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Executive Summary

Introduction

The economic boom in Palestine that began in 2@@i7bly 2010 increased
real GDP by 33% above its 2006 level, following rforears of rapid
growth in the West Bank and a deep recession inGhea Strip with
limited recovery in 2010. Yet many Palestinians éehdeen inclined to
believe that this boom is an illusion. This is gy because its benefits
have been unevenly shared, and have flowed maindynployment rather
than real wages. This new study identifies the dgagmhic groups,
sectors, and locations that were winners, and thbaé were losers,
focusing on output, employment and wages. A fuleidy of who shared
the fruits of growth would also do a detailed exaation of poverty and
consumption using household survey data, thoughWeld Bank's
Coping with Conflict (2011) already has explored these issues in
considerable detail.

This study finds a kind of paradox: that 108,00pe were newly
employed, but that this was barely sufficient toptoy new entrants into
the labor force, and insufficient to reduce the necoy-wide
unemployment rate. In fact, it is worse than tkathout new employment
in Israel and the settlements that accounted fou@p3,600 — more than
one-fifth — of those newly employed in the wholeomomy, given the
rapidly growing labor force the unemployment rateuld actually have
risen in both the West Bank and the Palestiniaritdey as a whole. The
Palestinian economy has one of the highest ratésbof force growth in
the world, and for this reason it would have reggdimuch more rapid
growth to reduce the unemployment rate through employment in the
Palestinian economy alone.

There were other welcome benefits of growth, howe®8,000 of the
increase in employment was in wage employment. [Bwwgh total
employment grew only 13% as a result of growth he Palestinian
economy (excluding new employment in Israel andséitlements)wage
employmenin the Palestinian economy grew about 30% in bothWest
Bank and Gaza Strip, and private sector wage emmay grew even
more, about 39% in the whole Palestinian territdityis is explained by a
strong shift, among those who were already emplofredh unpaid work
in a family business to wage employment. A welcostéft from
underemployment to employment also took placeertiest Bank.



That is the good news. The bad news, however,atsttie real average
daily wage fell sharply in the whole Palestiniaromemy — by 11% —
because it declined 3% in the West Bank, and mudhédr, a staggering
31%, in the Gaza Strip. In other words, the galias flowed to labor as a
whole from economic growth were almost entirely ited to the
employment benefits; overall, labor did not reaphgan real wages from
growth, despite rapid growth in labor productivityhis was particularly
striking in the Gaza Strip, where, according to ri&muic Survey data,
labor’s share of value added fell by half, andltetaployee compensation
in the Gaza Strip actually declined sharply, everemployment grew. In
other words, in the Gaza Strip during 2006-2010 ghtre gain in real
GDP - and more — went to nhon-labor incomes. Theciygable conclusion
is that for the whole Palestinian economy the dipprtionate
beneficiaries of growth from 2006 to 2010 were thapients of non-labor
incomes such as profit, interest, and rent.

The report also finds that the gender pay gap &hirarsome low-wage

sectors and widened in one low-wage and one higiewactor. Refugees
lost ground in employment relative to non-refugeakhough refugee

camp residents did better than refugees as a whbkpercentage of the
male working age population that was employed nogske West Bank but

fell in the Gaza Strip, while the percentage of déaa of working age who
were employed fell in the West Bank and stayedIlpdle same in the

Gaza Strip.

This study recommends reviewing policies that téodcreate greater
inequality in income distribution, such as tax le#or firms that already
are highly profitable. In an earlier draft it recm@nded considering
establishment of a minimum wage, something which Balestinian
Authority actually announced in October 2012 woblel implemented,
though controversy remains about the level at whtighas set. This study
further recommends that the PCBS expand its dataction to allow
closer tracking of trends in employment and reajegaby governorate. A
central goal of all these policies should be tauemshat labor gains a fair
share of increases in GDP. The rock bottom mininpodicy goal should
be that nominal wages rise at least as fast aSohsumer Price Index, so
that the purchasing power of the average wage sl

Growth in GDP

1. In the whole Palestinian territory, real GDP 88s1% higher in 2010
than in 2006, expressed in constant US dollar€06#2for an average
annual growth rate of 7.4%. Real GDP in the WesikBaas 42.7%



higher in 2010 than in 2006, for an annual avegag®th rate of 9.3%
for these four years. In the same period, real @Dthe Gaza Strip
suffered a deep recession, and only in 2010 reedviy exceed its
2006 level, so that the cumulative growth rateeafl IGDP in the Gaza
Strip was 11.9% over the period.

2. Real per capita GDP (average income) in thesHailan territory,
expressed in constant US dollars of 2004, grew 42175 in 2006 to
$1510 in 2010, an increase of 18%. In the West Béntose from
$1460 to $1867 in the same period, for an incred&8%. The same
measure in the Gaza Strip fell precipitously frod®%in 2006 to $807
in 2008 before rising again to $980 in 2010, fared change over the
whole period of -2%. Like all measures of the fl@mf economic
activity at the beginning and end of a time perithis figure does not
capture the cumulative loss in output and incomé¢han Gaza Strip
during the deep recession of 2006-2008. By 201Dpeacapita GDP
even in the West Bank had not yet quite reachegrésious peak in
1999 of $1875, and in the Gaza Strip in 2010 It stas more than
one-fourth below its 1998 peak of $1336.

3. In the West Bank, two of the six broad econoattvities stood out
as faster growing than real GDP as a whole in plisod, and they
therefore substantially enlarged their contributiom GDP. The
contribution of Transport, Storage and Communicato GDP rose
from 8.7% to 11.5%, largely due to growth in telecowhile the
contribution of Construction rose from 7.3% to 26.3n contrast, the
share of industrial production (Mining, Manufachgj Electricity, and
Water) fell from 17.4% to 14.0%, and the share efviges and Other
Branches fell from 36.9% to 32.4%. The two remaingectors were
Agriculture, Hunting, and Fishing, whose share dDRGremained
exactly at 5.0%, and Commerce, Hotels, and Resttsjrahose share
dropped slightly from 10.6% to 10.1%. In contrastthe Gaza Strip
only one sector’s share rose by at least a futgregage point, and that
was Services and Other Branches, whose share goew57.4% to
60.7%. The shares of the other five sectors in Gézanged by less
than one percentage point during 2006-2010.

Growth in employment

4. Was growth “jobless”, as some have claimed?@none hand, there
were 108,000 more Palestinians employed in 2010 tha&2006; on
the other, the unemployment rate in the whole Balas territory was
the same in 2010 as in 2006 (23.7%).
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In the West Bank, the labor force grew 3.7% year on average
during 2006-2010, while employment in the localeBtihian economy
grew 3.1%. In the Gaza Strip, the labor force g6 per year,
while employment grew 3.4% per year. Because empdoy in the

local Palestinian economy in both regions grew nsbogvly than the

labor force, the unemployment rate would have riggthe Palestinian
Territory as a whole, and even in the West BanH,ihaot been for an
increase in the number employed in Israel andetteements.

Total employment in the Palestinian terriforgse by 17.0%, from
636,000 to 744,000, during 2006-2010. Of this, B entage points
are due to growth in the Palestinian economy properd 3.7

percentage points to an increase in Palestiniarioymment in Israel

and the settlements. The net number newly employedthe

Palestinian economy alone was 84,400. In the WaskB50,400 were
newly employed, as employment grew from 412,4004%2,800.

Employment in Israel and the settlements rose loyap3,600. In the
Gaza Strip 24,000 were newly employed, as employmese from

169,000 to 193,000. The term “employment” inclutlesse who were
reported as underemployed.

In the West Bank the 84,400 newly employed wsu#icient to
reduce the unemployment rate from 18.8% in 20067/t@% in 2010.
This reduction was not a consequence of growthhé Ralestinian
economy alone. Given the rapid growth rate of gigot force, the
reduction would not have occurred without the iasee in
employment in Israel and the settlements, whichvigem 28.1% of
the new employment and made the unemployment r&tpedcentage
points lower than it otherwise would have been.halit these jobs,
the unemployment rate would have been about 20@%he West
Bank, and would have risen in the Palestinian eegnas a whole.

Cumulative growth inncome-earning employmefivage employees
+ employers + the self-employed) was about 20% dker period
2006-2010 in the Palestinian territory, with grovinhthis category at
the same rate in the West Bank and the Gaza Strip.

Cumulative growth invage employmerdlone was about 30% in the
Palestinian territory as a whole, and almost eyati# same in both
the West Bank and Gaza Strip. This was greater ¢ginawth in total
employment, and greater than growth in income-egreimployment,

Includes Palestinian employment in Israel andsétdements.
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10.

11.

12.

13.

and was due to a major shift among employed perfons unpaid
family work to wage employment.

In the Palestinian economy as a whole, cunwdagrowth inprivate
sector wage employmemtas 38.5% from 2006 to 2010, excluding
employment in Israel and the settlements. In thaetBank, growth in
private sector wage employment was at least 40% thes period,
while in the Gaza Strip it was about 34%. Publictee wage
employment grew more slowly, by 21% in the Paléstirterritory as

a whole, by 16% in the West Bank, and by 27% inGlhega Strip.

Among those employed there was a shift fromeoemmiployment to
regular (“full”) employment. In the West Bank, thaumber
underemployed as a percent of all those employédrden 11.8% in
2006 to 9.3% in 2010, and in absolute terms it fidm 55,000 to
51,000. In the Gaza Strip, the same measure rose 7r1% to 9.3%,
and the number of underemployed increased fromDD2® 18,000. In
the whole Palestinian territory, it fell from 10.5%9.3%.

From 2006 through 2010, for each 1.0% of angt@ivth in real GDP
in the whole Palestinian territory, on average diaerperiod there was
0.46% growth in total employment, 0.62% growth riedme-earning
employment, and 0.93% growth in wage employment tle
Palestinian economy (excluding Israel and the esathts). In the
West Bank, for each 1.0% of growth in real GDP r¢heras 0.37%
growth in total employment, 0.50% growth in incoe®ning
employment, and 0.75% growth in wage employmenthim West
Bank Palestinian economy. For the Gaza Strip, tal ¢comparable
numbers were greater than one: for each 1.0% afammowth in real
GDP, on average over the period there was 1.18%vtgrin total
employment, 1.58% growth in income-earning emplaytmeand
2.34% growth in wage employment.

Public sector employment in the West Bank w&S$61of all
employment in the Palestinian economy (excludingdk and the
settlements) in 2006 and remained at the same iev2010. In the
Gaza Strip it was both higher initially (42% in B)0and rising (to
46% in 2010).

Changes in employment by demographic group

14.

To evaluate changes in employment this studynlynauses the
employment ratio (ER)often called theemployment-to-population
ratio. For a given demographic group it is the numbethat group

Xiii



15.

16.

who are employed, divided by the total populatiérihat group who
are of working age (15+). If the ER is 33.3%, tlieanghly speaking
each employed person 15 and over supports thrsemseof working
age (himself and two others) in that age group Wishor her earnings,
in addition to about three children. It is calcathtas the Labor Force
Participation Rate multiplied by the employmenerfaThe Palestinian
economy’s ER was constant over the period: 31.3%2006 and
31.4% in 2010. This was the result of divergenhdee in the two
regions, with the ER higher in the West Bank, asohg from 35.6%
to 36.2% over the period, but lower in the GazgSand falling from
23.5% to 22.6%. The Palestinian economy has theedoweported
employment ratio in the world; for comparison, Iseags 34%,
Jordan’s is 36%, and the average for MENA develpmauntries is
41%.

In the West Bank, the employment ratio for mese from 55.7% to
58.0%, and for women fell from 14.7% to 13.8%, gading that
women’s employment grew much more slowly than mehisthe

Gaza Strip, in contrast, the employment ratio fennfell from 40.9%
to 39.6%, and for women was almost exactly the san2010 (5.3%)
as in 2006 (5.5%).

Among males, by age group, it was men aged43&4do were the
main winners in employment in both the West Bank #ime Gaza
Strip. In the West Bank, their employment ratiorgased by 5.4
percentage points, and in the Gaza Strip their @R 6.4 percentage
points. In the West Bank, men 45-54 also gainedhva 3.7
percentage point increase in their ER. In bothamsgi the youngest
and oldest males were the groups with the smailheseases (West
Bank) or largest declines (Gaza Strip) in their ERg 2010 only
13.2% of males 15-24 in Gaza were employed, whikhe West Bank
35.2% were. The age profile of employment ratiasrfales, which
was already an inverted U in shape in both the VBaskk and Gaza
Strip, became a narrower, sharper U in both regions

Among females, the age profiles of their employmeatios tilted
during this period shifting in the West Bank fromaunger to older,
and in the Gaza Strip from older to younger. In Wdest Bank, the
only female age group whose ER rose was those 45éd; in the
Gaza Strip the ER fell or stayed the same for eage/ group except

By “employment rate” we mean the total number eshployed persons (including the
underemployed) as a percent of the labor force.
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17.

18.

one: among Gazan women 25-34 there was an inciredise ER from
8.3% to 9.6%, notable in an overall lagging econpragd likely
related to service sector growth.

Among males, by years of schooling, in both\ffest Bank and the
Gaza Strip employment ratios fell for the most srabt educated, that
is, the college educated and the tiny (and eldeglpup with no
schooling at all. In the West Bank, ERs increasgdHe three middle
groups, those with 1 to 12 years of schoolinghgsmost for those
with 10-12 years of schooling. In the Gaza Sttig, dnly group whose
ER rose was those with 1-6 years of schooling, anly by 0.2
percentage points. The group that lost most wagsnaith 7-9 years
of schooling, whose ER dropped by 4.8 percentageg$o

Among females, the employment ratio for every catggf years of
schooling fell in both the West Bank and the GazapSexcept
college-educated Gazan women, whose ER stayed tiedlgethe
same. In the West Bank this decline was 2-3 peagenpoints at most
education levels, and even for college-educated emothe ER fell
from 31.4% to 30.0%. However, because the employmatio of
college-educated women was higher, and becausendh#er of
college-educated women increased, the net dectin¢ghe overall
female ER was small in the West Bank, only froni7%4t0 13.8%. In
the Gaza Strip, nearly the only women in the Idiboce are college-
educated women, and their employment ratio wasl20r02006 and
essentially unchanged in 2010. This explains whey ER for Gazan
females fell only from 5.5% in 2006 to 5.3% in 2010

In comparing refugee with non-refugee employimesnds, data for
2007 and 2010 were used, because 2007 was theydastthat the
PCBS published data on refugees’ labor force stafbe overall
refugee employment ratio fell from 29.9% to 27.3%e reason was
that the majority of refugees live in the Gaza Gtrivhere total
employment grew much more slowly than did the wagkiage
population. Another was that in the West Bank tekigee ER fell
both absolutely (from 34.9% to 33.3%) and relativenon-refugees,
whose ER rose. However, in the West Bank the ERhase living in
refugee camps actually rose from 30.7% to 31.2%)yiimg that the
decline in employment ratio was for those refugees living in
camps.
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Changes in wages

19.

20.

21.

22.

The change in the real average daily wagedrPilestinian economy,
excluding employment in Israel and the settlememts -11.4% from
2006 to 2010, because the nominal average dailewase by only a
cumulative 5.7% (from 73.7 to 77.9 NIS) while cuatite inflation
was 19.3%. This economy-wide change masks an emsrrabasm
between wage changes in the West Bank and thabe iGaza Strip.
In the West Bank, the nominal average daily wage rb2.2%, from
76.5 NIS to 85.8 NIS; but with 16.0% inflation, theal average daily
wage fell 3.3%. In the Gaza Strip, the nominal agerdaily wagéell
15.7%, from 69.0 NIS to 58.2 NIS, and with cumwlati22.9%
inflation, the real average daily wage fell by 34.4

The real wage bill in the whole Palestinianrerny — wage payments
to all wage employees, public and private, exclgdirorkers in Israel

and the settlements — rose by just 11.7% over ¢hiegh the result of
about a 30% increase in wage employment, a 3.4%nddn average

days worked per month, and an 11.4% decline imghkaverage daily
wage. If the real wage had remained constant ineeas and average
days worked had not changed, the 30% increase ge wmployment

would have produced a 30% increase in the wageTlh#é fact that the
wage bill actually grew by only 12%, while real GIgRew by 33%,

means that labor’s share of value added fell. & \test Bank, the
wage bill grew 22%. In the Gaza Strip it fell 13%.

In the West Bank, in the establishments inadude the Economic
Survey, the employee compensation share of valdedadell from
25.6% of Gross Value Added in 2007 to 23.5% of GWAR010, while
in the Gaza Strip it dropped sharply from 28.292@®7 to 15.0% in
2010.

When we report a change in the average wagalfasage employees,
it is important to be aware of what we catimposition effectsn this

case, the composition of employment changes wétatidition of new
hires, and the behavior of the average wage ma¥ axasncrease in
the wage of existing employees, offset by the lowages of those
newly hired. In the West Bank, the real averageentg]l, yet it is

quite possible that those who were already emplaydde beginning
year (2006) did get a small real wage increaselishdal aggregate
data do not allow us to calculate exactly how lasgeh a wage
increase for existing employees might have beenwdder, the
formula we have calculated implies, for exampleattif existing
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employees received an average 16% nominal wagedser then new
hires must have received 100% of the wage thatiegiemployees
earned in 2006; and if existing employees recei@e?20% nominal
wage increase, then new hires must have receivaverage 87% of
the wage that existing employees were being pakDD6. The latter
would imply that existing employees received almut% increase in
real wages over the period, or about a 1% incrgeseyear. See
Appendix 1 and Section 5.7 for details.

This report presents changes in real wageotgrgorate, but it does
so after deflating nominal wages using region-w@knsumer Price
Indexes. The absence of CPIs by governorate makegpossible to
know which governorates truly enjoyed the largesi wwage changes.
In the West Bank the governorates with the largesninal wage
increases in percentage terms were Tulkarm, JéAthghwar,
Qalqgilya, Ramallah/Al-Bireh, and Bethlehem. In tG@&za Strip, all
governorates suffered devastating wage declingstheuhardest hit
were Deir al-Balah and Khanyounis, with 36% dedirie the real
average daily wage, adjusted for inflation using @aza Strip CPI.

Changes in labor income by demographic group andtse
24. There were some wage gains and some lossegofoen relative to

men in this period. One gain was that the numbewomen who
worked unpaid in a family business fell from 26%1@% economy-
wide, with the main decline in the Gaza Strip, vehthis number fell
from 21% to 3% of all employed women in Gaza.

In order to understand changes in wage levels,imhportant to realize
that the large majority of women wage employeeskewrin the

Services and Other Branches sector throughout 20@6: nearly
100% of women wage employees in the Gaza Stripaamjority in

the West Bank. This was the only sector in whidah dlrerage hourly
wage, estimated especially for this report, wagipesgual for men
and women, with women’s estimated hourly wage a# I2IS in

2006, compared to men’s 12.2 NIS. By 2010 womeelative pay in
the sector had fallen, with women’s estimated ayettaourly wage at
12.0 NIS and men’s at 12.5 NIS, a drop from 103%neh’s pay to
98%?3

From the published data it is not possible thvtbether factors such as possible changes in the
relative number of years of experience of malefenthle workers may explain some of this
change.
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In three other broad economic activities there aaszeable gender
pay gap, which in two sectorgdriculture and Commerce, Hotels &
Restaurants narrowed substantially over the period, and ithiad
(Mining, Quarrying, and Manufacturingslightly widened. Women'’s
estimated hourly pay in agriculture was in 200@rtkmvest wage in
any sector at 4.4 NIS per hour, which was 81% ofi'mestimated
hourly wage in the sector in 2006; this rose to 8@fnen’s pay in
2010. In manufacturing, women earned 5.3 NIS per 2006, 58%
of men’s estimated hourly wage, and this fell t&bé 2010. In
commerce, women earned 5.8 NIS per hour, 62% ofgrestimated
hourly wage, in 2006, and this rose sharply to 82%010. Overall,
both men’s and women’s wages fell in real termg, vomen’s real
average wages fell somewhat further, largely duthéodecline in the
service sector estimated hourly wage for women eatimates are for
the Palestinian territory as a whole, due to dasdlability.

In the West Bank, labor’'s share of value adiddidin three of five
broad economic activitiesindustry, Services and Transportation,
Storage, and Communicatiprand it rose slightly irinternal Trade
and substantially irConstruction In the Gaza Strip labor’s share of
value added fell in all sectors excepbnstruction where it rose
slightly. The largest declines in Gaza werdriternal Trade where
labor’s share fell from 19.2% to 5.9%, amddustry, where this
measure fell from 26.3% to 12.7%.

Economic Survey data show that, in large ssctoth above average
output growth from 2006 to 2010, labor’s share alire added tended
to fall, while in large sectors with below averagatput growth,
labor’s share of value added tended to rise. Abletease i$ost and
Telecommunicationswhose Gross Value Added grew from $242
million in 2007 to $604 million in 2010, expressiedcurrent dollars,
while employee compensation fell from 25% to 11%CGobss Value
Added.
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Chapter 1:
Controversy over the benefits of growth

1.1 Introduction

Real GDP in the Palestinian economy as a whole388&s higher in 2010
than in 2006 after four successive years of rap&tall growth, and yet to
many Palestinians the fruits of this growth are inanediately evident.
Was this growth “jobless”, as UNCTAD (2011) has aésed it? Who
participated in it, and who did not? Did growthdatput lead to parallel
growth in employment, or in paid employment? Didetéd to substantial
growth in real wages? And if growth and its fruiigere unevenly
distributed, which regions, governorates, sect@spnomic activities,
factor owners, and demographic groups gained, ahithwlost? This
report examines these questions in detalil.

1.2 Is the economic boom a myth?

Several Palestinian writers have, in one way otteeTto cast doubt on the
idea that there has been an economic boom, ordrgued that its benefits
have been minimal. Much of this was a responsaltolly Israeli Prime
Minister Benyamin Netanyahu in 2009 of a so-calledonomic peace”,
provoking criticism from a number of Palestinianiters. For one,
Netanyahu took credit for Israel, claiming thatriggluction of the number
of checkpoints in the West Bank was a significaatise of the West
Bank’s economic growth (Abunimah 2011). In contréise World Bank
(2011) and most observers credit the very largevwnbf international aid
for the high growth rate of GDP in the West Banknir 2007 on.
Netanyahu touted “economic peace” as a strategywiald somehow
resolve the conflict by creating economic linksvietn Palestinians and
Israelis — without an end to the occupation ondileéations of international
law.

These Palestinian writers strenuously objectedectieig both the
implications that Netanyahu drew from growth, aefecting to a great
extent the claims (published in humerous foreigwsenedia) of growth
itself. One point they pressed was that no amofiatoenomic growth can
demonstrate that the Israeli occupation is harmlessis becoming
harmless, and so does not matter and can saféfjnbeed. These writers
further rejected the implication that economic gitowould be credited to



the policies of Prime Minister Salam Fayyad, insgtinstead that to the
extent there was growth, it was due to the incregaggernational aid, and

suggesting further that the population at large beasefiting little or not at

all from the reported economic boom. In fact, s@rgued, the policies of
“fiscal responsibility” — trying to bring the PA dget more closely into

balance — actually made life worse for the poocabee certain revenue-
raising and cost-cutting measures fell heavilylangoor.

Ali Abunimah (2011) charged that the Palestinianneenic boom was a
myth and a lie, as was Netanyahu’s claim in a dpé®the U.S. Congress
that Israel could take credit for economic improeemin the West Bank
because some Israeli roadblocks and barriers hat bemoved. As
evidence that the boom was illusory, Abunimah cdath showing short-
term declines in total West Bank employment and wesges reported in
UNRWA'’'s semiannual update on the labor market saa (Ajluni
2011a:1, cited in Abunimah 2011). Riyahi (c2010jitimg for the NGO
Bisan Center for Research and Development, arghad workers, the
poor, and refugees living in camps were hurt by pelicies promoted by
the World Bank and adopted by the PA, such as megactricity billing
and other fees and new taxes. And while the Fayg@dkernment was
given credit for reducing the budget deficit, itsvactually the poor, he
argued, who were paying to close that gap. In r@fgrto economic
growth, he wrote, “this alleged growth has noteetitd positively on the
poor” (1).

Bahour (2010) did not deny that there had been aoan growth, but
asserted that growth was driven by internatiordaiview with which the
World Bank’s reportCoping with Conflict (2011) agreed); that the
“economic peace” slogan had been employed to dig#gntion from
relentless building of settlements; and that ag las Israel controlled, and
controls, land, water, movement of persons and gjobdrders, airspace,
electricity, and permission to build on over halfWest Bank land — in
short, most key economic resources and activitigsue development
could not and would not take place. He also redalle important fact,
found in every introductory macroeconomics texat t8DP measures bads
as well as goods. When, for example, Palestiniares farced by
checkpoints to take circuitous routes to their idasibns, they consume
more fuel and hence add to GDP — but this measme®thing bad, not
something good.

UNCTAD (2011) did not claim that the economic bodrad been an
illusion but pointed out that the unemployment ramained as high in



2010 as in 2006; that growth is aid-dependent; Beestinian private
sector activity is still severely constricted byalsli policies and actions;
and that although growth appears rapid, this islyp#ecause it started
from quite a low base after years of disruptionsrauthe Second Intifada.
The UNCTAD report also noted that about two-thiofishe revenue to the
Palestinian Authority, including a large sum ofastence revenues from
customs duties collected on Palestinian importgjeisendent on Israeli
willingness to hand these funds over to the PA.

The boom has indeed been driven largely by inteynak aid, and to a
lesser degree by an increase in Palestinian emglolyin Israel and the
settlements and in the real wage they are paidgr&ms designed to
expand lending for purchases of cars and homes hésee evidently
played a significant role in creating the boom. klehile, manufacturing
has languished, as imports of cheaper goods framadb notably from
China, have put some local production out of bissne

1.3 “Jobless” growth?

Growth in the Palestinian territory in the last fgears has been described
as “jobless” by UNCTAD (2011) because it did naduee the economy-
wide unemployment rate. Similar concerns have legnessed about a
number of economies in the Middle East and NorthicAf by studies
sponsored by the International Labor Office (IL@3, well as about some
economies in the rest of the world, and such studiee reviewed in
Chapter 2. The concern is for countries where, evleen real GDP grows
at a rapid rate, the unemployment rate fails td, @& falls only very
slowly. The claim is not literally that no jobs labeen created, but that
the number of jobs created is insufficient, for rapde, to restore single-
digit unemployment rates within the foreseeablartit

UNCTAD (2011) notes that by the relaxed definitiomhich includes
among both the labor force and the unemployed tiise®uraged workers
who are no longer actively seeking employment, themployment rate
rose slightly, from 29.8% in 2006 to 30.0% in 2qQPRCBS 2011b: Table
62; UNCTAD 2011). From 2006 to 2010 by the convemai definition
the unemployment rate in the Palestinian territemypained constant, and
in the West Bank it fell only by 1.6 percentage nt®i Even
acknowledging that the labor force was growing abpiit is disturbing
that sustained growth averaging 9.3% per year 2006 to 2010 in the
West Bank can produce such a small reduction inutieenployment rate.



Chapter 3 analyzes output growth, and Chapter 4epte employment
data, analyzing why the unemployment rate was gtergily high, and in
detail who were the main beneficiaries of employtgmowth. Chapter 5
explores changes in real wages, real labor incoragsl non-labor
incomes.

1.4 Sources and Methods

The data used here are mostly from the PalestiGantral Bureau of
Statistics (PCBS) annual Labor Force Survey andoNak Accounts, as
well as data on the Consumer Price Index. The L&dmoce Survey is a
household survey conducted year round, using alsamhjmouseholds that
is interviewed in four quarters within a time peri@f six quarters.
National Accounts data are compiled from a varitgources, including
the annual Economic Survey of establishments angk $oformation from
various other ministries and the Palestine Monetamyhority. For the
most part we use National Accounts data for reaPGiconstant dollars
of 2004. (Until 2005, the PCBS also reported re&PGin constant
shekels, but it ceased to report data in shekelssng other currency
except dollars, thereafter.) Transactions in theeddaian economy are
conducted primarily in three currencies: New Idgra8hekels (NIS),
dollars, and Jordanian dinars (JD). For example, shekel is used
commonly in street transactions, while some sadar{eotably in
universities) are paid in Jordanian dinars, someldhars, and some in
shekels. The PCBS converts all transactions toadolat the simple
average exchange rate prevailing during the yeguastion, a procedure
which could potentially introduce inaccuracies eses where economic
activity is concentrated during a particular perfdthe year (Ramadan)
during which the exchange rate may in some yeardiffterent from the
annual average. We ignore such a possibility is $hidy.

A truly comprehensive study of who enjoyed thetfuif growth and who
did not would also use household consumption amerditure data, and
link poverty data to other indicators. In fact, #erld Bank (2011) report
Coping with Conflict: Poverty and Inclusion in théest Bank and Gaza
does a thorough analysis of this kind, and thegorestudy cites its results
where they can enrich our understanding of trendie labor and national
accounts data.

In most of this study we use data for 2006-2010.2006, real GDP
declined economy wide, but renewed growth in 208@am the longest



continuous growth path for the Palestinian econsinge 1995-1999. The
ending year for this study is 2010 because itesldtest year for which the
revised national accounts data are available. Simedinal revision was

substantial, at least for the Gaza Strip, it wasntled unwise to add 2011
data to the study.

Changes in the way data were reported, howevergntadecessary in

some sections of this report to use data for 2@IB20r 2006-2009, or in
a few cases other time periods. Most notably, ttenBmic Survey began
reporting data in 2010 according to sectors defipgdhe International

Standard Industrial Classification (ISIC) Revisibnafter using ISIC Rev.

3 for many years. Since the changes were quiteidenable, some

sections of this study use just the five broad ascof the economy
reported consistently throughout the period. Oeations use 2006-2009
data.

A similar, but less comprehensive, change in categdook place in the

national accounts data in 2010 (and the PCBS alsategorized the data
from 2009 for comparability), but it was possibtethis case, too, to use
the six broad economic activities (including agltiete, which is not in the

Economic Survey), which had not changed.

The method used in this study has several distediatures. First, in
most of this analysis we have excluded data onsEaigns working in
Israel and the settlements — the number of themaogmg, the wages they
earn, and the hours and days they work — and asedmpiled, data only
on those employed in actually contributing to Paésn GDP. This is
because we are interested in how growth in real @Bfeluced in the
Palestinian economy has affected employment anoimes. This cause-
effect relationship is absent for workers in Israetl the settlements; and
their output is not part of Palestinian GDP. To toap the precise
dynamics of the Palestinian economy proper requéeesving Palestinian
workers and their wages and hours from the datd, raporting them
separately. In some cases it was necessary ta dbrinor gymnastics to
achieve this, notably in order to find the numbérw@ge employees.
Appendix 2 explains how wage employment in the §al@n economy
was calculated, taking account of changes in thg thha PCBS reported
the relevant data in the Labor Force Survey.

Second, in discussing productivity we exclusivede the concept of labor
productivity, that is, real value added per workdtained simply by
dividing real GDP by the number of persons employsmme researchers



prefer the concept of Total Factor Productivity tlaes residual in a Solow
growth model, calculated using data on labor arel hlue of capital

stock. However, measures of capital stock are mtsly inaccurate,

particularly as they are often based on accoumntites rather than actual
market value. And because TFP is a residual, uinigsually subject to

error: even a modest error in valuation of cagtatk can produce a quite
large error in the residual, making the whole einpirexercise somewhat
futile.

Third, in Chapter 4 we present output elasticibé€mployment, that is,
the percent change in employment divided by thegwrchange in real
output, for the whole Palestinian economy, and dach region (West
Bank, Gaza Strip), and for each of six broad sectéfe have calculated
these as arc elasticities for the sake of trangpgreising data only for the
beginning and ending years, such as 2006-2010 @07-2010 in one
instance, due to changes in availability of puldthdata). Some
researchers advocate estimating such elasticityediting a constant-
elasticity curve to annual data. However, reseascteport that by either
the arc elasticity or point elasticity method, swethsticities are volatile
depending on the beginning and ending year, amikein of this the more
transparent method is adopted here.

Fourth, in Chapter 4 on employment, we have redilgost entirely on a
measure that some researchers calleimployment to population ratio
and which we call simply themployment ratio (ER)For a given
demographic group, this is the number of personthat demographic
group who are employed, as a share of all persbm®iking age (15+ in
the Palestinian territory) in that demographic groilf we define the
number employed a#\, the labor force a4, and the working age
population ad, the employment ratés N/L, the labor force participation
ratio is L/P, and the employment ratio is the employment rabed the
LFPR, which is(N/L)(L/P) = N/P. An important reason for doing this is
that it there appears to be a tendency for womem avk not working to
report themselves as not being in the labor fondéle men who are not
working apparently tend to report themselves ashan labor force, but
unemployed. Using the employment ratio bypassesetl@®mplications
and simplifies the analysis.

The termemployment rates used here means the sum of what is reportddbie 1 of the
Labor Force Survey (PCBS 2011b, for example) as ‘thmployment rate” and the
“underemployment rate”. The PCBS category “emplopedsons” includes both the category
employmenand the categorynderemployment



Fifth, in Chapter 5 on wages and other incomess ihoted that it is
important to be aware of possildemposition effects interpreting some
of the data. The basic idea is this: that whenl taployment rises, the
change in the average wage is the result of twts fdtat may work in
opposite directions. One is a change, such as sibfp@dncrease, in the
wage of those workers who were already employedtter is the fact
that new hires may be paid lower wages, on aver#iggn existing
workers. The wages of new hires may drag down gecveages for all
those employed, so that paradoxically everyone b®ypecoming better
off (existing employees getting raises, while newe$ go from zero to
some pay), and yet the average wage falls. Appehdiiscusses such
issues in some detail, and Chapter 5 discusses tmene briefly.
Composition effects may also operate in a similaywith regard to
average hours or days worked (if new hires on aeemork fewer hours
than existing employees), or with regard to lab@dpctivity (if new hires
have lower labor productivity than existing emplegg however, the latter
two effects are mentioned only briefly in this retpo






Chapter 2:
Growth in GDP, employment, and labor productivity:
A literature review

2.1 The tradeoff between growth in employment andabor
productivity

The relationship between growth of output, of ergpient, and of labor
productivity is much discussed in the literaturéeTnternational Labor
Office (ILO) has long argued that policymakers dHodocus on

employment growth as among the most effective waysombat poverty.
However, many economists argue for focusing onrlgioductivity as a
way of maintaining competitiveness. What is certairthat for a given
growth rate of real GDP, there is a tradeoff betwegrowth of

employment and growth of labor productivity.

This is because it is a mathematical fact tbatput = (number of
workerg(labor productivity if labor productivity is defined as total output
divided by the number of workers. That is, if wepmss real GDP
(denoted byy) as number employedL) times labor productivity (real
value added per person employedy/hy:

y=L(y/) (2.1)

It is then also a mathematical fact that, for smhlnges, the growth rate
of y is approximately equal to the growth rate of thenber employed,
plus the growth rate of labor productivity (see Kag2005):

Oy ~ Ot Oy, (2.2)

(where ~ means “approximately equalsh equation (2.2), the tilde (~)
can only be replaced by an equals sign (=) fornitesimal changes,
though the approximation is fairly close for theaga of actual growth
rates typically encountered over short periodsthie case of the West
Bank economy, the numbers for equation (2.2) are:

42.7% ~ 14.6% + 24.5%

This is easy to prove by taking the natural lagar of both sides of equation (1) and then
differentiating to get growth rates; such growttesawill be instantaneous rates of change, and so
the resulting equation will be only approximate fioite changes, especially large changes over
multiple years, like those that took place over@@010. More precisely, = g. + gy + 9.(gy)

for finite changes.



In other words, real GDP in 2010 was 42.7% gretitan in 2006; the
number of persons in the West Bank employed in yciod) West Bank
Palestinian GDP in 2010 (which excludes those eyeglon Israel and the
settlements) was 14.6% greater than in 2006; arehwie divide West
Bank Palestinian GDP by the number employed in yeidy it, and
calculate how much larger it was in 2010 than i®&0we find it had
grown by 24.5%.

The literature, especially the ILO literature, sigly emphasizes that
growth in employment is a principal mechanism foamneling income to
those who might otherwise fall into poverty, or wénr@ already in poverty
and seek to escape it. The less rapidly employmews, the less likely
poverty is to fall. Khan (2007) cites studies, sushthose collected in
Islam (2006), that document a strong correlationtwben slow
employment growth and slow or negative poverty otidn in developing
countries. In addition, in 2003 the ILO adopted i@l Employment
Agenda, and seeks to fulfill its mission to contitdvto providing “full and
productive employment and decent work for all” (Bes2011: iii)). Many
of its studies place heavy emphasis on the need nfore rapid
employment growth, and this often appears to tal@ity over growth in
labor productivity.

At the same time, however, growth in labor produtstiis important in
order to maintain competitiveness with other caestiexporting similar
goods. For example, Ronnas (2011), in a study afiddba, observes that
increasing imports of manufactured goods have rat#tl an increase in
the capital intensity of manufacturing productiorMongolia and in value
added per worker, resulting in a decline in manui#ty employment
from 2000 to 2007 even while real manufacturingpatitmore than
doubled. No doubt a major factor is competitionlwdw-priced Chinese
exports that reflect both scale economies and h hagel of technical
development in China. In this case, the necessit\siifficient growth in
labor productivity to remain competitive acted aoastraint on growth in
employment. Indeed, for countries where employngoivth has been
relatively rapid, authors of country studies in gopases complain that
labor productivity grew relatively slowly, while ioountries where labor
productivity growth was relatively rapid, authorsocountry studies often
complain that employment growth was insufficienbr B given growth
rate of real GDP, there is an unavoidable tradeetiveen the two, a
constraint that can only be relaxed by achievingewapid growth of real
GDP.
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Salazar-Xirinachs (2011) notes studies that shoat, tm response to
increased imports and/or trade liberalization, safageloping countries
have experienced an increase in capital intengitymanufacturing,
contrary to the predictions of trade theory. Hisiggorecommendation is
therefore flexibility: to continue to promote emptoent growth, and yet
not to focus exclusively on promoting Ilabor-intesesi export
manufacturing with the short-sighted exclusive goafl creating
employment, since competitiveness — sometimes basadechanization
— can be critical to sustaining many manufactusunlgsectors.

Ideally, what we would like see is rapid enoughvgioin real GDP to

allow both for substantial employment growth and dnificant growth

in labor productivity. South Korea underwent sueapid growth, in the
1970s, with growth rates of real GDP of 12 to 1Ecpst, and the elasticity
of manufacturing employment with respect to valueldel in

manufacturing was 0.7; in consequence, the “Lergissition” took place
(based on Arthur Lewis’'s model of economic develepmwith an

unlimited supply of labor), with enough workersteag the agricultural

sector to drive up agricultural earnings and treeefalso real industrial
wages (Khan 2007). Real wages rose at the samasateerall income
per capita.

Khan (2007) suggests that income distribution vau@able that is relevant
in this context. For example, in seven of the eikian country studies
that his study reviewed, employment growth was éogehte, and in all
seven countries income distribution also worserldwe eighth country,
Malaysia, was the only one in which employment giowas adequate
and the only one in which income distribution dat worsen.

2.2 How does employment usually respond to growtimioutput?
2.2.1 The economy-wide output elasticity of empéogm

The output elasticity of employment (OEE) for aagivtime period is the
ratio of the percent change in employment to theee change in real
output over that periodThe OEE for the Palestinian economy as a whole
(excluding Israel and the settlements) was 0.462f6-2010, meaning
that a one percent increase in real GDP was assdcwith a 0.46%

6 Empirically it can be estimated by a statisticegression, to get a point elasticity, rather than

taking the actual percent change in employmentddiviby the percent change in real output,
which gives an arc elasticity. For the Palestidaanomy we have calculated arc elasticities.
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increase in employment. It is also sometimes catleel employment
intensity of growth.

Worldwide, for 160 countries, the average OEE 1®91:1995 was 0.34,
rising to 0.38 for 1995-1999, and then falling t8® for 1999-2003
(Salazar-Xirinachs 2011, citing ILO 2006). The emmiywide OEE for the
Palestinian economy, 0.46 for 2006-2010, is highan this; and the OEE
for the West Bank, 0.37 over this period, is highwan the 1999-2003
world average, and about equal to the 1995-1999ragee ILO
publications generally regard these values as @mably low. ILO
(2009: 49-50), in discussing future prospects &mowrery of employment
from the world economic crisis, refers to a 0.60E0&S “strong”, and a
0.40 OEE as “weak” employment intensity of growdb, that the overall
0.46 OEE for the Palestinian economy is about éntiiddle, and the West
Bank elasticity is weak, relative to what the IL€gards as desirable. An
OEE > 1, that is, with employment growing fastearttoutput, implies that
labor productivity is actually declining (Kapsos08&). We should add,
however, that it meanaveragelabor productivity is declining; but in a
growing economy, since many new workers have bddad it is possible
that productivity of previously employed workersshésen, while the
lower productivity of newly hired workers has draggdown average
productivity.

To be sure, there are measurement issues with (BHEgut elasticities of

employment can be quite volatile. This can be #uen when the OEEs
are calculated over multi-year periods. Where augpowth is very small,

it is particularly likely that the OEE may chandegmply from one period

to the next; one study observed that the time pgd® studied was “only”

13 years, so that statistical noise could be censlile (Kapsos 2005). The
same study noted that sectoral elasticities colsidl lae volatile. Here we
are studying even shorter time periods; and sontbeo©OEEsS, even at a
highly aggregated sectoral level, are indeed uelahotably, the output

elasticity of employment for the Gaza Strip was8#1for 2006-2009, but

1.19 for 2006-2010. This is because the denomiratbe percent change
in output — was negative for the first period, aather small but positive
for the full 2006-2010 period.

Also, elasticities reported from different sourceay not be completely
comparable. For example, the elasticities repartgdapsos (2005) were
all based on measures of real GDP in constant mgaéncy units, while

the real GDP figures for the Palestinian econongdus the present study
were all in constant US dollars of 2004, becausmf2006 on, the PCBS
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ceased to report real GDP in Israeli shekétstheory the conversion from
current dollars to constant dollars to obtain @aput should compensate
for that problem; in practice it is possible thaneersion of transactions
from different currencies is done with insufficieptecision to avoid
inaccuracy in OEE estimates for the Palestiniannecy. Hence the
reported numbers should be taken as approximaye® onl

For Arab Mediterranean countries the output eldgtiof employment
reportedly has on average been much higher inastedecade or so than
the world averages up to 2003 reported above iaz&gelXirinachs (2011).
European Commission (2010a: 35) compiled estimafe©EEs from
various sources, and although it said they wereesdmat “sketchy” and
“disparate”, the (unweighted) average labor demeliadticity calculated
by the ILO for Morocco, Algeria, Tunisia, Egypt,rdan and Lebanon was
0.86. While such robust employment growth mightnsemod, there are
two problems with it. First, the quality of much tifis employment is
reportedly poor, in work that is precarious andrpopaid. Second, the
fact that employment growth is so high means thhot productivity is
hardly growing at all, and in some countries it baen falling (European
Commission 2010a). A group of estimated OEEs to ME®buntries
compiled in the same source from a wider varietystoidies, including
some by the World Bank, ranged from the very loweleof 0.1 for
Lebanon during 1997-2007 to the very high levelld87 for Algeria
during an unspecified period. However, estimatesrfdividual countries
from different sources differed by as much as ark} the source does not
make clear how these estimates were made, or whitibge differences
arose because they covered different time periods.

A number of sources assert that the OEEs have desaiming, both in the
world and in particular countries. As already not&dlazar-Xirinachs
(2011) cites ILO data showing a decline in the quri999-2003 in the

7 In the Palestinian economy the most commonly wsecency in ordinary street transactions is

the Israeli shekel, although employees of somemzgtions are paid in dollars, and some rents
are paid in dollars, and universities typically payployees and collect tuition in Jordanian
dinars.

The PCBS converts all transactions for a ye#in@{simple) average exchange rate for the entire
year. If the volume of transactions fluctuates spally, and if there is substantial exchange rate
fluctuation during the year, it appears to be gpiissible for the reported growth rate in constant
Israeli shekels to differ from the reported growate in constant US dollars by as much as 1-2%.
Also, note also that Kapsos (2005) estimates pelemticities by statistical regressions, rather
than arc elasticities, as we have done here fosdke of transparency. He argues that a problem
with arc elasticities is that they are volatilejngehighly dependent on the particular years for
which the calculation is made; he acknowledges,avew that point elasticities also are often
volatile and highly dependent on the years covered.

13



world OEE compared to earlier periods, and sevaspkers report similar
declines in some countries since about 2000, ainothis is not a

universal phenomenon. Yeldan (2011) reports th#tenast decade or so,
widespread speculative activity in Turkey has gdr investment in

goods production and therefore slowed employmeeatmmn. European
Commission (2010a) says that OEEs (which were dudh) have been
declining in MENA countries.

2.2.2 Sectoral output elasticities of employment

Data on typical values are also available to somtent for individual
sectors, such as manufacturing, agriculture, sesyiand so on, although
in comparing sectoral elasticities across counttigscrucial to check that
sectors are defined the same way. European Conomig&010: 35)
reports that the average OEE in the industrial cse@h the Arab
Mediterranean countries was 0.35, and in the sers@ctor was 0.5 (the
time period covered is not reported in the souré®y. Egypt, Nassar
(2011) reports an overall OEE of 0.81 for 2000-200W a sectoral output
elasticity of employment of 0.65 for the manufatigrand mining sector
alone; 0.73 for “industry”, defined as mining, méaiuring, electricity,
gas, water, and construction — a definition thiieds from that used in the
Palestinian economy where construction is alwayparsge from
manufacturing); and 0.73 for “services”, defined fwsance, trade,
transport, communications, and community, social parsonal services
(also differently defined from the Palestinian $eeg sector, which does
not include transport or communication). Even agtize in Egypt has a
positive OEE of 0.51, while in some other countrmser some time
periods the OEE in agriculture is found to be niegaSectoral elasticities
also are sometimes marred by the lack of sectored mleflators, which
introduce inaccuracies. For example, in Ronnas (R4 study of jobless
growth in Mongolia, the mining sector, which minesinly copper but
also some gold, enjoyed a large increase in homiakle added from
2003 to 2007, due in very large part to a fourfioickease in the price of
copper. Because no sectoral price deflators weadlade, the nominal
sectoral values were deflated only by the overdllPGdeflator, greatly
distorting the estimated OEE for the sector.

The sectoral elasticities found in the presentystadd to be presented in
Chapter 4 in detail, were above 0.50 for four of lsioad sectors in the
rapidly growing West Bank Palestinian economy f@0&-2010. For a
fifth sector, Transport and Communication, the tetdag was 0.06, largely
due to phenomenal growth in telecommunications mpemied by little
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growth in that sector's employment. The sixth sed#griculture and

Fishing) had a negative OEE in this period due ueeline in reported
employment along with an increase in real GDP. ther Gaza Strip the
elasticities for 2006-2010 were all either negativgreater than 1. This is
because in three of six sectors employment felllevigéal value added
grew; in one sector, employment grew while realigahdded fell; and in
two sectors, employment grew by a larger perceant tieal sectoral value
added.

2.3 Conclusion

The recent experience of Palestine with growth, leympent, and wages
takes place in a world context of widespread canedrout employment
creation that is insufficient to reduce unemploymesites or poverty.
Growth in employment and in labor productivity dreth important, and
for a given growth rate of real output, there isaaleoff between the two.
An output elasticity of employment higher than Oat@l lower than 1.00
seems to be regarded as preferable by the ILO tlane@lasticities to be
presented in detail in Chapter 4 do fall in thatge for the West Bank,
though not for the Gaza Strip.
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Chapter 3: Changes in real output

3.1 Overview

Real GDP in the Palestinian economy as a whole fn@w $4.3 billion in
2006 to $5.8 billion in 2010 (in constant dollafs2004), an increase of
33.1% over four successive years of rapid ovenaivth. This was the
consequence of two opposite trends over the pevitekt Bank real GDP
grew by 42.7%, from $3.0 billion to $4.3 billion.ednwhile, the economy
of the Gaza Strip collapsed under a stranglingKade, with real GDP
there falling from about $1.3 billion in 2006 td3& below that level by
2009, and only recovering to $1.5 billion, 11.9%wab its 2006 level, by
2010.

Real per capita GDP for the Palestinian economtgr dfaving declined

steeply during the Second Intifada, grew at a suitisti pace beginning in
2007, but as Figure 3.1 shows, by 2010 still wéeviéts previous peak
reached in 1999. In constant dollars of 2004, @gita GDP grew from

$1275 in 2006 to $1510 in 2010, an increase of%8Hor the West Bank,
this measure grew from $1460 to $1867, a 27.9%easw, during 2006-
2010, while for the Gaza Strip it fell from $996%680, a decline of 1.6%.
In the Gaza Strip, by 2010 average income was atiiost one-fourth

lower than at its previous peak of $1336 in 1998&sThapter focuses on
changes in real output. Chapter 4 will present datamployment and the
output elasticity of employment.

Figure 3.1 Average income by 2010 had still not rehed its previous
peak even in the West Bank, much less in the Gaz#ip
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3.2 Value added by economic activity

From 2006 to 2010, all sectors grew in real tenmthe West Bank, while

in the Gaza Strip many sectors initially shranki tcovered enough by
2010 so that they showed some growth over 2006; oné {[Transport,
Storage and Communicatipmvas reported by the PCBS to have shrunk
absolutely in Gaza over the period, and we disthegsshortly.

Figures 3.2a, b and c and Table 3.1 show the trendsl value added by
economic activity in the West Bank. All economidiaties are divided
into six broad categories, the same ones usect inathor Force Surveyin
order to link changes in real output with changesemployment. In
Figures 3.2 (West Bank) and 3.3 (Gaza Strip) as ageTables 3.1-3.2, all
numbers represent the share of the economic gciiviegional GDP. The
share of an economic activity in regional GDP wéinain constant if that
activity’s value added grows at exactly the sante & regional GDP. For
example, in the West Bank, real value addedgmniculture and Fishing
grew from $150.0 million in 2006 to $212.2 milli@am2010, an increase of
41.5% over the period, very close to the overadingh in real GDP of
42.7%; as a result this sector’s share of GDP wperted by the PCBS to
be the same in 2010 (5.0%) as it was in 2006.

Figure 3.2a: Major economic activities whose sharef West Bank
GDP, in constant dollars of 2004, fell by more than
one percentage point from 2006 to 2010
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Source: Author’s calculation from PCBS (n.d.) argBS (2012, Table 8).

o In a later section we have approached the lirtkvden growth in real output and growth in

employment in a different way, using the Economiev8y data in which the two variables are
collected by the same method in the same survey.
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Figure 3.2b: Major economic activities whose sharef West Bank
GDP, in constant dollars of 2004, changed by ledsan
one percentage point from 2006 to 2010
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Source: Author’s calculation from PCBS (n.d.) ai@BS (2012, Table 8).

Figure 3.2c: Major economic activities whose sharef West Bank
GDP, in constant dollars of 2004, rose by more than
one percentage point from 2006 to 2010
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Figure 3.3a: Major economic activities whose sharef Gazan
GDP, in constant dollars of 2004, changed by ledsan

one percentage point from 2006 to 2010
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Source: Author's calculation from PCBS (n.d.) an@BS (2012, Table 8). The new
categories used in reporting economic activitie’0t40 were reconciled with the
previous categories.

Figure 3.3b: Major economic activity whose share oGazan
GDP, in constant dollars of 2004, rose by more than

one percentage point from 2006 to 2010
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Source: Author’s calculation from PCBS (n.d.), aR@BS (2012, Table 8). The new
categories used in reporting economic activitie’0t0 were reconciled with the
previous categories.
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Table 3.1: Percentage contribution to GDP by econoim activity, West
Bank, 2006-2010, at constant prices.

West Bank 2006 2007 2008 2009 2010
Agriculture and fishing 5.0% 5.0% 5.3% 50% 5.0%
Mining, manufacturing, elect. & water 17.4% 183% 17.2% 15.2% 14.0%
Mining and quarrying 0.7% 0.6% 0.695 0.6%% 0.€%
Manufacturing 17.4% 18.3% 13.8% 12.9% 11.5%
Electricity and water supply 2.5% 2.8% 28% 7%. 1.9%
Construction 7.3% 6.8% 7.4% 8.7% 10.3%

Wholesale and retail trade 2009-2010: &
repair of motor vehicles & motorcycles 9.7% 10.3% 11.1% 11.1% 9.5%

Transport, storage and communications 8.7% 9.7% 9.1% 12.5% 11.5%
Financial intermediation 2009-10:

Financial & insurance activities 4.3% 5.8% 6.4% 5.7% 5.8%
Services 16.7% 16.0% 16.5% 17.5% 18.0%
Real estate, renting and business services

2009-10: Real estate activities 6.6%%0 6.1% 6.2% 9%b. 5.9%

Community, social and personal services 1.0% 1.0% 1.5%
Hotels and restaurants 2009-10:
Accommodation & food service activities 0.9% 0.8% 0.7% 0.4% 0.6%)

Education 5.7% 5.7% 5.7% 59% 5.3%
Health and social work 2009-10: Human

health & social work activities 2.5% 2.4% 2.3% 2.8% 2.8%

2009-10: Professional, scientific & technic

activities 1.2% 1.7%
2009-10: Arts, entertainment, and recreation 0.2% 0.4%
2009-10: Other service activities 1.0% 1.2%

Public administration and defense 12.8% 11.6% 11.3% 9.7% 9.1%

Households with employed persons 0.1% 0.1% 0.1% 0.1% 0.1%

Public owned employed persons 3.9% 4.0% 2.4%

Less: FISIM -2.6% -4.6% -6.3% -49% -4.9%

Plus: Customs duties 7.6% 6.696 7.7% 7.6% 8.3%

Plus: VAT on imports, net 9.1% 10.4% 11.8% 11.£% .8®

Gross Domestic Product 100.0% 100.0% 100.0% 100.0% 100.0%

Sources: PCBS (2012) and
http://www.pcbs.gov.ps/Portals/_pcbs/NationalAcdstBil%20percent%2094-08.htm. Some
changes were made in the classification syster@Gos-2010.
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Table 3.2: Percentage contribution to GDP, by ecomaic activity,
Gaza Strip, 2006-2010 at constant prices.

Gaza Strip 2006 2007 2008 2009 2010
Agriculture and fishing 6.7% 71% 7.7% 7.5% 6.8%
Mining, manufacturing, elec. and water 9.7% 7.0% 10.6% 6.8% 9.9%
Mining and quarrying 0.0% 0.09 0.09> 0.0%% 0.0%
Manufacturing 6.3% 2.7% 2.4% 2.2% 1.5%
Electricity and water supply 3.4% 4.3% 8.246 69%. 8.4%
Construction 7.0% 59% 3.5% 3.3% 7.9%

Wholesale and retail trade

2009-2010: & repair of motor vehicles &
motorcycles 9.3% 8.1% 7.3% 7.6% 9.1%
Transport, storage and communications 1.9% 1.3% 0.7% 1.3% 1.3%

Financial intermediation
2009-10:Financial & insurance activities 4.1% 6.6% 3.7% 3.3% 2.1%

Services 26.2% 32.4% 33.9% 36.0% 33.3%
Real estate, renting and business servic:2s
2009-10: Real estate activities 78% 11.0% 11.2% 13.6% 9.6%

Community, social and personal service: 1.3% 2.1% 1.8%

Hotels and restaurants 2009-10:

Accommodation & food service activities 1.09> 0.8% .6% 1.2% 1.1%
Education 12.9% 14.8% 16.1% 15.4% 14.5%

Health and social work
2009-10: Human health & social work

activities 3.2% 3.7% 4.2% 3.9% 4.0%
2009-10: Professional, scientific &

technical activities 0.9% 1.1%
2009-10: Arts, entertainment, and

recreation 0.2% 0.6%
2009-10: Other service activities 0.7% 1.6%

Public administration and defense 22.2% 22.0% 22.8% 28.9% 26.3%

Households with employed persons 0.0% 0.0% 0.0% 0.2% 0.1%

Public owned employed persons 59% 4.4% 3.4%

Less: FISIM -38% -83% -3.7% -28% -1.8%

Plus: Customs duties 4.6% 4.9% 3.8% 3.0% 2.0%

Plus: VAT on imports, net 7.5% 6.295 8.69%5 4.9% 3.0%

Gross Domestic Product 100.0% 100.0% 100.0% 100.0% 100.0%

Sources: PCBS (2012);
http://www.pcbs.gov.ps/Portals/_pcbs/NationalAcdstBil %20percent%2094-08.htm.
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3.2.1 The West Bank

While real GDP in the West Bank was growing at aarage annual rate
of 9.3% from 2006 to 2010, there were two sectoas shrank as a share
of GDP, as they grew more slowly than GDP as a &htwo sectors
whose share of GDP remained about the same; andséators whose
shares of GDP grew. Figure 3.2a shows thatMiréng, Manufacturing,
Electricity and Watersector continued a long term declining trend & it
share of GDP, a trend that dates from 2005 in thestVBank, although
there was an earlier decline from 1994 to 1996 ak. Wespite the fact
that this sector’s value added grew in real teritss,share of GDP
nevertheless fell from 17.4% in 2006 to 14.0% id@0OWithin the sector,
the decline occurred almost entirely in the manwideg subsector. The
real value added generated in West Bank manufagturicreased from
$420 million in 2006 to $489 million in 2010, a sler rate of growth than
in the West Bank economy as a whole, while in Gazd manufacturing
value added collapsed from $85 million to $23 miili The net effect was
a very small absolute increase in manufacturingievaddded economy
wide, and a large decline in its share of GDP, fibh?% to 11.5%. Real
value added in the Electricity and Water Supply sealor remained
roughly constant as a share of GDP overall, falimghe West Bank and
rising in Gaza.

Services and other Branchess the other sector whose share of GDP fell,
from 36.9% in 2006 to 32.4% in 2010. This also turéd a longer term
trend that began in 2003: The sector’s real outysua share of real GDP
had grown from less than 30% in 1994 to 43.0% @32@&nd then begun a
long decline. As we will see, however, the servieestor in the Gaza Strip
expanded sharply during 2006-2010 as a share arGaal GDP.

For the West Bank, Figure 3.2b shows the two sedtothe West Bank
whose share of real GDP remained roughly constanmt £006 to 2010,
namely, Agriculture and Fishing already mentioned above, and
Commerce, Hotels, and Restaurambiose share fell slightly, from 10.6%
in 2006 to 10.1% in 2010.

101t is perhaps worth mentioning that the shareadfector in GDP is here reported as in the

National Accounts data, Table [1]. However, thaltaff the sectoral shares does not add up to
100%, simply because the part of GDP which is rimcated to sectors, but consists of
adjustments made in the aggregate to all secté®8MF Customs Duties + net VAT) has risen
gradually over time. If we divide the reported seat share by (GDP — FISIM — Customs Duties
— net VAT), the trends are qualitatively similaytithe shares are somewhat different. The
difficulty with this procedure is that in fact ticestoms duties very likely should not be allocated
equally across sectors, since not all sectorsylikalve similar import propensities — but we do
not have the data needed to properly allocate them.
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The sectors that grew rapidly enough to somewhatase their share of
real West Bank GDP are shown in Figure 3Qanstructiors share grew

from 7.3% in 2006 to 10.3% in 2010, all of this @tb taking place in

2009-2010. In the West Bank, the share Toansport, Storage, and
Communicatiorgrew from 8.7% in 2006 to 11.5%, with a large jump

2009.

3.2.2 The Gaza Strip

Turning to the Gaza Strip, the pattern was mucfewift, as shown in
Figures 3.3a and 3.3b. Reporting the data only 2006 to 2010 is a little
misleading, because several sectors contractegdlghlaoth absolutely and
relative to the whole, in the intervening yearsd atien recovered
significantly in 2010. The share dgriculture and Fishinghas been
declining over the long term, partly because ofvtleesening water quality
that long ago destroyed export production of citrusistorically the main
crop in Gaza. However, as the manufacturing andstooction sectors
declined, and real GDP as a whole declined, aguit share (but not its
absolute value added) rose — from 6.7% in 2006.7807n 2008, with a
decline by 2010 as other sectors recovered someweat agricultural
value added in 2010 (in 2004 dollars) was $102ioniJlsomewhat higher
than the $90.3 million in 2006, but substantialiyvéer than the $129.0
million peak in 1997 or the more recent peak of& Inillion in 2004.

In Gaza,Mining, Manufacturing, Electricity and Watedso declined over
the long term, but with two quite distinct periods:sharp decline from
17.9% of GDP in 1994 to 6.0% in 2000, followed byapid recovery to
16.5% in 2002, and then another sustained deatir®@#% in 2006 and
further to 7.0% in 2007. Over the period 2006 ta@Qhe sector’s share
fluctuated sharply — presumably as a result ofrmitéent availability of
inputs — ending in 2010 at 9.9%, almost the sanaresias in 2006.
However, the lack of a trend in this aggregategmte masks two sharply
opposing trendsManufacturing declined from 6.3% of Gazan GDP in
2006 to 1.5% of GDP in 2010, while the share ofdleetricity and water
sectors together grew from 3.4% to 8.4%.

Constructiors share also has fluctuated widely over the loagnmtin
Gaza. At its peak in 1999 it produced over 10% aifig added, but by
2002 its share was only 3.0%. From 7.0% in 2006 d&etor's share
declined to 3.3% in 2009 and then recovered styomgR010 to 7.9% of
GDP, presumably both because of relaxation of imnpestrictions and
because an increasingly wide range of inputs weing available
through enlarged and reinforced tunnels (Pelhami 201
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The share ofCommerce, Hotels and Restaurasimilarly dipped after
2006 and then recovered by 2010, so that over ti@enperiod there was
essentially no change from its share of 10.3% 620 its share of 10.2%
in 2010. Here, too, this followed a long term deicly trend.

Finally, the share of th&€ransport, Storage and Communicatisetor is

reported by the PCBS to have declined over the 2006, also after a
long decline with some interruptions. From 1.9%206 its share fell
slightly to 1.3% in 2010. In some ways this treadsirprising, in light of

the fact that until 2010 most goods were enteffimgugh Rafah and would
need to be transported to other parts of the Gadp. Fowever, quite

possibly the bulk of the value added was allocatatie national accounts
to commerce or some other sector. It is also plessiat not all of these
activities are actually captured in GDP, or thaer¢h are significant
measurement problents.

Within these trends, a few subsectors are worthgpafcial note. In the
Gaza Strip, withinServices and Other BrancheBealth and education
together — which together contributed over halftlé service sector’s
value added — grew from 16.1% of GDP in 2006 t&%8in 2010, with
the bulk of it being education. One possible redsorthis is that in many
countries, when employment is scarce more peopid te enroll in
educational programs.

Also within Services and Other Branchepublic administration and
defense, which contributed only 22.2% of Gaza's GDR006, made up

fully 28.9% in 2009, though this receded again 3% in 2010. In

constant dollars of 2004, the total spent in Gaza2010 on public

administration and defense was $396.0 million, taegest annual

expenditure ever there, and much higher than tee€p06 peak of $317.2
million in 2005. This clearly does not include ergiures by the PA to

pay the salaries of its employees in Gaza, whi¢hAaspokesperson has
recently reported have been $120 million per marghtinuously since

2007 (Abdalla 2012).

Turning to sectors defined by the type of entitgttbngages in economic
activity, during 2006-2010 the household sectoisitdbution to GDP
declined from 37.0% to 29.4%, and there was aneas® in the
contribution of the financial and non-financial engrise sectors combined

™ For example, real GDP was initially reported bg PCBS at 0.1% higher in 2010 than in 2006,
but the revised figures showed 11.9% higher reaP@D2010 than in 2006.
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(27.9% to 34.1%; Figure 3.4), while the share ef NPISH sector (Non-
profit sector serving households) in GDP declinddyhtdly, after
fluctuating during the period. The government sestacontribution
increased from 18.0% to 19.3%, apparently in padabse both the PA
and Hamas were paying government employees in Garae of whom,
primarily outside the health and education secthds not continue to
work, but did continue to receive pay)Data on institutional sectoral
shares of output are not published by region, sodeenot know how
trends in the West Bank may have differed fromdseim the Gaza Strip.

Figure 3.4 Changes in contributions of sectors t&DP, 2006-2010:
shrinking household sector, growing financial and
non-financial enterprise sectors.
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3.3 Conclusion

There was a robust economic boom in the West Baakamy from 2006
to 2010, even as the Gazan economy was being dushéhe siege of
imports and blockage of exports, and then begintngecover. The
private sector (financial and non-financial entexgs) expanded its
contribution to real GDP by about $0.8 billion ipsalute terms, from $1.2

2 The total of the five institutional sectors daest add up to 100% because there are three

additional items: FISIM (Financial Intermediate Bees Indirectly Measured), Customs Duties,
and Value Added Tax, whose total also increased 2606 to 2010).
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billion to $2.0 billion — an increase of about 65%while the household
sector’s contribution only barely grew in absoltgems, from $1.6 to $1.7
billion, falling sharply as a share of GDP. The gownent sector
increased its contribution to real GDP from $0.Hids in 2006 to $1.1
billion in 2010, an increase that raised its sltir€DP somewhat.
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Chapter 4: Changes in employment

4.1 Employment in the Palestinian territory

Employment rose substantially during 2006-2010.2006, there were
636,000 employed; by 2010, after four years of @ghpwi08,000 more
Palestinians were working, for a total of 744,080, increase of 17.0%
(see Table 4.1). Yet the unemployment rate econaidg- remained at
23.7%. Cumulative employment growth in the Paléstineconomy —
excluding Israel and the settlements — was ongih8ii greater in the West
Bank, at 14.6%, than in the Gaza Strip at 14.2% {s&bles 4.2 and 4.3).
The next section gives some historical backgroumtiigh unemployment
rates, and explains how it happened that employgrentth during 2006-
2010 was only just sufficient to employ new entsainto the labor force,
so that the unemployment rate did not fall.

The chapter continues by describing the shifting toward more income-
earning employment and especially more wage emptoynparticularly
in the private sector. It goes on to analyze whiettors, governorates, and
demographic groups benefited most and least froenativgrowth — or, in
the Gaza Strip, which groups were hurt most, anéclwieast, by the
economic crisis. In particular, it analyzes empleymtrends by gender,
age, years of schooling, and refugee status. inialexplores what we
can discern from PCBS data about improving job iguaker this period,
mainly in the form of a shift from underemploymetd regular
employment, and from unpaid to income-earning work.

Table 4.1: Growth of real GDP, employment, GDP peworker, and
GDP per capita, Palestinian territory (West Bank aml Gaza).

Occupied Palestinian territories
(West Bank and Gaza)*

Real GDP (millions of constant 2004 US

2005 2006 2007 2008 2009 2010

dollars) 4560 4322 4554 4878 5239 57514
Growth rate, real GDP 52% 54% 71% 7.4% 9.8%
Cumulative growth of real GDP over

2006 54% 12.9% 21.2% 33.1%
Average annual growth of real GDP,

2006 on 54% 6.2% 6.6% 7.4%
Total persons employed (1000s) 636 690 637 719 V44
Growth rate of employment 85% -3.3% 7.8% 3.5%

29



Occupied Palestinian territories
(West Bank and Gaza)*
Cumulative growth of employment over

2005 2006 2007 2008 2009 2010

2006 85% 4.9% 13.1%17.0%
Average annual growth, employment,

2006 on 85% 24% 4.2% 4.0%
Persons employed, except in Israel &

settlements 581.4 629 600 646  665.3
GDP per person employed in producin

that GDP 7436 7245 8135 8115 8642
Growth rate of GDP per employed persion -2.6% 12.3% -0.3% 6.5%
Cumulative growth of GDP/L over 200¢ -26% 94% 9.1% 16.2%
Average annual growth of GDP/L, 2006

on -26% 46% 3.0% 3.8%

Cumulative growth rate of employment

over 2006, excluding Israel and the

settlements 8.1% 3.2% 11.1% 14.5%
Average annual growth of employment

2006-2010, excluding Israel and the

settlements 3.5%
Output elasticity of employment, 2006-

2010 0.46
GDP per capita (in US dollars of 2004) 13872275 1303 1356 1416 1502
Growth rate, GDP per capita -8.1% 22% 41% 44% 6.1%
Cumulative growth, GDP per capita, over

2006 22% 6.3% 11.0% 17.8%
Average annual growth, GDP per capit

2006 on 22% 3.1% 35% 4.2%

SOURCES: Real GDP and real GDP per capita: PCBSL{Z®012); Employment: PCBSbor
Force Survey 201(PCBS 2011b); and author’s calculations.

In this table, "persons employed" is the sum ofpyment” and "underemployment” as reported by

the PCBS.abor Force Survey

1. (*) The data exclude those parts of Jerusalemhnmivere annexed by Israel in 1967.

2. For real GDP, the base year for 2004-2010 ig1200

3. Output elasticity of employment is calculateshfraverage annual growth rates.

4. In 2006, the PCBS reported that 11.7% of the QY employed persons in the West Bank were
working in Israel and the settlements, while in @@e same category of workers was 14.2% of
the 551,000 employed persons in the West Bank (POBS2010, Tables 1 and 20). These are
54,639 and 78,242, rounded off here and in Talle¢d 54,600 and 78,200. Of Gazan residents,
0% worked in Israel or the settlements in this griaccording to théabor Force Survey
However, OCHA (2008: 4) reports that 64,000 Pahéestis worked in Israel and the settlements
in 2006, citing the IMF'sMedium Term Macroeconomic and Fiscal Framework tfex West
Bank and Gazdor 2007 (OCHA 2008: FN12). Table 1.1 and 1.2 refythe PCBS numbers,
however. For 2006 and 2010 only, one decimal pisicetained for clarity and consistency here
and in the text, since 78,200 — 54,600 = 23,604, rannding these off would compel us to say
that 78,000-55,000 = 24,000, which is not true.
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Table 4.2: Growth of real GDP, employment, and GDP
per worker, West Bank.

West Bank* 2005 2006 2007 2008 2009
Real GDP (millions of constant US dollars of

2004) 2877 2978 3317 3717 3980
Growth rate of real GDP 35% 11.4% 12.0% 9.5%
Cumulative growth of real GDP over 2006 11.424.8% 36.7%
Average annual growth of real GDP, 2006 o1 11.4% 11.7% 11.0%
Total persons employed (1000s) 467 489 489 530
Growth rate of employment 4.7% 0.0% 8.4%
Cumulative growth of employment over 200¢ 4.7% 7%. 13.5%
Average annual growth of employment from

2006 on 47% 2.3% 4.3%
Persons employed, except in Israel and

settlements 412.4 428 422 456
GDP per person employed in producing @2

uUsD 7221 7753 8817 8721
Growth rate of GDP per employed person 7.4% 13.7%1%
Cumulative growth rate of GDP/L over 2006 7.4% 22.1% 20.8%
Average annual growth of GDP/L, from 200€

on 7.4% 10.5% 6.5%
Cumulative growth of employment over 200¢

except Israel and the settlements 3.8% 22% 10.7%

Average annual growth rate of employment,
excluding Israel and the settlements

Output elasticity of employment, 2006-2009

SOURCES: GDP: PCBS (2009b, 2010a, 20114, 2012)Idyment: PCBS 2011b; and author’s
calculations. "Persons employed" is the sum of ‘legmpent” and "underemployment" as reported

by the PCBS Labor Force Survey.

1. (*) The data exclude those parts of Jerusalemhnmivere annexed by Israel in 1967.
2. For real GDP, the base year for 2004-2010 i€200

3. Output elasticity of employment is calculateshfraverage annual growth rates.
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Table 4.3: Growth of real GDP, employment, and GDP
per worker, Gaza Strip.

Gaza Strip 2005 2006 2007 2008 2009 2010
Real GDP (millions of constant US dollars of

2004) 1683 1345 1237 116z 12600 1505
Growth rate of real GDP -20.1% -8.0% -6.1% 8.4% 19.5%
Cumulative growth of real GDP over 2006 -8.(% .68 -6.3% 11.9%
Average annual growth of real GDP, 2006 -8.0% -7.1% -22% 2.9%
Total persons employed (1000s) 169 201 178 189 193
Growth rate of employment 18.9% -11.49%6.2%  2.1%
Cumulative growth of employment over

2006 18.9% 5.3% 11.8% 14.2%
Average annual growth, employment, 200€ on 189% 2.6% 3.8% 3.4%
GDP per employed person (2004 USD) 7956 6153 6525 6665 7797
Growth rate of GDP per employed person -22.7% 6.0% 2.1% 17.0%
Cumulative growth rate, GDP/L, over 2006 -22.79%8.0% -16.2% -2.0%
Average annual growth of GDP/L, 2006 on -22.7% -9.4% -5.7% -0.5%
Output elasticity of employment, 2006-201( 1.18

SOURCES: GDP: PCBS (2009b, 2010a, 2011a, 2012)Idyment: PCBS 2011b; and author’s calculations.
“Total persons employed” here refers to the sumwiadt the PCBS reports as “employment” and
what it reports as “underemployment”.

1. For real GDP, the base year for the period 200D is 2004.

2. Output elasticity of employment is calculateahfraverage annual growth rates.

4.2 A legacy of unemployment and underemployment
4.2.1 Historical trends

The Palestinian economy entered into this periodgmiwth mired in
unemployment and underemployment, and the signifiemployment
growth just described was not enough to eraselehiacy. In 1999, the
unemployment rate in the West Bank was 9.5%, anthénGaza Strip,
17.1%. By 2006, years of disruptions during theoBdcintifada, together
with restrictions on movement, access, imports exybrts, had caused
unemployment rates to double — to 18.8% in the WBmtk and an
astonishing 34.7% in Gaza. At the same time, therléorce was growing
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rapidly with the addition of large new cohorts feiag working age, born
in an era of higher birth rates than those thatetily prevail.

Figure 4.1 Employment ratio: Employed persons (inalding
underemployed) as percent of population 15+ years
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Source: Author’s calculation from PCBS (2011b, Eab).

In Figure 4.1, these trends are reflected to soxtenein the movements
of theemployment ratiofor the two regions, showing what percent of the
working age population (15+ years) was employed. &wy particular
demographic group — or the regional population ashale, as here — the
employment ratio (ER) is found by multiplying theogp’s Labor Force
Participation Rate by its employment rate (defirsed what the PCBS
reports as the “employment rate” plus what it répors the
underemployment ratéd.

As Figure 4.1 shows, about 35% of the working agpupation in the
West Bank was employed in 2010, compared to ab8%t i the Gaza
Strip. The employment ratios for the West Bank te@dlGaza Strip moved
in tandem until about 2003, peaking in 1999. Thigeeahey diverged
somewhat, with the West Bank ER falling and thentlypaecovering,
while the Gaza Strip ER declined much further, widg the regional gap.
By 2010 the ER in the Gaza Strip was barely abtséhistoric low in
2002, while in the West Bank it was one-fourth leigthan in 2002. In the

13 As explained in Chapter 1, if for a specific plapion groupN is the number employedl, is the

number in the labor force, aftlis the number of persons of working age, then
Employment rate /L Labor Force Participation Ratel#P
Employment ratio #N/P = (N/L)(L/P) = (employment rate)(LFPR).
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period from 2006 to 2010, however, the changes werprisingly small,

with only a slight net increase in the employmaeaitorin the West Bank,
and a slight net decrease in the ER in the Gazp. &rza’s ER has long
been lower, in part because of the very low fem&ER there, just 8.1%
in 2006, compared to 17.9% in the West Bank; thiehBPR in the Gaza
Strip is also lower, especially in the youngestarblof the male labor
force.

4.2.2 Rapid labor force growth and the unemploymaie

While employment creation in the Palestinian ecop@a a whole was
fairly rapid in this period (3.5% per year), it wal®wer than the growth
rate of the labor force (4.0%), a rate that was regntve highest in the
world (WDI 2011). Despite the creation of about 484) in new
employment in the Palestinian economy and abol8023in Palestinian
employment in Israel and the settlements, the ufment rate in the
Palestinian territory by the conventional definitizvas the same in 2010
(23.7%) as in 2006. Only new employment in Israel éhe settlements
prevented the unemployment rate from rising. Anfeml out in section
4.1, the rate of employment growth in the Paleatir@conomy proper was
similar in the West Bank and the Gaza Strip, degpi¢ divergent rates of
growth of real GDP. There are two reasons why themployment rate
nevertheless fell in the West Bank from 18.8% @@€0 17.2% in 2010,
but rose in the Gaza Strip from 34.8% in 2006 t@%«in 2010.

The first is that in the West Bank, jobs for Pateans in Israel and the
settlements grew, pushing the unemployment ratendowthe West Bank
the net increase in employment from 2006 to 2018 K000, so that the
total number employed rose from 467,000 to 551,3@@ Table 4.4). In
percentage terms, there was an 18.0% increase imutmber employed in
the West Bank, including the increase in the nungyaployed in Israel
and the settlements. If we exclude the roughly @3,6ewly employed
West Bank Palestinians in Israel and the settlespehé increase in total
employment was about 60,400, or 12.9%. Employmerisrael and the
settlements added 5.1% to West Bank employment.

In the West Bank the average annual growth ratehefworking age
population was 3.8% from 2006 to 2010, and of #imf force was 3.7%
(see Figure 4.2a). The 4.2% average annual grofvtbtal employment,
including employment in Israel and the settlememgvided jobs in
numbers sufficient to employ the new labor forcdraams (although
typically they were not the ones actually hirediit mot much more.
Employment producing Palestinian GDP accounted &y 3.1

percentage points of annual employment creatiowekier, and growth in
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the number of West Bank Palestinians working inadsrand the
settlements accounted for the remaining 1.2 peagenpoints, or about
28% of new employment.This 3.1 percent growth rate was not enough
by itself to employ all the new labor force entmaim the West Bank.
Without the new employment in Israel and the seitiets, the West Bank
unemployment rate would actually have risen (as ldvouhe
unemployment rate for the whole Palestinian temy)toAlthough in the
West Bank new employment was created from 200614ir@010 at a rate
somewhat typical for a growing economy, with 0.37§towth in
employment producing West Bank GDP for every 1.@G0%wual growth in
real GDP, the unemployment rate remained high.

Figure 4.2a: Average annual growth in measures o&bor
force status, West Bank, 2006-2010
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~ Source: Author's calculation using PCBS (2007, 20)Iable 1).

4 If for the West Bank we use a 2006 employmenelmist12,400excludingPalestinians working

in Israel and the settlements, then the increasamployment in the Palestinian economy was
60,400 or 14.6%. If instead we use a 2006 employnbase of 467,000including those
Palestinians working in Israel and the settlemethisn the 60,400 increase in employment was
12.9%, and the increase in employment in Israelthadettlements was 23,600 or 5.1%, for total
West Bank employment growth of 84,000, or 18.0%.

Similarly, if for the Palestinian Territory we uae2006 employment base of 581,468¢luding
Palestinians working in Israel and the settlemethtsh employment growth in the Palestinian
economy was 84,400 or 14.4%. If instead we use0& 2iployment base of 636,000¢luding
those Palestinians working in Israel and the saetfgs, then the 84,400 growth in employment
in the Palestinian economy was an increase of 13a8%b the 23,600 employment increase in
Israel and the settlements was 3.7%, for total eympént growth of 17.0%.
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Figure 4.2b: Average annual growth in measures ofbor
force status, Gaza Strip, 2006-2010
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Figure 4.3a: Cumulative growth in measures of labor
force status, West Bank, 2006-2010
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Figure 4.3b: Cumulative growth in measures of labor
force status, Gaza Strip, 2006-2010
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Figure 4.4: Growth of real GDP and of employment in
producing it, 2006-2010

West Bank Gaza Strip Palestinian territory

¥ average annual real GDP growth, 2006-2010
average annual employment growth excluding Israel and the settlements, 2006-2010

Source: Author’s calculation from PCBS (2011b, &all, 41) and PCBS (2012, Table
11).
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Table 4.4: Growth in working age population, laborforce, and
number employed, West Bank

West Bank 2006 2007 2008 2009 2010
Total working age population (15+) 1313 1363 1416 1469 1523
Annual growth rate of working age populatior 3.8% 3.9% 3.7% 3.7%
Cumulative growth of working age population

over 2006 3.8% 7.8% 11.9% 16.0%
Average annual growth of 15+ population 3.8%
Total persons in labor force (1000s) 575 596 609 643 665
Annual growth rate of labor force 3.7% 2.2% 5.6% 3.4%
Cumulative growth of labor force over 2006 3.7%.9% 11.8% 15.7%
Average annual growth of labor force 3.7%
Total persons employed (1000s) 467 489 489 529 551
Annual growth rate of number employed 4.7% 0.0% 8.2% 4.2%
Cumulative growth of employment over 2006 4.7%.7% 13.3% 18.0%
Average annual growth of employment 4.2%
Change in total number employed (1000s) 84
Persons regularly employed (not

underemployed) 412 433 445 489 500
Change in number regularly employed, 2006 to

2010 88
Persons underemployed 55 56 44 40 51
Change in number underemployed, 2006 to 2010 -4
Total number employed, except Israel +

settlements 412.4 428 422 456 472.8
Annual growth rate of workers creating

Palestinian GDP 3.8%90-1.5% 8.3% 3.6%
Cumulative growth of this measure over 200¢ 3.8%2% 10.7% 14.6%
Average annual growth of employment excef

Isr + sett 3.5%

SOURCES: PCBS (2011b) and author’s calculationstdlTpersons employed” here refers
to the sum of what the PCBS reports as “employmenti what it reports as
“underemployment”.
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Table 4.5: Growth in working age population, laborforce, and

number employed, Gaza Strip.

Gaza Strip 2006 2007 2008 2009 2010
Total working age population (15+) 720 753 786 819 853
Annual growth rate of working age population 46% 4.4% 42% 4.2%
Cumulative growth of working age population

over 2006 46% 9.2% 13.8% 18.5%
Average annual growth of 15+ population 4.3%
Total persons in labor force (1000s) 259 286 299 308 311
Annual growth rate of labor force 10.4% 45% 3.0% 1.0%
Cumulative growth of labor force over 2006 10.49%5.4% 18.9% 20.1%
Average annual growth of labor force 4.7%
Total persons employed (1000s) 169 201 178 189 193
Annual growth rate of number employed 18.9% -11.4% 6.2% 2.1%
Cumulative growth of employment over 2006 18.39%5.3% 11.8% 14.2%
Average annual growth of employment 3.4%
Change in total number employed (1000s) 24
Persons regularly employed (not under

employed) 157 187 159 172 175
Change in number regularly employed, 2006 to

2010 18
Persons underemployed 12 14 19 17 18
Change in number underemployed, 2006 to 2 6

SOURCES: PCBS (2011c) and author’s calculationstédlTpersons employed” here refers to the sum
of what the PCBS reports as “employment” and wheggorts as “underemployment”.

The second reason why the Gaza Strip’s already fullginhigh
unemployment rate rose, while the West Bank’s fsllthat labor force
growth was more rapid in the Gaza Strip. There, devastated economy,
the average annual growth in employment (3.4%)viell short of labor
force growth (4.7%) that far exceeded that in thes\Bank (see Figure
4.2b and Table 4.4). Gaza’'s unemployment rater, afimg from 34.8% in
2006 to a peak of 40.6% in 2008 and with 121,008myioyed, fell by
2010 to 37.8% with the number of unemployed stillLl48,000. (More
recently it has fallen below 30%, though still wedlbove the
unemployment rate in the West Bank.) Figures 413h 43b show the
same data, but in cumulative growth from 2006 tdb@id the working age
population, the labor force, and employment (see @khbles 4.4 and 4.5).
Figure 4.4 compares average annual growth in rdalP Gvith annual
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growth in employment for both regions and the whdalestinian
economy.

4.3 Employment in Israel and the settlements

As has long been true, to fully understand the dtialen labor market
requires understanding the changing role of Palestiemployment in
Israel and the settlements. In this period it ptedi more than one-fifth of
the total growth in employment.

During much of the 1980s and 1990s, the West Bak@aza were both
heavily dependent on wages earned by Palestinmpfoged in Israel and
the settlements (Roy 2004), but in the Gaza Shigpwas especially true.
While these earnings allowed Palestinians to havegher standard of
living, they also removed from the Palestinian exop some highly

productive manual workers. In addition, since g#leducated workers
had few opportunities in either Israel or the setints, the result was to
reduce the incentive to get a college educationwelsas to deform and
distort the economy, especially in Gaza (Roy 2004hen at the

beginning of the First Intifada, Israel reduced tbpportunities for

Palestinian employment in Israel and in the settlais, the Palestinian
economy suffered badly. By 1999, the Palestiniatnemy once again
became heavily dependent on employment in Israglthe settlements;
among Palestinian workers resident in the oPt,eh@aployed in Israel

and the settlements made up 23% of the total at pleak in 1999. The

start of the Second Intifada and the closures amf#ws imposed by the
Israelis brought that share down again, to 8% b§42(PCBS 2011b:

Table 20).

During 2006-2010 there was a smaller surge in tivelrer of Palestinians
working in Israel and the settlements than in tB@0k or 1980s, together
with an exceptional increase in the average dailggav in such
employment. Among all employed persons in the \WBzstk, the share
who worked in Israel and the settlements grew frii7% in 2006 to
14.2% in 2010. Among employed West Bank males, %0v2orked in
Israel and the settlements in 1999, while followihg steep decline in this
number during the Second Intifada, 14.5% workeduoh jobs in 2006,
and this grew to 17.3% in 2010 (PCBS 2011b: Talie th contrast,
among employed women in the West Bank, an insicgmfi number — only
0.8% — worked in Israel and the settlements in 2@0@ only 1.1% in
2010.
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These numbers include workers both with and witlpautits. Permits for
work in Israel and the settlements are issued gy Idraeli agency
Coordinator of Government Activities in the Terrigs (COGAT), and the
number of such permits is reported, and has beenpited in, for
example, ILO (2009). The number of permits needawstespond to the
number actually employed each year, because somatpanay not be
used. But some Palestinians, including some childreork without
permits, sometimes recruited by labor contractoften under dangerous
working conditions which, in light of their lack germits, means that if
they are injured they have no medical insurancendéa Boer (2010)
reports cases of this in the Jordan Valley settfemebut there are
reportedly other cases in other areas. ILO (20@9:r&ports that PCBS
(2009) estimated that 75,000 Palestinians workedisimael and the
settlements in 2008, “implying that approximately;0 worked without
a permit.” This is larger than the total of 67,0@@plied by the Labor
Force Survey data for 20038.

The recent rise in Palestinian employment is Isaae€l the settlements has,
at least in part, been the result of deliberataelsrpolicy decisions. In
2009 an ILO mission was told by General Mishlev,adeof the
Coordinator of Government Activities in the Terrigs (COGAT) “that
his policy was to gradually increase the numbepaiestinians working in
Israel, particularly in the construction secto2@ 2009: 25). A position
paper published by the Peres Center for Peacesdisduhe rationale from
Israel’s standpoint for further increasing Paleatiremployment in Israeli
(and Israeli settlement) construction and agriceltarguing, among other
things, that no Israeli workers would be displabedause the construction
and agricultural work that the Palestinians would id “particularly
arduous labor...that Israelis are not willing to d@Gal, Stern, and
Greenapple 2010: 3), such as hothouse and fiel# imoagriculture, and
scaffolding, iron rods, plastering and flooringdonstruction. ILO (2009:
12) also pointed out that in 2009, “As in 2008, {iéD] mission heard
worrying reports of the Israeli authorities atteimgt to recruit
collaborators in exchange for issuing or renewingoak permit,” and this
may also help to explain the desire to issue aatditiwork permits.

The rise in employment in Israel and the settlesyenbntributed
substantially to employment growth in the West Bankl the Palestinian
territory as a whole in this period. By identifyimgnd separating out its

5 The Labor Force Survey reports that in 2008, %0df all the 667,000 Palestinians resident in
the Palestinian territories who were employed weoeking in Israel and the settlements (PCBS
2011b: Table 41).
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effects, we are better able to focus on the dynaeffiect of growth in
Palestinian GDP on Palestinian employment and wages

4.4 Changes in income-earning employment and wage
employment

While total employment in the Palestinian economgwgat a pace that
was only about average by world standards for gi@DbP growth,
income-earning employmergrew faster than total employment, while
wage employmengrew considerably faster, angrivate-sector wage
employmentgrew still more rapidly. Total employment in prathg
Palestinian GDP grew by about 84,400, from 581 #02006 to 665,800
in 2010, and the cumulative growth in both the Btk and Gaza Strip
was 14-15%. However, the PCBS divides total empkayminto four
mutually exclusive categories, one of which is warlpaid in one’s own
family’s business, while the others are three diff¢ kinds of income-
earning employment: self-employed, employers, arabevemployees.
During this period, among those employed in the MBamk there was a
substantial shift from unpaid to income-earning kEwment. The
cumulative growth in income-earning employment 2886, and — like
growth in total employment in the Palestinian ecogpo— was almost
exactly the same in both the West Bank and Gaaza. Str the whole
Palestinian economy, this group grew from 510,002006 to 611,000 in
2010, an increase in income-earning employmen0a&fano.

Within income-earning employment, the cumulativevgih in the single
category ofwage employmerin the Palestinian economy was even greater
— 30% overall — and again, almost identical in West Bank (at least
31%) and Gaza Strip (30%). In the West Bank, th& BX wage
employees in 2006 grew to about 425,000 in 2010narease of about
97,000% The particularly rapid growth in wage employmemtcuarred
because the bulk of those who shifted from unpaidntome-earning
employment became wage employees, and in some cts®scategories

of income-earning employment actually declinedthe Gaza Strip, for
example, there was an actual fall in the combinednlver of self-

6 Data on wage employment in the West Bank Palastiaconomy in 2010 are approximate, and

therefore the change in wage employment in the \Bask may be slightly underestimated. This

caution affects total income-earning employmentvali, and private sector wage employment.

(All the data in this section are for the Palestineconomy alone, that is, they do not include
employment in Israel and the settlements. The estinhere assumes that in 2010 all those
employed in Israel and the settlements were wagdogmes. In 2006, 91% were, and in 2007,
93% were; the PCBS then changed its reporting aovtk lack data for 2010. If only 95% were

wage employees, then wage employment in the Wesk Balestinian economy rose by 33%

rather than 31%. Appendix 2 explains in detail.
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employed and employers, as manufacturing and eargin businesses
suffered a catastrophic decline.

Private sector wage employment grew still fastemnttoverall wage
employment. In the West Bank, private sector wagpleyment grew by
about 40% from 2006 to 2010, and in the Gaza BiB4%, for overall
growth in private sector wage employment in theeBtahian economy of
39%. In the public sector, wage employment in thestABank grew 16%,
while in the Gaza Strip it grew by 27%.

4.5 Public and private sector employment

Total public sector employment grew as fast asalvemployment in the
West Bank, but not faster: public sector employnzemtinued to be about
one-fifth of all employment throughout 2006-20160.the Gaza Strip, in
contrast, public sector employment was already fiftlos of total
employment at the beginning of this period, andglitare grew by 2010, as
most of the added employment was in the publicosett fact, at least
since the year 2000, the public sector has loormeget in employment in
the Gaza Strip than in the West Bank. From 2006uidjin 2006 the public
sector there accounted on average for 38% of gll@ment in the Gaza
Strip, while in the West Bank public sector empleg@veraged only 19%
of all those employed in Palestinian economy thgexcluding
employment in Israel and the settlements) duriegstme period. By 2006
Gaza’s public sector share had grown to 42%, andsi further to 46%
by 2010. In the West Bank public sector employmeas 19% of all
employment in the Palestinian economy in 2006, stiild 19% in 2010.
Figure 4.5 shows that public sector employmenthm West Bank grew
only at roughly the same rate as overall employnierthe West Bank
Palestinian economy: private sector non-Israelésatints employed grew
by 14.5%, while public sector employment grew by8%. The same
figure also shows the large disparity between thidip and private sector
growth rates in the Gaza Strip, with public seemployment growing by
26.6% while employment in the private sector grevobly 5.4%.

It is worthwhile to look at the absolute number émgpd in 2006 and
2010 as well, and this is shown in Figure 4.6. Eaypient rose by 48,000
in the private sector in the West Bank, but only3§00 in the private
sector in the Gaza Strip, due to the almost tataiadment of inputs to
production, especially in the industrial and camstion sectors. In the
public sector, the West Bank employment grew bY@, reaching a total
of 89,000, while the Gaza Strip added 19,000 pusdictor employees,
also coincidentally reaching the same total of 89,0
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Figure 4.5: Percent change in employment in publiand private
sector, West Bank and Gaza Strip, 2006-2010
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Source: Author’s calculation using PCBS (2007, 201able 41).

Figure 4.6: Number employed in the public and privée sector,
West Bank and Gaza Strip, 2006 and 2010
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Public employment in the Gaza Strip was somewhatmatous in this
period, because of the conflict between Fateh aachds$. After Hamas
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was elected, and took power in the Gaza StripPi#eold its employees
there that they would continue to be paid theiasas. A Palestinian
Authority spokesperson has said that at 80,000 iapl@yees still receive
salaries in the Gaza Strip (Abdalla 2012), althowagiparently only a
fraction of them still provide public services, rigsin health and

education. It is not clear how many of these actuofed in the total given
in Figure 4.6. Possibly the larger public sectoGaza partly reflects the
Hamas/Fateh split; without it, it is not clear wiatuld happen to the size
of public employment there.

4.6 Employment by sector (economic activity), by gion and
governorate

The sectoral pattern of employment creation andruletton had some
similarities in the West Bank and Gaza Strip durg@6-2010: in both
places, industrial and agricultural employment skras a percentage of
total employment, although for somewhat differezdsons; and the share
of employment in the services sector gréBut there were also important
differences. Construction employment expanded enWrest Bank (partly
due to new employment in Israel and the settlemems contracted in the
Gaza Strip. In the other two sectors — commercietivities and
transport/storage/communication — employment chéigée as a share of
the total in most governorates. Figures 4tfieough 4.7f show these
changes. All data in this section include employmienisrael and the
settlements.

The share of manufacturing and construction empétmin total
employment has been shrinking over the long tertheérentire Palestinian
territory. In 1999, fully 40% of persons employedthe West Bank and
31% of those employed in the Gaza Strip workedeeitim industry
(Mining, Quarrying, and Manufacturingor in Construction(PCBSLFS
1999: Table 27). Yet even by 2006, the beginningwfperiod, this total
had fallen to below 15% in the West Bank and t@wef% in the Gaza
Strip. By 2010 industrial employment’s share haliefafurther in both
places; in contrast, construction’s share grevihnenWest Bank, and after a

¥ Employment data are classified into six econoattivities, and are reported both by region

(West Bank, Gaza Strip) and by governorate (LFS028id 2006, Tables 30 and 31). The data
are reported by each broadly defined economic iactvshare of total employment in the
governorate or region in question. However, theegoorate is the place of residence, rather than
the place of employment, of the respondent. So,ef@mple, someone living in Nablus but
working on a construction project in Ramallah ipaed as a construction worker in Nablus
governorate.
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catastrophic collapse in Gaza, partly recovere@(h0. As a result, the
combined share of employment in the two sectors stightly in the West
Bank and fell in the Gaza Strip during the peribthés study.

Figure 4.7a: Percentage points change in governoss industrial
employment (mining, quarrying, and manufacturing) as
percent of all governorate employment, 2006-2010
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-l4%  -12% -10% -B% 6% 4% -2% 0% 2% A% 6% 8% 10%  12%  14% 16% 18%

Source: PCBS (2007, 2011b, Tables 30 and 31).

Considering industrial employment Mining, Quarrying, and
Manufacturing separately, its share of total employment fell @@
percentage point for the whole West Bank (from %16 2006 to 13.7%
in 2010), and by 1.5 percentage points for the et®hza Strip (from
6.3% to 4.8%). In the West Bank, the regionwidelidecin industrial
employment as a percent of all employment was g&fte as shown in
Figure 4.7a, in declines in most, but not all, goeeates. The
governorates in which industrial employment grevstda than total
employment, so that its share of all employmentwgneere Salfit (+4.5
percentage points), Jenin, and Qalgilya. At theelond of the spectrum,
the governorate in which the share of industrigbkryment declined most
was Ramallah/Al-Bireh, where it fell from 16.4% tbl.0% of all
employment?

8 Remember, however, that this could mean thatethasrking in industry in Ramallah

governorate increasingly lived in other governaaad commuted to work, as living in the city
of Ramallah became more expensive with the cortssruboom. We cannot verify whether this
was the case.
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Figure 4.7b: Percentage points change in governomt employment
in construction as percent of all governorate emplment, 2006-2010.
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Source: PCBS (2007, 2011b, Tables 30 and 31).

Figure 4.7c: Percentage points change in governomis employment in
commerce, hotels, and restaurants as percent of
all governorate employment, 2006-2010
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Source: PCBS (2007, 2011b, Tables 30 and 31).

As for construction, in the West Bank an increade 32,000 in
construction employment raised its share of tatghleyment from 12.9%
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in 2006 to 16.8% in 2010, and every governoratepik8ethlehem also
enjoyed an increase in this measdreThose governorates where
construction employment increased most as a slidhe ¢otal were Jenin,
Salfit, Tulkarm, Jerusalem, and Qalqgilya, with mases of 4 to 9
percentage points in the share of construction eynpént in each
governorate’'s total employment (see Figure 4.7lp). Jenin, Salfit,
Tulkarm, and Qalgilya, construction employment regaing suddenly as
a share of the total in 2008.

As already observed, employment in Israel and étdesnents accounted
for a total of approximately 23,600 of the employwimnadded between
2006 and 2010, and of these about two-thirds, arlyel6,000, were in
construction (author’s calculation from Labor Fofgrvey data). In other
words, half of the 32,000 increase in construcgamployment that West
Bank Palestinians obtained between 2006 and 20%0iwksrael and the
settlements. In 2006, of all West Bank Palestinihs worked in Israel
and the settlements, 39.1% were construction wsyrkehile in 2010,
49.2% were (LFS 2010 and LFS 2006: Table 23). WRatestinian
workers in Israel and the settlements are includemtal employment, a
16.8% share of all West Bank employment in 2010 imasonstruction;
but excluding workers in Israel and the settlemdm total West Bank
employment, construction workers were only 11.4%thaf total in the
same year. By comparison, in 2006, these numbenes 9% and 9.0%

Employment inCommerce, Hotels and Restauramtas unchanged as a
percent of total employment over the period in\tfiest Bank as a whole
(19.9%). However, there were shifts within goveates (see Figure 4.7c¢):
commercial employment’s share rose substantiallyénin, Bethlehem,
Hebron, and Nablus, while there were substantielires in Qalgilya and
Jerusalem.

The share offransport, Storage, and Communicatemployment in total
employment changed very little anywhere, as shawFfigure 4.7d, falling
in the West Bank as a whole only from 5.8% to 5.8¥nall increases of
less than 2 percentage points in Ramallah/Al-Bi@hlgilya, Salfit, and
Tulkarm were more than offset by declines of simitdze in other
governorates: Jericho/Al-Aghwar, Bethlehem, Tulaasl Jenin.

The two remaining sectors arBervices and Other Brancheand
Agriculture Hunting, and Fishingfor which employment changes are
shown in Figures 4.7¢e,f. In the West Bank, 29.0%hote employed were
reported to have worked in the service sector B62@nd this rose slightly
to 30.6% in 2010.

19 (16.8%)(551,000) — (12.9%)(467,000) = 32,325.
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Figure 4.7d: Percentage points change in governomt employment
in transport, storage, & communication as percent ball
governorate employment, 2006-2010
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Source: PCBS (2007, 2011b, Tables 30 and 31).

Figure 4.7e: Percentage points change in governogis employment
in services & other branches, as percent of all
governorate employment, 2006-2010
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Source: PCBS (2007, 2011b, Tables 30 and 31).
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Figure 4.7f. Percentage points change in governorals agricultural
employment as percent of all governorate employmen2006-2010
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Source: PCBS (2007, 2011b, Tables 30 and 31).

Agriculture’'s share of those employed was reportedhave dropped
sharply, from 17.8% to 13.3%. Published Labor F&uevey data show a
large, sudden, and puzzling shift from agriculttceservices employment
in both the West Bank and Gaza Strip during thatsfour-year period. In
fact, the data say that this large shift took planérely among females,
and entirely in the two years 2008 and 2009. Feneahployment in

agriculture reportedly fell from 37.0% of all fereabmployment in the
West Bank in 2006 to 25.4% of all female employm@ntiecline of 11.6
percentage points), while female employment in sbevice sector rose
from 44.5% of all female employment in the West Ban2006 to 55.5%
in 2010, an increase of 11.0 percentage point$adh this change took
place from 2007 to 2009 in two almost exactly ecqti@ps. Over the whole
period, the sum of female agricultural and sergieetor employment was
a very nearly constant percent of total female egpent in the West
Bank. No such sudden large decline took place ire naagricultural

employment in the West Bank. The PCBS assured utigoathat there
was no change in coding procedure or practices wald explain the

suddenness of the reported change, yet it remaizdipg.

We turn now to a more detailed examination of teeimdthe Gaza Strip. A
leading Palestinian industrialist told an ILO m@ssithat in this period it
became a “graveyard of industries” (ILO 2010: #dustrial employment
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there (mostly in manufacturing), following a lorgn trend exacerbated
by the Israeli siege, declined further, from 6.32albemployment in 2006

to 4.8% in 2010. The decline was particularly langéNorth Gaza (from

6.3% to 2.9%), Gaza (from 9.9% to 7.3%), and everfiaR (3.5% to

2.3%), despite Rafah’s tunnel economy, which oughaffer a source of
industrial inputs and perhaps of demand for indgaistutput. The only

governorates in the Gaza Strip in which industshare of employment
rose noticeably was Deir al-Balah (+1.1 percenfagets).

Constructionis the sector of the greatest contrast betweemtbst Bank
and the Gaza Strip: as construction employment gnetwe West Bank, it
shrank in Gaza. Due to the strangling blockadengfarts of cement and
other building materials, construction employmestaapercent of total
employment declined in every Gaza Strip governor&ieentually the
tunnels became able to deliver construction masgria part because they
were enlarged (Pelham 2011), and by 2010 Israelalswed imports of
some construction materials under extremely stramtrols. However,
construction employment had been 18% of total eymémnt in 1999, and
in 2005 was still 9.3% of the total. In 2006 itlfel 6.0%, but in 2008 and
2009 it almost vanished, tumbling to 0.9%. The metto 3.0% of total
employment in 2010 was a partial recovery, but stastrophically low
relative to historical levels.

In other sectors in the Gaza Strip, changes wealeamEmployment in
Commerce, Hotels, and Restauramtsnained constant at 17.3% of total
employment, though its share rose in Khanyunis Gaza and declined in
Deir al-Balah, North Gaza, and Rafaffransport, Storage, and
Communication gained 1.0 percentage points as a share of total
employment, from 5.6% of total employment in 20@fth gains in both
Khanyunis and Rafah and smaller gains in Deir ddBand Gaza, only
partly offset by a small decline in North Gaza. $foly the main impetus

to these increases was the need to transport faeh of the Gaza Strip
the items coming through the tunnels in Rafahhatsbuthern end.

In the Gaza Strip, the already lar§ervices and Other Branchesgctor
enjoyed by far the greatest growth. In 2006 itadgeaccounted for 53.7%
of total employment, and this grew to 60.6% in 208 Figure 4.7f
shows, Rafah governorate gained the largest ineréasthe service
sector's share of employment, with an increase fE8% to 68.1% of
employment, a 17.3 percentage point increase. Ino#ler Gaza
governorates, the service sector’'s share grew siovdy than in the Gaza
Strip as a whole, with increases ranging from 2&entage points in Deir
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al-Balah (where the service sector already accdurite 63.5% of
employment in 2006) to 6.4 percentage points inttiN@aza. By 2010,
well over half of all employment in every governieravasServices and
Other Branchegmployment.

On the other hand, agriculture’s share of thosel@yeg in the Gaza Strip
dropped sharply, from 11.1% to 7.7%. The shift @méle agricultural
employment described earlier for the West Bank alspears in the data
for the Gaza Strip, where an even more strikinghgbawas reported to
have taken place. In 2006, fully 20.4% of emplojeichales in the Gaza
Strip were reportedly working in agriculture, a qet that reportedly
declined by 17.3 percentage points, to 3.1% by 20ditlle the 69.8%
working in theServices and Other Branchssctor rose to 91.3% of total
employment by 2010 — a shift of 21.5 percentagatpoBoth absolutely
and relatively, the change that took place in mafaployment in
agriculture and services was far, far smaller. 00& 9.9% of employed
males in Gaza worked iAgriculture, Hunting, and Fishinga share that
dropped slightly to 8.3% by 2010; meanwhile, the7%d share who
worked in services in 2006 rose to 56.6% in 2010.eMplanation has so
far emerged to explain the remarkably sudden dgfiffemales from
agriculture to services.

4.7 Output elasticities of employment

4.7.1 National and regional output elasticitieseofiployment

For the Palestinian economy as whole, we are isiieden the percent by
which employment rose as a result of each one peioerease in real
Palestinian GDP. To capture the dynamic behaviothef Palestinian
economy alone, we exclude employment in Israeltaadettiements from
both 2006 and 2010. The output elasticity of emplegyt was the ratio of
the average annual increase in total employmedt4B.to the average
annual increase in real output (7.4%), or 0.46 (sd®e 4.6).

As we have seen, expansion in income-earning empay and in wage
employment was greater than in total employment.dach 1% increase
in total output in the whole Palestinian economy, incomeiear

employment increased by 0.62% and wage employmesreased by
0.93%. We do not have data on the output of incear@ing employed
persons as whole, or on the output of wage empfogme; so when we
say the output elasticity of income-earning empleginwvas 0.62, and the
output elasticity of wage employment was 0.93 @xample in Table 4.6),
the output we are referring to is total outputislivorth emphasizing that
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wage employment grew almost as rapidly as real GEIBwever, as we
will see in the next chapter, total payments to evagiployees grew much
more slowly.)

For just the West Bank Palestinian economy, defintirese elasticities in
the same terms, the output elasticity of total @yplent over 2006-2010
was 0.37, while for income-earning employment isWab0, and for wage
employment it was 0.75.

Table 4.6: Output elasticities of employment for tle
Palestinian economy, 2006-2010

Data exclude Palestinian employment in Israel drelgettlements
Percent  Annualized Output elasticity of

e change percentchange  employment
Palestinian Territory
Real GDP 4322.3 5754.3 33.1% 7.4%
Total employment 581.Z2.  665.3 14.5% 3.4% 0.46
Income-earning employmer 510.0 611.2 19.8% 4.6% 0.62
Wage employment 325.3 4245 30.5% 6.9% 0.9%
West Bank
Real GDP 2977.7 42495 42.7% 9.3%
Total employment 4124 4728 14.6% 3.5% 0.37
Income-earning employmert 3525 423.2 20.1% 4.7% 0.50
Wage employmeht 207.7 2722 31.1% 7.0% 0.7%
Gaza Strip
Real GDP 1344.6 1504.8 11.9% 2.9%
Total employment 169.00  193.0 14.2% 3.4% 1.18
Income-earning employmert 1575 188.0 19.3% 4.5% 1.5¢
Wage employmeht 117.6 152.3 29.5% 6.7% 2.34

Source: Author’s calculations from PCBS data.

! For wage and income-earning employment in the \Bask and the Palestinian territory, estimates
are lower bounds based on the assumption that a#sthian employees in Israel and the
settlements were wage employees. (Such employeexealuded from these results, but the number
of them affects the results.) In 2006, 91.0% weegavemployees, and in 2007, 93.2% were; the
PCBS then changed its reporting so that we laci tat2010. If only 95% were wage employees,
then wage employment in the West Bank Palestinieon@my rose by 33% rather than 31%.
Appendix 2 explains in detail.

Only the output elasticity abtal employment represents an elasticity in the ordirsanse that the
percent change in employment is divided by the gr@rcchange inoutput produced by that
employmentWhat is listed in the table as the output el@gtiof income-earning employment is
actually the percent changeiimcome-earning employmedivided by the percent changeantput
produced by total employment, including both incemaming and non-income-earning
employmentSimilarly, what is listed as the output elasyioitf wage employment is the percent
change inwage employmentlivided by the output produced bytal employmen{not only wage
employment, but also all other employment).
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For the Gaza Strip the output elasticities were gattater than one,
implying that labor productivity in Gaza (and protluity of income-
earning labor, and of wage-earning labor) fell oveés period. The output
elasticity of total employment was 1.18, while farcome-earning
employment it was 1.58, and for wage employmentas 2.34. Gaza's
elasticities might be encouraging if we were omiferested in creation of
paid employment; on the other hand, in some cirtantes an OEE > 1 is
rather discouraging for the long term because a@wshdeclining labor
productivity in the sense of value added per pemwoployed. However,
since in the Gaza Strip the large majority of theplyment created was
in the public sector, this is less of a concermcei of course
competitiveness on the world market is not direatlyissue for the public
sector.

4.7.2 Sectoral output elasticities of employment

Output elasticities of employment for the six brosectors described
earlier in this chapter are shown in Table &.These were calculated
using National Accounts data for six broad econaoagidvities, and Labor
Force Survey data collected in a household surutyclassified into the
same Six economic activities. Most, but not all, tbé elasticities are
between 0 and 1, the most plausible range for s@sbrs in the rapidly
growing West Bank economy. The mining and manufaajusector,
however, had an OEE greater than one, suggestaidathor productivity
slightly fell, which suggests that some labor haagdnay have occurred
during the period — many employers keeping worlenployed although
value added was stagnant or falling.

There are at least two anomalies. One anomalyteabiout in a previous
section, is that female employment in agriculturasweported to have
declined suddenly and in a straight-line fashior2@®8 and 2009 in the
West Bank, and female employment$ervices and Other Branch¢s
have increased by almost exactly the same peréeotab employment, so
that the sum of the shares of female agricultunal service employment
over that period remained almost exactly constanth a sudden change
is rather implausible in the real world. Moreovan such change took
place among males, whose employment share in #griewand services
changed very little over the same period.

2 Qutput elasticities of employment were calculateparately for the West Bank (again excluding

employment in Israel and the settlements) andHer®aza Strip using national accounts data
together with data from the Labor Force Survey. §hawth rates of output and employment

come from data for 2006 and 2010, and were eackectmu to average annual growth rates
before the elasticity was calculated.
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Table 4.7: Sectoral output elasticities of employm, six broad economic activities, 2006-2010. Data
are from the National Accounts and the Labor ForceSurvey

Real GDP Employed persons (exc. Israel/settlement
(millions of 20043) 96 o total Numbt(ar (1000s) Real GDp CPloyment Sectoral output
West Bank 2006 2010 20062010 2006 2010 Percent . percent - elasticity of
change change employment
Agriculture and Fishing 150.0 212.2 19.2 142 79.1 67.2 41.5% -15.1% -0.44
Mining, Mfg., Electricity & Water 517.1  593.2 13.8 13.¢ 56.9 65.7 14.7% 15.6% 1.06
Construction 217.6  438.8 9.0 114 37.1 53.9 101.7% 45.4% 0.51
Commerce, Hotels, and Restaurants 316.2 428.6 19.7 20.5 81.2 97.0 35.5% 19.5% 0.58
Transport, Storage & Communicatior 260.3 487.9 6.3 5.7 26.0 27.0 87.4% 3.9% 0.06
Services and Other Branches 1101.1 1377.6 32.0 34.3 131.8 162.2 25.1% 23.1% 0.92
Real GDP Employed persons
(millions of 2004$) o of toteF\JI yNurr’aner (10005) Real GDP Employment Sectoral output
Gaza Strip 2006 2010 20062010 2006 2010 Percent - percent  elasticity of
change change employment
Agriculture and Fishing 90.3 102.7 111 7.7 18.8 14.9 13.7% -20.8% -1.73
Mining, Mfg., Electricity & Water 131.5 149.3 6.2 4.8 105 9.3 13.5% -11.6% -0.94
Construction 94.7 119.1 59 3.0 10.0 5.8 25.8% -41.9% -2.15
Commerce, Hotels, and Restaurants 139.1 153.9 17.3 17.% 29.2 334 10.6% 14.2% 1.32
Transport, Storage & Communications25.2 18.9 56 6.6 9.5 12.7 -25.09 34.6% -1.11
Services and Other Branches 771.2 912.6 53.7 60.6 90.8 117.0 18.3% 28.9% 1.52

Source: Author's calculations from employment datBCBS (2011, Tables 1, 23-24, and 41), PCBS (208Mles 1, 23-24, and 41), and value added by
economic activity in constant 2004 dollars fromioal accounts data in PCBS (2009b, 2012). Pertemge from 2006 to 2010 was converted
to average annual percent change to calculate easticity. See also chapter 4 on changes in empay by economic activity, sex, and
governorate, for a discussion of anomalies in aftice and services employment data.
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In fact, when we check the elasticities that wdwdge resulted if the large
shift of women out of agriculture and into servi¢esl not taken place in
the West Bank, we find that reversing this shifkkesmagriculture’s output
elasticity of employment (which is -0.44 based e teported data)
positive and more plausible, while at the same titnglso reduces the
somewhat high services elasticity (0.92) to a ld¢lat is at least equally
plausible. Although we have no evidence of anytshifcoding Labor

Force Survey responses, it is hard to think of aplamation for this

massive shift of women from agriculture to servieathin the space of
two years. Perhaps the only plausible answer it wemen who were
already working 40% time in services and 60% timagriculture shifted

to working 60% time in services and 40% time ini@gture, and so

reported a different “main” economic activity begimg in 2008. Further
research would be of interest.

The quite low output elasticity of employment (0.@6Transport, Storage
and Communications the West Bank appears to come mainly from the
fact that the communications sector (including relphone service)
experienced a several hundred million dollar inseean Gross Value
Added with only a small increase in employmenthAailigh the ability of a
given size firm to deliver rapidly increasing tedezmunications services
with little increase in cost might be consideredraprovement in physical
productivity, noncompetitive pricing evidently alptayed a role. This will

be discussed at more length in Chapter 5 when alyznthe Economic
Survey data on individual narrowly defined sectors.

The output elasticities of employment for the G8nap, calculated in the
same way, are entirely another matter, all of themng outside the 0 to 1
range, either because they are negative or bethageare greater than
one. Real GDP is reported to have risen by at [B@%t in five of the six
sectors, and to have fallen in Transport, Storagd, Communications by
25%. At the same time, employment is reported teehéallen in
agriculture, industry, and construction, and toehancreased in commerce,
transport/communications, and services. Hence thezefour sectors in
which either the numerator or the denominator ef ditput elasticity is
negative, but not both, and thus we end up withi feagative elasticities
and two positive elasticities. What can these pngzhumbers possibly
mean?

One clue comes from the electricity and water sttiosg, whose value
added grew as manufacturing value added declineer€el the answer is
presumably an increase in prices of electrical powhich of course can
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be achieved without additional labor power. Thisgimi explain the
negative elasticity in the industrial sector of @fhelectricity and water are
a part.

When a sector has an output elasticity of employrgesater than 1, this
implies that labor productivity has fallen. In Gattee two sectors with
elasticities greater than 1 af@mmerce, Hotels, and Restaurandsd
Services and Other Branchdsecause employment increased by a greater
percentage than real output. It is certainly pdeditbat employers in both
these sectors might have taken on additional werlderspite slowing
growing value added, possibly as an act of chdotyard relatives or
families in need. Sectors with declining employmeat rising real value
added are more puzzling. Although the electriciégter may have had
rising “real output” due to rising prices (if thakctor’'s output were not
deflated individually, so that the effect of risimpgices was not fully
removed), the explanation for the construction areet with a 26%
increase in real output but a 42% decline in emplayt — was likely
something else.

4.8 Employment changes by demographic group
4.8.1 Employment by gender and region

In this section we focus on gender differences mpleyment gains or
losses from 2006 to 2010, measured by changingaymant ratios. First,
however, it is useful to review the overall tremdgemployment ratios for
both men and women combined.

In the Palestinian territory as a whole, includergployment in Israel and
the settlements, the employment ratio for all empptb persons was
essentially constant over this period (31.3% in@@1.4% in 2010). This
is the lowest reported employment ratio for anyntguin the world. This

unchanging ER resulted from divergent trends inttveeregions, with the
ER higher in the West Bank and rising from 35.698612%, while in the

Gaza Strip it was lower and falling from 23.5% @.686. As Figure 4.1
showed, there has long been a gap between West &ahliGaza Strip
employment ratios, partly because of women’s lolEPR in Gaza, but
also because the male LFPR is lower in Gaza (6172006, compared to
69.8% in the West Bank, and this gap had widenétieaby 2010).

Since employment in the Palestinian economy grequée similar rates
in the two regions, the regional difference in thends in employment
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ratios flowed mainly from two sources. One was famter growth of the
working age population in the Gaza Strip than i ¥Mest Bank, and the
other was the increase in the West Bank in employrimelsrael and the
settlements.

Against this background, the employment ratio fades in the West Bank
rose, while for females it fell. In the Gaza Stitieg male employment ratio
fell, while the female ER was nearly constant othex period. Let us
examine these trends in some detail, first overlil] then by age and
years of schooling.

In the West Bank, the male employment ratio in 20@8& much higher
than in the Gaza Strip, and this gap widened by 2&lthe male ER rose
in the West Bank, but fell in Gaza, as shown bydag grey portion of
Figure 4.8a. In the West Bank, the rise in the nidewas from 55.7% in
2006 to 58.0% in 2010, an increase of 2.3 percenpaits. In contrast, in
Gaza, the male ER fell from 40.9% in 2006 to 39i6%010, a loss of 1.3
percentage points. Since the full height of thelstd column represents
the labor force participation rate in each categaey can see that the male
labor force participation rate was nearly constarthe West Bank while
in the Gaza Strip it was lower in 2006, and dedifgther by 2010.

Figure 4.8a: Change in male employment ratio and Laor Force
Participation Rate in West Bank and Gaza Strip, 206-2010.
The full height of each stacked bar is the LFPR.
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Figure 4.8b: Change in female employment ratio antlabor Force
Participation Rate in West Bank and Gaza Strip.
The full height of each stacked bar is the LFPR
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It is somewhat surprising that in a rapidly growM{est Bank economy

the employment ratio for women fell. As shown bg thark grey portion

of the columns in Figure 4.8b, in the West Bank, fdmale ER was 14.7%
in 2006, and declined to 13.8% in 2010, a fall & Percentage point. This
suggests the hypothesis that perhaps among mamwigoles, when men

obtained employment, their wives stopped workingl aome withdrew

from the labor force; and this hunch is consisteith the fact that the

female LFPR in the West Bank, represented by tlighteof the stacked

columns on the left hand side of Figure 4.8b, dedifrom 17.9% in 2006

to 17.2% in 2010. Another possibility, however.tligt the share of all

working age females enrolled in higher educatiaméased, and that most
of these additional students did not work.

In the Gaza Strip, the female employment ratio idedl only
imperceptibly from 5.5% in 2006 to 5.3% in 2010daim by the dark grey
portion of the columns in Figure 4.8b). This wasg tesult of a large
increase in the labor force participation ratenfr®.1% to 10.2%, that was
offset by a large decline in the employment ratemf67.7% to 52.2%. An
increased number of younger Gazan women obtainkelgeoeducations
and entered the labor force, but there were ndicgrit jobs to employ
them, or at least to employ them continuously.
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Employment by gender, region and governorate

Although the overall male ER rose in the West Bark, all governorates
shared in that increase. The West Bank governomtesich male ERs

fell sharply were those in which the apartheid Wadirtly or almost

entirely surrounds the main city: Qalgilya and Teutk. Qalgilya’s male

ER fell by 4.8 percentage points, from 59.5% in @00 54.7% in 2010,
while Tulkarm’s fell by 4.4 percentage points, fr@#.6% to 50.3%. By
2010 these two governorates had the lowest maleifcR®e West Bank.

Strikingly, the governorates with the largest deelin female ERs were
also Qalgilya and Tulkarm. Qalgilya’s female empi@nt ratio fell by 4.6

percentage points, from 15.7% in 2006 to 11.1%0ib02 while Tulkarm’s

also fell by 4.6 percentage points, from 14.3%00&to 9.7% in 2010. By
2010 these two governorates had the lowest fenfateiix the West Bank
except for Jerusalem governorate, where the feERla&vas 7.3% in 2010
after falling 2.9 percentage points from its 2006l (PCBS 2007, 2011b:
Tables 17, 18).

In the Gaza Strip, the governorate of Rafah farest,bwith the male ER
rising by 3.7 percentage points, from 39.7% to %43(by 2010 the highest
ER in the Gaza Strip) and the female ER risingp@@entage points, from
5.5% to 6.1%. For males, this was the result ohrgd increase in the
LFPR, together with a small increase in the uneymknt rate. Gaza
governorate suffered a large decline in the malefiefin 44.8% to 40.0%,
with a large decline in the LFPR and a much smalerease in the
unemployment rate; the female ER rose by 0.8 péagenpoints. In the
other three governorates, employment ratios detlime lesser amounts
for both males and females.

Employment by gender, region, and age

In some ways during this period the patterns ohgkan employment and
labor force participation with respect to gendegion, age, and years of
schooling are what would we expect, but there &8e aome surprises,
such as the fact noted above that the female emm@oy/ratio in the West
Bank declined, even as the male employment ragie.ro

As mentioned in the previous section and shownigaire 4.1, the overall

employment ratio in the West Bank rose slightlynirad006 to 2010, while
it fell slightly in the Gaza Strip. In the Gazaifirthe employment ratio
had been 5 to 8 percentage points lower than iWtast Bank since data
started being collected in 1995. In part this isduse of the lower female
employment ratio in Gaza (5.5% in 2006, 5.3% in®Pstemming from

the lower female labor force participation rater¢n8.1% in 2006, 10.1%
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in 2010; see Figure 4.9), compared to the West Bashlere the female
employment ratio was 14.7% in 2006 and fell to ¥3i8 2010.

Figure 4.9 Changing women'’s labor force participabn
in the Gaza Strip, by age, 2006-2010
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Labor force participation rate (percent)

0
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Source: PCBS Labor Force Survey 2006, 2007, 22089, 2010, Tables 3 and 4.

However, in Gaza, the oldest (55+) and youngest2@)5males of

working age also had far lower labor force paragipn rates than their
West Bank counterparts. Among young males 15-24 FRR in Gaza in

2006 of 37.0% was much lower than their 47.7% LHk#®Re West Bank
(see Figure 4.10a). This gap widened by 2010 asuGamles of that age
group reduced their labor force participation t0988, while the LFPR in

the West Bank was unchanged. This withdrawal ofa@amuth from the

labor force was very likely driven by lack of oppority, after the

employment rate among Gazan males 15-24 fell fré&m% in 2006 to

31.7% in 2010. In the West Bank, in contrast, thpleyment rate among
young males began enormously higher, at 62.9% @6 28nd rose slightly
to 63.5% in 2010. Gazan men 55 and older also hbithg labor force

participation rates following a decline in their gloyment rate over the
period. Due to the very high birth rate in Gazaybweer, the oldest group
is only a small part of the whole and has littlluance on the overall
LFPR.This regional gap in male LFPRs existed onlythe youngest and
oldest males; for males 25-54 there was hardlyragional difference in

LFPRs.
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Figure 4.10a: Percentage points change in employmeratio, males
15+, by age group, West Bank and Gaza Strip, 200©20
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Source: Author’s calculation from PCBS (2007, 201T#bles 3 and 4).

Figure 4.10b: Percentage points change in employmeratio, females
15+, by age group, West Bank and Gaza Strip, 20020
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Source: Author’s calculation from PCBS (2007, 201T#bles 3 and 4).

For males, employment ratios changed in a pattemilas to that of
LFPRs but more dramatic, as Figures 4.10a and 4shbav. The age
profile of ERs (as well as LFPRs, not shown) shewstrong inverted-U
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shape; but in addition, while ERs for West Bankenalll increased except
for those 55 years and older, Figure 4.11a clestryws that thehanges
also showed an inverted-U shaped pattern, elorgyatial sharpening the
age profile. Men ages 35-44 enjoyed the largestease in employment
ratio (5.4 percentage points), while men ages 4@t gained 3.7
percentage points in ER, and the younger age grgap®d less. The
oldest male group, 55 and older, actually losthshg though this might
represent voluntary withdrawal from work as youngeale family
members found employment.

Figure 4.11a: Employment ratio by age group, West &nk
males, 2006 and 2010

Source: Author’s calculation from PCBS (2007, 2Q1Tble 3).

In the Gaza Strip, like in the West Bank, the emplent ratio for middle-
aged men ages 35-44 rose by 6.4 percentage pioons64.9% to 71.3%
in 2010 (Figures 4.10b and 4.11b). However, the/ ather male group
that gained in Gaza was the 25-34 age group, wigmall gain from
60.5% to 61.3%. As in the West Bank, the changeagi profile also
showed an inverted-U shape, and elongated and estedpthe existing
inverted-U profile — but through falling ERs in tbéder and younger age
groups. The patterns for young Gazan males disdusseve in terms of
LFPRs are also reflected in employment ratios. Gazales 15-24 already
in 2006 had a far lower employment ratio (18.6%ntjgoung males in the
West Bank (34.7%). But by 2010 the gap was maghifis the West Bank
young male employment ratio rose slightly to 35.28hile the Gaza Strip
young male employment ratio fell to 13.2%. Excemt the 25-44 age
groups mentioned earlier in this paragraph, aleotmge groups of Gazan
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males lost, as is clear from Figures 4.10a andb4.Ghzan males 55 and
over also suffered a 5.4 percentage point drogéir employment ratio

over the period, while there was essentially nangkan the ER for West
Bank males this age.

Figure 4.11b: Employment ratio by age group, Gazat8p
males, 2006 and 2010

Source: Author’s calculation from PCBS (2007, 2Q1T#ble 4).

Figure 4.11c: Employment ratio by age group, West 8k
females, 2006 and 2010

Source: Author’s calculation from PCBS (2007, 2Q1Tble 3).
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Figure 4.11d: Employment ratio by age group, Gaza
Strip females, 2006 and 2010

Source: Author’s calculation from PCBS (2007, 2Q1Tdble 4).

In contrast, for females the age profile of ER®ath the West Bank and
Gaza Strip tilted — and in different directionss-slhown in Figures 4.11c
and 4.11d. In the West Bank, ERs fell for the yamage groups and rose
for those 45 and over. Because the younger grawpsi@er, the net effect
was a noticeable decline in the female employmetid in the West Bank,
from 14.7% to 13.8%. In the Gaza Strip, it was jtis¢ opposite:
employment ratios fell sharply for the two grougsmemen 45 years and
over, while they rose for females 15-34. Again, tihder age groups are
much smaller, and so in the Gaza Strip the neteffias only a very small
decline in the female ER, from 5.5% to 5.3%.
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Figure 4.12a: Percentage points change in employmeratio, males
15+, by years of schooling, West Bank and Gaza S#ti2006-2010

Source: Author’s calculation from PCBS (2007, 201T#bles 6 and 7).

Figure 4.12b: Percentage points change in employmeratio, females
15+, by years of schooling, West Bank and Gaza S#ti2006-2010

Source: Author’s calculations from PCBS (2007, 2f)Ilables 6 and 7).

Employment by gender, region, and years of schgolin
Turning to years of schooling, the patterns for nmam women are
markedly different, as shown in Figures 4.12a aritRid. The female
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pattern across both regions is uniform, in the seahat for womerthe
employment ratio for every category of years ofostihg but one fell in
both the West Bank and the Gaza Step shown in Figures 4.13b and
4.13d; the only exception was college-educated womehe Gaza Strip,
whose ER stayed essentially constant. In the WestkBthe overall
decline in the ER was 0.9 percentage points, afthdhe fall in the ER of
every group except college-educated women was Er8eptage points.
Even college-educated women’s ER fell from 31.498@d0%. However,
because of a general increase in the educatiovnal ¢&¢ women, the net
decline in the overall female employment ratio wamsller in both regions
than the declines in individual groups by yearsafooling.

In the Gaza Strip, what stands out is that ne&dyonly women who are in
the labor force are college-educated women, as showFigure 4.13d.
This was true 2006 with ERs in all four groups of non-college-edwezht
females that were no more than 4%, and it was &wem in 2010, when
these four groups all had ERs of less than 1.5%.cdntrast, the
employment ratio for college-educated women stayeally constant, at
20.0% in 2006 and 20.1% in 2010, while the sizeéha group grew as
more young women went to college. This group, tleaplains the “tilt” in

the age profile toward younger women, and it algplans why the
employment ratio in the Gaza Strip as a whole lyactianged over this
period.

Figure 4.13a: Employment ratio by years of schoolig,
West Bank males, 2006 (solid) & 2010 (dashed)

Source: Author’s calculation from PCBS (2007, 2Q1Tble 6).
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Figure 4.13b: Employment ratio by years of schoolig, West Bank
females, 2006 (solid) & 2010 (dashed)

Source: Author’s calculation from PCBS (2007, 2Q1Tble 6).

Figure 4.13c: Employment ratio by years of schoolig,
Gaza Strip males, 2006 (solid) & 2010 (dashed)

Source: Author’s calculation from PCBS (2007, 2Q1T#ble 7).
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Figure 4.13d: Employment ratio by years of schoolig,
Gaza Strip females, 2006 (solid) & 2010 (dashed)

Source: Author’s calculation from PCBS (2007, 2Q1Tdble 7).

For men, the only two groups by years of schoolihgse ERs declined in
both the West Bank and the Gaza Strip were the rapdt the least
educated — those with at least some college, asktvith no schooling at
all (see Figures 4.12a, 4.13a, and 4.13c). In theaGotrip, the ER fell or
stayed essentially the same for all groups; theoEfRose with 7-9 years
of schooling fell the most, by almost 5 percentpgats, from 41.4% to
36.6%. Among West Bank males, the three middle ggooy years of
schooling did better than the groups with the higland lowest levels of
schooling: employment ratio of males with 10-12rgeaf schooling rose
from 55.5% to 57.9%, while for those with 7-9 yeafsschooling it rose
from 58.2% to 59.5%, and for those with 1-6 yedrsahooling it rose
only from 56.1% to 56.9%.

4.8.2 Employment by refugee status and region

Refugees were not equal beneficiaries of economtiwt in this period,

for two reasons. One was that the majority of refglive in the Gaza
Strip, where they suffered through the economiastabphe with everyone
else. The other reason was that for those refugéeg in the West Bank,

the employment gap relative to non-refugees gresvihe employment
ratio of non-refugees rose and the employment matticefugees fell. In

this section we examine data from 2007 to 2010abse the Labor Force
Survey only began publishing data on refugees @v¥20
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Over this three-year period, employment ratios alWedeclined in the
whole Palestinian territory, from 32.9% in 20073th4% in 2010, because
employment did not keep pace with growth of the kiay age
populatior?t However, for refugees in the Palestinian territothie
employment ratio not only was substantially lowleart for non-refugees
in 2007, but also fell further by 2010. In 2007,vebrking age refugees,
29.9% were employed, while of non-refugees, 35.18tevemployed. By
2010, the employment ratio for refugees had faite27.3%, a decline of
2.6 percentage points; for non-refugees the dewlaeto 33.9%, a fall of
only 1.2 percentage points.

The patterns of change in employment ratios diwkligethe West Bank
and Gaza Strip. In the West Bank, refugees ovlstiground relative to
non-refugees, even as in the whole West Bank, tif@doyment ratio for

everyone (including employment in Israel and thetlesments) remained
almost exactly constant, at 36.3% in 2007 and 36r22010. In the West
Bank, the employment ratio for non-refugees rogeesehat, from 36.8%
to 37.2%, while the employment ratio for refugeedready lower in 2007
at 34.9% — fell by 2010 to 33.3%, almost entirelyedo a decline in
refugees’ LFPR. In other words, the initial gapld® percentage points
between refugee and non-refugee employment ratidened to a 3.9
percentage point gap. The data provided in PCB®8@0suggest no
obvious demographic reason for this change, suehsaskingly different

composition in terms of age or schooling among VBestk refugees.

At the same time, however, in the West Bank, faséhliving in refugee
camps, the employment ratio actually grew sligifityn 30.7% to 31.2%,
as the LFPR remained almost constant and the uogmpht rate fell.
The loss in employment ratio (and decline in LFRRyrefore was for
refugees not living in refugee camps.

In the Gaza Strip, in 2007 refugees were disadgaatdy a substantially
lower employment ratio (25.8%) than non-refugees4%), but by 2010
the two groups’ ERs had almost equalized (and esfslgER was actually
slightly higher than non-refugees’), as the ER rfefugees fell by 3.0
percentage points, exactly half the 6.0 percenpag® decline in the non-
refugee ER (see Figure 4.14). This was bad newbdtr refugees and
non-refugees, of course, but it was worse newadorrefugees. However,
the fact that the bulk of refugees live in the G&ap, and the fact that

2L However, the employment ratio for the whole Pién territory was 31.3% in 2006, almost the

same as in 2010. In 2007 there was a sudden rileeiti.FPR and a significant drop in the
unemployment rate.
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they did lose a substantial number of jobs, meant thahénRalestinian
economy as a whole refugees’ employment situatiors@ned relative to
non-refugees.

Figure 4.14: Number of percentage points change imployment
ratio, refugees & non-refugees, 2007-2010, by sé,(F)
and region (oPt, West Bank, Gaza Strip)

Source: Author’s calculation from PCBS (2007, 2Q1T#ble 19).

Employment by refugee status, region, and gender

In the West Bank, both male and female refugeesldwadr employment
ratios than non-refugees, and for both gendergdpegrew from 2007 to
2010. In 2007 in the West Bank, male refugees hadR of 54.6%,
several percentage points lower than the 57.5% EReir non-refugee
counterparts. By 2010 this gap had nearly doubdsdthe ER for male
refugees fell to 53.9%, while the ER for male nefugees rose to 59.3%.
Because the female LFPR is low, this widening gaped by male
refugees largely accounts for why the ER of the leshidest Bank refugee
population, male and female together, fell furtbehind the ER of the
non-refugee population.

The West Bank female refugee ER also fell furthehibd the ER of non-
refugee females, but only slightly. In 2007 femed&ugees’ employment
ratio was 14.8%, while for non-refugees it was %.mBy 2010 both
numbers had fallen, but for female refugees thehaR fallen a little
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further — to 12.7%, while for non-refugees it hagtlithed just to 14.2%;
hence a 0.9 percentage point gap grew to a 1.®ip@ge point gap.

In this period the absolute employment situatiobath refugees and non-
refugees in the Gaza Strip worsened, but for nfugees it worsened
more. Hence the employment situation of refugeabénGaza Strip, both
male and female, improved relative to non-refugéeg$act, among male
refugees, who in 2006 were disadvantaged by emmaymatios lower
than those of non-refugee males, the disadvantagedisappeared by
2010. Refugee females in the Gaza Strip alreadyatsmdstantiallyigher
employment ratio than non-refugee females in 2@0id this advantage
had grown by 2010.

For Gazan males in 2007 the refugee ER, at 44% swulastantially below
the non-refugee ER of 48% - a gap entirely expthimga large difference
in labor force participation rates between refugesdes (63%) and non-
refugee males (68%), since their unemployment nas¥e almost exactly
the same in 2007. By 2010 the non-refugee male &Rfdillen about twice
as far as the refugee male ER, so that the refagdenon-refugee male
ERs were both 40%. This was because for non-refogdes in the Gaza
Strip, there was both a larger drop by 2010 inrth&PR and a larger
increase in their unemployment rate than for redugeles.

The employment position of Gazan refugee femaldative to non-

refugee females also improved, even as both groapsoblute position
worsened. The difference from the male situatios that in 2007, female
refugees’ ER (8%) was already well above that dirtmon-refugee
counterparts (7%). This advantage widened by 2@dalse the female
refugee ER fell only about half as far as the feman-refugee ER. This
resulted partly from a divergence in labor forcetipgation by the two

groups, with refugee women’s LFPR staying almoststant at about
12%, and non-refugee women’s LFPR falling from 9%/%. The other
contributing cause was an enormous increase in plogment rates for
both groups — with an increase that was even lafgerfemale non-

refugees (from 22% to 50%) than for female refugffesm 32% to

47%)?

2 In examining data on women’s employment in Gdzs ialways useful to keep in mind that

nearly all Gazan women in the labor force are gefleducated.
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4.9 Evidence of improvement in job quality

There is some evidence that the quality of workriompd in the West
Bank over this period, at least along certain disn@ms. Such

improvement is always a potential benefit of outgrawth. Growth can
give marginal workers — those working part timejrgermittently, or for

no explicit remuneration, or only in precarious fsshployment — a
chance to get regular, full time wage jobs. While wWo not have
comprehensive data that would allow a full assessmEchanges in job
guality, by several measures there was some imprertin job quality in

the West Bank. The picture is more mixed in the &G&#ip, where, for
example, a much larger share of the workforce wagaged in casual or
seasonal labor by 2010 than in the West Bank.

We consider two main indicators. One indicator he fpercent of all
employed persons who were underempldijedhere are three main
reasons why a respondent is classified as undeogegl under the
operational definition used by the PCBS. One, ds&finas visible
underemployment, is that the respondent either @gbtkss than 35 hours
per week, or else worked less than the normal hobtirwork in their
occupation. The second and third reasons, bothnetkfiasinvisible
underemployment, are that a person who does ndhditdefinition of
being visibly underemployedither wants to change jobs because of not
receiving insufficient incomepr works in an occupation that does not fit
that person’s qualifications.

In the West Bank the fraction of all those employadho were
underemployed fell from 2006 to 2010, while in tGaza Strip it rose.
Figure 4.15 shows this shift in both regions. Koamakes clear that the
largest shift for the West Bank was from 2007 t020when the share of
all those employed who were underemployed felhia ¥YWest Bank from
11.5% to 7.6%, while in Gaza it rose in one yeamfr7.0% in 2007 to
10.7% in 2008. In both regions the trends partiersed in the last year or
two of the period, so that both ended up at 9.3%.

3 Asis standard, the PCBS reports underemploymert percent of the labor force, so to get the

number of underemployed as a share of all empl@gedons, we divide the underemployment
rate by the sum of the employment rate and thereng@oyment rate.
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Figure 4.15: Changes in underemployment as a percen
of all employment, 2006-2010

Source: Author’s calculation from PCBS (2007, 2Q1T#ble 1).

We must be cautious in interpreting the data, h@wndwecause an increase
in the underemployment rate (the number underenspl@as a percent of
the labor force), and hence possibly in the sh&r@lemployed persons
who were underemployed, could happen for eithedgwdiad reasons. A
good reason would be that those previously witlvutk found part time
employment, or employment that did not fit theiatiications, and so left
the category of unemployed and joined the rankb@funderemployed. A
bad reason would be that those previously fully eagiilarly employed in
jobs that suited their qualifications had been ddrcto move into
underemployment, that is, either to less thantiolé work or to work that
did not suit their qualifications. Thus an increas¢he underemployment
rate, viewed in isolation, might be either a goocé dad thing, depending
on the reasons for it.

In this case, in the West Bank the number regulanyployed' increased

from 412,000 to 500,000 over the period, while tmamber

underemployed actually fell from 55,000 to 51,080,there was a clear
gain in job quality in this sense. In the Gazafton the other hand,
underemployment increased from 12,000 to 18,000jlewlnegular

employment grew from 169,000 to 193,000, so that,nated above,
underemployment grew as a share of total employm&mgesting an
overall decline in job quality in this respect.

24 “Regular” employment here means persons categbrias “employed” rather than

“underemployed” in the PCBS Labor Force Survey.
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There have been other job quality concerns in theaGStrip as well,
notably the increase in the number of very dangerobs working in

tunnels (Pelham 2011). In addition, in 2010 a miatyer share of
employment in Gaza was reported to be casual wosahthan in the
West Bank. Fully 92% of wage employees in the WBank had

permanent full-time work, while only 62% of wage nkers in the Gaza
Strip did. Put another way, 32% of Gazan wage eyegs held seasonal
or casual jobs, but only 5% of wage employees & \thest Bank did

(PCBS 2011b: Table 65). These data only began tefted in 2010, so
we have no comparison with earlier years.

As mentioned in section 4.4, from 2006 to 2010thamlarge number of
employed persons shifted out of unpaid employmer family business,
and many of them became wage employees (see Figurésand 4.17).
For the economy as a whole, the share of all teosployed who were
wage employees increased from 59% in 2006 to 682010 (LFS: Table
38). The same happened in the West Bank, with wameloyment

growing from 56% to 64% of the total, while in Gazage employment
was already a higher share (70%) of the total nureb®ployed, and rose
even more over the period, to 79%. The increaggama was likely due
partly to an increase in public employment as aesbfthe total, partly to
employment generation projects by NGOs, and partlyage employment
in the tunnel economy. In the West Bank increasadleyment in Israel

and the settlements likely played some role.

Figure 4.16: Percent of all employed persons who emunpaid family
members, self-employed, wage employees, or emplayer

Source: PCBS (2007, 2011b, Table 38).
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Figure 4.1: Unpaid family members as percent of akmployed
persons, West Bank, by governorate, 2006 and 2010

Source: PCBS (2007, 2011b, Table 38).

The shift out of either self-employment or else aidpwork as a family
member was concentrated in a few governorateshanWest Bank, the
largest increases in wage employment as a shaa# efmployment were
in Qalgilya (+17 percentage points), Salfit (+17)ulkarm (+13),

Ramallah/al-Bireh (+13), and Bethlehem (+10) (sdgute 4.18). In

contrast, in Hebron there was only a 2 percentaget increase in wage
employment over the period. The changes in the VBask may partly
reflect the 16,000 or so added jobs in construciiorisrael and the
settlements, since the three governorates wheree wamgployment
increased by the largest number of percentage dialgilya, Salfit,

Tulkarm) are also those where construction employniecreased the
most as a share of all employment. In addition, rtteen jump in wage
employment’s share in these governorates took pla@908, as Figure
4.18 shows. This was also the first year of a tiyese rising trend in the
average daily wage in Israel and the settlemerag) f130.1 NIS in 2007
to 138.3 NIS in 2008, rising further in annual Ements of about 10
shekels each to 158.0 NIS in 2010.

As for the Gaza Strip, there was a 16 percentag# pwrease in wage
employees’ share in all employment in the govereo Rafah, while

Deir al-Balah had only a 6 percentage point in@easd the other three
governorates had increases in the 8 to 9 perceptsgerange.
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Figure 4.18 Wage employees as share of all employgersons
in selected West Bank governorates, 2006-2010

Source: PCBS Labor Force Survey 2006, 2007, 200@0,2010, Table 38.

Can we interpret these changes as an overall irprent in job quality?
A shift from unpaid work for a family business t@igp employment
appears likely to be generally regarded as a dlagrovement in job
quality if it is a voluntary change. A shift to Seimployment in the
context of a growing economy would probably be rdgd as an
improvement, and a shift from any other categoryetoployer almost
surely would be. Hence in this dimension, job dyatian probably be
judged to have risen in the West Bank.

The same was not necessarily true in the Gaza Buép this period,
however. The shift away from self-employment angleyer status surely
resulted in large part from the collapse of mangihesses there, and so
very likely reflects a decline in job quality, ihg sense that those who
preferred to work for themselves were no longee abldo so.

4.10 Weekly hours and monthly days worked

Average weekly work hours and average monthly waykddid not show
strong trends over the period. As with employmém, change in weekly
work hours somewhat reflects an economy that gawstly in the West
Bank and stagnated in the Gaza Strip. Average wduellirs grew in the
West Bank from 42.2 in 2006 to 43.3 in 2010, algifothey fluctuated in
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the intervening years, while in Gaza weekly hoetsffom 39.9 to 38.8,
but were higher in some intervening years. Averagethly workdays fell
in both the West Bank (from 23.1 in 2006 to 22.2010) and the Gaza
Strip (from 24.0 to 23.4), with some ups and downthe interim. These
may be largely composition effects, as the averageber of days worked
per month by new hires might be lower than for @xgsemployees, and
so might drag down the average for all employees.

4.11 Conclusion

Employment grew substantially in both the West Banll the Gaza Strip,
and the hundred thousand who newly gained emploiymenostly wage
employment — were clearly among the beneficiariegrowth in real

GDP. Even when we focus exclusively on employmeaimgflowing from

Palestinian production, leaving out new employmentisrael and the
settlements, these employment gains are somewbat akhat would be
expected, based on the world average output détgst€ employment.

Gains in private sector employment outpaced gamspublic sector
employment in the West Bank, but the reverse waes itr the Gaza Strip.
There is evidence of gains in the West Bank ingixality of employment
as well as the quantity, while in the Gaza Strip #vidence of quality
changes is quite mixed.

At the beginning of this period there was consillraslack in the labor
market, in the forms of both unemployment and uachgdoyment, and
this partly explains the failure of the unemploymeaie to fall; another
part of the explanation is very rapid labor forceovgh, by world
standards. Four years of rapid GDP growth in thestVBank managed to
take up much of the slack, squeezing out some efutideremployment
and pulling previous unpaid workers into incomer@ay employment.
This suggests that by the end of this period, tumemy was poised for a
more rapid decline in the West Bank unemploymetgt, rand a consequent
decline in the Palestinian territory unemploymeaieras well, particularly
as the economy revived in the Gaza Strip in 2011.

This chapter has found that among the main beaeiis of growth in this
period were West Bank males, whose employment grew faster rate
than employment as a whole, and young college-¢ddoaomen in the
Gaza Strip, whose employment grew at about the sateeas the female
working age population. Those who missed out onlibeefits of new
employment included Gazan males aged 15-24. Asrdugees, the
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decline in their employment ratio was less than rfon-refugees in the
Gaza Strip, and they did make some absolute gaiemployment; and in
the West Bank refugees, despite being disadvantagiative to non-

refugees, did make some absolute gains in emplayasewell. However,
because the majority of refugees live in the Gandp,Shard-hit by

blockade and consequent economic crisis, refugeesalb did not share
proportionately in the gains from increased empleytn

Benefits of growth in real GDP may flow partly tmployment, partly to

wages or salaries per person, and partly to noorlaicomes. The next
chapter will investigate who were the main benafieis in terms of wages
and other incomes.
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Chapter 5:
Changes in labor incomes

5.1 Stagnation in real wages

While employment for all who seek it is an impottaolicy goal, it is also
important that work be adequately paid, and that ftinits of growing

labor productivity should be divided fairly betwekbor and non-labor
incomes. During 2006-2010, we have seen that waggoyment rose
30% in the Palestinian economy. However, the ndwsiawages was not
nearly so good.

Figure 5.1: Percent change in real average daily vge,
by governorate and region, 2006-2010

Sources: Author’s calculation from PCBS (2011b,|&aty; 2011c, Tables 6-7).

Real average daily wages fell in both the West Bam# the Gaza Strip,
although they rose for Palestinians working in ésr@nd the settlements.
In the West Bank the change for wage employeeshé Ralestinian
economy proper was -3.3%, the result of a cumwdaincrease in the
nominal average daily wage of 12.2% (from 76.5 ®88NIS) and

cumulative inflation of 16.0%. In the Gaza Stripe tchange in the real
average daily wage was a catastrophic -31.4%, ¢leltr of a -15.7%
change in the nominal average daily wage (from @6.68.2 NIS) and
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22.9% inflation in consumer prices over 2006-2&1Bigure 5.1 shows
these changes, as well as wage changes by goverrisaussed in the
next section. The net effect for the Palestinianemy as a whole was a
change of -11.4% in the real average daily wagehasominal average
daily wage rose by only a cumulative 5.7% (from77&. 77.9 NIS) while
cumulative inflation was 19.3%.

5.2 Wage changes by governorate and sector in thalBstinian
economy

Using region-wide Consumer Price Indexes to cateuthe cumulative
change in real wages by governorate during 200®.20%& find that all
Gazan governorates suffered declines of 25% or mameal average daily
wages, while six West Bank governorates enjoyed esib@¢umulative
increases in real daily wages, and six sufferedirdec of 2% to 8%. It
would, of course, be far preferable to use CPls doyernorate or
municipality, but such are not available. Hencadeds to be understood
that all these “real average daily wages” by goweate are only rough
approximations.

The governorates with the largest nominal wageemees in percentage
terms were Tulkarm, Jericho/Al-Aghwar, Qalgilya, rRalah/Al-Bireh,
and Bethlehem, and it is in these governorates ihiatcal inflation rates
were similar to region-wide inflation rates, wagaptoyees may have
received small increases in their real wages. Skt Tulkarm and
Qalgilya have terminals through which workers cras® Israel, it is
likely that the real wage increase there is thér@atl result of the increase
in employment and wages in Israel and the settlésnagither because
local employers had to raise wages to prevent theikers from leaving
to work in Israel, or because the general incr@aggcomes allowed local
businesses to pay higher wages, or both.

In the West Bank, the largest declines in real \wagere in Hebron and
Jerusalem. In Hebron, the real average daily wageped 6.3%, probably
caused by a combination of the continuing destoactif commercial life
by encroaching settlers, together with the dectifieHebron industrial
production in the face of cheaper imports from @him Jerusalem, the
daily wage fell 7.5%, likely a result of the tighteg circle of settlements
and the Wall, making it increasingly more difficéittr those living in the

% \West Bank: (100% + 12.2%)/(100% + 16.0%) = 96:7%00% - 3.3%.
Gaza Strip: (100% - 15.7%)/(100% + 22.9%) = 68.69408% - 31.4%.
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Jerusalem governorate in the West Bank to carrganmerce with the
city of Jerusalem.

In Gaza, the collapse of real wages was on a daragiscale, with Rafah,
the center of the tunnel economy and the goveradeatst hurt, facing a
25% decline, and the hardest hit, Deir al-Balah &imnyounis, both
suffering a more than 36% decline in the real ayedaily wage.

Public sector wages remained above private seagesvin both the West
Bank and Gaza Strip throughout 2006-2010. Exprgsainthe following
data in constant NIS of 2004, in the West Bank(0&, the real average
daily wage in the public sector was 71.0 NIS, highen the real wage of
69.6 NIS in the private sector (Figure 5.2a). Tdap widened by 2010, as
the private sector real daily wage fell to 66.0 MiBile the public sector
wage rose slightly to 71.4 NIS. In the Gaza Stnip tontrast between the
two sectors was far larger: in the public secterribal average daily wage
in 2006 peaked at 74.1 NIS, about 50% higher tharptivate sector wage
of 49.3 NIS in that year (Figure 5.2b). Real waigesoth sectors then fell,
so that by 2010 the public sector wage was 56.1, Nii8 about 50%
higher than the private sector wage, which haeratid 37.0 NIS.

Figure 5.2a: Public and private sector real averagdaily
wage, West Bank, 2004-2010

Source: Author’s calculations from PCBS (2011b,l&atd; 2011c)
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Figure 5.2b Public and private sector real averagdaily
wage, Gaza Strip, 2004-2010

Source: Author’s calculations from PCBS (2011b,|&atl; 2011c).

5.3 Wage changes for West Bank Palestinians workirig Israel
and the settlements

The only substantial group of Palestinian workens Which real wages
clearly grew faster than consumer prices was tkeoggloyed in Israel and
the settlements. For this group, which in 2006 wheady earning on
average 1.69 times the daily wage of other WestkBanorkers, the
average nominal daily wage grew from 129.8 NIS06&to 158.0 NIS in
2010, a rise of 22%, for an increase in the rearage daily wage for
workers in Israel and the settlements of 5% (atghoalculation from
PCBS 2011b, Table 46; 2011c). The ratio of the ayerdaily wage for
these workers to the average daily wage of all roivest Bank wage
employees also grew from 1.69 to 1.84, growth thak place entirely in
2009 and 2010. Wages from Israel and the settlesmmotvided 18% of all
wage income in the Palestinian territories in 2040 from 14% in 2006
(author’s calculation from PCBS 2011b, Table 41).

Employee compensation to Palestinians working iraels and the
settlements has been a substantial and incredsingrito the Palestinian
economy. Palestinians in the West Bank and Gazeivext, in current
dollars, $577 million in net employee compensafimm abroad in 2010,
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and this likely included at least $530 million froisrael?® this was up
from $314 million in total net employee compensatioom abroad in
2006, of which probably about $270 million was frdsrael (PCBS
2009b, 2012). However, these figures do not tateacscount the cost of a
permit to work in the settlements, reported at 2% der day in 2012
(Abu-Saadi 2012). If the cost per permit was ungeanfrom 2006 to
2010, this amounted to about $46 million in 2006o{& 35,000 permits
issued) and $76 million in 2010 (about 50,000 peynigsued}’ The
approximately $230 million increase from 2006 td.@Qs a rather large
inflow of funds from employment in Israel and tletEements upon which
the Palestinian economy is becoming increasingpeddent. This is not
directly a contribution to GDP, of course, sinceddes not represent
domestic production, but it is a contribution too& National Income.
The remainder of this chapter largely ignores theseme flows, because
we are interested in who received the proceeds@fity in Palestinian
real GDP.

5.4 The real wage bill

An important question is whether the labor shargabiie added has been
rising or falling. If falling, the benefits of GDRyrowth will go
disproportionately to non-labor incomes such aditpriaterest, and rent.
We are interested both in what happened overadl, vamether employee
compensation as a share of value added rose anfpHrticular sectors.
The data allow us to approach this question in ways. The first is by
estimating the real wage bill by using Labor FoRwvey data on the
nominal average daily wage and the number of mgntlalys worked,
together with data on the CPI.

The real wage bill in the Palestinian economy rosly modestly during
this period, as shown in Table 5.1. If the realrage daily wage had
remained constant in real terms and average daykediohad been
unchanged, the 30% increase in wage employmentdnaoaNe produced
the same percent increase in the wage bill (30%gteSeal GDP grew by
33% in the whole economy, this would have meant ldaor's share of

% Balance of payments data from the Palestine Maoyetuthority show that $1,077.2 million was

received in net employee compensation in 2010, leickv $991.2 million was from Israel.
However, this includes recipients in East Jerusalemile the PCBS figure for total net
employee compensation from abroad does not. If esurae that, of total net employee
compensation received from abroad by Palestiniarthe West Bank and Gaza, the share that
comes from Israel is the same as it is for thedBalan territoriesncluding East Jerusalem, then
net employee compensation from abroad to Palestriia the West Bank and Gaza would be
(991.2/1077.4)($577.4 million) = $531.2 million.

2" The cost of permits is deducted in a separate i the balance of payments (Musa 2012).
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value added had stayed nearly constant. Insteadett wage bill rose by
just 11.6% from 2006 to 2010, the result of aboG08b6 increase in wage
employment, a 3.4% decline in average days worlexdnmnth, and an
11.4% decline in the real average daily wage. $ddht that the wage bill
grew much more slowly than value added simply mehatslabor's share
of value added fell. Much of this fall occurredtime Gaza Strip. In the
West Bank, the wage bill grew 21.8%. In the Gazg St fell 13.4%, so
that the much larger number of wage employees i 2@ere dividing up
a much smaller stream of income than in 2006.

Table 5.1: Nominal and real average daily wage, angnnual real wage
bill, 2006 and 2010, and percent change. All dataafor the
Palestinian economy, excluding employment and wages
of Palestinians working in Israel and the settlemets

PALESTINIAN TERRITORY 2006 2010 Change Percent change
Number of wage employees (thousands)* 325 425 99 30.5%
Nominal average daily wage 73.7 77.9 4.2 5.7%
Consumer Price Index (base year =2004) 108.11  129.00 19.3%
Real average daily wage (2004 NIS) 68.2 60.4 -7.8 -11.4%
Monthly days worked 23.4 22.6 -0.8 -3.4%
Total real wage hill (billions of 2004 NIS) 6.23 6.96 0.73 11.7%
WEST BANK 2006 2010 Change Percent change
Number of wage employees (thousands)* 208 272 65 31.1%
Nominal average daily wage 76.5 85.8 9.3 12.2%
Consumer Price Index (base year = 2004 109.22 126.67 16.0%
Real average daily wage (2004 NIS) 70.0 67.7 -2.3 -3.3%
Monthly days worked 23.1 22.2 -0.9 -3.9%
Total real wage hill (billions of 2004 NIS) 4.03 4.91 0.88 21.8%
GAZA STRIP 2006 2010 Change Percent change
Number of wage employees (thousands)  117.6 152.3 35 29.5%
Nominal average daily wage 69.0 58.2 -10.8 -15.7%
Consumer Price Index (base year = 2004) 107.20 131.7% 22.9%
Real average daily wage (2004 NIS) 64.4 44.2 -20.2 -31.4%
Monthly days worked 24.0 23.4 -0.6 -2.5%
Total real wage bill (billions of 2004 NIS) 2.18 1.89 -0.29 -13.4%

* Number of wage employees for 2010 is a lower libiBee note to Table 4.3.

The number of wage employees was calculated framidéPCBS (2007: Tables 1 and 28), and PCBS
(2011b: Tables 1, 38, and 41). Using the numbewraxe employees in the private and in the public
sector resulting from these calculations, monttdysdworked were calculated, using separate data on
private and public sector monthly days worked. Naahiaverage daily wage is from PCBS (2011b,
Table 47), which excludes Palestinians working sra¢l and the settlements. CPIs are from PCBS
(2011c).
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Figure 5.3 summarizes this report's findings abathanges in
employment, real wages and the real wage bill @nWrest Bank, the Gaza
Strip, and the whole Palestinian economy, excludisgel and the
settlements.

Figure 5.3 Percent change in employment, wage emploent,
real daily wage, and total real wage bill in the
Palestinian economy, 2006-2010

Source: Author’s calculations from PCBS (2007, €all, 28), PCBS (2011b, Tables
1, 38, 41, 47), and PCBS (2011c).

5.5 Employee compensation share of value added

The second kind of data we can use to determiner’aishare of value
added is Economic Survey data. In Palestine, emsplagompensation
consists largely of wages. As of 2007 — the lasietiwhen details of
compensation were published in the Economic SudES) report —
benefits (at least the way they are defined inEBg were only about 4%
of total compensation, and the other 96% were waaements (PCBS
2009a). We therefore expect movements in employsspensation to
parallel movements in wages.

In view of the decline in real wages already déwadj it is not surprising
that overall ES data show compensation as a shbrealoe added
declining from 25.6% in 2007 to 23.5% in 2010 ik West Bank in the
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sectors surveyed (see Figure B%Actually, this measure had been
declining for the whole Palestinian territory siné899, falling from
28.2% in 1999 to 21.6% in 2010. The decline avetagéout 0.5
percentage points per year, but then from 200Di® 2t suddenly fell by
almost two percentage points, from 23.2% to 21.6%is is largely
because in the Gaza Strip employee compensaticn stgare of value
added dropped precipitously, from 28.2% in 20025d% in 2010, with
the largest part of this decline occurring in 2010.

Figure 5.4 Employee compensation as share of value
added, all sectors, 2007 and 2010

Sources: PCBS (2009a, 2011e).

Figure 5.5 shows the decline in labor's share dievadded in most of the
five broadly defined sectors in both the West Bamki the Gaza Strip
from 2007 to 2010, with the largest decline ocarin the Gaza Strip,
except for the construction sector. That is, forz&ahe black bars for
2010 are much shorter than the dark grey bars@07 2n all sectors but
construction, where there was a slight increasktior's share of value
added. For the West Bank, the light grey bars f@t02are somewhat
shorter than the white bars for 2007 in three secthowing the decline in
labor’'s share, while in construction and internade labor’'s share of

% The first year in which accurate data for the WRank and Gaza Strip are reported separately

was 2007. Data for 1998-2006 were revised, and adignited number of series was published
in the book of revised data (PCBS 2009d).
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value added slightly grew. Overall, however, the $et of bars shows that
labor’s share dropped in both regions.

Figure 5.5: Total compensation to wage employees sisare of
gross value added, 2007 and 2010, West Bank and @éztrip
Data are from the annual Economic Survey

Sources: PCBS (2009a, Tables 2-17 and 3-10; 20Hkdes 2-11 and 3-11).

Figure 5.6 displays the same information in a d#ffé way that
emphasizes the key points. For 28@@ 2010 it compares the growth in
the level of compensation per wage employee tgtbeth in the level of
value added per wage employee, both measured itnabterms, in the
same five broadly defined sectors, again for thestVBank and the Gaza
Strip separately. The black bars show the condifiergrowth in nominal
value added per wage employee in Gaza, far exagedan length of the
dark grey bars showing growth in nominal compepsatper wage
employee. In the West Bank, the light grey barslanger than the white
bars, showing a similar but less dramatic compartsetween substantial
growth in the value added out of which labor congation is paid, but
little resulting growth in employee compensation.

2 The revised 2006 data are not disaggregateddiymeso we use 2007 data instead.
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Figure 5.6: Percent change in compensation per wagenployee
and value added per wage employee, five broad econiz
activities, West Bank and Gaza Strip, 2007-2010

Sources: Author’s calculations from PCBS (20094&l8®2-17 and 3-10; 2011e,
Tables 2-11 and 3-11).

Figure 5.7: Change in sectoral employee compensatigblack) and
sectoral Gross Value Added (whole bar), 2006 to 290ISIC
sectors in which Gross Value Added grew by at lea$0 million

Source: Author’s calculation from PCBS (2009d, 2010
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A more disaggregated look at those relative lange eapidly growing
ISIC 2-digit sectors whose nominal Gross Value Atideew at least $20
million from 2006 to 2009 shows that very little of the added value went
to employee compensation, except in tBelucation Activities of
membership organizationandElectricity sectors (Figure 5.7).

If we look at a slightly different group of sectdtBough with considerable
overlap), those with at least $40 million in nomi@&VA in 2006 in the
whole Palestinian Territory, we can compare thengka in labor shares of
value added in rapidly growing and slowly growirgc®rs (Figure 5.8).
These sectors together produced about 90% of notainal value added
in the sectors surveyed in both 2006 and 2009 adodt 40% of nominal
GDP in 2009. The horizontal axis measures how hagidch sector grew
relative to the average for the whole group of @sctdepicted. More
precisely, the horizontal coordinate of each pplotted is sectoral growth
in nominal GVA from 2006 to 2009, minus the averggawth rate for the
whole group of large sectors. On average, thestorseenjoyed 57%
nominal growth. So, for example, the Education aeatith 60% growth
in nominal Gross Value Added, has a horizontal doate of 3%. The
vertical coordinate is the change in labor’s sludrealue added from 2006
to 2009. The Education sector had an increase dréentage points in
labor’s share of value added (from 77% to 84%)itswoertical coordinate
is 7%.

It is striking that 8 of the 17 data points ardhe “southeast” quadrant in
Figure 5.8, with higher than average growth rafesominal value added,
and yet with falling employee compensation shafesatue added. The
most striking of these is tHeost and telecommunicatiosgctor — about
which more below — with a 93% increase in nomiredue addedver and
abovethe average 57% increase, and a decline in lalstidse of value
added from 25% to 11%.

In the northeast quadrant there are only four gpiand they are near the
axes, indicating that for the most part those seondth rapidly growing
GVA did not have rising shares of employee compiémsaThe most
striking case here Blectricity, the point at the upper right, where a 189%
increase in nominal value added was reportedly rapemied by an
increase in the labor share of value added fromi%006 to 23% in

%0 Because the PCBS switched to the ISIC Rev. 4ifieation of sectors in 2010, we must use data

for 2006-2009. Using data for 2006 means that weetseparately look at the West Bank and
Gaza Strip, since data for these two regions aresemarately reported in the revised data issued
in 2009.
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2009. Two other sectors just above, or on, thezbatal axis had rapid
growth, and they shared it proportionately withithemployees; these
were Land transport(49% growth above average; 1 percentage point
growth in labor’'s share of value added) adle and repair of motor
vehicles(8% growth above average; no change in labor'se3hawo of
three sectors with growth rates somewhat belowageeralso had falling
labor shares; the thirdiVholesale trade and commission traded a
marginally higher labor share with a rate of norhigiwwth in GVA that
implied virtually no real growth. Finally, two secs with shrinking
nominal value added had growing labor shares ofuevahdded:
Construction whose nominal GVA shrank by 43% over the peribdt (
recovered partly in the following year, 2010) aMénufacture of non-
metallic products whose nominal GVA shrank by 22%. If we leave out
the electricity sector, the data show fairly stroegjdence that rapid
sectoral growth was associated with a decliningiahare of value added,
and slow sectoral growth with an increasing lalhars.

Figure 5.8: For large sectors (over $40 million Grss Value Added in
2006), growth in labor share of value added plottedgainst above
these sectors’ average growth in nominal GVA, 2008009

Source: Author’s calculations from Economic Surdeya (PCBS 2009d, 2010c).

Note: For all seventeen large sectors, mean grawtiominal GVA was 57%, so 0% on
the horizontal axis represents 57% growth in nom@¥A. Vertical axis is the
number of percentage points by which the sectonpleyee compensation as a
percent of GVA changed from 2006 to 2009.
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In Chapter 3 we saw the contrast between the tetmsethat were largest
in value added in 200%Retail trade, repair of personal goodsd Post
and telecommunicationsllustrating the continuing prevalence of tiny
microenterprises as a predominant form of commkacitivity, in contrast
with rising new, larger enterprises based on teldgyoand in some cases
on economic rents from monopoly, or from resourmésed too low. Here
we focus on the division between labor and non#aboomes in these
two sectors.

These two sectors had both fast growing GVA and raymihe largest
declines in labor share of GVRost and telecommunicatignsith $241.7
million in GVA in 2006, grew to $604 million in 2@) while employee
compensation only grew from $59 million to $65.0limn; as a result,
labor’s share of value added fell from 25% to 1194this sector. The
enormousRetail trade, repair of personal goodsctor, with $442 million
in GVA in 2006, grew to $737 million in GVA (in crent dollars), but
employee compensation only grew from $82 million$&8 million, and
the labor share of value added fell from 19% to 13%

Retail trade however, is a sector of microenterprises. Th@®Y persons
employed in this sector in 2009 made up over 75%lloémployment in
Internal trade activitiesone of the five broad aggregated sectors in the
Economic Survey, and more than one-eighth of thed #il8,000 persons
reported employed in the entire Palestinian economipe Labor Force
Survey. While the Palestinian private sector largeinsists of micro- and
small enterprises, this sector is even more s@0it0 the average number
working in an establishment was 1.9, including pneprietor. This is the
third smallest average firm size among all 2-dI§iC sectors, and well
below the average of 2.9 for all the sectors in Heenomic Survey. In
fact, in the 2007 Establishment Census used assis far the annual
Economic Surveys, 97.0% of the establishmentRetail tradehad 4 or
fewer people working in them, and 99.6% had 9 wefe

Throughout the period 2006-2010, 75% or more o$¢heorking in retalil

trade were classified as unpaid, either becauseweee proprietors and
did not receive an explicit wage, or because theyewunpaid family
members working in the business. It is hardly dsipg, then, that in the
West Bank the share of employee compensation imevatided in retail
trade was only 18% in 2007, and considerably lod2%p, in 2009, lower
than the 25% average among all ISIC 2-digit sectérssimilar trend

occurred in retail trade in the Gaza Strip, withplsgee compensation
18% in 2007 and only 14% in 2009.
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The second largest sector in 206®st and telecommunicatigns the
polar opposite. It employed only 3,769 persons(062 and this rose to
just 4,893 in 2009. Meanwhile, in nominal terms@soss Value Added
much more than doubled, from $242 million to $604liom, while
employee compensation grew more slowly than empéoymfrom just
$59 million in 2006 to $65 million in 2009 in nonaihterms. This meant
that the share of employee compensation in GVAffeth 25% in 2006 to
11% in 2009, so that the bulk of growth in valueled went to non-labor
incomes. Paltel, the major firm in this sector dgrthis period, had net
operating revenues of over $400 million in both @@hd 2009, and pre-
tax accounting profits of over $100 million annyah 2008-2010. The net
income of Palcel (Jawwal), part of the Paltel growps exempted from
taxation from at least 2004 through 2010 by theefalian Council of
Ministers, and partly as a result the income tae gaid by the whole
Paltel group averaged less than 2% per year d@®$-2010. However,
Paltel did also pay license fees to the PalestiAmathority, amounting in
2008-2010 to over $30 million per year. In 2009 2840 Paltel earned
about $100 million in profit, paid out $60-$70 roh of this in dividends,
and kept over $20 million in 2009, and over $50lionl in 2010, as
retained earnings (Paltel Group 2007, 2009, 2(R4ltel stockholders are
therefore clearly among the beneficiaries of growththe Palestinian
economy.

The banking sector also recorded spectacular grawtiominal profits,

from $51.5 million in 2006 to $139.9 million in 201an increase of 172%
(PMA 2011). There is no need to trace in greaaitiéhe distribution of

value added nationwide to various income recipiehtg clearly there

were various beneficiaries of growth who received-fabor incomes.

5.6 The gender pay gap

Changes in the gender pay gap, overall and by sesgre somewhat
mixed during the period of this study. From 200&84.0 during the West
Bank’'s economic boom, the majority of women wageleyees worked
in the Services and Other Branchegctor, where by one measure the
gender pay differential is relatively small, and dayother there is rough
parity in pay, unlike in other sectors. The pay gapther broad sectors is
rather large, and although in some of them thesfpaank over 2006-2010,
in the sector with the largest pay gap (manufaat)rithere was virtually
no change. Even in the service sector, women'sptariorated relative to
men’s. Because that is the sector in which the béilwomen worked for
wages, women’s overall wages fell both in real s&rand relative to
men’s.
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As Table 5.2 shows, for the whole Palestinian tigryiwomen’s nominal

average daily wage of 72.1 NIS was 85% of men'2006, but this rose
only modestly, to 77.1 NIS in 2010, and so declitee82% of men'’s daily
wage. This was also a loss in real daily wagesalme the nominal
increase was just 7% while the Consumer Price Irrdeg 19%. In fact,
the real average daily wage fell for both men andyen, but for women it
fell further. For wage employees overall, this @asing gender pay
differential is not explained by any change in wedhours worked. In

2010, just as in 2006, women worked on average @f7t#te weekly hours
that men worked.

Table 5.2 Wages and hours/days worked, by econonactivity and
sex, 2006-2010, for wage employees in the Palestmterritory

2010 2006
Economic Activity and Sex [A] [B] [C] [D] [E] [F]
All quantities are averages Daily Monthly Weekly Daily Monthly Weekly
Male Wage Days Hours Wage Days Hours
Agriculture, Hunting, and Fishing  57... 19.6 38.5 JH2 175 39.0
Mining, Quarrying and Mfg. 83.5 22.3 43.9 82.6 21.6 45.1
Construction 117.€ 18.1 39.0 98.6 17... 39.2
Commerce, Hotels & Restauran 77.7 24.0 47.6 83.6 24.2 49.4
Transportation, Storage,
Communication 104.5 23.7 45.2 77.6 23.0 46.6
Services & Other Branches 96.6 23.4 41.9 86.0 25.2 41.0
TOTAL 94.5 22.0 42.4 85.3 22.9 42.5
Female
Agriculture, Hunting, and Fishing  60.3 18.1 43.8 46 181 44.8
Mining, Quarrying and Mfg. 47.1 22.2 44.4 45.2 22 43.5
Commerce, Hotels & Restaurans  57.5 24.8 44.2 415.6 24.7 455
Services & Other Branches 80.7 22.9 35.6 77.5 24.6 35.5
TOTAL 77.1 22.9 36.9 72.2 24.2 37.0
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Female/Male ratio in 2010  Female/Male ratio in 2006
Wage Days Hours Wage Days Hours
Agriculture, Hunting, and Fishing 106% 92% 114% 89% 103% 115%

Mining, Quarrying and Mfg. 56%  100% 101% 55% 102% 96%
Commerce, Hotels & Restaurants 74% 103% 930% 56% %102 92%
Services & Other Branches 84% 98% 85% 90% 98% 87%
TOTAL 82% 104% 87% 85% 106% 87%
Estimated hourly wage in

current NIS* Constant 2004 NI

Male 2010 2006 9% change 2010 2006 % change
Agriculture, Hunting, and Fishing  6.71 5.42 23.99% .20k 5.01 3.8%
Mining, Quarrying and Mfg. 9.79 9.13 7.2% 7.59 8.44 -10.1%
Construction 12.60 9.93 26.9% 9.76 9.18 6.3%
Commerce, Hotels & Restaurant 9.04 9.45 -4.3% 7.01 8.74 -19.8%
Transportation, Storage,

Communication 12.64 8.84 43.1% 9.80 8.18 19.9%
Services & Other Branches 12.45 12.20 2.1% 9.65 11.28 -14.5%
TOTAL 11.32 10.61 6.7% 8.77 9.81 -10.6%
Female

Agriculture, Hunting, and Fishing  5.75 4.36 31.8% .4&4 4.04 10.4%
Mining, Quarrying and Mfg. 5.43 5.28 3.0% 4.21 4.88 -13.7%
Commerce, Hotels & Restaurants 7.45 5.84 27.5% 5775.40 6.9%
Services & Other Branches 11.98 12.39 -3.3% 9.29 11.46 -19.0%
TOTAL 11.04 10.90 1.3% 8.56 10.08 -15.1%

Female/Male ratio
Agriculture, Hunting, and Fishing  85.7%80.6%

Mining, Quarrying and Mfg. 55.5% 57.8%
Commerce, Hotels & Restaurants  82.49%1.8%
Services & Other Branches 96.2% 101.6%
TOTAL 97.6% 102.7%

Source: Author's calculations from PCBS (2007; 20Thable 42). Women's wages, hours, and days are
not reported foConstructionor Transport, Storage & Communicationlage workers in Israel
and the settlements are included.

*Estimated hourly wage for 2010 = 12[A][B]/(52[CRnd similarly for 2006.

The sectoral data, however, offer a much more mpietlire. If we look
sector by sector at the degree to which differemceerage daily wages
are matched by differences in average weekly houesdo find that in
some sectors, pay differences are at least pagpliaimed by differences in
hours worked per week, if we assume that hours edner week are
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distributed in such a way that differences in houogsked per week also
imply differences in hours worked per day. The nsigking example is
in the service sector, where women in 2006 ear@d Bf the average
daily wage of men, and worked 85% of the weeklyreauen worked. In
2010, women actually earned 90% of men’s wage whiteking on
average 87% of the weekly hours of men.

It might appear from these data alone that, withmeno’'s daily wage
increasing more than women’s weekly hours, womeghtrihave gained.
However, we should really also take account of imigntlays worked as
well. Men’s average monthly days worked in the mensector fell more
than did women’'s over the period, and more tharsedfthe relative
increase in men’s weekly hours worked.

In order to systematically take account of all @&vailable information, we
have estimated the hourly wage in current NIS fmthbmen and women,
by sector and overall, by

(average daily wage)[(12)(average monthly day$§2)(average weekly
hours)]

and the results are shown in the bottom sectiohable 5.2, as well as in
Figure 5.9.

Figure 5.9: Gender pay gap in estimated real hourlyvages, by
economic activity, 2006 and 2010

Source: Author’s calculations from PCBS (2007, 2§)Illable 42).
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Female average hourly wages estimated by this m™etleoe much higher

in the service sector than in the other three.at,fin 2006 women’s

service sector hourly wage was more than doubléhthely wage in the

other three sectors in which women worked, anddit02the hourly wage

in the service sector continued to be more thaogwiomen’s agricultural

and manufacturing wages, and substantially highan the average wage
in commerce.

Women'’s estimated hourly wages in all sectors veettastantially lower

than men’s in both years, with the one exceptiogsen¥ices in 2006, when
women'’s estimated hourly wage, at 12.39 NIS, wagh#y higher than

men’s estimated hourly wage of 12.20. Neverthelbssause the large
majority of women wage employees worked in the isensector, the
estimated average hourly wage for all women workirgwages in the
Palestinian territory in 2006 was 10.90 NIS, highlean the estimated
average hourly wage of 10.61 for men.

In 2010, the relative positions were reversed, as@n’s overall estimated
average hourly wage only rose by 1.3% in nominahse to 11.04 NIS,
while men’s overall estimated average hourly wagger6.7%, to 11.32
NIS. It is clear from Table 5.2 that one reasontfos was that the two
sectors in which women are hardly represented laba@h had large
increases in their estimated average hourly w&gastruction where the
hourly wage increased from 9.93 to 12.90 NIS, amghsport, Storage,
and Communicatiorwhere it increased from 8.84 to 12.45 NIS. Thteta
appears largely due to growth in average compemsatr paid employee
in the telecommunications sector.

In the four sectors in which women are represerged,for which the data
are therefore reported, women’s estimated nomioakli wage overall

rose less than men’s. For women, the increase wgad j3%, from 10.90
NIS per hour to 11.04 NIS per hour. For men, tlueedase was 6.7%, from
10.61 NIS per hour to 11.32 NIS. However, aftemuatent for 19.3%

inflation in the whole Palestinian territory fron@@ to 2010, both of
these constitute quite substantial losses in re@inated hourly wages: -
15% for women and -11% for men. Just as for reajesaoverall, these
results are the consequence of a small loss invagés in the West Bank
and an enormous decline in real wages in the Gaiga S

Nevertheless, in the agriculture and commerce sec@mong wage
employees, women’s estimated hourly wages roseahterms, and rose
more than men’s. In agriculture the increase wa% 3@r women in
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nominal terms, implying a substantial real hourlgge increase, and one
that was greater than men’s 24% estimated nommaljhwage increase.
Despite this increase, the gender pay gap remdarge in agriculture,
with women’s nominal estimated hourly wage in 20drly 5.75 NIS,
compared to men’s 6.71 NIS. It is worth noting thrtst men and women
working in agriculture are not working for wagesit las own proprietors
and unpaid family members, and earnings in suchwage work are not
included in this analysis. Moreover, because thenbar of women
employed for wages in agriculture is quite srifafipt much importance
should be attached to the reported wage increase.

In Commerce, Hotels, and Restaurani®men’s estimated hourly wage
increased by 28% in nominal terms, from 5.84 NI2®96 to 7.45 NIS in
2010, while men’s were considerably higher in bpgars (9.45 NIS in
2006; 9.04 NIS in 2010), but fell in nominal tertms4%. In consequence,
women’s real estimated hourly wages rose substignitacommerce, but
a large gender pay gap remained. In the other t®@boss that report
women’s wages, women lost more, or gained less, tlen from 2006 to
2010. In services, women'’s estimated hourly wadé$e3%, while men’s
rose by 2%. In manufacturing, women'’s hourly wagser by just 3%,
while men’s rose by 7%.

As we have seen, overall real estimated hourly wdge both men and
women fell, while women'’s fell further. The lowagit portion of Table
5.2 shows that from 2006 to 2010 the overall ratiocfemale to male
estimated average hourly wages fell from 103% ®& 9l is only in a few
sectors that there were increases in real averagdytwages from 2006 to
2010: agriculture (men and women); commerce (woorg); and — as
mentioned above — among sectors in which only memages, hours, and
days were reported, construction (men); and tramspetorage,
communication (men). The reason why the large gamswvomen’s
estimated hourly wages in agriculture and in conumdrad little impact
on overall women’s hourly wages is simply that thege majority of
employed women worked in the service sector, asave in Chapter 4.
For the Gaza Strip, in fact, the only sector foiickhvomen’s wages are
reported in 2006 is the service sector, becausdynath women wage
employees worked in that sector. For 2010, femages and hours are
not reported separately at all for the Gaza Skiphe West Bank, 56% of
all employed women worked in services in 2010, amdy 9% in

%1 The number of women wage employees in agricuisis® small that in the 2010 Labor Force

Survey data, agricultural sector wages for fematesnot reported separately either for the Gaza
Strip or for the West Bank; they only appear intdiae for the Palestinian territory as a whole.

99



commerce and 9% in manufacturing. And while 25% kedr in
agriculture, most of these were probably not wagpleyees.

One area in which women gained was a decline imtineber who worked
unpaid. There was a change in the way data wertezpin 2008, so we
only trace trends during 2008-2010. But in 2008|lyfl26% of all
employed females worked unpaid in a family entegriBy 2010, that
share had fallen to 19% economy-wide, a changettivht place both in
the West Bank and the Gaza Strip. In Gaza, the gehamas both
absolutely and relatively larger than in the WesinB the decline in
women’s unpaid employment from 2008 to 2010 wamf1% to 3% of
all employed women in Gaza, a decline that likedgulted from the
general decline in small business activity. In West Bank the change
was much smaller in percentage terms, and somesmhaier in absolute
terms. In 2008 in the West Bank, 28% of all emptbysomen worked
unpaid in a family business; by 2010 only 23% #dth an employment
ratio of 14.2% in 2008 and 13.8% in 2010, this mehat about 0.7% of
women of working age ceased to work unpaid in alfabusiness during
these two years. Meanwhile, women’s wage employngeetv in both
regions as a share of all women’s employment — dtigaily in Gaza,
from 66% to 90%, but only by a couple of percentpgmts in the West
Bank, from 60% to 62%.

For the most part, then, women were not the beaefs of economic
growth from 2006 to 2010. Although there were lelgt and even
absolute, gains in some sectors, these were seitovghich women
worked for wages in small numbers. There was arrativelecline in
women’s wages relative to men’s, as well as a dedin women'’s real
wages, whether by the day or by the hour. In theice sector, in which
the large majority of women work, the estimated rhopay for women
fell relative to the estimated hourly pay for mévien’'s pay also fell
overall in real terms, whether by the hour or by tlay, but it did not fall
as far as did women’s.

5.7 Wage changes and possible composition effects
5.7.1 Declining average wages can mask increasesxieting employees

This section strikes a note of caution about inttipg data on average
wages” If the data show a substantial increase in empémtrover 2006,

% This caution also applies to data on hours woriad on labor productivity; any time the

composition of the group for which an average stiatis being reported changes, the change in
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but little change in the average daily wage, we hmige tempted to
conclude that those who were already employed bettee employment
increase did not benefit from growth. However, tb@clusion is very
likely wrong, because it ignore®mposition effectsThe overall change in
the average daily wage over a time period is tsalreof two changes.
Only one is the change in the wages of those alreatployed. The other
is the addition of new workers, who very likely drieed at lower wages
than those already employed. The lower wages of wevkers can drag
down the average wage, masking any increase irwHges of existing
workers.

This is easiest to explain with a hypothetical eplmn Suppose that in
2010, 80 workers are employed at an average daityevef 100 NIS, for a
total daily wage bill of 8,000 NIS. Then an econorimoom in 2011 results
in both an increase in the wages of the existingkers to 110 NIS, and
the hiring of 20 additional workers at an averag#dydwage of 60 NIS.
(The lower daily wage of the new hires may be eithecause they are
paid less per hour, or because they work fewershper day, or both.)
The total wage bill has grown from 8,000 NIS toQD@ NIS (80(110) +
20(60) = 8800 + 1200 = 10,000). Thus in the endatrerage daily wage is
still 100 NIS, because 10,000/(80 + 20) = 100 NT&e average daily
wage for the whole workforce is unchanged, althoadjhthose now
employed have experienced an increasasting workers have enjoyed a
10% wage increase, and new workers now are paid @Ofbe average
wage, where before they were unemployed and ha@amnings. The
composition effects that the average daily wage after the change is
weighted average of the wages of the old and tlaeamployees, and the
addition of the new workers is a benefit to thereroy as a whole and to
these workers, but it very likely tends to lowee tiverage wage.

To take account of both these opposing influenceshe average daily
wage, of course it would be ideal to have datahenchange in the wages
of existing workers, or data on the wages of nduitgd workers, or both.
Often this information is not available. Howevever without such data
we can calculate a simple relationship that musd between the growth
rate of the wages of existing workers (cah)itand the average daily wage
of new workers as a percent of the initial averdgiy wage of existing

the average statistic may (obviously) be affectedhe changing composition of the group. So,
for example, if the average weekly hours worke@ akrtain demographic group declines while
that group is growing in size, the decline may maslkncrease in hours worked for those already
employed, while those newly employed are beingdhfoe fewer hours than existing employees.
Similarly, average labor productivity may fall, wéihe labor productivity of existing employees
rises, but new and less productive employees ang héred.
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workers (call itb). As explained in the Appendix, for the West Bdhis
relationship is:

b=1+@g—an/(l-r) (5.1)

wherer is the share of all employees at the end of theogaevho were
already employed at the beginning of the period, giis the growth rate
of the average (daily) wage.

5.7.2 Possible wage increases for the West Bank622010

In the West Bank economy from 2006 to 2010, theralgyrowth in
nominal wagesd) was 12.2%, while the number of wage employeew gre
by 31.1% (excluding those employed in Israel and #ettlements).
Thereforey = 1/(1 +.311) = 76.3% and 1r—= 23.7%. Then equation (5.1)
becomes

b=151-3.22 (5.2)

Figure A.2 shows this relationship. What it meanghat because nominal
wages grew 12% and wage employment grew 31%, freisithe average
wage increase that existing workers enjoyedjiven by equation (5.2)
tells us the average wage of new hires as a peodehe initial wage of
existing workers.

For example, reading from Figure A.2, if existingprkers received a
12.2% wage increase (horizontal coordinate), thiams that newly hired
wage employees must have received 112.2% (vecmaldinate) of the
wage initially paid to existing workers, so thattfbbg@roups had the same
average wage in 2010. And if existing workers reggia 16% nominal
wage increase (so that the real average daily wagge West Bank was
the same in 2010 as in 2006), then new hires mage fbeen paid on
average about 100% of the initial (2006) wage abtéyg employees.
Similarly, if existing workers got a 20% nominal geaincrease (so a 4%
real cumulative wage increase over 4 years), ttem hires must have
been paid on average 87% of the initial wage o$texg employees; and
so on. Note that these are daily wages, and tlatvdges of new hires
could be a low fraction of initial wages of exigimworkers either because
they get lower hourly pay or because they are hioedewer hours per
day. These calculations show that it is plausibé existing employees on
average received a small real wage increase frd¥& 202010 in the West
Bank. However, it is highly unlikely that real wageven for this group
grew at the same 16% rate as labor productivityabge that would
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require that new hires on average earned less 50%® of the nominal
wage received in 2006 by existing employees. Alananalysis could in
principle be done for the Gaza Strip.

5.8 Conclusion

This chapter finds that the relatively good newsuitemployment growth
was tempered by the overall sharp decline in reajes. Although wage
employment rose by 30% overall, real wages fel%3i8 the West Bank
and a catastrophic 31.4% in the Gaza Strip. Assaltetotal real wages
paid to wage employees rose only by 12% in thesHialan economy, the
result of 22% growth in the real wage bill in thee8V Bank and a 13%
decline in the Gaza Strip. With 33% growth in r&DP in the whole
Palestinian economy, the bulk of the benefits ofagh in output therefore
flowed to non-labor incomes. In the Gaza Strip ¢hems relatively little
additional income to be distributed — only a 12%ré&ase from 2006 to
2010, with all of the increase occurring in 2010ard yet non-labor
incomes took all of it, and more. In the West Badistribution of this
added income was more balanced between labor améahor incomes,
but non-labor incomes gained a somewhat disprap@te share.
Employee compensation as a share of Gross Valueddell in many
sectors, especially those large sectors with fakter average growth, and
was about halved in the Gaza Strip. Substantialeases in non-labor
incomes were observed in the banking and telecoruations sectors,
not due to any shift in the share of unpaid emmsyamong all those
employed. Women were not the main beneficiaries grbwth.
Understanding possible composition effects mightamnéhat existing
employees got a small real wage increase, but nettiat reflected the
substantial growth in value added per worker.
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Chapter 6: Conclusions and policy recommendations

In a standard model used frequently in economi®rthgthe Cobb-
Douglas production function), a strong set of agstions guarantees that
labor income is a constant share of value addesh &hen wages vary.
These strong assumptions include that markets enfeqgtly competitive,
and production is characterized by constant retirissale.

In the real world, this is far from true. Economadsscale exist, including

in the Palestinian economy (see Kanafani 2011), thece is persistent
unemployment in labor markets, and the consequeanesometimes be
that labor's share of value added falls even wtagidr growth occurs.
Indeed, Chapter 5, especially Figure 5.8, sugghstslabor's share has
fallen especially rapidly in sectors where rapid growth has recently
occurred.

A substantial strand of research suggests that omages can be

characterized either as wage-led or as profit-leawvth regimes. In a
wage-led growth regime, an increase in labor'seslb&income accelerates
growth in real GDP, and a decline in labor’'s sharancome retards GDP
growth. In contrast, in a profit-led regime an mase in labor's share of
income retards GDP growth, and a decline in labsHare of income
accelerates GDP growth. It is not always a simpédten to determine
which regime best characterizes a particular ecgnama particular

moment in time; good economists can disagree. Hewell else equal,
countries whose growth heavily depends upon expentd to be profit-led

because low wages promote exports. Economies iohwdxports play a
minimal role (such as the Palestinian economy) raoee likely to be

wage-led. Nevertheless, it is beyond the scopéisefdtudy to determine
which regime characterized the Palestinian econdomng the period

2006-2010.

The point, however, is that it matters. If laboskare of income was
falling during 2006-2010 — as this study has shewthen the danger is
that an economy that channels income away from rémemme and
middle-income households likely to spend it mostkjy, and likely also
to spend it to a greater extent on domesticallypced goods, will be an
economy that is eroding its own future growth.

One may ask whether the 2006-2010 growth in thedfialan economy
was somehow “good growth” of which more should doemed, or if it
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was “bad growth” that was somehow harmful. The adw clear: On the
one hand, this growth, where it occurred, brougbtcame employment
gains, and particularly strong gains in wage empieyt. More such
growth would presumably have brought more such eympént gains,
particularly as the disguised unemployment amomgedhwvorking had by
2010 been partly wrung out of the economy by r&pidP growth. On the
other hand, the very high rate of unemploymentgxag role in preventing
real wage growth, particularly in the Gaza Stript bven in the West
Bank. This in turn channeled the bulk of growthvalue added into non-
labor incomes, which may have retarded the growthdémand for
domestically produced goods, making growth les$-ssedtaining than
might have been true if incomes at all levels hdwhaced apace.

In principle, a well-chosen minimum wage can heghsure that labor’s
share of income does not fall. There has recergbntsubstantial debate
about the desirability and feasibility of estabigha minimum wage in
the Palestinian economy. Such a minimum wage iswath considering,
and in a recent MAS study, Missaglia, Capelli, &mder (2010) modeled
its consequences. An important question is thel laverhich a minimum
wage should be set.

Similarly, it might be asked why the Palestiniantidarity continues to
grant large tax breaks to Paltel (or its subsidRalcel/Jawwal), when it is
already a quite profitable company selling a seritichigh demand. Funds
that end up being paid out as dividends might nusefully be channeled
into government coffers and thence into salaridschvcould be spent in
ways (and at speeds) which might provide a great@enulus to the
economy.

An important conclusion that can be drawn from ti&ta analysis
presented in this study is that where the Palestisconomy is permitted
by the Israeli occupation to function, it functioimsmuch the usual way,
that is, with an output elasticity of employmenrdattis similar to that in the
world at large. However, the Israeli occupationtails many economic
activities, particularly in Area C, and in trade.

This study also suggests that it would be usefulthe PCBS to collect

several additional kinds of data, and to procesmtho provide at least

three kinds of indicators that are not now avaédabl

1. The Labor Force Survey should ask respondenitentp what kind of
work they do, butvherethey work, so that employment and wage data
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would be available not just byhe governorate of residencef
respondents, but also lilge governorate in which the respondent is
employed

Data needed to compute Consumer Price Indicélseagjovernorate
level should be collected, so as to be able toutatie real wages, and
changes in real wages, at the governorate level.

It would also be useful to have Value Addedhat governorate level,
although this might well be more difficult, in vieaf the many firms
whose activities cross the boundaries of govereerat
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Appendix 1. Composition effects

Chapter 5 explains that it is possible for the vgagkexisting workers to
rise, and for new workers also to be hired, butlieraverage wage to stay
the same or even fall, due to composition effettssave the reader the
trouble of paging back and forth between this Agideand Chapter 5, we
repeat some paragraphs of that discussion here.

If the data show a substantial increase in employraeer 2006, but little
change in the average daily wage, we might be tednfd conclude that
those who were already employed before the emplaymerease did not
benefit from growth. However, this conclusion isrywdikely wrong,
because it ignoresomposition effectsThe overall change in the average
daily wage over a time period is the result of ohanges. Only one is the
change in the wages of those already employed.oftier is the addition
of new workers, who very likely are hired at lowmeages than those
already employed. The lower wages of new workers drag down the
average wage, masking any increase in the wagessiing workers.

This is easiest to explain with a hypothetical ephm Suppose that in
2010, 80 workers are employed at an average daitevef 100 NIS, for a
total daily wage bill of 8,000 NIS. Then an econofoom in 2011 results
in both an increase in the wages of the existingkers to 110 NIS, and
the hiring of 20 additional workers at an averagédydwage of 60 NIS.
(The lower daily wage of the new hires may be eithecause they are
paid less per hour, or because they work fewersper day, or both.)
The total wage bill has grown from 8,000 NIS toQD@ NIS (80(110) +
20(60) = 8800 + 1200 = 10,000). Thus in the endatrerage daily wage is
still 200 NIS, because 10,000/(80 + 20) = 100 NT&e average daily
wage for the whole workforce is unchanged, althoadjhthose now
employed have experienced an increasasting workers have enjoyed a
10% wage increase, and new workers now are paid @Ofte average
wage, where before they were unemployed and ha@ampings. The
composition effects that the average daily wage after the change is
weighted average of the wages of the old and theamployees, and the
addition of the new workers is a benefit to thererny as a whole and to
these workers, but it very likely tends to lowee tlverage wage.

To take account of both these opposing influenaceshe average daily
wage, of course it would be ideal to have datahenchange in the wages
of existing workers, or data on the wages of nduitgd workers, or both.
Often this information is not available. Howevever without such data
we can calculate a simple relationship that musd between the growth
rate of the wages of existing workers (cah)itand the average daily wage
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of new workers as a percent of the initial averdgdy wage of existing
workers (call ith). This Appendix explains how we can find an ecurati
that describes how the change in the overall agevaage (which we call
) is related ta andb.

To derive this equation, we define the followingiables:

Le © the number of existing employees at the beginointhe period (80
in the example above)

Ly © the number of employees newly hired by the enthefperiod (20 in
our example)

L © Lg + Ly = total number employed by the end of the period

WEe © the initial average daily wage of existing empleyg100 in our
example)

W,y © the daily wage paid to new employees at the entleoperiod (60 in
our example)

g ° percent growth in the average daily wage calcdldiased on all
workers (both existing and new) [(Weg + Wg)Lg + WL\)/L —
WE. In our exampleg = 0%.

he total wage hill at the end of the period(V+ g)L, also written as
[We(1 + g)](Le + Ly), can be calculated by adding the wages paid to
existing employees (W+ W¢)Lg, to the wages paid to new employees
WNLN:

(We + We)Le + Wyln = [We(1 +9)](Le + Ly) (A1.1)
In the hypothetical example given above and in @ap this equation is

(110 NIS)(80) + (60 NIS)(20) = [100(1 + 0%)](80 8)2= 10,000 NIS

We now divide both sides of equation (1) byt + Ly) and then make
the following definitions and substitutions:

ac° ( WE)M/E and so la= (WE + WE)/WE
b° Wy/We
ro LE/(LE + LN)and SO 1+ = LN/(LE + LN)

The result is equation (A.2), the left hand sidewdfich is a weighted
average, in which the weights arethe share of all employees at the end
of the period who were already employed, andr lthe share of all end-
of-period employees who were newly hired duringpbédod:

r(l+a)+ (1 -Nnb=1+g (Al.2)
Solving forb,
b=1+@-an/(L-r)=[1+g/(1-n]-[r/(1-n)]a (A1.3)
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In the numerical example, if we did not knaver b, but did know that
r=Lg/(Le+ Ly) =80/100 =.8 1+ =.2 and g=0

then equation (A.2) would be
8(l+a)+.Db=1

or
b=1-44

Figure A.1 graphs this relationship, and every pan the downward-
sloping straight line represents a possible contimneaof a andb, given
that we only know that the change in the overairage wage was 0. One
such combination ib = 60%,a =10% (new hires get 60% of the existing
wage; existing employees get a 10% increase), whigh the values
actually used in the example. Another possibility,instance, is that new
hires got 80% of the previous wage, and existingleyees got a 5%
wage increase.

For the Palestinian economy in the West Bank, ptssiombinations of
values fora andb lie on the line

b=151-3.22
The implications are discussed near the end of €h&p

Figure A.1: Given the growth of the average wage @ a time period,
and the growth of employment over that same periodthe downward-
sloping straight line defined in equation A.3 (alsequation4.1) shows
the relationship that must exist between the averagwage increase of
existing employees and the ratio of the wage for nehires to the initial
wage of existing employees
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Figure A.2: Given the actual growth in the averagalaily wage in the
West Bank from 2006 to 2010, and the actual growtm employment
there, the downward-sloping straight line shows the possible
combinations of a, the growth in the wages of thossready employed
in 2006 and b, the wage paid to new hires as a pertt of the initial
wage of existing employees.
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Appendix 2: Calculating the number of wage
employees in the Palestinian economy in 2006 and1ZD

This appendix explains how the number of wage eygds in the
Palestinian economy (excluding Israel and the esagthts) was derived
from PCBS data.

The PCBS reports data for each region, the Wesk Bad Gaza Strip, on
the share of all employed persons who are wageamgs, unpaid family

members, self-employed, or employers. Howeverhin West Bank the

number of wage employees includes those workindsiael and the

settlements; we want to exclude this group, bututsiber is not separately
reported in 2010, so we have to find a way to dateut. We also want to

know the total number in other categories, suckeaisemployed and so
on, in each region.

For each region separately, the West Bank and theaGStrip, we
constructed the matrix shown below, the sum of whelements is 1 (or
100%). The first subscript (the row) denotes the#@dn which those who
are employed work:

p = public sector
r = private sector
i = Israel and the settlements

The second subscript (the column) denotes the e/mglot status of those
employed:

u = unpaid family member
s = self employed

e = employer

w = wage employee

So, denoting the West Bank matrix by Aag][ and the Gaza Strip matrix
by B = [b;], we have for the Gaza Strip

bpu bps bpe bpw
bu brs Be b (A2.1)
biu bis be biW

Elementb,, for example (second row, third column), is tharshof all
persons employed in the West Bank who are privattos employers.
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The derivation for the Gaza Strip is very simplegduse the bottom row is
all zeroes in both 2006 and 2010, because virtuall\Gazans worked in
Israel or the settlements in this period. In the tow we also have zeroes
in the first three elements, assuming that (byrni#din) all public sector
employees are wage employees, so that the onlyenoetement i,

Row sums
0O O O pr P
bru brs Be bw R (A2.2)

0 0O 00O |
Column sums U S E W

From PCBS data we have the three row sums anddthrecblumn sums,
with the following meanings:

P =in the region, percent of all employed persehe were public sector
employees

R = in the region, percent of all employed persa® worked in the
private sector

I = in the region, percent of all employed persei® worked in Israel
and the settlements

U = in the region, percent of all employed persah® were unpaid in a
family business

S =in the region, percent of all employed persehs were self-employed

E = in the region, percent of all employed perswhse were employers

W= in the region, percent of all employed personisowvere wage
employees

By definition, of course, P+ R + 1 =100% and $+ E + W = 100%.

For the Gaza Strip, the zeroes allow us to findtla elements of the
matrix as shown:

Row sums
0O 0 O P P
U S E W-P R (A2.3)
0O 0 00O 0

Column sums Uu S E W

For the West Bank, since there are workers in lsaad the settlements,
the matrix is
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0 0 O ag
Au s Be A (A2.4)
AQu Qs e aAw

In 2006 the PCBS published more detailed data ennthtrix elements.
Instead of just U, S, E, and W, we are given vector(i, is ie iyw) that
gives the percent of those working in Israel arelgbttiements who were
unpaid employees, self-employed, employers, andeveagployees, with
the sum of the elements ibbeing 100%° Hence for 2006 the West Bank
matrix becomes

0 0 0 =
U-igd S-igl E-iel W-P-iyl (A2.5)
iyl (I il

For 2010 the PCBS no longer published vettor

However, for 2006, from Table 28 of the Labor Fogeavey, j, = 91.0%;
for 2007, §, = 93.2%. Given an apparent trend, we have maaellesibns
for 2010 based on two assumptions: (1yri100%, and (2), = 95%.
Assumption (1) gives a lower total number of wagepkyees in the
Palestinian economy, because it says that moreedtriown total number
of wage employees worked in Israel and the settitsndn the text we
therefore report the results based on assumptjoand say that “at least”
this number (or percent) were wage employees ifPHiestinian economy
in 2010.

For case (1), the calculation is simpler:

O 0 0 P
U S EW-P-I (A2.6)
0 0 0

For case (2), we use the vecter (1.0% 3.0% 1.0% 95.0%) to calculate
matrix (A2.5).

3 We are also given a vector= (1, Is re ry) that gives the percent of those in fivivate and
public sector combinedho were unpaid employees, self-employed, andnsdhe sum of this
vector's elements also equal 100%. We do not dgtonakd it for the calculations, but it can be
used as a check on the results.
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