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" STATUS OF THE QUESTION OF UNFREEZING OF ACCOUNTS¥
| I.  INTRODUCTION

Moasures taken by Israel to freeze Palestinian Arab assets, and
by Great Britain to freeze Palestinian assets

After the flight of the Palestinian Arabs into the neighw
bouring countries, the Govermment of Israel blocked the personal
assets left by Palestinian Arabs in the banks (current accounts,
gransferable sccurities, deposits in safety-deposit boxes, in cash -

or other forms).

Moreover, it must be noted that as of 22 Fébruary 19483t the
Treasury of the United Kingdem blccked the sterling credits
belonging to Palestinians, and considers Palestine, since that date,
as no longer belonging to the sterling area. It will be remembered,
also, that the Palestine paund, issued by the Palestine Currency
Board, which was legal tender in Israel until 16 August 1948, and
continues even now to be the eurrency of‘the Jordan Kingdom'andc}f
the Arab part of Palestine, is covered to 100% of its value by the
Board's sterling assets. Since February 1948, the free con~
vertibility of Palestine pounds into pounds sterling has beew

suspended,

4s a result of these measures, the bank accounts of
Palestinian Arabs are, in a certain sense, twice blocked; the
Palestine Arab refugees are unable to make use of théir bank accounts
blocked in Israel, and if they could do so, they would be unable to
convert their Palestine pounds freely into pounds sterling, This
last point, apparently a theoretical one as far as individuals
are concerned, is of capital importance as regards operations in
which Governments would be involved,

The Palestine Conciliation Commission and the unfreezing of
Arab assets

The Palestine Coneciliation Commission proposed, on
11 April l9h9;-that the Governmént of Israel consider the
unfreezing of assets belonging to Palestine Arabs, such a step
being considered as a preliminarytmeasure likely to create a

favourable atmosphere for the exchange of views (document IS/9,

paragraph 4),

% See doouments Com,Gens/Wok,W/21,W/25,
#* See document W/2Ll.
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" On-'18 May 1949, ‘the Arab delegatlonb submitted a request that
Israel unfreeze immediately

HArab aceounts in all banks and companies or otherwise in
possession of the Jewish authorities and permit the owners
to make use of them." (document AR/, paragraph 2)

' The Government of Israel appears to have replied to this
request by the follow1ng declaration made to the Coneiliation
Commission (document IS/lB, paragraph 4):

"The Government of Israsl declares that it has no. intention
of confiscating blocked Arab accounts in Israeli banks

and that these funds will be available to the proper owners
-on the concliision of peace, subject to such general currency
regulations as may be operative at the time,!

After numerous exchanges of views between the Commission and
the Arab and Israeli delegations respectively, and the receipt of
memoranda from the Palestine refugees on the sﬁbject (document
Com.Gén./W,.4), the Commission, in agresment with the parties,
established a "Mixed Committee of Experts on Blocked Accounts',
The Mixed Committee of Experts on Blocked Accéunts
. " The terms of reference¥* of the Mixed Committee of Experts
(MCA/l 16 August 1949) is as follows:

" "In response to the humanitarian appeal of the United

Nations Conciliation Commission for Palestine, the two
parties have accepted the principle of unfreezing, on a basis
of equal and reciprocal compensation, Arab assets blocked
both by Israel and by the Arab States.

M"Therefore, there has been established a Mixed Committee
. of Experts, composed of one Arab membeér, one Israeli
member, and a representative of the Comm1531on.

"This purely technical committee is charged w1th the task
of submitting to the General Committee the basis of a
procedure which will permit the above-mentioned unfreezing

of assets.”

The Government of Syria, the Jordan Kingdom and Lebanon
entrusted to the Covernment of Egypt the task of representing
the general interests of the Arab States on this Committee, and
invested it with the necessary powers for that purpose,
Representatibn of the interests. of thosé most directly concerned -
the Arab refugees - constitutéd a delicate question which was

solved by a request to the Arab delégations to take into account

# The Committee!s terms of reference embody the procedure proposed
by the Israeli delegation on 27 Junse 1949 (I58/31), and which was
accepted by the Arab delegations on 16 nugust 1949 (Com.Gen./SR.29).
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the de51res of the refugees in maklng their choice of an Arab
expert. Later, the Arab expe rt was accompanled by Mr. Beldas,
who attended the meetlngs of the Mixed Commlttee. The chair-
manship of the Commlttee was assumed by the Principal Secretary
of the Conciliation Commission, Dr, P. de Azcarate.

At the beginning of its work, the Committee limited itself
to the study of a proeedure to permit the unfreezing of bank
accounts of Palestine Arabs, blocked in'Israel, After several
meetings it unfortunately became apparent that the procedure
contemplated at first, of l;unfreezing on a basis of equal and
reciprocal compensation", would not'permit achievement of the
aim of the Mixed Committee of Experts, namely, the unfreezing of
Arab assets.. In fact, the Arab expert established the fact that
only one Arab State, Egypt, had taken steps to freeze the assets
of Palestine residents, and that on the one hand, the assets
blocked by that Government amounted to a relatively small tobal,
covering both real and personal property, while on the cher.hend,‘
the greater part of the Palestine agsets belonged to personstWhe
were citizens neither of Palestine nor of Egypt. |

Before returning to New York, the Commission instructed the
Principal Secretary to continue the study of the question in +the
Middle FEast, in order to determine whether another procedure could
be found which would meke it possible to effect the unfreezing of
assets on behalf of the Palestine Arab refugees.

The Mixed Committes of Experts did not meet again, and the
Commission's economic adviser was instructed to contact the
experts of the Egyptian and Israeli Governments, in order to study

the possibilities of an agreement on a technical level,

3% % ¥ %

II. THE PROBLEM AND THE SUGGESTED PARTIAL SOLUTION

Negotiations

Negotiations with the experts of the Government of Israel
took place at Tel Aviv,.from L to 31 October and from 18 to
23 November 1949,

The Ministry for Foreign Affairs, through the offices of
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Mr, Yohanan Beham,. in'charge of relations between the Geve}nment
of Israel and therCommission, arranged. interviews with-.

+Mr, David; Horowltz, Director-General of the Treasury, at which

Mr, Zalman Liff, of the. Office of the Prime Mlnlster, and

- Mr, Tuviah Arazi, of the Eastern:Affairs.branch of the M;nlstny of

Foreign Affalrs, were present.

Negotiations w1th experts of the Egyptl Government -to whlch
the Arab States had entrusted the representation of Arab 1nterests

in this question, took place in Cairo, from 1 to 17 November 1949,

' The Dlrector of Economlc Affalrs of the Mlnlstry for Foreign
Affalrs, Ahmed Gala Bddine Bey, arranged 1nterv1ews with ‘the gxperts
of the Mlnlstry for Foreign Affairs. and of the Mlnlstry of ‘Finance.
Conversations were held w1th the Under~Secretary of State for "
Finance, El Emary Bey, speclally chaxged with foreign econemic
and financial questlons, who was assisted by El Kony Bey; and

~with the Under—Secretary‘of.State,for Finance, Dr, Rifei, in
eherge of the‘question_of sequestrated property, who was assisted
by Youssef Sélim Sekla, 5eput&‘0emptroiler General of the‘Ministry
of Finance and AseiStant Cusﬁodien of‘Enemy froperty.: Finally,
certain technlcal aspects of the _problem were discussed w1th

H. E‘ the Prime Mlnlster and Mlnlster for Forelgn Affalrs, Husseyn

t

. Slrry Pasha.

Slmultaneously with these official interviews, priva£e ~
‘conversations, necessary for the establishment of a precedure on
a technical banking level, werse huld with represontatlves of credit
“establishments operatlng in the Mlddle East, and with certain
advisers of Embassies in Cairo, In Israel, with Mr..S M, .Neah,
- Director of the branch of the Ottoman Bank; with Mr, Clark,
Director at Barclay's Bank; with Mr.. Heyman, Dlrector of the braneh
of Barclay's Bank in Jerusalem. On the Arab side, with Mr, A. Barguti,
Secretary-General of the Arab Bank at /mman, with Hayber Bey Sukri,
Director of the Otteman Bank at-Amman, with Mr, Harfouche,
ComptrollereGenerai of Exchange of Lebanon, and with the President
of the Bank of Syria and of Lebanon. In Egypt, with-the Director
of the Research Department of the National Bank of Egypt ‘
Professor N, Koestner, and w1th Mr, Fltchle of the Exchange Gontrol

of the Egyptian Government,
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Finally, some very useful details were furnished, in private

conversations; by Mr. Howard, commercial adviser, and Mr. Polk,

‘Financial Attache, of the Unlted States Embassy, by

Mr. Cumberbatch, commercial adviser, and Mr. Waight, Financial
Attache, of the British BEmbassy, and by Mr. Gregoire Salnte_

',Marle, Financiel Attache of the French Embassy, whose technical

assistance should be mentioned here,

The P051tions of the parties. .

1., The s;tuation concerning acgounts blocked in Israel

~(a) General _
~ As a resuvlt of events following the termindtion of the
British Mandate over Palestine, certainjbank branqhes»ﬁere forced
to suspend their activiﬂigslprovisionally, as of dates which

varied according to their locatidn. Owing to this circumstance;

- certain Arabs were unable to withdraw their bank deposits in

time, ard'the latter were subsequently frogen in accordance with
measures. taken by the Government of Israel, C

With gertain exceptions, the bank branches did not transfer

4_thelr account books in Arab territory, or in Arab countries,

before the end'of the British Mandate over Palestine. It
follows that the banks (Barclay's, the Ottoman Bank, the Arab

Bank, ete,) are at'preseht advising their account~holders who

.are, refugees in Arab countries, or in Arab Palestine,fand'Who had

thelr accounts in a city at present under Israeli control, that
they cannot refund their deposits, since the latter are blocked by
Israel, o

(b) Juridical situation

The Government of Israsl has Bldcked Arab bank accounts,

by the application of regulations ("Defence ZFinance/Regulaticns

'1941") issued by the Mandatory Power durlng the 1939~1945 war,*

(¢) De facto situation ' , .
' At the present moment, the position of the Arab accounte

 holders varieé aécording to the location of their residence,

(1) A Palestinian Arab residing in Iérapl may request’ his
bank ﬁo unfreeze his account. According to the Israeli

éuthorities, no such demand has been refused; 6OQ‘reqpesthhave

# Wpefence (Finance) Regulatdions,. 1941, Made under Article 3 of the
Emergency Powers (Colonial Defence) Order in Couneil, 1939, and the
Bmergency Powers (Defence) Act, 1939.
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been approved and have resulted in the unfreezing of 150,000 B.I,
(11) 4s for an Arab who Ead‘fied.ae a'refuéee~ottside of
Israel, his account is blocked, and there is no possible v.ay for him
to obtain funds against his account; even if the bank which holds his
account has moved inte Arab=controlled territory. 'Thus, the Arab
Bank, which has transferred its main office from JeruSaleh to Amman,
cannot, refund deposits to refugees, 31noe a part of its. funds are
deposited with branches of Barclay's Bank (Jerusalem, Jaffa), the
Ottoman Bank (Jaffa), or the Anglo—Palestlne Bank (Halfa), where they

are frozen by Israeli leglslatlon,*

(iii) On the other hand, a refugee now resmding in an A4rab
‘ country may have funds advanced agalnet'hls‘bank account in Israel to
a third party residing in Israel. .Thie procedure‘has apparently
not yet been utilized to a very great extent; hqwever,.the Israeli
authorities have declared themselves preparcd to examine in a

favourable light any request made in sueh a case,

(iv) Pinally, the' Israeli financial authorities have replied
favourably to requests lodged by foreign religious or la& institutions
+ which carry on their activities in Arab territery but which have

funds deposited in banks at.present uhder.Isreeli control,

(d) Data on the total amount of accounts blocked

‘According to the Israeli Government , the total amount of bank
accounteititt ig approxlmately h mlllion k. P., chiefly distributed among
the branches of the Ottoman Bank, Barelay's Bank, and the Anglo~ :
Palestine Bank whlch frequently hold 1n dep031t assets belonging to
Arab banks, The total number of Arabs holdlng bank accounts appears

to be less than 10,000,
It should be'noted:that.ceneideraﬁle discrepancies exist regarding
the amounts of ‘these bank‘adeouﬁts,‘ For example, of the hank deposits

% Thus, the Jerusalem branch of Barclay’s Bank holds about 40% of the
blocked accounts of the Arab Bank.,

3% COM.GEN, /7, paragraph 2.

#¥3 Exclusive of stocks and shares, and deposits in bank safe~deposit
boxes. As regards the latter, some have been opened and an
1nventory taken; some remain sealed. -
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belonging to Arabs and blocked by Israel in Jerusalem, 60% would seem
to beldﬁg to -only twelve families,
" This total of 4 million k.P. sorresponds approximestely to the

estimates given by the Areb delegations in Lausanne, those delegations

having evaluated the hrab current accounts blocked by Igrael at 4 to

5 million &.P,

2. 'Poéiiionénéfithe'parties end conditions laid down
" In the course of the fifst weeks of negotiations, it was proposed
that éhe Israeli experts should spudyvthé possibility of effecting a
partial unfreezing of Arab bank accouﬁts in two stéps:
(2) by unfreezing unconditionally, as a humanitarian measure,
all accounts Below 100 B,P., and | ’
(b) by agreeing, as a second measure, to unfreeze funds on a
different bésis, '
(1) either thfough advances made to the refugees by the
Arab States in their own currencies, or
(2) on a basis of compensatory -exchange (with the assets or

merchandise frozen in Arsb countries).

Israel was unable to accept this proposal, -On the other hand,
Mr. Horowitz stated that histGovernmentiwas prepared, in a spirit of
conciliation, and in case the procedure regarding advances owtlined
later in this report should prove unacceptable to the Arab experts,
to consider another possiblllty, namely, the unconditional unfreuz1ng
) of 25, 000 to. 30,000 E. P., on behalf of holders of small bank accounts.
In view of the amount mentloned which represents about 0,6% of the
total amount frozen, and of the acceptance in prmnclple by the Arab
.. experts .of the procedure concerning advances, this proposal remains

for the moment in abeyance,

In these c1rcumstances, efforts have been concentrated upon the
task of evolving an acceptable procedure for advances which, although
complicated, would produce fairly rapid results and would relieve the

plight of a certain number of refugees.

In order to obtain evea a partial unfreezing of bank acsounts
belonging to Palestine Arab refuvees, the problem was to find a
procedure which,
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first, would take account of certain conditions laid down by the
Government of Israel, which, although legally limited only iy the terms
of.referencg of the Mixed Committee of Experts (which provided for a
basgis of "compens~tion! between assets blocked on mne side and on the
other), nevertheless agreed to consider another procedure with‘a view

to assisting the Arab holders of blocked accounts; and which,

secondly, would furnish to the Arab States sufficient gﬁaraﬁtees

of reimbursement of the advances which they would agree to make.

The principle of the procedure (which will itself be analysed in
detail at a later moment in this rebort, in the light of conditions
laid down both by the Goverrment of Israel and by the Arab Governments)

can be{summarized briefly as’follows:

The Government of Israel, subject to certain conditions aﬁd up to
a certain total amount, would'guarantée to the Arab Governments (either
directly or indirectly through a trﬁstee) reimbursement of the adyances
which the latter (or the banking institutions designated by them)
would agrée to make in local cuffency to the Palestine“refugeeso ‘The
Government of Israel would guarantee these advances to the Arab States
(or. the Trustee) by unfreezing at the e&piration of the transaction
the bank accounts of the refugees benefiting by the transection, in

order to reimburse the States making the advances,

(a) Israeli experts

(1) The Government of Israel considers itself bound only hy
the terms of reference of the Mixed Committee of Experts; but although
it would be within its legal rights in holding itself strictly to those
terms, it has agreed to consider the possibility of unfreezing
eventually, within certain limits, certain Arab refugee accounts
without cdmpensatiqn, ’However,las Mr, David Horowitz declared,* its
good will is limited by certain imperative considerations, Israel,
being still in a state of war with the Arab States, cennot at present
égree to allow them to benefit by a transfer of capital which would
actively affect their balance of paymenﬁs (in a particularly important
. manner since it would be equivalent to pounds sterling) and which might
ald in arming them. “Mofeover, an unconditional‘unfreeZing would meet

with opposition both from public opinion and in the Knesset,

#* Only the‘final positions of the parties are given here, not the
succesalve proposals,
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(2) Consequently, the Government of Israel insists that the
payment of unfrozen funds to Arab refugees must be made in the currency
of the country in which they are resident, this in order to avoid

exportétion of Palestine pounds at the present time.

(3) Israel is prepared, at the end of hostilities, to
reimburse to the Arab Governments, within a period of time to be
determined, the total amount of the advances made by them to the

refugees.

(4) In order to provide a supplementary guarantee to the
Arab States which would agree to meke advances to the refugees, Israel
would agree to guarantee the reimbursement of a sum equal to the

advances made, to a Trustee, to whom it would be responsible.

(5) Since no compensation is at present contemplated by the
Arsb States, the Government of Israel would, for the time being, limit
the transaction to account-holders who possessed a maximum of 100
Palestine pounds on 1 January 1948.% This date wag chosen in order
to differentiate between holders of small accounts and persons who,
having owned large accounts, withdrew the major part of their funds
during the spring of 1948, leaving only the minimum sum necessary to

keep a current account open,

(6) The Government of Israel agrees to guarantee reimburse-
ment to the Arab Governments, or to theATrustee, in pounds sterling;
that is, it considers accounts in Palestine pounds belonging to
Palestine refugees benefiting by this transaction as equivalent to

accounts in pounds sterling.

(b) Arab experts

(1) The Areb experts, while accepting the prineciple of a
procedure to permit an eventual partial unfreezing, maintain that this
acceptance in no way implies renunciation of the right to demand

unfreezing of the remainder of the blocked assets (real and personal),

(2)VWhile recognizing that Israel has without doubt unfrozen

the funds of Arabs residing in Israel, they declare that the majority

% No final total ceiling has been fixed officially, but according to
the Israsli experts, an eventual unfreezing of accounts amounting
to a maximum of 100 Palestine pounds would represent a total
unfreezing of 250,000 pounds (sbout 6% of the blocked accounts),
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of the refugees;cahnot benefit by this measure owing to the
prohibitive conditions placed by Israwl upon their return, Moreover,
1nconsmstently, Israel refuses unconditional restoratlon of capltal

belonging to refugees, thereby for practlcal purposes preventing them

from resettling elsewhereQ

(3) According to the Arab experts, Israel's agresment to
guarantee the eventual unfreezing of certain assets legally the
property of Palestine Arab refugees cannot be looked upon as a new
principle. TFrom a legal and a moral peint of view, and in accordance
with its statement to the Commission (IS/13, peragraph L), Iorasl is
bound to restore to the legitimate owners the rdght to dispose of their
property, at the end of hostilities; since fhe new procedure contem~
plated provides that the Arab Goverrments must awalt the end of
hostilities to recovér the funds which they would have agreed to
advance to the refugees, there is therefore no change. Gohsequently
and since in their view the Arab’States will, according to the
procedure envisaged, bear the final burdén and risk of the transaction,
they con31der it desirégge that each holder of a bank account, whatever
be the amount of his account, should benefit by an advance of 100
Palestine pounds., According to the Afab experts, it would be unjust
to exclude from the contemplated fransaction families of modest means,
who, having been urable to withdraw their funds from the banks, find
'tﬁemselves in a very diffioult position, a pésition whieh may be the
moré’distressing in view of the life to which they were accustamed,

as compared to that of other refugees,

| (4) The Arab experts feel that the reimbursement should be
guaranteed by a Trustee of an international charactér, whish might be

either a British bank or an American bank,

(5) The guarantee obtalned by the Arab States mst ve
sufficlent to permit them to make advances 1n local currency. Such
advances will be p0351ble only if the guaranteed reimbursement is in
a hard currenoy to permit their Treasuries, or thejr ilssuing
instltutlons, to make the advances in conférmity with the existing

regulations governing the system of coverage and/or of advances,

Further, if the reimbursement guaranteed to the Arab States

should be in sterling, the Arab experts insist that it must be in

transferable sterling, (See paragraph further on dealing with base
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currency).. This has been laid down as a prerequisite and sine qua non
condition of the acceptance by the Arab experts of the contemplated

. procedure, .

" (6) Israel's reference to "the end of hostilities" as the
expiration date of the transaction appears too vague from a benking

point of view and shculd be made more specific.

(¢) Anelysis of ‘the sugeested procedure

The procedure c'a.n be broken down into three operations :

(1) The Arab Governments azree to make advances to the

Palestine refugees in local currency;

(2) The Israeli Government guarantees to the Trustee that the

advances made by the Arab States under the terms of this agreement,
against accounts belonging to Arabs which are blocked in Isreell banks,

will be reimbursed in  sterling;

(3) A Trustee guarantees to the Arab Govermments reimburse-—

ment of the advances made to refugees, in transferable sterling.

1. Role of the iArab Governments (or desisnated institutions).

A list of account—holders entitled to benefit by this transaction
is first transmitted, by Israel, through the Trustee, to the
establishments which ‘are to make the advances. In this way the arab
institutions will be advised of the names of holders of bank accounts,
and eventually of the numbers of the accounts and the total deposits
as of the date chosen. This information, as detailed as possible,
should make it possible for the Arab authorities to verify the identity
of the applicants.

The question of identification of applicants, and the problem of

rightful claimants in case of death, are matters which must be studied.

The institutions designated by the Arab Government then- advance,
to the Palestine refugees, the sums requested by ﬁhem, in local
currency.

These institutions, after meking the advance, either equal to or
less than the total amount of the refugee's account, receive from the
refugee a receipt, made out according to a special form, which is sent

to the Trustee,
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One might look to the followlng establlshments to make- advances

in local currencys

In the Hashemite Jordan Kingdom and in Avab PalestineQ the
Ottoman Bank which represents the Palestine Currency Board, ' issuer of‘

the Palestine pound-

In Syria and in Lebanon: The Bank of Syria and of Lebanon, whlch
is the issuing instltutlon for these two countries; ’ '

In Egypt and in that part of Palestine which is under Egyptian
control: The National Bank of Egypt, which is the issuing institution

for that country.,

- These three bapks appear to- be the most likely to execute w1th
the necessary care transactions: which: will réquire detailed 4ccounting
and voluminous records, The latter, moreover, should eventually be
centralised in order to ebtain for ‘the Arab States reimbursement in
transferable sterllng. (See paragraph further on dealing with base

eurrency),

The Arab Governments, or the establishments designated by them,
obtain from the Trustee the guarantee that the sums advanted will
be reimbursed in transferable sterllng which will be credited to their
accounts 60 daxs after the end of hostilities, or efter a date agreed
upon, . :

2, Role of the Goverrment of Israel

" The Government of Israel submlts a certified list of the holders
of accounts entitled to beneflt by the transactlon, with the information
mentioned above, whieh will permit identification of the applicants,
A counter-llet may be requested by the Trustee from Barclay's Bank,
the Otteman Bank and the Anglo—Pelestine Bank “before the list is

transmltted to the Arab Governments.

BT

If Israel agrees to guarantee an advance of 100 pounds against

every bank aocount the procedure can easily be adjusted,

#* Not & restrictive list, .these establishments might work in
collaboration with the local banks,



Com. Gen./w 8/Rev l o
page 1 -

The State of Israel guarantees to the Trustee that a sum in
boﬁﬁdé.stefling‘eQﬁél to the advances paid by the hrab Governments
within the terms of the agreement will be placed at the Trustee's
disposal within 30 dax follow1ng the end of hostilities, or on an

agreed date.

On the other hand, the Government of Israel (or the Israell
- banks,) will receive fromAthe Trustee the recelpts given by the refugees
in order to liquidate the Arab bank accounts, or to debit them with a

sun equal to the advance paid,

3, Role of the Trustee.

The Trustee is chosen by the United Nations Conciliation
Commission for Palestine, in'agréement with the interested Governments,
those of" Israel, Syrla, Lebanon, the Hashemite Jordan Kingdom and -

Egypt.¥*
Iéé role is to serve as intermediary between the parties: o

(1) It guarantees to the Arab States reimbursement of the

advances made within the tepmsvof the agreement;

(2) It obtains from Isrsel the gudrantee that relmbursemant will
be made upon.presentation of the recéipts given by the Palestlne

refugess,

The selection of the Trustee will be a deiidate question. This
body must enjoy the confidenee, not only of the two parties (Israel
and the Arab States), but slso of the Coneciliation Commission., A
choice must be made between British snd dmericen banks. Certain
British banks have the adventage of being familiar w1th the
regulations of the Brltlsh Treasury and the financial market of the ™
Middle East; but on the one hand, they might be considered as
prejudiced in certain cases, and on the other hand, their selection

might be questioned by certain Arab benks,

Certéin Amefican banks are well known for impartiality and
financial reliability. It might be fesred, however, that they would
take too long to familiarize themselves with the special conditions of '
the transaction, if they should indeed secept the role of_Trustee, -

given the virtually non-existent sommereial interest of the transsction,

¥ Iraq ?
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Finally, subject to its acceptance, it would seem that ‘the Bank of
England would be the most desirable Trustee,

(1) The Bank of England maintains constant relations with the
Government of Israel through the Palestine Curreney. Board and the Anglo-
Palestine Bank It also malntains direct relations with Barclay!s
Bank, with the Ottoman Bank (Palestine), with the National Bank of
Egypt (Egypt), with the Bank of Syria and Lebanon (Syria and Lebanon),
and with the Ottoman Bank (Hashemite: Jordan. Klngdom), whlch represents

the Palestine Currency Board in the Hashemite Jordan Kingdom.

(2) Moreover, its activities,'even'in England, permit-it to enjoy
special facilities which would 51mp11fy the transaction, Given the
fact that Arab assets at present frozen in Israel areé in Palestine
pounds, one may assume that they are qovered by the assets of the
issuing‘aéency in Palestine (the Palestipe Currency Board), which are -
in blocked pounds sterling, It seems possible that the Bank of
England miéht‘set apart a sum equal to that envisaged for this trans-
action, against the assets of the Palestine Currency Board, and might
effeect the unfreezing of this sum in sterling on behalf of the Arab
States at the expiration of the transaction. This sum, blocked in
pounds sterling for the duration of the transaection, would. permit the
Arab States to make the necessary advance inslocal currency while being

covered in sterling equal to the amount of thosé advanees.

While the seléction of the Bank of England would present certain
advantages,'its appointment to the post of Trustse, in case it should
accept, would give rise to some objections. It might be maintained
that it would be prejudiced, since it would eventually be responsible
for obtaining, by itself, the implementation of the guarantee which
it would itself have given:; namely, reimbursement in transferable
This consideration gives rise to the view that certain Arab

sterling,
States might prefer the selection of the Federal Reserve Bank, or

another American ‘bank, as Trustee.

However, the selection of the Bank of England presents sufficient
advantages to warrant its reecommendation, The objections which might
be formulated with regard to it eould be answered, by a request that the
United Nations should arbitrate any differences which might arise, or by

fixing, through detailed agreements, the relations between the Trustee
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and the States concerned (or the. designated establishments).*

:“L: “Miscellansous questions

(1) Base Currency.

The following eufrencies are exeluded:

(é) Thé Isréeli pound, which ecould serve no useful purpose for

the Arab'issﬁing‘agencies, since they could not legally buse théir '
advances upon such coverage, this, without entering into the political

aspect of the question;

(b) The Palestine pound, sinee it could not serve to cover the
advances and can be utiliéed onlylin.Palestine and in the Hashemite
Jordan Kingdom;‘and for the reason that it will probably no longer '
exist‘as legal tender on the date when reimbursement will be made to
the Arab States - since Augustnl9h8 the Palestine pound has been
replace@ in israel by an iéraeli pound, and about January 1950 the

Jordan dinar would become lsgal tender in the Hashemite Jordan Kingdom,

It remeins, therefore; to find a ecurrency which will'Bé‘acceptable
to the Arab States from both the technical and the political point of
view. Given the fact that the assets deposited by Palestiniéns' )
in their banks béfore their flight were in Palestine pounds, ;nd that _
these Palestins pounds "are legally convertible into pounds stéfiing, |
the base currency indicuted would dppear to be the pound sterling.

However, a point of capital importance must be made here. The
'pounds sterling may, at the end.of the transaction,:either be
tronsferred to the No..2 adeount of the States which shall have made
the advances, that is credited to a blocked account,‘op be‘crédited to
their No. 1 account, upon which the ‘Arab States beﬁefitiné mﬁy draw at
will, up to the total of the advances which the& Havé made invlocal
currency to the refugees. e ‘ ' | '

The Arab ‘experts have stated>c£tegoric§lly that they will consider

the procedure of advances only if a formal guarantee is given that the

A}

#* It would also seem possible to ask a.personage of world repute in the
sphere of finance to agree to assist in arbitrating any differences
which might arise in applying this procsdure. The personage in
question might be proposed to the.parties concerned, by the Concilia-
tion Commission and would follow the progress of operations in the
technical sense on the Commission's behblf. =
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sterling which is reimbursed to the Arab Statss at the end of the
transaction is credited to their No, 1 account, That is, the Arab
States expect to recover pounds sterling which are "transferable!, or

in other words, capable of being turned to aczount at will within the

sterling arca (United Kingdom and "scheduled territories") and within

the transferable area,

- In conelusion, in the interests of simplifying the Opération of
the transaction, there is every advantage to the choice of the pound
sterling as the base currency. (&) It could, subject to certain
conditions of convertibiiity and guarantee of exchange, serve as
cover for the issuing agencies of the Arab countries and (b) it could

. be accepted unguestioningly by the Arab Governments from & political

point .of view.

PP oo

The guesbtion of the rate of interest to be charged by the éstab~
lishments which will be called upon to moke the advances is one which
must be settled between Israel, the Arab Governments and the cstablish-
ments in question (for insteonce, who will pay it and it will be the
amount).  Needless to say, it should be held to a minimum, in view

of the humanitarian purpose of the transaction.

(3) Rate of exchange for reimbursement

The rate of exchange for reimbursement must be determined between
the Trustee’and the Arab States, It may be considered that the rate
should beAfixed acdording to the relation between the pound sterling
and the Areb currency in quéstion, based upon the parities declared to
the International Monetary Fund, or those existing in the free market,
or the official market, during a given period. The gquestion of an
exchange guarantee must eventually be settled between %the contracting
parties (Israel and the Trustee; the Trustee and the Arab Governments).

(4) Total amount of the operation

It is impossible to determine the botal amount of the operation,
amount will difﬁer acdording to whether the advances ave made only to
holdefs of accounts which amounted to noﬁ move than 100 Palestine
pounds on Ll Jamuary 1948 (Israeli proposal), or whether advances up to
100 Palestine pounds are granted to all account-holders without dis~

tinction (Arab proposal), In any case, the operation will require
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considerable administrative work on the part of the banks, which will

be approximately the same whatever the total sum involved (1/4 or 1/2
million pounds). This expense will be translated into interest to

be paid to the intermediary organs for services rendered. Consequently,
in order to reduce this expense, it would be wise o provide for en
operation involving about 500,000 pounds sterling, or approximately 10

to 12% of the total amount of Arab bank accounts blocked in Israel.d

(5) Date of the final settlement

The date of the final settlement of +his transaction is indeter~
minate, and it would be desirable for the Trustee to obtain precise
details as to what the parties understand by "the end of hostilities'.
A formula might be proposed, which would be preferable from a banking
point of view, according to which.the date of explration would be
"60 days after the end of hostilities, or in any case, 1 January 1953
at the latest!.

(6) Place and date of meeting of the Mixed Committee of Experts

The experts of the Israeli and Egyptian Governments have declared
themselves ready to meet wherever and whenever the Commission desires;
They would prefer, however, that the meeting place should be the
nearast neutral spot: Mr, David‘Horowitz has suggested Cyprus as a
meeting place, since it is close to the financial services, the issuing
agencies and the banks of the two countries, and more easily accessible

than Jerusalem to the Egyptian experts.
* % ¥ ¥ *
IIT. CONCLUSION

The two parties have finally accepted the prineiple of a procedure

based on advances. This acceptance in prineiple must now find

L S s

* This total of 500,000 pounds sterling appears to be desirable (a) for
the prestige of the Conciliation Commission, which cannot launch an
operation on so ambitious a scale, from a banking point of view,
without being assured that the amount involved is appropriate to the
circumstances, and (b) from the point of view of the refugees, to
whom the Commission should provide tangible assistance.
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'eipression in specific agrgwménﬁg which will permit the application of
the prlnciple. o

A.m iq In order to lay down the preclsu conditlons of the procedure,
the Mlxed Commlttee of Experts should me3t, to submlt recommendations
to. the Con01llatlon Commi551on fpr Palesblne, whlch in turn may request

the Arab States and Israel to. apply that procedure.‘
. Agreements should then be concludeds

(a) between Israel and the Trustee, ‘and’
I (b) betwcen ‘the Arab States (or their issuing agencies or

K : banks designated for the purpose) and the Truatee.

However, as is apparent from the conditions laid down by the Arab
States as regards their acceptance in principle of this procedure, the
question of the selection of a Trustee (and the latter's eventual
approval by the States concerned), and the question of reimbursement

of the Arab Qovermments in trangferable sterling, remain to'be studied,

Without doubt these questions would logically arise after agreement
between the Israeli and Arab experts in the Committee, but the agreement
would run the risk of remaining theoretical if, specifically,

Great Britain could not guarantee to the arab States or to the Trustee
the unfreesing, at the end of the transaction, of a sum in pounds

sterling equal to the amount of the advances paid in local currency,

It would appear desirable,'therefore, to sound out the competent
British authorities, in order to determine (a) whether they consider it
possible to unfrecze a sufficient amount in sterling to permit the
operation to be carried through, and (b) whether the Bank of England

. could evehtually accept the role of Trustee,

B, The General Committee has follo&ed the negotiations step by step,
and its interventions, as well as those of the Principal Secrétary, with
the Arab and Israell delegations in New York, attesting as they have

to the importance .attached by the Conciliation Commission to the matter
of unfreezing of refugee funds, have resulﬁed in the acceleration of
conversations in the field, and in the achievement of an agreement in
principle upon the procedure suggested. In the course of the negotia-~
tions, the experts, Bgyptians as well as Israeli, have demonstrated a

sincere desire to co-operate, and it is thanks to their aetive assistance
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that in.spite of points of view quite divergent at the start, itqhas.

'flnally been p0351ble to establlsh the basis of a procedure.

C¢ The operatlon may be described,.finally, for Israel, as an
eveﬁtual release of frozen Arab capital which, for the time being,
will not endanger its position, and which will permit the Arab
Governments to make advances within the terms of the laws and
regulations of their issuing agencies, The compromise of which this
procedure is the result on the technical level is the cause uf its
imperfections, but that very character of campromise should also
permit it to achieve more quickly its prgcti#él purpose, that of

providing assistance to a certain number of the refugees,

(8) RENE SERVOISE
Economic Adviser

Jérusalem, 23 November 1949



