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Abstract 

 

 
Since the occupation of the West Bank and Gaza Strip (WBGS) in 1967, Israel has been an 
important employment outlet and source of income for the Palestinian people.  The Israeli 
labor market absorbed nearly a third of the WBGS labor force between 1975-1990 and the 
income generated by these workers contributed to a quarter of the WBGS GNP.  Since  1993, 
restrictions on Palestinian access to Israel have contributed to the rise in unemployment and to 
the fall in per capita income. 
 
In view of the important role played by the Israeli labor market, this study sets itself the task 
of reviewing the trends and causes of the flow of Palestinian labor to Israel over the course of 
the past thirty years.  It reveals that during this period Palestinians working in Israel have 
increased in age and have become more educated and skilled.  The number of workers grew 
steadily up until 1992, reaching a peak of 116,000.  The Israeli labor market absorbed 40% of 
Gaza Strip workers between 1975-1992 and 30% of West Bank laborers. After 1993, 
however, access to the Israeli labor market become more difficult, particularly for Gaza Strip 
workers.  In May 1996, the number of workers reached an unprecedented low of 36,000, 
which amounted  to less than 10%  of the Palestinian labor force. They were mostly from the 
West Bank. 
 
Within the limits of the studies and data available, this review shows that the inability of the 
WBGS domestic economy to generate sufficient jobs to absorb the growing labor force has 
been the main factor pushing Palestinians to seek employment in Israel.  Domestic 
unemployment has been an important push factor and the free access to the Israeli labor 
market up until the late 1980s enabled the Palestinian economy to deplete its pool of surplus 
labor.  In addition, higher wages in Israel have acted as a pulling factor, particularly in the 
early 1970s and after 1993.  However, the wage premium for work in Israel between 1975-87 
was small and at times negative. 
 
The Israeli policy of border closures and restrictions on the movement of labor after 1993 
mean that the Palestinian economy can no longer rely on Israel as a secure employment outlet.  
The Palestinian economy needs to generate its own local jobs to absorb the growing 
population.  Nevertheless, the labor link to Israel remains important, albeit at a reduced level 
and in new forms.  Further research is needed to examine the future prospects for Palestinian 
employment both in Israel and in the local economy.  New policies are required to protect the 
rights of Palestinian workers in Israel and to enhance the possibilities of local employment 
generation. 
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Foreword 

 
 

The Israeli labor market has been an important employment outlet for the Palestinian labor 
force.  It has absorbed relatively unskilled workers from the West Bank and Gaza Strip,  
which impacted on the standards of living and income distribution in the country.  However, 
since the early 1990s, access to this market has become increasingly restricted, causing great 
upheaval in the Palestinian economy. 
 
This study, prepared and published within MAS’ research program on Labor and Human 
Resources in Palestine, reviews the causes and pattern of Palestinian employment in Israel.  It 
explores how the characteristics of Palestinian workers have changed over the past thirty 
years and identifies the push and pull factors that explain labor flows.  It also identifies the 
constraints imposed on future Palestinian employment in Israel.   
 
As this is the most comprehensive study to date to have examined and reviewed the available 
literature on this issue, it is particularly  valuable to all those interested in Palestinian 
employment and its future prospects in Israel. The study also presents a set of 
recommendations that we trust will be found valuable to any policy maker concerned with 
tackling present and future employment challenges in Palestine. 
 

 
 
 

 

Nabeel Kassis 

Director 
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1. Introduction 
 
 
Since its occupation by Israel in 1967, the West Bank and Gaza Strip (WBGS) have relied on 
the outflow of labor as a major source of income generation.  While the labor force more than 
doubled in the Occupied Territories between 1967-1992, domestic employment increased by 
only 33%.  At the same time, Palestinian workers going to Israel have constituted 25-35% of 
the labor force since 1975 and their income has contributed to more than a quarter of WBGS 
GNP.  Without this type of commuting migration it would have been impossible for per 
capita income to more than double between 1970-1990 and for the GNP to nearly triple 
(World Bank 1993).   
 
Employment in Israel has been important not only for the income it has generated, but also 
because it has been a key factor in the integration of the Palestinian economy into Israel 
(Arnon et al 1997, Kleiman 1992).  It anchored Palestinian dependence on Israeli goods and 
trade relations and tied the absorption of Palestinian labor to Israeli demand for Palestinian 
goods and labor services.  Moreover, it altered the Palestinian labor market structure, as 
employment and wages in Israel had a direct effect on WBGS wages and labor absorption 
capacity (Shaban 1993, Angrist 1995).  Since 1994, however, access by Palestinian workers 
to Israel has become increasingly limited.  By 1997, workers employed in Israel represented 
only 16% of the total Palestinian labor force, the same number as  in 1971.  The role of labor 
flows as a factor of integration and dependency seems thus to have changed. 
 
Despite the importance of this topic, very few studies have tried to explain the causes of the 
flow of labor to Israel.  Moreover, no study to date has traced and explained the changes that 
have occurred in these flows over the course of the past thirty years.  Whatever has been 
written on the subject has either been descriptive, analytical in explaining specific time 
periods, eclectic at times or too aggregate in others. 
 
This study seeks to address the deficiency in current literature.  It aims to explore and explain 
the changing pattern of Palestinian employment and the characteristics of Palestinian workers 
in Israel over the past thirty years.  The study reviews the literature available on this subject 
and identifies the key economic factors that explain labor mobility, bearing in mind that no 
single element is responsible for labor flows. 
 
It is important to bear in mind here that the discussion will be limited by a number of 
technical problems beyond the control of the researcher.  In particular, the data available are 
problematic since they are not always compatible or comparable. The labor surveys 
conducted by the Israeli Central Bureau of Statistics (ICBS) in the WBGS after 1968 were 
used for the 1968-93 period.  The consistency and reliability of Israeli sources has been put in 
doubt by various researchers but they remain the only time series data available for the pre-
1993 period.  For post-1994, the Palestinian Central Bureau of Statistics (PCBS) sources 
were used.  This creates a gap in the 1994 data that cannot be resolved.  While both Israeli 
and Palestinian sources rely on International Labor Organization (ILO) definitions, they 
arrive at different figures for reasons that will be explored later in this paper.  Some 
individual surveys were also consulted where available. 
 
The study is organized as follows: The first section will explore the nature of the data 
available and its strength and limitations.  The second section will review the nature of the 
Palestinian population and labor force since this determines the supply of labor and the 
number and characteristics of entrants into the Israeli and Palestinian labor markets.  The 
third section will document the number of workers in Israel and the institutional framework 
for their recruitment.  It will also discuss the characteristics and sectoral and occupational 
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distribution of Palestinian workers in the Israeli labor market plus their evolution over the 
past thirty years.  Changes in the Palestinian labor force and in Israeli policy which have been 
responsible for shifts in the pattern of Palestinian employment will be explored.  The fourth 
section will review the economic reasons behind the flow of labor by examining the various 
push and pull factors that induce workers to seek employment in Israel.  Particular emphasis 
will be given to the role of Israeli demand, unemployment, wage differentials and 
employment growth in Israel and in  the WBGS in stimulating these flows.  We shall also 
review variations in the push and pull factors.  The final section will provide 
recommendations on pressing labor issues which require further analysis and study in 
Palestine today. 
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 2. Nature of Labor Data Available 
 
 
In order to understand the causes of the flow of labor to Israel, it is important first to review 
the nature of the data available.  The kind of definition applied to the Palestinian labor force 
and the methods employed in data collection directly affect the size of this force as well as 
the reported number of workers employed in Israel.  Moreover, the availability of continuous 
and consistent wage data is central to any attempt to account for the role of wage differentials 
in attracting workers to Israel.  The nature of the employment and unemployment data also 
determines our interpretation of the role of push factors in encouraging individuals to seek 
work outside.  Thus, discussion of  weaknesses in the available data will shed light on the 
limitations to our understanding of the causes of Palestinian labor mobility. 
 

Labor data usually represent problems in developing countries.  They are often subject to 

gaps, are of poor quality and are not always representative of the whole population.  This is 

not the case with the data available on the West Bank and Gaza Strip.  Since 1968, the ICBS 

has provided extensive and comprehensive primary data on the Palestinian economy in 

general, and labor in particular.  It remained responsible for all data published on the 

Palestinian economy until 1994 when this responsibility was transferred to the PCBS.  All 

data after 1995 are collected by the latter.1  Both sources rely on international definitions and 

ILO recommendations on how to collect and compile labor data.  Yet, the Palestinian data is 

believed to be more reliable than that of its Israeli counterpart for reasons that will become 

clearer in the course of the discussion. 

 
 

2.1 Methodology2 
 

The ICBS has relied on the Territories Labor Force Survey (TLFS) to obtain and publish 

primary data on the Palestinian labor force.  The survey was conducted quarterly from 1968 

onwards and contains a large sample of 8900 households in both the West Bank (6700) and 

Gaza Strip (2200).3 However, it excludes East Jerusalem inhabitants from the West Bank 

data.  The ICBS labor survey was implemented using rotation groups4 which make it possible 

to use panel data analysis.  Households were divided into three strata, (those living in 

villages, refugee camps and towns), using a multi-staged sampling design which gives equal 

weight to each household in the three strata.  The ICBS used cluster sampling methods in 

conducting the family survey. Despite its practical advantages, it overlooks the fact that 

members of the same families or clans tend to live in or near neighborhoods.  It can thus 

select certain social strata of the community while missing others, thereby creating a bias.  

The definitions used and techniques adhered to were consistent with those applied in Israel 

and with ILO criteria (UNCTAD 1996).  

                                                 
1 The 1994 data are missing as a result of various technical and administrative problems associated with the 

transfer of power from the Israeli to the Palestinian authority. 
2 For further details on the nature of data collection see ICBS, SAI 1992, p:105-107, PCBS 1995, and PCBS, 

LFS No. 7 1997, p: 23-31 
3 The sample size grew over time.  Between 1968-1973 the sample included 4200 households.  The sample 

increased to 6200 households in 1974 and continued to increase until it reached a total of 8900 in 1992. 

(ICBS, SAI 1992). 
4 Households to be surveyed are randomly divided into 4 rotation groups, each of which is interviewed for two 

consecutive quarters, excluded for two consecutive quarters and interviewed again for two consecutive 

quarters. 
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The PCBS labor data collection relies on similar methods.  Its first labor survey dates from 

October 1995.  Like the ICBS, the PCBS uses the ILO definition of employment and 

unemployment, has a large sample (a total of 7640 households), adheres to a multi-stage 

cluster sampling design, and uses a rotation group system of survey. However, the rotation 

system is more simplified than in the Israeli labor surveys5 (PCBS 1997).  More importantly, 

the PCBS includes Palestinian inhabitants of East Jerusalem as an integral part of its survey 

on the West Bank.  This means that PCBS and ICBS labor data are not comparable. 

 
Available labor data suffer from a number of problems relating to the accuracy of 
measurements, to data consistency and issues of definitions.  The PCBS data, while not 
completely immune from these problems, have the advantage of having tackled and solved 
some of them.  
 
 

2.2 Data Problems 
 

2.2.1 Accuracy of Measurement 

The major problem with the ICBS data is its underestimation of the Palestinian labor force, 
which according to various researchers is of the order of 10-15% (Benvenisti & Khayat 1988; 
Shaban 1993; UNCTAD 1995; World Bank 1993).  The major reason for this 
underestimation is the nature of the sampling frame adopted for the labor survey. 
 

The sampling frame: The TLFS relies on the 1967 population census as a sampling frame.  

This population census formed the basis on which all population and labor force growth rates 

and calculations were made up until 1993.  It is, however, contested for a number of reasons.  

To start with, the population census was conducted in September 1967 and thus excluded all 

those who migrated between June and September 1967 as a result of the hostilities.6  

Moreover, the census was carried out by Israeli soldiers which puts into question the 

reliability and authenticity of data collected by an occupying force.  It is probable that the 

actual number of people were underestimated since many Palestinians would have concealed 

information from the military occupier.  Israeli authorities also refused to carry out another 

census in the occupied territories after 1967, although they carried out two in Israel itself. 

 
All population figures obtained since 1967 are based on the original September census and 
updated annually by adding reported births, subtracting estimated deaths and making 
adjustments for net migration flows.  The method by which the quarterly population was 
estimated changed in 1976 in order to improve coverage of the population, as well as its size 
and age composition.  Yet, the PCBS has found that population estimates are still low.  This 
is because the 1967 census under-enumerates the population by 3% while the vital 
registration of births had only an accuracy of 95% throughout the years.  The underreporting 
of the population in 1992 was around 6% (PCBS 1994).  
 
The deficiency in the population figures has a direct  effect on the quality of labor data in two 
main ways.  Firstly, the poor mapping work and undercoverage in the 1967 census means that 
the labor sampling frame was deficient from the start.  Secondly, the low population figures 

                                                 
5 In contrast to the ICBS, the PCBS visits the same household  6 consecutive times, after which it is dropped 

from the sample.  A high overlap of 5/6 is maintained while 1/6 clusters are added in each labor quarter.  
6 More than 200,000, mostly from the West Bank, are estimated to have left between June and September 1967 

(Benvenisti and Khayat 1988).  These displaced persons were either 1948 refugees registered with the 

UNRWA and/or inhabitants of the WBGS.. 
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throughout the period implies underestimation of the absolute LFS figures (PCBS 1995).  
The number of Palestinian working in Israel might thus be mis-estimated. 
 

2.2.2 Data Consistency:  

Israeli labor data have problems with internal coherency and consistency.  The revision of 
population estimates in 1976, 1983, 1985 and 1987, and consequently of the labor force, 
meant that yearly data are not always consistent.  There is also a problem of data consistency 
when looking at labor distribution by sector and place of employment for both the West Bank 
and Gaza Strip.7 
 
In addition, the reliability of respondents’ answers to surveys puts into question the quality of 
the data.  Even if survey enumerators were local Palestinians employed by the Israeli civil 
administration, it is possible that many workers would have concealed their place of 
employment as well as their participation simply in view of the fact that the survey was 
Israeli.  Palestinian and international sources have already revealed that an independent labor 
survey using the same definitions as the ICBS can produce different figures on employment 
and unemployment simply by virtue of the fact that respondents had more confidence in non-
Israeli financed interviewers (Fafo 1993; Okasha 1990).8 
 
During the Intifada (1988-91), Israeli sources admitted that the quality of their data 
deteriorated as a result of low coverage rates and the increase in political hostilities (ICBS 
1992, p:107).  The ICBS reported difficulties in reaching households and that responses to 
questions were of low quality (ICBS 1992, p.107). This led in particular to low reporting on 
hours and days of work and an underestimation of the level of unemployment.  It also led to 
discontinuity in data collection on daily wages.  Reported wages after 1988 have been in the 
form of indices.  The lack of adequate wage data for the 1988-93 period poses limitations on 
any attempt to prove the role of wage differentials in inducing Palestinian workers to seek 
employment in Israel. 
 

2.2.3 PCBS contribution 

The Palestinian labor data have the advantage of avoiding data consistency problems (Al-

Qudsi and Shaban 1996).  For the sampling frame, the PCBS in 1993 established a master 

household sample based on updated geographic residential maps.  The master plan covered 

48 stratified geographic areas and 55,000 households, with 7640 households chosen through 

a random stratified cluster sample for the labor survey (PCBS 1997).  This method provided a 

more updated and realistic estimate of the population and the labor force.  The rotation 

system adopted in the labor survey also ensured a more efficient means of monitoring trends.  

The PCBS surveys benefit from a higher and better quality response rate than those in the 

ICBS surveys.9 

 
The 1997 population census has provided the means for a new reliable sampling frame for 
future labor surveys (PCBS 1998).  It puts the Palestinian population at 2.8 million, of which 

                                                 
7 Figures do not add up for various years because Israeli sources relied on percentages and not on absolute 

figures in describing sectoral distribution by place of employment, (author’s calculation). 
8 For 1990, Okasha reported an unemployment rate of 26% for the Gaza Strip while the ICBS reported a figure 

of 2.5%.  For 1992, Fafo reported a figure of 11% versus 4.5% by the ICBS.  See UNCTAD 1996; Okasha 

1990; and Fafo 1993 for further details. 
9 The overall non-response rate amounted to less than 9%, while the refusal rate was only 0.6% (PCBS 1997; 

LFS No. 7; p.31).  By international standards this is very low.  The ICBS only reported response rates for the 

last few years.  In 1991 it reported that 20% of households supposed to be covered were not and the non-

response rate was around 10% (PCBS 1995). 
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210,000 are estimated to be in East Jerusalem.  These figures prove the validity of PCBS 
criticisms of Israeli data and the underestimation of the Palestinian labor force during the 
years of occupation. 
 

 

2.3 Definitions 
 
The definitions used by the sources available pose two main sets of problems.  The first 
relates to the choice of categories to be included in the labor surveys.  This predetermines 
how far the data accurately reflects the present reality and is comparable with figures 
provided by other sources.  The other problem relates more fundamentally to the general 
concepts used in defining employment and unemployment. 
 

2.3.1 Who is included in the labor force:   

The ICBS includes in the Palestinian labor force all those over the age of 15 living in the 

West Bank and Gaza Strip10 working in Israel and/or in the WBGS.  It excludes Israeli 

settlers living in the territories, people living in institutions, and Bedouins.  It also excludes 

inhabitants of East Jerusalem11 as well as residents who have spent more than one year 

abroad.  When referring to Palestinian workers employed in Israel, Israeli sources include 

those working in Jerusalem even if they are in Arab East Jerusalem.  Moreover, Israeli 

sources do not specify whether Palestinian workers employed on Israeli settlements in the 

WBGS are reported, and if so where. 

 

Israeli criteria of who to include in the labor force leads to confusion and misrepresentation 

of the actual employment situation.  The exclusion of East Jerusalemites produces an inflated 

figure of the number of Palestinians working in Israel since many are working in the holy 

city.12  Politically it is also flawed given that East Jerusalem is part of the WBGS.  The lack 

of data on workers in settlements also undermines the actual importance of Israeli demand on 

Palestinian outflows.  The exclusion of East Jerusalemites working in Israel as well as 

Palestinians employed abroad for more than one year leads to an underestimation of 

Palestinian international labor mobility.  Given that the ICBS does not have labor migration 

data on WBGS, it is very difficult to know the actual number of WBGS workers employed 

abroad and the effect of their outflow on local employment and wages. 

 
The PCBS tackles these problems by redefining the Palestinian labor force.  While it includes 
all those aged 15 and above, it also includes those living in East Jerusalem as an integral part 
of the Palestinian labor force.  This makes PCBS data politically correct; although not 
comparable with Israeli data.  PCBS data also specifies the number of Palestinian employed 
in Israel and the Israeli settlements.  Its demographic survey conducted in 1995 contains 
information on households with migrants abroad (PCBS 1996). 
 

2.3.2 The employment concept: 

Similar to ILO and international criteria, the ICBS and PCBS define the labor force as all 
persons over the age of 15 who are employed or seeking employment during the determinant 
week, be it in the WBGS or Israel.  However there are some differences between the two 

                                                 
10 Between 1968-86, the labor force included all those of 14 years old and above (ICBS 1992, p.107). 
11 The Statistical Yearbook of Jerusalem provides data on the inhabitants of the city as a whole and refers to 

Palestinians as ‘non-Jews’. 
12 Approximately one third of West Bankers reported to work in Israel were working in East Jerusalem according 

to ICBS sources ( Kleiman 1992, p.4). 
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sources.  In so far as employment is concerned, an employed person is defined by the ICBS 
as: 
 
- “a person who worked at least one hour during the determinant week in any gainful 

activity; 
- family members who worked in the family business or farm for more than 15 hours a 

week; 
- or those who have been temporarily absent from their regular work over the determinant 

week”. 
 

The PCBS adopts the same principle of one hour of work to determine whether a person is 

employed or not.13  However, it uses criteria which are more useful and reflective of the 

situation in the WBGS.  The employed person may include the employer, the self-employed, 

the employee and the unpaid family member.  Any form of payment, including payments per 

piece of work and pay in kind, are enough to qualify a worker as an employee.  As regards 

unpaid family members, the PCBS, unlike the ICBS, does not require any determined amount 

of hours to include him/her in the labor force (PCBS 1997).  This broader definition thus 

takes account of the different forms of activity and payment practiced in the Palestinian 

economy. 

 
Using the criteria of one hour of work to define employment is useful in so far as it provides 
an internationally recognized homogeneous definition for the Israeli and Palestinian labor 
force.  However, it does not necessarily provide an exact measure of employment, 
unemployment or standard of living in the WBGS.  One hour of work does not necessarily 
provide sufficient income to survive.  The definition both underestimates the importance of 
partial unemployment and conceals where such unemployment might be concentrated.  
Various studies reveal that partial unemployment is a serious problem in less developed 
countries (LDCs) and tends to predominate among casual workers (Turnham 1993b, p.34).  
In the Palestinian context, as will be shown, casual workers tend to be those most commonly 
seeking employment in Israel.  Partial employment - defined as work between 1-35 hours of 
work over the past week - increased in the WBGS between 1987 and 199314 (PCBS 1995). 

 

The PCBS tries to tackle this problem by developing its data on underemployment and partial 

employment.15  It defines underemployment as work of less than 35 hours a week and/or 

being employed in a job below the qualifications held, or which does not provide sufficient 

income or suitable work conditions.  Yet this is too wide a definition to be analytically 

useful.  It lumps different causes of underemployment together and can be contested given 

that it allows respondents to denigrate their sources of income.  Nevertheless, recognition of 

this category can be helpful to indicate the underutilisation in the Palestinian labor force and 

trends in labor productivity.  The PCBS reports underemployment data by sector and 

occupation. 

 
 

                                                 
13 This is a criteria not used in most neighboring Arab countries. 
14 Male part-time employment increased from 3% of total labor force in 1987 to 16% in 1990 (Tables 5 and 6),  

(PCBS 1995). 
15 The ICBS started to publish continuous data on part-time employment - defined as all employment of less than 

35 hours - after 1981 only. 
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2.3.3 Unemployment:  

ICBS defines the unemployed as all those who declare to have been looking for work, even if 
only for one hour, over the past week, “by registration at the labor exchange, by personal or 
written application to employer, or by attempt to establish an independent business,..” (ICBS 
1992; p.108).  Israeli data do not account for the number of unemployed graduates who do 
not report looking for work or work below their qualification, nor do they include prisoners 
(UNCTAD 1996).  This is bound to give low unemployment rates.  In fact, the only way by 
which unemployment and the real inactivity of the population during the Israeli occupation 
can be gauged is through reported participation rates. 
 
PCBS also adheres to the principle of no one hour of work over the determinant week plus a 
declaration of seeking work in order to consider a person as unemployed.  The PCBS, 
however,  considers as unemployed Palestinian workers barred from entry into Israel as a 
result of border closure. This is in line with the fact that closures can last for months and their 
end does not guarantee workers with permits entry into Israel. The ICBS definition, by 
contrast, would have considered them as employed. 
 
The compilation of accurate unemployment figures and definition of the unemployed are 
central to understanding the causes of migration and employment in Israel.  This is because 
migration in the context of a tight labor market would suggest the strength of a simple wage 
pull mechanism, while migration in the context of a high unemployment and labor surplus 
economy would suggest that other forces cause people to seek employment away from the 
domestic economy.  Israeli data do not facilitate the task of discerning whether and when the 
WBGS was a labor surplus economy because of the nature of the unemployment data.  For 
post-1995 data, PCBS provide a more realistic definition which is also in line with 
international definitions. 
 

2.3.4 Occupations:   

Occupational definitions used by ICBS are in line with ILO criteria.  However, they do not 
distinguish clearly the skills of workers employed domestically and in Israel. Under the 
criteria of unskilled workers, it lumps all those working in construction, industry and 
agriculture with elementary as well as semi-skilled capacities.  This aggregation does not give 
credit to the various skills involved in different sectors and which affect labor productivity 
and wages.  PCBS tries to solve this problem by providing new occupational definitions.  It 
distinguishes skilled agricultural workers from craft workers, from plant and machinery 
workers, from elementary (and thus unskilled) workers (PCBS 1997). 
 

2.3.5 Wages: 

Definitions used for wages are also problematic.  Wages are defined as the remuneration paid 
to all employees and are calculated by dividing the total wages by the total number of 
employees.  Both ICBS and PCBS, however, assume that reported wages from the labor 
surveys refer to “net” wages, i.e. they exclude deductions made for taxes.  There are no 
means of knowing whether or not they refer to net earnings, i.e. income that remains after 
paying all travel and other costs.  Yet this information is crucial in any attempt to assess how 
far workers are attracted by higher earnings in Israel.  These inaccuracies can lead to 
misinterpretation of data and of the role of the wage variable in explaining migration. 
 

2.3.6 Missed Categories:  

The definition of employment gives weight to paid work outside the house.  It also gives 

importance to activities within the household farm or business, thus accounting for important 

sources of income generation.  However, the definition does not necessarily capture the 
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totality of employed people, particularly women.  This is because of how a respondent 

interprets the word “work” (Fafo 1993).  Many women would not define themselves as 

working, even if they contribute to the household income either through informal gainful 

activities (through subcontracting, sales of lace and embroidery), or work on the farm.  They 

would report their prime activity as housewives and thus are omitted from the labor statistics 

(Turnham 1993b, p.35).  This omission explains in part why female participation rates are 

low.  Again, the identity of  the interviewer affects the nature of the response.  During the 

Fafo survey for example, female enumerators were selected to interview women.  Female 

response rates as well as participation rates were recorded as higher than those reported by 

Israeli sources (Fafo 1993).  PCBS reports higher female participation rates than the ICBS by 

3-4 percentage points.16  Particular attention is presently being paid by the PCBS to improve 

female participation and activity data. 

 
Other categories, such as students and older people, may not declare themselves to be seeking 
work but may actually be involved in some gainful activity.  There are no easy answers to 
such problems, apart from conducting specific surveys and direct employment questions to 
these categories of people. 
 
 

2.4 Migration Data 
 
Migration data are a problem in most developing countries as in the WBGS.  The only 
information available on the number of people who have migrated from the WBGS are to be 
found in the population data.  These, however, do not distinguish between stock and flows.  
Moreover, we have no Israeli account of migrant workers abroad since the TLFS excludes 
them from their survey and from their definition of the Palestinian labor force.  Studies that 
have tried to collect general information on these workers include studies by Abu-Shokor 
(1990b.), Yousef (1989) and Ennab (1998) on WBGS households who had migrants abroad.   

 
As for Palestinian workers in Israel, they are not referred to as international migrants, i.e. 
workers moving from one country to another.  This is because the Israeli source considers the 
Palestinian labor force as a single entity including only those who work domestically and 
those who work in Israel.  Information on Palestinian workers in Israel is to be found in the 
TLFS as well as in the Israeli Employment Service Agency.  The latter, which forms part of 
the Israeli Ministry of Labor, reports the number of Palestinian workers recruited through the 
official employment agency.  The agency figures, however, exclude illegal workers.  Some of 
these might have been captured by the TLFS survey which does not ask about the legality of 
workers’ contracts.  Typically the figures of the TLFS are 30-50% higher than those reported 
by the Israeli employment service up until 1990.  However, this does not mean that the ICBS 
captures the totality of migrant workers since many illegals would conceal to ICBS 
interviewers the place of their employment.  The figures on Palestinian workers in Israel can 
thus still be underestimated. 
 
Moreover, information on the origin of workers employed in Israel by place and previous 
work is incomplete.  The ICBS carried out two detailed surveys on workers in Israel in 1975 
and 1981.  Since then, no information has been published and the task of examining and 
understanding possible changes in trends in the origin of workers going to Israel (do they 
come more from rural areas or urban centers, which class of family sends the most workers, 
etc.), has therefore been hindered. 

                                                 
16 However, this increase in participation rates can also be the result of increased public employment or a 

consequence of border closures.  Further data is needed to prove this point. 
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The PCBS collects more detailed data on workers in Israel and the settlements yet it does not 
separate the former from the latter.  Figures on workers employed abroad are not collected 
quarterly.  This information is central to any attempt to understand the effects of present and 
future labor outflows on domestic employment, wages and income.  We also need continuous 
data on the Palestinian Diaspora and their financial contribution.  This is especially important 
as no data on remittances sent by workers abroad have been collected since 1970.  
Remittance data are important in any attempt to assess the contribution of the international 
labor market on households and the economy at large (O’Connor et Farsakh 1996; Stark 
1991). 
 
 

2.5 Conclusion 
 

Available labor data are useful in so far as they date back to 1968, are extensive and detailed 
(by sector, occupation, years of schooling, gender).  However, Israeli data suffer from a 
number of conceptual problems and underestimate the size of the labor force.  Since 1988 its 
data have been increasingly questionable given the problem of accessibility and data 
consistency.   Palestinian sources have improved the available data, but this has made the pre-
1995 data incomparable with post-1995 data.  The inclusion of East Jerusalemites in the 
Palestinian labor force makes the PCBS and ICBS labor data different.  The PCBS remains 
the only viable source available.  While there still remains scope for improvement, 
particularly in the area of workers’ origins and experience, the definitions of 
underemployment and collection of migration data, the situation today is better than a few 
years ago. 
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3. The Palestinian Labor Force in the  

West Bank and Gaza Strip 
 

 

In order to understand the nature of Palestinian labor flows from WBGS to Israel, it is 
important first to situate these flows in the context of the evolution of the WBGS population 
and labor force over the past thirty years.  Population and labor force growth determine the 
supply of workers available for work and the pressures that might make an economy export 
its labor. 
 

As explained above, the Palestinian labor force is defined by the ICBS as all Arab residents 

of the WBGS - excluding East Jerusalem - who are reported to be working or looking for 

work, be it in the WBGS or in Israel.17  The labor force grew at different rates during the 

Israeli occupation but averaged an annual rate of 2.8% between 1970-93.  In 1993 it 

represented a total of 338,500 (Tables 1 and 2).  The labor force represents on average 40% 

of the total working age population in the West Bank and 35% in the Gaza Strip, compared 

with 53% in Israel.  To compare this to the total population, WBGS dependency ratios were 

5-6 people per labor force member in the 1980s and 1990s.  The PCBS figures for 1997 give 

similar dependency rates, but the labor force (including East Jerusalem Arabs), was 

calculated at approximately 450,000 workers.  Apart from its large growth, the Palestinian 

labor force has become more educated and skilled.  The share of the labor force with more 

than 9 years of schooling increased from 15% to 50% for the WB and 26% to 59% for GS 

between 1972-1992.18  The average years of schooling for the total labor force increased from 

7.6 years in 1981 to 8.6 years in 1997 (Angrist 1995; PCBS 1996). 

 
While the labor force doubled between 1970-92, employment in the domestic economy grew 
by only 33%.  The pressure of finding a job was all the more important in view of the 
relatively high dependency ratios. 
 
 

3.1 The Supply of Palestinian Labor  
 

In order to identify from which areas and why workers were seeking employment in Israel, it 
is important to identify the sources of labor supply in the Palestinian economy.  Since the 
Israeli occupation of the WBGS, population growth rates remained the main source while net 
emigration, particularly during the 1970s, helped to reduce the number of annual entrants into 
the labor force.  Changes in participation rates and sectoral shifts have also influenced the 
supply of labor.  Yet these last two factors are also influenced by the type and number of jobs 
available in the domestic economy as well as abroad (Bloom and Freeman 1986). 
 

3.1.1 Population growth and characteristics 

The Palestinian population in the WBGS doubled between 1968-93 (Table 1).  This growth 
was determined by both the natural increase in the population (birth rates minus death rates) 
and emigration rates.  In so far as the first variable is concerned, the population of the WBGS 
increased from an average of 2.2% p.a. in the late 1960s to 4% p.a. in the West Bank and 5% 
p.a. in the Gaza Strip in the early 1990s.  This increase is largely due to a reduction in the 
number of deaths and an increase in fertility rates. 

                                                 
17 It excludes workers from East Jerusalem and the migrant labor force, estimated at 110,000 in 1991 (Shaban 

1993, p.660). 
18  Calculated from Fischleson et al. (1993), Table 19, p.65. 
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Emigration to Jordan and other countries has played an important role in easing the pressure 

of domestic population growth, and consequently labor force growth. Between September 

1967 and 1990, more than 300,000 people emigrated, which is the equivalent of 16% of the 

total population in 1990 (ICBS SAI, 1992). Between 1970-85, the peak of Palestinian 

outflows to neighboring countries, the annual growth of the population (i.e. net of 

emigration) was between 1.5-3% p.a. compared with a natural increase of 3.5% to 4% p.a.19  

Emigration eased the demand for domestic jobs, while at the same time allowing 

unemployment to remain under 5% (Table 2).  The pressure of new entrants into the labor 

force started to be felt after the second half of the 1980s when annual population growth rates 

reached 4%, (Table 1), and the number of Palestinian workers employed in Israel increased 

significantly. 

 

The WBGS population is projected to grow by 5.4% p.a. over the remainder of the century, a 

rate that makes the natural rate of population increase among the highest in the world today.  

This is largely due to both the result of improving health conditions, (fall in death rates), an 

increase in fertility rates and an increase in immigration.  The total fertility rate per woman 

was reported to have increased to more than 6.24 in 1996.20  In 1994, return migration to the 

WBGS was 3.3% of total population size (MAS 1998b).  The Palestinian population today is 

young with more than 52% of the population under the age of 15 (PCBS 1997).  In this 

respect, the Palestinian labor force is similar to most L DCs, which are characterized by the 

general youth of their population and labor force.21  

 

3.1.2 Labor Participation Rates 

The second factor affecting labor supply is participation rates.  In this respect, it is interesting 

to note that the rate fluctuated without increasing above 40% up to the early 1990s (Table 3).  

The PCBS 1997 labor survey shows an increase to 44% in the West Bank (including East 

Jerusalem) and a fall to 34% in the Gaza Strip (PCBS 1997).  In Israel, participation rates 

reached 54%, while in neighboring Jordan it was 45% (MAS 1997).  This low participation is 

partly explained by low female participation rates.  The ICBS figures reported a fall in female 

participation from 14% to 10% in the West Bank and from 5% to 1.7% in the Gaza Strip.  

High school and university enrollment rates are another factor.  In 1991 80% of males and 

females of school age were enrolled in secondary schools22 (Shaban 1993).  Also, early 

withdrawal from the labor force has increased and participation rates for those between 55-64 

years old dropped to 65% for the West Bank and 48% for the Gaza Strip by 1993.  This is 

partly explained by the role of remittances, aid and international migration in sustaining 

families in the WBGS.  Emigration outside the territories has also played a central role.  

Participation rates in the West Bank dropped between 1974-82, the period of the peak of 

                                                 
19  Calculated from the ICBS, SAI 1993, Table 27.1. 
20 The figures for the West Bank and Gaza Strip were 5.61 and 7.44 respectively. 
21 It is important to note that there are some important differences between the West Bank and the Gaza Strip.  

The Gaza Strip has higher population growth rates, is more densely populated, is predominantly young and has 

a majority of refugees.  In 1996, the refugee population living in the Gaza Strip represented more than 65% of 

the population (MAS 1998a).  Of these 41% live in refugee camps compared with 6% in the West Bank.  This 

is a considerable weight on the Gazan economy and labor force since refugees are heavily concentrated among 

low income groups and are predominantly a wage-earning population.  Inhabitants of urban areas made up 

40% of the Gaza Strip and West Bank in 1996 compared with 42% and 33% respectively in 1967.  (An urban 

area is defined as a population center with more than 10,000 inhabitants.)  The rural population in the West 

Bank is 53%, a drop from 58% in 1967 (MAS 1998a). 
22 Compares with 60% for the Middle East region in general (World Bank 1993, Vol. 1, p8). 



 13 

Palestinian migration to Jordan and the Gulf (Figure 1).  In the Gaza Strip, emigration rates23 

were much lower but male participation rates higher than those of the West Bank ( Table 3). 

 
What is particularly striking in the supply of Palestinian labor is the fall in the share of 
women between 1967-93.  Usually, with development female participation rates increase but 
by 1993 it was 7% in WBGS compared with 44% in Israel and 10% in Jordan (MAS 1997).  
The factors attributed to these figures are numerous.  The weakness of domestic employment 
growth compared to labor force growth is one explanation.  Shaban argues that the fall in 
female participation rates is attributed to the lack of appropriate, particularly public, 
employment which has limited women’s chances of participating more actively in the labor 
force (Shaban 1993).  However, some argue that employed women are unreported since many 
work in the informal sector or conceal their involvement in the labor force (Long et Muhanna 
1990; Shaban 1993).  The nature of data collection also leads to low reporting by women on 
their participation in the labor market.  Figures from the PCBS show higher female 
participation rates of 13.3% for the West Bank and 9% for the Gaza Strip in May 1996.  This 
is partly explained by improved access to the surveyed population as well as a rise in public 
employment (Al-Qudsi et Shaban 1995).  
 

3.1.3 Sectoral Shifts 

During the course of 25 years of occupation, the Palestinian labor force shifted from 
agriculture towards services (Table 4 a&b).  The share of Palestinians working in WBGS 
agriculture (as distinct from those working in Israel), dropped from 39% in 1970 to less than 
14% in 1997.  In absolute number, the release of labor from agriculture has not been very 
large, partly due to the large labor force growth rates. From the available data, we find that 
agricultural employment in the WBGS fluctuated between 1970-80, having fallen by an 
annual average of 3%.  The largest quantitative release from agriculture was between 1969-
73 when numbers dropped by 22,000.  The Gaza Strip lost more agricultural workers than the 
West Bank, where agriculture still continues to be a buffer absorber of labor.  Various studies 
show that there is still signs of underemployment in West Bank agriculture (Tamari 1989).  
The PCBS labor survey figures show continuous fluctuations in agricultural employment 
between 1995-1997. 
 
The shift from agriculture to services, rather than industry, in the course of development is 
quite typical of most LDCs.  However, what is characteristic of the Palestinian case is the 
fact that this shift has been accompanied by substantial flows to Israel.  The release from 
agriculture has been attributed to the increase in agricultural productivity (Awartani 1988).  It 
also occurred, in part, due to the openness of the Israeli labor market rather than to an 
industrial drive or higher wages in urban centers. This will become clearer when we explore 
the role of Israeli labor demand and wages in attracting Palestinian workers out of the 
domestic economy. 
 
 

3.2 Unemployment 
 

The size and characteristics of the unemployment pool are important in determining the 

supply of cheap labor available for work.  What is noteworthy in the Palestinian case is its 

relatively small size, at least between 1970-1992 (Table 2).  Whereas in 1967, the ICBS 

reported unemployment rates of 15%, unemployment hovered around 2-4% between 1970-

                                                 
23 The reason for this difference lies in the fact that West Bankers have easier mobility by virtue of holding 

Jordanian passports, as opposed to inhabitants of Gaza who do not. 
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1990.24  This suggests that surplus labor was being absorbed over this period.  

Unemployment rates have increased since 1994.  The PCBS, relying on ILO and thus ICBS 

definitions, place the average unemployment rates for the period 1995-1997 at 14-24% for 

the West Bank and 24-39% for the Gaza Strip.  

 

 

3.3 Conclusion 
 
Over the 25 years of occupation, the major supply of labor has been population growth and 
this has been the principal factor in pushing workers to seek work in Israel.  Emigration 
mitigated against this effect in the 1970s, but it did not absorb the entire increase in the 
Palestinian labor force.  Participation rates fluctuated in line with the growth of employment 
opportunities in Israel, abroad and domestically. Employment in the WBGS shifted from 
agriculture to services, although the transfer from agriculture has not been quantitatively 
spectacular, especially for the West Bank, due to population and labor growth.  Since 1994, 
the unemployment pool has become an element of pressure. 

 

In view of the nature and evolution of the Palestinian population and its labor force, the 
question arises as to what role the Israeli labor market has played in terms of providing 
employment and to whom. 

                                                 
24 Palestinian researchers have maintained that unemployment rates would be around 15-20% if account were 

taken of partial employment and discouraged workers (Abu-Shokor 1987b, Abu-Shokor 1994). 
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4. The Characteristics of Palestinian Employment in Israel 
 
 
Over the course of the past thirty years, the pattern of Palestinian employment within Israel 
has witnessed several changes.  The most significant development has been the change in 
access to the Israeli labor market.  Apart from some fluctuations, labor flows continued to 
increase up until 1992. They then started to drop dramatically.  This coincided with the 
signing of the interim peace agreement and the establishment of a quasi-customs union 
between the Israeli and the Palestinian economies. 
 
The aim of this section is to review how the characteristics of Palestinian employment in 
Israel changed and why.  It identifies the sectors in which workers are concentrated in order 
to understand the nature of Israeli demand for Palestinian labor.  It also locates which sectors 
of the Palestinian population are most dependent on the Israeli labor market and the rights 
and benefits to which such workers may be entitled.  The importance of the Israeli market in 
providing employment and raising incomes is clarified. 
 

 

4.1 From Free to Restricted Access 
 

The flow of Palestinian labor to Israel started in 1968, when Israel decided to open the door 
to Palestinian workers through an officially sanctioned employment program. The number of 
workers grew from 20,000 in 1970 to 66,000 in 1975, slowed and rebounded by 1979, then 
peaked in 1987 and 1992 at 116,000 workers.  By 1995 the numbers had dropped to less than 
50,000 (Figure 2). 
 
These fluctuations differ between the West Bank (excluding East Jerusalem) and the Gaza 
Strip.  Employment in Israel has been more important for the Gaza Strip than the West Bank: 
Between 1975 to 1990, more than 40% of the Gaza Strip labor force were employed in Israel 
compared to 30-35% of West Bank workers.  After 1993, the reliance on Israel for 
employment was reversed  (Table 5). 
 
Over the whole period of 1970-93, the employment of Palestinians in Israel grew by an 
annual average of 6.3%, while the employment of Palestinians in the domestic economy grew 
by 1.8% (Table 6).  In all sectors, employment in Israel grew faster than in the WBGS, 
indicating the pervasive strength of Israeli demand over the domestic market.  The Israeli 
labor market absorbed 2/3 of the total increase in employment over this period. 
 
However, it is important to note that Palestinian labor flows went through five main phases.  
The first period marked the start of the labor flow to the Israeli market in 1968 and lasted 
until 1973.  The number of Palestinian workers employed in Israel grew by 43%, while 
domestic employment continued to drop (Tables 6 and 7).   
 

In the second period (1974-1980), the Palestinian labor flow stabilized at an annual growth 

average of 1.5%.  This period is marked by a drop in the number of West Bank workers going 

to Israel and their replacement by Gaza Strip workers (Figure 2, Table 5).   Palestinian 

emigration from the WBGS grew significantly over this period as the oil boom boosted 

growth and the demand for skilled labor in neighboring Arab countries.  According to official 

Israeli sources, 95,000 West Bankers and 34,000 Gaza Strip inhabitants left the WBGS 
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between 1974-81 (Gabriel et Sabattelo 1986 p.253).25  In terms of workers, an estimated total 

of 70,000 workers were employed abroad in 1981, a figure which is very close to the number 

of workers employed in Israel in that year.  This period is marked by an advantageous 

complementary demand for Palestinian labor in both the Israeli and Arab markets.   

Palestinian labor had two market outlets, with skilled workers going mainly to the Gulf while 

unskilled labor went to Israel (Shaban 1993).  Growth in domestic employment, meanwhile, 

was negative in the West Bank and very small in the Gaza Strip (Tables 5&6). 

 
The third period lasted between 1981-87.  It is marked by a decrease in migration rates to 
neighboring countries as demand for Palestinian workers fell.  Meanwhile, employment in 
Israel and in WBGS continued to grow, albeit at different rates (Table 6).  Between 1981-
1987, participation rates also increased (Table 3).  According to a number of authors, the 
whole 1974-1987 period represents an integration between the Israeli and Palestinian labor 
markets (Arnon et al. 1997; Kleiman 1992; World Bank 1994).  The movement of labor was 
free and wage rates converged.  
 
The fourth period, which runs between 1988-1992, was the most unstable.  It marked the 
Intifada and the Gulf War in 1991.  The number of hours of work dropped, while the number 
of workers fluctuated.  Although the number of workers from the Gaza Strip fell, those from 
the West Bank increased, (except for 1991).  Many argue that this was the beginning of the 
separation of  the Israeli and Palestinian labor markets (Arnon et al. 1997; Fischelson 1992).  
The movement of labor started to become more restricted and erratic, especially for Gaza 
Strip workers.  Meanwhile the Israeli economy absorbed more than 350,000 Soviet 
immigrants over this period (Landau 1992). 
 
1993 marked a turning point in the number of Palestinian workers in Israel.  It was the 
beginning of a five year period up to 1997, commencing with the signing of the Oslo interim 
peace agreement.  Although the principle of the free movement of labor was recognized in 
this agreement, in reality free access has not been upheld.  From 1993 onwards, the Israeli 
policy of border closures intensified and greater restrictions were placed on permits for 
workers wishing to enter Israel.  The number of workers continued to drop and was highly 
correlated with the increasing days of closure (Figure 3, Table 5).  In the Gaza Strip, border 
closures were enforced more strictly than in the West Bank and the number of Gaza Strip 
workers in Israel dropped from 30,000 in 1993 to less than half afterwards.  Meanwhile, the 
number of legal foreign workers entering Israel increased by more than 40% per year 
between 1994-97. By 1997, the number of non-Palestinian foreign workers, (both legal and 
illegal), who entered Israel was estimated to be between 150,000 and 250,000 (Workers’ 
Hotline 1998).  The total number of Palestinian workers in Israel for the last quarter of 1997 
was estimated at 70,000, 85% of whom came from the West Bank ( MAS 1998c). 
 
By the late 1990s, Palestinian workers in Israel came to represent less than 17% of total 
employed West Bankers and less than 11% of Gaza Strip workers.  This is a reversal of the 
trend between 1975-92 when the Gaza Strip was far more dependent on Israel than the West 
Bank. 
 
From the Israeli labor market point of view, Palestinian workers never represented more than 
7-8% of the total employed between 1975-90.  In 1997 this share dropped to less than 3.5%. 
 

4.2 Characteristics of WBGS Workers in Israel 
 

                                                 
25 West Bankers had easier access to outside markets because they held Jordanian nationality, whereas the 

Egyptian travel documents held by Gaza Strip residents did not facilitate international movements. 
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The main characteristic of Palestinian workers in Israel is the fact that they are usually daily 

commuters.  While some workers sleep illegally in Israel, the majority go home at the end of 

a day’s work.26  They are, therefore, a flexible labor force which does not burden the Israeli 

economy with investment for their accommodation or integration into Israeli society. 

 

4.2.1 Origin of workers  

Kleiman is the only one to have attempted to quantify at aggregate level the sources of labor 
flows to Israel.  Looking at 1969-73, the period of rising Palestinian employment in Israel, 
Kleiman argues that the Israeli labor market absorbed the release of labor from agriculture as 
well as new entrants into the labor force:  around 22,000 workers are reported to have left 
WBGS agriculture over that period.  Israel absorbed the rise in participation rates, the growth 
of the active population and the decrease in unemployment (Tables 2&3).  WBGS domestic 
employment fell by 20,000. 
  

After 1974, aggregate data supports the argument that Israel absorbed the increase in the 

active population.  Between 1974-90, the Palestinian labor force increased by 60% while 

domestic employment increased by only 33%, mostly in the service and construction sectors 

(Table 7).  In terms of sectors, Palestinian agriculture continued as a major labor releaser.  

Employment growth in WBGS agriculture continued to decrease in the 1970s, in contrast to 

those employed in Israeli agriculture (Table 7).27  This suggests that those released from 

Palestinian agriculture went to Israel, given that employment growth in WBGS sectors was 

lower than for Palestinians in Israeli sectors (Table 7).  By 1984 Israeli agriculture was 

absorbing more workers from Gaza than Gaza agriculture (Roy 1995).  

 

At micro-level, Palestinian workers tended to come from low income groups.  Abu-Shokor’s 

survey of 1099 Palestinian workers in Israel conducted in summer 1984 showed that 48% of 

migrants were from rural areas and 23% from refugee camps (Abu-Shokor 1987a, p.109).  

Benvenisti and Khayat (1988) also stated that one third of West Bank workers in Israel came 

from rural areas and worked their land back home.28  If we distinguish between the West 

Bank and the Gaza Strip, we find that the share of refugee camp migrants is higher for the 

latter (39% versus 14.4% for the former).29  This trend seems to have persisted over time.  A 

survey carried out by Fafo in 1992 revealed that 30% of West Bank workers in Israel were of 

rural origin.  Workers from refugee camps represented 15% of West Bankers and 40% of 

Gaza Strip workers.30
 

 

4.2.2 Demographic characteristics and qualifications: 

Palestinian workers in Israel have tended to be predominantly male, with the share of female 
workers at less than 2.5% (Abu-Shokor 1987a; Angrist 1996).  According to surveys 
conducted by the ICBS in 1981 and by Abu-Shokor in 1984, unmarried workers represented 
one quarter of West Bank workers in Israel and one third of those from the Gaza Strip.  After 
1993, this share tended to drop due to Israeli restrictions on unmarried workers. 

                                                 
26 Abu-Shokor’s survey found that only 15% of workers slept at their place of work in 1984. 
27 Meanwhile, productivity increased in Palestinian agriculture (Awartani 1988, World Bank 1993). 
28 A survey by the ICBS in 1981 came out with similar figures (quoted in Kleiman 1992 p.10) 
29 The figures for workers of rural origin are 18.9% for the Gaza Strip and 65.4% for the West Bank  (Abu 

Shokor 1987 p.109) 
30 The two surveys are not perfectly comparable since the Fafo survey was much larger (including 2500 

households), included East Jerusalem and did not deal only with workers in Israel.  However, they both show 

the importance of the Israeli labor market for West Bank rural inhabitants and Gaza Strip refugee camp 

dwellers. 



 18 

 
In terms of age group, the Israeli labor market absorbed the novice entering the labor force.  
According to surveys conducted by the ICBS in 1975 and 1981 and by Abu-Shokor in 1984, 
40% of workers in Israel had never worked before (Abu-Shokor 1987a, p.118; Kleiman 1992, 
p.9).  The share of 15-24 year olds tended to be concentrated in Israel rather than in the local 
economy, representing 40% of the total employed in Israel up until the mid-1980s.  However, 
over the years, the share of the 15-24 age group has tended to fall (Table 8).  This is largely a 
result of increased school enrollment which has led to a drop in this age group in the labor 
supply.  Since 1993 Israel has issued work permits only to those above 25 years of age, 
particularly for workers from the Gaza Strip. 
 
In terms of education, workers in Israel are less educated than those employed in the local 
economy.  However, there has been a general increase in the years of schooling held by 
workers in Israel (Table 9).  This is largely due to the general increase in the educational 
attainment of the Palestinian population as a whole (Fischelson et al. 1993).  Workers with 7-
8 years of schooling predominate in Israel while those with more than 13 years of schooling 
tend to work more in the domestic economy.  Yet, the numbers of those with more education 
has increased in the Israeli market over the past few years, even if it is not above the 9% of 
total labor flow (Table 9). 
 
In comparison to the Israeli labor force, WBGS workers in Israel have tended to be younger 
and less educated (Table 10).  In 1993, 39% of the Israeli labor force had more than 13 years 
of schooling, compared with 14% in the Palestinian labor force as a whole.  Compared to 
non-Jews (mainly Israeli Arabs) in the Israeli labor force, Palestinian workers have not been 
used as substitutes.  This is because the non-Jewish population has become more educated 
and older than the Palestinian workers in the 1980s (Table 10).  Thus, from a demographic 
aggregate point of view, Palestinians have been complementary to the Israeli labor force.  
Unfortunately we cannot say how Palestinians compare with foreign workers in the 1990s 
due to lack of data on the demographic characteristics of the latter. 
 

4.2.3 Sectoral concentration 

Agriculture: As in most developing countries, Palestinian workers in Israel tended to 
predominate in agriculture and construction (Figure 4, Table 4).  However, over the past 30 
years some changes have occurred.  Up until 1975, Israeli agriculture absorbed one quarter of 
Palestinian workers, mainly unskilled seasonal workers, but this share dropped to around 
15% in the 1980s.  In terms of numbers, they stabilized around a figure of 10,000-16,000 up 
until 1989, but dropped thereafter ( Table 7). Foreign workers appear to be replacing 
Palestinian in this sector (Table 11) (ICBS 1992).  The share of Israelis in the total labor 
force of this sector ranged between only 3-5%. 
 

Industry: The number of Palestinians in the Israeli industrial sector grew by 4.4% per annum 

between 1981-1987 and accounted for more than 15% of total WBGS employees in Israel 

(Table 7, 4b).  This was the period of growth of labor-intensive industries in Israel.  Textile, 

clothing and leather industries, where Palestinian workers tended to predominate, grew by an 

estimated annual average of 2.5%31.  After 1987, the number of workers in industry dropped 

to less than 7%.  This was due to the effects of the Intifada, which disrupted the smooth flow 

of workers to Israel, and also to the move away from labor-intensive production by Israeli 

industry (Aharoni 1991). 

 

                                                 
31 Based on author’s calculations from Bank of Israel Annual Reports 1979 p.258, and 1993 p.48. 
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The development of industrial subcontracting relations between Israeli and Palestinian firms 
also contributed to this drop in figures (Mansour et Destremau 1997).  Mansour and 
Destremau  1997 found that many Palestinian firms involved in subcontracting activities with 
Israel are run by previous migrants who used to work in Israeli firms.  They acquired 
experience and established networks for their local production.  The low cost of labor in 
subcontracting arrangements and its flexibility, especially during periods of political 
instability, have largely contributed to the growth of this system of production and to the 
demise of Palestinian industrial employment in Israel.  A micro labor survey by Fafo in 1993 
revealed that 15% of those previously working in Israel are now involved in subcontracting 
activities (Ovensen 1994).  Further data and research is needed to understand the link 
between the fall in labor flows and the rise of local employment through subcontracted 
production. 
 
Construction This sector employs more than 50% of Palestinian workers in Israel. Israeli 
construction absorbed double the number of workers employed in the Palestinian 
construction sector up until the early 1990s.  It has been the predominant sector for workers 
from the Gaza Strip.  During the 1980s, Palestinian workers came to represent 40% of the 
total employed in Israeli construction, whereas for the Israeli labor force this sector 
represented less than 7% of total employment between 1980-90 (Table 4b, ICBS 1992, 
p:350).  Since 1995, foreign workers in Israel have been increasingly invading this sector, to 
the detriment of Palestinian workers (Table 11). 
 

4.2.4 Occupational  concentration 

Unskilled workers are more represented among workers in Israel than in the WBGS. They 

formed more than 45% of all workers in Israel throughout the periods observed (Table 12).  

The share of non-production skilled and professional workers in Israel has remained 

insignificant compared to the share in the local Palestinian economy.  However, it should be 

stressed that the definition used by the ICBS does not give enough importance to the fact that 

many semi-skilled workers are blurred either with skilled or unskilled workers.  PCBS data 

indicate that the share of skilled workers in Israel has increased to 36% of all employed in 

1997(PCBS 1997,p:58). However, caution needs to be taken with the 1997 figure since 

quantitatively the number of skilled workers did not increase between 1992 and 1997.32 

 

4.2.5 The Socio-Economic Contribution of the Israeli Market 

Employment in Israel has been important for the Palestinian labor force.  It was crucial 
because for many workers jobs in Israel were the only option available. According to surveys 
conducted by the ICBS in 1981, 25% of workers in Israel had been employed there for more 
than 4 years.  In 1984, 54% of workers in Israel had been employed all year round (Abu-
Shokor 1987a).  Moreover, access to the Israeli market helped to improve income distribution 
in the 1980s as many rural and refugee dwellers found a means to increase their income 
(Abu-Shokor 1990a).  However, the accessibility of this market has not always been smooth 
or guaranteed, as explained below. 

4.3 Recruitment and the Organizational Framework  

 of Palestinian Employment  in Israel: 
 

                                                 
32 The structure of employment of Palestinians in Israel differed from those working in the domestic economy.  In 

the WBGS the service sector predominated, although agriculture remained a source of employment in the West 

Bank.  In terms of occupation, 12% of the domestic labor force was composed of employees in professional, 

administrative, managerial and academic positions.  Sales, clerical and skilled production workers represented 

more than 50% of the total employed by the late 1980s (see UNCTAD 1995). 
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Over the past 30 years, the forms of recruitment of Palestinian workers in Israel underwent a 
number of changes.  The two main channels of employment remained, like elsewhere, the 
formal and the informal.  Yet even within these, there was a move towards greater restriction 
and control.  The interim peace agreement did nothing to reduce these controls. 
 
From the employer’s perspective, informal - or illegal - workers are cheaper than legal ones 
since the employer can avoid paying the social benefits to which legal workers would be 
entitled.  From the point of view of the employee, the situation is less clear. Field studies 
reveal that workers recruited informally get higher daily wages than legal ones (Abu-Shokor 
1998).  However, they lose all the benefits to which they would have been entitled had they 
been formally recruited.  Thus, while the immediate income is higher, the long term stream of 
income might not be.  However, more detailed wage data are needed before we can reach a 
firm conclusion on the financial benefits of legal employment from the workers’ point of 
view.  
 

4.3.1 Formally Recruited -or Legal - Workers: 

Workers recruited formally are those registered at the employment offices of the Israeli 
Ministry of Labor and who receive recognized wage bills.  Since the Israeli decision in 1968 
to allow Palestinians to work beyond the Green Line, the Israeli government has tried to 
control the flow through the establishment of a network of employment (exchange) offices in 
the WBGS.  The role of the employment offices was to put Israeli employers into contact 
with residents of the WBGS in search of work.  They also provided workers with a work 
referral certificate permitting them to be employed in Israel, but these work certificates were 
only important for taxation and recording purposes.  The aim of the system was to monitor 
the Palestinian labor flow and prevent any displacement effect on local Israeli workers. 
 

However, the supply of legal workers was rarely direct.  A quota system was first introduced 

in the early 1970s, but this was soon abandoned (Seymonov et Lewin-Epstein, 1987 p 12).  

Through the 1980s and 1990s, the supply of Palestinian workers passed increasingly through 

labor contractors and subcontractors, particularly in the construction sector.33  Under these 

circumstances, it was still the employer’s responsibility to ask for workers and to pay them, 

but the labor contractor provided the list of workers.  This allowed labor contractors to act in 

a monopsonistic way, and thus to exploit workers and undertake rent-seeking activities.  This, 

in turn, lead to inefficiency in labor allocation. 

 

4.3.2 Employment versus Security Concerns  

In principle, the conditions for issuing an employment permit to a Palestinian worker were 
mainly economic.  The employment office would issue the work card if no Israeli worker 
with the required skill description was available.  It was not until 1988 that security 
considerations became a central element as well.  
 
In 1988 Israel issued green ID cards for ex-detainees to prevent them from entering into 
Israel.  It also required that all workers going to Israel carry magnetic cards with security 
clearance.  During the Gulf War in 1991, the Israeli government introduced the work permit 
system which introduced the security issue into employment. Palestinians needed to get 
security and tax clearance from eight different Israeli offices, a written request for their 
services on the part of the Israeli employer and proof of worker registration at the 
employment office in Israel before actually obtaining the work permit (PHRIC 1992).  
Moreover, unlike prior to 1991, employment permits were now confined to specific areas in 

                                                 
33 Based on interviews with various workers, officials at the Ministry of Employment, and Dr. Shwal Amir 

(Hebrew University of Jerusalem) who has carried out extensive research on the construction sector in Israel. 



 21 

Israel.  Restrictions on the age and marital status of workers were also imposed as workers 
were required to be older than 28 years of age and often to be married.  These restrictions 
were meant to control the employment of Palestinians in Israel.34  Together with the policy of 
border closure initiated after 1991, it became increasingly possible to control the flow of 
Palestinian workers into Israel.  The share of legal workers out of all Palestinians employed 
in Israel jumped to 70% following 1991.35 
 

4.3.3 Informally Recruited - or Illegal - Workers 

Informally recruited workers are either employed through personal contacts or via a labor 
contractor.  They are hired and paid cash and do not enjoy any legal protection or social 
benefits (Abu-Shokor 1987b; Khaleefeh 1996).  Throughout the 1970s and 1980s, they 
represented 50-70% of the total number of workers employed in Israel. 
 

The presence of irregular workers did not seem to perturb the Israeli authorities for many 

years.  Although forbidden, large numbers of Palestinians used to sleep overnight in Israel 

and went ignored by the authorities (Farjoun 1980).  Since 1991, however, the Israeli 

authorities have taken various restrictive measures.  The fines imposed on workers and 

employers hiring illegals were increased.  In March 1991, the Knesset approved a law that 

employers should pay a fine of US $7000 per illegal worker employed (PHRIC 1992 p.14).  

Meanwhile, fiscal subsidies were given to those employing ex-Soviet Jews in place of 

Palestinians.36  The introduction of work permits and the imposition of security checks have 

also contributed to the control of illegal workers.  Illegal Palestinian workers found in Israel 

have been fined US $150-200, nearly triple their daily salary (PHRIC 1992).  The policy of 

border closure, however, has been the most significant element in determining the access of 

legal and illegal workers to Israel.  In this respect, the Gaza Strip was more badly hit than the 

West Bank, whose borders with Israel are more porous. 

 

4.3.4 The Economic Protocol and the arrival of the PNA:  

According to the Economic Protocol signed between Israel and the Palestinians in Paris in 
1994, the two parties agreed to allow the free movement of labor.  However, no agreement 
was taken as to the actual number of workers entitled to cross the border.  Israel has insisted 
that only the market can determine this matter.  In principle, “the Palestinian side has the 
right to regulate the employment of Palestinian labor in Israel through the employment 
service, and the Israeli employment service will cooperate and coordinate in this regard” 
(Article 7,      paragraph 1).  
 
In fact, labor recruitment continued to be handled by the Israeli employment service. The 
Palestinian employment office was mainly responsible for transmitting requests for 
employment, to follow up workers’ complaints and hand over permits issued by the Israeli 
employment service.  Security checks were undertaken by the Israelis, who still controlled 
the number of workers and the conditions for entry into Israel. Moreover, borders were 
closed unilaterally whenever it was deemed necessary without informing the Palestinians.  
The free movement of labor was thus jeopardized.  
 

                                                 
34 In terms of numbers, the figures for legal Palestinian workers in Israel increased from 60,000 in 1991 to 

69,000 in 1992.  After 1993  it dropped to less than 49,000 (Israeli Ministry of Labor data). 
35 Calculated by comparing the number of permits issued in 1992, 1993, 1996 and 1997 with the number of 

workers reported by the ICBS and PCBS labor surveys to be working in Israel.  
36 Such as reducing an employer’s social contribution taxes and to subsidize one third of the salary of an 

immigrant replacing a Palestinian (PHRIC 1992, p.13) 
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Wage Deductions: Among the primary characteristics of legal workers is the fact that they 
are entitled to various rights.  Israeli laws stipulate that the wages of non-resident Israelis 
should be equal to those of Israeli workers of comparable skills.  Wages should not be below 
a legal minimum and Palestinian workers  are also entitled to various social security benefits 
since deductions are made from their wages to the Israeli national social insurance system. 
 
Five different types of deductions are made from the wages of Palestinians working in Israel.  
These include income tax, health tax, and contributions to trade unions, pension and national 
insurance.  However, although Palestinian workers pay the same deductions ratios as Israeli 
workers, they are not entitled to all benefits.  The national insurance covers payments to 
Palestinian workers only in cases of a work-related accident, employer bankruptcy or 
maternity leave.  
 
As illustrated in Table 13, 25-37% of a workers’ gross wages is deducted for pension, 
national insurance, health insurance, trade union contributions and other social benefits.  
Depending on the sector of employment, workers pay up to 9% of their salary for these 
benefits while the employer pays between 16-28%.  The cost of a legal Palestinian worker to 
the employer can thus be high, but not higher than an Israeli worker.  This is all the more true 
given that Palestinian workers are paid in the range of the Israeli minimum wage and are 
among the lower income groups in the Israeli labor market.  Taxes paid for these workers are 
usually relatively low. 
 

The deductions taken from the wages of Palestinian workers represent a substantial sum of 

money.  According to modest estimates, the total amount deducted from Palestinian wages, 

excluding trade union contributions, amounted to a total of US $323 million between 1968-

93.37  This is the equivalent of more than 11% of WBGS GDP in 1993. If we were to 

calculate these payments, plus a compounded monthly interest of 0.5%, we would obtain a 

total of US $716 million (DATA 1993, p.74). Workers only obtain access to these benefits 

upon personal request and provided that certain conditions are fulfilled.38 

 

The Economic Protocol established the right of Palestinians to claim back the payments made 

to the Israeli Treasury and Israeli national insurance.  At present, the PN A receives health 

contributions as well as income taxes paid by Palestinian workers in Israel and on Israeli 

settlements.  Other payments have not been transferred, since no pension or national 

insurance fund has yet been created by the PNA.  This is in line with Article VII.(3,6,7) of 

the Economic Protocol.  Workers can access their savings upon personal request transmitted 

by the Palestinian Ministry of Labor to the Israeli Labor Ministry. 

 
Unfortunately, it is not possible to discuss in any more detail the issue of financial claims by 
workers in Israel.  This is one of the most neglected areas of study despite its crucial 
importance.  The number of legal workers has been on the increase and the financial sums 
involved represent substantial amounts of money which are needed both by workers and the 
PNA.  
 

                                                 
37 The DATA project estimated that only 30% of workers between 1968-83 were regular legal workers. The 

figure of $323 million has been obtained by calculating the average yearly wages of legal workers and 

multiplying by the average payment made by them to the Israeli social security system.  These estimates are 

low given that they do not include income taxes deducted for the Israeli Treasury and the fact that deductions 

varied by sector and per time periods. 
38 For example,  workers can only obtain pension rights if they have worked for 10 years or more and have 

reached retirement age (65 for men and 60 for women).  Otherwise, workers can claim their pension rights in 

the form of a lump sum that they receive upon end of service. 
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4.4 Conclusion 
 
Over the past 30 years, the Palestinian labor force in Israel has grown older and more 
educated.  While the increase in age is primarily linked to the Israeli political decision to stop 
the entry of young workers, the increase in education is linked to the evolution of the 
Palestinian labor force.  The fact that Palestinian workers in Israel tend to originate 
predominately from rural areas and refugee camps implies that Israel has offered jobs to the 
lower income and unskilled segments of the population. Employment in Israel allowed 
workers to increase their income and partly explains why the WBGS managed to improve its 
income distribution in the 1980s.  The predominance of unskilled workers and their 
concentration in the construction and agricultural sectors indicates a bias in Israeli demand 
for Palestinian workers. 
 
Employment in Israel remained precarious, if also crucial, for one third of the employed force 
between 1970-1990.  It was crucial because, for many workers, jobs in Israel were the only 
viable option available.  It was precarious because Palestinian workers remained casual day 
workers with little protection or possibility to improve their conditions and position in the 
Israeli labor market.  The arrival of foreign workers in the early 1990s posed a serious threat 
to their sectoral and numerical concentration.  Since 1993, Palestinian employment in Israel 
has become more restricted, despite all the declarations of free markets.  The Gaza Strip in 
particular has been increasingly prevented from relying on the Israeli labor market as a 
principle source of employment.  The West Bank, by contrast, has been allowed, albeit at 
reduced levels, to continue its reliance on this market. 
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5. The Causes of Palestinian Employment in Israel 
 

 
Economic variables that explain labor flows from one place to another are numerous. The 
migration literature since 1945 has been rich with theoretical and empirical elaboration on 
the causes of flows: how migration can be a function of an individual and/or household 
decision, of labor market structures in labor sending and receiving economies, and of the 
structure of growth in the respective economies (see in particular Messey et al. 1993; Taylor 
et al. 1994).  Macro and  micro-level analysis are both important in understanding this 
phenomena, but the literature of the last 30 years has concentrated on micro variables.  
 
While it is acknowledged that migration is a complex decision that cannot be encapsulated in 
a single variable or equation, it is generally possible to divide the causes of labor outflows 
into push and pull factors.  Push factors include all variables that relate to conditions in the 
country of origin and which make a worker want to leave.  Among the central push variables 
are unemployment rates, fast labor supply growth and low returns to education or skills 
(Todaro 1969; Harris-Todaro 1970; Fields 1974; Barum and Sabot 1975).  Poverty, poor 
infrastructure and imperfect markets (be it labor, capital or goods), are also central push 
variables since migration can be a household’s strategy to diversify income and reduce risk 
(Stark 1990; Stark and Yitzhaki 1988).  Pull factors, by contrast, relate to conditions in 
receiving economies that attract foreign workers to them.  Among the central variables are 
wages and how they compare to wages in sending economies.  Output growth and labor 
demand in receiving countries are also central factors in pulling workers, as are labor market 
structures (Poire 1979; Lewis 1954; O’Connor et Farsakh 1996) 
 
Despite the wide scope of literature on migration, little has been done to critically explain the 
causes of Palestinian labor flows to Israel.  Economists addressing this issue have been more 
concerned to describe the status quo or the integration of the WBGS and Israeli labor markets 
for Palestinian workers.  Most of the quantitative and analytical work done in the past ten 
years has concentrated precisely on identifying this integration (Kleiman 1992), identifying 
its effect on Palestinian wage structures (Angrist 1995, 1996) and discussing the beneficial 
effects for Palestinian workers and the economy (Fischelson et al. 1993; Angrist 1992, 1995, 
1996; Arnon et al. 1997). Many of these authors have taken for granted this integration rather 
than explained why and how it occurred in the first place.  Palestinian authors, among others, 
have emphasized the political causes behind this integration (Sbeih 1994; Abu-Shokor 1987a; 
Farjoun 1980; Roy 1995). 
 
This being said, it is possible to re-examine the data and literature to try and explain the 
causes of labor mobility to Israel.  The data available does not allow for an in-depth analysis 
of all the possible causes so we shall concentrate on three main variables that are central in 
any migration mechanism.  The first examines the role of unemployment in the WBGS as a 
push factor making people seek employment in Israel.  The second explores the role of wage 
differentials between employment in the WBGS and in Israel to see how pull factors are 
central mechanisms for labor mobility. The third variable relates to the nature of Israeli 
demand for Palestinian labor since the level and characteristics of this demand determine the 
prospects for Palestinian employment.  
 
It is important to note that none of these variables alone can explain labor flows over the last 
thirty years.  Moreover, it is also important to bear in mind that Palestinian labor mobility to 
Israel is determined by political factors which are beyond the scope of this paper. 
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5.1 Unemployment, Wage Differentials and Employment Growth 
 

In order to assess when and how each of these factors has been important, the nature of the 
data available and the assumptions made by many authors must be borne in mind.  In the 
Palestinian context, unemployment rates were typically low between 1970-1993.  This made 
many authors assume that the Palestinian economy was at full employment and not a labor 
surplus economy.  The nature of the available data, the shortcomings of which were 
discussed in Chapter 2, also contributed to this assumption. Unemployment in WBGS was 
reported to be as high as 13% in 1968, but the opening of the Israeli market contributed to the 
depletion of the unemployment pool.  After 1993, unemployment reached high levels again, 
indicating that there is a strong correlation between domestic unemployment and employment 
in Israel. 
 

The claim that between 1970-93 the Palestinian economy was at full employment strongly 

limits our understanding of the role of unemployment in causing labor flows.39  To prove the 

strength of push factors it is necessary to look not just at unemployment rates, but rather to 

consider the level of domestic employment growth. On the other hand, in considering the role 

of pull factors, we must also bear in mind that we are in a situation of open economy.  The 

causes of the labor movement cannot therefore be grasped only from the shifts in wage 

differentials.  This is because wage differentials become a function not only of the level of 

labor supply (measured in number of workers and hours of work), but also of the growth of 

Israeli demand and limitations on its absorption of Palestinian labor. 

 

The size of wage differentials does remain a central pulling factor, though.  Wages in Israel 

have typically been higher than those in the WBGS, largely as a result of the fact that Israel 

has always been a more advanced and capital-intensive economy than the WBGS (World 

Bank 1993).  Average daily wages in Israel have been around 60-80% higher than wages in 

the WBGS throughout the past 30 years.  They could, therefore, play a central pulling factor 

in attracting Palestinian labor to Israel.  However, from a migration perspective what is 

important is not so much the average Israeli wage but rather the wages that Palestinians 

expect to obtain in Israel and how they compare with local wages.  So long as the wages of 

Palestinians in Israel are higher than those earned in the domestic economy, wages can act as 

a pulling mechanism to attract labor.  However, it is crucial for net earnings, and not simply 

wages, to be higher in Israel than in WBGS.  The available data does not provide us with 

details of net earnings40 i.e. wages minus transportation costs, taxes, support income, 

commission to labor contractors, etc. 

 
In what follows, we shall examine how these push and pull factors have affected Palestinian 
labor mobility to Israel over the course of four main periods, starting in 1968 and ending in 
1997. 
 

5.1.1 1968-73: The Pull Factor 

The opening of the Israeli labor market to Palestinian labor in 1968 had an important effect in 
reducing domestic unemployment from 13% to 4% in 1970.  Recorded unemployment rates 
remained at less than 3.7% up until 1990 (Table 2).  Surplus labor in the Palestinian 

                                                 
39 The work and model of Angrist 1995, 1996 is based on the assumption that the economy is at full employment, 

a fact that still needs to be proven. 
40 Official statistical sources assume that wages reported by the interviewees refer to earnings, i.e. wages minus 

taxes.  However, it is not clear whether these also exclude transportation costs and are net earnings. 



 27 

economy, which was largely due to growth in the labor force (Section 3), was being absorbed 
by Israel. 
If unemployment acted as a push factor to seek employment in 1968, thereafter wages in 
Israel were a key pulling factor.  Real wages were 80% higher than domestic wages at the 
beginning of the 1968-73 period, but this decreased to around 40%.  The aggregate wages for 
the WBGS reveal that wages in Israel attracted workers (Figures 5 and 6).  Yet, as the 
number of workers increased, the wage gap between work in Israel and WBGS diminished 
and nominal wages converged for the agricultural and construction sectors (Figure 7).  Over 
this period, higher wages in Israel depleted the pool of unemployed (a total of 17,000), 
absorbed 22,000 workers from Palestinian agriculture, plus the increase in the labor force and 
in participation rates.  While employment in Israel increased by 40% annually over this 
period, it decreased domestically by 4.5% (Table 6).  Israeli demand was being aided by the 
economic boom that took place in Israel after the Six Day War. 
 

5.1.2 1974-1987: Absent Wage Premium 

This second phase in the movement of Palestinian labor to Israel is often referred to as the 
period of free movement.  Labor continued to move freely to Israel, although the real wage 
gap between those employed in Israel and those employed in the WBGS was never more than 
20%.  On an aggregate level, the premium for working in Israel was lower for Gaza workers 
than West Bank workers, indicating the strength of integration between the Gaza Strip and 
Israeli markets.  This period also witnessed the replacement of West Bank workers by those 
from the Gaza Strip as many West Bankers emigrated to the Gulf and neighboring countries 
(Figure 2).  Part of the rise in domestic wages during this period could be attributed to the 
effect of remittances from international Palestinian labor. Unfortunately, the lack of data on 
international remittances and wages from Palestinian workers in the Gulf and Jordan do not 
allow for an empirical  assessment. 
 
Looking by sector and area of origin, the premium for working in Israel (in nominal terms) 
for West Bank workers in the agricultural and construction sectors fluctuated around an 
average of 3% between 1975-87, and was at times zero.  For Gaza Strip workers the nominal 
premium was around 14% (Kleiman 1992).  These findings suggest that West Bankers 
incurred no transport or psychological costs in working in Israel while Gaza Strip workers 
did.  Although it is true that Gaza Strip workers incurred more travel time than West Bankers, 
it seems peculiar to suggest that the latter incurred no transport costs.  The data available do 
not allow for an examination as to why this was the case, nor why this premium continued to 
fluctuate.  If transportation and other mobility costs (commission to labor contractors, long 
hours of waiting to get to work) were taken into account, it would probably reveal that there 
was no premium for work in Israel, or even that it was negative over that period. 
Unfortunately no time series data are available on these costs to allow for validation of this 
point. 
 
The fact that wages on both sides of the Green Line equalized over this period suggests that 
wages in Israel stopped acting as a pulling mechanism, at least as regards agriculture and 
construction which absorbed more than 70% of the total number of Palestinians employed in 
Israel.  Meanwhile, unemployment in WBGS remained at less than 3%. 
 
In an attempt to explain why Palestinians continued to go to Israel despite the weakness of 
the wage premium, Dweik (1988) argues that lack of adequate domestic employment 
opportunities was a major push factor.  Using primary data collected by Abu-Shokor in 1984 
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and 1985, Dweik attempted to identify empirically the determinants of migration using the 
Harris-Todaro model in the Palestinian context.41 

Dweik’s econometric results reach two main conclusions: firstly that migration to Israel is a 

result of wage differentials between areas of origin and destination, and secondly that push 

factors are stronger than pull factors in explaining movements of labor.  To prove the strength 

of push factors, Dweik creates a dummy variable which stands for lack of employment and/or 

inadequate wages in the WBGS.  The strength of the push factors are further demonstrated by 

the fact that migration continued despite the presence of a negative wage premium for work 

in Israel during 1984-85.  It is also substantiated by the fact that more than 57% of all 

respondents gave the lack of local jobs as a reason for their migration to Israel, while 11% 

cited higher wages in Israel as the deciding factor.  These findings allow Dweik to argue that 

the deterioration in economic conditions in the WBGS as a result of Israeli occupation and 

policies was the reason for migration.42  Among his interesting findings is also the fact that 

both family size and age play an important role in increasing the incentive to migrate.  The 

propensity to migrate increases if the worker is from a refugee camp or a rural area, is less 

educated and is relatively young.43  

 

5.1.3 1988-1990: Destruction of a “Common Labor Market” 

This was the period of the Intifada and political instability.  The ratio of domestic to Israeli 
wages increased (Figure 8).  This period marks the destruction of the common market 
between Israel and WBGS for Palestinian workers (Fischelson 1992; Arnon et al. 1997).  
Wage premiums for work in Israel increased and could have acted again a pulling 
mechanism, but access to the Israeli market became more difficult.  In addition, more than 
350,000 Soviet immigrants entered Israel over this period (Landau 1992). 
 
The number of workers going to Israel dropped, particularly from the Gaza Strip, although 
there was an increase again after the Gulf War.  It was, in fact, the hours of work that 
dropped since workers in Israel on average worked 2-5 hours more than in the WBGS (ICBS 
1992; p.759-760).  Those from the West Bank worked on average more than those from the 
Gaza Strip.  However, the wage gap for workers in the construction and agricultural sector 
was higher for West Bank workers than for Gaza Strip workers (World Bank 1993, Vol. 2, 
p.100-102).  This is puzzling when we consider that average working hours per week in the 
domestic economy were higher in the Gaza Strip than in the West Bank.  We cannot explain 
sectoral differences in wages nor the role of Israeli wages in pulling Palestinian workers in 
this period  without more detailed data on sectoral output growth and conditions in sending 
and receiving economies. 
 

                                                 
41 There are other studies in the Palestinian context that use the Harris-Todaro model to explain migration 

(Gabriel et Levy 1988; Gabriel et Sabatello 1986).  These concentrate on explaining the causes of Palestinian 

migration to Jordan and the Gulf.  They also concentrate on aggregate macro data which ultimately seek to 

identify which variables are most strongly associated with migration propensity.  They conclude that increasing 

per capita consumption, foreign remittances, and a high rate of construction lead to a lower propensity to 

migrate internationally. 
42 No measure or quantification of the deterioration is given.  It simply means less local employment, weak 

industrial structure and lower wages by skill (Dweik 1988). 
43 Dweik’s work can be criticized for the fact that he used the years 1984-1985 to prove the strength of push 

factors.  These two years witnessed a large stabilization program in Israel that repressed wages but this 

repression was not automatically transferred to the WBGS and thereby enabled, among other things, local 

wages to become higher than those in Israel.  These two years are not fully representative of the whole period.  

However, given the lack of wage data by occupational distribution and place of employment, it is difficult to 

establish the weakness of push factors.  Moreover, without more precise data on the nature of net earnings, no 

more can be said. 
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5.1.4 1993-1997:44 Back to 1970 but with a Twist. 

This period started with the arrival of the Palestinian National Authority.  Aggregate data 
show that the wage gap between domestic and Israeli employment increased to 30-40%, 
resembling its level in the early 1970s.  Meanwhile the number of Palestinian workers in 
Israel continued to drop, particularly from the Gaza Strip, despite the signed agreement on 
the free movement of labor.  The disintegration between the two markets, in so far as labor 
was concerned, continued.  Over this period, wages in Israel acted as a pulling mechanism, 
while unemployment reappeared as an important push factor.  Unemployment was recorded 
at an unprecedented level of 28% in May 1996, largely due to the policy of border closure 
implemented by the Israeli authorities.  The number of workers without work was highly 
correlated to days of border closure (Figure 3).  Wages in Israel were also a function of 
border closure days and the number of workers employed there. 
 

5.1.5 Employment Generation Capacity in the Domestic Palestinian Economy 

Over the course of the past thirty years,  wage differentials acted as a principal pulling 

mechanism in the early 1970s and again after 1987.  However, wage differentials alone 

cannot explain the reason for labor mobility.  The wage premium for work in Israel fluctuated 

and was usually small between 1974-1987.  At times, it was negative, and yet Palestinians 

still went to work in Israel.  Given the free movement of labor between 1968-1993, 

fluctuations in wages were rather reflective of the level of integration between Israel and 

domestic WBGS demand for Palestinian labor.45 The role of Israeli wages in pulling 

Palestinian workers has thus been limited, particularly if we consider net, rather than 

reported, wages. 

 
The principal pushing factor for Palestinian employment in Israel is the inability of the 
Palestinian economy to create sufficient jobs to absorb its domestic labor force. Between 
1970-1980, domestic demand for labor was negative.  It picked up between 1981-87 but 
remained slower than Israeli demand for Palestinian labor (Table 6).  The reasons for the 
weakness of domestic employment are numerous.  Higher wages in Israel in the 1970s 
depleted the country of cheap labor and encouraged many firms and sectors to move to 
capital rather than labor-intensive techniques of production (Shaban 1993; Awartani 1988).  
More important, however, have been the investment constraints imposed by Israel, fiscal 
compression and lack of public and infrastructure services, limitations on Palestinian trade, 
and competition from Israeli goods (World Bank 1993; UNCTAD 1993).  Israeli policies 
have been the principal factors in putting constraints on domestic employment generation 
capacity as well as in determining the geographic allocation of Palestinian labor supply. 
 
 

5.2 Israeli Demand for Palestinian Labor: the Underlying Causes 
 

Israeli demand for Palestinian workers has been more pervasive and stronger than local 

demand but it has not been open-ended.  The movement of Palestinian employment and 

wages in Israel indicates that Israeli demand was relatively inelastic, ranging between -1 and 

-2 between 1981-1991 (Angrist 1992, 1996).  Examining the Palestinian wage structure 

between 1981-91 and the nature of Israeli demand for Palestinian labor, Angrist argued that 

                                                 
44 Due to the lack of non-index data for 1990-93, it is not possible to say what happened to wages during that 

period. 
45 Wage differentials between Israel and the WBGS were also influenced by the international demand for 

Palestinian labor. However, the lack of data on the numbers, wages and remittances of overseas workers does 

not enable us to quantify the effects of this demand on the local wages in WBGS. 
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the premium for work in Israel was a function of the supply of labor.  It increased after 1987 

because of the fall in the labor supply as a result of the Intifada.46 

 
In view of the dominance and relative inelasticity of this demand, the question arises as to 
why Israel needed Palestinian workers and why it reduced its demand after 1993?  The 
answer to this question is linked to changes in the Israeli labor market and the role that 
Palestinians came to play in it. 
 

5.2.1 Sectoral Employment Changes in Israel 

The growth of Palestinian labor in Israel was found to be positively correlated to the growth 
of Israeli GDP between 1970-93 (Khaleefeh 1996).  According to Semyonov et Lewin-
Epstein, the entry of non-citizen Arabs took place in specific industries that experienced 
labor shortages.  However, given the lack of data on shortages this claim cannot be proven.  
The data available on output and employment growth in the construction and agricultural 
sectors, by contrast, provide some indications on what determined Israeli demand for WBGS 
workers. 
 
Between 1970-1990, the Israeli agricultural sector grew by more than 3.6% per annum in real 
terms.  However, while total employment growth in the sector was negative, the employment 
of Palestinians grew by 3% p.a. over the same period(Bank of Israel 1991; p.42).  
Palestinians were thus replacing local Israeli workers.  The same occurred in the construction 
sector.  Israeli employment between 1973-86 dropped by more than 3% while Palestinian 
employment grew by 3.9% p.a.  This occurred while construction output was actually 
dropping by more than 1.6% p.a. over that period. Between 1987-1991 construction output 
grew by 11%, stimulated by the arrival of Soviet immigrants. During that period the 
employment of both Palestinian and Israeli workers grew by 7.0% and 9.3% respectively 
(Bank of Israel 1991; p.37). 
 

5.2.2 Palestinian Workers versus Other Workers  
 in the Israeli Labor Market 

The replacement of Israelis by Palestinians did not have a negative effect on Israeli workers: 
The wages of Israeli workers did not drop and it actually allowed many Israelis to move up 
the occupational ladder.  The share of Israelis in the construction and agricultural sector 
continued to drop between 1972-87, while their share in more skilled professions continued 
to increase (Semyonov et Lewin-Epstein 1987).  
 
In addition, Palestinian workers did not displace other  workers in the Israeli labor market.  
They were not used as substitutes for Israeli Arabs, with whom they shared similar sectoral 
distribution, but who tended to be slightly more educated and skilled (Table 10).  This is 
because Palestinians tended to be geographically concentrated in different areas to Israeli 
Arabs.  While Palestinians dominate in Jerusalem and the southern and central part of the 
country, Israeli Arabs are concentrated in Haifa and the North (Kleiman 1992).  The arrival 
of more than 350,000 Russian immigrants into Israel between 1989-1991 posed a possible 
threat to Palestinian workers.  However, the limited data available does not allow for this to 
be substantiated.  The fact that Russians tend to be more skilled and educated than 
Palestinians suggests that they were complementary  (World Bank 1993). 
 
Foreign workers, by contrast, pose a threat to the future of Palestinian employment in Israel.  
The door was first opened to foreign workers in 1991 when 14,000 permits were issued.  
According to Arnon et al 1997, the huge increase in their numbers was due to the disruption 

                                                 
46 This fall in supply does not refer to the number of workers but rather to the number of hours and days worked 
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of the supply of Palestinians under the Israeli policy of border closure after 1991.  The 
number of foreigners jumped to more than 80,000 legal workers and nearly 100,000-150,000 
illegals in 1997 (Table 11, Figure 9). 
 

Based on the figures for legal workers only, foreigners came to replace Palestinians in 

number and sectors.  They appear to have similar qualifications to Palestinians, but more data 

are required before proving this empirically.47  In any case, legal foreign workers are found to 

be less expensive than legal Palestinian workers because the employer does not have to pay 

pension benefits or social security contributions for the former.  A study undertaken by 

Workers Hotline 1997 found a Palestinian worker to be almost 50% more expensive than a 

foreign worker.  In other words, Israeli regulations have made it easier for the employer to 

hire foreign workers.  From a macro point of view, however, foreign workers might turn out 

to be more expensive for the economy as they require infrastructure and accommodation 

investment.  They can also pose various social problems related to their integration (or lack 

thereof) in the Israeli economy.  Unlike Palestinians, foreign workers are not daily 

commuters. 

 

5.2.3 The Price of a Palestinian Worker 

Palestinian labor was complementary to the Israeli labor force, at least until the arrival of 
foreign workers in the 1990s.  This was possible because Palestinians accepted jobs 
unwanted by Israeli workers, namely jobs that were physically demanding, unstable and 
which respond to economic changes, particularly in the construction sector.  In this respect, 
they were similar to migrants all over the world (Amjad 1989; Russel et al. 1990; Bustamente 
et al. 1992).  The low cost of Palestinian labor compared to Israeli workers was also central.  
From the Israeli employer’s point of view, it was rational to hire Palestinian workers given 
that their average daily wages were 30-40% of the daily wage of Israelis between 1977-
1990.48 
 

The low cost of Palestinian workers can be attributed to a number of causes. Fischelson et al. 

1993 attributes it to the lower skills and qualifications of Palestinians.  Kleiman 1992 is the 

only author who tried to quantify and explain this differential by looking at the average 

monthly wage of legal Palestinians compared with Israelis.49  He found a gap of 50% between 

the two wages, of which 30% is accounted for by the difference in education and age levels 

of Palestinians and Israelis.  The difference in sectoral occupation was also an important 

factor, but more significant was the difference in the occupational mix within sectors.  

Semyonov et Lewin-Epstein 1987 have already shown that Palestinians are over- represented 

in low skilled and bottom rank occupations.  This difference in occupational concentration 

accounted for two-fifths to one half of the overall wage differential. 

 

                                                 
47 Based on interviews with workers and with Shwal Amir, Hebrew University of Jerusalem. 
48 This ratio tended to increase as long as output increased and  the number of Israeli workers dropped .It reached 

a level of 45% in the agricultural sector by 1990.  In the construction and industrial sectors it was in the range 

of 30%.  By the 1980s, Palestinian wages were in the range of the Israeli minimum wage (World Bank 1993).  

(Figures based on the author’s calculations from data provided from the Bank of Israel Annual Report, various 

issues.) 
49 Kleiman used the wages of workers registered with the Israeli national insurance  -which included only 45% of 

all Palestinian workers in 1987- in order to compare them with Israeli workers.  This is bound to give different 

figures from those obtained by comparing the daily wages of all workers. 
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5.2.4 Segmentation of the Israeli labor market:  

Kleiman’s analysis reveals an unexplained gap of 20% between the wages of Palestinians and 
Israelis employed in the same job.  The World Bank suggests that this gap could be attributed 
to the employers’ perception of the cost of hiring a Palestinian versus an Israeli.  This cost 
increased during the Intifada due to concerns over security issues and fear of disruption to the 
labor supply (World Bank 1993, Vol. 2).  However, this would apply only to the Intifada 
period and not earlier. 
 
Kleiman argues that the unexplained wage gap between Israeli and Palestinian workers doing 
the same jobs could be indicative of wage discrimination and segmentation.  In Kleiman’s 
view, however,  discrimination played a role not so much in reducing wages but rather in 
“limiting the range of jobs to which workers from the territories were admitted”(Kleiman 
1992, p.19).  Others argue that segregation was important.  Semyonov et Lewin-Epstein 
found that “the average occupational status of non-citizen Arabs declined somewhat (between 
1970-82) ...whereas that of other groups rose substantially” (Semyonov et Lewin-Epstein 
1987, p.40).  By the late 1980s, the situation seems to have worsened, especially when we 
consider that the mean years of schooling of WBGS workers in Israel had increased and that 
they were confined increasingly to the construction sector. 
 
The question remains why Israeli demand for Palestinian labor was segmented.  Abu-Shokor 
1998 argues that the Israeli labor market is separated into a primary and secondary sectors.  
The former secured and protected by legislation, strict entry qualifications and regulations, as 
well as by active labor lobbies. The latter is characterized by easy entry, low qualification 
requirements and insecurity. However, this description of the Israeli labor market structure 
does not explain why Palestinians predominate in the insecure markets, nor why they remain 
discriminated against within it.  Political and social factors must be intervening. 

 
 

5.3 The Fall in the Number of Workers to Israel: 

  Politics versus Economics 

 
Given that Palestinians were in demand in the Israeli economy as a low cost supplement to 
the workforce, why did their numbers drop drastically after 1993? 
 

5.3.1 Security Concerns 

The studies available attribute this fall to a number of factors.  Israeli authors and the media 
tend to argue that Palestinian suicide attacks were the major reason for the Israeli policy to 
close borders and thereby reduce reliance on Palestinian labor (Arnon et al 1997).  As the 
days of closure increased, so the number of workers in Israel dropped, particularly those from 
the Gaza Strip (Figure 3).  Israel relies on the issue of security as a key reason for its refusal 
to commit itself to the free entry of labor.  In the recommendation report submitted by the 
economic group of experts to the Israeli negotiation team in July 1993, Ben-Shahar argued 
that Israel could afford economically to reduce its demand for Palestinian workers in 
response to security considerations (Ben-Shahar 1995). 
 
However, the policy of closure has often been used in an arbitrary way and over long periods 
of time which did not necessarily serve the Israeli demand for cheap labor. The security 
checks and new regulations concerning the age and status of workers are sufficient to ensure 
that workers are genuine and not suicide bombers.  Various Israeli officials have admitted 
that the border closure policy was not prompted by security grounds alone (Sabbagh 1998). 
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5.3.2 Israeli Change of Strategy 

Some authors have argued that Israel wanted to reduce the number of Palestinian workers 
irrespective of suicide attacks (Roy 1995; Sabbagh 1998).  In their view, Israel was already 
changing the nature of Palestinian dependency on the Israeli economy.  Roy, relying on a 
document published by Ezra Sedan on future relations between the Gaza Strip and Israel, 
argues that by the early 1990s Israel was already moving towards a reduction in the number 
of Palestinian workers (Roy 1995).  Sedan considered that it would be in the interests of both 
Israel and Gaza to encourage local investment, thereby developing local employment and 
reducing the incentive to work in Israel.  This would meet Palestinian demand for 
autonomous growth without necessarily reducing the dependency on the Israeli economy 
since Israel would remain the main provider of inputs and the export market for Palestinian 
goods.  Israel would still be able to take advantage of low cost Palestinian labor by 
developing further subcontracting relations with the Palestinian economy in the agricultural 
and industrial sectors.  According to Roy, in early 1991 Israel wanted to turn the Gaza Strip 
into a branch economy of Israel, with its labor employed locally rather than in Israel.  
Competition from Palestinian goods was no longer considered a problem because the Israeli 
economy was upgrading and moving towards more skill-intensive production (Roy 1995). 
 
While plausible, it is still early to judge the extent of change to the structural link between 
Israel and the WBGS.  The border closure policy has been detrimental to the growth of the 
GDP in the WBGS as well as to the flow of Palestinians to Israel. Palestinian exports to 
Israel and the world dropped in 1995, 1996, and 1997. Unemployment has reached levels of 
18-28% over the same period and poverty has increased (MAS 1997, 1998b).  The flow of 
workers from the Gaza Strip dropped to less than 10,000 by September 1997, although the 
flow of West Bankers - half of whom without work permits - has increased since 1995.  By 
1997, 60-70,000 Palestinians were working in Israel, a figure which echoes the number 
proposed in the Ben-Share recommendation report to the Israeli negotiating team.  More than 
80% of these workers were from the West Bank.  There is a division between the West Bank 
and Gaza Strip in terms of their labor accessibility and links to Israel: the former continues to 
be integrated while the latter is not. 
 
 

5.4 Conclusions 
 

The inability of the WBGS to create sufficient jobs to absorb its growing labor force have 
been the major push factor for workers seeking employment in Israel.  The importance of 
these push factors varied over the course of the past thirty years, influenced by the possibility 
of employment outlets in international labor markets and the strength of Israeli demand.  
Higher wages have been the principal mechanism pulling workers into the Israeli labor 
market, but Palestinians would have been attracted irrespective of wage differentials given 
the weakness in domestic employment growth.  Israeli demand for Palestinian labor, 
however, has proved to be relatively inflexible and confined to particular sectors, reflecting 
the bias and limitations to Palestinian employment in Israel.   
 
Political factors have also been important underlying causes for Palestinian labor mobility 
into Israel.  Israeli policies to increase Palestinian dependency on Israel and prevent 
autonomous growth in the WBGS have limited the growth of domestic employment and 
thereby pushed workers towards the Israeli labor market.  Political decisions taken after the 
peace process have limited the access of Palestinian labor, despite the apparent irrationality 
of blocking the large supply of low cost Palestinian workers. 
 

The Palestinian economy remains dependent on the supply of labor to Israel as a source of 
income for more than a third of the labor force.  Yet, Israel has increasingly closed the door 
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to Palestinian workers and has found alternatives to reduce its reliance on this source.  This 
does not necessarily mean that for certain economic subsectors Palestinian labor (legal and 
illegal) is unimportant or unlikely to increase, but further disaggregate data and sectoral 
studies are needed to enable an examination of the demand and the replacement by foreign 
labor. 
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6. Conclusion and Policy Research Recommendations 
 
 
The flow of labor to Israel has been a major feature of the Palestinian economy over the past 
thirty years.  It acted as the link integrating the Palestinian economy into that of Israel up 
until 1993 and enabled the lower income strata of the Palestinian economy to find 
employment and raise income levels.  It contributed to the doubling of per capita income and 
helped the economy to grow.  It also enabled various sections of the Israeli labor market to 
move up the occupational ladder and improve their status.  
 
With the signing of the interim peace agreement, the movement of Palestinian labor should 
have continued unfettered.  Yet, since 1994 the number of Palestinians working in Israel has 
continued to drop and unemployment soared to 18% in the WBGS and 31.6% in the Gaza 
Strip in September 1997.  The standard of living dropped by 18% between 1994 and 1996 
(Shaban 1997).  Access to the Israeli labor market seems to have been reduced if not closed 
completely. 
 
This study has tried to review the pattern of Palestinian employment in Israel  within the 
limitations of the available data and literature.  It documents the rise and fall of labor flows 
and shows how the labor force employed  in Israel has grown older and more educated, while 
at the same time remaining heavily concentrated in the unskilled construction and agricultural 
sectors.  Although unskilled refugee camp and rural workers predominate, the share of semi-
skilled workers has increased over the past ten years in line with the changing labor supply 
and evolving Israeli demand.  Up until 1993, Gaza Strip workers were far more dependent on 
the Israeli labor market than West Bankers.  After 1993, access to Israel by Gaza Strip 
workers became more restricted.  The flow of labor from the West Bank has continued, albeit 
at reduced levels, furthering the integration and dependency on the Jewish state. 
 
This study also reviews the causes of labor flow to Israel.  The weak growth in domestic 
employment in WBGS acted as a major pushing factor, especially in view of the large 
population and labor force growth rates.  Wage differentials have been a key pulling 
mechanism, albeit at different pulling strength over the course of the years. The limitations 
imposed today on Palestinian employment in Israel are linked to both political and economic 
considerations.  The arrival of foreign workers also threatens the future prospects of 
Palestinian employment in Israel. 
 
The role of the Israeli labor market as the main provider of jobs for Palestinians appears to be 
over.  The challenge of employment creation appears ever more present and pressing for 
Palestinian policy makers and entrepreneurs.  The ability to meet this challenge will depend 
not only on the resources and international funds available, but will also be a function of the 
nature of the evolving relations between the Israeli and the Palestinian economy.  The 
Economic Protocol established the legal basis for a new relationship which would enable the 
Palestinians to establish an autonomous economy while maintaining a quasi-customs union 
with the Israeli economy.  The free movement of labor is a central issue in this respect.  The 
reality on the ground suggests unilateral actions taken on behalf of Israel that are detrimental 
to Palestinian growth. 
 
Within this contextual reality, a number of issues arise as vital for further research and 
examination.  In view of the employment challenge facing the Palestinian economy, four 
main issues in particular deserve immediate exploration and in-depth analysis: 
 
The first issue is the future prospects for Palestinian employment in Israel.  Even if the Israeli 
labor market today absorbs only 10-18% of the Palestinian labor force, this remains a 
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significant share.  It will be important to collect primary data on Palestinian and foreign 
workers in Israel in order to assess critically how far there is a replacement effect between 
the two type of workers and why.  This in turn will shed light on the reason and prospects for 
Palestinian employment in Israel.  The presence of Palestinian workers in Israeli settlements 
in the WBGS need also to be analyzed, especially as it is an area completely ignored in 
current literature.  If border closure remains a policy, employment in the settlements might 
very well increase and the economic and political repercussions need further analysis (the 
economic returns to workers and households from such employment, the repercussions on 
settlement growth, means to reduce such reliance). 
 
The second topic relates to the effect of Palestinian employment in Israel on labor market 
structure and wages in WBGS.  Given that the Israeli demand for Palestinian labor is biased 
towards the unskilled and less educated, the return to schooling in WBGS was found to be 
negative in the 1980s (Angrist 1995).  While Angrist found that the low return to schooling is 
linked to supply factors, Al-Qudsi and Shaban (1996) argue that this is a result of the nature 
of demand bias in Israel and the limitation put on employment growth in the WBGS.  Further 
exploration is needed to examine the effects of current limited access to Israel on domestic 
wages by sector, occupation and socio-economic group.  The implications on future 
employment generation and absorption capacity in the Palestinian economy need also to be 
examined. 
 
The third issue relates to workers’ rights in Israel.  Legal Palestinian workers in Israel are 
entitled to various social benefits but no study to date has tried to explain the nature of their 
contributions nor their financial importance for workers and the economy at large.  This issue 
appears all the more crucial in view of the recent increase in the number of legal workers in 
Israel: They represented 70% of all Palestinian workers in 1997.  It is also of paramount 
importance in view of the Economic Protocol signed between Israel and the Palestinians.  
Article VII of this protocol deals precisely with the means of transferring workers’ 
contributions to the PNA.  So far, nothing is known about the size of the transfers nor the 
level of implementation of the agreement.  A study on the issue could indicate means to 
guarantee workers’ rights as well as to assess the relevant steps to be taken. 
 
The fourth topic relates to the link between the fall in migration and the rise in subcontracting 
activities.  Palestinian employment in the Israeli industrial sector has been falling since 1987 
while subcontracting activities between the Palestinian and Israeli economies has increased.  
With the closure of borders, some survey data have indicated that many ex-migrants are 
employed in subcontracting activities.  The core issue that need to be investigated in this 
respect is how far employment prospects in Palestine are linked to the development of 
subcontracting activities with Israel.  The benefits and repercussions of this type of 
employment arrangement need to be analyzed, both from the point of view of the worker and 
the economy at large.  The underlying labor mechanisms that explain the development of 
such arrangements and their prospects also needs to be studied.  Labor data as well as data 
provided by industrial surveys should prove helpful for such research. 
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