: “The route of the wall as fixed by the Israeli Government includes within the “Closed Area” (between the wall and the “Green Line”) some 80 percent of the settlers living in the Occupied Palestinian Territory.  Recalling that the Security Council described Israel’s policy of establishing settlements in that territory as a “flagrant violation” of the Fourth Geneva Convention, the Court finds that those settlements have been established in breach of international law.  It further considers certain fears expressed to it that the route of the wall will prejudge the future frontier between Israel and Palestine; it considers that the construction of the wall and its associated regime “create a ‘fait accompli’ on the ground that could well become permanent, in which case, . . . [the construction of the wall] would be tantamount to [image: image12.jpg]Figure 1.1
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de facto annexation.”  The Court notes that the route chosen for the wall gives expression in loco to the illegal measures taken by Israel, and deplored by the Security Council, with regard to Jerusalem and the settlements, and that it entails further alterations to the demographic composition of the Occupied Palestinian Territory.  It finds that the “construction [of the wall], along with measures taken previously,…severely impedes the exercise by the Palestinian people of its right to self‑determination, and is therefore a breach of Israel’s obligation to respect that right” (http://www.icj-cij.org/icjwww/ipresscom/ipress2004/ipresscom2004-28_mwp_20040709.htm).  One has to keep in mind, however, how small of an area the West Bank encompasses.  By looking at the overlay map of the West Bank on California, Florida, Italy, and Great Britain, one can see how little area these two nations are fighting [image: image13.jpg]Figure 1.2
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over. However, recent news articles in widely read periodicals indicate that Israel may be willing to compromise on the route of the wall, and changing the route to more closely match the pre-1967 Green Line border.  If this is the case, Israel is much less likely to face negative ramifications in the court of international opinion.  

With this in mind, we now consider the economic impact of the land that Israel gains within the West Bank due to the path of the wall.  The land that Israel gains borders the Jordan River and therefore is the most fertile portion of the land in the West Bank. Given that the Palestinian economy after the start of the al-Aqsa Intifada has reverted to a predominantly agrarian economy, the seizure of this extremely productive land will seriously impact the financial well being of Palestinian farmers and families in the region. The loss of this land will not only affect those directly involved in agriculture but also the Palestinian businesses and workers who depend on agricultural exports (see overlay of aquifers and West Bank territory above). The economic impact of the loss of this land has been accounted for in our annual estimate of damages caused by the construction of the wall, which we have earlier calculated to be $3 billion annually, or 75% of the West Bank’s 1999 GDP. 

We have already seen how the construction of the wall has led to immense economic losses for Palestinians, as on a net present value basis the Intifada and the permanent “closure” caused by the wall has cost them an estimated $10 billion from the period starting in 2001 to the end of this year, driven up unemployment to over 50%, and caused Palestinian workers to lose an estimated $4.5 million daily in lost wages.  But we also must not underscore the immense cost of the wall to the Israeli people. Considering that the wall is expected to cost the nation of Israel an estimated $1,287,500,500 in net present value terms, or 4% of Israel’s GDP, we must question whether the construction of the Wall is a reasonable way for Israel to protect its security interests along the West Bank. 

Part III: The Arab Response and Pledged Assistance to the Palestinians after the Start of the Intifada and the Construction of the Wall

The outbreak of the latest Intifada and the construction of the wall have triggered a wave of pan-Arab solidarity with the Palestinian people.  To date, the Arab world, both at the popular and government levels, has pledged large sums of money and donated large quantities of humanitarian goods to the Palestinians, both to give expression to this solidarity and to try to counteract the adverse economic consequences of the uprising. 


The largest such initiative to date stemmed from the resolutions approved at the Arab League summit, held in Cairo on October 22, 2000. At this summit, which was convened for the express purpose of addressing the Intifada and Israel’s response to it, the Arab states agreed to establish two funds, totaling $1 billion, to support the Palestinian people.  “The larger of the two funds, the al-Quds (Jerusalem) Fund, is to total $800 million, and is to be used to protect the Arab and Islamic character of East Jerusalem. The smaller fund, the al Aqsa Intifada Fund, is to total $200 million, and is intended to support Palestinian families that have suffered causalities in the uprising” (Marshall 11). 


As of late November, subscriptions to the two funds were nearly three-quarters filled.  Table 1, shown left, details the contributions that various Arab countries have pledged to the funds so far.  [image: image14.jpg]SYRIAN ARTILLERY COVERAGE
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Of these total pledges, it is difficult to determine how much money has actually flowed into these funds to date.  Also, several governmental and popular initiatives have resulted in pledges and donations to the Palestinians outside the framework of these two funds. 


Monies pledged to these funds are not direct cash transfers to the Palestinian Authority (PA) or the Palestine Liberation Organization (PLO). Rather, at a follow-up meeting of Arab Finance Ministers, it was decided that all contributions to these funds would flow through and be administered by the respected Saudi Arabian-based Islamic Development Bank (IDB). Though the Palestinian leadership might have hoped to directly receive money from these funds, some Arab states may have harbored worries that this money could have been misappropriated if handed to the PA, an institution often accused of corruption.  Also, some of the Gulf states may have been reluctant to directly fund the PLO or PLO-led organizations because of Yasser Arafat’s backing of Iraq during the Gulf War.  For instance, Kuwait’s Foreign Minister, Sheikh Sabah al-Ahmad, had to allay the concerns of some Kuwaiti parliamentarians that funding the PA would “damage our [Kuwaiti] sovereignty and security” (Marshall 12) by promising that none of Kuwait’s contributions would flow directly to the PA.  The designation of the IDB as the administrator of these funds neatly sidestepped these issues by allowing Arab states to financially support the Palestinians and respond to domestic constituencies that often aggressively challenged their governments to confront Israel’s attempt to suppress the uprising. On December 21, 2000, the IDB approved an initial five projects totaling $7.5 million. 


However, the fact that Arab nations in the Middle East have pledge $1 billion in foreign aid to the Palestinian people raises another important question: why have western nations not followed suit?  In 2001, the United States set aside over $10.9 billion for foreign aid.  Other nations, such as Japan, Germany, the United Kingdom, France and the Netherlands gave out $9.7 billion, $4.9 billion, $4.7 billion, $4.3 billion and $3.2 billion respectively for a combined total of $26.8 billion.  However, a tiny fraction of this total has been sent to aid the Palestinians.  If each of the above nations were to increase its foreign aid spending by a meager 5% a year (for a total of $1.34 billion annually), and sent that aid to the Palestinians, we might observe an improvement of the quality of life for those living in the West Bank.  If that money were used to make infrastructure improvements such as improving the network of roads linking Palestinian towns and cities in the West Bank, building a newer and more efficient water and irrigation network, and building new factories to produce the goods that the Israeli closures and the construction of the wall have prevented from reaching the West Bank, we could see a dramatic improvement in the Palestinians’ economic situation.  Furthermore, the creation and funding of these public works would benefit the Palestinian people not only by reintroducing the production of many vital goods, such as concrete, steel, and other necessary products, into the Palestinian marketplace, but also ameliorating the dreadful unemployment situation in the West Bank, thought to foster anger and a willingness to join the violent militant movement.  Unfortunately, no aid program comparable to the one created by the pan-Arab conference in late 2000 has been created by the west, and we can only wonder why nations like the United States have refused to aid the Palestinians in the West Bank. 


Preliminary estimates from the IDB indicate that over $16 billion in aid is required to restart the Palestinian economy. This money is needed to rebuild the infrastructure in the West Bank that has been damaged since the start of the Intifada and the construction of the wall. It is possible that wealthy oil-rich Arab nations, such as Saudi Arabia and Kuwait, could liquidate some of their cash reserves that they have built from the sale of oil, to help the Palestinians in the West Bank recover. However, no such action has yet been taken. While Saudi Arabia and Kuwait together have pledged a sizable amount of money to the $1 billion aid funds discussed above, the question of whether the two nations will donate $16 billion more has yet to be answered. 


While the creation of two pan-Arab foreign aid funds is a step in the right direction in aiding the Palestinian people we must not forget that that the pledged $1 billion in aid only amounts to a tenth of the estimated $10 billion in economic damage caused by the Intifada and the construction of the wall.  The economic damage caused by the construction of the wall still currently far outstrips any foreign aid efforts to date.  Two ways for the Palestinian people to return to their former quality of life are for the construction of the wall to halt and for Israel to reopen the border in between the West Bank and Israel, or for other countries to aid monetarily.  Considering that estimates put the lost wages caused by the construction of the wall at $4.5 million per day, which translates into an annual cost of over $1.6 billion, the pledged pan-Arab fund doesn’t even cover the cost of one year’s lost salary of the Palestinian workers who are unable to reach their jobs. 


In addition to spurring a wave of pan-Arab solidarity with the Palestinian cause, the al-Aqsa Intifada has also caused a popular backlash against the United States foreign policy in the Middle East.  Most, if not all, Arabs consider US foreign policy to be biased toward Israel and built on double standards regarding the enforcement of international law.  One of the most visible and prominent aspects of this backlash against U.S. support for Israel has come in the form of a boycott of U.S. goods.  Newly-formed popular committees, non-governmental organizations, and professional unions throughout the Arab world have published “black lists” of goods to boycott and guides on how to find local alternatives to popular American products.  Although to date the boycott movement has remained decentralized and is coordinated differently within each Arab country, it is possible that in the future a more coordinated pan-Arab boycott movement could arise. 


Several prominent Muslim clerics issued fatawa, or Islamic religious rulings, that lent the boycott campaign a degree of religious legitimacy. The fatawa forbid the purchase of American products on the grounds that American money support Israel’s military and that therefore the United States is indirectly responsible for Israel’s killing of Palestinians.  Some of the more significant fatawa have been issued by Sheikh Yussef al-Qardawi, an Egyptian-born scholar living in Qatar who has a widespread following throughout the Arab and Islamic world, Dr Mohammad Sayyid Tantawi, Sheikh of al-Azhar University, which is located in Cairo and is the oldest and one of the most well-respected religious institutions in the Islamic world, and Sheikh Fareed Wassel Nasser, the Grand Mufti of Egypt (Marshall 13). 


Although it is unclear if this boycott will have long term effects on U.S. exports to the region, there are reports that this movement has produced a dramatic decline in demand for brand-name easily identifiable American products and franchises, including fast-food restaurants, bottled beverages, cigarettes, cleaning products, and shoes. “For instance, in Egypt, profits at American fast-food restaurants have reportedly dropped 35% while in Saudi Arabia, business at American fast-food restaurants has reportedly decreased by 64%” (Marshall 13). 


Although the Western media has tended to disparage the importance of the boycott, it is fairly clear that those participating in the boycott do so out of ideological conviction and perceive it to be an effective way to attempt to influence U.S. policy on a popular level.  Above any economic impact, the boycott movement points to a widespread and growing political rift between the objectives and opinions of the Arab world and its perception of U.S. foreign policy biases. 


Growing skepticism over the stalled peace process, anger over Sharon’s visit to the Temple Mount, and outrage over the construction of the Wall have fueled a strong reaction against Israel, and to a lesser extent the United States, throughout the Arab world.  Pro-Palestinian demonstrations have taken place in most Arab countries, including those friendly to the United States, and in some non-Arab Muslim countries as well such as Iran, Pakistan, and Indonesia. Most Arab governments, dismayed by the turn of events, have walked a tight rope between supporting the Palestinian cause, condemning Israeli actions, and curbing popular outbursts that might jeopardize stability in their own countries.  Gulf States in particular have been active in providing foreign aid and relief to Palestinians during the current crisis. Some hard line states and various Palestinian groups, however, have called for more drastic measures, including dissolution of ties with Israel and the United States, termination of peace negotiations with Israel, a boycott of Israel and U.S. products, and support for Palestinian military action against Israel. 


Decisions reached at an October 2000 Arab League summit conference generally reflected the positions of more moderate Arab leaders, although attendees strongly criticized U.S. support for Israel.  In its closing statement, the conference called for dispatching an international peacekeeping force to the occupied territories, and recommend that Arab states suspend participation in international conferences involving Israel and postpone any new steps towards normalizing relations with Israel (Marshall 15).  Finally, in an indirect warning to the United States, conferences vowed to break diplomatic relations with any country that moved its embassy to Jerusalem, although the statement did not mention the United States by name.  Since the construction of the wall started after the October summit, some moderate Arab states have felt compelled to downgrade relations with Israel.  This comes from their witnessing the economic effects of the separation between the West Bank and the rest of the territory on the well being of the Palestinian land.  More militant leaders condemn any resumption of peace talks and urge that the Intifada continue until Palestinian goals are met and the wall is torn down. 

[image: image15.jpg]


Part IV: Security in the region of Israel-Palestine

The Al-Aqsa Intifada, started in September 2000 with Ariel Sharon’s visit to the Al-Aqsa Mosque on the temple mount, has claimed more lives than the last fifty years combined.  Instead of diplomatic talks that could have resulted from this event, Palestinians initiated waves of violence.  Just one month before the start of the Intifada, Israeli Prime Minister Ehud Barak met with Palestinian Authority President Yasser Arafat at Camp David for peace negotiations.  At these talks, Arafat was offered 95 percent of Judah and Samaria (the West Bank), and 100 percent of Gaza.  In addition, he was offered sovereignty over parts of East Jerusalem, and the ingredients for autonomy of an independent state.   One theory states that Arafat believed that violence would achieve more than Camp David could.  He saw Israel withdraw from Lebanon and return sovereignty over Hebron after the Tunnel Riots, and knew that she could not stomach many more casualties.  If they kept coming with violence, Israel would have to give in.  According to other sources, Arafat rejected the offer on the basis of three reasons.  Arafat contested that the way the 95% of the land in the West Bank was being divided allowed Israel to keep control over all the strategic hilltops, allowing easy military access to the Palestinian land.  In addition, Israel would be sitting on the vital aquifer locations, controlling the water supply to Palestine.  Lastly, the plan would divide Palestine into 3 different land areas, isolating parts of the country from one another.  When looking at the offer under this light, Arafat felt he could get better results.  [image: image16.jpg]ENGLAND AND WALES
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With this rise in terror came a deterioration of security both within Israel and in the West Bank and Gaza Strip.  There was an increase in suicide bombings, roadside bombings, shooting at Israeli vehicles and military installations, firing of antitank missiles and mortars, and the use of hand grenades on the Palestinian side, countered by increased military operations and armed attacks on the Israeli side.  Settlers in the occupied territories were being attacked, as were Israeli soldiers and civilians.  The Israeli Defense Force systematically attacked homes on wanted Palestinians and known terrorists.  In the first three years of fighting, something that started out as a systematic uprising of civil disorder grew into Palestinian Authority sponsored terrorist activity and suicide bombing.  Through interrogations of members of the Fatah, it was revealed that Arafat knowingly funded the Tanzim terrorists, and supported them with munitions from Palestinian Authority weapon stores.  In the three years of the Intifada, it had claimed thousands of lives, on both sides.  In 2002, there were 2,309 casualties and 452 deaths on the Israeli side alone.  In April of 2002, a suicide bomber detonated his bomb during a Passover dinner at the Park Hotel in Netanya.  This bombing, claimed by Hamas, resulted in 28 fatalities and 65 people wounded.  Israel, in response to this attack, implemented “Operation Defensive Shield,” which focused on the terrorist infrastructures in Samaria.  With this course of action came the decision to build the security wall around the West Bank.  Though controversial, in 2003 the amount of suicide bombing decreased from 60 to 26.  There was also a 50% decrease in fatalities, from 452 in 2002 to 214 in 2003.  In the first nine months of 2004, the numbers decreased even more to 97 people killed.  With the first portion of the wall completed in August 2003, there was a marked drop in the amount of suicide bombing and terrorist attacks.  In the 34 months prior to the construction of the wall there were 73 mass murder attacks within Israel, in which 293 Israelis were killed.  Since the wall was built, there have been six mass murder attacks, killing 30 Israelis.  This 84% decrease in the number of people killed (compared with the same period in 2001-2002) since the building of the wall is evidence that the security wall is working – protecting Israeli and Palestinian lives alike (http://www.globalsecurity.org/military/world/war/intifada2.htm).  
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The security concerns present in the decision to built the wall revolve both around preventing terrorists from entering the country, and keeping the country safe from air strikes and shooting raids.  Because of the geography of the land in the region, Israel and the region of the West Bank are a combination of hills and valleys.  From the western part of the West Bank, there is a security advantage to holding that high ground.  As can be seen in the map pictured here, the distance from the edge of the West Bank to the coast is only 9 miles wide in the smallest place, and just over 20 miles in the largest place.  If this area were controlled by the Palestinian state, Israel would be at risk of being shot down on if war were to occur.  By not using the green line and building the wall along a different route, Israel insures that the Palestinian region will not hold the land that becomes a security threat to Israel.  

Looking at the coverage area f the Syrian artillery in the Golan Heights, one can see that this area was also maintained because of the strategic advantage of holding that high area.  From the Golan Heights, as from the West Bank, one can shoot down on more than half the country, and have access to hitting major roads and cities.  When juxtaposing the range of artillery with the distance from the West Bank to the border, one can see why Israel feels it is strategically necessary to maintain control over the most western part of the West Bank. 

Conclusion  

We can see how the start of the al-Aqsa Intifada in 2000 and the subsequent construction of the wall starting in 2003 have led to several major economic, political, and security changes in the West Bank region. From the perspective of most Israeli politicians and security conscious Israeli citizens, the construction of the wall has been a positive decision from a cost-benefit point of view. While the wall will cost over $1.4 billion to build and $1.2 billion to maintain, the reduction in the number of suicide bombings and other terrorist attacks have justified the financial burden borne by the Israeli state. However, these opinions have failed to take into account the damage that the wall has done to the economy in the West Bank, and how it has affected the millions of Palestinians living in the region. The Israeli closures and the construction of the wall, the route of which has been declared illegal by the UN and the International Court at Hague, have cost the Palestinian people an estimated $10 billion dollars in economic damage and driven unemployment to levels over 50%.  Furthermore, the construction of the wall has caused both anti-Israeli and anti-American backlash within the pan-Arab community, which has led to both political and economic (with the boycott of U.S. made goods) ramifications in the Middle East.  Lastly, foreign aid from both the pan-Arab community and western nations has been insufficient to counteract the economic effects of the construction of the wall, and a dramatic increase in the foreign aid that western nations, like the United States, send to the Palestinians for public works projects is essential for the future economic prosperity of those living in the West Bank.  With all these facts in our minds, we must now ask ourselves: do the security benefits for the Israeli people [image: image19.jpg]GEO-STRATEGIC DANGERS
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justify the economic and political cost borne by both sides? 
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