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Zionist objective was to build an auztonomous Jewish a.mmo:& rou._n and,
with expectations for a continuous flow of Jewish immigration, to become
a majority that would eventually establish an independent Jewish state in
Palestine: In it 2n autcnomous Arab community was expected to be ac-
commodated. The Arab objective, on the other hand, was to maintain i~
Arab majority (which in fact existed in Palestine until the end of the man-
datory period} by restricting Jewish immigration and land purchases, and
to transform. Palestine into an Arab state in which the Jews would have
individual rights but neither ¢ollective recognition nor antonomy (Metzer, -
1978; Zionism and the Arab Question, 1979). These conflicting aims led to
social segregation and to the creation by each national community of po-
litical and administrative institutions for running internal affairs, dealing
with the mandatory government, and promoting national goals.

In the economic sphere, national dualism was reflected in the existence
of two essentially separate national economies, Arab and Jewish, with
some economic interaction in the form of trade in factors of production
and final goods and services. This economic dualism had two distinct
components, One was political and was expressed in the national-ideolog--
ical pressure to limit intersectoral econemic relations, on the one hand,
and in the provision of public services and investments to the Jewish com-
munity by an antonomous Zionist public sector, on the other (Gross and
Metzer, 1978; Metzer, qud.. The second component was general and had
to do with the attributes of the typical developing dual economy as found
in'mandatory Palestine. The reference here is to the coexistence of a low-
income, relatively traditional and mainly rural sector (the Arab commu-
nity) and a modern, high-income, primarity urban sector (the Jewish com-
munity) which led the entire economy in its'growth and development into
a modernizing market economy during the mandatory period (Horowitz
and Hinden, 1938; Abramowich and Guelfat, 1944).

Ishall elaborate later on the characteristics of Palestine’s economic du-
alism; here I would like only to emphasize the income differential be-
tween the two communities. In 1936 Jewish per capita income was £P49
while Arab per capita income was no more than £P17 (Gaathon, 1978, p.
34; Szereszewski, 1968, p. 50). However, in mandatory Palestine it was
the Jewish population that, because of immigration, grew much faster
than the Arab population, unlike in the typical dual economy in which the

traditional sector experiences a higher rate of population growth. Thus, in .

the early 1920s, the Jews constitued about 10 percent of the total; by 1939,

on the eve of the World War I, they were 28 percent (Gross and Metzer,
1978, p. 153).

In this complex political and socioeconomic dual structure, moé_.nnﬁi

* policy, and particularly the fiscal incidence (i.e., the incidence of taxes
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and expenditure) along national lines, was highly important. We have
here a case history of the distributional effects of the public sector on the
traditional and modern sectors of a colonial dual economy; but the fiscal
incidence on Jews and Arabs also had serious implications for the coun-
try’'s political economy at the time and reflected the government’s ap-
proach to Palestine as a political entity composed of rival national com-

. munities—an approach which, from the contemporary point of view,

would affect the country’s political future after the British mandate was
terminated. And indeed, as will be shown below, the redistributional as-
pects of the government budget were a major source of disagreement be-
tween Jews and Arabs aboui the evaluation. of government policies and
the Jewish contribution to Arab material welfare generated by them.

Important as the fiscal incidence may have been as a polemical issue,
the debates concerning it were based only on very partial and inaccurate
empirical foundations. The main purpose of this study is therefore to esti-
mate, as accurately as possible, the incidence and the amount of re-
sources transferred between the two national sectors through the fiscal
system.! On the basis of these estimates I shall evaluate, and confront
with noamavo_.w_.w assessments, the government's economic policy
toward the Jewish and the Arab communities, in general, and its redistri-
butive effects within the framework of a developing dual economy. In ad-
dition, the weight of the fiscally generated transfer in the overall economic
relationship between Jews and Arabs will be examined in order to provide
some. insight into the nature of these relationships under the constraints of
national rivalry.

Given the changes that took. U_mno in the Jewish community’s share of
Palestine’s population and economy, on the one hand, and in the compo-
sition: of government taxes and expenditures, on the other, one would ide-
ally want to estimate a continuous annnal series of-the government fiscal
incidence for the entire mandate period, or at least for the interwar years.
dumm was precluded by data constraints; the analysis is therefore limited to
two. benchmark years, one representing the early period of the British
civil regime, and the other, the later interwar period. .

The years chosen for the investigation were the fiscal years mm::m from
April 1, 1926, to March 31, 1927, and from April 1, 1935, to March 31,
1936. These particular years have a number of advantages: First, they
were nonviolent years as far as Jewish—Arab relations were concerned;
thus government expenditure on defense and internal security were not
extraordinarily high.?> Second, they differed in the composition of taxes
and government expenditures in 2 way which seems a priori related to the
changes in fiscal incidence in a dual economy. I refer here primarily to the
share of transaction and expenditure taxes in total revenue (Morag, 1967,
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pp. 8-9), which was 76 percent in 1926/27 and 91 percent in 1935/36, and
to the percentage of outlays on infrastructure and other economic ser-
vices, which incréased from 20 percernt of m:,mo<m3_..b.mnﬁ expenditure in
1926/27 to 33 percent in 1935/36 (Treasurer Reports 1926/27, 1935/36). The
third, not unconnected, advantage is that the 2 years selected highlight tk&*
changes in the weight of the Jewish ‘community in Palestine. The Jewish
population. share, which was 16.5 percent in 1926/27, reached 26 percent
in 1935/36 (Vital Statistics, 1947; Bachi, 1974, pp. 399—400). We kiow
much less about the Jewish sector’s economic weight: 1936 is ttie only in-
terwar year for which direct estimates of Palestine’s product by national
origin are available. According to the pioneér input—output tables con-
structed by Gaathon (1978, pp. 19-35) and revised by Szereszewski -
(1968, pp. 27-69), the 1936 Jewish net domestic product was about 55 per-
cent of the net domestic product of the entire economy. For the rest of the
interwar period the only available arinual figures are for Jewish net do-
mestic product as estimated by Szereszewski for the years 1922-1947. In
order to estimate the net domestic product of the entire economy and its
Jewish— Arab distribution in 1926/27, I have assumed that real income per
capita in the entire economy rose at the same rate as in the Jewish sector
between 1926/27 and 1936 (9.7 percent annvally on the average). On this
assumption, the Jewish share of Palestine’s net domestic product was 33
percent in 1926/27 and 52.5 percent in 1935/36.3

In addition, the years selected also have some technical advantages.
For example, there are some detailed tax incidence studies for 1930 (see
below) from which we know that in that year the Jewish population and
product shares were the same as in 1926/27. And in 1935/36, the Public
Works Department, which was responsible for about a third of all govern-
ment expenditures in the mid-1930s, published its most detailed report of
the entire interwar period. Another advantage of 1935/36 was that I was
able to draw.on the rich data base base contained in Gaathon’s (1978)
comprehensive study of the economy of Palestirie in 1936.

The study is divided into four sections: In the first, Palestine’s tax
structure, it changes, and the tax incidence estimates are presented and
discussed. The second section is devoted to'the estimation and analysis of
the incidence of expenditure (a detailed discussion of the composition of
government expenditures is.to be found in Gross and Metzer, 1978). The
net fiscal incidence is derived in the third section, and its implications for
the distribution of income and resources and for the overall intersectoral
transfer between Jews and Arabs are analyzed. The last section sums up
the study by discussing the links between the government fiscai system

and various aspects of Jewish— Arab national politics in mandatory Pales-
‘tine.

-
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1i. THE STRUCTURE AND
INCIDENCE OF TAXATION

As already stated, mandatory Palestine was a nnﬁw._oﬁ.m:m economy, in
transition from tradition to modernity and market-oriented economic wma
tivity. Closely related to this process were the changes in the country’s
tax structure during the period. )

The relationships between economic development and changes in .Bx
structure have often been dealt with in the literature. A useful Q@o_omﬁm_
classification and generalization of these relationships has @wwﬂ provided
by Hinrichs (1966). Hinrichs distinguishes between three basic tax catego-
ries: 1) traditional direct taxes typically consisting of taxes on land, live-
stock, gross agricultural output, etc.; 2) modern &H.mon income mﬂ&.wwcm-
erty taxes; and 3) indirect taxes. The last category is further subdivided
into foreign trade and internal taxes. o

Utilizing a wide range of empirical observations, Hinrichs was .mv_.w to
show that, along with modernization, the tax structure of the a%_mm_ de-
veloping country undergoes significant changes that can be summarized as
follows. In the préemodern traditional stage. moﬁanﬁa tax revenue is
derived primarily from traditional direct taxes, while the much less impor-
tant indirect taxes are dominated by duties on foreign trade. cﬁ.m: the
economy embarks on a developmental path, the weight of the :mm_:_onm_
direct taxes starts-to diminish and that of the indirect taxes, both internal
and-external, rises, o that they become the major source of E Tevenue.
As the internal market grows and economic activity becomes diversified,
one usually observes gradual substitution of modern direct taxes for the
traditional ones; while in the indirect tax category the weight of :,._n for-
eign trade taxes declines. These trends continue until the economy
reaches an advanced stage of modernity in which direct taxes once again
become the prime source of tax revenue. But they now consist of vm..amcnm_
and. business-income tax and modern property taxes, with traditional
taxes virtually eliminated.

Thus in terms of the direct/indirect tax ratio, the change in the tax stre-
ture that occurs with economic development has a U-shaped pattern. The
ratio is high in the traditional period and in the late stages of development,
reaching a low point during the transition. )

" The general trend of change of Palestine’s tax structure in the manda-
tory period follows this pattern very closely. In Table 1, which employs
the tax classification suggested by Hinrichs, it can be seen that the most
prominent changes in the country’s tax structure were the gradual re-
placement of traditional direct taxes on output (the tithe) and on real es-
tate (the werko) by modern property and income taxes; the eventual de-
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Table I. Composition of Taxation (Percent)

1921022—  1933[34-  1945i42—
1932133 1940MH1 - 1946147

Direct Taxes - : R
Cutput and Property. .H.Ennw. Tithe 1i.2 0.7 0.1
Werko 10.5 1.0 I
“Rural Property Tax — 2.1 2.8
Urban Property Tax — 6.8 C52
Livestock Tax 2.5 0.7 - 1.0
Total Output and Property Taxes ’ 24.2 1.4 9.1
Income Tax : —_ _ 187
All Direct Taxes , C a2 14 78
Indirect Taxes |. — II
Transaction Taxes . 202 27 2.
Expenditure Taxes: Customs ara 57.4 389
Excise Taxes 9.5 9.5 124
Total Expenditure Taxes 55.7 66.9 51.4
All Indirect Taxes - 75.8 88.6 - 72.2
All Taxes: Percent 100.0 100,0° 100,0
Annual Average (£P thousand) 1751.8 3737.4 11536.9

Sources:

Granovsky (1933) pp. 14-18: Morag (1967) pp. 3-9: Blue Books (I927—1937); T:
(1937738, 9457 7); Treasurer Reports

cline in the weight of customs duties, which were the largest single source
of tax revenue during the entire period; and the fall and subsequeént rise of
the direct/indirect tax ratio. This is not to say that all of these changes
were induced by general ecoromic development. Some, such as the de-
cline in customs during World War I1, were certainly exogenous, but most
of them were endogenous. This refers primarily to the increase in revenue
from those taxes which were highly correlated with the growth of mar-
keted output such as transaction and expenditure taxes and to the govern-
ment tax reforms which generated the principal n_._gmmm in Palestine’s tax
structure.*

‘The most far-reaching reforms had to do with the modification and ulti-
mate elimination of the agricultural output tax—the tithe. This was a tra-
ditional tax used by the Ottoman regime as its major source of revenue

and was originally collected in kind as a given proportion of gross output.
The first modification of the tithe introduced by the British (in Gumv was
to replace the payments in kind by money payments.

The main drawback of the tithe was that it was levied at a fixed rate in
terms of gross output. This meant that it was inversely correlated with the
sharé of value added in gross output; it therefore discriminated against
low-value-added producers, and its real burden rose when crop yields de-

!}
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¢clined. Constant pressure from farmers and the increase in alternative
sources of tax revenue induced by economic growth led the government
first to revise the structure of the tithe (in 1928) and then gradually to elim-
inate it: by the mid-1930s, it had declined to less than 1 percent of all tax
revenue, wm,noﬁuﬁdm with an average of 11 percent in the 1920s and early
1930s.

Another important tax reform Eomnnna a series of changes in the struc-
ture. of property taxes. In the 1920s, the only property tax was the land
and buildings tax (werko), also inherited from the Ottoman regime. It was
levied on the basis of a property assessment carried out in the early 1890s,
except in the case of property which had changed hands since then and
had been assessed at the time of the transaction. Since real estate values
rose substantially during the mandatory period, as a result of immigration,
capital import, and growth, the real tax rates were quite arbitrarily distrib-
uted ‘according to whether and when the taxed property changed owner-
ship. The first step to correct this distortion was taken in 1929, when the
government introduced a new urban property tax based on updated value
assessments. .

The next action came in 1930 with the appointment of the Johnson-
Crosbie committee by the High Commissioner for Palestine. Its mandate
was to examine the econemic condition of farmers and to recommend fis-
cal measures that would increase equity within the agricultural sector and
between it and the rest of the economy. The committee’s principal recom-
mendation was to introduce a progressive income tax. It also recom-
mended the introduction of a new agricultural property tax which was to
be based on the updated market value of rural property and would allow
for higher taxes on cultivated land. The income tax recommendation had

" to wait until 1941, primarily because of Jewish objections, before it was

finally acted on,5 but the new rural property tax was introduced in 1935.

The output and property tax reforms coupled with a substantial in-
crease if revenué from customs duties ¢aused the tax structure of the
1930s to differ fromthe 1920s in two major respects (see Table 1): one was
that thi weight of direct taxes in total revenue declined from 24.2 to 11.4
percent, and thé second was the change in the internal composition of di-
rect taxes. In the 1920s they were dominated by taxes on agricultural
property and output, whereas in the 1930s the major item was the urban
property tax.

The last reform was the introduction of progressive income tax in 1941.
Its precise timing was very much determined by the war-induced decline
in customs revenue and by the sharp rise in domestic incomes, primarily

_ due to the British demand for supplies and services during the war. But,

as indicated above, the government had already accepted the income tax
proposal in 1930. The economy was ripe for it, and it was only because of
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the political conflict between Arabs and Jews (to be discussed below) that
the introduction of the income tax was postponed until the war.

We have so far shown that the mandatory tax structure largely reflected.

the country’s developmental path and the government’s response to it. As
indicated in Section I, this path had distincily dualistic characteristics, in
which the comparatively advanced Jewish sector was the leader in Pales-
tine’s modernization and growth. One would thus expect to observe some
association between the relative weights of the two hational sectors in the
economy and the tax structure. This would in turn affect the distribution
of the tax burden between jews and Arabs—the major issue of this sec-
tion, to which we now turn. T o

The empirical basis for the analysis of tax incidence is the estimates of
Jewish and Arab shares in government revente prepared by David Gure-
vich, head statistician of the Jewish Agency, for 1930 and 1934/35 (Gure-
vich, 1932, 1936). He conducted his investigation in order to provide
quantitative evidence on what was belicved to be the relatively large Jew-
ish contribution to government revenue. In spite of his particularistic mo-
tives, neither his procedure nor the guantitative parameters he used were
unduty biased. Moreover, his findings were confirmed by an independent
government study which arrived at very similar results for 1930 (** Memo-
randum by the Treasurer . . ., 1932). .

In estimating the tax incidence, Gurevich adopted the conventional as-
sumptions regarding tax shifting, pamely, that direct taxes are not shifted
at all whereas indirect taxes are shifted all the way-to the ultimate con-
sumer. On these assumptions, he divided tax payments between Jews and
Arabs according to parameters such as their shares in Palesting’s rural
and urban popuiation, real estate, the relevant types of capital, wage in-
come, and various output aggregates.

Although the empirical validity of the conventional assumptions about
the nature of tax shifting and the underiying demand and supply elastici-
ties have been seriously questioned in the modern public-finance litera-
ture (see De Walf, 1973), they seem to be quite legitimate in the context of
the dual economy of mandatory Palestine, where the two national sectors
were highly segregated and where excise taxes on domestically traded
goods were limited to three commuodities: maiches, tobacco, and alco-
holic beverages. On these grounds, the use of Gurevich’s estimates for
our purposes seems to be both methodologically and empirically justified.

What 1 did was to allocate the 1926/27 and 1935/36 revenue between
Jews and Arabs according to Gurevich’s distributive shares for 1930 and
1935/36, respectively, with the calculation being done for each tax sepa-
rately. The direct application of the relative incidence coefficients for
1930 to the taxes of 1926/27 is justified by the fact that the Jewish—Arab
income and population distributions were the same in both years. Simi-

I —

Sources: Gurevich ¢1932, 1936).
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larly, one can justify the application of the 1934/35 coefficients to the
1935/36 tax structure on-the grounds that there were no noticeabl
changes between these two consecutive fiscal years which would hawv
significantly altered the distribution. of the.tax burden.

The incidence estimatés by tax group aré presented in Tables 2 (currer
prices) and 3 {percentages). The composition of taxes in 1926/27 an
1935/36 is also reported in these tables, and it is immediately evident ths
the two years differed substantially in their tax structure: in 1926/27, d
rect taxes (consisting almost entirely of the traditional tithe and werkc
produced one-quarter of the total tax revenue, in marked contrast wil
1935/36, when they produced less than one-tenth and when the tradition’
taxes had been largely replaced by the new urban and rural proper
taxes. : .

" The principal finding to emerge from the incidence analysis is the lar
increase in Jewish compared with Arab tax payments between the tv
years. The revenue derived from the Jewish sector grew more than fo
and a half times—from £P672,000, or 38 percent of total tax revenue
1926/27, to £P3.1 million, or 63.1: percent of the total in 1935/36. The Ar

Table 2. The Incidence of Taxation 1926727, 1935/36
(£P H:osmwna Current Prices)

1926027 1935136

Jews Arabs Total Jews  Aruabs To.

Agricultural Qutput
and Property Taxes
Tithe 274 183.0 2104 3.3 222
Werko 649 1154 1803 13.4 23.9 :
Rural Property Tax — — —_ '28.1 724 I
Urban Property Tax — — — 166.3 74.7 2
Livestock Tax 0.4 39.5 399 0.4 39.0
Totat Output and Property Taxes ~ 92.7 - 3379 4306 | 2116 2322 4
Transaction Taxes: “
Stamps Tax 30.7 37.6 68.3 67.2 57.3 1
Licenses and Fees. 108.0 132.6 240.6 | 465.8 2448 7
Land Registration Tax 954 319 702 | 307.1 917 3
Total Tramsaction Taxes 1770 20217 379.1 | 8402 31938 1.:
Expenditure Taxes ’
Customs 1375 4662  803.7 | 1,810.3 940.9 2.0
Excise Taxes 652 101.0 1662 195.5 1626
Total Expenditure Taxes 4027 5672 969.9 | 2,005.8 1,103.5 3.
All Taxes ’ 6724 1,107.2 1,779.6 [ 3,057.6 1,729.5 4,




Total
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0
160.0

Tax Incidence
Arabs
87.0
64.0
72.0
310
99.0
523
46.0
4
23.0
3l
34.2
45.4

1.0

13.0
36.0
28.0
9.0
65.6
77.0
65.8
54.6

1935136
. Jews

0.5
0.8
2.1
5.0
0.5
2.6
14.9
8.3
57.5
7.5

Tax Composition
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contribution, on the otherfiand, rose by only 50 percent, from £P1.1 mil-
lion to £P1.7 million.
)= 3 In. both years the Jewish percentage contribution to tax revenue ex-
”_%_ . M ceeded the Jewish share of population and income: the population share
S~ . i . rose from 16.5 percent in 1926/27 to 26 percent in 1935/36, the income
. ‘ weel share rising from 33 to 52.5 percent in the same period. It is inferesting to
Mﬂ&_ Y note that the increase in Jewish tax payments was spread over all tax cat-
egories; only about 12 percent of it can be attributed to changes in the tax
structure such as the decline in ouiput taxes, in which the Jewish share
was the lowest. These findings are consistent with the fact that Palestine
<@ : was a dual economy, as well as with the specific conditions, tax character-
ﬁ_m‘ , - istics, and policies prevailing at the time.
. The economic dualism of Arab and Jewish sector had both inter- and
intraindustry aspects. At the interindustry fevel cne finds a feature similar
to what is commonly found in developing dual economies, namely, that

S W

100.0
100.0
100.0
100.0
100.0-
100.0
100.0
100.0

Toral

Tax Incidence
Arabs
87.0
64.0
99.0
55.0
55.1
45.4
58.0
60.8

1.0

1926027
Jews
13.0
36.0
450
4.9
54.5 -
420
39.0

38

11.8
10.1
2.2
135
3.9
45.2
9.3

Composition and Incidence of Taxation 1926/27, 193536 (Percent)
Tax Composition

T_'able 3.

Total Output and Property Tax

Frunsaction Taxes

Urban Property Tax

Land Registration Tax

Total Transaction Taxes
Expenditure Taxes

Rural Property Tax
Livestock Tax

Tithe

Werko

Stamps Tax
Licenses and Fees
Customs-

Excise Taxes

Agricutiral Output and Property Taxes

e
=]

e i . the economic activity of the more advanced and prosperous sector is con-
m;mf . o " centrated in nonagricultural pursnits. About 86 percent of the Jewish pop-
m ulation was urban in 1936, compared with only 36 percent of the Arab
population (Gaathon, 1978, p. 20). Similarly, as we can see from Table 4,

e mf L S in 1936 agriculture employed only 19 percent of the Jewish labor force and
. S generated only 9.5 percent of Jewish income, the corresponding figures

. for the Arab sector being 62 and 25 petrcent.
H*H_ , The most interesting feature of Jewish—Arab dualism was, however,
e ) i the intraindustry differences in income between the two sectors. Table 4
A presents the, Jewish—Arab ratios of per capita and per earner income in
Y . 1936, Tt can be seen that income, . both per capita and per earner, was in
4. almost every. industry higher in the Jewish than in the Arab sector, the
_o.w . . largest differential being in agriciiltare and construction. In other words,
although the modernity of the Jewish economy is generally identified with
the high proportion of nonagricultural output and employment, it was in
agriculture that the Jewish economic advantage was most prominent. This
phenomenon was connected primarily with the fact that Palestine’s dual-
ism reflected the coexistence of two scparate ecoromies and not just
1 twio—modem industrial and traditional agricultural— sociogconomic sec-
. tors. : ) o
w 'For ideological and political reasons the Jewish community invested a
| considerable amount of capital and R&D (research and development) re-
sources— particularly through its publi¢-finarice channels—as well as
‘manpower in modern agriculture. Similarly, the reliance of the Jewish

moobou._.%onc:mﬁ:nm mun_mmiu.ww&on_kfmd. wmwo._..immm_monc?w ann_.mﬁm
owing to the national and social ideology and to the rapid growth of Jew-
_ish immigration and population during the mandatory period (Metzer,

1977, 1978).

Total Expenditure Taxes

All Tuxes

Source: Table 2.
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Table 4.. Hunon—ﬁnn and maﬁncwﬂmuﬁ U_mﬁ:w.:soz by Hsnzmn.% 1936

.waéﬁ?..bwa& Ratio

y mn.,be_amh:.n . Employment

roduct. Percenty (Parcent): - Income Income
S , per Earner ver Capita
. Jéws U Arabs - Jews . Arabs - 7 i .
Sy @y ‘ {3 ) (&3] - 1{6)
Agriciliure S0 250 210 620 = 22 S50
Mannfacturing | 22.0 " 13.0 20,0 9.0 L5 L8
Construction 90 2.0 9.0 3.0 2.8 34
Services 0.0 60.0- 50.0 © 26.0 Lo i.3

Total - 71000 100.0 100.0 000 - 19 3.0

Sources:

Szereszeweski Ceme ﬂ um for columns (1) and (3); Gaathon (1978) pp. 24, n\m 32 for celumns (2),
4}, 5),.(6). +

The mmmoﬁmmon _uogomu Em ES:E&S characteristics of Palestine’s .

dualism and the incidence of taxation is clearly reflected in the figures for
the sectoral contributions to each kind of tax: the highést Arab contribu-
tion (78.5 and 52.3 percent in 1926/27 and 1935/36, respectively) was to
agricultural outpot and property taxes; the highest Jewish contributions
were in-transaction taxes (46,7 and 68.5 percent) and expenditure taxés
(41.5 and 69.5 m.o_.noumr with output and property taxes a good way behind
(21.5 mba 47.7. perceni). The revenue from expenditure and transaction
taxes was positively associated with the degree of economic development
and the level of income. However, it was another specifi¢ factor that pro-

duced the exceptionally large Jewish share i the land-registration tax (a

major source of revenue) and its rapid rate of increase between 1926/27
and 1935/36.. This was the nationally motivated land-purchase drive by
Jewish public institutions and private persons, which Eﬁ.ommoa in volume
and intensity during the mandatory period.

The incidence pattern of output and propérty taxes reflects, more than

any other tax category, the effects of intraindustry dualism and the gov-

ernment’s collection procedures and policies, effects which did not neces-
sarily work in the same direction. In 1926/27 the interesting featare of the

incidence of these taxes was the difference between the tithe and the -

werko, the Jewish share being much lower in the first (13 percent) than in
the second (36 percent). Since a large part of the werko was levied on
urban real estate, this difference was certainly associated with the fact
that the Jewish community ‘was primarily urban. To some extent, how-
ever, it may have reflected the fact that the administration of the werko,
according to which only the value of newly purchased real estate was
reassessed, in practice discriminated against the Jews, since most of their

-~
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property was newly acquired. On the other hand, the structure of the tithe
and its implied bias in favor of more efficient production may have

‘worked to the benefit of Jewish agriculture.

Between 1926/27 and 1935/36 the government, as indicated above, re-
placed the tithe and the werko by the new rural and vrban property taxes.
The most noticeable change in their incidence was the very large increase
in the Jewish relative contribution to the purely rural taxes: compare the
13 percent share in the tithe in 1926/27 with the 28 percent share in the
rural property tax in 1935/36. This may have reflected the increase in Jew-
ish agricultural capital stock (including land) and output, on the one hand,
and the increase.in the relative efficiency of Jewish agriculture, on the
other. These developments may have more than offset the effect of the
reassessment of agricultural real estate accompanying the tax reform of
the mid-1930s, which, other things being equal, should have lowered the
Jewish contribution to property taxes.

To sum up, we see that as the weight of the more modern Jewish sector
rose, output and property taxes produced a declining share of total tax
revenue. At the same time, the Jewish sector rapidly increased its relative
contribution to these taxes, more than doubling it between the two bench-
mark years, while the corresponding increase for transaction and expen-
diture taxes was no more than 50 percent. The Arab sector continued to
make its highest relative contribution to cutput and property taxes; in ab-
solute terms, however, its payments in this category declined by about 31
percent between the two years under review, while its transaction and ex-
penditure tax payments rose by about 95 percent.

This suggests that, in addition to the contributory factors mentioned
above, the Arab sector may have been modernizing its structure faster
than the Jewish sector, and this in turn may have reflected the former’s
more underdeveloped condition at the beginning of the period and its at-
tempts to catch up in the later years. However, until more comparative
socioeconomic research is done on the two national communities in Pales-
tine, this possibility remains conjectural.

When we move from aggregate to per capita taxes, as reported in Table
5, we see that, due to population growth, they increased much more
slowly in both national communities. It is interesting to note, though, that
the rise in aggregate Jewish tax payments was high enough to offset the
effect of the very rapid absolute and relative growth of Jewish population:
consequently, the Jewish/Arab per nmuwm iax ratio rose from 3 in 1926/27
to 5 in 1935/36.

On the other hand, when the economic tax burden is compared for the
two communities, the picture changes significantly. The share of taxes in
the Jewish and Arab net domestic product is presented in the upper panel
of Table 6. It is seen that the ratio of taxes to-Jewish income increased
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Table 5. Population and Taxes per Capita 1926/27, 1935/36
196227 . 1935/36
SewishiArab ’ JewishlArab
Jews  Arabs Ratio Jews Arabs Ratio Nh

. @ =0 @ $) ) =5

Population (thousands) 1496 7553 02 B .
X . . 4. .

Tuxes per Capita (£P) N. e o
Output and Property Taxes 0.6 0.4 t.4 0.6 0.2 2.5
Transaction Taxes ) 1203 4.1 2.5 0.4 6.0
Expenditure Taxes 27 07 16 . 60 12 5.2

All Taxes . ) 4.5 L5 3.0 9.1 1.8 5.0 i

Sources: Vital Statistics (1947), Bachi {1974) p. 399. for the population data: Table | for the tax incidence.

only Bo.nnamnn_w {compared with the increase in percapita taxes), from 15
percent in 1926/27 to mm.m percent in 1935/36, while in the Arab sector the
tax burden even declined between the two years, from 12.2 to 10.5 per-
cent. . - : : :

In the nw;mnﬁmw case of mandatory Palestine, however, it is useful to
look also at ant alternative measure of the tax burden, the proportion of

Table 6. Net Domestic Product, Resources and Tax Shares
: 1926/27, 1935/36

1926127 1935036
) JewishiArab " Jewishidrab
‘Jews  Arabs Ratio ' Jews Arabs - Ratio
N @} =D @) ) ) = @¥(E)
Net Domestic
Product
(£P thousand) 4,486.5 9,102.1 0.5 18,180.5 16,453.0 i.t
Net Resources o )
(£P thousand) 9,685.1 9,102.1 .1
Tax Shares in Net - .vaﬁw.q 164530 -
Product {Percent)
Output and' ) .
Property Taxes 21 3.7 0.6 1.2 1.4 0.8
Transaction Taxes 3.9 22 1.7 - 4.6 N.h H.w
Expenditure Taxes 9.0 6.2 L4 © 110 67 1.7
All Taxes 15.0 12.2 1.2 _m.w ) .
Tux Share in Net = 23 e
Resaurces (Pereent)
All Taxes &9 _ 122 0.6 __104 10.5 1.0

Sources:

Szereszewski (1968) p. 56. Gaathon {1978) 2
. 36, Pp- 23-24. Gross and Metzer (1978), p. 153 {¢
and resource figures; Table 1 for the tax incidence. ? o the product

Fiscal incidence and Resource Transfer ir Palesting 101

taxes in total annual Tesources, which is reported in the lower panel of
Table 6. This is a revealing measure: because of the very substantial Jew-
ish net capital import, primarily in the form of unilateral transfers by im-
migrants and by the diaspora-based fund-raising institutions, net domestic
product strongly understates the amount of resources at the disposal of
the Jewish community, and between 1922 and 1939 net domestic product
averaged only 58 percent of the total annual flow of Jewish resources
{Gross and Metzer, 1978, p. 153). Thus, in terms of the percentage of
taxes in total resources (resource-based burden), the Jewish community's
tax burden was obviously smaller than in terms of the percentage of in-
come .(incomeé-based burden). However, the resource-based burden in-
creased faster because Jewish capital imports grew more slowly than net
domestic product between 1926/27 and 1935/36. .

The tax burden comparison enabies us to characterize the Palestine tax
system in terms of its Jewish— Arab redistributive effects. Given the direc-
tion of the income and resource differential between the two sectors, the
Jewish/Arab tax-burden ratio may be viewed essentially as an index of tax
progressivity [see Table 6, columns (3) and (6)]. Thus, a smaller-than-
unity tax-burden ratio would imply a H..m.mmdww?mamk system (in terms of
the Jewish—Arab dichotomy), and a greater-than-anity ratio would imply
a progressive system. A ratio of unity would obviously mean that the sys-
tem had no redistributive effects at all. It can be seen that with respect to
income the overall tax system was progressive in both 1926/27 and
1935/36 and its progressivity increased over time.

The picture is somewhat different when the share of taxes in resources
is used as a proxy for the Jewish tax burden. In this case it is found that
the system was regressive in 1926/27, when the burden ratio was 0.6, and
proportional in 1935/36, with a ratio of ¢lose to unity. Nevertheless, the
general trend of increasing progressivity (or declining regressivity) is
shown by the resource-related measure as well.

Thus, although none of the existing taxes was intentionally progressive
(and there was no income tax at the time), the reformed tax structure of
the 1930s had more progressive attributes than the traditional tax struc-
ture of 1926/27. This was due primarily to the declining weight of the tithe
and the werke and to what appears to be a‘greater-than-unity income elas-
ticity of demand for the taxed transactions and expenditures.

I. THE INCIDENCE OF
GOVERNMENT EXPENDITURES

The analysis of tax incidencé in the preceding section drew heavily on
contemporary studies; in order to snalyze the incidence of expenditures,
however, new and independent esiimates Lad to be derived, since no
comparable studies have been conducted for the expenditure side of the
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budget. This is so because contemporaries, especially. the Jews, wers
much more concerned with the distribution of government employment
between the two national communities—a concern connected mainly
with immigration-related problems of absorption and provision of em-
ployment. It was only in the specific areas of health, education, and trans-
port infrastructure that attention was focused on the distribution of bene-
fits from total expenditure; the incidence of general expenditurgs
(particularly those of the Public Works Department) was considered of
only secondary importance, presumably because these expendifures were
mostly on public goods and were in any case not earmarked for one or the
other national community.®

Consequently, most of the contemporary attempts to quantify the inci-
dence of public expenditures either completely ignored the outlays on
public works and other nonearmarked services or evaluated them only as
employment-generating activities. There has been only one attempt to
construct a complete estimate of the incidence of governmert expendi-
ture, i.e,, that of Gaathon (1978) in his comprehensive quantitative study
of the economy of Palestine in 1936. Gaathon divided ail government ex-
penditure not directly aimed at one of the national sectors on an equal per
capita basis. Since the share of nationally earmarked expenditures was
small in the government budget of the mid-1930s, Gaathon arrived at a
percentage distribution of benefits which was quite similar to the distribu-
tion of Palestine’s population between Arabs and Jews. Although one can
use the assumption of uniform per capita distribution a$ a first approxima-
tion,” on closer scrutiny it becomes clear, as will be shown below, that
this understates the Jewish share in government services guite substan-
tiafly, so that the use of Gaathon's findings as a basis for the present in-
vestigation is ruled out.

Before we embark on the main discussion, some methodological re-
marks are called for. Apart from the conceptual and empirical difficulties
of using the government’s expenditures as a proxy for its output (the pro-
cedure adopted here) and of separating the vaiue-added and intermediate
components of the output, the allocation of government services between
their beneficiaries encounters additional probiems, the most important of
which are connected with the incidence of general expenditures and ser-
vices, primarily public goods, and with the incidence of investment out-

“lays.® ,

As regards general and public goods expenditure, the major issue is
how to distribute the benefits from these nonearmarked and often indivisi-
ble services. Economic theory provides no practical guidance, and stu-
dents of public economics have applied a wide range of empirical alloca-
tive devices. The most widely used are population and income shares and
the percentage distribution of ail other expenditures among the groups

_
o
|
¢
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" concerned (De Wulf, 1975). The approach I have adopted is a mixed one

which has recourse to all three devices according to the nature of the ex
penditures involved: the sectoral shares of population were used to dis
tribute expenditure on such items as defense and general public health
income shares. were empioyed for the distribution of the government’s ju
diciary and internal security services; and expenditures on general admin
istration and interest on the public debt were distributed by the incidenc
rates of all other expenditures (see the Appendix).

The rationale of this selection is that the spread of benefits from genera
defense or public health services may be best approximated by a uniforn
per capita distribution, while the incidence of law-and-order service:
‘would seem to be more closely associated with the distribution of incom:s
and-wealth. This general reasoning is reinforced in the case of Palestin
by the fact that; because of the national conflict and the balance of powe:
between Jews and Arabs at the time, a large proportion— certainly muct
larger than the Yewish population share—of government expenditure or
internal security was devoted to the protection of Jewish life and prop
-erty.® The justification for distributing expenditures on general and intra-
departmental administration by the relativeiincidence rates of all other ex:
penditure is that these outlays ¢an be perceived as the running costs of the
provision of govérament-services. o

As far as government investments are concerned, the main question is
how'good their current incidence is as a proxy of their benefits when real-
ized. The answer to this question depends essentially on the validity ol
the implicit assumption that the distributive shares of the investment out-
lays remain stable during their gestation period. In view of the high pro-

" portion;of the sectorally carmarked public investments in Palestine, and
~of the large extent of Jewish— Arab socioeconomic segregation, this as-

sumption seems to beé a plausible one in our case. Thus included in the
incidence analysis are public investments as well as expenditures on cur-
rent accouit, .

In addition to these remarks, I should mention two more distributive
devices which I have used (see the Appendix for more details). One is di-
rect identification of sectoral incidence not only for nationally earmarked

" expenditures such as health and education grants, but also for expendi-

tures of a more general nature, whose benefits could be identified along
Jewish—Arab lines. Examples are the construction and maintenance of
roads and the operation of agricultural stations in hationally homogeneous
regions.

The second device was to allocate certain government expenditures be-

‘tween Jews and Arabs according to'the séctoral shares in related aggre-

gates. For.example, I used the sectoral shares in Palestine's international
trade in order to derive the Incidence of public expenditures on construc-

e
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tion and maintenance of port facilities and their feeder; roads. Similarly I
have divided hospital construction, maintenance, and hospitalization
costs between the two communities by the proportion of their members in
the hospital population. . S

For purposes of the quantitative analysis all government expenditures
(except railroads and postal services, which are sold to users) were classi-
fied into-four major functional categories: administration, internal secu-
rity and defense, economic services, and welfare services. The economicf”
services category was further subdivided into transport, agriculture, and
other (mainly the generation and distribution of electricity, water supply,
and land surveys). Welfare services were similarly subdivided into health
and education. The figures are also classified by administrative origin, ei-
ther the Public Works Depaitment or the department.concerned (the col-
umns or linies labeled ‘““Department’” in the tables that follow). The cross-
classification by function and origin is shown in Table 7. . . L

The Public Works Department administered all expenditures on capital
account, from infrastructure investment such as the construction of roads
and harbors to the acquisition of office equipment for all government de-
partments and institutions. In addition, the Public Works Department was
responsible for the maintenance of all public infrastructure and govern-
ment facilities. It can be seen that the proportion of public works in total
expenditure was much higher in 1935/36 than in 1926/27 (33 percent.com-
pared with 20 percent). As can be seen in Table 7, this was due mainly to
the rise in the weight of economic services and of investment expenditure
originating in the Public Works Department {in both the -economic and
welfare services categories). ,

The ‘incidence estimates are reported in Tables 8 (current £P) and 9
(percentages). The pattern that emerges is quite similar to the one ob-
served on the revenue- side, namely, that the absolute benefits to both
Tews and Arabs rose with the 154 percent increase in government expen-
diture between 1926/27 and 1935/36, but that the total benefit to the Jews
rose much faster (by 344 percent compared with 93 percent for the
Arabs), so that the Jewish share of total budgetary expenditiires rose from’
25 percent in 1926/27 to 42 percent in 1935/36. S
2505@:50%%% Eﬁnnonﬁo&..cm% expenditures was in the di-

rection that favored the Jewish sector—chiefly through the rise in the
weight of economic services—the Jewish share increased in every one of
the expenditure categories, and it is this that is responsible for their in-
creased share of the total rather than any change in composition. Particu-
larly impressive was the ninefold increase in absolute benefits from gov-
ernment economic services, compared with the much more moderate
figure of only about three and a half times in the other services (adminis-
tration, defense, and welfare). By way of compatison, the absolute Arab

Table 7. Composition of Government Expenditures 1926/27, 1935/36
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Table 8. Inéidénce of Government Exlpenditu__r_es, 1_926/27, 1935/36 (£P Thousand) -

193536

1926127 )
Department Public Works Total Department Public Warks;_ Total
Jews Arabs Jews Arabs  Jews Arabs Jews - Arvabs  Jews Arabs . Jews  Arabs
Administration 807 2957 99 3 96 s | 485 99 41 SME - 461 FL
Internal Security and Defense 1502 347.5 193 420 1695 3895 | 3922 4713 543 499 465 2
Economic Services: ) .
Agriculture 4.0 61.3 0.4 6.0 4.4 773 37.4 1436 92 26.3 46.6 169.9
i 105.8 — — 3623 2928 362.3 2928
Transportation . —_ - 426 105.8 426 ! 7 186.2 187.6
Others . 17.0 34.6 0.1 2.9 7.t 37.5 65.2 589 21,0 128, 8 6_0.3
“Total Economic Services 20 959 431 I247 64l | 2206 | 026 2025 4925 A48 350 6303
Welfare Services: _ ~ .
" Education 150 1113 0.5 12.6 15.5 1239 . 45.7 193.7 48 104.0 50.5 ?2;';
Health 3.8 75.9 3.6 18.1 19.4 94.0 58.6 136.0 6.3 21.5 65.1 455.2
Total Weltare Services 30.8 187.2 4.1 30.7 34.9 217.9 104.3° 3297 113 1255 115.‘61 m
All Expenditures 291.7 8263 76.4 2767 368.1 1,153.0 | 1,027.6 15434 6058 - 680.8 1,6334 .
- - -/ . © AGR.&Y l‘@z':;ll . ’ 1,773.8%  2,083.8"
Notes " Overall incidence estimated on the basis of the resource distribusion between Arabs and Jews.
Sources: Table 7 and Appendiz. '
- - ol —————— B -
Table 9. Incidence of Government Expenditures 1926/27, 1935/36 (Percent)
L e ' ' 1935136
Departient Public- Works Toral - 'Depﬂrrmef_u Public Works Total
Jews  Arabs  Total Jews Arabs  Total  Jews - Arabs Total  Jews Arabs Total Jdews Argbs  Towal Jews A.rubs Tural
Administeation 233 767 MO0 254 -74.6 W00 235 765 1000 -4-4.2. 558 1000 453 547  100.0 444 556 1000
Internal Security
and Defense 302 598 WKNO0 3150 685 1000 L 303 697 1000 454 546 1000 52 479 100.0 46.1 539 1000
Economic Services: : . oL . : . ' ]
Agricultuie - 61 935 1600 22 978 1000 53 947 1000 206 794 1000 258 742 1000 215 RS 1000
Transportation — L — 287 M3 00 287 713 1000 — - — 553 447 1000 353 4.7 1000
Othgrs 10 67.0 1000 1.7 983 1000 313 687 100,00 325 475 1000 485 515 1000 498 502 100.0.
Total Economic Services 18.0 82,00 1000 256 744 HO00 225 775 10000 336 - 664 1000 524 476 1000 478 522 100
Welfare Sérvices: B ’ : .
Education 1.9 88.L 1000 3.7 %3 1000 101 889 100.0 9.1 809 1000 44 956 1000 145 855 1000
Health 172 828 100.0 164 836 1000 17.0 830 1000 3001 639 10006 234 V66 1000 M2 08 1000
Total Welfare Services 14.1 85.9 100.¢ 116 88.4 180.0 13.8 86.2 1000 240 7.0 (00.0 83 91.7 100.0  20.3 797 1000
All Expenditures 3.9  Ta.l i00.0  25.2 4.8 100.0  24.2 758 1000 400 600 1000 47.1 52.9  100.0 423 5.7 1300
! 0.8 69.2¢ 0.0 46,00 544

Note: * Relative incidence estimated on the basis of the resource distribution between Arabs and Jews.

Sewrce: Table 8.
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benefits from economic services barely tripled and the benefits from other
services rose by only 69 percent.

The striking absolute and relative growth of Jewish benefits from gov-
ernment economic services can be cxplained by two principal factors.
One was the growing weight of the Jewish sector in the Palestinian econ-
omy, a pattern which enabled the Jews to benefit from a growing portion
of the government’s nonearmarked economic services. This was true both
at the aggrepate level, where it applied to general government investents
in economic infrastructure, and at the more disaggregated industry level;
for instance, the relative increase in Jewish agricultural production was
reflected in a rising E.owon_o: of Jewish benefits from the agricultural ser-
vices provided by the government. Morcover, since the Jewish sector
played a leading role in Palestine’s economic development, one can view
the government’s response to the needs of the modemizing economy by
increasing the proportion of total expenditures going to economic services
as a response, at least indirectly, to Jewish demand for these services.

The second explanatory factor is connected with the increase in the
density of Jewish settlement and with its geographic expansion during the
period. These patterns had a very strong effect on the sectoral allocation
of transpost services---the major item in the economic category. This is
demonstrated by the internal breakdown of direct transport outlays (i.e.,
excluding the general Public Works Department item in line 11 of Appen-
dix Table A3): regionally defined services received by the Jewish sector
rose from 3.5 percent in 1926/27 to 12 percent in 1935/36, the correspond-
ing Arab figures declining from 23.5 to 14.8 percent; the remaining trans-
port services (line 9 in Table A3, services whose sectoral distribution was
estimated by the distribution of income and mlﬂm:.mhﬁu& trade) came to
73 percent of direct transport outlays in both years. These developments
reflect both the regional expansion of Jewish seitlement and the govern-
ment’s direct response to Jewish demand for an increase in road density
in the newly settled regions, a demand which was backed up by Jewish
participation in the financing of their construction.

As far as government per capita expenditures are concerned, the pic-
ture on the expenditure side i$ again similar to the one revealed by the
tax-incidence analysis, namely, that the Jewish per capita outlays were
larger than the Arab outlays (see Table 10) and that in terms of the

- Jewish—Arab ratio the gap was widening. Thus the Jews received more
benefits per head from government services as well as paying more taxes
per head. As can be seen in Table 10, this holds in every category except
welfare services, where Jewish per capita benefits (£P) were 0.2 and 0.3 in
1926/27 and 1935/36, respectively, compared with 0.3 and 0.5 for the Arab
sector. Note, however, that the gap in per capita welfare services resulted
entirely from the intersectoral allocation of education expenditures,
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Table 10. Government Expenditures per Capita 1926/27, 1935/36 (£ P}

1926127 1935136
. Jewish/Arab JewishlArab,
Jews Arabs Ratio Jews Arabs Ratio
] O - @ @H=W2) @ (&3] 6} = @#IS)
Administration 0.7 04 1.5 1.4 0.6 23
Internal Security and Defense 1.1 05 2.2 1.3 0.6 2.4
Economic Services 0.4 0.3 1.5 1.8 0.7 2.6
Welfare Services 0.2 0.3 - 0.8 03- 0.3 0.7
Total Expenditures .25 15 1.6 4.9 2.3 2.1
3.0 140 2.2 53 2.2 24

Note: *Figures based on the Jewish/Arab resource distribution.
Sources: Tables 5, 8.

whereas the Jewish sector benefited from health services at a somewhat
higher rate than warranted by its share of the population.

- The provision of educational services was completely segregated along
Arab-Jewish lines, more than any other government service. The Jews
maintained antonomous school systems, generally under government su-
pervision and assisted by government granis. The Arab community, on
the-other hand, was—except for a few religious schools—served by pub-
lic-schools constructed, maintained; and operated by the government (see
Gross and -Metzer, 1978; Survey of Palestine, 1946, Vol. III, pp. 635—
669). The: different nature of government support and involvement in the
two school systems is well illustrated by the difference between the inci-
denceof. the educational outiays of the Public Works Department and
those of the Department of Education.

The Public Works Department concentrated .on the constuction and
maintenance of government schools and on providing them with the facili-
ties and- materials needed for their current educational activities. Since
the overwhelming majority of students in government schools were non-
Jewish, it is not surprising that the Jewish share was no more than 4 per-
cent of the Public Works Umﬁmﬁamﬁ s educational expenditure in both
1926/27 .or 1935/36.

The most important items in the Unum::ﬁ:ﬂ Om Educations’s expendi-
tures, onthe other hand, were wages and salaries to employees of govern-
ment schools and grants to nongovernment: (primarily- Jewish) schools.’
These grarits were sufficiently large for the Jewish share in the Depart-
ment’s expenditure te be 12 percent in 1926/27 and. 19 percent in 1935/36.

In fact, 1926/27 was the first year in which: the Jewish school systems
received significant financial assistante from the povernment, most of it

.as'a lump-sum grant of £P2,990 to the schools belonging to or affiliated
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with the Zionist Organization. Another small grant of £P998 was given to
independent (mostly religious) Jewish schools. The latter sum was calcu-
lated on. the basis of a fixed per-pupil subsidy which the government paid
to nongovernment schools, Jewish and non-Jewish alike.

In 1930 the government introduced a new criterion for allocating the
whole of the Départment of Education’s outlays between Jews and Arabs,
namely, their shares in the 5—15 age group. In 1935/36, the percentage: dis-
tribution of the department’s expenditures (19.6 percent to the Jews and
80.4 percent to the Arabs) did indeed conform with the proportion of Jews
and Arabs in this age group, 19.2 and 80.9 percent, respectively, whereas
the proportion of Jews in the entire population (26 percent) was much
higher. .

Since the Jewish elementary-school attendance rate was virtnaily 100
percent of the school-age population, while the Arab rate did not exceed
31 percent, the allocation of educational funds by age-group proportions
caused the Department of Education’s per-pupil expenditure to be lower
in the Jewish than in the Arab sector. The gap was even wider for total
educational -outlays G e., including those of the Public Works Depart-
ment).

The: picture changes. substantially, roigmw when Zionist n&:opsonw_
expenditures are added to provide an-inclusive comparison of the per-
pupil outlay in the two national communities. Assuming that atiendance
rates were about the same in 1926/27 as in 1935/36, it is found that total
educational expenditure per pupil in the Jewish secior (including that of
the Zionist Organization, the Public Works Department, and the Depart-
ment of Education) was more than double the corresponding figure for the
Arab sector in 1926/27 and about the same in 1935/36=&¢ shouid be noted
that the decline in the gap between the two years was caused by the siow
growth of Zionist educational expenditure and not by cuts in the rate of
government assistance granted to Jewish schools (see Gross and gmﬁmﬁ
1978).

On the basis of these observations it can be inferred that, in m:oom.ﬁnm
educational resources between the two sectors, the goverpment to a large
extent viewed Zionist expenditure —both investment and current outlays
—-as a substitute for its own expenditure.

In contrast to the segregation of educational services by both m:onmﬂom

and use, government health services were much more integrated between

the two sectors.' This was in the first place due to the fact that part of
these services—chiefly in the area of public health—were of a public-
goods type whose benefits certainly crossed national lines. The propor-
tion of government health expenditures (other than deparmental adminis-
tration!?) of this type was by no means negligible, no less than 22 percent
in 1926/27 and 24 percent in 1935/36, and they are thus allocated batween

i 3
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Jews and Arabs by the respective population shares. Second, and in con-

“trast with government schools, Jews made extensive use of the services

provided by government hospitals and clinics. Thus in 1926/27, the Jewish
community accounted for about 18 percent of the total number of hospital
days, a percentage that was somewhat higher than the Jewish share of the
population, 16.5:percent, in that year. This relatively high rate of utiliza-
tion of government health services may have been generated by the con-
centration of these services in urban aréas, on the one hand, and by a high
(probably above unity) income elasticity of demand for them. This de-
mand could only be partly satisfied by the limited capacity of the Jewish
healih services at the time.

In1935/36, the Jewish hospitalization share was about 20 percent of
total hospital days, an order of magnitude guite similar to that of 1926/27.
That. the proportion remained more or less constant in spite of the fast
relative growth of both Jewish population and iricome was due to the in-
crease in the volume of services provided by the autonomous public insti-
tutions of the Jewish community and to the increase in Arab utilization of
government health facilities. The latter trend may have reflected an in-
creasing income effect on the demand side—and on the supply side an
increase in government investment in health facilities in rural, primarily
Arab-populated; districts.

Thé supply shifts are well-illustrated _u< z..m éﬁmnim gap between the
sectoral shares-in the health expenditures of the Health Department and
the Public Works Department. In 1926/27, the two departments had pretty
much the same relative expenditure incidence, but in 1935/36 the 77.1
percent' Arab share in the Public Works Department’s health dutlays
{which were primarily for the construction and maintenance of health fa-
cilities) was about 7 percentage peints above z..o Arab share in the outlays
of the Health Department. . .

- Thé hospital- and clinic-related expenditures (which are distributed be-
tween sectors by the sectoral ro%:m.mwmﬁon m..m.ﬂm.mv came to 72.9 percent
of administrative health expenditures in 1926/27 buf only 39 percent in
1935/36 (see Table A4). In the latter years, an equally important item was
the sectorally earmarked services and subsidies, which alse came to
about 39 percent of total nonadministrative health expenditure. About
two-thirds of the total .mE..ENmem outlay of £P22,304 went to the Jewish
sector in the form of 4 grant to Jewish hospitals. The remaining third con-
sisted of health services w...oﬁ&na nxn_:m:\n_w‘ for or used mainly by the
Arab commumity.

To summarize, the difference amgooz the Snaounm of health and edu-
cation services could, as indicated P_uciw.. be in part attributed to the dif-
ferent degree of national segregation in their provision and utilization. An-

.o.ﬁ:.wq contributory factor, which is not entirely independent, may have
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Table 11. The Share of Government Expenditures in Net Product
: - and Resources 1926/27, 1935/36 (Percent)

1926127 - 1935136

; JewishiArab JewishlArab
o Jews  Arabs Ratio Jews  Arabs Rario -
iy @ @) =¥ “@) 5) 6) = B

Cxpenditure Shares
‘n Ner Product

Administration 2.2 3.6 06 2.6 3.6 0.7
Internal Security and . -
Defense 38 4.3 0.9 . 2.5 32 0.8
Economic. Services 14 2.4 0.6 i3 4.0 0.8
Weifare Services 08 24 " 0.3 0.6 2.8 0.2
All Expenditures 8.2 12.7 0.6 9.0 - 135 0.7

Experditure Shares
in Net Resources .
All Expenditures 4.8 116 . 04 - m,c. 12.7 : ,c.u

Sources: Tables 6, 8. .

been the fact that the Zionist Organization spent much more on education
than on health (see Gross and Metzer, 1978). This was by itself likely H.c
make the potential substitution between government and Jewish public
services much more effective in the area of education than in the area of
health. o .

As in the case of taxes, government.expenditure. was found to be
progressive with respect to income. This is revealed by the mEm.Eo_,”Ewn-
unity Jewish/Arab benefit-in-income ratio (seé Table 11). Unlike in the
case of taxes, however, the degree of ﬁ@on&?_..m\a progressivity changed
very little between 1926/27 and 1935/36, and this was true of both income-
based and resource-based progressivity. In order to determine the net
redistributive effects of the government’s fiscal system, the tax and ex-
penditure incidences have to be combined; this is done in the next sec-
tion.

IV. NET FISCAL INCIDENCE AND
JEWISH-ARAB INTERSECTORAL
RESOURCE FLOW

Net fiscal incidence is 2 measure of the combined effect of taxes and pub-
lic expenditure on income distribution. It is derived by substracting 5.@
taxes each group pays from the government services it gets. The net inci-
dence will be positive for sectors which are net beneficiaries of govern-
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ment resouices, negative for those who are net contributors to govern-
ment resources. ’

Under conditions of balanced domestic budgets, the sum of the positive
net incidences will obviously equal the sum of the negative ones. In a two-
sector setup the net sectoral fiscal incidence will thus provide a direct
measure of the unilateral transfer of resources from the contributing to the
beneficiary sector.

In Palestine, however, the government generated large budgetary sur-
pluses in both 1926/27 and 1935/36 (£P258,500 and £P929,400, respec-
tively). The result was that while the Jewish sector was a substantial ast
contributor to the government budget, the Arab net benefits from it were
quite modest. The net fiscal incidence figures {excluding surplus) are re-
ported in Table 12. It may be seen that the net Jewish contribution to the
budget (for the income-based estimates of the expenditure incidence) in-
creased significantly from £304,500in 1926/27 to £P1,424,300 in 1933/36.
However, owing to the fast income growth enjoyed by the Jewish commu-
nity during that pericd, the burden generated by the negative ne{ inci-

. dence rose only slightly, from 6.8 percent of Jewish income in 1926/Z7 to

7.8 percent in 1935/36. The resource-based net incidence burden (£P203,-
600 and £P1,238,300 in 1926/27 and 1935/36, respectively) was both absc-
lutely and relatively lower; but since Jewish resources grew more slowly
than income, the resource-based relative burden rose faster {from 2.1 o
4.4 percent) than the income-based burden.

The small order of magnitude of the benefits to the Arab sector is partic-

‘ularly evident in 1926/27, when they came to'nc more than £°46,000 or 0.5

percent of income. Moreover, when the benefits are calculated on the
basis of the resource distibution, the Arab sector becomes a net contribu-
tor (£P54,800 or 0.6 percent of income) in 1926/27. In 1935/36, the Arab
net incidence was substantially greater both absolutely (£P494,900 and
£P354,400 for the income-based and resource-based estimates, respec-
tively) and relatively, even though the relative figures are still no more
than 3 percent of income and 2.2 percent of resources.

The redistributive effects of the fiscal system are reflected in the income
and resource distributions and in the Gini inéquality Coefficienis pre-
sented in Table 13. The immediate inference that can be drawn from them
is that the government’s fiscal activities did not lead to much reduction in
inequality in either the income or the resource distributicn between Jews
and Arabs. This had to do primarily with the small proportion of both
taxes and expenditures in the economic agpregates of the two sectors.

Although small, the budget’s inequality-reducing effects were much
more noticeable in 1935/36 than in 1926/27, entirely a result of the rising
progressivity of the tax system. The progressivity of government expendi-
tures, on the other hand, remained essentially the same between the twc




Table I12. Net Fiscal Incidence 1926/27, 1935/36¢

1926127 1935/36
Net of Budgetary Including m,zammsa_ Net of Budgetary Including Budgetary
Surplus Surplus Surpius Surplus
. Jews Arabs Jews Arabs Jews . Arabs Jews \.f.n_?.
'S “22 Income-based m.m:_sw.ﬂom (£P Thousand) = (~)304.5 (+)46.0 (—)241.9 (H)2419 | (-) 14243 (+} 4949 () ,03L.2 (4) 1,031.2
mnmo..:on.m.mmmn Estimates (fP Thousand) (F)203.6 (-) 548 (-)124.0 (+)}124.0 | (=) 1,283.8 * (+)354.4 () 8563 (+) 8563
Share of: Fiscal _E“En__nnﬁ Net Product .
(Percent) (=) &8 (H) 05 (=) 54 (B 271 78 {+) 3.0 (- 5 + 6.3
Share of Fiscal Incidence in Resources : ' A - W 3o 7 .
{Percent) -y 21 (=) 06 (=) 3 (+) l4|(=) 44 «(+)y 2.2 (-} 29 (#) 5.2

Net contribution {-), net benefit (+).
! Tables 2, 6, 8,

B

and Expenditures on the Distribution of Income and Resources

. Tablei3. The Effects of Government Taxes an
. -1926/27, 1935/36 :
1926127 ‘ 193536
__.znaim Resonrces Income Resources
Income Resource: ) Incomte Resource
Distribution Distribution Distribution Distribution
(Percent) R (Percent) (Percent) (Percent)
- ) - Gini - : . i = Gini Gini
o Jews -~ Arabs Coefficient  Jevs  Arabs  Coefficient | Jews Arabs . Coefficient  Jews Arabs Caoefficient
Net of Government . . . . : ] .
Revenue and Expenditire . - 33.0 - €7.0 0.165 5067 48.4 0351 | 525 475 0.264 64.2 . 358 0.381
Tax Effect-Only - ) 323 67.7 0.158 . 53.0 470 0.363 0.7 493 0.246 mnm 35.8 0.381
Net Fiscal Incidence (Tax
and Expenditure) Effects: : .
Net of Budgetary Surplus 314 68.6 0.149 51.2 48.8 0.347 49.7 50.3 0.236 62.6 374 0.365
Including Budgetary !
Surplus 31.2 68.0 0.147 509 491 0.344 49.5 50.5 0.234 62.3 7.7 0.362

Sources; Tables 2, 5, 7 and 12,
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years. This can be inferred from the virtually constant differences be-
tween the inequality coefficients pertaining to disposable income or re-
sources (which represent the tax redistributive effects) and those related
to the total, net fiscal incidence effects.

As noted above, in a halanced budget economy, the net fiscal incidence

would also measure the intersectoral resource transfer generated by the .

government fiscal system. In order to derive an estimate of such a transfer
in our case, some assumptions about the ultimate use of budgetary sur-
pluses in mandatory Palestine have to be made. However, two relevant
historical facts should first be mentioned. One is that the mandatory gov-
ernment was not permitted, nor did it have the necessary monetary facili-
ties, to conduct an independent monetary policy. The Palestine money
supply was determined solely by the amount of pounds sterling at the dis-
posal of the government and the residents of Palestine and converted by
them to Palestine pounds. Thus fiscal deficits could not be financed by do-
mestic monetary expansion, and the only legitimate nontax source of gov-
ernment finance was domestic or foreign loans. The second relevant fact
is that over the entire mandate period accumulated tax revenue covered
about 94 percent of government’s accumulated domestic expenditures.

Based on these facts, it seems reasonable to assume that budgetary sur-
pluses were used by the Palestine government to finance deficits in years
when they occurred. In addition, I have assumed that in 1926/27 and
1935/36, the surphuises were distributed between the two sectors according
to the sectoral expenditure incidence in the two years. The shares of the
surplus thus allocated to the Jewish and Arab sectors (obviously both pos-
itive) were then-added to their respective net fiscal incidence as calculated
above.. The resulting income-based figures of £P241,900 in 1926/27 and
£P1,031,200 in 1935/36 can be interpreted as the combined effect of gov-
ernment taxes and expenditure on each sector, where expenditure in-
cludes also the sibsequent expenditure out of deficits assumed to have
been financed by the 1926/27 adn 1935/36 surpluses. According to this
view, the additional expenditures are similar 1o investment outlays whose
benefits are expected to be realized at a later peried.

The figures of the overall fiscat effects (including surplus) are obviously
also a measure of the amount of resqueces transferred from the Jewish to
the Arab sector via the government in 1926/27 and 1935/36. The redistri-
_ butive effects of these transfers were about the same as those of the net-
of-surplus fiscal incidence (see Table 13). However, as a percentage of in-
come, the Jewish burden, including the surplus, remained essentially the
same in both years (5.4 percent in 1926/27 and 5.7 percent in 1935/36}, in-
creasing from 1.3 percent to 2.9 percent only ia terms of resources. Rela-
tive Arab benefits from the transfer rose appreciably, however, from 2.7
to 6.3 percent of income (from 1.4 to 5.2 percent of resources), owing to

. . 17
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the slower growthrate of the Arab economy during the period. Zm<m3u.?
" less, the effects on each sector's absolute and relative income were quite

mall.

’ The large weight of fiscally initiated resource transfer in the 049.&._ ece-
nomuc relations between Jews and Arabs.in Palestine, as reflected 1n the
intersectoral balanée of payments, stands.in sharp contrast to these smatl
effects. - ) )

- Gaathon’s estimated Jewish—Arab balance of payments for Gwm is pre-
sented in Table 14.-In that year, Jews purchased goods m:@ services {in-
cluding- land) from Arabs amounting to £P1;639,000, E_.:_..w Arab pur-
chases. from- the Jewish- sector came 10 £P796:000. Total intersectoral

- trade thus came.to £P2;435,000 in 1936, and the income-related fiscal

transfer is no less than 42.3 percent of this: When calculated on the mumw.wm
of the resource distribution (£P856,300) the percentage of the qmn.mvm“‘ in
total Jewish-Arab trade was somewhat lower, 35.2 percent, but still sub-
stantial, - - e : . . .

_ An alternative way of examining the figuresis by looking at the weight

_of the. fiscal transfer in the total flow of income from the Jewish to the

Arab-sector (inéluding both payments for goods and services wa._d:mmau
and unitateral transfers). This was 38.6 and 39.3 percent for the income-
based and resource-based transfers, respectively. Assuming that Mrm.“.m_m-
tive order of magnitude was not significantly different in the other ::Gw
war years (for which we unfortunately have no balance-of-payments esti-
mates), it can-be conjectured that the finding .Hrmﬁ the m.mom_ nnmmmm er had .m
substantial weight in'J ewish—Arab economic .RE:O.E. in nrm. mid-1930s is
ﬂ.nm..ommammqw of most of theinterwar U@_.moa..ﬁ. this is so, it reflects the

. Table 14. Balance of Payments Between the Jewish and
~ % " the Arab Sector, 1936 ﬁ.h P .Hr_.o.zmm:&

> Purchases by Jews from Arabs:

Land . o 159
Goods:  Agricilturat products for consumption 600
Organic fertilizer . 76
“Building matetial s 200
 Payment of rent by Jews to Arab {andlords 300
. Payment of wages for Arab labor in agriculture 150
" payment of wages at the ports o 154
“Total | . . 1,639
* B Purchdses by Arabs from Jews: o
: Industrial produets including électric current” 771
Services of liberal ﬁqommmmmoz.m and of .n:.m:mwm.”%onwonm 25
. Total - . . . : 796

. Excessof A over B B43

Source: Gaathon (1978), p. 1%
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low _oq.m_ of economic interaction between the two ‘niational sectors in
comparison with their overall econoniic activity: moreover, it indicates
that a major component of the interaction was-involuntary and brought
about by a third party.—the mandatory Government of Palestine.,

V. SUMMING UP: THE POLITICAL
... ECONOMY OF FISCAL INCIDENCE IN
MANDATORY PALESTINE

dﬁ analysisin-the preceding sections has dealt with the major redistribu-
tive characteristics. of the Palestine fiscal system. It was shown that the
government v..o:w?.uvoﬁ a net transfer of resources from the: high-in-
come Agm.wﬁ?wmmccnnnv Jewish sector to the low-income Arab sector
This, obviously, impiies that the fiscal system as a whole was _u_dm_.nmm?m
vﬁ.s&nm. the:two national communities. This is true for the expenditure
Enﬁo:om _taken . separately as well. Government. expenditure was
progressive with respect to the distribution of both. income and resources
but the degree-of progressivity as -measured by the Gini coefficients &.m
not nrmmmn.v@néwon;wmabq and 1935/36. As regards tax incidence, the
picture.is Eﬁhﬂﬁ was progressive with respect to the distribution of in-
come but regressive in 1926/27 and proportional in 1935/36 with respect to
mwm resource-distribution. Unlike the expenditure incidence, however, the
Ea@:mrnw.w_dnzm.m:mhmnnnm -of the tax incidence increased between Eo..ﬂga
years.. . io. .

. These findings are consistent. with the government-induced moderniza-
tion .cm ‘the tax structure, on the one hand, and with the socio-economic
dualism {coinciding ‘with the national dualism) of Palestine's developing
wnoaoBFﬁn the other. The former made for greater reliance on the * ‘abil-
ity to pay™ i the country’s tax structure, while the latter enabled the reia-
tively modern.and fast growing Jewish sector to benefit from a rising share
of the governmient’s economic services, thereby offsetting the decline in
the percentage of administrative and welfare services in Jewish income
and resources between 1926/27 and 1935/36.

Bt was m.mmo m.rosﬁ that although the fiscally generated resource transfer
Wwas a major component in Jewish—Arab economic relations, its weight in
each sector’s aggregate economic mnnﬁ? and resources was quite mod-
est. ﬁwﬁﬂrﬁnmm‘ the political {or what may have been viewed as politi-
cal) implications of the redistributive chardacteristics of the system were
_,wmm_.ama by contemporaries as highly significant. For the historian, the
views of q..rm parties concerned with respect to the fiscal incidence m_‘n.umn.
nnEu._.F .maucnmuﬂ_uanm:wn they reflect the attitudé of each side toward
the binationat structure and destiny of Palestine.

On the basis of the findings of this study, two different —thoungh interre-
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lated—questions should be asked with regard to the political economy of
Palestine’s fiscal system. One is a positive question: how do our findings
square with contemporary assessments of the intérsectoral tax and expen-
diture distribution? The second question is normative: how did the Jews.
the Arabs, and the government evaluate the fiscal system in view of their
different political objectives and convictions?

As regards the factual-positive aspect, contemporaries had quite a good
idea of the order of magnitude of the tax incidence. There may have been
some dispute about the incidence of particular taxes, such as the Arab
ciaim that tariffs benefited the Jewish sector because of the industrial pro-
tection they give, but the agpregate finding that Jews contributed about 40
percent of all government tax revenue in the late 1920s and early 1930s
was generally accepted by all the parties.

. No simifar agreement existed, hewever, with respect to the incidence
of expenditures. The Jews regarded the issue as.empirically reievant only
to the nationally éarmarked expenditures in the areas of health, educa-
tion, and tramsport (i.e., government-built roads in Jewish vs. Arab re-
gions) and to the national distribution of employment in governmental
public works. .

General expenditures in administration, internal security, defense in-
frastructure, and other economic services were either excluded from dis-
tributive considerations or assumed to be uniformly distributed among all
the inhabitants of Palestine. Based on these notions, the usual assessment
of contemporary Jewish publicists, politicians, and scholars was that the
Jews did not benefit from government services in excess of their popula-

tion share and that a net resource transfer from the Jewish to the Arak
sector .was thus created by the government fiscal system (see Hoofien,
1930; Margalit, 1931; Gaathon, 1978).. The general conclusion about the
existence of such a transfer was evidently correct in view of our findings;
but its implied order of magnitude, based on the erroneous assertion of
equal per capita expenditure for both Jews and Arabs, was significantly
overstated. 14 - . .

The Arabs, on the other hand, had a different perception of the expen:
diture incidence. They viewed a good part of the nonedarmarked govern
mental outlays as Jewish by their very nature: This position is best sum
marized by Abcarius. in his. book Palestine. Through the Fog o
Propaganda (1947), in which he claims that 4-significant part of the gov-
ernment expenditiures was done as a result of either Jewish pressure, suck
as unemployment reducing public works, or security problems generatec
by “‘the ‘National Home' policy laid down by Great Britain at the reques’
of the Jews.”” Making these assertions. Abcarius goes on to ask with re
spect to the implied fiscal transfer: ¢*Should not any larger contribution:
by Jews to public revenue, whether assumed or factual, be set off agains’
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such additional oxwoba;ﬁo. unnecessary but for the [National mo_d&
policy pursued?”” (Abcarius, 1947, p. 184).

Abcarius did not support his views with any quantitative evidence and-

thus made no explicit claims about the size of the net intersectoral re-
source transfer; however, the order of magnitude which he seems to have
had in mind was most probably much lower than the transfer estimated
above. This inference is based first on the fact that Jewish employment in
government public works never exceeded the Jewish population share
and second on the evidence that the percentage of HEEB security in total
expenditures was (in the mid-1930s) significanily lower in Palestine than
in the other British-confrolied countries in the Middlé-East, Iraq and
Trans-Jordan (seé Jewish Agency, 1936, pp. 263-267). Thus serious
doubts are raised about the validity of Abcarius’ classification of Jewish
expenditures and its implications for the intersectoral transfers.

Significant as they may have been, however, the differences between
the parties with regard to the facts of the government’s fiscal incidence
were minor in extent and importance compared with the normative dis-
agreement with respect to the redistributive features of the system.

The general Jewish attitude towards the government’s public finance

was based on the notion that the Jewish community was a separate politi-

cal and socioeconomic entity segregated from the non-Jewish inhabitsants
of Palestine (Metzer, 1978). This fundamental Zionist notion, which was
accepted by the British government in its 1917 Balfour Declaration, was
later incorporated in the League of Nations Covenant wheh Britain was
granted the mandate for Palestine in 1922. Article 2 of the mandate expli-
citly **vested in the Mandatory the responsibility for placing the country
under such political administrative and economic conditions as will se-
cure the establishment of the Jewish Natienal Home, as laid down in the
preamble, and the development of self-governing institutions, and also for
safeguarding the civil and religious rights of all the inhabitants of Pales-
tine, irrespective of race and religion’” (Government of Palestine, 1947,
p- 2).

The separatist notion, coupled with international and British recogni-
tion of a Jewish body politic in the making, implied —{rom a Zionist point
of view—that the fiscal responsibility of the government was to provide
public services to the Jews at a level-comparable with the taxes collected

- from them; or, to put it differently, that the Jewish tax incidence should
be based on the **benefit principle’ of public finance (see Hoofien, 1930;
Sitchin, 1945; Morag, 1967, pp. 10-11). .

Since government expenditures were assumed to be uniformly distrib-
uted on an equal per capita basis manWw: the inhabitants of Palestine,
Jewish public opinion viewed the population percentage of the Jews to be
also their appropriate and fair percentage share in government tax reve-
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nue. This not being the case, as was well recognized in contemporary tax
incidence studies, the Jews focused on the expenditure side. They con-
stantly demanded a larger share of employment in public works, as well as
an increase in their share of nationally earmarked public services and
grants (Ettingen, 1929; Von Weisel, 1926}, The purpose of these demands
was. to close, or at least to narrow, the gap between Jewish relative tax
incidence, and (what they nosmim_.mn to be) relative expenditure inci-
dence.

In the introduction to his tax-incidence mE&.. for 1934/35 Gurevick
states that:

while aprecing with the view that the burden of taxation borne by every individua!
should be in relation to his ability to pay, the Jewish Agency is of the opinion that the
amounts contributed by the Jewish community as ¢ whole should be taken in consid-
eration with respect to.some, or all of the items.of the government expenditure.
Under the present system the Jewish Agency and the Jewish Yishuv {the organized
Jewish community in Palestine] are called ‘to perform certain functions which are
true government function's and are so carried out by the government with respect to
the Arab population such as health and education services (Gurevich. 1936, n. 3: ital-
ics in source).

The interesting point in Gurlvich’s argument is that he accepts the eqg-
uity-oriented principle of the **ability to pay™” in allocating the tax burder
at the individual and-intrasectoral levels but he rejects it as a tax-distribut-
ing criterion at the Jewish—Arab intersectordl level. He does se on the
basis of the existence of an autonomous Jewish public sector, which waz
one of the practical implications of the’ N_ou_mﬂ separatist approach to the
binational structure of Palestine.

Based on this approach, Jewish public opinion referred to the actual fis-
cally generated transfer of resources to the Arab sector as a Jjustificatior
for demanding changes in government budgetary incidence, on the one
hand, and; ‘on-the other,-as an indication of the Jewish contribution tc
Arab economic development and material welfiare which was forcefully
claimed in’ contemporary Jewish ucwrn_mﬂ Eﬂﬂ:mm (see Hoofien, 1930
Horowitz and Hinden, 1938).

The Arabs’ position with regard to the tax distribution was completely
different, and they unequivocally supported _&m mg_:w to pay principle, a:
Abcarius states explicitly: - :

Now assuming that it can be established beéyond any doubt that'the Jews are contd-
buting to-public revenue more than the Em. what would this implir? Simply this:
that the Jews are better off materially, . .- thattheir earnings are greater than those
of the Arabs, and consequently they are &nnSm able to pay taxes. But the indubitable
‘Tact remains that they are not contributing a bean more than their due share. . . . So
long as taxes are equitably distributed it matters not in the keast who pays more. The
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wealthier classes in any well-ordered community pay more in taxes thaa their less
fortunate compatriots, while governmental expenditure is 50 direcied as to produce
the preatest possible degree of well-being among the popniation as a whole. In the
process, governmental expenditure achieves, in effect, a certain redistriburion of the
natienal wealth in favor of the poorer classes (Abcarius, 1947, pp. 183—184: italics in
original). .

‘his position was obviously-based on a nonseparatist approach to the re--

ations between the government and the inhabitants of Palestine both as
1dividuals-and as members of two distinct national communities.

As for the government, its basic fiscal principles were closer to the
srab position, as the following official statement indicates: policy was to

e *“guided by the revenue requirements of the country as a whole™ and -

10t

distinguish the.separate contribntions made to revenue, and the separate benefits re-
ceived from its expenditure, by the Arab—Jewish and other categories of the pop-
ulation. . . . The distinction of fiscal contributions and benefits, . . . is iHegiti-
mate in any fiscal system which seeks to follow the principle that the individual's
contribution 1o the general revenue should be proportional to the income and prop-
ety which the existence of an ovdered community enables him to obtain and enjoy
{Surver of Palestine, 1946, Vol. 1L p. 570.

This statement reveals the clear intention on the part of the government to
naintain. a proportional tax system, but the appropriate parameter by
vhich proportionality was to be determined remains unclear. Was it the
listribution of resonrces between Arabs and Jews—according to which
he tax structure became proportional only in the mid-1930s? Or was it the
lomestic  income distribution by which the system was found to be
srogressive (between the two national sectors) all along? In either case,
e can conclude that the characteristics of the-tax incidence were gen-
xrally consistent with the government's concern about overall equity
across national lines. This concern was also explicitly expressed in the
irst British partition plans of 1936, in which it was proposed that the Jew-
ish state i0 be formed in part of Palestine shouid provide a continuous
flow of grants-in-aid to the prospective Arab state in order to compensate
for the loss of the net transfer generated by the fiscal system of the manda-
lory government (Partition Commission Report, 1938, pp. 179-246).

. These general fiscal attitudes also refiected the gradual British retreat,
int the late 1930s, from the olwmﬁw— Jewish National Home concept, and its
replacement by a vague idea of 2 unified, neither Jewish nor Arab state,
put forward in the White Book of 1939 (Zionism and the Arab Question,
1979, p. 169). However, when it came to practical considerations having
to do with particular individual taxes or expenditore categories, the gov-
ermmment could not disregard the particularistic interests and rivalry be-
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‘tween the .méo national communities. The constraints imposed by n.mm.n.
- valry ‘were - explicitly . recognized by the governmeni, as the following
quotation clearly indicates:

- Needless to-say, while:the Jews demand greater: expenditure on communications
for their colonies, Arab witnesses attributed the neglect of Arab villages to the devel-
opment of feeder roads in Jewish settlements. Here as in many other cases, the re-
mioval-of an Arab grievance creates a Jewish grievance and vice versa (Reyal Com-
mission Report, 1937, p. 169). )

: m..—.aﬁmun.ﬂ examples of how the government accommodated its polic:

“to the national interests were its postponement of the introduction of th

income tax and its agreement to condiict'a tax-ificidence study in 1931 {
order E‘uﬂoﬁ&n factual background for the: n<m._=wmo= of Jewish n_m.ummaa
to increase their employment in governinént publi¢ works ...wmnomEnon «
the prima facie validity of these demands was expressed in a letter fror
Ramsay MacDonald, the British m.._.m.:m....gm:mmnmﬁ to Chaim Weizmanr
President. of the Jewish Agency:

,”.iEu regard ‘1o public and muni¢ipal works falling-to be financed JE of uiw_mn

.- fands, the cldim of Jewish labour fora due share of the nBu_ou.Eou.n m<w=w_u_.n. B._Eﬁ

into account Jewish contributions-to public revenne, shall be taken-into consideration

- (letter of February 13, 1931, quoted in Memorandum submitted 1o the Royal Com-
niission, 1936, p. 231).

This statement, as a practical guideline, stands in some contradiction -
the general equitabie ability-to-pay: principle and in any case demo
strates the political difficulties in applying this principle to mandatory P:
estine. . ) ) o o .

The Palestine Royal Commission-of 1937 identified the problem ve
clearly in its report. by stating that Jewish Nationalists

demand, too, that Government grants for public séivices should be shared tetween
‘Arabs and Jews in'strict proportion to E&m numbers, and, since .._S.nm E.n,.ﬂ.mn propor-
tiotially more revenui, the claiin seems logical; b ﬂmﬁ it vuns no:.En_. to one of nmn
iwo- vnamw__.w.m. Eithér it repudiates the basi¢ idéa of public finance in the democratic

world-—that the Tich.should be taxed to' meet the _._mnnw of the poor—or m... denies or
ignores the theory that Arabs and Jews dre inembers'of one Palestinian society (Royal
Commission Report, 1937, pp. H9-120).. |

* It was indeed the latter theory that.the official:Zionist position rejects
Since.the Arabs centinued 1o be‘a majority of the population, Ecmm_u by
declining inargin, and in view of their uncompromising opposition
Tewish: national-collective existénce in Palestine!® (Zionism and the Ar
mzm,...:..QP 1979, pp. 163—172), for the Zionists to accept the ability-to-
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principle and by implication the homogeneous society postulate would
have been tantamount to abandoning the National Home as an objective,
It was precisely for this reason that the Arabs gave wholehearted support
to the equity-oriented approach to government fiscal policy. .

Thus, because of its political implications, a redistributive fiscal system
that would seem to-have been a sound one for a typical developing dual
economy was miet with sharp disagreement and resentment in the nation-
ally divided dualistic economy of mandatory Palestine.
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NOTES

I. The study is confined to budgetary activities: it mxn__._n_am paid-for services such as rail-
road trapsport and posts and telegraphs, These are assumed to have been financed by users’
fees and are thus not a channel of intersectoral resource transfer. ’

2. Years of violent outbursts were 1921, 1929. 19361939, and 1947.

3. . This assumption relies on existing partial information on the Arab sector and the inter-
sectoral relations in Palestine from which it can be inferred that in the period between the
mid-920s and the mid-1930s the Arab economy experienced fast and vigorous growth (see
Abramowich and Guelfat, 1944). An aliernative extreme, though very unrealistic, assumption
would be that the Arab economy- did not grow at all between 1926/27 and 1935/36. This
would reduce the Jewish share in Palestine’s domestic product to 23 percent in 1926/27.
However., this ¢lkange in sectoral distributive shares would have only a moderate effect on
the net fiscal incidence and very little on the percentage of net incidence in each sectar’s
income and resources (see Appendix Table A5). o

4, The ensuing discussion of Palestines tax structure draws heavily on Morag (1967. pp.
1-40) and 10 some extent on Granovsky (1933).

5. The argument against the income {ax was that the Jews would end up paying a dispro-
portionate and unjustifiably high share of the proposed tax because they were the modem.
urbar. and market-oriented sector from which income taxes could easify be collected. On
the other hand. it would be difficult to colleet income tax from the traditional Arab sector. so
the argument went, because of the lack of proper records and well-documented market
transactions. |See Ruppin. 1932: Marpaliz, 1931.)

st 4
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6.. Thie attitude of contemporaries toward tax and expenditure incidence will be elabo-
rated on in the final section of this essay.

7. I have also used this approximation in an ¢arlier study on public finance in the Jewish
economy (se¢ Gross and Metzer, 1978).

8. For a detailed discussion of the methodological issues related to incidence standies, see
De Wulf (1973).

5. Tt turms out that.the net fiscal incidence fipures are only moderately aifected by the
method chosen for allocating the expenditures on law and order: see Appeadix Table AS.

10. The.following discussion of public education, attendance rates and expenditures of
the government department of education-is based on the information contained in Education
Reporis (1926/27, 1935/36) and Survey of Palestine (1946, Vol. IIE, pp. 635-665).

1. The discussion and data of the government health services and their incidence relies
on Health Repors (1926/27, 1935/36) and on Survey of Palestine (1946, Vol. 1TL. pp. 609—
634). . ;

12. Most of the health expenditures (81.7 percent in 1926/27 and 61.6 percent in 1935/36)
were for general administration and were allocated between Jews and Arabs according to the
incidence of the specific expenditures: see Appendix Table Ad. -

13. This procedure implicitly assumes that the marpinal uiility of a pound paid in taxes is
equal to the marginal utility of a pound’s worth of government services {expenditures} re-
ceived. This assumption is conceptually somewhat questionable because of the involsntary
mature; ‘on the individual level, of both government taxes and services. In the context of
mandatory Palestine. however, where the issues were never whether government services
were desired bus whether enough of them were provided to fews or Arabs, ihe concepiual
problems stemnming from the violation of consumer sovereignty seem to be of minor impor-
tance :

14.  The income-based net transfers implied by the equalk per capita expenditures would
be £P378,800 in 1926/27 and £P313.000 in 1935/36. These upward biased figures exceed the
rransfers estimited herg by 57 and 76 percent. Tespectively.

15. - -On the other hand, even the most extreme Jewish position always incorporated rec-
ognition of some form of collective Arab rights in the Jewish state-to-be (see Zivnism and
the Arab Question, 1979}

REFERENCES
A. Archival Sources )

Gurevich, David (1932), **Jewish Contribution to the Government Revenue.™ Central Zton-
ist Archive, S'53/1538a (mimeograph). . . '
(1936), “Taxation of the Jewish Community, 1934/35." Archive of the Fewish
. Agency's Economic Research Institute (mimeograph).
“‘Memorandum by the Treasurer on Jewish Contribution to Public Revenue™™ (1932). Central
Zionist Archive.8'53/1536a {mimeograph).

B. Official Publications

Great Britain, Palestine Partition Commissioir Report {1938), London (referred to in text as
Pakition Commissian Report). )

. Palestine Roval Commission Repart (1937), Londen (referred-to in text as Roval
Commission Report).

Tewish Agency for Palestine (1936), Mesmorandune Submitted 1o the Palestine Roval Com-
mission on behalf of the Jewisht Agency ..wew Pulestine, London.

, Department of Statistics, Statistical Handbook of Jewish Pafestine (1947, D, Gure-

vich, A. Gertz, A. Zanker {eds.), Jerusalem (referred to in text as Seavistice! Hand-

Book).




126 JACOB METZER

Palestine, Blue Books (1927--1937), Jerusalem (referred to in text as Bfue Books}.
, Department of Agriculture, Amnual Report, Jerusalem (referred to inrtext as A gricul-
tnre Reports).

. Department of Education, Arnnal hm_uen. Jerusalem (referred to in 1exn as Educa-
tion Reports).
. Department of Health, Annual Reporr, Jerusalem (referred to in 1ext as Health Re-
ports).
. Department of Public Works, Annuc! Reporr (referred 1o in text as mﬁ!ﬁ s\e..i.
xuhe_..__.:
. Government of Palestine (1947}, Memorandim on the Administration of Palestine
sinder the Mandate, Jerusalem- (referred 1o in text as Government of Palestine).

. Office of Statistics, Sratistical Abstracts of Palestine, Jerusalem, annual issues (re-
ferred to in text as Sravistical Abstracts).

Vital Sravistics).

» A Survey of Palestine (1946} prepared for the tnformation of the Anglo-American
Committee of Inquiry, 3 vols., Jerusalem (referred 10 in text as Survey of Palestine).
. Palestine, Reporr by the Treasurer or the Financial Trarsaction of the Palestine
Government. Jerusalem, annual issues (referred to-in text as Treasurer Reports).

C. Books and Articles.

Abcarius, M. F, [n.d. {1947)) Palestine Through tie Fop of Propaganda. London.

Abramowich, Z., and T. Guelfat (1944), The Arub Econemy in Palestine and the Mid-
mnmz.._.a Countries. Tel Aviv: Hakibitz Hameuchad (Hebrew).

Bachi, Roberto (1974), The Population of Israel. Jerusalem.

De Wulf, Luc (1975), . Fiscal Incidence Studies in Developing Countries: mE.<n< E.a oz.
tique,” frrernational Moretary Fund Staff Papers 22: 61-131,

Ettingen. 5. (1929), *"Public Works i Palestine. ™ Palestine and Neyr East Economic Maga-
zine (Novo): 463-477.

Gaathon. A. L. (L. Gruenbaum) (1978), Natioral Income and Policy in Palestine, 1936, 2nd
ed, [Facsimile of the first edition (1941) with the addition of the originally unpublished
parts and critical comments.] Jerusalem: Bank of Israel.

Granovsky, A. {1933), The Tax Svstem in Palestine. Jerusalem: Jewish Agency (Hebrew):

Gross, Nachem T., and Jacob Metzer (1978}, ..ﬂ:EE Finance in the Jewish Economy in
Interwar Palestine.™ Pp. 87-159 in P. Uselding {ed.}. Research in mn.c:a:zn History.
Vol. 3. Greenwich, Conn.: JAI Press Inc.

Hinrichs, Hantey H. (1966). A General Theory of Tax Structure Change During Economic
Develupment. Cambridge, Mass.: Harvard Law School.

Hoofien, E. S. (1930), “*The Blessing of Immigration.” Commerce and ndustrv 8: 86— 108
(Hebrew).

Horowitz, David, and Rita Hinden ¢1938), hnaza_s.q Survey of Palestine. Tel Aviv: Jewish
Agency.

- Margalit, H. (1931), “*Palestine’s Finances and the Income Tax Proposals.™ Comimerce and
Ifrdustry 9: 3-15 (Hebrew).
Metzer, Jacob {1977). *“The Concept of National Capital in N_on_m" Thought 1918--1921."
Asian and African Studies 11: 305-336,
(1978}, “*Economic Structure and Nattonat Gozls: The Jewish MNational Home i [n-
terwar Palestine.”” Journal of Ecanomic History 38 101-119.
Morag, Amotz (1967), Public Binance in Palestine. Jerusalem: Magness Press (Hebrew):
Ruppin, A, (1932), “Income Tax in Palestine.”” Palestine and Near Eust Economic Maga-
sine 18-19: 443--445.

. Office of Statistics, Vital Staristics Tablex (1947, Jerusalem (referred to in text as -

Fiscal Incidence and Resource Transfer in Palestine 127

Sitchin, Z. (1945), “The Burden of Taxation.”> Tite Palestine Tribune 1(3): 16.

Szereszewski, Robert (1968), Essavs on the Structure of the fewish Ecoromy in Palestine
and Israel. Yerusalem: Falk Institute.

Von Weisel, V. (1926}, ““The Jewish Share in the Budget of the Palestine Government.”
Commerce and Industry 4: 216-217 (Hebrew).

Zionisni and the Arab Question (1979), Collected Historical Studies. Jerusalem: The
Zalman Shazar Center (Hebrew),

APPENDIX
Table A.l. Incidence of Administrative Services

(£P Thowsand'}

1926127 . : 1935136

Jews Arabs Total Jews Arabs  Total

“Department”’ .
(1) Pensions 2.0 13.8 15.8 8.8 23.5 32.3
-(2) Public Debt & Loan Charges 78 24.3 321 53.5 72.9 126.4
(3} High Commissioner 1.8 m..m 7.4 39 52 9.1
{4) Secretariat 73 3.9 316 16.7 228 35.5
(5) District Administration 23.5 73.6 7.1 65.6 85.2 154.8
(6) Treasary ) ) 3.8 8 156 7.2 9.9 17.1
{7 Audit Department . 1.8 5.8 7.6 5.8 7.8 13.6
(8) Customs, Excise & Trade - 207 323 53.0 1574 86.1 2435
(9) Department of Migration - —_ — — 21.1 1.3 324
(10) Office of Statistics — — -— 0.8 0.7 1.5
(11 Miscellaneous’ 206 1046 1252 877 2105 298.2
(12) Total 89.7 2957 3854 4285 539.9 9684
Public Works
(13) Administration —General: 7.0 221 29.1 330 4.9 71.9
. (14} Specific Administrative Services Lo LY 2.7 10.3 7.0 17.3
{15) Services exclusively used by :

Jews or Arabs . : — — — — 0.2 0.2
{16) General Public Works 1.9 55 7.4 4.4 5.5 9.9
7 Toral . 9% 293 392 47.7 576 105.3
(18).= (12) ¥ {17 ’

All Administrative Svs. - 6 3250 424.6 4762 5975 1073.7

Natex {by line number):

1. The Arab-Jewish distributive shares used for the allocation of pensions to retived government
employees were corstructed by averaging the population and the fotat: diture distributive shares of
1926727 and 1935/36, respectively, Since the Jewish percentage was smaller in population than iz govern-
ment expenditure, this procedure tzkes accouat of the fict that thi¢ peasions paid each year reflected
services mostly renderixd in earlier _un_.._unm from which 1he Jews presumably benefited to a lesser extent
than in. the years analyzed.

2-7. Fhese general expenditures were regarded as the: operational costs of providing government
services, and have n—.n_.nno..m been ailocated between Jews and Arabs according to the incidence of total
expenditures.

3, In order 1o allocate the collection costs of the customs and excise tax between the two sectors. |
have used weighted averages of Jewish and Arab percentage shares in Palestine's international trade and

[ —
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Notes for Tuble Al continued

net domestic prodiect (NDP): the figures for the Jews were 42 and 66 percent for trade (see Gurevich.
1932. 1936: and Gaathon. 1978) and 33 and 52.5 percent for NDP in. 1926/27 and 1935/36, respectively.
The weights employed were the p n.m the internal and external taxes i the expenditure taxes
category in. each year.

9. The Jewish distributive-share in the expenditures of the Immigration Department was calculated by
averaging the Jewish:share of total immigration and other travel, respectively, 96.4 and-33.6 percent in
1935 (see Sravistical Abseracts, 1939, pp. 112~ 113; Statistical Handbook. 1947, p. 31). The assumption
underlying this procedure, based on the ncavau_:e.._ of travelers in that year. was that only about haif
uf the department’s expendi were i ion-reiated while the other half had o do with other kinds
of foreign travel.

10. Since most of the statistical data penerated by the povernment were economic in nature. the
benefits generated from them were d 16 be closely iated with the level of ecoromic activity.
| have therefore uséd the percentage diseribution of Palestine’s NDP between Arabs and Jews zs a basis
for estimating the sectoral incidence of these expenditures.

1. A detailed c..m»wnos.n a_. B_ﬁn:w:ac:u axunan:_.ﬁnw is only available for 1935/36. About half of
them ‘were grants' to ies and i The distribution of total miscell.
expenditures, based on the classification of the individual ¢omponents, turned out to be 29.4 percent
Jewish and 70.6 percent Arab in 1935/36. d:m was very m:.:._u_. to the intersectoral disteibution of the
population. Assuming that the 192627 position of mi ditures was not much differen:
fram that of 1935/36, [ estimated the incidence on the basis of the _.u..m_ﬁ_... Jewish-Arab _uodc_un_o._ shares.

13. The di classified as -Admiistration—General were ion and ex-
penses and payment of vent for general governmental facilities. These were aflocated between The two
antional commmunities according to their perceniage shares in expendi other than adminisiratien
(sze text for further details).

V4. Various overheads. rent. and maintesance ma—un-ﬁ—::dm were telated 10 the administration of
custems. excise. trade [i and immigration. [ all d them between Arabs and Jews according to
the percentage distributions of international trade. NDP. and overseas travel. respectively.

15. This is the cost of maintenance work for the Church of the Holy Sepulcher.

16. This is the cost of mnning the Public Works Department zitributed to administrative Services
according te the percemiage of the lawer in the total expendisure of the Public Works Department.
Similarly. the retative incidence of these outlays was assymed.to be identical to the relarive incidence
of ail ather Public Works Department administrative services combined. -

Somrces:
Treasurer's Report 1938/3%: Annual Reports of the Public Works Department 192627 and 1935/36.

Table A.2. Incidence of Internal Security and Defense

{EP Thousaid)

192627 193536

Jews Arabs Total Jews Arabs  Toral

“Depurtment™

(1) Legal Department 3.1 5.2 9.3 58 5.2 11.0
(2) Judicial Department B0 468 698 494 447 941
(3) Police and Prisons 103.6- 210.2 313.8 2769 2506 5275
td) Trans-Jordan Frontier Force (507 14.0 71.1 85.1 223 63.3 3356
t5) Defense — — — 37.8 1075 1453
{6} Gendarmerie 6.5 — — —
M- Total 1502 3922 4713 8635
Public Works
18) Inmernal Security 14.9 303 492 45.2 94.4
(9 Defense 0.7 38 —_ — _
10y General Public Works 3.7 7.9 5.1 4.7 9.8

1 Total 9.3 42
H2Zy=m + 111 .
Al Imternaf Security and Defense 1695 389.5 5590 4465 521.2  967.7

(cenrineed )
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Nores for Table A.2 {by line number): ) .
1-3. 6. 8. Expenditures in these categories were aliacated acconding 1o the intersectoral percentage
distribution of NDP: see text for further detaiis.

4, Half of the expenditures on the Transjordan Froptier Force was attributed to Palestine’s defense
{see Gross and Metzer. 1978). o .

4-5. 9, The relative incid of these def outlays was d to be equal to the mtersectoral
distribution of the population: see text for further di jon of this ption

10. This is the part .af the Public Works Department’s rusming costs assigned to imemal security and
defe 1f was the two national sectors according to the combined relative incidence
of the expeaditures in categories § and 9.

Sources:

Treasurer’s Report 1938/39; Annual Reports of the Public Works Department 192627 and 1933/36.

Table A.3. Incidence of mno_._o::n. Services

(P Thousand)

1926127 193536

Jews Ardbs  Toral Jews  Arabs  Toral

a.  Agricilture
Department of Agriculture ard Forests

(1) Grants to the Jewish Sector —_ — — 298 — 29.8
(2) Other Expenditures 4.0 61,3 65.3 76 1436 151.2
(3) Total 40 613 653 374 1436 1810
. Pridlic Works . —_—
(4) Agriculture—General 0.3 12.8 131 43 163 26

(5) Apriculture Svs. exclusively used

. by Jews or Arabs — 0.2 0.2 4.0 76 116
{6) General Public Works 0.t 3.0 EN| 0.9 24 33
(7 Total 04 160 164 92 363 355
8 = (3) + (N AN Agricultueral Svs. 44 773 BL7 46.6 1699 2165
b. Transportation
Public’ Works
- (9} Transportation—General 30.3 57.5 878 25646 1771 4337
:3 Transport Svs. exclusively used
" by-lews or Arabs 4.2 28,3 325 2.0 880 1600
" {11} Genéral Public Works 8.1 0.0 28.1 337 277 6l4
(1) =(9+ (10} + (1D ’ -
All Transportation Svs. 426 1058 1484 3623 2928 6551
c.  Other (Water Supply, Electricity &
Misc.) Economic Services
*Deparrmenr” .
(13) Dept. of Land -& Surveys 17.0 34.6- 516 608 55.0 1158
(§4) Dept: of Development — — = 4.4 3.9 8.3
(13 Total 170 346 516 652 589 1240

Public Works

(16) Other Economic Svs.—General

(17} Services exclusively used by
Jews or Arabs

(18) General Public Works

=
=
e
~N
m
[N
o
-
=

I
o
i
[ =]
™}
B
h
2
o
~
=
-

{19) Torat . 01, 2.9 30 1210 1287 2487
(20} = (15) + (19) :
All Other Economic Svs., 7.t _37.5 _S4.6 186.2 -187.6 3738

(218 = {8} + {(12) + (2}
All-E¢onomic Services

inned )




130 JACOB METZER

Nores for Table A.3 (by ling nomber)

1. Grants to agrit Proy of the Jewish Agency and the Hebrew Unijversity and aid 10
=_n Kaduwri Agricultural Schook on Eno.:: Tahor.
. The: distributive shares of the- two. communities were nm.._a._ﬂnaa on the basis of the nature of the
uvon,.hn expenditures as reported: in the annual- repors of the Department of Agriculrure.
4. In 1926727, the expenditures in this category consisted: of maintenance of the Department of
Apriculture’s facilities. The 1935/36 mw:ﬂ ne_._m_m.m of 63 -percent maintemance: of facilities.. 34 percent
ion and mai of It and 4 percent for maintenance of ‘a government
expesimental citrus station.. These items were divided between Jews and Arabs according to the distr-
bution of, respeciively..the Department of Agricufture's expenditures, population, ‘and citrus outpat.
5. Services used by Arabs comprised the cost of constructing and maintaining governmental agr-
cuitural facilities in Arab rural areas. The Jewish services were construction works by the Public Works
Bepartment- in the Kaduri: Agriculhiral School on Mount Tabor.

6. 11, 18. These are the costs of running the Public Works Department mmm_w_..an 10 9« various expend- -

wure gories. For the functional distribirtion and the incid: of these costs see note 16 to- Table A.1.
and note. 10 10 Table A.2. .

9. Includes the cost of constructing and .maintainiog :...ma_m used by both communities. The benefits
derived from them were aflocated between Jews and Arabs on the basis of the NDP or the international

rmade distributive shares ing to the b tom and 7 of the roads in question,

t0. This category consists of expenditures on local roads constructed in-nationafly :u_uownnaaﬁ Te-
gions. which were assumed to have been used Tusi E‘ bers of the ad I com-
munities.

13-14. The expenditures in nunun two cartegories have been distributed am...s_ona the ?6 noﬂ:—:ﬂn_na
according to the-disteibutive shares in Palestine’s NDP.

16, Gffice na_:uaann for the Department of Land and Surveys. and 1 have allocated n_.:m item o
Jews and Arabs according to the distribation of NDP.

17. Outlays on land surveys m.un_ water projects in exclusively Arab regions.
Swntrees:

Annual Reports of the Department of Agriculture and _.uc_.nua and of the Public Works Un_usna_na
1926/27. 1935/36: Treasurer's Report 1938/35.

{

Notes for Table A.4 (by line nomber}

2. The Jewish share in this category consists of salaries paid to the Jewish senior staff of the Education
Department. assuming that they -were in charge of supervising and serving the Jewish school ‘system.

4. The benefits from the archeological discoveries financed by the Antiquities Department are assumed
to have been uniformly distributed among all the residents of Palestine.

6. Al the expenditures in this category were related 10 the aciivities of the Antiquities Depariment
and were thus allocated like line 4,

7. Enrmarked expenditures and grants for the construction and Em.::onw:nu of Amab and Jewish
schools.

8. 18. Running costs of the Public Works Department allocated to education and health; for rthe
procedure. see note 16 to Table A.l,

11. Primarily antimadaria activities, swamp drainage, sanitation. and various epidemic-preveation
projects; these items are here regarded as public goods and distributed on & per capita basis.

12. The'incid of expenditure on hospital and ambulatory tr was esti d on the basis of
the Jewish—Arab distribution of hospitalization days. It was derived by multipiying the number of per-
sens whe received hospital and chinic services by the average number of hospital days per patient as
reported in the annual reports of the Departmem of Health.

L]
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Table A.4. Incidence of Welfare Services

(£ P Thousand)

192627 1935/36

Jews Arabs Total Jews Arabs Total

a;  Education & n.:_‘:._wm

**Department™

Department of Education: -
{1) Grants-in-Aid to Jewish Scheols 0.9 — 16,9 358 - 38.5
(2) Other Expenditures 2.5 1034 1059 2.4 i80.2 IB2.6
(3) Total 3.4 1034 1168 409 180.2 2201
(4) Antiquities Dept. 1.6 7.9 95 48 135 183
(5) = (3) + (4) Toral 150 1113 1263 457 193.7 2394

Public Works
(6) Education & Culture — General 0.4 2.0 . 24 3.2 9.3 125
(7) Educational Svs. exclusively used

by Jews or Arabs — 82 .82 1.1 850 86,1

{8) General Public Works 0.1 24 25 0.5 97 0.2
(9) Toral 0.5 126 13.0 48 1040 1088

. (10y = (5y + (9}
. All Education h Cultwral Services 155 1239 1394 505 297.7 348.2

b, Health
. “'Department’”

Department of. Enswr - .
(11) Public Health Svs. 07 33 40 43 16.4
(12) Hospital & Clinic-Svs. 2.2 10.0 122 58 9.2
(13) Health Svs. exclasively used by .

Jews or ‘Arabs - . _ 0.6 0.6 929 - 94 293
(14) Gen.'Health; Dept. Expenditures . 129 620 749 286 9.1 1197
(5 Torad> + * 158 759 9L7 586 1360 1946
Public Warks .
(i6) Health-—General -~ -~ | 1.5 7.5 %0 14 4,0 54
(an momu._.mm.-m & Clini¢s . 1.4 7.2 8.6 4.5 15.5 20.0
(18 Qm:m_ﬂ_ m.:rrn Q..E._nm x 0.7 34 4.1 0.6 2.0 2.6
(19} Toral 3.6 18.1 21.7 6.5 215 28.0

J_m_..%:ta_i_ Services - 19.4° 940 113.4 651 1575 226
g ._.‘qu,awm.hmw«.:.% 349 1Y 2.8 1156 455.2 570.8

e =gy
N nN:. = ([Q} -

uw >_u¢ isted of - <E.E=m _._nw_nr services provided in ?.mc

health services, the rest nQ:m.m:_..w of swamp &d._:umn i mai y Jewish regions.
' k. These mnunau.mwvm._.ﬁ::..nm.o?rn Healtk Department were allocated to Jews and Arabs according
to the percentage distribution of the rest of the depariment’s outleys between them.
. 16, Consists of constriiction, maintenance, and acquisitioh of equipment for general public heaith
facilities. The intersectoral distribution is according to populition shares.

7. The diswributive shares here differ somewhat from those of the correspanding Health Department
category (2) becanse the Jewish—Arab distribution of &omv_ﬁn_.uh:o: in the particular esiablishments
dealt with by the v_..gn Works Unvmn_._._n_: in the two years analyzed was not identical to the overall

" disribution.

Sources:
Annual Reports of the Departments of Education and _.unw_:.. 1926/27. 1935/36; Treasurer's Report
1938739,
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Table A.5.  Sensitivity Analysis of Net Fiscal Incidence"

1926127 . 1935136

Internal Security Tnrernal Security

By Diﬁ'ﬂ':‘hﬂliﬂﬂ af By Distriburion uf' By Distritution of By Distrthution of

Income . Popalation fuconie ) - Population
Jewy Aribs Jewy Arubs Jews Ariths Jews Arabis
O] 2) [E}] 4) 5} B i )
+ Net fincluding surplus) Budgetary
Incidence (£F Thousand} . : : .
() NDP—¢ o {—}241.9 {+) 2419 (—) 2552 (+) 255.2 (=1 1031.2 (H) 3.2 () 1268.4 (+) (2684
() NDP—g (-) 270.7 (+} 270.7 (—) 3070 {+) 307.0 —_ — — -

Shure of Net Fiscal Incidence in
Net Domestic Product (Percent}

{3) NDP—« {-} 354 +) 2.7 (=} 5.7 +) 2:8 (-, 57 +) - 63 {-} 7.0 i+) 7.7
(O NDP—g (-1 6.0 4} LB. . (-) &8 +) 2.0 - —_ - —
Nure! '

“The net flscal incidence and its praduct shares are calculated under allernative assumplions. concerning the Jewish—-Arab ‘percentage distribution of MBP in $026/27
and the distribution of the benefits from ineroal security services. The et fisced incidence figlires used in the text are those of cohimns (1), (2). {5), und (63, linzs ¢1)
and (). They were calculated on the folluwi g plions: a) that the entire economy of Palestine grew ar the sume rate as the Jéwish economy beiween 192627 wud
amd 1933/36, which implies that Lhe Jewish share in-NDP was 33 percent in 1926127 (NDP — i b) that the benefits from interny] security were distribuled between the
two nationa! commimities by their respective distributive sharey in Palestine's income. The iternalive assumptions are thal-the Acab econamy did nol grow between the
Iwe years ar-all (imptytng & Jewish share of 23 percent in the 1926727 NDP, (NDP. — ). und that the benefits from internal securily were uniformly distribuied vn o er

is given in columns (3), i4), (7), and (B), fines (2) and (d). : -




