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ABSTRACT:

The political relations between Israel and Palestine have been in turmoil since last five
decades. This turmoil relationship affects the labour markets of both the countries. In July
1996 there was a very important research published by Joshua D. Angrist in the Journal of
Labor Economic in this area. This research proved to be a landmark in the area of the labour
economics. In this paper, we analysed the aim of the study done by Angrist, its relevance for
labour economics, its key findings, its contribution to the literature and its key drawbacks.
The key aim of the paper was to find out the labour supply and labour demand effect on the
wages that are paid to Palestinian workers in Israel. It contributed to the literature by
concluding that in the identification of the labour demand function parameters, the
instrumental role can be played by unanticipated labour supply shocks. The key drawback
was that better and more data on the labour market of Palestine could have led to more
robust results.
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1. INFORMATION ABOUT THE PAPER:

“’Short-Run Demand for Palestinian Labor’> Author(s): Joshua D. Angrist.
Published in Journal of Labor Economics, Vol. 14, No. 3 (Jul., 1996), pp. 425-453.

2. BACKGROUND OF THE PAPER:

In 1967, Israel annexed Palestinian territories, since then there is a high degree of integration
between Palestinian and Israeli economies. Between the two economies, subsequent relations
have been interdependent but of segmented nature. Especially, this has been the case in the
labour market, employment levels in Palestine depend on labour demand in Israel and ability
of Palestinian workers to daily commute to Israel.

Higher Israeli wages relative to the wages which Palestinian workers are paid locally in
Palestine make reliance on Palestinians on Israeli jobs more important and this reliance has
significant welfare and income effects. Labour mobility of Palestinians to Israel affects
relative wages, employment levels and growth outcome in both economies. These were some
of the arguments in favour of the interdependence of the two labour markets now let’s talk
about the segmented nature of the relationship between these markets.
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Palestinian labour flows to Israel depend upon the political relations between the Palestinian
territories and Israel. And the political relations between the two have been in turmoil since
last 5 decades. The result of this turmoil in relations was clearly seen in the shape of the
fluctuations in the pattern of the labour flows from Palestine to Israel.

From 1970 to 1993, the significant number of labour commuted from Palestine to Israel.
During the 1980s, more than 30% of total Palestinian labour force was employed in Israel.
After that during the early 1990s due to Israeli policy changes and political events,
Palestinian labour flows to Israel fell sharply to 36,000 in May 1996 from 115,600 in 1992.
This number again rose between 1997 and 2000 but labour flows had become erratic and
volatile. With 23% of the Palestinian labour force working in Israel by 1999, Israel became
the largest employer of the Palestinian labour force, this number of 23% fell down to 8% by
2004 (See Fig 1).

Fig1
Palestinains working in Israel and Settlements
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Since then this number kept on fluctuating. In response to these fluctuations, the Israeli
labour market increased the number of foreign workers (Palestinians not considered as
foreign workers). Since 1993, from almost nothing to an estimate of 200,000 the number of
foreign workers has grown (See Fig 2) and the Palestinian workers' number has contracted.
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Fig 2
Employees, Immigrants And The Foreigners In The Israel's
Labor Market
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Yet, labour markets of the two economies are highly integrated and in the Israeli-Palestinian
conflict "labour issues™ is still one of the important elements.

3. AIM OF THE STUDY::

The Gaza Strip and The West Bank are the two Palestinian territories which are de facto
economically separate, are ruled by different parties, have different social and economic
characteristics and experience from Israel different treatment. These two Palestinian
territories are taken for study in this paper.

The Palestinians who work in the Israel and its settlements earn more than the Palestinians
working locally (See Fig 3.1, 3.2). This paper attempts to find out the labour supply and
labour demand effect on the wages that are paid to Palestinian workers in Israel. Labor supply
will be the Palestinian labour supply to Israel and labour demand will be the Israel labour
demand for Palestinian labourers.
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Fig3.1
Average Daily Wages of West Bank Residents
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Fig3.2
Average Daily Wages Of Total Palestinians
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4. RELEVANCE FOR LABOR ECONOMICS:

Over the past 25 years, within labour economics research on labour demand is not among the
most successful and liveliest areas of research. Still, it is being argued that progress which
has taken place in this area is significant. In bringing into the study of labour demand "labour
market imperfections and product” theory has been successful.

As parcel and part of this process, off or on the demand curve whether wage-employment
outcomes are located, this has been the rather sterile debate and has been enlivened by the
bargaining problem integration developments but also by the attempt onto the basic models to
fuse additional labour market imperfections and product market imperfections. Parameters of
interest have been soundly estimated because of improvement in estimation techniques and
better data. In the estimation of labour demand functions, a critical parameter with respect to
wages is the elasticity of labour demand, the theory on which this paper is based and puts
further light on the relevance of this theory.
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Angrist (1996) has contributed to this theory by concluding that in the identification of the
labour demand function parameters, the instrumental role can be played by unanticipated
labour supply shocks. And there is a need to further explore this area.

5. KEY FINDINGS:
The key findings of the paper are as follows:

A. In the late 1980s, for Palestinian labour, the short-run elasticity of Israeli demand was
estimated between -1 and -2.

B. There was a strong evidence that in Israel fall in Palestinian labour supply raised
significantly the wages Israeli employers give. This increase was high for the workers
who were employed in agriculture and construction and were low-skilled.

C. It was concluded that for Palestinian workers if the Israeli demand is inelastic then
Palestinians may have monopoly power. What led the researcher to this conclusion
were these findings, for men working in Israel the wage premium fluctuated between
25-35% during 1988-1991 and between 0-18 percent during 1981-1987, the former
period to the Israeli labour markets being of restricted access.

D. For returns to schooling, during 1981-1987, it fell from 23% to 0% and increased to 4%
during 1988-1981 for the group of schooling with 13-15 years. Although the premium
is more, for the age group 16+ the trend is similar.

6. CONTRIBUTION TO THE LITERATURE AND FURTHER LITERATURE ON
THE AREA:

The Palestinian-Israeli conflict is one of the politically most relevant and longest conflicts.
Researchers have analysed the impact of this conflict on different aspects of the Israeli and
Palestinian economy. Angrist, 1996 and Shaban, 1993 were the first two pieces of research
which analysed how domestic Palestinian wage and unemployment have responded to wage
dynamics and job opportunities in Israel. For studying the wages of the Palestinian workers in
Israel, as an identification strategy, the first to use border closures was Angrist (1996).

Many researchers recently have studied the wages of the Palestinian workers working in
Israel but the focus on this area was prompted by the studies of Angrist, Angrist (1995, 1996
and 1998) were the first studies which studied employment in Israel and returns to education
in the context of the wages paid to the Palestinian workers.

Some of the prominent studies which have been done in this area since they are as follows.
Ruppert Bulmer (2003) studied the impact of the changes in the border policy of Israel on
Palestinian unemployment level, daily flow of Palestinian labour to Israel and wages.
Closures in Israel for Palestinian labour would increase unemployment in Palestine and on
the other hand domestic employment will rise. Domestic employment will increase because
the workers which were earlier employed in Israel will return and this will create a downward
pressure on wages. Aranki, 2004, Miaari and Sauer, 2006 concluded that because of closures
probability of being unemployed increases among Palestinian labour and regardless of their
work location monthly earnings of Palestinian labour fall.
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Other important studies which were done in this area are Kadri and MacMillan, 1998,
Farsakh, 2002, Al Kafri, 2003, Friedberg and Sauer, 2004 and Mansour, 2010. But the
findings of Angrist, 1996 are even today very much relevant.

7. DATA USED:

Quarterly time-series data has been used. As part of the TLFS (Territories Labor Force
Survey), collected by local (Palestinian) enumerators in Gaza Strip and West Bank for the
ICBS (lIsrael Central Bureau of Statistics), the primary data used in the research is a
household-level survey which contains a variety of labour market and demographic
information.

This data is being collected since the 1970s but it first became available to the public in 1981.
From 1981 to 1991 forty-four quarters were prepared by Angrist (1995, 1996). With the
transfer of civilian authority to the Palestinian Authority from the Israeli government data
collection of the TLFS ended in the West Bank in 1995 and in the Gaza Strip in 1994.

Now one can get the labour market statistics of Palestine from the Palestinian Central Bureau
of Statistics.

8. RESEARCH DRAWBACKS:

The research design used in the research for testing the research question is appropriate,
econometric techniques used have been adequately implemented and the results are also
convincing. Into the dynamics of the labour market of the Palestine, the findings of the paper
provide very useful insights but there are also a few drawbacks from which they suffer.

The data set utilized by the study covered males aged 18-64. A very important segment who
is employed almost entirely domestic is excluded from the study, the name of that segment is
females. Without taking this segment into account the findings are incomplete.

On a set of industry and occupation dummies, an omitted variable test at very high levels was
significant, indicating that the estimates of the return to schooling are to the inclusion of such
variables very sensitive and may have been affected by such kinds of biases. Therefore, in
Palestine re-estimation of private returns to education is important, keeping in mind that for
most Palestinians the importance of investment in education is reinforced by Israeli closure
policies.

Moreover, as the author has himself accepted that better and more data on the labour market
of Palestine could have led to more robust results. And there was also the further scope of
analysing the effect of more variables on the demand side from Israel labour market on the
wages paid to Palestinians. Many other worth-studying samples were present in the TLFS
survey, which could have been studied.

9. CONCLUSION:

The paper attempted to find out the labour supply and labour demand effect on the wages that
are paid to Palestinian workers in Israel. The paper found that fall in Palestinian labour
supply raised significantly the wages Israeli employers give, if the Israeli demand for labour
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is inelastic then Palestinians may have monopoly power. The few drawbacks of the research
were that in the study a very important i.e. females were not taken into study while doing the
analysis. More and better data on the labour market of Palestine could have provided more
robust results. In the TLFS survey, there was the scope of studying more worth studying
variables which were not studied.
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