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OVERVI EW

The UNCTAD secretariat enbarked, in 1990, wupon an action-oriented
intersectoral project to: (i) exam ne the current econom ¢ and social situation
in the occupied Palestinian territory; (ii) investigate the potential for its
devel opnent; and, (iii) propose alternative options, strategi es and policies for
its revival and growmh. Parallel with the preparation of 25 field studies on
specific sectors/issues within the scope of this project, the secretariat al so
enbar ked upon t he preparati on of a quantitative framework ai med at i nvestigating
under alternative scenarios future growh paths of the Pal estinian econony in
the West Bank and Gaza Strip. The relevance of such an outl ook has acquired
increasing inportance as a result of the accord concluded between |srael and
Pal esti ne and t he enmer gence of the Pal estinian InterimSelf-Governnment Authority.

The met hodol ogy followed for the preparation of the framework i s based on
a macroeconomri ¢ anal ysis of resources availability and use. Gven the paucity
of data, enphasis was placed on ascertaining, through paranetric exercises, the
i nternal consistencies anong maj or aggregates by, inter alia, investigating gaps
bet ween | abour force and enpl oynent, savings and investnments, and inports and
exports. The quantitative framework t hus established uses a series of identities
and functions based on t he behavi our of key vari abl es during the 1970- 1990 peri od
to project trends for the period 1991-2010 under different scenari os.

The dat a base supporting this exercise was conpiled fromstatistics for the
period 1970-1990 rel eased by the Israel Central Bureau of Statistics (CBS) in
t hree maj or publications. Preparing and reconciling the required historical tine
series presented a nunber of technical constraints, not all of which were
anmenabl e to acceptabl e solution. The choice of the technique used in designing
and structuring the quantitative franmework was i nfl uenced by a nunber of factors,
nanmely: (a) the econony of the occupied territory was unsophisticated and had
been subject to the severe shocks of erosive forces; (b) the statistical
limtations of the historical period prevented the structuring of a detailed
approach w thout conpromsing its specificity and the validity of subsequent
analysis; and, (c) the resources available to undertake the exercise were
[imted.

Accordingly, the framework i s organi zed in three recursive bl ocks, involving
denogr aphi ¢, |abour force and macroeconomi c vari abl es.

The denographi c bl ock: Al though expressed as a single equation, this block
is the nost detailed and conprehensive part of the framework. Wile the
avai | abl e denographic statistics are I ess than wholly reliable, the nature
of this form of analysis renders the results quite robust. However ,
m gration remains the nost intractabl e variable to deal with in any formand
is subject to many unpredictable forces which are difficult to envisage in
such an exerci se.

The | abour-force block: This block is fairly straightforward, with the
| abour force being primarily a function of participation rates by age, sex
and the age-sex structure of the population, as determined in the
denogr aphi ¢ bl ock. Sone effort is made to provide details by econonic
sector for both |abour-force size and productivity. However, as the
scenari os were devel oped on the basis of derived assunptions regarding the
total |abour force productivity, the sectoral aspects of the framework are
not fully exploited.

The macroecononi ¢ bl ock: This block consists of a sinple supply system
driven by productivity and |abour force, on the one hand, and a
straightforward set of denand equations governing the main economc
aggr egat es. The gap between the two represents excess capacity and
unenpl oynent . Exports were treated as exogenous in the first instance,
determ ned by historical trends.

In the scenario anal ysis, the baseline scenario, which relies on a "m ni num
policy intervention" hypothesis, addresses the question of what the consequences
woul d be of a continuation into the future of the trends and behavi oral patterns
that prevailed in the recent past. The main results energing from this



6

illustrative scenario were: (i) the labour force growh rate rapidly outpaced
the growth rate of population; (ii) the dependency structure of the econony
(reflected in the ratio of GDOP to G\P) renained prevalent; and, (iii)
unenpl oynment reached 50 per cent by the end of the projection period. The
concl usi on was that the baseline scenario represented a grossly untenabl e soci o-
economni c situation. The results were not only unacceptabl e but were al so highly
unrealistic. Indeed, given the nature of devel opnents since Septenber 1993, both
t he assunptions and the results of the scenario have conme to appear inprobable.

In a variant to this scenario the inpact of a gradual easing of policy
constraints and di sturbances in economic activity associated with the 1988-1991
period was reflected in higher absolute levels and growh rates of nost
i ndi cators. However, these did not signify notabl e changes regardi ng key features
of the economy, nanely, its distorted and fragile structure, its sluggish
performance, poor interaction between key aggregates and its inability to break
with patterns and relations engendered by prolonged occupation. Accelerated
popul ati on and | abour force growh coupled with limted job opportunities did
not aneliorate the enploynent gap. Despite rapid initial increases in GDP, the
savi ng/i nvestment gap as well as the merchandi se trade gap both wi dened.

A nore activist approach was called for to inprove prospects for the
econony, primarily through a careful consideration of feasible policy options
ai red at addressing the salient problens depicted under the baseline scenario
and its variant. Accordingly, a set of five alternative scenari os were devel oped,
noving fromthe | east desirable to the nost feasible and acceptabl e scenarios
fromthe viewpoi nt of growth and devel opnent obj ectives and their policy options.
Key policy variables and variations in each were selected followi ng a careful
process of sensitivity analysis. The variables involved in the first three
alternative scenarios are exports, inports, private investnents, governnent
consunption and i nvestnment and net transfers from abroad. Co

Alternative |: Constrained unenpl oyment with net external transfers as the
instrument. As a first step in the process of addressing the major structura
probl ens of the Pal estinian econony, the framework was focused on an effort to
reduce the enpl oynment/ | abour force gap. Assuming an overriding need to address
unenpl oynent, a target rate of maxi num unenpl oynent was fixed (at 10 per cent
of labour force) and external transfers adjusted upwards so as to neet that
target and mai ntain a senbl ance of economic stability. As the economny operates
with the sane structure, there is no adjustnent process conceived. The increase
i n production and denmand required to reduce unenpl oynment to the designated | eve
is assuned by net transfers. Simlarly, the growh expected in both governnent
and private consunption and investnment is dependent on external transfers. The
savi ngs-investnent gap woul d thus reach 62 per cent of GNP by the year 2010. The
trade gap would equally wi den, reaching -70 per cent of GNP by the end of the
peri od.

As such, while the scenario is sustainable froma purely technical point
of view, this is at the cost of several billions of dollars in additional
external support as of the sixth year of the projection period, reaching US$4.5
billion by the year 2010. More inportantly, at the end of the period the
economi c structure will remain essentially unchanged and will be | ess vi abl e and
nor e dependent on external support. Therefore, in the absence of serious policy
neasures to address the structural problenms and operational constraints, a
massi ve i nfl ow of unrequited external transfers would be required to sustain high
i ncome and consunption | evels.

Alternative Il: Intensified trade-oriented investnent programe. Under this
scenario, explicit policy options and changes in the behavi our and growt h of key
variables are introduced with a view to addressing the problem of structura
transformati on of the econony. These are primarily intended to reduce the trade
gap, increase production, and restructure denmand away from consunption and in
favour of investnment. This general aimis translated into the follow ng policy
neasures; accelerating private investnent in the productive sector and
encouraging its orientation towards export pronotion and selective inport
substitution, while also expanding governnment consunption and investnent.
Qoviously, the effective realization of these fundanental changes inplies the
lifting of constraints that have cone to stifle the econonmy and the emergence
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of an indigenous authority committed to devel opnent and capabl e of formulating
and nmanagi ng a set of policy nmeasures ainmed at inproving the situation.

In this scenario, the i npact of the policy neasures on key variables in the
econony is encouraging. The unenploynent situation wtnesses a dramatic
i mprovenent, falling respectively to 5 and 2 per cent in the Gaza Strip and the
West Bank by 2010, reflecting greater attention paid to donmestic enpl oynent
generation. The latter part of the period is especially underpinned by strong
growm h in sectoral production, particularly in industry and construction. The
i mportance of private consunption and inports is reduced in favour of investnent
and exports. Both private and governnent investnent achi eve inpressive rates of
gromh. As aresult of extra investnments, export performance shows narked gai ns.
Despite an increase in the nmerchandi se trade deficit, the trade gap in terns of
both GDP and GNP narrows substantially, to -27 per cent of GNP by the year 2010.

Wil e the national savings ratio initially shows a decline, in ternms of GDP
a net anelioration is perceived indicating a significant inprovenent in the
ability of the econony to nobilize domestic savings. However, this remains
insufficient, particularly inthe face of the accel erati on of investnment required
for structural transformation. Simlarly, the financing of increased governnent
expenditures (consunption and investnent) remains uncertain and dependent on
various policy options. Despite these limtations, the results of this scenario
showthat it is possible to rebuild a vigorous econony. Neverthel ess, nmediumterm
costs associated with unenpl oynment are high and it is difficult to conceive of
reasonabl e means of supporting the additional investnment from donmestic sources
al one.

Alternative Il11: Intensified trade-oriented investnent with substantially
increased net transfers from abroad. Under this scenario, the relatively
constrained level of external transfers is relaxed in order to allow for the
i ncreased | evel s of investnment and narrow t he gaps nuch nore rapidly than woul d
ot herwi se be the case. Thus, a conbination of the nacroeconom ¢ policy measures

used under Alternative Il and a less constrained |level of external transfers
linked to a target |evel of unenployment is applied. The nmain strength of this
alternative is that it illustrates the sensitivity of the Pal estinian econony

to the availability of external financial support and i nvestnent during a period
of intensive donestic policy efforts for structural transfornation.

The availability of extra finance gives the econony a substantial and
i medi ate boost to its enpl oynment generati on capacity which subsequently becones
sel f-supporting. By the end of the projection period, unenpl oynent could return
to historically low levels (well under 5 per cent). Wile consunpti on grows so
does investrment at both the private and public sector levels. In the 1996-2010
period, private investnent grows by 12.5 per cent annually, while public
investnment is intended to grow at around 8 per cent per annum |ncreased
investnments (of a total of sone $1 billion over the period) lead to a growth in
production, a nore rapid inprovenent in exports and a reduction in inports,
bringing the trade gap down to -26 per cent by the year 2010. Wile inports stil
remai n i nportant in the consumer basket, their significance in aggregate denmand
i s di m nished.

Under this scenario, the econony energes with a stronger productive base
able to absorb the majority of its labour force. The injection of a total of $9
billion (i.e. an extra $5.4 billion of transfers as conpared to scenario Il) for
the whole period of 1996-2010 should be seen in the light of sone of its
beneficial effects, viz. significant gains in enploynment, narrowi ng of both
savi ng-i nvest ment and trade gaps, and i nprovenent of the current account deficit.
The additional external transfers enable the econony to generate $4.6 billion
nore of GDP during 1996-2010, thus allowing a much nore rapid take-off with all
donestic human and material resources nmobilized. It is inportant to note that

such an extra transfer will only be required in the first decade, after which
a vigorous econony will enmerge that should not require extra external financia
support. If the total amount of external resources required is not net by

unrequi ted transfers, the magni tude of operati ons envi saged may have to be scal ed
down or borrowing resorted too. The latter option has its own drawbacks under
the present circunmstances. The Palestinian econony does not yet have the
international standing to acquire |oans. Mreover, the burden of any |oan
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obtained is placed on the export sector to generate even nore forei gn exchange
to finance increasing inports and provide for debt repaynent.

Alternative |1V:. Absorption of returning population wthout externa
transfers. Wile the results energing fromthe previous scenarios depict a
gradual inprovenment in prospects for the revival and sustained growh of the
Pal esti ni an econony, they fall short of satisfying the broader objective that
can be envisaged bearing in mnd the total potential that the Pal estinian people
and their econony can nuster. Under the previous scenarios, it was assuned that
the Pal estinian people presently living in the West Bank and Gaza Strip woul d
constitute the future population of these areas on a de facto basis. This
excludes three categories of Pal estinian refugees who have resi ded outsi de t hese
areas since 1948. These constitute an i nportant stock of the de jure popul ation
sonme of whommay be able to return to the territory should the future politica
and econom ¢ conjuncture pernmt. Therefore, an attenpt has been nmade to inject
this additional dinmension into the picture. The assunptions and the energing
results are not prescriptive in nature. They nerely serve as a rough indication
of the scale of transformation the Pal estinian econony will need to undergo in
order to successfully absorb an increased population. A tentative figure of
returni ng Pal estinians i s assunmed and t he annual nunber of returnees is expressed
as a declining proportion of resident popul ation

Accordingly, Alternative IVis structured in the sane manner as Alternative
Il with a main difference being that the changes brought about in the variabl es
concerned and policies applied are accelerated and intensified so that
projections with additional population yield sinlar results. As aresult of the
popul ation influx, the role of growh in labour force is doubled during the
period. Thus, unenmploynent will reach a |ow | evel under 5 per cent only by the
end of the period froma level of 15-20 per cent during the period 1996-2000.
Both GDP and GNP will register inpressive rates of growh allow ng per capita
i ncome to reach | evel s conparabl e to those under Alternatives Il and IIl. Private
consunption and investnment equally show high rates of increase. A relatively
hi gher rate of the extra investnent is allocated to export pronotion and inport
substitution in order to reduce the trade gap, hence nore effort to boost
productive activities. Wile this boosts exports, the current account deficit
worsens as a result of higher inports of raw materials as well as consunption
and investment goods. This suggests the need for nore vigorous policies to
further rationalize inports and diversify and expand exports. The savings-
i nvestrment gap will also widen, calling for anintensification of policy neasures
and devel opnment of efficient nechani sns ai med at nobilizing domestic resources
at levels needed to accommpdate the returning Pal estinians.

It can be concluded that the returning popul ation at the specified rate can
be successfully integrated i nto the econony, at least as far as the inplications
of the macroeconom ¢ aggregates are concerned and provi ded the requisite policy
nmeasures and nechani sns are initiated, sustained and intensified. In fact, the
results indicate that it is the very absence of relevant policy neasures and
nmechani sns and the nuch needed structural transformation rather than rapid
popul ati on dynamics that prevent the Palestinian econony from attaining a
desirabl e path of sustainable growh. Neverthel ess, the nodest growh rate of
GDP coupled with high unenploynment rates prevailing during nuch of the early
period foll owing recovery needs to be addressed by a conbi nation of intensified
donestic policies and increased external support.

Alternative V. Absorption of returning population with external transfers.
Based on the structure of Alternatives IlIl and IV, the purpose of this exercise
is to ascertain the scale of external support needed to boost production and
reduce donestic unenpl oynent |evels, thus putting the econonmy on the path of
sust ai ned growt h and acconmodati ng t he returni ng popul ati on. Al though t he val ues
that the nmain nmacroeconom c indicators reveal by the end of the period are not
significantly different fromthose obtained under Alternatives IIl and IV, the
i ncreased | evel of additional external resources anounting to $9.6 billion over
the period 1996-2010 (for a total external resource flow of $14.9 billion) wll
all ow the econony to initially operate at a higher percentage of its potentia
capacity, including higher rates of private and public investnent.

This additional external support and investnent will nake it possible to
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mai ntai n unenpl oynent at a rate |lower than 10 per cent and to generate higher
values for CDP especially during the interim period of 1996-2005. This speeds
up the pace of structural transformation and growh as of a relatively early
date. By the year 2010 sone 94 per cent of GNP is accounted for by CGDP, as
conpared to 84 per cent in the year 1996. This is notwi thstanding the
consi derabl e task of absorbing returnees with all that entails in terns of
enpl oyment, income, shelter, social services, infrastructures and the |ike.

POLI CY PERSPECTI VES

The scenario analysis reveal ed that prospects for the sustained growh of
t he Pal esti ni an economny wer e dependent on a vari ety of factors which have | argely
remai ned beyond the control or influence of the Pal estinian people. In addition
to constraints acting on the nobilization and allocation of resources in the
econorny, the policy environnent required to effect changes i n and mani pul ate t he
performance of the econony has been | acking. This was anply denonstrated in the
scenari o exercise. The significance of domestic policy environnent acquired
greater inportance as the scenarios gradually ainmed at achieving a desirable
structural transformati on of the econony and its sustained grow h. Undoubtedly,
the creation and managenent of a successful donestic policy environment is a
chal l engi ng task that will confront the Pal estinian people in the years to cone.
In order to further exami ne the policy challenges that |ay ahead regardi ng some
i ssues, simulation exercises using a sinplified quantitative franmework were
applied to clarify such points as: (1) the annual rate of growmh that will be
required to enable the Palestinian donmestic econony to absorb Palestinians
wor ki ng abroad and to nove away fromits dependence on outside aid; (2) the rate
of domestic saving that will be required to acconplish the task; and (3) the
extra resources that will be needed in the transition period and the duration
of the period itself.

Needl ess to say, clarifying these points is useful mainly to the extent that
it indicates sone trade-offs and sheds sone light on the utility of different
policies. It is assuned that national saving in the Pal estinian econony in the
transition period will be the sumof domestic savings and saving fromnet factor
i ncome fromabroad and net transfers. As for net factor incone, Pal estinians are
expected to be attracted to work in Israel as long as the wage rate there is
hi gher than in the Palestinian territory. However, a situation of growh in the
Pal esti ni an econony may inply a gradual narrow ng of the wage differenti al

Regarding transfers, it is expected that in the transition period, there
will be a net transfer of resources to the territory. Part of these transfers
is made up of resources that have been directed to Israel in the form of tax
revenue, in addition to Pal estinian resources used by Israel and Israeli settlers
free of charge (e.g. land and water). Another inportant part of these transfers

will be from Pal estinians abroad, as well as international aid. It is expected
that the propensity to save fromnet transfers will be less than one, as the
Government will be the receiver of nost of the transfers and it my

under standably be called upon to use a large part of it for the provision of
necessary public goods and services in the transition period.

Different sinulations of the sinplifiedframework revealedthat arelatively
high rate of savings would guarantee a steady rate of growh in the econony.
Qovi ously, nuch of these savings at the start will be expected to come from
factor incone and transfers. The total cost of growh in the econony in terns
of transfer of resources reaches alnost three tines the anount of GDP at the
start of the transition, or recovery, period. Hi gher rates of savings al so reduce
the transition period itself.

A major problem inherent in the Palestinian econony is the lack of
articul ati on between the sources and uses of incone and between the supply of
and demand for goods and services. As a consequence, in addition to the
persi stent negative donmestic savings, the situationis characterized by a virtua
severance of the |link between savings and productive investnent, a noticeable
m smat ch between the supply of, and demand for, human capital and the ever-
i ncreasi ng dependence of the econony on external sources of inconme. Therefore,
to bring about a better articulation of these forces, efforts are needed to
encour age productive investnent and enploynent in the territory itself and to
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gradual |y reassert control and sound managenent by the Pal estinian people of
their natural and human resources.

A necessary, though not sufficient, condition for success in neeting these
chal | enges, of course, is an optinally designed and i npl enented set of policies
and their appropriate nechanisns. Bearing in mnd the prevailing econonic
political andinstitutional circunstances, the different scenari o options provide
broad gui dance on the nature and extent of the required policy changes in the
foll owi ng areas, which are crucial for the sustained growh and devel opnment of
t he Pal estini an econony:

First, there is clearly a need for infrastructural investments of various
kinds, in some cases on a nmassive scale. Since many of these
infrastructural investrments are of the public goods type, they cannot all
be acconplished by private sector activities. Such public investnments, of
course, have to be financed. Substantial proportions of such finance may
be expected to conme from external sources, as stipulated above
Neverthel ess, very considerable efforts to raise (through taxation) the
necessary revenues fromw thin the resident Pal estinian community will also
have to be nade.

Second, there is clearly a need to discourage donestic consunption in
general and luxury consunption in particular and thereby to encourage
donesti c savi ng. This needs to occur in both the private and public
sectors. The encouragenent of certain fornms and channels of donestic
savi ngs may require subsidies and tax cuts (for exanpl e, on savi ngs deposits
or equity investnents), since the resulting decreased public savings may
wel | offset the increased private savings rather than i ncreasing savi ngs as
a whol e. However, taxation nay provide a nore financially feasi bl e approach
to increasing donestic saving in both the private and public sectors.
Nevert hel ess, every effort is required to nobilize savings through the
establi shment of an adequate and efficient financial systemwhere banks and
other forms of financial institutions are actively involved in the process
of financial intermediation

Third, there is a serious need to encourage nodernization and start-up
i nvestments by the private sector in productive activities located within
the Palestinian territory. In order to do this without distortional taxes
and non-tariff barriers to trade, the exchange rate reginme will have to be
relatively free and outward-oriented. Such an exchange rate regime or
policy wll encourage both exports and the right kinds of inport
substitution. The encouragenent of private investment in productive
activitieswithinthe occupiedterritory will also require the encouragenent
of the denmand for the goods and services resulting fromsuch activities, and
t he avoi dance of unnecessary and unecononic costs on the supply side.

These considerations, in turn, may inply the need for vigorous efforts to:
(1) maintain the competitiveness of |abour markets; (2) inprove the match
bet ween supply and demand with respect to the type and degree of | abour
skills required in donestic activity; (3) overcone externalities that my
arise in the pronotion of such activities, especially in entrepreneurial
training, international nmarketing, small-scale credit provision, technol ogy
acqui sition and research and devel opnent; and, (4) avoi d unwanted i nequities
inincome and weal th, and foster retraining so as to nmtigate the need and
the demand for sonetinmes popular, but efficiency-reducing, forns of
protecting specific jobs and producers.

Fourth, in view of the fact that (1) the inport requirenents for
i nfrastructural and other investnents are forecast to i ncrease dramatically
in future years, and (2) difficulties and uncertainties exist with respect
to obtaining adequate external financing in the present world economc
environnent (including the foreseen reductions in net factor income from
abroad), substantial efforts will have to be made to limt the size of the
current account deficit to manageabl e proportions. Indeed, the difficulty
of fulfilling this objective provides still another inportant reason for
adopting a relatively free and outward-oriented exchange rate regine.
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Fifth, since inflation can (1) compound the difficulty of nmintaining a
stable and yet open and flexible exchange rate regine, (2) underm ne the
i ncentives for both private saving and the financial internediation needed
for efficiently converting savings into investnent, and (3) make it
difficult to maintain the real val ue of revenues coll ected and t hereby al so
the |l evel of public sector savings, vigilance against, and quick action to
deter, inflationary pressures nust be naintained.

Sixth, there is a need for neasures to encourage Pal estini an workers to seek
enpl oyrment opportunities withinthe donestic econony, at | east when suitable
opportunities are avail abl e there. Wil e the choice of taxation instrunents
wll in large part have to be a political one, one type of tax that would
be particularly consistent with the goal of encouraging enploynent wthin
the territory is a tax on the earni ngs of Pal estinian workers in Israel and
el sewhere. The reform of the inconme tax system coul d adequately deal with
this issue w thout having any discouraging effect. Needless to say, while
the taxation of inports is a conmon and often politically acceptable form
of taxation, experience around the world has denonstrated that, unl ess used
very carefully and tenporarily, taxes on inports can distort resource
al l ocation and thereby lower both efficiency and growt h.
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I NTRODUCTI ON

A oj ectives

In light of the deteriorating econom c and social situation in the occupied
Pal estinian territory! and bearing in mnd the urgent need for the inmmediate
revival of the Pal estinian econony and prospects for its future devel opnent, the
UNCTAD secretari at enmbarked i n 1990 upon an acti on-oriented intersectoral project
to: (i) examine the current econonmic and social situation in the occupied
Pal estinian territory; (ii) investigate the potential for its devel opnent; and
(iii) propose alternative options, strategies and policies for its revival and
growth. Atotal of 25 in-depth field studi es covering various econoni ¢ and soci a
areas were initiated to provide inputs for the intersectoral project.? The field
studies follow the structure of the intersectoral project and conprise three
parts, which are also reflected in the structure of the present study (see
section B bel ow).

The first part of the field studies consists of a thorough exam nation of
t he econonic and soci al situation of the Pal estinian people in the West Bank and
Gaza Strip since Israeli occupation in 1967. In particular, this part of the
studi es eval uates devel opnent trends at the aggregate and sectoral |evels,
identifies the inpedinments to the sustained growh of the Pal estinian econony
and proposes feasible nmeasures for its revival. The main findings of this part
of the fiegd reports/studies were presented to a neeting of experts, heldin 1992
at Ceneva.

The second part of the field studies attenpts to discern probable future
patterns of growth of Pal estinian econonic and soci al sectors and exani nes their
inmplications for feasible strategies and policy options. The exanination of
different sectors and issues is extended under varying assunptions to consider
alternative scenarios, including that of an independent and self-reliant
Pal estinian econony. The third part of these studies ains at formulating a
framework for alternative strategies and policy options for action in various
econom ¢ and soci al areas. The findings of these parts of the field studies wll
be consolidated separately within the overall context of the intersectoral
project. It should be noted that the preparation of a number of the sectora
studi es was nade possible through extra budgetary contributions of the Arab
I ndustrial Devel opment and M ni ng Organi zati on (AlDMD), the League of Arab States
(LAS) and the OPEC Fund for International Devel opnent.

Parallel with the individual field studies, the UNCTAD secretariat enbarked
upon the preparation of the present study. Its main objective was to establish
an aggregate quantitative franework for anal ysing alternative future grow h pat hs
of the Pal estinian econony in the West Bank and Gaza Strip. This was ainmed at
providing the technical guidelines required for the preparation of the second
and third parts of the individual field studies, and for the consolidation of
their results within the scope of the intersectoral project. The salient features
of the framework, including the results of the scenarios on the future prospects
of the Pal estinian econony, were al so presented for consideration by the neeting
of experts held in 1992 at Geneva.* Fol | owi ng a di scussion on the results of the
scenarios, the neeting of experts recomended that, in addition to consideration
of theillustrative baseline scenario, which depicted an undesirabl e and unlikely
option, alternative scenarios IlIl and V should be considered as the basis for
investigating future devel opnment prospects for the Palestinian economny.
Subsequently, a draft of this study and its technical supplenment were presented
to the parties directly concerned, soliciting their views. This was foll owed by
consul tations with the parties concerned.

B. Met hodol ogy and scope

The nethodol ogy followed in the present study is based on a macroecononic
anal ysi s of resource availabilities and uses. G ven the paucity of data, enphasis
is placed on ascertaining, through paranmetric exercises, the interna
consi stenci es anong maj or aggregates by, inter alia, investigating gaps between
savings and investnents, inports and exports, and |abour force and enpl oynent.
A quantitative framework is thus established, using a series of identities and
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functions based on the behavi our of key variables during the 1970-1990 peri od,
to project trends for the period 1991-2010 under different scenari os.

Thi s study conprises six chapters. Chapter | briefly reviews the major data
sour ces used i n the study, sone of the probl ens encountered i n managi ng avail abl e
historical data and the methods adopted to prepare the data for subsequent
statistical analysis. It includes several statistical tables with data on
aggregat e trends and devel opnents i n the economny of the occupiedterritory during
t he period 1970-1990.

Chapter Il explains the structure and functioning of the quantitative
framewor k proposed to i nvesti gate future devel opnents i nthe Pal estini an econony,
using 'baseline' and 'alternative' scenarios. As a yardstick for conparison
the 'baseline scenario' in chapter Il assunmes a continuation of the historica
economi c trends that prevailed under Israeli occupation. Chapter 111 also
presents a variant of the baseline scenario, which includes a different set of
projections without a major alteration in the basic assunptions and conditions
governing the baseline. "Alternative scenarios' | to V, presented in chapters
IV and V, introduce variations and exogenously deternined changes in the
assunptions affecting the key denographic, |abour force and economic vari abl es
under consideration. This generates different projections of the future prospects
for the Pal estinian econony. In each of the "alternative' scenarios, the problens
and structural constraints expected to hanper the process of econom ¢ devel opnent
are anal ysed. More specifically, in each case, the projections provide estimtes
of the i nbal ances or gaps between the required and expected capacities as rel ated
to | abour and enpl oynment, savings and investnments, exports and inports.

The policy inmplications of each of these projections and the requisite
nmeasures to bridge the gaps and create the conditions for sustained econonic
grow h and devel opnent nay then be anal ysed for possible action. Thus, chapter
VI of the study presents a brief overview of the severity of the Palestinian
econom ¢ probl ens, and an estimte of the nmagnitude of resources needed to put
the Pal estinian econony on the path of developing its production and service
sectors and generating enpl oyment opportunities for its |abour force. This is
foll owed by a di scussion of sone nacroeconom ¢ policy recommendations in areas
crucial for the revival and sustained growmh of the Pal estinian econony.

At the tine of preparation of this study, reliable data for 1991 and 1992
were not avail abl e, thus precluding the incorporation of devel opnents in these
years in the enpirical investigations. However, since these years fall within
t he projection period, econonic performance since 1990 had to be treated in this
study as projected estinates. The results of the baseline variant and alternative
scenarios appear to offer reasonably accurate approximtions of actua
performance as has since been reported by prelimnary published data.® It should
be noted that, in view of the early conpletion of this study, the inplications
of the accord concluded between Israel and Palestine in late 1993 are not
reflected in this study. In particular, the new situation has rendered the
basel ine and variant results all the nore unlikely. The assunpti ons rmade under
the relevant alternative scenario(s), however, appear conpatible with the
requi renents of the interimself-governnent status energing fromthe accord

This study is supported by a technical suppl enent (UNCTAD ECDC/ SEU 6/ Add. 1)
whi ch provides full details and explanations on data sources, nethodol ogy and
assunptions used in constructing the quantitative framework, as well as an
analysis of the quantitative functions exam ned and selected in the course of
est abl i shing the franmework

In the course of the inplementation of the intersectoral research project
and this study, the UNCTAD secretariat has benefited from the valuable
observations and inputs provided by a nunmber of consultants, in particular Dr.
Ceorge Abed, Ms. Randa Alami, M. Gaham Dyer, Professor Laurence Harris,
Prof essor Fadl e Nagi b, Professor Jeffrey Nugent and Dr. Sara Roy.
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CHAPTER |
DATA SOURCES AND TREATIVENT
I nt roducti on

The dat a base supporting this exercise was conpiled fromstatistics rel eased
by the Israel Central Bureau of Statistics (CBS) in three major publications,
nanely the annual Statistical Abstract of Israel (SAl), and the Adm nistered
Territories Statistical Quarterly (ATSQ subsequently published as Judea, Samaria
and Gaza Area Statistics (JSGAS). Preparing and reconciling the required
historical tinme series presented a nunber of technical problens, not all of which
wer e anmenabl e t o accept abl e sol uti on. The nmet hods used are i ndi cated i n f oot not es
and outlined in the technical supplenment to this study.® Notwi thstanding their
limtations, the overall consistency, coverage, and continuity of the statistical
series published by CBS render them the only existing adequate basis for
anal ysing historical trends and for projecting future prospects under alternative
scenari os. Subsequent intensive and varied data analysis further reveal ed t hese
series to be robust enough for the purpose of this study.

Regarding territorial coverage, the Strip and the Wst Bank have been
treated separately in the quantitative framework in order to capture the
specificities of the two econom es and to ascertain their particul ar devel opnent
needs and prospects. However, both the Gaza Strip and the Wst Bank are al so
treated jointly both in terns of the inpact of the policy environnent and in
order to ascertain the overall prospects for the two areas together, including
the magnitude of the resources required. Since the denographic, |abour and
econoni ¢ data on the West Bank for 1970-1990, published by Israel, do not cover
east Jerusal emand as no other historical series were available to fill the gaps,
east Jerusalemis not covered in the enpirical analysis of devel opments in the
period 1970-1990 and in the initial conceptualization and application of the
framewor k. However, an attenpt has been nade to integrate east Jerusaleminto
the framework at the stage of obtaining projections for the occupied territory
as a whole, i.e. the West Bank including east Jerusalem Projections for east
Jerusalem are introduced, essentially by defining them in relation to the
specifics of the franework obtained for the Wst Bank.’

Wiile many series are available from 1968, the starting date in nost
calculations is 1972, since data for sone key variabl es, such as investnent and
sectoral output, are not available for earlier years. For the first few years
of the Pal estinianuprising (intifada), i.e. 1988-1990, estimates were cal cul ated
on the basis of available official Israeli as well as Pal estinian statistics and
integrated into the tine series analysis.® As data were not available for 1991
and|1992, these years were instead treated as projection years in the scenario
anal ysi s.

A Denogr aphi ¢ data

For the construction of a conprehensive quantitative framework, the
el aborati on of the structure of the Pal estinian popul ati on and | abour force over
time constituted a fundanmental task. For this purpose, a 'denopgraphic accounting
system was used to track the evolution of the population's age and sex
structures over tine on the basis of age-specific fertility and nortality rates.

1. Population structure by age and sex

Devel opnents in the structure of the population of the Gaza Strip and the
West Bank by age and sex groups are depicted in the annual data published by the
CBS, covering the 1968-1988 period. Popul ation estinates quoted by the CBS (and
used here) are widely believed to underestimate the de jure population, nmainly
because they count de facto (i.e. "physically present") population of the
territory and exclude de jure residents who are "tenporarily Iiving abroad". From
the official Israeli point of view, the latter category includes only those who
have naintained their residence pernmits for the territory regardless of the
period of absence. Their total nunmber could be 8-10 per cent nore than the de
fact o popul ati on.® Though sone st udi es provi de various esti mates of the "m ssing"
popul ation, ¥ these could not be incorporated into the franework in
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a systematic fashion. It is only in the baseline variant scenario that an attenpt
is made to reintroduce to the population base a part of the non-resident
Pal estinian popul ation which is excluded from the de facto population (i.e.
tenmporary and ot her em grants and refugees abroad). Furthernore, the popul ati on
census on which the present series are based was carried out in 1967, with no
ot her census taken since. In the absence of other consistent time series of
reasonable length, CBS data was relied upon. Nevertheless, population
proj ections based on these series al one nust be viewed with prudence.

2. Mrtality and fertility patterns

Very little information is avail able on age-specific nortality rates in the
occupied territory, with only a few estinates published by the Israel
authorities. Consequently, an indirect estimati on nethod suggested by Brass!? was
followed to estimate age-specific nortality rates based on overall life
expectancies and rates of infant and child nortality. To arrive at fertility
schedul es for the popul ations of the Wst Bank and Gaza Strip, the denographic
accounting system required the following data:*® birth rates; age-specific
fertility rates; and total fertility rates.

3. Mgration

The emigration of Palestinians fromthe Wst Bank and Gaza Strip has had a
nmaj or i nfluence on the evolution of the population of the two areas fromthe
outset of the period under study, because of both the |arge-scale popul ation
novenent s caused by the 1967 war and the significant continued m gration since.
Despite annual fluctuations, emgration has absorbed the equi val ent of one third
to one half of the natural increase in population. Since the flows are
intrinsically linked with the highly elastic nature of the | abour market and with
the state of the econony's productive base, they have far-reaching i nplications
for econonmic policy. Furthernore, the existing stock of enmigrants represents a
maj or potential for 'reverse mgration', explored under sone future scenarios.*

B. Labour force data

In nmonitoring hunman resource devel opnent in the occupied territory during
the period under consideration, analysis was focused on three aspects of the
Pal estinian |abour force: size and age structure; sectoral distribution and
sectoral |abour productivities; and dependence on work in the Israeli econony.
Dat a used for this purpose were obtained fromthe | abour force surveys and ot her
statistical estimtes provided by the Israel CBS, covering the period
1968-1989. ¥ The nmi n vari abl es exanmi ned were: (i) male, female and total | abour
force; (ii) Ilabour participation rates by age and sex, (iii) sectora
di stribution of the donestically enployed |abour force; and, (iv) Palestinian
| abour force enployed in Israel

Unenpl oynent series published by the CBS were not used; since historica
participation rates applied to age- and sex-specific popul ati on cohorts resulted
in total enploynment (and hence unenpl oynent) levels which were significantly
different. Furthernore, a nunber of definitional and nethodol ogi cal problens
render Israeli official data on unenpl oynent inadequate.®

C. Econom ¢ data

1. Scope and quality of data

The econonmic tine series conpiled on the basis of published CBS statistics
for the years 1968-1990 suffer froma nunber of definitional linmtations. These
are discussed in some detail in the technical supplenment to this study.' A
promi nent omission is the exclusion of occupi ed east Jerusalemfromdata on the
West Bank, thus necessitating its inclusion at a later stage in the franmework
in an indirect manner. As the specification and estimation techniques inherent
in much of the CBS data could have affected enpirical calculations and
projections in a fundanmental way, a nunber of the probl ens posed by CBS data had
to be resolved. In sone cases, it was possible to reorgani ze or group series and
recalculate totals from disaggregated data. Furthernore, the quantitative
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framework itself was designed to be sufficiently robust and flexible to
conpensate for irregularities or deficiencies in data.

2. Conversion into constant price series

In order to exami ne the underlying economic trends and structures, the tine
series had to be estimated i n constant, as well as current values. Normally, the
process of deflating econom c variables would rely on various indices published
by national authorities or intergovernmental organizations. However, the only
price index ever systematically collected and updated for the Wst Bank and Gaza
Strip has been the consumer price index (CPl), based on 1976 prices in both
cases. Ot her constant price series published by CBS covered inconsistent and
shorter periods.!® This also inplied that no deflator could be derived for the
occupi ed territory as a whole (i.e. the occupied Palestinian territory - OPT),
and that corresponding constant price series had to be derived via conponent
series for the West Bank and Gaza Strip.

Gven the lack of price indices, a GP deflator (DEF) for each area was
devi sed according to the foll owi ng assuned rel ati onshi p:

CPI = DEF,

CPlow = DEF,
where CPl, = CPI of a country, which has strong economic |inks and parallels with
the OPT, and

DEF, = the GDP deflator of that country

opt = either the West Bank or Gaza Strip.

Choice of the country, having strong economic links with the occupied
territory was limited to Jordan and Israel. O the two, Israel proved to be nore
suitable, in view of the correspondence between the structures of the CPls used
in the fornula, as well as the greater doni nance in the Pal estinian consumner
basket, and hence in the CPl,,, of goods inported fromlsrael

Estimation of the deflators required a nunber of steps involving the
snoot hing, adjustnment and alignment of the conponents of the above-nentioned
formula. The process resulted in two series (one for OPT and the other for
Israel) based in 1985, which were then used to deflate all the economic tine
series needed for the quantitative exercise. Havi ng obtai ned the series expressed
in constant 1985 new Israeli shekels, these were then converted into United
States dollars for the purpose of international comparisons. Thus, all 1968-1990
data were converted to 1990 US dollars before the estinmations were nmade. The
average exchange rate in that year was 2.016 new | sraeli shekels per US dollar.?

TABLES

Unl ess otherwi se stated, the historical analysis on which this study is
based uses statistics referred to above and conpiled in the econonmic tine series
(ETS) of the UNCTAD data bank. The values for key denographic and econonic
indicators are presented in table 1/1 bel ow, while their annual growth rates and
the nost inportant ratios are presented in tables 1/2 and 1/3. Oning to the
techni cal and forward-1ooking thrust of this exercise, for anal ysis of aggregate
and sectoral econonic performance and of the factors and devel opments affecting
the Pal estinian econony, reference is nade to the annual reports of the UNCTAD
secretariat on the Pal estinian econony, ?2° and to t he i ndi vi dual in-depth studies,
prepared within the context of the intersectoral project.
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Table 1/1. WEST BANK AND GAZA STRI P: MAI N AGGREGATES, 1972-1990

WEST BANK

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Val ue added in

Agriculture

I ndustry

Construction

Servi ces
Gross domestic product (CGDP)
Privat e invest nent
Covernment i nvest nent
Exports
| mports
Net factor incone
Gross national product (G\P)
Net transfers
G oss di sposabl e i ncome

Private consunption p.c.
GNP p.c.

GAZA STRIP

Popul ati on

Labour force

Total donestic enpl oynent
Enmpl oynment in |srae

Val ue added in

Agriculture

| ndustry

Constructi on

Servi ces
Gross domestic product (CGDP)
Privat e invest nment
Covernrment i nvest nent
Exports
| mports
Net factor incone
Gross national product (G\P)
Net transfers
G oss di sposabl e i ncome

Private consunption p.c.
GNP p.c.

Source: UNCTAD secretariat cal cul ations

1972 1975 1980 1987 1990
(t housands)

628.0 672. 4 721.4 852.9 933

126. 6 133.9 137. 2 182. 2 201
90. 3 91.9 94.2 114. 7 116
34.9 40. 4 40. 6 62.9 65

(mllions of constant 1990 US$)

128.9 180.9 301.7 251.9 372
28. 6 49. 9 53.4 100. 4 65
29.8 94.0 108.5 224. 4 99

163.0 285. 6 321.4 751.7 412

376. 3 646. 6 809. 6 1400. 2 1002
63. 4 104.1 241. 8 349. 1 276
10. 9 28.4 18.0 72.2 19

106. 3 199.7 221.9 268. 4 130

233.5 483. 7 582. 1 884.5 496

133.8 209. 3 223.9 384.9 354

490. 1 855. 9 1033. 4 1785.1 1356
49. 6 15.2 65. 6 76. 4 55

539.7 871.1 1099.0 1861.5 1411

(constant 1990 USS$)
610. 7 1153.8 1150. 8 1702. 4 1008
780. 4 1272.9 1432.5 2161. 4 1452
(t housands)

382.9 419. 8 450. 6 555. 3 613
64.6 72.7 81.3 101. 7 113
46. 1 46.5 46. 4 54.2 59
17.5 25.9 34.5 46.0 40

(mllions of constant 1990 USS$)
59.5 86. 4 63. 4 87.8 72
11.8 27.8 33.3 64. 4 40
19.1 52.3 72.0 103.0 52
92.6 127.5 173.6 179.9 128

183.5 292.9 346. 3 481. 2 300
27.5 63. 3 103.1 142. 3 138
15.7 33.5 14. 4 28.5 17
89. 8 155.7 193.1 189.1 19

189. 7 372.1 404.0 597.7 298
73.0 132.1 181.3 347.6 194

256.5 425.0 527.6 828. 8 494
61.7 52.8 60. 4 61.5 94

318. 2 477. 8 588.0 890. 3 588

(constant 1990 USS$)
546. 6 869.5 862. 8 1177.6 568
669. 9 1012. 4 1170.9 1492.5 806
1991
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Table 1/2. WEST BANK AND GAZA STRI P: GROMH RATES OF MAI N AGCREGATES, 1972-1990

(average annual growth rates)

1972-1975 1976- 1980 1981- 1987 1988-1990

WEST BANK
Popul ati on 2.3 1.4 2.4 3.0
Labour force 3.3 2.8 2.4 3.1
Total domestic enpl oynent 1.9 0.4 4.0 0.6
Val ue added in

Agriculture 11.9 10.8 -2.5 14

I ndustry 20.5 1.3 9.4 -14

Construction 46. 6 2.9 10.9 -24

Servi ces 20.6 2.4 12.9 -18
Gross domestic product 19.8 4.6 8.1 -11
Private consunption p.c. 20. 8 1.3 5.8 -16
Privat e i nvest ment 17.9 18. 4 5.4 -7
Cover nrment i nvest nent 37.5 -8.7 21.9 - 36
Exports 23. 4 2.1 2.8 -21
| mports 27.5 3.8 6.1 -18
Net factor incone 22.5 1.4 8.1 -3
Gross national product (G\P) 20.4 3.8 8.1 -9
G\P p.c. 17.7 2.4 5.6 -12
Net transfers -32.6 34.0 2.1 -11
G oss di sposabl e i ncome 17.3 4.8 7.8 -9
GAZA STRIP
Popul ati on 3.1 1.4 3.0 3.3
Labour force 3.9 3.3 2.8 3.3
Total domestic enpl oynent 4.4 2.2 3.1 -0.4
Val ue added in

Agriculture 13.2 -6.0 3.9 -6

I ndustry 33.2 3.6 9.9 -15

Construction 39.9 6.6 5.3 -20

Servi ces 11.3 6.4 3.8 -17
Gross domestic product 16.9 3.4 4.8 -15
Private consunption p.c. 16. 7 -0.2 4.5 -22
Privat e invest nment 32. 1 10.2 4.7 -1
Cover nrment i nvest nent 28.7 -15.6 10.3 -16
Exports 20.1 4.4 -0.3 -54
| mports 25.2 1.7 5.8 - 20
Net factor incone 21.9 6.5 9.7 -18
Gross national product (G\P) 18. 3 4.4 6.6 -16
G\P p.c. 14.8 2.9 3.5 -19
Net transfers -5.0 2.7 0.2 15
G oss di sposabl e i ncome 14.5 4.2 6.1 -13

Source: UNCTAD secretariat cal cul ations, 1991
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Table 1/3. WEST BANK AND GAZA STRI P: SELECTED | NDI CATORS, 1972-1990

(ratios in per cent)

WEST BANK
Unenpl oynent /| abour force
Enpl oynent shares (donesti c)
Agricul ture
I ndustry
Construction
Servi ces
Enpl oynment in |srael/
enpl oyed | abour force
Labour productivity
( GDP/ enpl oynent )
Savings /| GDP
Savings / G\P
I nvestment / GDP
I nvestment / GNP
Housing / private investnent
Housing / total investnent
I mports / private consunption
I nports / GDP
Trade bal ance / CDP

Current account bal ance
Mer chandi se trade bal ance

GAZA STRI P
Unenpl oynent /| abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enpl oynment in |srael/
enpl oyed | abour force
Labour productivity
( GDP/ enpl oynent )
Savings /| GDP
Savings / G\P
I nvestment / GDP
I nvestment / GNP
Housing / private investnent
Housing / total investnent
Inports / Private consunption
| nports / GDP
Trade bal ance / CDP

Current account bal ance
Mer chandi se trade bal ance

Source: UNCTAD secretariat cal cul ations,

1972 1975 1980 1987 1990
2.4 1.2 1.7 2.5 10*
38 35 33 26 27
15 16 15 17 18
7 8 11 12 11
40 41 41 45 44
28 31 30 35 36
4 7 8 12 8
-14 -23 -12 -14 -7
12 7 12 11 21
20 20 32 30 29
15 15 25 24 22
69 81 82 79
47 88 59 70 .
61 67 70 61 53
62 76 72 63 50
-34 -44 -44 -44 -37
(mllions of current US$)
23 -39 -55 - 100 166
-48 -118 -211 - 405 - 242
1.5 0.4 0.5 1.6 12*
25 27 19 16 19
13 12 19 18 15
4 5 8 8 12
58 56 55 58 54
27 36 43 46 40
4 6 7 9 5
-31 -41 -27 -49 -41
6 3 17 13 14
23 33 34 35 52
17 23 22 21 31
51 68 88 77 .
32 50 78 64 .
91 102 104 91 85
103 127 117 124 99
-54 -74 -61 -85 -93
(mllions of current US$)
13 -25 30 20 74
-32 -96 -114 -252 -214

1991

* Ratios estimated under the quantitative framework
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CHAPTER 1 |
STRUCTURE AND FUNCTI ONI NG OF THE QUANTI TATI VE FRAVEWORK
| nt roducti on

The main objective of the quantitative franework is to project and anal yse
t he behavi our of mmj or denographi ¢ and economi ¢ vari abl es whi ch have i nplications
for the sustained growh and devel opnment of the Palestinian economy. The
vari abl es investigated include: population, |abour force and enpl oynent (both
at the aggregate and the sectoral |evels); donmestic production and the nain
conponent s of aggregate demand, nanely, incone, consunption, saving, investnent,
and transfers from abroad, as well as the export and inport of goods and
servi ces.

The framework i s based on a tinme series analysis of enpirical data for 1972-
1990, with the resultant set of equations providing the necessary paraneters for
proj ections. Most of the rel ati onshi ps expressed are sinpl e trend-based functions
fitted to tine series. The primary use of the framework is to generate credible
val ues of key variabl es under different paranmetric assunptions. |In other words,
the franmework does not attenpt to construct conplex nodels for explaining the
hi storical behaviour of individual sectors or economic variables, for severa
reasons. Firstly, the main purpose of this exercise is to assess possible future
macr oeconom ¢ performance in light of prevailing circunstances and based on
assunptions refl ecting possible changes in political climate, rather thanto test
behavi oral hypot heses. Secondly, the scope of the exercise is constrained by the
availability of the time series, which are highly aggregated and do not allow
a nore detail ed specification of equations. Thirdly, the poor quality of the data
l[imts the applicability and useful ness of conpl ex econonetric anal ysis. Hence,
attenpting overly-sophisticated fornulations did not seemfruitful.

In preparing projections based on tinme series, the last few years of the
peri od covered are inportant determ nants of future trends. In the case of the
occupi ed territory, normal economic activities since 1987 have been seriously
di srupted by strikes, curfews and an intensification of restrictive measures.
Thus, it was inperative to incorporate the inpact of this period in an explicit
manner. In order to avoid mis-specification and to capture the effect of the
turbulence during this period, a dummy variable (labelled INT) reflecting
intensification of the harsh policy environment was introduced al ongsi de ot her
variables, withits value set to O for the years up to 1987, and to 1 thereafter
The coefficient of the variable gives the average inpact of the three years of
1988-1990 on the trends indicated for other variables.

The quantitative framework is structured in three conponent bl ocks which are
linked in arecursive way. The first bl ock consists of the denographi c accounting
system which generates projected popul ation breakdown by age and sex, both
emigrated and resident in the territory. This set of information |leads to the
second bl ock, which is concerned with the projected evolution of the total and
sectoral |abour force, its enployment and productivity. In the third block, the
mai n  nmacroeconomi ¢ relationships are analysed and projected, and |abour-
enpl oynment, export-inport and savi ngs-i nvest ment gaps are cal cul ated. The mmaj or
functions established under the quantitative framework are presented in table
2/1. The foll owi ng paragraphs provide a brief description of the structure and
the functioning of the three conponents, and of the main assunptions affecting
the functioning of the framework.?  These assunptions are conprehensively
presented at the begi nning of chapter Il and variations therein are subsequently
introduced in the baseline variant as well as in the alternative scenarios
presented in chapters IV and V. It shoul d be noted that the year 1990 serves both
as the final observation year for purposes of generating paranmetric functions,
and as the first year for which values are projected by the framework (in a
manner that ensures correspondence between the actual and the projected val ues
for 1990).

In view of the absence of historical data for east Jerusalem a special set
of mathemati cal functions was established which cal cul ates projections for east
Jerusal emon the basis of results obtained for the West Bank. The nmanner i n which
this has been handled is explained in section E of this chapter.
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A. The denographi ¢ conponent

The denographi ¢ conponent, which consists of a denographic accounting
system projects the evolution of the population by age and sex (POP) under
exogenously set assunptions on fertility and nortality patterns and emgration
rates. These projected behavioral paraneters are estinmated on the basis of the
avail able data for the 1970-1990 period, with certain possible adjustnents
according to the scenario envisaged. The total fertility rate is expected to
decline to around six children per woman before the year 2000, and 4-4.5 around
the year 2010.22 Wiile total fertility levels and life expectancy are
extrapol ated using countries of the region as bases of conparison, paraneters
referring to the age-specific distribution of fertility and nortality rates are
kept constant in the baseline scenario projections.

Simlarly, emigration rates, which also affect population | evels, are kept
constant at rates according to the scenario envisaged. In the baseline scenario,
the average rates prevailing in the 1980s (i.e. 1 per cent and 0.8 per cent of
total population in the West Bank and Gaza Strip, respectively) are assumed. In
each case, the corresponding rate is applied to all age cohorts since reliable
age-specific estimates for em gration are not avail able. Contrary to what m ght
be expected, this nmethod should not introduce a great degree of bias, as
em gration of Pal estinians fromthe 1970s onwards primarily a fanily phenonenon,
rather then mainly an emigration of working age persons.

G ven t hese paraneters, the accounting systemgenerates projections for nmal e
and fermal e population at single ages in the followi ng way. For the age group O
to 1, in each projection year the new popul ation is derived as the product of
fermal e population of childbearing ages and its corresponding age-specific
fertility rate, mnus infant nortality, mnus emgration. For all other age
cohorts, the new popul ation is derived as previous year's popul ati on, one year
younger in age, reduced by the nunber of persons expected to have died or
emgrated in that age cohort.?®

B. The | abour force conponent

In the labour force block, the quantitative framework focuses on three
aspects of the labour force, nanely size, sectoral productivity and sectora
enpl oynent in the domestic econony and in Israel. The size of the |abour force
(LF) is calculated by applying fixed age and sex-specific |abour force
participation rates to their respective popul ati on cohorts, and t hen addi ng t hem
up. As for the sectoral distribution of the enployed |abour force, |abour
enpl oyed i n t he donesti c econony was divided i nto four mai n sectors (agriculture,
i ndustry, construction, services), with the |abour force enployed in |srael
treated effectively as a fifth sector. Sectoral |abour shares (LSi) are
cal cul ated and regressed against time. The resulting tine trends are then used
to extrapolate the future sectoral |abour force distribution. As for the
wor kf orce enployed in Israel, it is treated for projection purposes as a vari abl e
whose | evel changes according to the scenari o being considered. In all scenari os,
it is assuned that the nunber of Pal estini ans enployed in I srael remai ns constant
at 1991 | evels over the projection period.

Having calculated [|abour shares, total and relative sectoral |abour
productivity (LFP) levels are derived, with the latter defined as the ratio of
the sectoral |abour productivity over total |abour productivity. These |levels
are projected either according to regression results or (when the latter are
i nconcl usi ve) to exogenously determ ned assunptions. This all ows the cal cul ation
of future sectoral shares, and hence of total donmestic output |evels.

The time trends and logistic curves used in this block to extrapolate the
trends in sectoral |abour are presented in table 2/2, while table 2/3 gives the
sel ected equations for relative |abour productivities. Variables whose future
grow h pat hs are deterni ned by exogenously set assunptions (such as total | abour
productivity) do not appear in the tables, but are discussed
in chapter 111.24

C. The econoni c conponent
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The economi ¢ conponent of the framework focuses on: the productive capacity
of the occupied territory; the nmain nmacroecononi c conponents of denmand in gross
donestic product (CDP); gross national disposable incone (G\NDI); and the current
account bal ance (CAB). The estinated rel ationships are based on 1972-1990 data
in constant prices converted into 1990 US dollars. The nmain behavioral
rel ati onships are detail ed bel ow

On the demand side, private consunption (CP) is regressed on gross national
di sposabl e i ncone (G\DI ), which includes GDP and two conponents on which private
expenditure depends to a considerable extent, nanely net factor income (NFI-
mai nly from Pal estinians working in Israel) and net transfer paynents (NTR). As
a constraint which is active in the baseline scenario, it is assunmed that the
real per capita consunption in the occupied territory in the projection period
woul d not fall below |levels projected for 1991, which are believed to be sone
50 per cent lower than in 1987. Taxes, usually considered as a conponent of NTR
and GNDI, are not calculated separately nor could they be satisfactorily
integrated into the framework, owing to the inconplete coverage of available
series and the absence of any explanatory variables for those series that do
exi st.

Private investnment (IP), which is only classified in official data by
"bui | di ng and construction" and "nmachi nery and equi pnent", is al so expl ai ned as
a function of GNDI.? For projection purposes (where private investnent is a
singl e aggregate) and assumi ng a capital output ratio of 3, housing investnent
may be derived as a residual after directly productive investnent has been
deducted fromtotal investrment. This can give a rough estimate of the resources
that woul d be available for construction purposes.

CGovernment consunption (CG and investnment (1G are assuned to grow at the
same rate as CDP, reflecting both the need for government expenditures as well
as the potentially taxable inconme. Wiile this assunption is maintained in the
basel i ne scenario, other options are considered in alternative scenarios,
reflecting different priorities and goal s.

Regarding foreign trade, since inports (M depend on the availability of
forei gn exchange and are destined mainly for consunption, they are al so regressed
agai nst GN\DI.?®* Exports (X) are exogenously deternmined in the franework owi ng
to t he poor explanatory power of the tine variabl es. Under the baseline scenari o,
the selected rates of growth of (X) reflect the average perfornance of the past
20 years as captured by the two |l og-tinme equations.

Havi ng determ ned GDP at market price, it remains to specify foreign flows
so as to determ ne gross national product (GNP) and GNDI. Thus, NFl is explai ned
by the number of persons working in Israel and the growth of GDP per capita in
Israel, the latter acting as the nost suitable available proxy for the income
these workers earn. As for NIR (mainly constituted by private transfers of
emgrants), in the framework they are a function of the nunber of em grants.

Finally, CAB is obtained by adding NFI and NTR to the bal ance of goods and
non-factor services (TB). No specific assunpti ons are nade on t he capital account
as concerns different sources of financing. Since available data on the
Pal estinian balance of paynents only refers to net capital novenents
(liabilities, foreign assets and foreign exchange holdings of Palestinian
resi dents), no neani ngful capital account could be integrated into the framework.

As for the supply side of the econony, it is mainly deternined by the
availability of [abour in the previously nentioned four economnic sectors and by
their respective levels of labour productivity. In this manner, it is possible
to cal cul ate potential domestic output, i.e. that output which would result from
a full enploynment of the | abour force. However, actual demand for CGDP is assuned
to deternmine actual production. And to the extent that this output can be
produced at the correspondi ng prevailing productivity | evels by fewer peopl e t han
the total available I[abour force, there could be a gap between actual CDP as
determi ned by demand, and potential CDP as determined by the supply of |abour
of the territory. According to this franmework, this gap is bal anced out by the
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unenpl oynent rate (UNEMPL), which neasures the shortfall inthe full utilization
of the I abour force.

The framework al so permits the exani nation of other gaps that coul d hanper
the full wutilization of the productive capacity of the Pal estinian econony in
the occupied territory. Specifically, it considers the trade (or foreign
exchange) gap resulting fromthe difference between future inports and exports,
as well as the gap between required investnents and avail able national and
donesti c savings. The nain equations retained for the econoni ¢ conponent of the
framework are presented in Table 2/4.%

D. The case of east Jerusalem

As pointed out earlier, a chief constraint posed by avail able enpirical data
on the occupied territory is the |l ack of informati on on economic activity in east
Jerusalem which is not treated by the CBS as part of the occupied territory,
but as part of Israel. Published official data only cover popul ation and sone
aspects of |abour force and enpl oynent. Consequently, east Jerusal em coul d not
be i ncorporated in the quantitative framework in the same way as the rest of the
West Bank or Gaza Strip, since the set of equations and paraneters necessary for
the projections could not be obtained.

However, given the inter-linkages between east Jerusal emand ot her parts of
the occupied territory (especially the rest of the Wst Bank), and in view of
its particular econonic inportance, a solution was necessary, if only for
illustrative purposes. East Jerusalemcould be incorporated in the projections
i f actual rel ationshi ps between its denographi ¢ and economic characteristicswith
those of the rest of the occupied territory could be nore clearly determ ned.
Gven the integration of many of its economc activities with those of the West
Bank, the values of economi c, denographic and | abour force variables for east
Jerusal em can be expressed in terms of their significance vis-a-vis the
correspondi ng known val ues of these variables for the Wst Bank. Furthernore,
data on popul ation, the labour force, and sectoral enploynent, for avail able
recent years, can together trace the broad |ines of economc activity in east
Jerusalem | n other words, aggregate econonic projections for east Jerusal emcan
be obtai ned once they are expressed as a ratio of the correspondi ng projections
for the rest of the Wst Bank.?

The franework established for east Jerusalem consists essentially of
mat hemati cal functions and accounting identities. Al though organized in the sanme
manner as the franework established for the rest of the occupied territory, the
conponents of the framework for east Jerusalemare not |inked to each other in
a recursive way. Rather, they are calcul ated on the basis of projections for a
nunber of key variables in the rest of the Wst Bank. Since these conponents vary
depending on the scenario envisaged, projections for east Jerusalem under
different scenarios wll accordingly vary in proportion to the different
projections for the rest of the West Bank

VWil e this nmethod mi ght obscure some of the inportant specificities of east
Jerusal em s econony, the resulting projections provide the only quantitative
illustration of the future trends in population, |abour force, and econonic
activity that can be envisaged for east Jerusalem at present. Additional
enpi rical data on variabl es such as donmestic output, external sources of incone,
i mports and exports, consunption and investment patterns, would certainly help
to define nore accurately this initial characterization of east Jerusalems
aggregat e econony. The rel ationships used to incorporate east Jerusalemin the
rest of the quantitative framework are briefly listed below, and are also
presented in table 2/5.

1. Popul ati on
(a) East Jerusalem s total populationis expressed as a constant proportion

of the rest of the Wst Bank's total popul ation, namely 16%

2. The | abour force conponent
(a) Projected | abour force and total enployed |abour are equal to 14 per

cent and 13 per cent of the rest of the Wst Bank's |abour force and of
total enploynent, respectively.
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(b) Unenploynent is equal to the difference between projected | abour force
and total enployment.

(c) Enmploynent in Israel is calculated as a constant proportion of total
enpl oyment in east Jerusalem (i.e. 11 per cent).

(d) Dorestic enploynent is equal to the difference between total enpl oynment
and projected enploynent in Israel.

(e) The shares of donestic sectoral enploynment are equivalent to the
average shares of donmestic sectoral enploynent out of total donestic
enpl oyment in 1986-1988.

(f) Sectoral |abour productivity levels are equal to levels prevailing in
the West Bank in the projection period.

3. The econoni ¢ _conponent
(a) Projected sectoral output is equal to the donestically enployed

sectoral labour force nultiplied by the projected sectoral |[|abour
productivity for the West Bank.

(b) GDP at factor cost (CDPF) is the sum of the projected values of
sectoral conponents.

(c) Net indirect taxes on production (NI TP) can be cal cul ated as a const ant
share of projected GDPF (i.e. 5.6 per cent).

(d) GDP at market price (GDPM is the addition of NI TP and GDPF.

(e) The conponents of denand are calculated in two steps. First, the GDPM
in east Jerusalemis expressed as a proportion of the projected val ue of
GDPM in the Wst Bank. Then, assunming that this proportional relationship
al so holds for the respective conponents of denand, the conponents of GDPM
for east Jerusal emare cal cul ated accordingly. This nmeans that, for exanple,
if projected GDPMin east Jerusal emequal s x per cent of the GDPM projected
for the West Bank, then consunption will also be x per cent of projected
consunption in the Wst Bank.

(f) Net factor income (NFI) is equal to the projected nunber of people from
east Jerusalem working in Israel tinmes the per capita NFI for other West
Bank workers in Israel.

(g) G oss national product (GNP) is obtained by addi ng net factor paynents
to GDP at market price.

(h) Net transfer paynments (NTR) is equal to the projected popul ation of
east Jerusalemtines the projected NTR per capita in the Wst Bank.

(i) Goss national disposable income (GNDI) is obtained by adding net
transfer paynents to G\P.

(j) Trade balance (TB) is equal to the difference between the export and
i mport of goods and non-factor services which are adjusted to neet the
bal ance of paynments definition.

(k) The current account bal ance (CAB) equal s the trade bal ance pl us foreign
transfers and factor income from abroad.
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Tabl e 2/1. FUNCTI ONS, | DENTI TI ES AND VARI ABLES OF THE QUANTI TATI VE FRAMEWORK

1. POP(age,sex) = f {POP(age,sex)t-1, Fertility,
Mortality, Em gration}

2. LF = POP(age, sex) * LFPR(age, sex)
LF(i) = f {LFt}
ELF(i) = LF(i) * (CDP/ GDPP)
ELF = sun{ELF(i)}
UNEMPL = (LF-LISR) * (GDPP/GDP - 1)
LFP = exogenous
LFP(i ) = f {LFP,t}

3. GDPP(i) = f {LF(i),LFP(i)}
CGDPP = sum{ GDPP(i )}
cDP = CP+CG+IP+I1G+ X- M
GDP(i ) = GDPP(i) * GDP/ GDPP
G\P = QP + NI
GN\DI = GDP + NFI + NTR
CcP = f {G\NDI, l|agged CP}
CG = f {CDP
I P = f {GN\DI}
|G = f {CDP}
M = f {GN\DI}
X = f {t or exogenous} _
NFI = f {workers in Israel, CDP per capita of Israel}
NTR = f {t, emigration}
B = (X- M
CAB = (X - M"™ + NFP+ NIR
POP = Popul ati on by age and sex
LFPR = Labour force participation rates by age and sex
LF = Labour force
UNEMPL = Unenpl oynent rate
ELF = Enpl oyed | abour force
LI SR = Labour force enployed in Israe
LFP = Total |abour force productivity
LFP(i) = Sectoral |abour force productivity
GDPP = Potential output resulting fromfull enploynent at current

productivity |levels

GDPP(i ) = Potential sectoral output
GDP(1i) = Actual sectoral output
GDP = Gross donestic product at market price
NFI = Net factor income from abroad
NTR = Net current transfer paynents
G\P = Gross national product
GN\DI = Gross national disposable incone
cP = Private consunption
CG = Gover nnent consunpti on
I P = Private investnent
1 G = Gover nnent i nvest nent
M = Inports ( * for balance of paynents definition)
X = Exports ( * for balance of paynents definition)
B = Trade bal ance
CAB = Current account bal ance

(i) : agriculture, industry, construction, or services
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w0 Y0sQ OHOL oPZdppQ T QEPwX¢IIv vlInXAy QcIIyXQ
(derived from 1972-1990 data; t-values in brackets; coefficients significant at 5%

EXPLANATORY VARI ABLES REGRESSI ON DI AGNOSTI CS
Equat i on Dependent DUHR% Ti me Logti ne R2 Prob>F First Order
No. Vari abl e I ntercept ( ) (t) (l'ogt) Aut ocorrel ation
GAZA STRI P
1.2.1 a LSACGR -0.290 0. 256 -0.037 . 88 0. 0001 -0.022
(LSA10) (5.21) (-10.53)
1.2.2 LSI ND 7.546 -2.765 3.416 .57 0. 0012 0. 341
(-2.44) (4.58)
1.2.3 LSCON -0.639 1. 800 279 . 86 0. 0001 -0.010
(2.57) (7 13)
-- LSSvC cal cul ated as a residual share
VEST BANK
11.2.1 a LSACGR -0.270 0. 0347 -0.0104 .81 0. 0001 -0.485
(LSA10) (1.71) (-7.13)
11.2.2 LSI ND 14. 815 706 0.077 .58 0. 0010 -0.389
(1 51) (2.47)
11.2.3 LSCON 3.285 -1.82 3.175 . 88 0. 0001 0. 325
(-4.05) (10. 74)
11.2.4 LSSvVC 39. 258 0. 2452 . 60 0. 0001 -0.137
(5.037)
(a) Alogistic function, where LSA1I0 = LOG (1 - 10 / LSAGR), beginning in 1973 in the case of Gaza Strip, and 1972 in the West Bank

NOTES

go/valuesf are uFed fo test if the paraneter estimated differs significantly fromO0, which is usually the case when the t-value is around 1.9 at the
b significance | eve ) ) ) ) )

: the coefficient of determ nation, which indicates the proportion of variance in the dependent variable that is explained by the know edge of the
expl anatory vari abl e.

Pr > F. gives the test statistic and the probabllltg val ue for the null hypothe5|s that the regression does not explain the data. Low values of the
statistic mean that the regression does explain the data and is significant overal

Logistic function : is a functional formthat places a ceiling/floor beyond which the future |level of the dependent variable may not rise/fall, thus
placing a limt on its rate of growth over tinme. The first case describes LSA10.
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o T0s'Q OHIC oPpZdppQ T QEPoXIIv vInXAY xpXpAPwTdTwH

(derived from 1972-1990 data; t-values in brackets; coefficients significant at 5%

EXPLANATORY VARI ABLES

REGRESSI ON DI AGNOSTI CS

Equati on Dependent Durr% Ti ne Logti ne R2 Pr ob>F First Order
No. Vari abl e I ntercept (I NT) (t) (l'ogt) Aut ocorrel ation
GAZA STRI P
1.3.1 LFPAGR 1. 546 0.312 -0.139 .33 0. 0412 0. 342
(2.74) (-1.86)
-- LFPI ND cal cul ated as the average of 1985-1989 LFPIND

1.3.2 a LFPCON -0.170 -0.166 -0.0126 .71 0. 0001 -0.052
(LFCD9) (-2.51) (-2.65)

1.3.3 b LFPSVC -0.367 1.410 -0.126 .38 0. 0461 0. 140
(LFS11) (2.50) (-2.63)

WEST BANK

11.3.1 ¢ LFPAGR -0.013 2. 265 -0.164 .32 0. 0690 -0.009
(LFA08) (2. 40) (-2.23)

11.3.2 LFPI ND 0. 680 -0.068 .58 0. 0001 0. 424

(-4.89)

11.3.3d LFPCON -1.191 -0.137 .46 0. 0155 -0.436

(LFC15) (-2.91)
-- LFPSVC cal cul ated as the average of 1985-1989 LFPSVC

Logistic functions

a LFC09 = LOG (1 - 0.9 / LFPCON), beginning 1973

b LFS11 = LOG 51. 1/ LFPSVC) -1), beginning 1975

c LFAO08 = LOG - 0.8 / LFPAGR), beginning 1974

d LFC15 = LOG (1 - 1.5/ LFP begi nni ng 1974

NOTE: For explanations of t-values, R2, and Pr > F, and logistic functions, see notes on Table 2/2.
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o Y0s'Q 0HW 0APPOTXPQ Xo wcZ ZPXPXDPTP PXPyXPpXdpw

(derived from 1972-1990 data; t-values in brackets; coefficients significant at 5%

EXPLANATORY VARI ABLES REGRESSI ON DI AGNOSTI CS
Equat i on Dependent Durr% Vari abl e Vari abl e R2 Prob>F First Order
No. Vari abl e I ntercept ( ) (1) (2) Aut ocorrel ation
GAZA STRI P
1.4.1 CcP 39. 892 -104. 390 0.416 GNDI 0.333 CP_ . 84 0. 0001 0. 345
(-3.77) (3.33) (1.98)
1.4.2 I P -29. 456 0.216 GN\DI .82 0. 0001 0. 349
(8.76)
1.4.3 LogX 4.893 -1.797 0.026 T . 67 0. 0001 0. 155
(-5.04) (1.47)
1.4.4 M 19. 415 -160. 589 0.6787 GNDI .91 0. 0001 0.178
(-7.11) (11.96)
1.4.5 NTR 36.614 76. 996 7.032 MOV .74 0. 0001 -0.213
(6. 45) (2.580)
1.4.6 NFI -10.575 -65. 149 0.0009 LYISR . 87 0. 0001 0. 153
(-3.33) (10. 34)
WEST BANK
.41 CcP 9.402 - 144,505 0. 770 GNDI .97 0. 0001 -0.484
(-4.91) (22.77)
11.4.2 I P -48. 207 ? 217) GNDI .85 0. 0001 -0.108
I1.4.3 LOGX 4.798 -0.775 0.053 T .71 0. 0001 0. 086
(-5.64) (5.76) (10.74)
I1.4.4 M 58. 384 -176. 649 0. 4723 GN\DI . 88 0. 0001 0.108
(-4.25) (10. 86)
I1.4.5 NTR 30.018 49.510 2.376 MoV .47 0. 0088 -0. 245
(3.54) (2.56)
I1.4.6 NFI 33.521 ? 000;1 LYl SR ?.1322) NFI . 86 0. 0001 0. 085

NOTE: For explanations of t-values, R2, and Pr > F, see notes on Table 2/2.
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Table 2/5. FUNCTI ONS AND | DENTI TI ES FOR EAST JERUSALEM

1.  POP(t) = 16% POP(t)
2. LF(t) = 14%LF(t) g
TELF(t) = 13% TELF(t)
UNEMPL( t) = LF(t) - TELF(t)
LI SR(t) =  11% TELF(t)
ELF(t) = TELF(t) - LISR
ELF(i) = ELF(i)(1986-1988)/ELF(1986-1988) * ELF(t)
LFP(i) = GDP(i)w ELF(i) s
3. GDPF(i) = LFP(i) * ELF(i)
GDPF(t) =  sun{GDPF(i)}
NI TP(t) = 0.056 * GDPF(t)
GDP(t) = GDPF(t) + NITP(t)
SHARE( t ) = GDP(t)/GDP(t)ye
CcP = PRATIQ(t) * CP(t)
cG = RATIQt) * CHt)u
| P = RATIOQt) * IP(t)yg
| G = RATIOt) * 1Gt)we
X = RATIQ(t) * X(t).ue
M = RATIQt) * Mt)y
NFI (t) = (NFl/ LISRy) (t) * LISR
G\P(t) =  @P(t) + NFI(t)
NTR(t) = (NTRg/ POPy) (t) * POP(t)
GN\DI = @P + NFI + NTR
B = (X- M
CAB = (X- M" + NFl+ NTR
""" PP = population by age and sex
LF = Labour force
UNEMPL = Unenpl oynent
TELF = Enpl oyed | abour force
LI SR = Labour force enployed in Israe
ELF = Domestically enpl oyed | abour force
ELF(i) = Domestically enpl oyed sectoral |abour force
LFP(i ) = Sectoral |abour force productivity
GDPF(1) = Sectoral out put
GDPF = Gross donestic product at factor cost
NI TP = Net indirect tax on production
GDP = Gross donestic product at market price
NFI = Net factor income from abroad
NTR = Net current transfer paynents
G\P = Gross national product
GN\DI = Gross national disposable incone
cP = Private consunption
CG = Gover nnment consunpti on
I P = Private investnent
1 G = Gover nnent i nvest nent
M = Inports ( * for balance of paynents definition)
X = Exports ( * for balance of paynents definition)
B = Trade bal ance
CAB = Current account bal ance

agriculture, industry, construction, or services

—
~
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CHAPTER | I |
SCENARI O ANALYSI' S, 1990-2010: BASELI NE AND BASELI NE VARI ANT

Using the quantitative framework described in chapter |1, several scenarios
are projected, each governed by a different set of assunptions affecting the
behavi our of variables and the functioning of their paranmeters in the franmework.
The baseline scenario and its variant represent purely a hypothetical situation
Accordingly, projections for the econony under this scenario and its variant rest
on the general assunption of a continuation into the future of the major trends
and policy constraints that characterized the first 23 years under |srael
occupation (i.e. 1967-1990).

As such, the resultant projections do not represent a likely, nor desirable,
outcome for the period ahead. Rather, the unconstrained trend analysis
ext rapol ates t he past perfornmance of the Pal estinian econonmy (with the structure
and policy environnent still prevailing in 1990) over a 20-year tine horizon,
show ng what woul d happen should the future situation continue to be governed
by prevailing circunstances. They are thus presented in this study purely for
illustrative purposes, and as a techni cal yardstick and basis for conparison for
the alternative scenarios. The projection period is divided into five-year
intervals, with the analysis of future devel opments and energi ng probl em areas
presented accordingly.

BASELI NE SCENARI O

A Mai n_assunptions and qualifications

The followi ng points sunmarize the major assunptions affecting data and
calculations in the context of the quantitative framework for 1990-2010. Al
assunptions and subsequent cal cul ations of the baseline scenario are based on
the franework established for the period 1972-1990 for the Wst Bank and Gaza
Strip.

1. The denographi ¢ conponent
(a) Data on the popul ation of the occupied territory are assuned to refl ect

the features of the de facto popul ati on of the West Bank and Gaza Strip; the
exclusion fromthose data of tenporary "non-residents" does not affect the
results.

(b) Paraneters influencing nortality rates are held constant at their
averages prevailing in 1980-1985.

(c) Life expectancy levels in the occupied territory are assuned to evol ve
inline with those of neighbouring Arab countries. Male |ife expectancy is
assunmed to rise from63 years in 1985 to 64.2 in 1990, to 70 years in the
year 2010. Fenale |life expectancy for the sane years would rise from66 to
68 and to 74 years, respectively.

(d) The levels of infant and child nortality in the occupied territory are
currently estimated in the range of 70-160 deaths/1,000 live births. This
range gives an estinmated average of 88.5/1,000 births in 1985, which is
assunmed to fall to around 80/1,000 in 1990 and to 46/ 1, 000 by t he year 2010.
(e) Paraneters deternmining the fertility schedule are not expected to
change in the projection period.

(f) Total fertility rates are assunmed to decline in line with projections
made for nei ghbouring countries in the region.? Thus, it is expected that
the fertility rate will reach 6 births/wonan before the year 2000, and 4-4.5
around the year 2010, conpared to 4.33 and 3. 33, respectively, expected by
then for Western Asia.

(g) The emigration rate is assumed to remain constant at 1.1 for the West
Bank and 0.78 for the Gaza Strip, this being the average percentage share
of em grated popul ation out of end-year population in 1980-1987.

2. The | abour force conponent
(a) Participation rates for fenmale, nale and total popul ati on age cohorts

in the projection period are held constant at the averages prevailing in
1985-1989.
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(b) The projected change in sectoral enploynent shares is a direct
continuation of trends established over the whole historical observation
peri od.

(c) The absolute nunber of Palestinian workers enployed in Israel is
assunmed to be constant throughout the projection period, beginning in

1991 at 45,000 and 30,000 workers for the Wst Bank and Gaza Strip
respectively (i.e. the levels actually reached in md-1991 and whic

have renai ned the effective ceiling since). Only for east Jerusal emi

there assuned to be a gradual rise in the levels of enploynent i
Israel, consistent with historical trends.

(d) In the base year for projections, nanely 1990, the unenpl oynent rate
is assuned to be equal to the percentage difference between projected GDP
at market price and potential GDP (i.e. that GDP which woul d be produced by
the full enploynment of the |abour force). The resultant rates were 10 per
cent and 12 per cent for the Wst Bank and Gaza Strip, respectively, a
realistic estimate of the actual unenploynent rates in that year

(e) Total |abour productivity in both the West Bank and Gaza Strip is set
to grow at exogenously determ ned rates, nanely at 1 per cent and 0.50 per
cent per annum respectively, with the differential between the two areas
simlar to that indicated by enpirical data.

S wn oD

3. The econoni ¢ _conponent
(a) Private per capita consunption in both areas is assuned not to fall

bel ow | evel s forecast (in the framework) for 1991
(b) Regarding private investnent:
(i) Expenditure on the purchase of residential dwellings is counted
historically (and for the projection period) as an investnent flow, not
as a conponent of consunption expenditure.
(ii) G ven the | ack of estimates on capital depreciation, it is assuned
that data for gross fixed capital formation refer to gross capita
formation.
(iii) The incremental capital output ratio (ICOR) in the occupied
territory is assuned to be equal to 3.%
(c) Government consunption and i nvest nent expenditures are expected to grow
at a rate equal to the growth in domestic output, on the assunption that
their share of the latter will remain the sanme over the period as in 1990.
(d) The historical relationship between LYISR and NFI will hold in the
projection period assuming that real wage rates of Pal estinians working in
Israel will growat a rate equivalent to the average rate of growh in rea
GDP per capita in Israel between 1980 and 1988, i.e. 1.5 per cent.
(e) Exports are assuned to grow at the sane average growth rate as for the
1972- 1990 period, i.e. 5 per cent and 3 per cent per annumin the Wst Bank
and Gaza Strip, respectively.
(f) The INT dunmy variable (active in the framework since 1988) remains
operational throughout the projection period, reflecting a continuation of
intensified restrictions and econonic turbul ence for the whole period.

B. Baseline scenario: main results (excluding east Jerusale

The main baseline projection results are summarized below and are also
presented in tabular form Table 3/1 presents data in constant 1990 US doll ars
for benchmark years in the projection period (i.e. 1990, 1995, 2000, 2005 and
2010), while table 3/2 gives selected ratios. Table 3/3 shows conpound annua
grom h rates of selected indicators for five-year intervals (1990-1995, 1996-
2000, 2001- 2005 and 2006-2010). Tabl e 3/ 4 conbi nes projections for the Gaza Strip
and the West Bank excluding east Jerusalem while table 3/5 provides the sane
i nformation for the occupied territory including east Jerusal em

Al'l projections for the period 1991-1995 commence at an especially | owl eve
owi ng to the disruptive and general |y depressive i npact of devel opnents in 1988-
1990. In particular, events in 1990 (and 1991) led to severe declines in
production and a fall in transfers and remittances from abroad, as well as a
sharp decline in enployment in Israel and hence in net factor inconme. After the
initial period of 1991-1995, nost variables would regain the trends established
over the entire 1970-1990 period. Neverthel ess, the assunption of the continued
operation of the INT variable throughout the projection period introduces a
strong depressive influence affecting cal culations of all variables.
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As such, the baseline scenario reflects what are probably the worst possible
econom ¢ prospects (as in conditions of prolonged occupation). Indeed while it
may be unlikely that baseline conditions will prevail, several considerations
seem pertinent to presenting the baseline scenario for the 1990-2010 peri od.
First is the historical record, whereby the baseline conditions reflect the
situation that has been reached after 23 years of occupation. Secondly, the
basel i ne scenario exhibits just how undesirable are the inplications for the
Pal esti ni an econony of a future dom nated by the sane circunstances as during
t he past period of occupation. Mire inportantly, the baseline scenario is usefu

especially in illustrating the nmain problens to be tackled in el aborating the
subsequent alternative scenarios which are geared to aneliorating the future
performance of the econony. These issues are depicted in greater detail in

subsequent chapters with an analysis of inplications for the future of the
Pal esti ni an econony.

To sumup, according to the baseline scenario:

(a) Popul ation, which was over 1.4 nmillionin 1987, would increase from1.5
mllion in 1990 to over 2.4 nmillion in the year 2010, despite assuned
continued migration.

(b) Labour force would grow at above 3 per cent per annum(i.e. an average
i ncrease of 30,000 workers per annun) to reach 600,000 persons at the end
of the projection period. This conpares with a labour force of around
284,000 in 1987 and 314,000 in 1990.

(c) Donestic enploynment would rise fromover 168,900 persons in 1987 to
175,000 in 1990 and to under 227,000 in 2010. Enploynent in Israel, which
reached some 109,000 workers in 1987, is assuned to renmin constant at
75,000 workers as of 1990.

(d) The | abour-enpl oynent gap would wi den significantly over the period.
Unenpl oynent, which was officially reported at around 2 per cent of the
| abour force in 1987 and ot herwi se estimated at 10-12 per cent of the 1990
| abour force, would reach sonme 50 per cent of the |abour force by the year
2010.

(e) The growth of value added in agriculture would fail to reach 1 per
cent. Thus its value, which increased from $340 mllion in 1987 to $444
mllion in 1990, would fall to $371 million in the year 2010. |ndustry,
whose val ue added stood at $165 nmillion in 1987, would grow at 2.8 per cent
from$104 mllion in 1990 to $179 mllion in 2010. O her sectors woul d grow
at around 3 per cent per annumafter the year 1995, with the services sector
expandi ng nost.

(f) CDP at nmarket price would increase at an average rate of 1.7 per cent
per annum from$1,300 mllion in 1990 to $1,827 million in the year 2010.
Even with this addition of $527 mllion over the 20 year period, GP in 2010
woul d still be belowits level of $1,881 in 1987.

(g) Net factor income would shrink from $732 mllion in 1987, to $548
mllion in 1990 and to $492 mllion in 2010. GNP woul d thus increase at a
slower rate than GDP, reaching $2,319 million in 2010, which would be
slightly higher than the 1990 level of $1,849 mllion but well below the
level of $2,614 mllion in 1987

(h) G\DI wouldriseto $2,504 mllion, in the year 2010, conpared to $2, 752
mllion and $1,998 million in 1987 and 1990, respectively. Meanwhile, net
transfer paynents would grow at around 1 per cent a year to reach $185
mllion in 2010, having been equal to $138 nmillion in 1987.

(i) Per capita GDP for the occupied territory as a whol e woul d decline from
$1,336 and $842 in 1987 and 1990, respectively, to $750 in 2010. The
corresponding levels for the Gaza Strip alone for the same years are $867,

$489, and $411. Sinilarly, per capita GNP would fall from $1,856 in 1987

to $1,196 in 1990, and to $952 by 2010 in the occupied territory as a whol e;

in the Gaza Strip, per capita G\P would decline from $1, 492, to $806, and
to $616, respectively.

(j) Private consunption would continue to grow as fast as GDP. It would
reach $1,709 million in the year 2010, conpared with $1,289 mIlion in 1990.

Conpared to the 1987 level, private consunption in the year 2010 woul d
decline by $397 mllion. In the Gaza Strip, private consunption would reach
a level of $507 million in 2010, exceedi ng the expected | evel of GDP by $77
mllion. Governnent consunption would track the growth in GDP, reaching the
order of $307 mllion by the end of the projection period, up from $207
mllion in 1990 and $208 mllion in 1987.
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(k) Private investment would increase at around 2 per cent per annum
reaching $538 nmillion in the year 2010. Only around a fifth of this anmpunt
is expected to go into directly productive activities. Private investnent
stood at $494 nmillion in 1987 and $414 mllion in 1990. Covernnent
investrment, which fell from $101 mllion in 1987 to $36 mllion in 1990,
woul d recover to $54 million by the end of the projection period.

(1) The ratio of total investnent to GDP and GNP would remain high at 33
per cent and 26 per cent, respectively, through nost of the period after
1995. In 1987, these ratios equalled 31 per cent and 23 per cent; in 1990,
they stood at 35 per cent and 24 per cent, respectively.

(m The negative ratio of donestic savings to GDP would narrow from -23
and -15 per cent of CGDP in 1987 and 1990, respectively, to -11 per cent in
2010. By the same token, the ratio of national savings to GNP woul d i nmprove
marginally fromaround 11 per cent in 1987 to 19 per cent in 1990, before
falling back to 13 per cent in 2010.

(n) Inthe year 2010, national savings would be able to cover only half of
i nvest ment needs, |eaving a savings-investnment gap of around $300 million

i.e. 13 per cent of that year's G\P. That gap had narrowed from 12 per cent
of GNP in 1987 to 5 per cent in 1990.

(o) Exports would reach $379 mllion in 2010, with the Gaza Strip
accounting for only $34 mllion of total exports. Although this would
represent a large rise fromthe 1990 I evel of $149 million, it is belowthe
$457 million achieved in 1987

(p) Inports would continue to growfaster than GCDP to $1,169 million by the
year 2010, equal to 68 per cent of private consunption and 64 per cent of
GDP in the occupied territory. This corresponds to 83 per cent of GDP in the
Gaza Strip and 62 per cent of GDP in the West Bank. In 1990, total inports
amounted to $794 mllion, down from$1,482 mllion in 1987.

(gq) The trade gap would narrow narginally from37 per cent of GNP in 1990
to 34 per cent in 2010. The latter ratio is equivalent to $788 mllion. In
the Gaza Strip, this percentage woul d worsen, rising fromb56 per cent to 60
per cent of GNP over the sane period. In 1987, the corresponding trade gap
stood at 39 per cent of GDP in the occupied territory as a whole, and at 49
per cent of GDP in the Gaza Strip.

In concl usion, the baseline scenario shows clearly that if the econony of
the occupied territory were to continue to operate under the structure and
constraints prevailing in 1990, its performance and its ability to satisfy the
needs of the Palestinian population would continue to deteriorate. The
Pal esti ni an economy woul d becone i ncreasi ngly burdened by t he probl ens that have
hanpered its devel opnent in the past and in particular by: the weaknesses and
disarticulations in and between donestic productive sectors, especially the
stagnati on of industry; an exceedi ngly high inmport dependency; the inability to
nmobi | i ze sufficient donmestic savings; and the strong dependency on externa
finance, a large part of which is generated fromwrk in Israel. Furthernore,
t he absence of an active role for a central authority in planning, coordinating
and saf eguarding the interests of the donmestic econony, woul d | eave the occupi ed
territory vulnerable to the vagaries of external developnents. This is not to
nmention the depressive influence of the climate of uncertainty and risk.

According to the baseline scenario, these structural weaknesses would
reinforce each other in such a way that they would prevent the economy from
growi ng at rates achieved in the historical period. |Indeed, a considerably |ess
pronounced expansion of both GDP and GNP is depicted. Furthernore, since nost
vari abl es would not regain their 1980s levels until around the year 2000, the
1990- 2000 period woul d be a decade of forgone growh and devel opnent.

The scenario inplies that Pal estinian econonmic initiatives ained at reduci ng
conspi cuous consunpti on and excessi ve i nport dependency, and at shifting consumer
preference in favour of |ocal produce would give two nmain results: private
consunption would not grow faster than CGDP, and the trade gap would narrow in
the West Bank, while worsening nmarginally in the Gaza Strip, where it would
continue to exceed 55 per cent of GNP. The Gaza Strip would also be unable to
narrow its savings-i nvestment gap, which would rise to 27 per cent of G\P.

However, these structural adjustnments and problenms are dwarfed by the
unabated worsening of the unenploynment situation, which would acquire
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i ncreasingly dramatic proportions by the end of the projection period. |ndeed,
this seems to be the nost pressing problem highlighted by the scenario, and it
under|ines the urgency of boosting donmestic enpl oynent, aggregate dermand and t he
productive capacity of the econony. Failing that, the inherited pattern of
economic growmh would soon bring the occupied territory to an untenable
situation, if not to the brink of econonic crisis and grave social pressures.
These weaknesses woul d be further aggravated by denographic factors, especially
the high rate of population growh, and to a | esser extent by the uncertainties
related to em gration. Wile population growth would slow down and even fal
slightly bel ow the growth of output in the West Bank, both areas woul d witness
a worseni ng of per capita GDP and GNP | evels. I n other words, the ailing econony
woul d not even be able to maintain the resources currently available to the
i ndividual. Indeed, it beconmes difficult to envisage the occupied territory
surviving through the baseline scenario without the onset of total econonic
col I apse

C. Baseline scenario: main results (including east Jerusale

The inclusion of east Jerusalem does not affect the general conclusions
drawn from the results obtained under the baseline scenario for the occupied
territory as a whole. However, the fact that east Jerusal em receives |ess net
factor income than the rest of the Wst Bank, and that its econony is nore
services-oriented, inply mnor changes in results for all of the occupied
territory:

(a) The growth of value added in industry, construction, and services is
margi nal 'y | ower.

(b) The sectoral distribution of |abour shows a slightly smaller share of
agriculture (16 per cent) and slightly larger share for services (53 per
cent) at the end of the projection period.

(c) The ratio of GCDP to GNP would rise from79 per cent in 1995 to 80 per
cent in 2010, compared with 77 per cent and 79 per cent, respectively,
excl udi ng east Jerusal em

(d) The ratio of savings to GNP for the occupied territory as a whole is
marginally lower, at 18 per cent in 1990 (agai nst 19 per cent without east
Jerusalem and falling to 12 per cent in 2010 (against 13 per cent
previously).

(e) The surplus on the current account bal ance is sonme $10 - $15 million
smal l er, and ampunts to $146 mllion at the end of the period conpared with
$153 million excluding east Jerusalem reflecting a wider deficit on the
nmer chandi se trade bal ance and a small er surplus in the bal ance on services.

The incl usion of east Jerusal emdoes not affect the size of the major gaps
in the econony. Hence, unenpl oynent would still reach 50 per cent of the | abour
force in 2010, while the trade gap would still narrow to 34 per cent of GNP at
the end of the period. The savings-investnent gap would end marginally |arger
in the year 2010, at 14 per cent of the conbined GNP compared to 13 per cent
previously. Table 3/5 presents the nmain aggregate results for the conbination
of the three areas (i.e. the Gaza Strip and West Bank includi ng east Jerusal en
under the baseline scenario.



35

Table 3/1. BASELI NE SCENARI O MAI N AGGREGATES, 1990-2010

WEST BANK*

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (CGDP)
Net factor inconme from abroad
Gross national product (G\P)
Net transfers

G oss di sposabl e i ncome

Mer chandi se trade bal ance
Current account bal ance

Private consunption p.c.
GDP p.c.
GNP p.c.

GAZA STRI P

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (CGDP)
Net factor inconme from abroad
Gross national product (G\P)
Net transfers

G oss di sposabl e i ncome

Mer chandi se trade bal ance
Current account bal ance

Private consunption p.c.
GDP p.c.
GNP p.c.

Note: Figures nmay not add up due to rounding
* Excl uding east Jerusal em

1990 1995 2000 2005 2010
(thousands)
933 1053 1170 1285 1390
201 233 272 319 367
116 118 131 142 151
65 45 45 45 45
(mllions of constant 1990 USS$)
295 275 310 349 389
1002 980 1110 1250 1397
354 220 237 257 278
1356 1199 1347 1507 1675
55 58 61 64 67
1411 1258 1408 1571 1742
- 242 - 226 -236 - 238 -229
166 52 62 83 116
(constant 1990 USS$)
1008 865 865 865 865
1073 930 949 973 1005
1452 1139 1152 1173 1205
(t housands)
613 710 816 931 1045
113 136 164 197 233
59 59 64 70 75
40 30 30 30 30
(mllions of constant 1990 US$)
155 153 169 186 203
300 309 347 388 430
194 156 174 194 214
494 465 521 582 644
94 100 106 112 118
588 565 627 694 762
-214 -204 - 233 - 265 - 296
74 53 47 41 36
(constant 1990 USS$)
568 485 485 485 485
489 435 425 417 411
806 655 639 625 616
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Tabl e 3/2. BASELINE SCENARI O SELECTED | NDI CATORS, 1995-2010

VEEST BANK*

Unenpl oyed/ total |abour force
Enpl oynent shares (donesti c)
Agricul ture
| ndustry
Construction
Servi ces
Enpl oyed in Israel/
enpl oyed | abour force

Savings / G\P

I nvestnent / CGDP

I nvestnent / GNP

GP /| GNP

Trade bal ance / GNP

I mports / private consunption

GAZA STRI P

Unenpl oyed / total |abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enpl oyed in Israel /
enpl oyed | abour force

Savings / G\P

I nvestnent / CGDP

I nvestnent / GNP

GP / GNP

Trade bal ance / GNP

I mports / private consunption

(ratios in per cent)

1995 2000 2005 2010
30 35 42 47
25 23 21 20
18 19 19 19
12 12 13 13
45 46 47 48
28 25 24 23
12 13 14 16
29 28 28 28
22 23 23 23
82 82 83 83

-29 -28 - 26 -24
57 58 60 62
35 43 50 55
16 15 14 13
16 17 17 18
12 12 13 13
56 56 56 56
34 32 30 29

9 7 6 5
50 49 48 47
33 32 32 32
66 67 67 67

-57 -58 -59 -60
83 83 83 83

Note: Figures may not add up due to rounding.

* Excluding east Jerusal em
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Tabl e 3/ 3. BASELI NE SCENARI O GROMH RATES OF MAI N AGGREGATES, 1990-2010
(compound annual growth rates of data in constant 1990 US$)

1991- 1995 1996- 2000 2001- 2005 2006- 2010

VEEST BANK*

Popul ati on
Labour force
Total donestic enpl oyed
Labour productivity
Val ue added in
Agriculture
I ndustry
Construction
Servi ces
Gross domestic product (CGDP)
Private consunption
Privat e invest nment
Cover nment i nvest nent
Exports
| mports
Net factor incone
Gross national product (G\P)
Net transfers
G oss di sposabl e i ncome
Private consunption p.c.
GNP p.c.

1 1

PoNENOROOROORNMNA POWN
COWWRROONOOUTORO® OWOoU
CONERNENOINNNNW RGO =W
NOWORUIOOUIRRUIOR NN ORNE
CONENENIINNENWOWO PR wE
DONOWROUIORWOROWNUT OON®
CONONENIINNENNNDNO PENE
CIOROROWOWNOWNWOO~N OWOoD

GAZA STRI P

Popul ati on
Labour force
Total donestic enpl oyed
Labour productivity
Val ue added in
Agriculture
I ndustry
Construction
Servi ces
Gross domestic product (CGDP)
Private consunption
Privat e invest nment
Covernment i nvest nent
Exports
| mports
Net factor incone
Gross national product (G\P)
Net transfers
G oss di sposabl e i ncome
Private consunption p.c
GNP p.c.

1
PWORRPROWROOONORN OOWW

CONENNPNWNENNWONDNO OFWN
CIORRPWNOOROCORMWNON U1~ ©®

CONENNNWNMENDMDOODMO O W

CoRENMNNWNENDMMEMO O WN
WOORORROOOWOWOND UTOWW

RPFRPONNWNOOUINOO O MO garroo
APOONNRFRPOOWONWONO DN UI~N 00~

Note: Figures may not add up due to rounding
* Excl udi ng east Jerusal em
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Tabl e 3/4. BASELI NE SCENARI O, 1990-2010: WEST BANK* AND GAZA STRI P

(compound annual growth rates and ratios of data in constant 1990 US$)

1991- 1995 1996- 2000 2001- 2005 2006- 2010

(compound annual growth rates)

Popul ati on 2.7 2.4 2.2 1.9
Labour force 3.2 3.4 3.4 3.0
Total donestic enpl oyed 0.2 2.0 1.7 1.4
Val ue added in
Agriculture -4.5 -0.2 0.5 0.7
I ndustry 1.8 3.4 3.1 2.7
Construction 1.6 3.5 3.0 2.6
Servi ces 2.0 3.5 3.0 2.6
Gross domestic product (CGDP) -0.2 2.5 2.4 2.2
Private consunption -0.5 2.3 2.1 1.8
Privat e invest nment -1.2 2.3 2.2 2.1
Cover nment i nvest nent 1.3 2.4 2.4 2.1
Exports 4.8 4.8 4.8 4.8
| mports 0.3 2.7 2.5 2.3
Net factor incone -7.3 1.8 1.8 1.8
Gross national product (G\P) -2.1 2.3 2.3 2.1
Net transfers 1.2 1.1 1.1 1.0
G oss di sposabl e i ncome -1.8 2.2 2.2 2.0
Private consunption p.c. -3.1 -0.1 -0.1 -0.1
G\P p.c. -4.6 -0.1 0.0 0.2
1995 2000 2005 2010
(ratios in per cent)
Unenpl oynent / | abour force 32 38 45 50
Enpl oynent shares (donesti c)
Agriculture 24 20 19 18
| ndustry 17 18 18 18
Construction 12 12 13 13
Servi ces 47 50 50 51
Enpl oyed in Israel /
enpl oyed | abour force 30 28 26 25
Savings / GNP 11 11 12 13
I nvestnent / CGDP 33 33 33 32
I nvestnent / GNP 26 26 26 26
GP / GNP 77 78 78 79
Trade bal ance / GNP - 37 - 37 - 36 -34
I mports / private consunption 64 65 67 68
(mllions of constant 1990 US$)
Mer chandi se trade bal ance -430 - 469 -503 -525
Current account bal ance 105 109 124 152

Note: Figures may not add up due to rounding.
* Excluding east Jerusal em
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Tabl e 3/5. BASELI NE SCENARI O, 1990-2010: WEST BANK* AND GAZA STRI P

(compound annual growth rates and ratios of data in constant 1990 US$)

1991- 1995 1996- 2000 2001- 2005 2006- 2010

(compound annual growth rates)

Popul ati on 2.7 2.4 2.2 1.9
Labour force 3.2 3.4 3.4 3.0
Total domestic enpl oynent -2.2 1.9 1.6 1.4
Val ue added in
Agriculture -4.5 -0.2 0.5 0.7
| ndustry 1.5 3.4 3.0 2.7
Construction 1.3 3.4 2.9 2.6
Servi ces 1.0 3.3 2.8 2.5
Gross domestic product (CGDP) -0.6 2.5 2.4 2.2
Private consunption -0.9 2.3 2.1 1.8
Privat e invest nment -1.5 2.3 2.2 2.0
Cover nment i nvest nent 1.1 2.5 2.4 2.1
Exports 4.4 4.8 4.8 4.8
| mports 0.1 2.7 2.5 2.3
Net factor incone -7.2 1.9 1.9 1.8
Gross national product (G\P) -2.2 2.4 2.3 2.1
Net transfers 1.2 1.1 1.1 1.0
G oss di sposabl e i ncome -2.0 2.3 2.2 2.0
Private consunption p.c. -3.4 -0.1 -0.1 -0.1
G\P p.c. -4.7 0.0 0.1 0.2
1995 2000 2005 2010
(ratios in per cent)
Unenpl oynent / | abour force 32 38 45 50
Enpl oynent shares (donesti c)
Agriculture 20 18 17 16
| ndustry 17 17 18 18
Construction 11 12 12 13
Servi ces 52 53 53 53
Enmpl oynment in Israel /
enpl oyed | abour force 28 27 25 24
I nvestnent / CGDP 33 32 32 32
I nvestnent / GNP 26 26 26 26
Savings / G\P 10 10 11 12
GP / GNP 79 79 80 80
Trade bal ance / GNP - 37 - 36 -35 -33
I mports / private consunption 64 65 66 68
(mllions of constant 1990 US$)
Mer chandi se trade bal ance - 467 -508 -542 -562
Current account bal ance 89 95 112 146

Note: Figures may not add up due to rounding.
* | ncluding east Jerusal em
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BASELI NE VARI ANT SCENARI O

A Mai n_assunptions and qualifications

The precedi ng exam nati on of the baseline scenario highlighted the untenable
econoni ¢ condi tions that woul d ermerge shoul d the circunstances prevailingin 1990
continue. In particular, the baseline scenario depicted w de | abour-enpl oynent,
savi ngs-i nvestnent and export-inport gaps; hence the need for drastic policy
reform and effective action to address problens in these areas. Under the
constraints of the baseline scenario, a basic underlying assunptionis that there
are no opportunities for policy nmeasures to aneliorate conditions. A variant of
t he basel i ne scenario, which allows alimted relaxation of the nbost restrictive
aspects of the econom c environnent operating since 1988, produces a different
set of projections. This is effected without a major nodification of the basic
assunptions and conditions governing the baseline scenario.

The key feature of the variant all ows the econony to attain pre-1988 trends.
This recovery fromthe slunp of the 1988-1991 period (as captured by the INT
dunmy variable) begins in 1992. The adverse influence of the INT variable is
gradual |y reduced for the period 1992-1995, and i s assuned no | onger operationa
as of 1996. The Ilifting of this constraint affects nobst variables in the
framework, allowi ng the econony to gradually attain its pre-1988 | evel s over as
many years as INT was fully active. The choice of the pace of recovery, which
commences in 1992 and continues through 1995 could be of Ionger or shorter
dur ati on dependi ng on devel oprents in the actual policy environnment as of 1992

The following points sunmarize the variations introduced into the major
assunptions affecting data and cal cul ati ons i n t he basel i ne scenario, in addition
to the phasing out of the INT variable.

1. The denographi ¢ conponent
Al features of the denobgraphic conponent are assuned to be the sane as

inthe baseline except that the net emgrationrate is set at 0 for both the
West Bank and the Gaza Strip for the whole period. This reflects the virtua
end to novenent of Palestinians out of the occupied territory to
nei ghbouring countries since nid-1990, which is the culnmnation of a
declining trend that has been apparent since the m d-1980s. Needl ess to say,
this formul ati on does not exclude sone outward m gration, though at |evels
whi ch woul d have to be equal to return migration in order to maintain the
zero bal ance.

2. The | abour force conponent
Al features of the | abour force conponent are assuned to be the sanme as

in the baseline, except that in 1992-1995, growth rates of total |abour
productivity are determ ned within the franework as those which are required
to regain pre-1988 |levels of economic activity by 1996 (i.e. above 6 per
cent annually). As of 1996, annual growh rates in the Wst Bank and Gaza
Strip are set at the sane exogenously determ ned rates as in the baseline,
i.e. at 1.0 per cent and 0.5 per cent, respectively.

3. The econoni ¢ _conponent
Al features of the econonic conponent are assunmed to be the sane as in

t he baseline except for the foll owi ng nodifications:

(a) The conpression in inport levels and ratios witnessed in 1988-1991 is
assuned to renai n as a pernmanent change i n Pal estini an i nport behavi our over
the entire period. Thus, the declines of that period are not reversed (i.e.
are not added back to the inport function) during the 1992-1995 recovery
period as is the case with other variables affected by INT.

(b) Private per capita consunption in both areas is allowed to attain its
pre-1988 trend, subject to the constraint that consunption wll grow
sufficiently fast to cope with popul ation increase.

(c) After the 1992-1995 recovery period, exports are assunmed to grow at 5
and 3 per cent per annumin the West Bank and Gaza Strip, respectively, i.e.
the trend coefficient indicated by the historical period.

(d) Since the variant scenario assunmes zero net emgration, the function
determ ning projections for net transfers fromabroad is not applicable in
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the franework for the variant scenario. Instead net transfers are fixed at
1990 per capita | evels throughout the projection period.

B. Baseline variant scenario: main results

The results of the variant scenario are presented in tables 3/6 to 3/10
bel ow. The inpact of the gradual easing of policy constraints and disturbances
in econonic activity associated with the 1988-1991 period is clear in ternms of
hi gher absolute |l evels and growth rates in nost indicators under investigation
A conmparison of the variant with the baseline scenario further highlights the
extent to which the latter inplies totally unfavourable (and untenable)
Pal esti ni an econonic performance until 2010. It also illustrates the econony's
potential for favourable response to positive external stimuli, such as those
implicit inthe variant's assuned rel axation of the intensified restrictions of
t he 1988-1991 peri od.

However, inproved growmh in the absolute values of nost indicators in the
variant is offset by the fact that there are few notable changes (from the
baseline) with regard to key features of the econony, nanmely: its distorted and
fragile structure and sluggish performance, the poor interaction between key
aggregates and the inability of the economy to break with debilitating patterns
of econonic activity engendered by prol onged occupati on, such as the Pal estini an
econony' s weak | abour - absorption capacity. Accordingly, by the year 1996, though
the econony has attained pre-1988 trends, it has neanwhile forfeited at |east
ei ght years of growth with few achi evenments to show. The vari ant represents only
some prospects of quantitative inprovenent over the baseline. However, these
prospects are little nore than a 'next-to-worst' situation in so far as the
Pal estinian econony under this variant is assumed to remain fragnented and
lacking the means for policy action, resource nobilization and effective
managemnent . 3

Thus, as compared to the baseline, the variant scenario | eaves t he occupi ed
territory with greater popul ation and | abour force growh, decreased (but stil
hi gh) unenpl oynment, inproved donestic output l|evels and growth, and boosted
i ndi vidual |evels of incone. However, this does not prevent the re-energence of
| ongstandi ng structural problens. In particular, the econony's high degree of
ext ernal exposure and i nport dependency, and t he i nadequat e and i nequitable terns
and conditions under which its external trading activities are pursued, conbi ne
to engender patterns and levels of consunption which are inconpatible with
donestic productive capacity and i nconme. By the sane token, the variant scenario
exhi bits w der savings-investnment and export-inport gaps than those depicted
under the baseline, which nmeans that the econony renai ns unabl e t o boost donestic
production, increase exports, rationalize growmh in inports and raise the | eve
of savings. These developnents conbined render the results of the variant
scenario, although less harsh, as unsatisfactory as those portrayed under the
basel i ne scenari o.

To sumup, according to the variant scenario:

(a) The main change in population projections is seen in the slightly
hi gher estimates of population growh over the period, owing to zero
emigration from the occupied territory. This is manifested in annual
popul ati on growth rates whi ch woul d be 1 percentage poi nt higher thanin the
basel i ne scenario throughout the period, reflecting the 1 per cent annua
rate of emigration fromthe occupied territory that prevails in the baseline
scenari o and which is assuned to have ceased under the variant.

(b) As for labour force growh, it would reach higher levels than in the
basel i ne (al ong with the hi gher popul ati on growth) and peak at 4.5 per cent
per annumin 2001-2005. Froma |evel of 20.8 per cent in 1995, the |abour
force participation rate for the occupied territory is expected to reach
24.5 per cent by the year 2010. The increasing rates of [abour force
participation during the period 1990-2010, al beit slow, would contribute to
a | abour force growth which would constitute a burden on the Pal estinian
econony.

(c) Accordingly, unenpl oynment al so features prom nently, stayingrelatively
lowin the 1991-1995 period, but soon reaching much hi gher I evels. By 2010,
unenpl oynent in the occupied territory would have re-energed as a mngjor
problem There is, however, a slight increase depicted in donestic
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enpl oyment, such that by 2010 sone 84 per cent of all enpl oyed Pal esti ni ans
would find jobs in the donestic market. The variant indicates no change in
sectoral enployment shares, which would remain close to those of the
basel i ne, al ong broad historical trends.

(d) Goss donmestic product exhibits a strong response to the rel axati on of
constraints in the period 1992-1995, with its growth averagi ng 10 per cent
per annum | n subsequent years, GDP growh in the occupied territory would
settle down to nore noderate rates. For the 1990-2010 period as a whol e, CDP
growm h woul d average 5.3 per cent per annum

(e) The leading sectors in the variant s short-lived recovery period of
1992- 1995 woul d be construction in the West Bank and i ndustry and services
in the Gaza Strip. Agriculture in the Wst Bank is expected to recover
slowy until 1995, reaching annual growh rates of around 2.5 per cent
afterwards. In the Gaza Strip, however, a faster initial growh in
agricul ture woul d be foll owed by a sl owdown. As in the baseline, there would
be little significant change in the sectoral composition of output, other
than a slight growh in the shares of services and construction at the
expense of agriculture.

(f) Wth net factor income growi ng at the sanme constrained rates as in the
baseline, growth in gross national product under the variant closely tracks
that of GDP. However, one notable difference with the baseline is that the
share of GDP in GNP woul d reach 88 per cent by 2010 as conpared to 80 per
cent under the baseline scenario. This too, reflects the greater
responsi veness of donestic product (as conpared to NFlI) to the rel axation
of constraints.

(g) Gven the higher population growth rate, per capita GNP would only
i ncrease by an average of 1 per cent per annumduring the period 1991- 2010,
with the higher rate of 3 per cent per annumregistering only during 1991-
1995. Accordingly, apart from the initial recovery period, the variant
scenari o suggests only a marginal inprovenent in indicators of individua

prosperity.

(h) Gowh in the conponents of demand would followa sinmlar path to that
of domestic and national product. Private consunption expenditure would
recover at just under 9 per cent per annum during 1991-1995, eventually
settling down to 3.5 per cent after 2000. However, per capita consunption
expendi ture woul d exhi bit very weak performance after 1995, grow ng at under
1 per cent per annum reflecting the dim devel opnent prospects depicted
under the variant scenario.

(i) The performance of savings and investnments under the variant shows no
i mprovenent. |ncreasing aggregate consunption |evels throughout the 1991-
2010 period would result in a fall in the national savings ratio. Wth
relatively higher levels of aggregate consunption under the variant
scenari o, national savings ratios would be i ncapabl e of attaining the |levels
reached under the baseline scenario. Except for generally higher absolute
| evel s of investnment and a slightly lower ratio to GDP depicted under the
variant scenario, there would be no significant change in terns of the
conposition of investrment (i.e. public/private, productive/social overhead)
or in terns of its relative inportance (i.e. per capita levels, ratio of
G\P, etc.).

(j) Accordingly, not only would the size of the savings/investnent gap be
al nost doubl e that of the baseline scenario, but national savings would be
60 per cent | ess in absolute terns than those under the baseline. Here al so,

the rol e of external savings becones paramount to fill the gap and sustain
that | evel of investnment. |Increased dependency on external finance emerges
as the nechani sm whereby the econony would maintain positive (but |ow)
growm h rates of GDP and aggregate denmand and i nadequately oriented patterns
of investnment.

(k) The initial inprovenrents in the performance of domestic output
wi t nessed under the variant scenario would be only briefly reflected in
growm h of external trade. After recouping the 1988-1991 |osses by 1995

exports woul d regain their slowhistorical progress, at just over 4 per cent
per annum while inports tend to trail national incone and grow by under 4
per cent per annum after the year 2000. Such rates are relatively nobdest
when conpared to avail able nediumterm projected estinmates for the Mddle
East region.® Nor would export growh in the variant be strong enough to
bring the ratio of exports to GDP back to historical |evels.
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(1) Consequently, the variant produces nmarkedly unfavourable external

bal ances, with the nerchandise trade deficit twice the level of the
basel i ne. The occupied territory's external sources of i ncome woul d i ncrease
after 1995 at rates of between 2 and 3.5 per cent per annum Coupl ed even
with growh in nerchandi se exports, this increase would be insufficient to
redress the growing external deficits in nmerchandise and non-factor
services. The trade gap woul d fluctuate over the 1991-2010 peri od between -
34 and - 35 per cent. Meanwhile, the current account bal ance woul d turn again
into a deficit as of the first years of the projection period and grow
thereafter. Exports renmain unable to generate adequate foreign exchange in
order to neet the higher levels of inports resulting from unrestrained
expansi on i n aggregate private consunption.
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Tabl e 3/6. BASELI NE VARI ANT SCENARI O MAI N AGGREGATES, 1990-2010

1990 1995 2000 2005 2010

VEST BANK *
(t housands)
Popul ati on 933 1116 1312 1525 1746
Labour force 201 246 304 377 460
Total donestic enpl oyed 116 146 173 198 229
Enpl oyed in |srael 65 45 45 45 45
(mllions of constant 1990 US$)
Total investnent 295 389 48 5 686
Gross domestic product (CGDP) 1002 1454 1794 2161 2619
Net factor incone 354 220 237 257 278
Gross national product (G\P) 1356 1674 2031 2418 2897
Net transfers 55 67 79 92 105
G oss di sposabl e i nconme 1411 1741 2110 2510 3002
Mer chandi se trade bal ance -242 - 286 - 342 - 388 -441
Current account bal ance 166 1 -26 -39 -58
(constant 1990 USS$)
Private consunption per capita 1008 1176 1227 1258 1315
GDP p.c. 1073 1303 1375 1417 1500
G\P p.c. 1452 1500 1548 1586 1660
GAZA STRIP (t housands)
Popul ati on 613 740 885 1051 1228
Labour force 113 141 178 222 273
Total donestic enpl oyed 59 90 110 126 144
Enpl oyed in |srael 40 30 30 30 30
(mllions of constant 1990 USS$)
Total investnent 155 282 340 392 449
Gross domestic product (CGDP) 300 721 894 1049 1217
Net factor incone 194 215 239 259 279
Gross national product (G\P) 494 936 1133 1308 1496
Net transfers 94 112 134 159 185
Gross di sposabl e i nconme 588 1048 1267 1467 1681
Mer chandi se trade bal ance -214 -314 -403 -478 - 557
Current account bal ance 74 13 -30 -61 -92
(constant 1990 USS$)

Private consunption per capita 568 945 1007 1007 1007
GDP p.c. 489 974 1009 998 991
G\P p.c. 806 1265 1280 1244 1218

Note: Figures may not add up due to rounding.
* Excluding east Jerusal em
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Table 3/7. BASELI NE VAR ANT SCENARI O SELECTED | NDI CATORS, 1995-2010

(ratios in per cent)

1995 2000 2005 2010

VEEST BANK*
Unenpl oyed / | abour force 22 28 35 40
Enpl oynent shares (donesti c)

Agricul ture 24 22 21 19

I ndustry 18 18 18 18

Construction 13 14 14 15

Servi ces 45 46 47 48
Enpl oyed in Israel/

enpl oyed | abour force 24 21 19 16

Savings / G\P 9 7 7 7
I nvestnent / CGDP 27 27 26 26
I nvestnent / GNP 23 23 23 24
GDP / GNP 87 88 89 91
Trade bal ance / GNP -28 -28 -27 -26
I mports / private consunption 57 57 58 58
GAZA STRIP
Unenpl oyed / | abour force 15 21 30 36
Enpl oynent shares (donesti c)

Agriculture 14 13 13 12

| ndustry 19 19 20 20

Construction 10 11 11 12

Servi ces 57 57 56 56
Enpl oyed in Israel /

enpl oyed | abour force 25 21 19 17

Savings / GNP 6 2 -1 -3
I nvestnent / CGDP 39 38 37 37
I nvestnment / GNP 30 30 30 30
GDP / GNP 77 79 80 81
Trade bal ance / GNP -47 -50 -51 -52
I mports / private consunption 88 86 85 85

Note: Figures may not add up due to rounding.
* Excluding east Jerusal em
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Tabl e 3/8. BASELI NE VARI ANT SCENARI O GROWH RATES OF MAI N AGGREGATES, 1990-2010
(compound annual growth rates of data in constant 1990 US$)

1991- 1995 1996- 2000 2001-2005  2006-2010

VEST BANK*
Popul ati on 3.6 3.3 3.1 2.7
Labour force 4.1 4.3 4.4 4.0
Total donestic enpl oyed 1.5 3.3 2.8 2.9
Labour productivity 5.4 1.0 1.0 1.0
Val ue added in
Agriculture 0.2 2.5 2.4 2.6
| ndustry 10.5 4.9 4.3 4.4
Construction 14.9 5.4 4.4 4.3
Servi ces 11.0 4.8 4.2 4.3
Gross domestic product (CGDP) 7.7 4.3 3.8 3.9
Private consunption 6.9 4.2 3.6 3.7
Privat e invest nment 5.5 4.1 3.7 3.8
Covernment i nvest nent 9.1 4.3 3.8 3.9
Exports 16. 8 5.0 5.0 5.0
| mports 8.5 4.3 3.8 3.9
Net factor incone -9.1 1.5 1.6 1.6
Gross national product (G\P) 4.3 3.9 3.6 3.7
Net transfers 4.2 3.3 3.1 2.7
G oss di sposabl e i ncome 4.3 3.9 3.1 3.7
Private consunption p.c. 3.1 0.9 0.5 0.9
G\P p.c. 0.7 0.6 0.5 0.9
GAZA STRIP
Popul ati on 3.8 3.7 3.5 3.2
Labour force 4.5 4.7 4.6 4.2
Total donestic enpl oyed 8.9 4.0 2.9 2.6
Labour productivity 8.3 0.5 0.5 0.5
Val ue added in
Agriculture 7.6 1.8 1.9 1.9
| ndustry 23.5 5.5 3.9 3.6
Construction 17.5 4.3 3.1 2.9
Servi ces 23.6 4.8 3.4 3.1
Gross domestic product (CGDP) 19.2 4.4 3.3 3.0
Private consunption 15.0 5.0 3.5 3.2
Privat e invest nment 11.6 3.7 2.9 2.7
Cover nrent i nvest nent 20.7 4.4 3.3 3.0
Exports 56. 2 3.0 3.0 3.0
| mports 15.6 4.4 3.3 3.1
Net factor incone 2.0 2.2 1.6 1.6
Gross national product (G\P) 13.6 3.9 2.9 2.7
Net transfers 3.5 3.7 3.5 3.2
G oss di sposabl e i ncome 12.2 3.9 3.0 2.8
Private consunption p.c. 10.7 1.3 0.0 0.0
G\P p.c. 9.4 0.2 -0.6 -0.4

Note: Figures may not add up due to rounding.
* Excluding east Jerusal em
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Table 3/9. BASELI NE VARI ANT SCENARI O, 1990-2010: WEST BANK* AND GAZA STRI P

(compound annual growth rates and ratios of data in constant 1990 US$)

1991- 1995 1996-2000 2001-2005  2006-2010

(compound annual growth rates)

Popul ati on 3.7 3.4 3.2 2.9
Labour force 4.3 4.5 4.5 4.1
Total donestic enpl oyed 3.9 3.6 2.8 2.8
Val ue added in
Agriculture 1.6 2.4 2.3 2.5
| ndustry 16.1 5.2 4.1 4.0
Construction 15. 8 5.0 3.9 3.9
Servi ces 7.2 3.8 3.0 2.9
Gross domestic product (CGDP) 10. 8 4.3 3.6 3.6
Private consunption 9.3 4.5 3.5 3.5
Privat e invest nment 7.7 3.9 3.3 3.4
Cover nrment i nvest nent 15.2 4.4 3.5 3.4
Exports 25.2 4.3 4.3 4.3
| mports 11. 4 4.4 3.6 3.5
Net factor incone -4.5 1.9 1.6 1.6
Gross national product (G\P) 7.1 3.9 3.3 3.4
Net transfers 3.7 3.5 3.3 3.0
G oss di sposabl e i ncome 6.9 3.9 3.3 3.4
Private consunption p.c. 5.4 1.0 0.3 0.6
G\P p.c. 3.3 0.5 0.1 0.4
1995 2000 2005 2010
(ratios in per cent)
Unenpl oyed / | abour force 20 26 33 39
Enpl oynent shares (donesti c)
Agriculture 20 19 17 16
| ndustry 18 19 19 19
Construction 12 13 13 14
Servi ces 50 50 51 51
Enmpl oyed in Israel /
enpl oyed | abour force 24 21 19 17
I nvestnent / CGDP 31 30 30 30
Savings / G\P 8 5 4 4
I nvestnent / GNP 26 26 26 26
GP / GNP 83 85 86 87
Trade bal ance / GNP -35 -35 -35 -35
I mports / private consunption 68 67 68 68
(mllions of constant 1990 USS$)
Mer chandi se trade bal ance - 600 - 745 - 866 - 997
Current account bal ance 14 -56 -100 -150

Note: Figures may not add up due to rounding.
* Excluding east Jerusal em
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Tabl e 3/10. BASELI NE VARI ANT SCENARI O, 1990-2010: WEST BANK* AND GAZA STRI P

(compound annual growth rates and ratios of data in constant 1990 US$)

1991- 1995 1996-2000 2001-2005  2006-2010

(compound annual growth rates)

Popul ati on 3.7 3.4 3.2 2.9
Labour force 4.3 4.4 4.5 4.1
Total donestic enpl oyed 3.5 3.5 2.8 2.8
Val ue added in
Agriculture 1.5 2.4 2.3 2.5
| ndustry 15.5 5.1 4.1 4.0
Construction 15.0 5.0 3.9 3.8
Servi ces 12. 6 4.6 3.8 3.8
Gross domestic product (CGDP) 10. 1 4.3 3.6 3.6
Private consunption 8.7 4.4 3.5 3.5
Privat e invest nment 7.1 3.9 3.3 3.3
Cover nrment i nvest nent 14.5 4.3 3.5 3.4
Exports 23.7 4.3 4.3 4.4
| mports 10.8 4.3 3.6 3.5
Net factor incone -4.5 1.9 1.7 1.7
Gross national product (G\P) 6.8 3.9 3.3 3.4
Net transfers 3.8 3.5 3.3 3.0
G oss di sposabl e i ncome 6.6 3.9 3.3 3.3
Private consunption p.c. 4.8 0.9 0.3 0.6
G\P p.c. 3.0 0.5 0.1 0.5
1995 2000 2005 2010
(ratios in per cent)
Unenpl oynent / | abour force 20 27 34 39
Enpl oynent shares (donesti c)
Agriculture 18 17 16 15
| ndustry 17 18 18 18
Construction 12 12 13 13
Servi ces 52 53 53 53
Enpl oyed in Israel /
enpl oyed | abour force 23 20 18 16
I nvestnent / CGDP 30 30 30 29
Savings / G\P 7 5 4 4
I nvestnent / GNP 26 26 26 26
GP /| GNP 84 86 87 88
Trade bal ance / GNP -34 -35 -35 -34
I mports / private consunption 67 66 67 67
(mllions of constant 1990 USS$)
Mer chandi se trade bal ance - 645 -797 -924 -1062
Current account bal ance -7 -78 -122 -171

Note: Figures may not add up due to rounding.
* | ncluding east Jerusal em
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CHAPTER | V
SCENARI O ANALYSI' S, 1990-2010: ALTERNATI VES [|-11

| nt roducti on

The two preceding scenarios illustrated the dim prospects of the fragile
Pal estini an econony if the harsh conditions that governed its perfornance unti
1991 were to continue to prevail in the future. Even the nore rel axed of these

two scenarios (i.e. the variant) leads to highly unsatisfactory results. By
contrast, the three alternative scenarios presented in this chapter are ainmed
at exploring the possibilities of inproving the prospects for the econony,
i ncludi ng feasible policy options to address the salient probl ens depicted under
the baseline scenario and its variant. Figuring prom nently anong these were:
depressed demand, weaknesses in production, a w de unenploynent gap, and
i mhbal ances in the external sector

The changes envi saged under the alternative scenarios are introduced in the
framework as of 1996, i.e. after having all owed the econony to recover fromthe
1988- 1991 slunp. As noted previously, the recovery period could be shortened,
t hus al | owi ng comrencenent of policy changes earlier oninthe projection period.
This woul d not affect the inpact of these policy refornms, except as regards the
tim ng of devel opnents envisaged in the scenarios. Thus, if policy changes were
i ntroduced as of 1994, for exanple, the results quoted bel ow for the year 2000
woul d i nstead be relevant to 1998, and so forth.

These changes have been sel ected followi ng a careful process of sensitivity
anal ysis, whereby the effects on the econony of variations in each key policy
vari abl e were exam ned separat el y bef ore bei ng conbi ned. ¥ The al ternatives nove
steadily froman identification of sone of the najor policy actions required to
reach a sustainable path of growh (in Alternative Scenario 1), to an activation
of these policy options (in their donestic and external financial dinensions -
Alternative Scenarios Il and I1l1). A further accentuation of these neasures as
woul d be required by additional changes in the operating assunptions governing
t he denographic conponent of the framework is depicted under Alternative
Scenarios |V and V (see chapter V).

The key policy variables involved in this process are: exports, inports,
private investment, government consunption and investnment and net transfer
paynents (a proxy for external finance or aid). The denographi c conponent under
each of the first three alternative scenarios reflects the de facto popul ation
of the territory with net nmigration rate set at zero. The choice of the
particular values of the determining variables was guided by various
consi derations: studies on other simlar econonmies in the region; the genera
goal of reducing the major gaps; and the requirenent that the final set of
proj ecti ons show consi stent and credi ble results. A though the projected val ues
and/ or growth rates of those policy variables included in this process do not
necessarily reflect the nost desirable levels, they are not entirely random

The Al ternative Scenarios presented in this chapter and t he next are not the
only ones that can be envi saged, but they represent rather the nost reveali ng,
i ndi cative conbinations with the optimumresults that could be arrived at. In
t hat sense, the scenarios should be seen as tentative illustrations of the state
t he econony could reach should the relevant policy options be resorted to. In
particular, the various linmitations of the structure of the framework (outlined
in chapters | and I1) have to be borne in m nd when anal ysing the results, since
the room for policy initiatives is limted to the macro-level and to the
rel ati onshi ps that the franmework incorporates. 3

ALTERNATI VE SCENARI O |
CONSTRAI NED UNEMPLOYMENT

A Mai n_assunptions and qualifications

This scenario considers possible inmprovenents in prospects for sustained
growt h and devel oprment of the Pal estinian econony. As a first step, it addresses
itself to the question as to what sort of inconme and production |evels should



50

be attained in order to narrow the discrepancy (in the quantitative framework)
bet ween the actual and potential capacities of the econony as reflected in the
unenpl oynent gap? As such, the franework was adjusted so as to cal cul ate those
val ues of aggregate demand and donestic production that correspond to an
exogenousl y determ ned ' acceptable' or '"target' |evel of discrepancy. Wil e under
the previous scenarios, the discrepancy between actual and potential CDP
(equi valent to the unenploynent gap) was the result of the expected behaviour
of actual demand and supply, here the desired gap is first fixed, with demand
and supply calculated on an ex post basis, with no change assuned in the
behavi our of the determ ning vari abl es.

The exercise was conducted followi ng two approaches: (a) boosting supply
t hrough i ncreased sectoral output; and, (b) increasi ng demand by boosti ng i ncone.
Under the first approach, the franework sinply cal cul at ed those production | evel s
that result fromspecified | evel s of domestic enploynent wi thout the increnent
in GDP being allocated to specific conponents of dermand. Under the second
approach, inconme is allowed to increase in such a manner that the conponents of
demand generate the desired enploynent level. This is done by letting foreign
transfers (NTR) increase sufficiently to produce that gross national disposable
income (G\NDI) that corresponds to the target unenpl oynent gap, such that tota
expenditure on GDP is allowed to exceed gross donestic production

Bot h approaches to the constrai ned unenpl oynent gap scenari o serve to give
first inpressions of a close-to-full enploynment situation, which is obtained by
constraining the gap artificially. The first approach | eaves demand and supply
unmat ched, and is thus less useful for presentation. The second approach is
retained here because of its relative internal consistency and the nore
i ndi cative nature of its results.

As stated, this scenario focuses on reducing the unenpl oynent gap which
enmerged under the baseline and its variant. Under the constrained unenpl oynment
scenario, it is assumed that the econony woul d operate with the same structure,
but at a nore manageabl e exogenously determnined | evel of unenpl oynent expected
to be arrived at as of 1996. Hence, no adj ustnent process is conceived of inthis
scenario, since the econony starts operating at a target unenploynent |evel as
soon as it has fully recovered fromthe slunp of the 1988-1991 period (i.e. as
of 1996 in this scenario). The increase in production and demand required to
reduce unenpl oynent to the designated | evel is assumed to be met by NTR As such,
NTR boosts GNDI, thus generating enough demand to match supply w t hout changi ng
the structure and composition of denmand.

In order to place a ceiling on unenpl oynent | evel s, the di screpancy between

actual and potential GDP was fixed at an exogenously determined rate after 1996
and until the year 2010.
In the absence of information about what might constitute a target or an
equilibriumlevel of domestic unenploynent, a rate of 10 per cent was adopted
for the exercise. This rate is higher than the rate historically reported by
official Israeli sources, but represents a significant inprovenent over those
depi cted under the baseline and its variant.

The followi ng points review the specific changes, if any, introduced to
assunptions of the baseline scenario variant:

1. The denographi c conponent

Al the features of the denographic conponent remai n unchanged; the net
mgration rate remains at zero, inplying a higher growh rate for
popul ati on.
2. The | abour force conponent

Al the features of the |abour force conponent renain unchanged. It is
assuned that both |abour productivity and |abour shares regain pre-1988
trends by 1996, with [Iabour productivity expected to grow steadily
thereafter. However, domestic unenploynment is fixed at 10 per cent of the
donestic | abour force as of 1996.
3. The econoni ¢ _conponent

Al the features of the econom c conmponent renai n unchanged, except for
t he cal cul ati on of NTRwhich is nowa function of the difference between the
actual and the target |evel of unenploynent (at 10 per cent after 1995).
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B. Main results

The results of Alternative Scenario | are presented in tables 4/1 and 4/ 2.
These results point to the need to surpass the growmh rates regi stered under the
basel i ne scenario and its variant in order to increase inconme |evels and cl ose
at least one of the gaps, the one targeted under this scenario being the
unenpl oynent gap. Since the scenario is essentially one where a desired
enpl oyment level is reached owing to the increased external financial inflows
requi red wi t hout changi ng the current econonic structure, the anal ysis of results
is limted to identifying the broad inplications of trends and |evels reached
by key vari abl es.

Since the denographic conmponent in Alternative | is unchanged from the
basel i ne scenario variant, its projections for total popul ation and | abour force
are unchanged. To prevent donestic unenpl oynent from exceeding 10 per cent of
the [ abour force, the scenario indicates that the mnimal required growh rate
for donmestic enploynent is 6.2 per cent for the post-1995 period. This rate
inplies simlarly inpressive sectoral enpl oynent growth rates, especially in non-
agricultural activities.

To be able to absorb the | abour force, gross donestic product at factor cost
(GDPF) woul d have to grow at just under 7 per cent, a rate which should allow
donestic output to double its value every 10 years. Simlarly, overall denmand
for |l abour, as enconpassed in GDP at market price (GDP), will also have to grow
at 7 per cent.

The artificially induced expansi on of donmestic aggregate demand inevitably
reduces the dependence of the econony on net factor income from abroad (NFI).
Hence, by the year 2010, the GDP/G\P ratio wi |l have reached around 92 per cent,
conpared to 88 per cent under the baseline scenario variant. One relatively
positive aspect of the scenario is that by 2010 per capita GDP and G\P | evels
will alnost double the levels calculated for 1990. However, these per capita
levels are also sustained by a rate of per capita foreign transfers that are
anticipated to rise rapidly until the year 2010.

Under the econonic structure in this scenario, the governnent sector will
expand, but only at the sanme pace as GP. This inplies that both governnent
consunption (CG and investnent (IG wll grow at around 7 per cent per annum
after 1995 to reach $1.2 billion and $208 million, respectively, by the year
2010, conpared to $350 mllion and $58 million under the baseline scenario.
Consequently, an expansion of the econony's job creation capacity as envi saged
inthis alternative will require an acceleration of government activity up to
the 7 per cent annual growth rate.

The strong expansi on of private consunption (CP) and private i nvestnent (IP)
reflects the availability of foreign finance in the formof increased NTR Hence,
both IP and CP increase at nore than 7 per cent per annum Indeed, after 1995,
CP al nost quadruples to reach $8 billion by the year 2010, at which time it wll
be equal to 119 per cent of GDP. By the year 2010, the share of total investnent
out of GDP and GNP will rise to 39 and 36 per cent, respectively.

As regards the finance of the expenditure side, with CP al one exceedi ng GDP
by one fifth, it is hardly surprising that the ratios of domestic and nationa
savi ngs (out of GDP and GNP) reach untenabl e negative rates of -37 per cent and -
26 per cent, respectively. Consequently, the occupied territory will develop a
savi ngs-investnent gap by the year 2010 of 62 per cent of GNP, equival ent to sone
$4.5 billion. This conpares to a savings-investnent gap of 13 per cent of GNP
under the baseline scenario.

Under Alternative |, exports (X) are not envisaged to surpass the
performance seen during the historical period. By contrast, inports (M, which
are defined as a function of GNDI, mmintain an unabated growth, which wll
average sone 10 per cent per annum By the end of the projection period, MwllI
account for 90 per cent of that year's GDP, and nore than 47 per cent of
aggr egat e demand (M C+l +X) . Consequently, the occupiedterritory' s trade gap will
wi den substantially, reaching 70 per cent of the GNP of the year 2010. The
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current account bal ance will depict a surplus owing to the nassive and conti nuous
i ncrease required in NTR

Notwi t hstanding the inproved perfornance of the econony, the present
scenario renmains clearly inadequate since it depends entirely on the unlikely
sust ai ned avail ability of foreign unrequitedtransfers. The apparently favourabl e
10 per cent unenploynment level and $6.7 billion GDP in the year 2010 hide an
external support that anounts to alnost $4 billion in that year alone. In other
wor ds, w thout donestic macroecononic policies, the Palestinian econony inits
current structure will require by the year 2010 foreign-financed per capita aid
of $1,187 annually to keep a lid on the unenpl oynent problem Such a scenario
whi ch focuses exclusively on a strong 'enpl oynent generation' goal, without the
appropriate restructuring and economc policy action is prohibitive in terns of
financial cost and inadequate as regards its capacity to sustain growh and
devel opnent .

Thus, the main nessage of the scenario is that in the absence of serious
policy efforts to address the structural problens and operational constraints
affecting the Pal estinian econony, a massive inflow of increasing anounts of
unrequi ted external aid does not result in a sustainable scenario. A nunber of
poi nts can neverthel ess be identified regarding the kind and the direction of
changes in the econony needed in order to inprove its performance under this
scenario after 1995, and thus delay the energence of 'baseline' type results.
The points can be summari zed as foll ows:

(a) Donestic enploynment needs to grow well above the 4.3 per cent annua

growm h of the labour force if unenploynent is to be reduced.

(b) Sectoral output in agriculture would have to grow at |east at around

5 per cent per annum with other sectors growi ng at hi gher rates so that on

average GDP grows at 7 per cent. In other words, donestic demand and

producti on should be able to double in value every 10 years.

(c) Wth GDP and GNP growi ng at rates only slightly higher than popul ati on,

per capita | evel s grow at over 2 per cent after 1995, reflecting the inmpact

of transfers on aggregate demand rat her than an i nprovenent of the econony's
productive capacity.

(d) The growth in aggregate demand will require an increase in the share

of resources dedicated to investnent, from 32 and 28 per cent of CDP and

GNP, respectively, in 1996, to 39 and 36 per cent in 2010.

(e) The unabated growh of aggregate consunption will cut deeply into

donestic and national savings |leading to a savings/investnent gap of sone

62 per cent of GNP by 2010, which is sustained only through nassive externa

transfers.
(f) In the absence of a change in the consunption behaviour of the
popul ation, be it induced or spontaneous, private consunption will increase

faster than donestic production
(g) |If the economy's propensity to inport is not reduced, rmuch of aggregate

demand will still have to be satisfied by inports, whose total val ue by the
year 2010 will be alnost at par with GDP and GDPF.

(h) If left to grow at their historical rate, exports' contribution to
donestic resources will dimnish.

(i) Consequently, the territory will develop a huge deficit on the trade
bal ance. By the year 2010, this deficit will be in the region of $3.7
billion, which would have to be financed by transfers of $3.8 billion.
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1990-2010: CONSTRAI NED UNEMPLOYMENT
MAI N AGCGREGATES

WB & G5 *

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (GDP)
Net factor incone

Gross national product (G\P)
Net transfers

G oss di sposabl e i ncome

Mer chandi se trade bal ance
Current account bal ance

Private consunption p.c.
GDP p. c.
GNP p.c.

Unenpl oynent / | abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enpl oyed in Israel /
enpl oyed | abour force
I nvestnent / CGDP
Savings / G\P
I nvestnent / GNP
GDP / GNP
Trade bal ance / GNP
I mports / private consunption

* | ncluding east Jerusal em

1990 1995 2000 2005 2010
(thousands)

1695 2034 2407 2820 3253
343 423 525 653 798
219 264 399 512 640
108 78 79 80 81

(mllions of constant 1990 USS$)
505 745 349 1927 2612

1487 2447 3860 5152 6704
565 449 499 546 598

2052 2896 4359 5698 7301
158 189 1340 2502 3860

2210 3085 5699 8200 11161

-502 -667 -1649 - 2592 - 3694
221 -28 191 456 763

(constant 1990 USS)
863 1114 1728 2099 2461
877 1203 1603 1827 2061
1211 1424 1811 2021 2245
SELECTED | NDI CATORS
(ratios in per cent)
11 19 10
19 18 17 16 15
15 17 18 18 18
10 12 12 13 13
47 52 52 53 53
33 23 17 14 11
34 30 35 37 39
18 6 -11 -20 - 26
25 26 31 34 36
72 84 89 90 92

-35 -35 -54 -63 -70

61 67 71 74 75
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Table 4/2. ALTERNATI VE SCENARI O |, 1990-2010: CONSTRAI NED UNEMPLOYMENT
MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996- 2000 2001-2005  2006-2010

W & G5 *
Popul ati on 3.7 3.4 3.2 2.9
Labour force 4.3 4.4 4.5 4.1
Total donestic enpl oyed 3.9 8.6 5.1 4.6
Val ue added in
Agriculture 1.8 8.0 4.6 4.2
| ndustry 16.1 9.8 6.5 5.9
Construction 15.5 10. 2 6.3 5.7
Servi ces 13.0 9.9 6.2 5.6
Gross domestic product (CGDP) 10.5 9.5 6.0 5.4
Private consunption 9.1 12.9 7.3 6.2
Privat e invest ment 7.4 13. 1 7.5 6.4
Covernrment i nvest nent 15.2 8.7 5.9 5.3
Exports 23.7 4.2 4.3 4.4
| nports 11.2 14. 4 8.2 6.7
Net factor incone -4.5 2.1 1.8 1.8
Gross national product (G\P) 7.1 8.5 5.5 5.1
Net transfers 3.8 47.9 13.3 9.1
G oss di sposabl e i ncome 6.9 13.1 7.6 6.4
Private consunption p.c. 5.2 9.2 4.0 3.2
G\P p.c. 3.3 4.9 2.2 2.1

* | ncluding east Jerusal em



55

ALTERNATI VE SCENARI O | |
I NTENSI FYI NG | NVESTMENT AND NARROW NG THE TRADE GAP

A Mai n_assunptions and qualification

The constrai ned unenpl oynent scenari o denonstrated the unsustainability of
a situation that avoids restructuring the Palestinian econony to increase
donestic production and relies instead on foreign subsidiestofill theresulting
gaps. Under Alternative Scenario |Il, explicit policy options and changes in the
behavi our and growmh of key variables are introduced, after the 1992-1995
recovery period, with the aim of simultaneously: reducing the trade gap,
i ncreasing production, and restructuring denmand away from consunption and In
favour of investnment. The scenario is thus underpinned by a conpletely different
operating assunption, nanely that the conditions governing perfornmance of the
Pal estini an econony will not remain unchal |l enged. As such, the scenario assunes
that, during and after the recovery period of 1992-1995, the rel evant Pal esti ni an
authorities will be able to initiate and encourage the kind of changes required
in economic policy to set the Palestinian econony on the path of sustainable
growt h and devel oprent .

Certainly, one crucial element of the requisite transformations would be
eventual control by the Pal estinian people over the natural resources of their
territory. Under Alternatives Il and I1l, the potential inpact of this particul ar
devel opnent is not considered, given the nature of the scenario analysis
exercise, and the specific objectives envisaged under these two scenari os.
Nevert hel ess, without lifting the restrictions that have cone to stifle the
econory, and without an authority conmitted to devel opnent and to formulation
and managenent of vi gorous policy nmeasures ainmed at i nproving the situation, the
results emerging fromthe baseline scenario or its variant mght re-energe.

In essence, the present scenari o hinges on boosting the productive capacity
of the econony and donesti ¢ denand whil e preventi ng private consunpti on and hence
imports, fromincreasing in inportance. This general aimis translated into the
foll owi ng policy neasures: accel erating private investnent, pronoting exports,
reducing inports by substitution rather than conpression, and expanding
gover nent consunption and i nvestnent expenditures.

The first three policy nmeasures are conbined in the framework by |inking the
accel eration of investnment to its conposition. Thus, it is assuned that an
addi ti onal portion of domestic resources will go to productive investnent over
and above that which is currently the case, and that this extra i nvestrment will
be al |l ocated between export pronotion and inport substitution. In terns of the
functioning of the framework, the extra investnment is expressed as a certain
percentage of potential GDP (1 to 5 per cent), which is added to the function
for private investrment. This extra investment, using a presumed ICOR of 5 is
translated into a gain in output, which is divided into two shares; one is added
to the export function, while the other is subtracted fromthe inport function
Thus, this extra investnent accel erates the rates of growth of private invest nent
and exports, but slows down that of inmports. This rests on the inportant
assunption that under the situation envisaged, Palestinian export growh is
effecti vel y suppl y-constrai ned rat her than demand-constrai ned, inplyingthat the
tradi tional markets for Pal estinian products can absorb an i ncreasi ng proportion
of Pal estinian exports, and that there is considerable potential for entry into
new nar ket s.

Three sets of allocations of the extra output were exam ned, reflecting the
di fferent preferences that could be given to either of the foll owi ng paraneters:

(a) 50 per cent of the extra output to be directed to export promotion and

50 per cent to inport substitution

(b) 70 per cent of the extra output to be directed to export pronotion and

30 per cent to inport substitution

(c) 30 per cent of the extra output to be directed to export pronotion and

70 per cent to inport substitution.

In this scenario, the second conmbination is selected, because of its
relatively nore inpressive results, particularly in ternms of enploynent
generation and favourable effect on reducing the trade gap. Furthernmore, wth



56

a weak and narrow donestic productive base, an enphasis on inport substitution
seens less realistic, particularly in the context of a projected accel eration
in gromh and the expected consequent rise in denmand for the inport of capita
goods. However, should the aimof reducing significantly the inport content of
private consunpti on and hence of expenditure on CDP becone nore inportant, then
the first or third option becones nore rel evant.

As for accelerating growmh in governnent expenditure, it is considered
desirable and necessary for two main reasons. Firstly, it is inpossible to
envi sage rapid growth and devel opnent of the Pal estinian econony while health,
education, comunication, housing, transport, etc. remain in their current
negl ected and inadequate state. Significant increases in the level of social
services and i n public admi nistration outlays, as well as i nvestnent in a grow ng
range of vital infrastructures,wll becone increasingly inportant.

Secondl y, under the baseline variant scenario, total projected governnent
consunpti on expenditures for the occupiedterritory reached $700 mllion in 2010,
while investnent in that year was depicted to just exceed $120 million. In terns
of per capita levels, this amobunted to just over $23 and $4, respectively. Even
a doubl i ng of governnent expenditure is not an exaggerated target, particularly
inthe case of investnment. I n order to reach such i ncreased |l evels, the two fl ows
are assunmed to grow by at least 7 per cent per annum Hence the necessity of
changi ng the functional formfor CG and |G from being a function of GDP to an
exogenousl y determ ned one, expressing a target growh rate. The rates that were
attenpted ranged between 7 and 14 per cent.

To sumup, this scenario proposes to set the Pal estinian econony on a path
of sustained growh and devel opment by: intensifying investnment in productive
sectors, and in particular in export pronotion and inmport substitution
activities; and, increasi ng governnent expenditures on consunption and i nvest nent
so as to match growi ng devel opnent needs. In so far as NIR projections in this
scenario are assuned to renmai n al ong t he path deterni ned by the historical trend,
external finance is limted to those constrained | evels of NTIR

In the followi ng section, the specific values and additional assunptions
used in the scenario are detailed. It is worth noting, however, that these are
not the only rates and levels tested, but are rather the nost convincing and
consi stent ones anong a range of conbinations attenpted. Al changes are
intLoduced as of 1996, i.e. after the econony recovers and regai ns the pre-1988
pat h.

1. The denographi c conponent
Al the features of the denographic conponent remai n unchanged fromthe

previ ous scenari o.
2. The | abour force conponent

Al the features of the | abour force conponent remai n unchanged fromthe
previ ous scenari o.
3. The economi ¢ _conponent

The foll owi ng changes are assuned under this conponent:
(a) While consunption behaviour in the Wst Bank remnai ns unchanged, in the
Gaza Strip the technical stability of the framework necessitated the use of
a slightly different function, that did not have a |agged dependent
variable. Thus, in this scenario, the equation in which private consunption
is only a function of GNDI was used.®
(b) As of 1996, an additional 1.5 per cent of the GDP of the West Bank
(i ncluding east Jerusalen) and of the Gaza Strip is allocated to investnent
in directly productive activities. In this particular exercise, this rate
of extra investnment is maintained until the year 2010 in the Gaza Strip,
while in the West Bank, the proportion is reduced to 1 per cent after the
year 2000.
(c) The ICOR level for that particular investnment is assunmed to be equa
to 5, neaning that the gain in output is equal to one fifth of the extra
i nvestnent divided by 5. This ICOR is higher than the | COR assunmed for the
econony as a whol e (assunmed at 3 for the baseline and its variant) but | ower
than that accepted for nmachi nery and equi pnent, which has historically been
around 7 to 9.3 Furthernore, given the long gestation period expected for
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the realization of the human resources and infrastructural needs of the
territory, a lower |ICOR would seemunrealistic.

(d) 70 per cent of the extra investment is assuned to be allocated to
export pronotion, so that 70 per cent of the extra output generated i s added
to the export trend.

(e) 30 per cent of the extra investnment is assuned to be allocated to
i mport substitution so that 30 per cent of the extra output generated is
added to the inport function

(f) Governnent consunption is assuned to grow at an exogenously determ ned
rate, which is equal to 7 per cent in both the West Bank and the Gaza Stri p.
(g) Government investnent is assuned to grow at an exogenously determ ned
rate, which is equal to 10 per cent in both the Wst Bank and the Gaza
Strip.

B. MAI N RESULTS

The results of Alternative Scenario |l are presented in tables 4/3 and 4/ 4.
An exami nation of the results confirms two trends, namely the ability of the
Pal estinian econonmy to: respond to the assumed relaxation of intensified
restrictions as of 1992 (also featured in the variant scenario and Alternative
I) and to regain pre-1988 trends; and overcome with varying degrees of success
the structural weaknesses that stifled its performance under occupation, through
rigorous policy formul ati on and nanagenent.

I ndeed, the growh rates indicated under Alternative Scenario |l do not
surpass, for exanple, those witnessed in the 1972-1975 period. However, by 2010
the econony reaches a fairly vigorous and certainly nore sustainable path of
gromh, as a result of the package of policies described in section A above.
The success is particularly noted in terms of the nost salient problem that
characterizes the econony's current state and whi ch overshadowed the baseline
projection, nanely, the probl emof unenpl oynent and of the Pal estini an econony's
weak | abour-absorption capacity.

The following sections analyse the inpact of the resultant structural
transformati on on vari ous key variables, with special attention to the 1995-2010
period when the policy framework is activated. It should be stressed that the
significance of theresults lies nore in the direction of changes they inply than
in the particular values of the growmh rates, since the latter are a function
of the particular values selected for the operating paraneters. |In other words,
simlar results could have been obtained with other conbinations of val ues of
t hese paraneters.

1. Popul ati on, |abour force and enpl oynent

Since the denographic conmponent used in this alternative is unchanged
projections for population and population growh are simlarly unaltered from
t he previous scenario. Simlarly, |labour force growh is nuch hi gher, and reaches
| evel s of 4.5 per cent per annumin 2001-2005, refl ecting the young age structure
of the popul ation. Thus, by the year 2010, the | abour force woul d have nore than
doubl ed, with an addition to its ranks of an annual average of 22,750 new
entrants per year.

However, the unenploynent situation wtnesses a dramatic inprovenent,
wher eby unenpl oynment falls fromthe levels of 22 and 15 per cent for the West
Bank and Gaza Strip in 1995, respectively, to 2 and 5 per cent by 2010. This is
due to the remarkabl e performance of donestic enpl oynent, which after 1995 grows
at higher rates, averaging 6.6 per cent per annum This is acconpanied by (an
assuned) |ow |l evel of enploynent of Palestinians in Israel. Should the nunber
of such workers be reduced to a lower level, either the donestic rate of
unenpl oynent will accordingly rise to higher levels in both the Wst Bank and
the Gaza Strip, or the policy package in this scenario would have to be further
intensified. Consequently, by 2010, 86 per cent of all economically active
Pal estinians are able to find jobs in the donmestic market (conpared to only 50
per cent in the baseline), reflecting the inprovenent in domestic enploynent
generation capacity. Under the current scenario, the econony is able to cope with
the higher rates of growth of popul ation and | abour and to reduce its relative
dependence on job availability in the Israeli econony.
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Alternative Il indicates no surprising change i n sectoral enpl oynent shares,
which remain close to those of the baseline and al ong broad historical trends.
Thus the share of the agricultural |abour force weakens to 15 per cent, while
i ndustry and construction widen their relative inportance to 18 and 13 per cent,
respectively. However, the current scenario anticipates a rapid rise in the
| evel s of sectoral enployment and of sectoral output. Consequently, all sectors
will have to neet the challenge of extensive and sustained job creation.
Agriculture, for exanple, is expected to be able to provide jobs for nore than
100, 000 persons in 2010, conpared to around 42,000 currently, while industry is
expected to provide a total of 124,000 jobs as conpared to the present |evel of
35,000. Thus, rapid growmh in donmestic enploynent is underpinned by
reorgani zati on of production processes and an expansion of the scope of
activities undertaken. Indeed, it would be hard to inagine howthis structura
transformati on could occur wi thout including, for exanple, the setting up of a
proper banking system to mention but one of the many |lacking intersectora
nmechani sns.

2. Donestic and national product; consunption, savings and invest nment

GDPF in Alternative Il exhibits a strong positive response to the rel axation
of constraints in 1992-1995, and subsequently to the accel eration of investnent
and export pronotion. Wiile in the recovery period, GDPF grows at an average of
10.8 per cent per annum in 1996-2010 it grows at 7.5 per cent per annum
under pi nned by strong growth in sectoral production. The | eading sectors in the
current scenario are construction and industry, which will grow at annual rates
of 7-8 per cent over the period. Agriculture is expected to grow nore slowy,
at an annual average of 6.1 per cent after 1995, as conpared to a faster recovery
inthe Gaza Strip in 1991-1995.

NFl under the present scenario is set to grow at the same constrained rates
as in the baseline of under 2 per cent per annum Consequently, GNP growth in
this scenario too tracks GDP closely, averaging 6.9 per cent per annum after
1995. A marked i nprovenent is registered in the share of GDP/ GNP which rises from
72 in 1990 to 92 per cent in 2010, reflecting the stronger donmestic production
| evel s.

Despite the higher population growh rates, both per capita GDP and per
capita GNP grow steadily. Accordingly, Aternative |l suggests a clear
i mprovenent in individual prosperity, with per capita G\P in the year 2010
reaching $2,833 in the West Bank and $1,809 in the Gaza Strip. Despite overal
i mprovenent, the per capita CDP of the West Bank will continue to exceed that
of the Gaza Strip, by sone 1.6 tines in the year 2010. Al though these per capita
GDP and GNP | evel s are i npressive conpared to those prevailing in the 1990-1992
period, they are | ess so when conpared to those already reached in 1987. By way
of exanple, in 1987 per capita GNP stood at $2,161 in the Wst Bank and $1, 493
in the Gaza Strip. Consequently, the projections obtained under Alternative |
remain nodest and an accentuation of the growh stinulating and econonic
restructuring efforts described under the current scenario i s possible w thout
t he i nmpact of such policy nmeasures bei ng exagger at ed.

The grow h of GDPF occurs in conjunction with the vigorous performance of
t he conponents of aggregate denand and hence of CGDP at nmarket price. After the
first few years of rapid recovery, GDP shows steady growh at annual rates of
between 6.8 and 8.3 per cent. These growth rates prove sufficient to bring the
val ue of GDP very close to that of potential GDP (i.e. as woul d be produced with
full enployment). Another distinguishing feature of Alternative Il is that the
differentials in growh rates of the conponents, as a consequence of the assuned
policy neasures, results in a different conposition of demand. At the end of the
peri od under consideration, the inportance of private consunpti on and of inports
is reduced in favour of investnent and exports.

Private consunption expenditure grows at a slower rate than GDP, with the
differential between the two rates expanding to just under 1 percentage point
i n 2005-2010. Over the entire period, private consunption grows at 7.4 per cent
per annum Consequently, whereas private consunpti on accounted for around 98 per
cent of expenditure on GDP in 1990, its share will shrink to around 83 per cent
by 2010. None the | ess, per capita private consunption strengthens consi derably
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over the period, growing at just under 4 per cent per annumto reach $1,844 in
the year 2010 conpared to $863 in 1990. Under this scenario, the average growth
of governnent consunption expenditure over the 1990-2010 period, outstrips
marginally that of both private consunption and GDP. By 2010, governnent
consunption will equal 16.7 per cent of GDP conpared to 15.6 in 1990, which
inplies that its exogenously determ ned growh rate of 7 per cent is a nodest
assunption. It nevertheless has the relatively attractive feature of keeping
overal | government current expenditures at afairly feasible and realistic |eve
and proportion of GDP

I nvest nent advances at an inpressive average annual rate of 7.6 per cent,
and nmore inportantly it changes in conposition. Governnent investment, which is
set exogenously to grow at 10 per cent per annumafter 1996, increases its share
of GDP from 3.3 per cent in 1990 to just over 4.5 per cent by 2010. Private

investment will grow at 7 per cent per annumin the 1990-2010 period, a rate
whi ch incorporates the "extra investnent', or that percentage of GDP especially
earmarked for investnent in 'productive sectors' under Alternative Il. This

i nvestment is over and above the share historically deduced fromgross nationa
di sposabl e incone. Thus, at the beginning of the investnent intensification
programe in 1996, 1.9 per cent of the territory's actual GDP is dedicated to
extra investment, which will account for 6.6 per cent of total private investnent
expenditure. By the year 2010, the percentage of GDP devoted to this activity
is reduced to 1.2 per cent, or 4.8 per cent of total private investnent. As a
result of this programe, the share of non-housing i nvestment will be equival ent
to 5.8 per cent of GNP in the year 2010, conpared to 4.7 per cent in 1990.

Thus, owing to the extra-investment programe, the conposition of investnent
changes in favour of productive sectors. Furthernore, the extra investnment is
dedicated to activities that increase exports and reduce inports. Under this
scenario, 70 per cent of the extra output generated by the extra investnment is
assuned to be equal to export gains, while the rest represents inmport savings.
In the year 2010, this progranme will make avail able to the econony $180 million
of additional resources, equivalent to 2.5 per cent of that year's CDP

Turning to the behaviour of savings, Alternative Il projects an initial
wor seni ng of the national savings ratio, falling from18 per cent of GNP in 1990
to 6 per cent in the year 2000, before inproving to 8 per cent by the year
2010.°% However in ternms of GDP, Alternative Il shows a net anelioration of the
savings/ GDP ratio. Indeed, the ratio is expected to narrow from-14 per cent in
1990 to +1 per cent by the year 2010, conpared to -12 per cent under the baseline
scenario. Thus, a significant inprovenent in the ability of the econony to
nobi | i ze domestic savings and to finance consunption and i nvestment activities
is foreseen in this scenario. The Gaza Strip's negative donestic savings ratio
will continue to be of great concern, although it is projected to narrow
substantially from-41 per cent of GDP in 1990 to -9 per cent in 2010.

The | ow nati onal savings ratio neans that by 2010 the Palestinian territory
wi || have devel oped a savi ngs-invest ment gap equi valent to 20 per cent of G\P.
Al'though this is marginally better than the 22 per cent of G\P of the baseline
variant, the $628 million of national savings will be able to cover only 29 per
cent of total annual investment requirements of $2.2 billion. This leaves a
savi ngs-invest nent gap of around $1.5 billion per annum conpared to $300 million
under the baseline scenario. However, it should be noted that total investnent
| evel s under the baseline scenario were expected to reach only $592 million, and
that under the latter, the dependency on external finance was the dom nant
nmechani smfor mai ntai ning the neagre growt h rates of GDP and of aggregat e demand.

3. External trade and financial resources

Under Alternative Il, the noticeable inprovenents in the performance of
donestic output are reflected clearly in the growth of trade. As a result of the
extra investnent, the performance of exports brings marked gains over the
historical period. After recouping the 1988-1991 | osses by 1996, export growth
surpasses the slower historical rate, with the average for the 1996-2010 peri od
equal to 10.3 per cent in the West Bank and 8.3 per cent in the Gaza Strip. By
t he year 2010, exports fromthe Gaza Strip shoul d account for around 29 per cent
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of total exports conpared to 11 per cent in 1990. Mre inportantly, the
contribution of exports to GOPw Il inprove significantly from12 and 20 per cent
in 1990 and 1995, respectively, to at least 27 per cent by the year 2010.

The scenario forecasts | ess i npressive i nprovenent on the inports side. The
extra-investment programme under this scenario favours export pronotion over
i mport substitution, and the resources devoted to the latter policy under that
programme are not enough to overcone the i ncone effect of the rapid rise in GDP
Indeed, in 1996, sone 2 per cent of actual CGDP is earnmarked for 'extra
investrment', while inports account for 67 per cent of GDP. None the | ess, these
efforts put alid on inport growth, which in the 1996-2010 period advances at
6.9 per cent per annum while GDP is expected to grow at 7.5 per cent. More
i mportantly, the inport content of aggregate demand (M X+l +C) is reduced from
43 per cent in 1987 to just over 36 per cent in 2010, while the MGDP ratio
i mproves slightly from60 in 1990 to 57 per cent in 2010. The expected | evel for
that ratio in 1995 is 62 per cent, neaning that wi thout the inport substitution
pol i cy which subsequently takes effect, inports' share of aggregate demand woul d
have continued to grow. In the Gaza Strip, the MGDP ratio i nproves from99 per
cent in 1990 to a still high ratio of 78 per cent in 2010, when the Wst Bank
will score 49 per cent.

Consequently, Alternative Il produces a marked inprovement in external
bal ances, al though the nerchandi se trade deficit will reach an annual figure of
over $1.2 billion by the year 2010, twice the level in the baseline. The trade

gap (X-M GNP) narrows substantially to -27 per cent in 2010, conpared to -33 per
cent expected for 2010 under the baseline. The inprovement in terns of GDP is
even nore marked, since this scenario projects that the gap will narrow to -29
per cent in 2010, conpared to -42 per cent achi eved under the baseline scenario.
The Gaza Strip is able to narrow its trade gap by 2010 to -42 per cent as
conpared to - 60 under the baseline scenari o. Meanwhil e, the current account turns
back into deficit again as of 1996, reaching an annual figure of $334 mllion
at the end of the projection period, whenit will equal 4.2 per cent of GNP. None
the less, this conpares favourably with the 8 percentage point reduction in the
trade gap

4. Concl uding renmarks

The el enents that contribute to the rel ative success of the scenario are the
fol | owi ng:

(a) GDP has to at |east double every 10 years, so that it grows tw ce as

fast as the |abour force;

(b) Investment will have to track that growh very closely. Most

importantly, investnments of around $1 billion would have to be effected

between 1996 and 2010 on productive activities that help inprove the

external trade balance, i.e. an annual anpunt rising from $51 mllion in

1996 to $88 mllion in 2010;

(c) Exports should grow faster than inports and faster than GDP if their

share out of aggregate denmand is to increase;

(d) Inmports should grow slower than GDP if they are to absorb a snaller

part of the total resources available to the econony.

Wth the above policies, the econony is not only capabl e of reverting to the
grow h path of pre-1988, but of gradually reducing the | ong-standing structura
probl ems, notwi thstanding the rapid increases in popul ation and | abour force.
This is possible as a result of a two-pronged policy of: lifting the operationa
restrictions that have been i nposed since 1967 and since 1988 in particul ar; and
boosting the econony's productive capacity by activating sectoral policies and
i mpl ementing structural reforns. The policies formulated in this manner
dramatically change the econony's ability to successfully enploy its grow ng
manpower . Furthernore, it induces a marked reduction in the econony's high degree
of external exposure and i nport dependency, while bringing | evels of consunption
inlinewth domestic productive capacity and i nconme. However, whil e the scenario
exhi bits substantially small er trade gaps than the baseline scenario, its ability
to nmobilize donestic savings remains insufficient, particularly in the face of
the accelerated investnent required for structural transfornation.
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As for the increase in governnent activity featured in this scenario, it is
difficult toidentify the sources of its financing in any preci se manner, since
the framework cannot determi ne future government fiscal and taxation policies.
Moreover, there is no basis in the alternative scenario analysis for assum ng
that the tax burden currently borne by the population will continue at present
| evel s and proportions. Furthernore, its "visible part" as represented by net
indirect taxes on production (N TP) and inconme taxes and transfer to the
Governnent (ITT) remain unrepresentative of its actual totality. If these two
flows continue along historical trends, ITT will progress at 7-8 per cent per
annumto reach under $500 million by the year 2010, while NITP (which is fixed
at around 4.9 per cent of GDP at factor cost) will stand at around $338 mllion
in the same year conpared to total governnent expenditures in that year of just
over $1.5 billion.

These figures for potential revenue exclude: the possibilities of raising
funds through governnent bonds; charges for governnent services; and taxation
on export and inport activities, which currently accrue to the occupation
authorities. Al of these potential sources of taxation revenue will depend on
the future fiscal policies and instrunments adopted in the territory, including
trade and tariff policies followd by the authorities. O her potential ways of
rai sing public funds al so exi st such as the establishnment of national insurance
and pensi on schenes. Hence, the i ncrease in government expenditure on consunption
and i nvestnent depicted in this and subsequent scenarios nay or may not lead to
a budgetary deficit. Even if this were the case, there would still be at |east
two policy options: raising the necessary funds donmestically or on foreign
capital markets. None the less, the inplicit total requirenents do not seem
unobt ai nabl e or unprecedented, especially if the options of foreign comrercia
or other |ending are considered.

On the whole, though problens remain, Alternative Il presents nore
sati sfactory prospects for Pal estinian economnm c performance as far as reaching
a sustainabl e and coherent growth path is concerned. Perhaps the nost inportant
implication of the scenario is that rebuilding a vigorous Pal estinian econony
is shown to be possible with the nodest policy action envi saged here, provided
the conditions are created for the initiative to be taken as soon as possi bl e,
both during and beyond the 1992-1995 recovery peri od.



Table 4/3. ALTERNATIVE SCENARI O | |,

W & G5 *

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (CGDP)
Net factor incone

Gross national product (G\P)
Net transfers

G oss di sposabl e i nconme

Mer chandi se trade bal ance
Current account bal ance

Private consunption per capita
GDP per capita
GNP per capita

Unenpl oynent / | abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enpl oyed in Israel /
enpl oyed | abour force
I nvestnent / CGDP
Savings / G\P
I nvestnent / GNP
GDP / GNP
Trade bal ance / GNP
I mports / private consunption

* | ncluding east Jerusal em
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1990- 2010:

REDRESSI NG TRADE GAP

MAI N AGCGREGATES

I NTENSI FYI NG | NVESTMENT AND

1990 1995 2000 2005 2010
(t housands)

1695 2034 2407 2820 3253
343 423 525 653 798
219 264 353 483 690
108 78 79 80 82

(mllions of constant 1990 US$)
505 745 1082 1492 2171

1487 2447 3404 4857 7244
565 449 497 544 601

2052 2896 3901 5402 7844
158 189 225 265 307

2210 3085 4126 5667 8151

-502 -667 - 887 -1049 -1242
221 -28 - 165 - 240 -334

(constant 1990 USS$)
863 1114 1268 1482 1844
877 1203 1414 1722 2227
1211 1424 1621 1915 2412

SELECTED | NDI CATORS

(ratios in per cent)
11 19 18 14 3
19 18 17 16 15
15 17 18 18 18
10 12 12 13 13
47 52 53 53 53
33 23 18 14 11
34 30 32 31 30
18 6 6 7 8
25 26 28 28 28
72 84 87 90 92
-35 -35 -35 -31 - 27
61 67 67 68 69
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Table 4/4. ALTERNATI VE SCENARI O ||, 1990-2010: | NTENSI FYI NG | NVESTMENT AND
REDRESSI NG TRADE GAP

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996- 2000 2001-2005  2006-2010

W & GS*
Popul ati on 3.7 3.4 3.2 2.9
Labour force 4.3 4.4 4.5 4.1
Total donestic enpl oyed 3.9 5.9 6.5 7.4
Val ue added in
Agricul ture 1.8 5.1 5.1 7.2
| ndustry 16.1 7.3 7.7 8.6
Construction 15.5 7.5 7.7 8.6
Servi ces 13.0 7.2 7.6 8.5
Gross domestic product (CGDP) 10.5 6.8 7.4 8.3
Private consunption 9.1 6.1 6.5 7.5
Privat e invest ment 7.4 7.5 6.2 7.4
Cover nrment i nvest nent 15.2 9.9 9.9 9.9
Exports 23.7 6.7 10.7 11.3
| mports 11.2 6.3 6.8 7.7
Net factor incone -4.5 2.0 1.9 2.0
Gross national product (G\P) 7.1 6.1 6.7 7.8
Net transfers 3.8 3.5 3.3 3.0
G oss di sposabl e i ncome 6.9 6.0 6.6 7.5
Private consunption p.c. 5.2 2.6 3.2 4.5
G\P p.c. 3.3 2.6 3.4 4.7

* | ncluding east Jerusal em
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ALTERNATI VE SCENARI O 11|
I NTENSI FYI NG | NVESTMENT AND REDRESSI NG THE TRADE GAP W TH
EXTERNAL TRANSFERS

A Mai n_assunptions and qualifications

Al ternative Scenario Il identified ways in which sone of the maj or problens
confronting the Pal estini an econony can be renedi ed. The scenario |listed a nunber
of domestic policies ained at re-structuring the econony over the period under
consi derati on. The necessary adj ustnents occur gradual |y and t he nmaj or gaps reach
acceptabl e and certainly nore nanageable |levels by the year 2010. The process
relies on the nobilization of donestic resources only, with external finance
limtedtotherelatively constrained levels of NTR In Alternative Scenariolll,
that constraint is lifted and it is assuned that nore substantial external
finance/aid will be available to the econony in support of its adjustnent
efforts. These foreign transfers are nmeant to help increase incone |evels and
narrow t he gaps nuch nore rapidly than woul d ot herwi se be the case, since nore
resources can be invested in productive activities.

Thus the current scenario is built on the sane conbi nati on of macroecononmic
policies that constituted the basis for Alternative Scenario Il. They are here
supplenented by a reliance on NTR, which is defined in the same way as in
Alternative Scenario|l. Inother words, it is set to nmatch the difference between
a desired enpl oynent | evel and that |evel which woul d otherwi se result fromthe
conbi nati on of donestic policies spelt out in Alternative Scenario Il. Hence
as in Alternative Scenario |, a constrai ned unenpl oynent rate is selected (i.e.
10 per cent in the present version). Accordingly, the gap between actual and
potential aggregate demand resulting from the donmestic policy package is
obtained. If that gap exceeds the desired level, then NTRis increased so as to
mat ch the difference.

The main interest in, and strength of, this scenariois that it illustrates
the sensitivity of the Palestinian econony to the availability of foreign
financial support, during a period of intensive domestic policy efforts for
structural transformation ainmed at reaching a path of sustained growth and
devel opnent. G ven the size of the gaps obtai ned under the baseline scenario and
its variant, it is not surprising that NTR plays a vital and invigorating role
i n supporting the Pal estinian econony. The conbi nati on of nore vi gorous domestic
macroeconom ¢ policies that it enbodies, and the calculation of additiona
external resources that their successful application would entail, render this
scenario a nore useful alternative than those preceding it. Nevertheless, if the
total amount of external resources envisaged under this scenario is not net by
unrequited transfers, the Pal estinian econony will have to either reduce the
scal e of operations envi saged under the scenario or resort to external borrow ng,
if possible. In the latter case, provisions would also have to be nade for the
repayment of both principal and interest due. This would in turn put the burden
on the export sector to generate even nore forei gn exchange to satisfy increased
i mports and provide for debt repaynent. This inportant issue of debt can only
make sense under a situation which wll give the Palestinian econony the
i nternational standing required for obtaining | oans.

The following points review the additional changes introduced in the
framework as part of the current scenario. The assunptions are al nost identica
to those under Alternative Scenario Il, except that sonme were fine-tuned to
reflect the availability of NTRin the way descri bed above.

As with the Aternative Il, the conbination of variables and val ues
presented are not the only ones attenpted, but are those that generated the nost
convi ncing and consistent results. Al changes are introduced as of 1996, i.e.

after having allowed the economy to regain the pre-1988 path. Here again,
adopting an earlier date for introduction of these changes would only bring
forward by the sane nunber of years the results specified for this scenario.

1. The denographi ¢ conponent
Al the features of the denographic conponent are assunmed to remain

unchanged from the previ ous scenario.
2. The | abour force conponent
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Al the features of the l|abour force conponent are assuned to remain
unchanged fromthe previous scenario.
3. The economi c _conponent

All the features of the econom c conponent are assunmed to remain
unchanged fromthe previous scenari o except that:
(a) VWhile consunption behaviour in the Wst Bank is assuned to renain
unchanged, in the Gaza Strip the equation in which private consunption is
assumed to be only a function of GNDI was used in this scenario.
(b) Inthe Gaza Strip, it is assuned that extra investnent in the order of
2.5 per cent of potential GDP will be nobilized between 1996 and 2005, with
t he percentage being relaxed to 1 per cent as of the year 2006. In the West
Bank, the percentages used are assuned to stand at 1.5 per cent for the
peri od 1996-2000, and 1 per cent thereafter.
(c) Government investnment is assuned to grow at an exogenously determ ned
rate of 10 per cent in the West Bank and 8 per cent in the Gaza Strip.
(d) The assunmed level of NIR depends on what is happening to the
di screpancy between actual and potential denmand. |f the actual discrepancy
exceeds the desired di screpancy (fixed at 10 per cent as of 1996), then the
| evel of NTRis assunmed to be a function of that difference. Once the actua
di screpancy falls bel ow 10 per cent, then the level of NTRreverts to 1990
NTR per capita levels multiplied by that year's popul ati on.

B. Main results

The results of Alternative Scenario Ill are presented in tables 4/5 and 4/6.
They are broadly simlar to results obtained under Alternative Scenario II.
However, cal cul ations for the 1996-2005 period i ndi cate an i nprovenent over that
scenario, neaning that growh rates and |evels are higher in nost cases. This
is due to the expected availability of external finance (NTR), which is here
translated into an accelerated growh path and a |ower unenploynment rate
t hroughout the post-1996 period. In the followi ng sections, the inpact of
structural transformation and of the availability of extra NTR are anal ysed.

1. Popul ati on, |abour force and enpl oynent

As in previous scenarios, the Palestinian territory will by the year 2010
have an estimated total popul ation of 3,253,000 and a | abour force of 798, 000.
Wth the availability of extra finance, donestic enploynment is able to rise
rapidly to 399, 000 by the year 2000, conpared to 353,000 under Alternative Il
In other words unenpl oynent was expected to stand at 18 per cent of the | abour
force in the year 2000 under Alternative Il, but it is down to 9 per cent inthis
alternative, due to the assuned availability of an extra $630 mllion in NTR
The inmpact of NTR on unenpl oynent, acting through aggregate denand, represents
a cost of about $1,350 per new job. By the year 2010, donestic enploynment will
reach 698, 000 with no extra NTR subsequently required. Effectively, the NTRthus
gi ves the econony a substantial and i medi ate boost to its enpl oynent generation
capacity, which subsequently becones sel f-supporting.

Regar di ng sectoral enploynment, it undergoes a rapid expansion in the period
1996- 2000. However, the labour force conponent produces the sanme sectoral
distribution for the year 2010. Thus the essential difference with Alternative
Il is that the rapid gromh projected here for 1996-2000 inplies even nore
substantial structural transformati on and potent sectoral policies. Thus, while
under Alternative Il industrial enploynent was expected to rise to 63,066 by the
year 2000, under Alternative Ill it is expected to reach 71, 195.

2. Donestic and national product; consunption, savings and investnment

GDPF takes off at an annual growth rate of 10.2 per cent in 1996, with the
average for the 1996- 2000 period being 7.6 per cent. This is close to the rates
specified for the developing countries under the international devel oprnent
strategies for the second and third United Nations Devel opnent Decades. *
Sectoral value added will have followed a simlar trend, with a take-off growh
rate of 8-10 per cent. GDP at market price is expected to grow at a simlar pace
reaching $3,860 nillion in the year 2000 and $7,301 in the year 2010, conpared
to $3,404 and $7, 244 under Aternative Il. Wth NFl reaching only $601 mllion
in the year 2010, as in Alternative Il, the ratio of GDP to GNP is expected to
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i nprove and stand at 92 per cent in the year 2010 as a result of rapid growh
in donestic productive capacity.

Per capita indicators are expected to be simlar to those achieved in the
previous scenario. Per capita GDPin the year 2010 will reach $1,657 in the Gaza
Strip and $2,655 in the West Bank, while per capita GNP will rise to $1, 885 and
$2,814, respectively. Thus, West Bank per capita GNP will be 1.5 times greater
than that of the Gaza Strip, conpared to 1.9 tines under the baseline scenario.
These and other differentials inindicators of econom ¢ performance and st andards
of living in the two areas (WB/GS) are exhibited in all scenarios - reflecting
the enduring inpact of alnost 25 years of occupation (1967-1992). This points
to a structural divide which can best be bridged through vigorous pursuit of
regi onal devel oprment goal s and programes specific to the Gaza Strip and taking
into consideration its special needs and potenti al s.

The differentials in growth rates of the conponents of demand will result
in a conposition favouring investnment and exports as opposed to private
consunption and i nmports. CP will be | ess squeezed under this scenario than under

Alternative |1, since NIR expands, allowing investnents to grow without a
sl omdown in CP. Hence in the year 2000, CP will stand at $3,838 mllion conpared
with $3,052 in Aliternative Il. However, in this scenario too, the share of CP

out of GDP will end at 83 per cent conpared to 98 per cent in 1990. Per capita
private consunption will rise at an average annual rate of 3.9 per cent to $1, 854
in the year 2010 conpared to $863 in 1990. Governnent consunption rises at 7 per
cent per annumto $1,209 in the year 2010, when it will be equal to 16.6 per cent
of GDP, conpared to 15.6 per cent in 1990.

I nvest nent takes off with an average annual growth rate of over 12 per cent
for the 1996-2000 period. CGovernnent investnent grows at over 8 per cent per
annumto reach $265 mllion in the year 2010. In terns of its share of CDP, IG
wi Il then equal 3.6 per cent, conpared to 3.3 per cent in 1990. However, in terns
of its contribution to total investrment, Gl wll rise from7.8 to over 12 per
cent over the same peri od.

Private investnment is expected to grow at an annual average rate of 7.2 per
cent for the period as a whole, and at 12.5 per cent during 1996-2000. The 'extra
i nvest ment' dedicated to export pronotion and inport reduction will still start
at under 2 per cent of GDP, but this will be equivalent to 6.3 per cent of the
$944 mllion of I P, conpared to the 6.6 per cent of the $774 mllion of |IP seen

under Alternative Il. The share of non-housing investnent will rise to 5.6 per
cent of GNP by the year 2000 before falling back to 4.4 per cent in the year
2010. At the sanme tine, the share of total investnent from GNP will have al so

risen to 30 per cent in the year 2000 before falling back to 27 per cent in the
year 2010, conpared to a steady 28 per cent under Alternative Il

As in the previous scenario, an extra $1 billion will have been spent
bet ween 1996 and 2010 on inport reduction and export pronotion. However here
almost two thirds of this sum w |l have been spent in the first 10 years as
opposed to a half under Alternative Il, thus allowing a faster growh rate. In
the year 2010, the extra output generated by this progranme wll reach $190
mllion or the equivalent of 2.6 per cent of GDP

Savings, in the nmeantine, worsen to -2 per cent of GNP in the year 2010 as
a result of expanding CP, before recovering to 8 per cent at the end of the
period. In the Gaza Strip, the ratios for the same years will recover from-8
per cent to +6 per cent, conpared to +4 per cent under Alternative Il. In terns
of CGDP, domestic savings inthe territory as a whole will rise from-14 per cent
in 1990 to +1 per cent in 2010, and from-41 per cent to -7 per cent in the Gaza
Strip, a marginal inprovenent over the levels registered under Alternative ||
Consequently, by the year 2010, the savi ngs-investment gap will reach 19 per cent
of GNP conpared to 20 per cent under Alternative Il and 22 per cent under the
basel i ne variant scenario. Thus, the $632 m|Ilion of national savings will cover
only 30 per cent of the $2.1 billion of required investnent expenditure.
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3. External trade and financial resources

The accel eration of i nvestnment under this scenarioresults in nore rapid and
cl ear i nprovenent in export perfornance and in inport reduction efforts. Exports
rise rapidly at 10 per cent per annum after 1995, reaching $708 mllion by the
year 2000 and $2,105 million by the year 2010, conpared with $695 mllion and
$1,974 million, respectively, under Alternative Il. By the year 2010, exports
are expected to be equal to 29 per cent of GDP and 51 per cent of inports. In
the Gaza Strip, these percentages will reach 35 per cent and 45 per cent,
respectively, conpared with 30 per cent and 38 per cent achieved under
Alternative Il. Gaza's exports will have raised their share out of total exports
to 34 per cent, as conpared to 29 per cent under the baseline variant. In view
of the operative assunptions governing this scenario as regards traditional and
new market potentials for Palestinian exports, and the actual historical
performance of exports in certain years, such results do not appear unrealistic.

Imports will register an average annual growth rate of 8 per cent over the
whol e period, reaching $4.15 billion by the year 2010. As in the previous
scenario, inmports' share of GDPwill fall from60 per cent in 1990 to 57 per cent
in the year 2010, while its share of aggregate demand (M C+l +X) will fall from
43 per cent in 1990 to 36 per cent in 2010. However, while inports still remain
very inportant in the consumer basket, their significance to aggregate demand
has been di mi ni shed.

Consequently, the trade gap (trade bal ance/ GNP) will worsen to -44 per cent
in the year 2000 before narrowing to -26 per cent. Indeed, as of 2005, this
scenario will show an i nmprovenent of 6 to 8 percentage points as conpared to the
trade gap seen in the baseline variant. Total NIR reaching the econony is
expected torise from$158 millionin 1990 to $855 million in 2000 before falling
back to $307 mllion in the year 2010. On a per capita basis, NIR inflow woul d
have varied from$93 to $355 to $94, respectively. NTR s share of GNDI will have
followed suit, first expanding from?7 per cent to 16 per cent, then retreating
to 4 per cent for the |last year of the period. The current account bal ance wl|l
end the period with a deficit of $245 mllion, which is 26 per cent |ower than
the $334 mllion deficit under Alternative Il

4. Concl udi ng remar ks

Al ternative Scenario |l | eaves the econony with a much stronger productive
base, able to absorb the great majority of its labour force. To achieve this,
the econony will have received $5.4 billion in extra NTR between 1996 and 2007
During this period, annual extra NTRwill range fromas rmuch as $644 mllion (in
2001) to as little as $42 million (in 2007). Total NTR, including the 'extra'
will amount to sone $9 billion for the whole 1996-2010 period. This injection
of external finance should be seen in light of sone of its beneficial effects:
the significant gains inenploynment; the narrow ng of both the savi ngs-invest nent
and trade gaps; and, the inprovenment of the current account deficit. Meanwhile,
the extra NTR sustains GDP at nuch higher levels conpared to Alternative Il. In
other words, the additional NTR under Alternative Ill enables the econony to
generate $4.6 billion nmore of GDP during 1996-2010 than is the case under
Alternative |1, which relies on donestic resources al one.

Thus, the extra NTR all ows a nuch nore rapid take-off, whereby virtually all
t he donmesti ¢ human and econonic resources are nobilized and utilized. According
to this scenario, such a boost will only be required in the first decade after
recovery, with the econony ending the entire period with a vigorous structure
t hat does not require extra external financial support. Not only does the econony
function nore efficiently than under previous alternatives, but this is achieved
wi thout increasing the costs of structural adjustment through reliance on
donestic resources alone. On the whole, under the conditions featured in this
scenario, the results indicate favourable prospects for the future of the
Pal esti nian econony. However, they fall short of satisfying the broader
obj ectives that can be envisaged, bearing in mnd the total potential that the
Pal esti ni an peopl e and econony can nmuster in the West Bank and the Gaza Strip.
These crucial options are explored in chapter V.
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Tabl e 4/5. ALTERNATIVE SCENARI O 111, 1990-2010: | NTENSI FYI NG | NVESTMENT AND NARROW NG
THE TRADE GAP W TH EXTERNAL TRANSFERS

MAI N AGGREGATES

1990 1995 2000 2005 2010
WB & GS*
(t housands)
Popul ati on 1695 2034 2407 2820 3253
Labour force 343 423 525 653 798
Total donestic enpl oyed 219 264 399 512 698
Enpl oyed in |srael 108 78 79 80 82
(mllions of constant 1990 USS$)
Total investnent 505 745 1318 1584 2109
Gross domestic product (CGDP) 1487 2447 3860 5152 7301
Net factor incone 565 449 499 546 601
Gross national product (G\P) 2052 2896 4359 5698 7901
Net transfers 158 189 855 562 307
G oss di sposabl e i nconme 2210 3085 5214 6260 8208
Mer chandi se trade bal ance -502 - 667 -1309 -1206 -1153
Current account bal ance 221 -28 46 -98 - 245
(constant 1990 USS$)
Private consunption p.c. 863 1114 1594 1635 1854
GDP p.c. 877 1203 1603 1827 2244
G\P p.c. 1211 1424 1811 2020 2429
SELECTED | NDI CATORS
(ratios in per cent)
Unenpl oynent / | abour force 11 19 9 9 2
Enpl oynent shares (donesti c)
Agriculture 19 18 17 16 15
| ndustry 15 17 18 18 19
Construction 10 12 12 13 13
Servi ces 47 52 52 53 53
Enpl oyed in Israel /
enpl oyed | abour force 33 23 17 14 11
I nvestnent / CGDP 34 30 34 31 29
Savings / G\P 18 6 -2 4 8
I nvestnent / GNP 26 26 30 28 27
GP /| GNP 72 84 89 90 92
Trade bal ance / GNP -35 -35 -44 -33 -26
Inports / private consunption 61 67 68 68 69

* | ncluding east Jerusal em
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Table 4/ 6. ALTERNATIVE SCENARI O |1, 1990-2010: | NTENSI FYI NG | NVESTMENT AND
REDRESSI NG TRADE GAP W TH EXTERNAL TRANSFERS

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996- 2000 2001-2005  2006-2010

W & GS*
Popul ati on 3.7 3.4 3.2 2.9
Labour force 4.3 4.4 4.5 4.1
Total donestic enpl oyed 3.9 8.6 5.1 6.4
Val ue added in
Agriculture 1.8 8.0 4.6 6.0
| ndustry 16. 1 9.8 6.5 7.8
Construction 15.5 10. 2 6.3 7.5
Servi ces 13.0 9.9 6.2 7.4
Gross domestic product (CGDP) 10.5 9.5 6.0 7.2
Private consunption 9.4 11.1 3.7 5.5
Privat e invest nment 7.4 12.5 3.2 5.6
Covernment i nvest nent 15.2 8.3 8.4 8.4
Exports 23.7 7.1 11. 6 11.4
| nports 11.2 11.7 3.6 5.8
Net factor incone -4.5 2.1 1.8 1.9
Gross national product (G\P) 7.1 8.5 5.5 6.8
Net transfers 3.8 35.2 -8.1 -11. 4
G oss di sposabl e i ncome 6.9 11.1 3.7 5.6
Private consunption p.c. 5.2 7.4 0.5 2.5
G\P p.c. 3.3 4.9 2.2 3.8

* | ncluding east Jerusal em
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CHAPTER V
SCENARI O ANALYSI' S, 1990-2010: ALTERNATI VES | V-V
| nt roducti on

In the previous three alternative scenarios, it was assuned that the
Pal estinian people in the West Bank and Gaza Strip would constitute the future
popul ati on of these areas, i.e. on a de facto basis. As such, the franework has
not, so far, integrated into the Pal estinian popul ati on of the Wst Bank and Gaza
Strip elements fromthe three categories of Pal estinians who presently reside
outside the territory as a result of: the 1948 war; the 1967 war; and
devel opnents since 1967. These categories constitute an inportant stock of the
de jure and refugee popul ation, sone of whomnmay return to the territory should
the future political and economi ¢ conjuncture pernmit.* Any change in the policy
envi ronnent that woul d pernit a significant Pal estinian popul ati on novenent into
the territory is expected alsoto allowthe return of and to Pal estinian contro
and the equitabl e distribution of water resources, thus hel ping to ensure opti nmal
conditions for infrastructural devel opnent, especially as relatedto agricul ture,
housi ng and urbani zation.

To accommopdat e such eventualities, new scenarios were exam ned using the
same conbi nation of policies described under Alternative Scenarios Il and II1.
It shoul d be noted, however, that the results of these scenarios cannot entirely
or accurately reflect all the changes that are required or brought about by a
popul ati on novenent of the size under consideration, or by the new conjuncture
it inplicitly assunmes. Moreover, the nature of the framework is such that it has
not been possible to quantify the economic inpact of full control over natura
resources, or to estinate the costs and benefits of regional econom c integration
and cooperati on arrangenents that m ght ensue in the future. As with the previous
scenarios, the assunptions and the results of the scenarios developed in this
chapter are not prescriptive in nature. They are only indicative of the responses
and of the scale of transfornati ons the Pal estinian econony will need to undergo
i norder to successfully absorb the above-nenti oned cat egori es of the Pal estini an
peopl e.

In elaborating Alternative Scenarios IV and V, one main challenge was to
define the size of that unknown stock of returnees. The nain references were
published data on the nunber of Palestinians living outside the occupied
territory, estimated at least at 3.5 mllion in 1990, of whomsone 1.5 million
were refugees registered with UNRWA. 42 According to one source, the nunber of
Pal estinians living outside the territory since 1967 but originating in the Wst
Bank and the Gaza Strip stood at 761,000 in the md-1980s.4 A though it is
beyond the scope of this study to estinmate the nunber of Pal estinians that m ght
eventually returntothe territory, afigure of at least 1 nmllion as a potentia
returnee popul ati on seens appropriate in the Iight of the precedi ng data.

To overcone the problemof estimation, and since the exercise has mainly an
illustrative function, it was decided to peg the i ssue around two possibilities:
that of a lower (but not mininun) estimate of around 1 million returnees; and
that of a higher (but not nmaxinum estimate of around 2 nmillion returnees. Thus
the exercise can be conducted in tw versions, one with a low estinmate of
returni ng popul ation, and the other with the high estinmate. Under each of these

versions the overall policy framework governing Scenarios Il and Il in chapter
IVis fine-tuned to refl ect the inpact of the additional popul ati on. The process
of acconmobdating the returnee popul ation begins as of 1996, i.e. the year by
which recovery is conpleted (as in Alternatives I-111) and vigorous policy

intervention inthe econony is assumed to commence. The scenari os are constructed
SO0 as to absorb either the | ower or the higher estimate of returning popul ation
by the end of the projection period.
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ALTERNATI VE SCENARI O | V:
ABSCRPTI ON OF RETURNI NG POPULATI ON W THOUT EXTERNAL TRANSFERS

A Mai n_assunptions and qualifications

Inits essence, this scenario is designed and structured in the same nanner
as Scenario Il in chapter |V. Consequently, it features an acceleration of
i nvestment, pronotion of exports, reduction of inports, and expansion of
government services and investnment in the econony. The nain difference is that
these policies are accelerated and intensified so that projections with the
addi tional population yield simlar results as under Alternative Scenario Il

The return of population required inportant changes to the denpgraphic
conponent. In previous scenarios, the denographic conmponent assumed positive
mgration fromthe territory under the baseline scenari o and zero m gration under
al |l subsequent scenarios. Thus, to acconmodate the return of Palestinians as is
i ntended under the current scenario, reverse or 'negative' migration rates are
assuned. The returni ng popul ationis thus integrated foll ow ng the sane reasoni ng
as in the baseline, nanely that the flow of returnees is expressed as a
percent age of the resident popul ati on. The percentage i s changed throughout the
period so that it yields fairly stable annual flows which add up to either of
the two potential returning populations (i.e. 1 or 2 nllion people) between 1996
and 2010.

Thus the scenario was run twice, once with the low estimate and once with
the high estimate. Gven the structure of the framework, simlar results were
obtained by varying the values of the key parameters. For exanple, if under
Scenario Il of chapter 1V, governnent investnent was required to increase at 7
per cent per annum under the current scenario, it would have to increase by 8
to 15 per cent, with the higher end of the range corresponding to the higher
estimate of the returning popul ati on

Consequent |y, although the two exercises produce successful results, it was
consi dered that analysing the results of only one of the two versions would be
sufficient. Though the version with the high returning popul ati on represents the
nore chal | engi ng possibility, the | ower returning popul ation figures are adopt ed
for the purpose of discussion and analysis, so as to focus on the mininmm
requi rements envisaged within this scenario. The results for both |evels of
returnee popul ation are presented in tabular form As a reninder, all changes
are introduced as of 1996, i.e. after the econony attains the pre-1988 path.

1. The denographi c conponent
Al'l the features of the denographi c conponent are assumned to be unchanged

from previ ous scenari os except for the follow ng:

(a) As of 1996, Palestinians fromoutside the territory will be added to
the de facto resident population at a rate declining gradually from 3 per
cent per annum of resident population to 1.5 per cent by the year 2010.
These rates yield an average annual flow of net emigration of sonme 27,000
in the case of the Gaza Strip, and 40,000 in the case of the Wst Bank.
Thus, by the year 2010, 406, 000 Pal esti ni ans woul d have returned to the Gaza
Strip and anot her 606, 000 woul d conme back to the West Bank (including east
Jerusal em), constituting together a total returnee popul ation of 1,012, 000.
In the version of this scenario with a higher returnee popul ation, the total
woul d be 751,000 for the Gaza Strip and 1,203,000 for the Wst Bank,
amounting to a total of 1,954,000 returnees.

(b) The returning population is assuned to have the same age structure,
fertility and nortality behaviour as the resident population. This inplies
t hat, al though different groups of returnees ni ght have di fferent behavi our
on average their behaviour will not vary significantly from that of the
resi dent population. Gven the uncertainty and the lack of information
surrounding this issue, this assunption probably represents the 'safest
expectations at this stage.

2. The | abour force conponent
All the features of the |abour force conponent are assuned to be

unchanged from previous scenarios. In addition, it is assumed that the
returning populationwll participate inthe |labour force follow ng the sane
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pattern as the resident population. Inso far as this assunption ignores the
lag usually observed in nigrants' entry into the |abour narket, the
additions to the | abour force might be slightly exaggerated. On the other
hand, the overall participation rate assuned for the resident population
itself is relatively low, so that if the returnees were nore active
econom cal ly, the current assunption mght | ead to an underesti nmati on of the
resulting | abour force.

3. The econoni ¢ _conponent
The changes required for the current scenario are as foll ows:

(a) In order to reflect the inpact of the increase in population on the
demand side, it is assunmed that in each year, the returning popul ati on of
that year will cause a small increaseinthe total private consunption (CP).
To reflect this increase, which is otherwise not accounted for in the
consunption function, it is assuned that each migrant will consune in the
first year after return the equivalent of one and a half tines what was
typi cally consumed on a per capita basis in the preceding year (CPpc(t-1)).
Thus, while private consunption is still a function of national disposable
i ncome in both the West Bank and Gaza Strip, the above-nentioned increnent
is added to the total CP of that year. The increnent is obtained by
mul ti plying the nunber of returnees in that year by CPpc(t-1), and dividing
the result by 2.4

(b) In the period 1996-2005, an extra 3 per cent of the Wst Bank's

potential CGDP will be dedicated to investnent in directly productive
activities, while in the last period 1 per cent wll be sufficient.
Similarly, in the Gaza Strip, the rate of extra investnent wll be

mai nt ai ned at the equivalent of 2.5 per cent of potential GDP until 2005,
and is reduced to 2 per cent thereafter

(c) Government consunption expenditure grows at an exogenously determ ned
rate, which is equal to 8 per cent in both the Wst Bank and Gaza Strip.
This rate gives simlar per capita levels of government services for the
i ncreased popul ation as those obtained under Alternative Scenario Il

(d) Government investnent expenditure grows at an exogenously determ ned
rate, which is equal to 13 per cent in both the West Bank and Gaza Stri p.
This rate gives simlar per capita |l evel s of governnent investnent as those
obtai ned under Alternative Scenario Il, while also making the necessary
extra provi sions for infrastructural needs, including housing, to absorb the
addi ti onal popul ati on.

(e) NTRis equal to 1990 NTR per capita levels multiplied by the resident
popul ation, including the emgrants that would have returned in that
particul ar year. This assunption ignores the likelihood that the returnees
m ght bring in some savings with them

B. Main results

The main results of Alternative Scenario IV are presented in two sets of
tables: tables 5/1 and 5/2 for the | ower population return estimate and tables
5/3 and 5/4 for the higher. The followng analysis is based on the |ower
popul ation estinmate: the present scenario has simlar features as Alternative
Il of chapter 1V, owing to the sane package of policy neasures adopted for each
The essential difference is in the growh rates of key econom c variables,
resulting froman accentuati on of policy actions undertaken in Alternative IV.
This acceleration is essential for strengthening the capacity of the econony to
absorb successfully the extra popul ation. Wile the econony is able to do so by
the end of the period under consideration, it none the | ess undergoes even nore
substantial structural adjustrment efforts and nobilizes nore resources as
conpared to Alternative IlI. The following sections analyse the consequent
transformations in the Palestinian econony. Unless otherwi se specified, the
references to and data for the Palestinian territory include east Jerusal em

1. Popul ati on, |abour force and enpl oynent

The incorporation of returnees boosts the average annual popul ati on grow h
rate for the period 1996-2010 fromthe 3.2 per cent in the precedi ng scenarios
to 4.6 per cent under this scenario. Consequently, population will rise from
2,034,000 in 1995, to 2,793,000 in the year 2000 and to 4,636,000 in the year
2010, by which tine sone 1,012,000 Pal estinians will have returned.
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Assumi ng t hat the returni ng popul ati on has the sane parti ci pati on behavi our
as the resident population, the |abour force will also double its growh rate,
i ncreasing after 1995 at an average of 6.7 per cent per annum from 423,000 in
1995 to 1,127,000 in the year 2010. This represents an average addition to the
| abour force of 47,000 workers per annum To cope with these flows, donestic
enpl oyment will need to rise after 1995 at an average that is sone 3 percentage
poi nts higher than that of the |abour force. The rate reached here is 9.3 per
cent, which allows donestic enploynment to rise to 1,006,000 by the year 2010.
This nmeans that by then, 89 per cent of the Pal estinian [ abour force should be
able to find work in the donestic econony. Thus, unenpl oyment does end at a very
|l ow | evel of 3 per cent, although in the first period of 1996-2000 it remains
in the range of 15-20 per cent of the | abour force. These interi mrates suggest
an initial worsening of the unenploynent situation as conpared to Alternative
.

As for sectoral enploynent, the current scenari o does not feature any change
fromprevious scenarios in ternms of the final sectoral distribution of donestic
enpl oyment. However, the average grow h rates of sectoral enploynent are higher
at 8 to 10 per cent. Thus, while agriculture, for exanple, was expected to absorb
100, 000 persons by the year 2010 under Alternative 11, under the present
scenario, it is projected to enpl oy 155, 000 persons by that year. |In other words,
consi derably faster expansion of productive activities and deeper structura
transformati on are assumed. However, the expected expansion in denand and the
expertise and manpower the returnees will bring with them are expected to
facilitate such major transfornations and expansi on

2. Donestic and nati onal production; consunption, savings and invest nment

GDPF grows at an increasing rate as it expands its absorptive capacity. In
the 1996-2010 period, it rises at 10 per cent per annum thus reaching $10
billion in 2010, up from $1.4 billion in 1990. This growth is underpinned by
simlarly inpressive sectoral growh rates, whichwi |l range between 8.3 and 11.1
per cent per annum It should be noted that these rates remain nodest conpared
to those registered for exanple during the 1972-1975 peri od.

GDP at narket price will also expand at simlar rates, reflecting the
expansi on of the conponents of demand. |nvestment and exports will rise faster
than GDP, while private consunption and inports will progress at rates slightly
bel ow t hose seen for GDP. Wth NFl growi ng at just above 2 per cent in the post-
1995 period, GNP tracks GDP growth slowy, registering a five-fold increase that
brings levels up from$2.9 billion in 1995 to $11.1 billion by the year 2010.
By that year, the dependence on factor income earned abroad, and especially in
Israel, will have been reduced such that the GDP/GNP ratio will rise from72 and
84 per cent in 1990 and 1995 to 94 per cent in 2010.

These inpressive rates allow per capita GDP and GNP | evels (including the
returning population) to rise to levels reached under Alternatives Il and II1.
By the year 2010, per capita GDP and GNP are projected to rise to $2,273 and
$2, 406, respectively, for the territory, though only to $1,670 and $1, 830 for
the Gaza Strip. A though West Bank per capita GNP will still be above t he average
for the territory, the differential with the Gaza Strip per capita GNP wll
narrow from being 1.8 tinmes greater than the Gaza Strip in 1990 to 1.5 tines
greater in 2010. As in previous scenarios, any further narrowing of this and
other differentials would necessitate intensifying policy measures particul ar
to the Gaza Strip and raising the extra resources required to neet the Strip's
pressi ng needs.

Private consunption will register a fourfold increase in the 1996-2010
period, progressing by at |least 9 per cent per annum from$2.3 billion in 1995
to $8.5 billion in the year 2010. By then, its share of GDP will have been
reduced from93 per cent to 81 per cent, respectively. Under Alternative Il the
rati o stood at 83 per cent, the difference reflecting the slightly faster growth
of ot her conponents assumed in this scenario. Government consunption after 1995
grows at an exogenously determ ned rate of 8 per cent to stand at $1.4 billion
by the year 2010. Wth the greater population growh in the post-1995 period,
thisrate will be just sufficient for per capita levels to reach the sumof $300,
conpared to $372 expected under Alternative Il. None the |l ess, CG s share of CDP
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wWill retreat from18 per cent in 1995 to 13 per cent in 2010, inplying that the
envi saged expansi on of CG renains a nodest expectation, especially as conpared
to currently prevailing rates in nost Western Asia countries, which surpass 15
per cent.* Certainly, adopting nore anbitious rates of expansi on of government
consunpti on expendi ture woul d produce better results in the franmework as regards
narrow ng the unenpl oynent and trade gaps.

Simlarly, although government investnent (IG is set to growat 13 per cent
after 1995 and to reach $492 nillion by the year 2010, this will give a per
capita level of $106 conpared to $101 expected under Alternative Il. In terms
of GDP, I1Gwll have increased its share from 2.6 per cent in 1990 to 4.7 per
cent in the year 2010. Obviously, these levels seemto fall short of fully
responding to the nmyriad needs of the new situation that night enmerge. However,
in the absence of nore precise information on the eventual cost of
reconstruction, absorption and other governnent related progranmes, it is
difficult at this stage to determine the appropriate |evels.

Private investnment, which as in Alternative Il receives a boost from'extra
i nvestment', nmintains an i npressive annual average growh rate of 9.6 per cent,
al though in the 1996-2000 period it is expected to grow at 12.1 per cent per
annum This is why its share of GNP will rise to 26 per cent in the year 2000,
before rel apsing to 24 per cent in 2010. However, the main feature of the current
scenario is the doubling of efforts to boost productive capacity i n a manner t hat
woul d reduce the trade gap. Whereas in Alternative Il, an extra 2 per cent of
actual CGDP was earmarked to i nvestnment all ocated to export pronotion and inport
substitution activities, such investnment programe activities under Alternative
IV take off in 1996 with 3 per cent of GDP before falling to 1 per cent towards
the end of the period. In the year 2000, the extra i nvestnment will stand at sone
$159 million, the equivalent of 13.5 per cent of that year's total private
i nvestnment. The favouring of 'productive' investrment in the interimas against
private sector's social overhead investnment, renmains a key to the successful
i mpact of the programme. By the year 2010, follow ng the above-nentioned rates,

a total of alnbst $2 billion will have been spent in boosting productive
activities, conpared to $1 billion under Aternative Il. By then, the annua
out put gains/savings in inports would have reached some $382 nmillion, i.e. 3.6

per cent of CDP.

The behaviour of savings reflects the relatively slower growh of
consunption vis-a-vis investnment, and the acceleration of the latter.
Consequently, as a percentage of GNP national savings first decline to 6 per cent
in 2000, but rise again to 11 per cent at the end of the period. Donestic savi ngs
follow the sane pattern, except that by the year 2010, they stand at 6 per cent
of GDP, which is a clear and significant inprovenent over the situation in 1990
and over the 1 per cent expected under Alternative Il

The savings-investment gap will widen from?7 per cent of GNP in 1990 to 23
per cent in the year 2000, before narrowing to 17 per cent in the year 2010. By
then, national savings of over $1.2 billion will cover 38 per cent of tota
i nvest ment needs. The w dening of the gap between 1990 and 2000 is hardly
surprising given the scope and scale of econom c expansion envisaged for the
period (i.e. the expansion of investment and consunption). None the less, the
current scenario portrays an inprovenent of the econony's ability to nobilize
savings, sincethelessintensiverestructuring efforts assumed under Alternative
Il generate national savings of only under $580 million by 2010. It seens that
the intensification of policy neasures and the presuned exi stence of financia
institutions under this scenario are sufficient to respond to the needs of
accommodati ng the returning popul ati on.

3. External trade and financial resources

Owing to the assunmed acceleration of growh in GDP and investnent, the
current scenari o does not envisage any worseni ng of the external bal ance, which

in fact inproves as conpared with Alternatives Il and Ill. Exports rise rapidly
at an average rate of 13.6 per cent per annumafter 1995, reaching an i npressive
level of $3.4 billion in the year 2010, an al nbst seven fold increase over the

1995 level. By the year 2010, exports will account for 32 per cent of GDP, (up
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from18 per cent in 1990), as conpared to 27 per cent under Alternative Il for
t hat year.

Inmports will also rise at an average annual rate of 9.5 per cent after 1995.
In the year 2010, the $5.8 billion worth of inports will still nmeet 69 per cent
of private consunption, but their share of GDP will have been reduced from 62
per cent in 1995 to 56 per cent in 2010. This al so conpares favourably with the
57 per cent reached under Alternative Il. By the year 2010, exports will finance
57 per cent of inports, conpared to 33 per cent in 1995.

Consequently, after an initial worsening of the trade gap to 37 per cent of
GNP in the year 1997, it will narrow substantially to 22 per cent of GNP by the
year 2010. Thus, here too, the intensification of investnment efforts and of
related nmeasures is reflected in additional gains in the econony's ability to
close the trade gap. As for the current account deficit, it is expected to worsen
and stand at $206 mllion by the year 2010. However, this wll represent under
2 per cent of GNP conmpared to the 4.3 per cent under Aternative Il. This
inplies, as in previous scenarios, that short of drastic or enforced cuts in
i mports, Palestinian dependence on external sources for the inmport of raw
materials, as well as consunption and i nvest ment goods, will continue to outstrip
export potential, however inproved it becomes as a result of the policies
envi saged here. The continuation of this situation obviously calls for further
vi gorous policies and nmeasures ainmed at diversifying and expandi ng exports and
reduci ng the significance of inports.

4. Concl udi ng remar ks

The mai n nessage of the current scenario is that the returning popul ation
can be successfully integrated into the econony, at least as far as the
i mplications for the nacroeconom ¢ aggregates are concerned, and, provided that
the requisite policy neasures and nechanisns are initiated, sustained and
intensified. Thus if, under previous scenarios, GDP is expected to grow at over
7.5 per cent after the recovery period of 1991-1995, under the current scenario
it is expected to rise at over 10 per cent. Simlarly, nore resources wll have
to be devoted to expandi ng the productive base and reducing the trade gap

Results indicate clearly that, after a period of fairly painful structura
adj ustment (with unenpl oynent reaching 20 per cent and the trade gap wi dening
to 37 per cent), the econony is expected to attain a vigorous and viable

structure. In fact, the additional efforts are nore than sufficient to
accommodat e and al |l ocate the new human resources, since nmany indicators end at
even better |evels than those envi saged under Alternative Il, where the econony

had only to cope with the de facto population. It is thus clear that rather than
rapi d popul ation dynanmics, it is the absence of relevant policy nechani sns and
much- needed structural transformation, coupled wth nounting operationa
constraints, that prevent the Palestinian econony from reaching a path of
sust ai nabl e growt h and devel opnent.
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Tabl e 5/ 1. ALTERNATI VE SCENARI O |V, 1990-2010: ABSORPTI ON OF RETURN NG POPULATI ON
W THOUT EXTERNAL TRANSFERS

(1 owner

wWB & GS*

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (CGDP)
Net factor incone

Gross national product (G\P)
Net transfers

G oss di sposabl e i ncome

Mer chandi se trade bal ance
Current account bal ance

Private consunption p.c.
GDP p.c.
GNP p.c.

Unenpl oynent / | abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enmpl oyed in Israel /
enpl oyed | abour force
I nvestnent / CGDP
Savings / G\P
I nvestnment / GNP
GDP / GNP
Trade bal ance / GNP
I mports / private consunption

* | ncluding east Jerusal em

popul ati on esti mates)

MAI N AGGREGATES

1990 1995 2000 2005 2010
(t housands)

1695 2034 2793 3677 4636
343 423 506 845 1127
219 264 408 636 1007
108 78 80 82 87

(mllions of constant 1990 USS$)
505 745 325 1930 3129

1487 2447 3940 6364 10537
565 449 499 552 618

2052 2896 4440 6916 11154
158 189 261 345 437

2210 3085 4701 7262 11592

-502 - 667 -1004 -1091 -1261
221 -28 - 243 -194 - 206

(constant 1990 USS$)

863 1114 1252 1459 1838
877 1203 1411 1731 2273
1211 1424 1590 1881 2406

SELECTED | NDI CATORS

(ratios in per cent)
11 19 20 15 3
19 18 17 16 15
15 17 18 18 19
10 12 12 13 13
47 52 52 53 53
35 23 16 11 8
34 30 34 30 30
18 6 7 9 11
25 26 30 28 28
72 84 89 92 94
-35 -35 -34 -30 -24
61 67 67 68 69




77

Tabl e 5/2. ALTERNATI VE SCENARI O |V, 1990-2010: ABSORPTI ON OF
RETURNI NG POPULATI ON W THOUT EXTERNAL TRANSFERS
(1 ower popul ati on esti mates)

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996- 2000 2001-2005  2006-2010

W & GS*
Popul ati on 3.7 6.5 5.7 4.7
Labour force 4.3 7.5 6.9 6.0
Total donestic enpl oyed 6.1 9.1 9.2 9.7
Val ue added in
Agriculture 1.8 8.3 8.8 9.4
I ndustry 16. 3 10.5 10.5 11.1
Construction 15. 7 10. 7 10. 4 10.9
Servi ces 13.5 10. 3 10. 3 10. 8
Gross domestic product (CGDP) 10. 8 10.0 10.0 10.6
Private consunption 9.4 9.1 8.9 9.7
Privat e invest nment 7.6 12. 1 7.1 9.7
Covernment i nvest nent 15.4 12.9 12.9 13.0
Exports 24.1 9.9 17.0 14.0
| mports 11.5 9.1 9.3 10.1
Net factor incone -4.4 2.1 2.0 2.3
Gross national product (G\P) 7.3 8.9 9.3 10.0
Net transfers 3.8 6.6 5.8 4.8
G oss di sposabl e i ncome 7.1 8.8 9.1 9.8
Private consunption p.c. 5.5 2.4 3.1 4.7
G\P p.c. 3.5 2.2 3.4 5.1

* | ncluding east Jerusal em
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Tabl e 5/ 3. ALTERNATI VE SCENARI O |V, 1990-2010: ABSORPTI ON OF
RETURNI NG POPULATI ON W THOUT EXTERNAL TRANSFERS
popul ati on esti mates)

(hi gher

WB & GS*

Popul ati on

Labour force

Total donestic enpl oyed
Enpl oyed in |srael

Tot al invest nment

Gross domestic product (CGDP)
Net factor incone

Gross national product (G\P)
Net transfers

G oss di sposabl e i ncome

Mer chandi se trade bal ance
Current account bal ance

Private consunption p.c.
GDP p.c.
GNP p.c.

Unenpl oynent / | abour force
Enpl oynent shares (donesti c)
Agriculture
| ndustry
Construction
Servi ces
Enmpl oyed in Israel /
enpl oyed | abour force
I nvestnent / CGDP
Savings / G\P
I nvestnent / GNP
GDP /| GNP
Trade bal ance / GNP
I mports / private consunption

* | ncluding east Jerusal em

MAI N AGGREGATES

1990 1995 2000 2005 2010
(thousands)

1695 2034 3030 4333 5846
343 423 656 991 1415
219 264 441 747 1285
108 78 80 82 87

(mllions of constant 1990 USS$)
505 745 442 2286 3914

1487 2447 4265 7519 13475
565 449 501 558 634

2052 2896 4767 8078 14110
158 189 283 404 547

2210 3085 5049 8482 14656

-502 -667 -1109 - 1315 -1617
221 -28 -325 - 352 -436

(constant 1990 USS$)

863 1114 1247 1451 1849
877 1203 1408 1735 2305
1211 1424 1573 1864 2414

SELECTED | NDI CATORS

(ratios in per cent)
11 19 21 3
19 18 17 16 15
15 17 18 18 19
10 12 12 13 13
47 52 52 53 53
35 23 15 10 6
34 30 34 30 29
18 6 6 8 10
25 26 30 28 28
72 84 89 93 96
-35 -35 -39 -28 -23
61 67 66 67 69
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Tabl e 5/4. ALTERNATI VE SCENARI O |V, 1990-2010: ABSORPTI ON OF RETURNI NG POPULATI ON
W THOUT EXTERNAL TRANSFERS
(hi gher popul ation estimates)

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996- 2000 2001-2005  2006-2010

W & GS*
Popul ati on 3.7 8.3 7.4 6.2
Labour force 4.3 9.2 8.6 7.4
Total donestic enpl oyed 6.1 10. 8 11.1 11.5
Val ue added in
Agriculture 1.8 10.1 10.7 11.2
I ndustry 16. 3 12.2 12.6 12.8
Construction 15.7 12. 4 12. 4 12. 6
Servi ces 13.5 12.1 12.2 12. 6
Gross domestic product (CGDP) 10. 8 11.8 12.0 12. 4
Private consunption 9.4 10. 8 10. 8 11. 4
Privat e invest nment 7.6 14. 2 9.1 11.0
Cover nment i nvest nent 15. 4 13.9 14.0 14.0
Exports 24. 1 10.5 19. 4 16.2
| nports 11.5 10.7 11.1 11.9
Net factor incone -4.4 2.2 2.2 2.6
Gross national product (G\P) 7.3 10.5 11.1 11.8
Net transfers 3.8 8.3 7.4 6.2
G oss di sposabl e i ncome 7.1 10. 4 10.9 11.6
Private consunption p.c. 5.5 2.3 3.1 5.0
G\P p.c. 3.5 2.0 3.5 5.3

* including east Jerusal em
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ALTERNATI VE SCENARI O V.
ABSCORPTI ON OF RETURNI NG POPULATI ON W TH EXTERNAL TRANSFERS

A Mai n_assunptions and qualifications

This scenario is related to Alternative Scenario IV in the sane nmanner in
which Alternative Scenario |1l was built on Aternative Scenario Il, i.e. by
estimating the amount of external transfers needed for the adjustnent process.
It al so features the various donestic policies that aimto redress the interna
and external inbalances. Accordingly, it assumes that the econony will be able
to raise sufficient external funds to accommodate the returning popul ation and
to prevent unenpl oynent fromexceeding a specified target rate. Needl ess to say,
wi t h the absorption of returning popul ati on, the external resources required will
be greater than under Alternative Il1l, which only accounted for de facto resi dent
popul ati on.

Thus the current scenario attenpts to estinmate the scal e of external support

that will be required to smooth the double task of reaching the path of
sust ai nabl e growt h and devel opnent and acconmodating the returning popul ation
To facilitate the conpari son between Alternatives Il and V, the current scenario

assunes the sanme paraneters for donestic policies. However, these policies are
intensified to neet the additional requirenents of a different situation. The
only change that occurs in as far as paraneters are concerned is in the
operational level of NIR, which is intended to reduce donmestic unenpl oynment
| evel s obtai ned under Alternative IV above (i.e. when relying nostly on donestic
resources) to a nore acceptabl e |l evel. Here too, an opti mumdonesti ¢ unenpl oynent
rate of 10 per cent was selected for illustration

Hence, this scenario is organized alnost identically with Alternative |IV.
The scenario was run twi ce, once with the | ower esti mate and once w th the hi gher
estimate of returning popul ation. Again, the version with the |ow returning
popul ati on was sel ected for anal ysis, though the tabulated results of both are
presented

1. The denographi ¢ conponent
Al the features of the denographi c conponent are assunmed to be the sane

as in Alternative I'V. Thus it al so assunes that by the year 2010 a total of
1 mllion (or 2 mllion) Palestinians would have returned to the territory
at the rates specified under Alternative |1V, and that this returning
popul ati on wi Il have t he sane denographi c features as those di spl ayed by the
resi dent popul ation.

2. The | abour force conponent

Al the features of the | abour force conponent are assuned to be t he sane
as in Alternative IV. Thus it is also assuned that the returning popul ation
will participate in the labour force following the same pattern as the

esi dent popul ati on.

3. The economi ¢ conponent
The changes required in the el enents of this conponent under the current

scenario are the sanme as those effected for Alternative |V except for the
operational level of NTR As in Alternative Ill, the cal cul ati on of NTR here
depends on the behavi our of the discrepancy between actual and potential
demand. |If the discrepancy exceeds a specified |level (fixed at 10 per cent
as of 1996), then NTR is defined in the franework as a function of that
difference. If the discrepancy falls below 10 per cent, then the |evel of
NTR i s defined as being equal to 1990 NTR per capita levels nmultiplied by
that year's population, including those who would have returned in that
particul ar year. This assunption ignores the |ikelihood that the returnees
m ght bring in sonme savings with them Since the actual gap exceeds 10 per
cent for nost of the post-1996 period, it is the above first definition of
NTR whi ch is operational nmost of the tine.

B. Main results

The main results of the current scenario are presented in tables 5/5 and
5/ 6, acconpani ed below by the corresponding anal ysis, which focuses on those
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proj ecti ons based on the | ower popul ation estinmates. Tables 5/7 and 5/8 present
results based on the higher population estimtes and are not discussed in the
text. As can be seen, the values that the main macroeconom c indicators reach
by the end of the period under this scenario are not significantly different
from those obtained under Scenario |V. However, in the period 1996-2005, the
extra NTR envisaged will allow the econony to operate at 90 per cent of its
potential capacity, thus enabling it to maintain unenploynent at 10 per cent,
and to generate higher interim values for GDP and its conponents. Thus, the
anal ysis focuses essentially on the inpact of NTR especially during the 1996-
2005 period, when its levels are highest.

1. Popul ation, |abour force, and enpl oynent

As in Alternative IV, the Palestinian territory is assuned to have by the
year 2010 a popul ation of 4,636,000 and a | abour force of 1,127,000 (i.e. |ower
popul ation estimate). The main difference is that, in the first period of policy
action (1996-2000), domestic enpl oyment expands at a rapid pace of 12.2 per cent
as against 9.1 per cent under Alternative IV, so that by the year 2005, total
donestic enpl oynment reaches 681,500 instead of 632,700. Thus, NIR allows for
hal vi ng of unenpl oynent |evels fromaround 19 per cent in 1995 to 9 per cent or
| ess afterwards. Hence, in the year 2000, around which point the econony is
expected to face nost of the pressures of adjusting and absorbing the returnee
popul ation, sone $1.1 billion of extra NTR are expected to be spent, essentially
to keep unenpl oynment down around 10 per cent.

2. Donesti ¢ and national production; consunption, savings and i nvest nent

The availability of NTR under this scenario allows an even nore rapid
expansi on of productive capacity and of the total use of resources, by expandi ng
di sposabl e incone. As a result of increased NTR, the econony will be able to
consune and i nvest nore, naintaining a pace of growmh that woul d not be possible
t hrough reliance on donestic resources al one.

Thus GDP, for example, takes off in the 1996-2000 period with an annua
grom h rate of over 13 per cent conpared to 10 per cent under Alternative |V.
Average growth of sectoral value added rises by between 12 and 14 per cent per
annum conpared to 10 per cent previously. In that sense, NIR can be seen as
provi di ng additional financial resources to allowsectors to buy nore i nputs and
accel erate production as required by the boosted denand. Thus, by the year 2000
the value of GDP will be sone 16 per cent higher than in Alternative |IV. Over
the whol e 1996-2010 period, extra NTR is expected to anbunt to $9.6 billion
resulting in cunmul ative additional output gains of $5.8 billion as conpared to
Alternative |V.

The expansion of NTR is reflected on the demand side nmainly in increased
private consunption and private investnent. CP is allowed to initially grow
faster than GDP, but its subsequent slow increase points to the overall trend
of the weakening inportance of CP in CGDP. Meanwhile, |P nanages to rise at a
strong rate of 18 per cent per annumin the 1996-2000 period. Thus, by the year
2000, total IP is sone 31 per cent higher than projected under Alternative |V,
and the [/G\P ratio will rise to 33 per cent from30 per cent in Alternative |V.
Since the size and pace of the programme of 'extra investnment' in productive
activities remains unchanged, the growth in total IP is absorbed in other
activities, particularly in the housing sector. Wile under Alternative IV the
extra investrment in the year 2000 (over and above what i s assunmed to be al |l ocated
to productive sectors) constituted 12 per cent of total IP, it represents 9 per
cent under Alternative V. Consequently, in the year 2000 the housing sector's
share will have expanded somewhat under the current scenario, as conpared to
Al ternative |V.

Wth both CP and | P advanci ng as above, the ability of national savings to
sati sfy | ocal needs weakens considerably, withits effective share of GNP fal ling
to -6 per cent in the year 2000, before inproving to 11 per cent at the end of
the period. Thus the econony will feature a worsening of the savings-investnent
gap, which grows to 39 per cent of GNP in 2000 before narrowing to only 17 per
cent by the year 2010. Here again, the gap i s sustai ned through foreign finance,
especially until 2005. However, this dependence on external savings is not
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mai ntai ned indefinitely, since the econony gradually rebuilds its capacity to
nobi | i ze savings and bridge the gap

3. External trade and financial resources

This scenario features a noticeable worsening of the trade gap during t
1996- 2005 period owing to increased inports. The availability of NTR allows t
econony to satisfy aggregate demand by financing rising inmports. Thus, in t
year 2000 for exanple, inports reach $3.3 billion as against $2.3 billi
Alternative IV, with their share of CP rising from 67 per cent in Alternati
IVto 70 per cent here. None the | ess, by the end of the period the econony wi
show consi derabl e i nprovenent in its export capacity and a significant narrow
of the trade gap.

n
on
a

NTR effectively represents the cost of absorbing the returning popul ation
whi | e maintaining unenpl oynent at 'bearable’ levels. In the period 1996- 2007,
addi tional transfers of $9.6 billion will be needed in order to satisfy the dua
aim of accommodating 1 million returnees, and of preventing unenpl oynment from
exceeding 10 per cent. The "cost" of fixing a ceiling for unenployment in the
same period wthout the returning popul ation was cal cul ated under Alternative
1l at $5.4 billion. Added to this within the context of the broad policy
gui del i nes proposed, the integration of the returnees in the domestic econony
under the current scenariow |l require at least $4 billion in external transfers
over the entire period, which represents sone $4, 100 per returnee.

4. Concl udi ng remar ks

The availability of NIR under this scenario will allow the Palestinian
econony to speed up the pace of structural transformation and growth so that it
operates near to full capacity as of a relatively early date. In that sense
resort to extra NTR can be interpreted as a way of overcomng the linits of the
smal | productive base and nobilizing greater financial resources, essentially
by inducing buoyancy in aggregate demand. Thus, the econony reaches a nore
vi gorous and viable state w thout undergoing pai nful adjustnment, since in the
1996- 2005 period it witnesses nmuch hi gher | evels of i nvestnment, consunption, and
i ndi vi dual prosperity. This is notw thstandi ng the considerable task faced by
t he Pal estinian econony of absorbing at least 1 million returnees over the 15
year period, with all that entails in terns of providing shelter, social services
and enpl oynment, and successfully integrating theminto a growing and diverse

society which is still in the process of recovering fromthe inpact of at |east
25 years of military occupation. The detailed sectoral strategies and policy
neasures that are inplied by such a scenario will require careful and well-

bal anced consi derati on. However, the results obtained here confirmthe viability
of the broad policy framework which has been adopted and the feasibility of
successful |y accomodati ng t he denographi ¢ and ot her pressures inplied by |arge-
scal e repatriation

The external financial resources envisaged under this alternative remain
nodest on a per capita basis, especially when conpared to historical trends of
rem ttances by em grants, which averaged sone $7, 000 per annumper em grant from
the occupied territory (until 1987). Furthernore, it is unlikely that the
repatriation of Pal estini ans woul d occur w thout generating consi derabl e i nterest
froma w de range of financial sources, both on comercial and devel oprent aid

bases, including the resources of the international community currently
channel l ed through United Nations and other agencies. As pointed out under
Alternative Il1l, possible resort to external debt and t he necessary institutional

framewor k for nmanagi ng the enmergence of such a source of finance would have to
be carefully considered. The cost inplied by this alternative should also be
viewed in the context of the international response to the |legitimate needs of
the Palestinian people, in accordance with the relevant United Nations
resol uti ons. The successful inplenmentation of such a scale of external support
would be a small price to pay in order to contribute to a conprehensive and
| asting peace in the region, a necessary precondition for sustained growh and
devel opnent of the Pal estinian econony and its full integration into the region
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Tabl e 5/ 5. ALTERNATI VE SCENARI O V, 1990-2010: ABSORPTI ON OF RETURNI NG POPULATI ON W TH
EXTERNAL TRANSFERS
(1 ower popul ation esti mates)

MAI N AGGREGATES

1990 1995 2000 2005 2010
WB & GS*
(thousands)
Popul ati on 1695 2034 2793 3677 4636
Labour force 343 423 606 845 1127
Total donestic enpl oyed 219 264 470 681 1007
Enpl oyed in I|srael 108 78 80 83 87
(mllions of constant 1990 USS$)
Total investnent 505 745 1693 2241 3129
Gross domestic product (CGDP) 1487 2447 4553 6857 10537
Net factor incone 565 449 503 555 618
Gross national product (G\P) 2052 2896 5055 7112 11154
Net transfers 158 189 1357 1297 437
G oss di sposabl e i ncome 2210 3085 6412 8709 11592
Mer chandi se trade bal ance -502 - 667 -1799 -1722 -1261
Current account bal ance 221 -28 127 130 - 206
(constant 1990 USS$)
Private consunption p.c. 863 1114 1685 1735 1838
GDP p.c. 877 1203 1630 1865 2273
G\P p.c. 1211 1424 1810 2016 2406
SELECTED | NDI CATORS
(ratios in per cent)
Unenpl oynent / | abour force 11 19 9 10 3
Enpl oynent shares (donesti c)
Agriculture 21 18 17 16 15
| ndustry 16 17 18 18 19
Construction 11 12 12 13 13
Servi ces 51 52 52 53 53
Enmpl oyed in Israel /
enpl oyed | abour force 35 23 15 11 8
I nvestnent / CGDP 34 30 37 33 30
Savings / G\P 18 6 -6 1 11
I nvestnment / GNP 25 26 33 30 28
GP / GNP 72 84 90 93 94
Trade bal ance / GNP -35 -35 -49 -40 -22
Inports / private consunption 61 67 70 70 69

* | ncluding east Jerusal em
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Table 5/ 6. ALTERNATI VE SCENARI O V, 1990-2010: ABSORPTI ON OF RETURNI NG POPULATI ON
W TH EXTERNAL TRANSFERS
(1 ower popul ation esti mates)

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991- 1995 1996-2000 2001-2005  2006-2010

W & GS*
Popul ati on 3.7 6.5 5.7 4.7
Labour force 4.3 7.5 6.9 6.0
Total donestic enpl oyed 6.1 12.2 7.7 8.1
Val ue added in
Agriculture 1.8 11.7 7.2 7.8
I ndustry 16. 3 13.5 9.2 9.5
Construction 15. 7 13.9 8.9 9.2
Servi ces 13.5 13.5 8.8 9.2
Gross domestic product (CGDP) 10. 8 13.2 8.5 9.0
Private consunption 9.4 15.7 6.3 6.0
Privat e invest nment 7.6 18. 4 5.0 6.0
Cover nrment i nvest nent 15.4 12.9 13.0 13.0
Exports 24.1 9.7 17.1 14.0
| mports 11.5 16.9 6.3 5.7
Net factor incone -4.4 2.3 2.0 2.2
Gross national product (G\P) 7.3 11.8 8.0 8.5
Net transfers 3.8 48. 3 -0.9 -19.6
G oss di sposabl e i ncome 7.1 15. 8 6.3 5.9
Private consunption p.c. 5.5 8.6 0.6 6.0
G\P p.c. 3.5 4.9 2.2 3.6

* | ncluding east Jerusal em
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Tabl e 5/ 7. ALTERNATI VE SCENARI O V, 1990-2010: ABSORPTI ON OF RETURNI NG POPULATI ON W TH
EXTERNAL TRANSFERS
(hi gher popul ation estimates)

MAI N AGGREGATES

1990 1995 2000 2005 2010
WB & GS*
(thousands)
Popul ati on 1695 2034 3030 4333 5846
Labour force 343 423 656 991 1415
Total donestic enpl oyed 219 264 514 811 1285
Enpl oyed in I|srael 108 78 80 83 87
(mllions of constant 1990 USS$)
Total investnent 505 745 1885 2679 3914
Gross domestic product (CGDP) 1487 2447 4982 8174 13475
Net factor incone 565 449 505 562 634
Gross national product (G\P) 2052 2896 5487 8736 14110
Net transfers 158 189 1623 1579 547
G oss di sposabl e i ncome 2210 3085 7109 10315 14656
Mer chandi se trade bal ance -502 - 667 -1999 - 2096 -1617
Current account bal ance 221 -28 129 46 -436
(constant 1990 USS$)
Private consunption p.c. 863 1114 1724 1749 1849
GDP p.c. 877 1203 1644 1886 2305
G\P p.c. 1211 1424 1811 2016 2414
SELECTED | NDI CATORS
(ratios in per cent)
Unenpl oynent / | abour force 11 19 9 10 3
Enpl oynent shares (donesti c)
Agriculture 21 18 17 16 15
I ndustry 16 17 18 18 19
Construction 11 12 12 13 13
Servi ces 51 52 52 53 53
Enmpl oyed in Israel /
enpl oyed | abour force 35 23 14 9 6
I nvestnent / CGDP 34 30 38 33 29
Savings / G\P 18 6 -8 0 10
I nvestnent / GNP 25 26 34 31 28
GP / GNP 72 84 91 94 96
Trade bal ance / GNP -35 -35 -57 - 37 -23
Inports / private consunption 61 67 70 70 69

* | ncluding east Jerusal em
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Tabl e 5/8. ALTERNATI VE SCENARI O V, 1990-2010: ABSORPTI ON OF RETURNI NG POPULATI ON
W TH EXTERNAL TRANSFERS
(hi gher popul ation estimates)

MAI N AGCREGATES AND SELECTED | NDI CATORS

(compound annual growth rates)

1991-1995  1996-2000 2001-2005  2006-2010

wWB & GS*
Popul ati on 3.7 8.3 7.4 6.2
Labour force 4.3 9.2 8.6 7.4
Total donestic enpl oyed 6.1 14. 3 9.5 9.6
Val ue added in
Agriculture 1.8 13.7 9.1 9.3
| ndustry 16. 3 15.6 11.0 11.0
Construction 15.7 16.0 10. 8 10. 8
Servi ces 13.5 15.6 10. 7 10. 7
Gross domestic product (CGDP) 10. 8 15.3 10. 4 10.5
Private consunption 9.4 18. 2 7.7 7.4
Privat e invest nment 7.6 21.1 6.6 7.0
Cover nrment i nvest nent 15. 4 13.8 14.0 14.0
Exports 24.1 10.5 19. 4 16.2
| mports 11.5 19.5 7.5 7.1
Net factor incone -4.4 2.4 2.2 2.5
Gross national product (G\P) 7.3 13.6 9.7 10.1
Net transfers 3.8 53.7 -0.5 -19.1
G oss di sposabl e i ncome 7.1 18. 2 7.7 7.3
Private consunption p.c. 5.5 9.1 0.3 1.1
G\P p.c. 3.5 4.9 2.2 3.7

* | ncluding east Jerusal em
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CHAPTER VI

MACROECONOM C PERSPECTI VE
AND PCLI CY RECOMVENDATI ONS*®

| nt roducti on

The previ ous chapters have anal ysed the situati on of the Pal esti ni an econony
under Israeli occupation, and presented alternative scenarios for devel opnent
and sustained growth in the future.

This chapter presents a bird s eye view of the severity of the Pal estinian
econom ¢ problem and a rough estimte of the cost in resources that are needed
to put the Pal estinian econony on the path of developing its productive sectors
and generating enploynent opportunities for its labour force. Wiile this view
does not introduce any changes to the framework as presented in the previous
chapters, and indeed is in conformty with the preceding results, it renders the
paranetric exercise as a whole self-contained and facilitates discussion of
different policy recommendati ons.

Section Arefers to a sinple nodel of the Harrod-Domar type to identify the
sources of growh in the Palestinian econony under occupation.?* This nodel
under scores t he weakness of the Pal estini an econony, and its dependence on i ncone
generated by its i nhabitants outside the territories. Section B enpl oys a vari ant
of the nodel to give a rough estinmate of how nuch extra resources are needed to
devel op the Pal esti ni an production sectors so as to be able to increasingly offer
donestic jobs for workers now unenpl oyed or enployed in Israel. What is the tine
hori zon for such a transitional period? What donestic savings rate i s necessary
for such a task? Finally, section Cis devoted to an analysis of the policies
that need to be adopted, with special enphasis on the | abour narket.

A Sources of growth during the occupation

The analysis of the nmain econonic devel opnents during 1970-1990 and the
functioni ng of the quantitative framework have poi nted out two i nportant features
of the Palestinian econony in the Wst Bank and Gaza Strip under |sraeli
occupation. First, the econony, during the seventies and the eighties, and before
t he upheaval of 1987, experienced a high rate of growth in incone. The GDP, G\P
and GNDI were growi ng annual ly at rates between 5 and 9 per cent. Second, those
i mpressive rates of growth were due to i ncone generated by Pal estini ans worKki ng
outside the territory, mainly in Israel and various Arab countries. 4

Consi dering the val ues of the framework's parameters for 1987, % it was found
that the rate of growmh is 6 per cent. The striking feature of this rate of
growmh is that it was generated while there was donestic dis-saving of alittle
bit nore than 25 per cent of GP. As a consequence of this situation, the growth
in income during the seventies and the eighties did not reflect a devel opnent
process in the Pal estinian econonmy. Quite the contrary, it is found that the
structural changes of the Palestinian econony have noved in the opposite
direction of those that wusually acconpany nodern econonic devel opnent.
Consi dering the changes in the conposition of national production, experience
has shown that nodern devel opnent has been usually associated with an increase
in the share of the manufacturing sector and a decline in the share of
agriculture. Inthe Pal estinian econony both of these shares declined during the
peri od of occupation. Mreover, these shares have been in fact less than they
were during the pre-1948 British Mandate in Pal estine. %

The direction of change in the conposition of aggregate demand has al so been
the opposite to that which usually typifies the devel opnent process. The share
of private consunption in total expenditure has been increasing and that of
i nvestment in capital equipnment declining. 3!

These trends underscore the fact that under occupation there has been no
link between the growth in income and the production capacity of the econony.
Thi s missing |ink explains the behavi our of the econony after 1987. The reduction
of NFI and NT have led to severe problens of unenploynent and have caused the
econony to switch froma situation of growth to one of stagnation.® A drop
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in NFI and NT that is not nmatched by a proportionate decline in dissaving can
lead to negative growth. This is what actually happened in 1990 and 1991

B. The requirenents of self-sustaining growh

Scenari os devel oped above (especially Alternative Scenarios IIl and V) have
denonstrated that the Pal estinian econony will respond favourably to policies
directed at strengtheningits productive capacity. Furthernore, Scenario V showed
that the Pal estinian econony is capable, in a relatively short period of tine,
of absorbing its |abour force, and acconmpbdating an increase in its popul ation
t hrough the return of Pal estinians fromoutside the territory. O course the key
assunption in that scenario is the renmpval of constraints on the size and use
of Pal estinian natural and human resources, and the creation of an indigenous
Pal estinian authority conmitted to the pursuit of rational economic policy. In
this section a sinple quantitative franework is applied to answer the follow ng
guesti ons:

1. What annual rate of growth is required and for how long to enable the

Pal estinian econony to absorb the Pal estinian workers in Israel and nove

away fromits dependence on outside aid?

2. Wat rate of domestic saving is required to acconplish the task?

3. What extra resources are needed in the transitional period and how | ong

is the period?

Needl ess to say, the answers to these questions are useful only to the
extent that they point to sone trade-offs and shed sone |ight on the useful ness
of different policies. No inportance whatsoever is attached to their numerica
val ues. The franmework assumes that national saving in the Pal estinian economny
in the transitional period will be the sum of domestic saving and saving from
NFl, and NT. 58

1. Donesti ¢ savi ng (DS)

It may be recalled that donestic saving was negative all through the
eighties. No donestic saving is expected as long as CGDP is staghant at its
current level (Y,). Saving at the rate s is expected to occur with growth. %

2. Net factor incone from abroad (NFI)

Pal estini an workers are expected to seek work in Israel as long as the wage
rate in Israel is higher than that of the Palestinian territory. However, a
situation of growh in the Palestinian econony inplies a gradual narrow ng of
the wage differential.?®

3. Net transfers (NT)

It is expected that inthe transitional period, there will be a net transfer
of resources to the territory. Part of these transfers are resources taken now
by Israel in the formof taxes not spent back in the territory, and Pal estinian
resources used by Israel and Israeli settlers free of charge (i.e. land and
water). Another part of these transfers will be from Pal estinians abroad, and
from Arab and international aid.® It is expected that the propensity to save
from NT would be | ess than one, as the CGovernnment will be the receiver of nost
of the transfers and it may be tenpted to use a large part of it for public
consunpt i on. %7

Table 6/1 lists three different sinulations of the franmework. The first
assunes a very lowvalue (0.1) for the ratio of NFI to GDP, the second a noderate
value (0.2), and the third a very high value (0.4). In the second simulation,
a marginal saving rate of 0.28 will guarantee a steady rate of growth in the
econony of 5.5 per cent.% The econony will reach the state of self-reliance
after 20 years. The total cost of this growh in ternms of transfer resources is
three tinmes the amount of GDP at the start. Note that a high ratio of NFl to GDP
whil e reducing the transitional period, increases the extra resources required
during that period. Note also the relationship between the saving rate and the
I ength of the period. In all three simulations doubling the saving rate cuts the
period in half.
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C. Dualistic | abour markets and policies of self-sustaining growth

The purpose of this sectionis tw-fold. First, it is to bring out another
aspect of the overall disarticulation problemIlying behind the current crisis
in the Pal estinian economy. Second, it is to spell out some of the policy issues
whi ch t he econoni c deci sion-makers will need to confront and which were at | east
implicit in the various scenarios outlined above.

As enphasized in the previous two sections and the preceding chapters, a
nmaj or probleminherent in the econonmy of the occupied territory is the |lack of
articul ati on between the sources of incone and the uses of that incone, on the
one hand, and between the supply of and demand for goods and services on the
other. Anobng the consequences of such articulation failures are: (1) the
persistently negative donestic savings rate, (2) the virtual severance of the
link between saving and productive investnment in the donestic econony, (3) a
noti ceabl e m smatch between the supply of and demand for human capital and (4)
the ever-increasing dependence of the Palestinian people in the territory on
external sources of income. To deal with these problens, a major theme in the
nore positive growh scenarios outlined in the preceding chapters is the need
to bring about a better articulation of these forces by encouraging investnent
and enploynment within the Palestinian territory itself and by gradually
reasserting the control by the Pal estinian people over their natural resources
and poli cies.

VWi le the | oss of control over other resources such as |land and water has
al so had very serious consequences on the econony of the occupied Pal estinian
territory, far nore serious has been the econony's |loss of use of its hunman
capital. By 1990, at least 35 per cent of the Palestinian |abour force was
wor ki ng outside the occupied territory. Little of the precious earnings outside
the territory has been reinvested in productive capacity within the territory.
Naturally, this has had the effect of further undernining the econony's future
ability to productively enploy the |abour force within the territory and to
export. The outcome can thus be seen as a vicious circle of external dependence,
underinvestment in donestic productive activities, and |oss of internationa
conpetitiveness.

As nentioned in a precedi ng chapter, one i nportant source of the problemis
the very high rate of population growmh which continues to characterize the
Pal esti nian economy.® As noted above, between 1972 and 1988 Palestinian
popul ation in the occupied territory increased by nore than 50 per cent, while
that in the West Bank grew at a rate of 2.3 per cent per annumand that in the
Gaza Strip by 3.0 per cent per annum The inevitable result of such a high rate
of popul ati on grow h sustai ned over a period as long as two or three decades is
an age distribution strongly skewed in the direction of youth. Indeed, in 1987
two thirds of the Pal estinian population was no nore than 24 years ol d.

VWhat have been the consequences? Not only did this inply a | arge nunber of
dependents for every earner in the econony (what is referred to as a high
dependence rate),% but also, especially in recent years, it led to rates of
growm h of the | abour force even exceeding those of population, giving rise to
a substantial |abour surplus. This is because, in the face of such high growh
rates in the | abour force and |l owinvestment in productive sectors, it has proved
difficult to provide the new entrants to the labour force with productive
enpl oyment opportunities within the occupied territory.

Has the |abour surplus been a help or a hindrance? Wile one night be
tenpted to junp to the conclusion that it has been a hindrance, Arthur Lew s%
denonstrated (and his denonstration was both refined and qualified by a whole
generation of devel opment econonists), that in sone contexts and under certain
condi tions, % rather than being a problem |abour surplus can actually serve as
an engi ne of growth. The determination of whether or not the conditions for this
to be the case were actually fulfilled in occupied territory during the recent
past is clearly beyond the scope of this study. But, even if the conditions were
fulfilled, it can easily be seen that the primary beneficiaries would have been
the economies to which the surplus |abourers went in search of enploynent
(primarily Israel and the Arab countries of the Gulf) not the occupied territory
itself.
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To see this, the rationale for the argunent nust first be understood. In
particul ar, the gist of the argunment for surplus | abour serving as the basis for
a successful devel opnent strategy is that the existence of surplus | abour in one
sector (the traditional sector) of the economy all ows anot her sector (the nodern
sector) to expand its output without |lowering the output of the traditional
sector and without raising wage rates. |Indeed, because the wage rates it has to
pay are lower with surplus labour in the traditional sector, the nodern sector
is nore profitable than it would be in the absence of such surplus |abour. The
hi gher profitability of the nodern sector induces the reinvestnent of profits
in the sector itself, thereby subsequently allowi ng that sector to enpl oy even
nore surplus labour and to earn nore profits. In principle, this process of
positive, reinforcing feedbacks from | abour surplus in the traditional sector
to expansionary investnents in the nodern sector could go on indefinitely, or
at least until the labour surplus is elimnated.

The reason why the Pal estini an econony has not received the benefits of its
| abour surplus is that, in applying the surplus | abour nobdel and concepts to the
occupi ed Pal estinian territory, the entire econony of the territory itself would
constitute the traditional sector and that of Israel and the other economies in
whi ch the (formally surplus) Pal estinian | abourers were enpl oyed woul d constitute
t he nodern sector. As aresult, it is clearly these other econoni es whose sectors
woul d have been made nore profitable and woul d have received the reinvestnent
funds, not the West Bank and the Gaza Strip, which should have been the primary
beneficiaries of their surplus |abour. Wiile Palestinian workers have obtai ned
t he benefits of somewhat hi gher wage rates, especially in the case of enpl oynent
inlsrael, they have generally been enpl oyed at skill |evels bel owthose of their
training. This has resulted in depreciation of their skills over time and
severely undernined the incentives for educational attainnent.?®

VWhet her or not the conditions for surplus |abour were actually fulfilled,
the fact is that both (1) the denpbgraphic conditions that gave rise to the
surplus labour, and (2) the relative openness of other countries (including
Israel) to Palestinian workers, persist. This underscores the relevance and
i mportance of an analysis of the various relevant |abour markets to a proper
under st andi ng of both the past and future evolution of the Pal estinian econony.

Turning again to the past, it can be seen that, in view of the rapid
econormic growh in both the Arab countries of the Persian Gulf and Israel during
the 1970s and early 1980s, enploynment opportunities for Palestinian workers
expanded rapidly prior to 1985, thereby di m ni shing the degree of |abour surplus
in the occupied territory. Because the wage rates in these countries were
general | y consi derably above those prevailing in the West Bank and Gaza Strip,
as the | abour surplus declined, wage rates in the occupied territory started to
rise, quite rapidly. Indeed, by 1985 the |abour surplus had been considerably
reduced and the wage differential between these other econom es (especially
I srael) and the occupied territory had narrowed substantially. The data presented
in tables 1/1, 1/2 and 1/3, which formthe basis of the data presented here in
table 6/2, provide additional evidence in support of this proposition. As can
be seen fromthe latter table, at |east according to the crude proxies avail abl e
for wage rates in Israel and the occupied territory, the wage differential fel
by some 50% bet ween 1972 and 1985. &

It is also quite clear that 1985 represented an inmportant turning point in
this respect. Since 1985, a nunber of changes with effects pushing in the
opposite direction have taken place. Anbng these are: (1) econom c depression
in the Persian Qulf countries attributable to the growing oil glut, (2)
insecurity and political instability in the Mddle East regi on which severely
depressed investnment and growth there (nost recently resulting in the forced
repatriation of Palestinian workers), (3) Israel's econonic stabilization
programe which, as is typically the case, reduced investnent and the rate of
growth in that country, (4) the uprising and related reprisals, which have
i ncluded the inposition of linmtations on the flows of Pal estinian workers into
I srael and of exports, and (5) continued erosion of Palestinian control over
their natural and other resources and the ever-increasing failure to invest in
infrastructure and directly productive activities in the territory, further
limting the ability of Pal estinian enpl oyers to productively enploy the rapidly
growi ng | abour force.®
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The result has been the re-enmergence of both a | abour surplus and a grow ng
gap between wage rates in the territory and those in Israel and el sewhere
According to the data presented in table 6/2, the wage gap between |srael and
the occupied territory had by 1990 recouped nuch of what was eroded away in the
years before 1985. At the same tinme, the failure to reinvest in donestic
producti ve capacity has underm ned productivity growh and the conpetitiveness
of Pal estinian products abroad. %

Two del et eri ous consequences of the grow ng | abour surpl us deserve nention

One is the discouragenent of wonmen from participating in the |abour force
thereby lowering even further the opportunity cost of having and raising
children, raising fertility rates and, in the long run, further exacerbating the
| abour surplus (and all the costs associated with it) and also increasing the
cost of education. The other is that the growing wage differential gives rise
not only to greater involuntary unenploynent but also to greater voluntary
unenpl oynent and rental activities. This is because the higher the wage rates
in the limted nunber of available jobs in Israel (and el sewhere) relative to
those in the occupied territory, the greater wll be the incentives for
Pal esti ni an workers to search for these jobs and to undertake the not-directly-
producti ve expenditures for inproving their access to such jobs, such as tinmne-
consum ng bureaucratic procedures and even bribery, costly entertai nment, and
unnecessary travel. Wile various conplaints have arisen within the occupied
territory itself which attenpt to place the blane for wage rate reductions on
unscrupul ous enpl oyers and declining social norms, such phenonena may be better
understood as a natural, and perhaps necessary, adjustnment to the re-emergence
of a | abour surplus.

The scenarios presented in the previous chapters as well as the nore sinple
exercises perfornmed in the preceding sections of this chapter underscore the
magni t ude and conpl exity of the challenges confronting the Pal estinian econony
now and in the years ahead.® A necessary but not sufficient condition for
success in neeting the challenges, of course, is an optimally designed and
i mpl enented set of policies for satisfying devel opment objectives within the
exi sting econonic, political and institutional constraints. Cearly, both the
formulation and inplenentation of such a set of policies wll require
consi derabl e addi ti onal research and the reassertion of Pal estinian control over
econom ¢ policies. Since the timng and details of an appropriate policy package
will also depend on the weights to be attached to different objectives, their
identification nust clearly await the satisfaction of the above requirenents.

In the meanti me, however, the sinulations performed both inthis chapter and
above provi de broad gui dance on the character of the required policy changes.
In the followi ng paragraphs an attenpt is nade to identify several of these
di fferent kinds of problens and policy needs reveal ed by the anal ysis.

First, there is clearly a need for infrastructural investments of various
kinds, in sone cases on a nmssive scale.® Since many of these infrastructura
i nvestnments are of the public goods type, they cannot all be acconplished by
private sector activities. Such public investnments, of course, have to be
financed. As noted in the discussion of the various scenarios, substantial
proportions of such finance nay be expected to come from external sources
Nevert hel ess, very consi derable efforts to rai se (through taxation) the necessary
revenues fromwithin the resident Palestinian conmunity will also have to be
nmade.

Second, there is clearly a need to discourage donestic consunption in
general and | uxury consunption in particular and thereby to encourage donestic
saving. This needs to occur in both the private and public sectors. The
encour agenent of certain forns and channels of domestic savings may require
subsi dies and tax cuts (for exanpl e, on savings deposits or equity investnents),
since the resulting decreased public savings nmay well offset the increased
privat e savi ngs rather than increasi ng savi ngs as a whol e. However, taxation may
provide a nore financially feasible approach to increasing donestic saving in
both the private and public sectors.

Third, there is a serious need to encourage nodernization and start-up
i nvestnments by the private sector in productive activities located within the
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occupied territory.® In order to do this without distortionary taxes and non-
tariff barriers to trade, the exchange rate reginme will have to be relatively
free and outward-oriented.”™ Such an exchange rate regine or policy wll
encour age both exports and the right kinds of inport substitution

The encouragenent of private i nvestnent in productive activities within the
occupi ed territory will also require encouragenent of the denmand for the goods
and services resulting from such activities, and the avoidance of unnecessary
and unecononi c costs on the supply side. These considerations, inturn, may inmply
the need for vigorous efforts (1) to maintain the conpetitiveness of |abour
markets, (2) to inprove the match between supply and demand with respect to the
type and degree of |abour skills required in donestic activity, (3) to overcone
externalities that may arise in the pronotion of such activities, especially in
entrepreneurial training, international marketing, small-scale credit provision
technol ogy acqui sition and research and devel opnment, and (4) to avoid unwanted
inequities in incone and wealth, and to foster retraining so as to mtigate the
need and the demand for sometimes popular, but efficiency-reducing forns of
protecting specific jobs and producers.

Fourth, in view of (1) the fact that the inport requirenents for
infrastructural and other investnents have been indicated to increase
dramatically in future years, and (2) the difficulties and uncertainties with
respect to obtaining external financinginthe present world econom c environnent
(i ncluding the foreseen reductions in net factor i ncone fromabroad), substanti al

efforts will have to be made to limit the size of the current account deficit
to manageabl e proportions. Indeed, the difficulty of fulfilling this objective
provides still another inportant reason for adopting a relatively free and

outwar d-ori ented exchange rate regine.

Fifth, since inflation can (1) conmpound the difficulty of naintaining a
stable and yet open and flexible exchange rate regine, (2) undermne the
incentives for both private saving and the financial internediation needed for
efficiently converting savings into investnent, (3) make it difficult to maintain
t he real val ue of revenues coll ected and t hereby al so the |l evel of public sector
savi ngs, vigilance against, and quick action to deter, inflationary pressures
nmust be naintai ned.

Sixth is the need for neasures to encourage Pal estinian workers to seek
enpl oynent opportunities within their territory, at |east when suitable
opportunities are available there. Wiile the choice of taxation instrunents wll
in large part have to be a political one, one type of tax that would be
particularly consistent with the goal of encouraging enploynent within the
territory is a tax on the earnings of Palestinian workers in Israel and
el sewhere. Wiile the taxation of inports is a common and often politically
acceptabl e formof taxation, experience around the world has denponstrated that,
unl ess used very carefully and tenporarily, taxes oninports can distort resource
al l ocation and thereby | ower both efficiency and growh. ™
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Table 6/1. NET FOREI GN | NCOVE, SAVI NGS AND GDP GROANH RATES

s = f n, o =0.3, =0.1 |“ s = f n, =03, f, =0.2
s g 1 }ii s g % }ii
Y, Yo

0.20 0.048 | 33.53 | 3.38 0. 20 0.040 | 27.46 | 4.31
0.22 | 0.053 |30.48 | 3.52 ||| 0.22 |0.044 | 24.97 |3.93
0.24 0.058 | 27.94 | 2.92 0.24 0.048 | 22.89 | 3.60
0. 26 0.062 | 25.79 | 3.62 0. 26 0.052 | 21.13 | 3.28
0. 28 0.067 | 23.95 | 3.26 m 0. 28 0.056 | 19.62 | 3.09
0. 30 0.072 | 22.35 | 3.38 m 0.300 [ 0.060 | 18.31 | 2.88
0.35 0.084 [ 19.16 | 3.38 0.35 0.070 | 15.69 | 2.47
0. 40 0.096 | 16.76 | 3.38 0.400 [ 0.080 | 13.73 | 2.16
0. 45 0.10 16.09 | 1.48 m 0. 45 0.090 |12.21 | 1.92

s=f=n 0=0.3, f; =0.4
s g 1 l@?
YO
0.20 0.042 | 16.50 | 5.68
0. 22 0. 046 15.07 | 5.12
0.24 0. 051 13.59 | 4.84
0.26 0.055 | 12.60 | 4.43
0.28 0.059 ([ 11.75 | 4.09
0. 30 0.063 | 11.00 | 3.79
0.35 0.074 | 9.37 3.29
0. 40 0.084 | 8.25 2.84
0.45 0.095 [ 7.29 2.55
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Tabl e 6/2

WAGE COVPARI SONS FOR PALESTI NI AN WORKERS EMPLOYED | N | SRAEL AND | N THE OCCUPI ED

TERRI TORY, 1972-1990

1972 1987 1990
Pal estinian workers in |srael
1. Total earnings (mllions of 1990 USS$)* 200. 8 732.5 546.0
2. Nunber (thousands) 52.4 108.9 105.0
3. Average annual earnings (1990%/ worker) 3,832.0 6,726.0 5,200.0
Pal estinian workers in the occupied territory
4. Total earnings (mllions of 1990 USS$)** 373.0 1254.9 868. 4
5. Number (thousands) 136.4 168. 9 175.0
6. Average annual earnings (1990%/ worker) 2,460.0 6,612.0 4,416.0
Wage ratio/differential
(#3/ #6) 1.558 1.017 1.177

Source: Tables 1/1 - 1/3
* j.e. net factor incone from abroad.
** Conmputed as 60% of GDP.
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ENDNOTES

The UNCTAD secretariat has undertaken regul ar nonitoring and
investigation of the policies and practices of the Israel

occupation authorities, affecting the Palestinian econony
(Gaza Strip and West Bank, including East Jerusalem.

Detailed information may be found in: "Recent econonc
devel opnents in the occupied Palestinian territory"”
TD/ B/ 1065(1985) , TD/ B/ 1102(1986), TD/ B/ 1142(1987),
TD/ B/ 1183(1988), TD/ B/ 1221(1989), TD/ B/ 1266(1990) ,

TD/ B/ 1305(1991), and TD/ B/ 39( 1)/ 4(1992).

For a list of the specific field studi es conm ssioned by the
UNCTAD secretariat within the context of the intersectoral
project, see annex 1 of "Report of a neeting of experts on
prospects for sustained developnent of the Palestinian
econony in the West Bank and Gaza Strip" (UNCTAD/ DSDY SEU 2) .

| bid., paras. 15-199.
| bid., paras. 200-220.

For a brief discussion of alternate estimtes of economc
performance in 1991 and 1992, see "Developnents in the
econony of t he occupi ed Pal esti ni an territory”
(TD/ B/ 40(1)/8).

A set of tables covering the econom c, denographic, and
| abour force variables used in this study, and as stored in
t he UNCTAD secretariat Economc Time Series Data Bank has
been published provides further details about the sources,
definitions and procedures used. See "Selected national
accounts series of the occupied Palestinian territory, 1967-
1987" (UNCTAD/ RDP/ SEU 6) and "Sel ected series on the bal ance
of paynments, foreign trade, population, |abour force and
enpl oynment of the occupied Palestinian territory, 1968-1987"
( UNCTAD/ DSDY SEU/ 1) .

The scope of the substantive areas and the length of the
period covered did not permt generating neaningful and
conpatible tine series for east Jerusalem Should the series
for the historical period eventually be nade avail able on
east Jerusalem the conputations and anal yses covering both
the historical period and the scenario projections for the
West Bank as a whol e coul d be accordi ngly adjusted.

The treatment of data for this period is discussed separately
in part one, chapter Il of the technical supplenent.

| srael, Central Bureau of Statistics, 20 Septenber 1993
(unpubl i shed comments).

See M Benvenisti and S. Khayat The Wst Bank and Gaza
Atlas, (Jerusalem West Bank Data Base Project, 1988),
pp. 29-30; G Kosseifi, "Forced Mgration of the
Pal estinians from the West Bank and Gaza Strip, 1967-
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1983", Population Bulletin of ESCWA No. 27, Decenber
1985, pp. 73-108. A nore recent study has estimated the
m ssi ng popul ation to be as nmuch as one third nore than
the de facto popul ation accounted for in CBS data - see
Centre for Engineering and Pl anni ng, Masterpl anning the
State of Pal est i ne: suggest ed gui del i nes for

conpr ehensi ve devel opnent, prelimnary presentation,

(Ramal | ah, CEP, March 1992), pp. 18-19.

For nore details, see part one, chapter | of the
t echni cal suppl enment.

The precise derivation of this data is explored in part
one, chapter | of the technical supplenent. The Brass
techni que may be consulted in detail in: United Nations,
Manual X: Indirect Techni ques for Denographic Estimation,
Popul ation Studies, No. 81 (United Nations publication,
Sales No. E.83.XI11.2), 1983.

These rates and their nethods of estination are presented
in part one, chapter | of the technical supplenent.

The nethod followed to estimate em gration i s descri bed
in part two, chapter | of the technical suppl enent.

See part one, chapter Il of the technical supplenment for
further details.

For data on unenpl oynent in the period 1988-1991, and a
di scussi on of aspects of official Israeli data series on
the subject, see, e.g.: the annual report published by
the International Labour Organisation, "Report of the
Director-Ceneral, Appendices, (Vol.2)" Geneva; and
"Recent econom c devel opnents..." TD/ B/ 1305, paras. 55-
56.

G ven their inportance, these problens are detailed in
part one, chapter |11 of the technical supplenent.

The consol i dated National accounts of Judea, Samaria and
the Gaza area, 1968-1986, Special Series No. 818
(Jerusalem CBS, 1988) recently published by CBS could
not be obtained at the tinme of preparing this study.

A full and detailed presentation of the nethods foll owed
and of the resulting CPI and DEF series are available in
part one, chapter |11 of the technical supplenent.

See footnote 1 above.
A detailed analytical presentation of the franework

itself and of its technical aspects is contained in part
two of the technical supplenent.
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Gven the continued weakness of famly planning
programmes and that the | evels for the West Bank and Gaza
Strip have historically remained above the regional
average, there was no real basis for assuming a faster
rate of decline.

Part two, chapter | of the technical supplenent details
the structure and functioning of the denographic
conponent of the quantitative frameworKk.

Part two, chapter Il of the technical supplenment details
t he equati ons and the techni ques used for the functioning
of the |labour force conponent of the quantitative
f ramewor k.

Gven data limtations, it was not possible to relate or
express i nvest ment behavi our to other factors and sectors
in the econony. Also, the relatively volatile nature of
G\NDI and the insufficient correspondence between the
direction of change in GNDI and I P neans that change in
G\NDI is a less useful indicator to regress against IP
than the | evel of GN\DI.

Avai | abl e data do not all owthe categorization of inports
according to consunption and capital goods. This prevents
any useful disaggregation of the inport function.

Full details about the logic of this block and of the
selection process that resulted in the choice of the
speci fic equations appear in part two, chapter Il of the
techni cal suppl enent.

Ful | docunentation on the historical dat a, t he
calculations, and the nethodology followed in the
exercise are retained in part two, chapter 1V, of the
techni cal suppl enent.

Wor |l d Popul ati on Prospects 1990, United Nations, New York,
1991, pp.176-181, Table 41.

This is the historical average obtained by dividing total
investment by change in CDP, excluding negative and
inordinately high values. It is slightly lower than the
val ues of 1 COR as quoted by the Jordan M nistry of Pl anning
in: Five year programme for econonic and soci al devel opnent
in the occupied territory (Amman, The Mnistry, 1986).
According to this docunent, the historical value of |ICOR
equalled 5, but an ICOR of 4 was chosen for progranm ng
purposes. On the other hand, Dr. A Kubursi utilized an
|COR of 3 in his study entitled "The economc viability of
an independent Palestinian state" (prepared for the
I nternational Conference on the Question of Palestine,
CGeneva, August-Septenber 1983, p.12).
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Unl ess ot herw se specified, the follow ng references to and
data for the Wst Bank exclude east Jerusalem while
references to the occupied territory as a whol e include
east Jerusal em

In the IMs Wrld Economc Qutlook October 1991 (table
A. 53, p. 161), growth in export volume for the M ddl e East
between 1993 and 1996 is projected at 15 per cent per
annum while inport volune is projected at 8 per cent per
annum

For further details of the techni ques enpl oyed in building
the Alternative Scenarios, see chapter V of the technica
suppl enent .

For exanple, the framework sheds Ilittle light on the
conposition of the conponents of demand under exam nati on.
Nor does it refl ect budgetary or fiscal considerations, the
effects of specific sectoral policies or the inpact of
maj or changes in their operating conditions.

The equati on used and which appears in table TS2/5 of the
techni cal supplenment is the foll ow ng:

CP(t) = 32.33 + 0.641 NDY(t) + 89.03 INT.

Trial runs were conducted using ICORs of 3, 5, 7 and 9. The
val ue of 3 exaggerated the i npact of the special investnent
programe, while the higher val ues gave too weak results.

It should be stressed that the higher savings |evels
achi eved under the baseline scenario and its variant were
only possible owing to the relatively poor perfornmance of
i ncome and consunpti on.

The equati on used and which appears in table TS2/5 of the
techni cal supplenment is the foll ow ng:

CP(t) = 32.33 + 0.641 NDY(t) + 89.03 INT.

See United Nations, "International Devel opnent Strategy for
the Fourth United Nations Devel opnent Decade", (1990).

Rel evant United Nations resolutions pertaining to this
i ssue are General Assenbly resolution 194 (I111) of 1948 and
Security Council resolutions 237 and 242 of 1967 and 338
of 1973.

One rel evant United Nations General Assenbly resolutionis
GA 38/ 144 of 19 Decenber 1983 which, inter alia, enphasi zed
"the right of the Pal estinian people whose territories are
under the Israeli occupation to full and effective
per manent sovereignty and control over their natural and
all other resources, wealth and econom c activities".
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One investigation of Pal estinian popul ation worl dw de may
be found in United States Bureau of Census, "Palestinian
projections for 16 countri es/areas of the world, 1990-2010"
(1991). Figures for UNRWA regi stered refugees are from"Map
of UNRWA's Area of Operations”, 30 June 1990 (UNRWA,
Vi enna, 1990). It should be observed, for exanple, that at
| east 300, 000 Pal estinians who had previously resided in
Kuwait |eft there by late 1991, nostly for Jordan. They
i ncluded el enments from each of the popul ati on categories
above. In different circunstances, it is likely that many
of these people would return to the Palestinian territory.
See UNESCWA, "The return of Jordani an/ Pal esti ni an national s
from Kuwai t: econom ¢ and social inplications for Jordan”
(Amman, UNESCWA, 1991).

See UNCTAD, "The Pal estini an fi nanci al sector under |sraeli
occupation” (UNCTAD/ ST/ SEU 3/ Rev. 1), p. 2.

The equations used for the Gaza Strip and the West Bank are
respectively the follow ng:

(32.33 + 0.641 NDY(t)) + 0.5 x CPpc(t-1) x PEM Qt)
(9.402 + 0.769 NDY(t)) + 0.5 x CPpc(t-1) x PEM ((t).

UNCTAD, Handbook of International Trade and Devel opnent
Statistics, (New York, 1990).

In the preparation of this part, the secretariat was
assi sted by Professor Fadl e Nagi b, University of Waterl oo,
Ontario, Canada, and Professor Jeffrey Nugent, University
of Southern California, Los Angeles, California, United
States of Anerica.

The framework presented here is a nodified version of the
two-gap Harrod-Domar nodel types. See R I. MKinnon
"Forei gn exchange constraints in econom c devel opnent and
efficient aid allocation", Econom c Journal, Vol. 74, pp.
388-409 and E.L. Bacha, "Gowh with limted supplies of
foreign exchange: A reappraisal of the two-gap nodel ",
chapter 13 in Econom c Structure and Performance, Academ c
Press Inc., 1984.

These two features could be captured by the follow ng
equati ons:

) S =DS + f(NFl) + n(NT)

) | S

e

r

e
Private saving

DS - Donestic saving
NFI - Net factor inconme from abroad
NT - Net transfers (remttances and aid)

|
fl

Eq
th

- I nvest nent

n - Saving propensities, which are treated as constants
uation (1) indicates that private saving is conposed of
ree sources, donestic saving (GP - C), saving from the
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income of Palestinians working in Israel, and saving from
transfer paynents.

Assum ng

(3) Y* = oK

(4) YY" = u

(5) DS/Y = s

(6) NFI/Y = a

(7) NT/Y = b

wher e

Y - Goss donestic product (GDP)

Y*- Potential CGDP (determ ned by existing capital capacity)

K - Capital stock

0 - Qutput-capital ratio

u - Rate of utilization

s - Average propensity to save

a - Ratio of NFI to GDP

b - ratio of fNT to GDP

Substitutin 1) into (2) and dividing by K we can wite:
I ZQISS)Y Y+(+f)NFI Y Y++g|\|¥ Y Y-
R Yv K" YvKNTY v K

(8)

Substituting the relations (3) - (7) into (8) and denoting
the gromh rate of the econony by g, we can wite:

(9) g =o0u (s + af + bn)

Note that if the econonmy grows at the rate g then capita
stock shoul d grow at anfd§anelrate, hence

__K=g,

During the eighties, the ratio of donmestic saving to GDP was
al ways negative while the ratio of NFI to GDP was very hi gh.

The foll owi ng paraneters are cal cul ated fromthe accounts
of 1987: s =-0.256, f = n=0.9, a=20.39, and b = 0.07.
Assuming that o =0.4 and u =1, gis calculated to be 6
per cent.

The share of industry was 6 per cent in 1980 while it was
7 per cent in 1970 and 9 per cent in 1935. The share of
agriculture was 29 per cent in 1970, 24 per cent in 1980
and 28 per cent in 1935. See Jacob Metzer, "The Arab
econonmies in mandatory Palestine and in the adm nistered
territories”, [Econom c Devel opnent and Cultural Change,
1992, pp. 844-865.

Note that the ratio CY is not just increasing it is also
greater than 1.
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According to equation (11) if NFI and NT are cut by half,
and dissaving is also cut by half then with u = 0.85 the
growh rate drops to 2.5 per cent.

According to the equation:
(1) S, = DS + f(NFlI) + n(NT).
Hence donmestic saving wll be:
(2) DS = s(Y, - Y,

The rational e for defining saving as a function of the change
in incone and not the level of income is to be found by
i nvoki ng the permanent incone hypothesis of consunption and
saving. Treating Y, as permanent inconme, then saving is a
function of transitory incone (Y, - Y.

Accordingly, NFl is structured as:
(3) NFl =14 Yo - fy (Y - Yo)

Wiile f,is determ ned by the historical record (around 0. 4),
f,is expected to be I ow (between 0.1 and 0.5) since it is a
function of the wage differential which is expected to
persist for a long tine, and to be narrowed very slowy.
Not e that equation (3) inplies that thetime (1) required for
NFI to reach zero is

(4)

T = In (f0+fl)

1
g

assum ng that the econony grows at the rate g
(i.e. y, = ye?).

Saving fromthis source is nNT.

Substituting equations (3) and (2) into (1) and rearrangi ng
terns yields:
(5) S =(s - ffy) (Y. - Yo) + ffy Yo + nNT
Usi ng the Harrod-Domar production function Y, = oK, and
assum ng that the econonmy grows at the rate g, we can wite

(6)
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Since S, = 1,, equation (5) becones

(7)
NT=.%R% —s + Y, - (ff, +ff, -95)Y,

Note that since Y, = Yo%, then NT will decline with the
passing of tinme if

9 _s +ff,]<o.
G

The neaning of this condition becones very intuitive if we
assune that s = f, then the condition is

whi ch neans that the net margi nal propensity

%<S(1 _fl)’

save shoul d be greater than the average propensity to save.
Note that g/o is the average propensity to save

t
Y, Y,

t

St _ | %—Yt g
A o

t

The tine required for NT to reach zero is

(8)
o faef s

1= Lp o™
9 9 s4ff,
o
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Solving (4) and (8) simultaneously gives us the rate of
growh g as

(9 g=0lAr

where s = Fo (ff,+ff,-5)
fo+ 1,
p="Fff, -s

and the total anmount of net transfers required is

(10) T
m=%l

(% —s +ff,)y, - (ff, +ff, - s)Y,|dt

In all sinmulations it is assuned that s =f = p.

What meakes the continuing high rate of popul ation growh
especially remarkable is that it has occurred despite
rapidly rising income and relatively high educational
attainment levels, both factors which are normally
associated with falling fertility and popul ati on growth
rates.

Si nce high dependence rates have a del eterious effect on
savings rates [Nathaniel H Leff, 1969, "Dependency rates
and savi ngs rates,"” Anerican Econom c Revi ew 59 (Decenber),
886-896], the very hi gh dependence rate for the Pal estini an
econony contributes substantially to its low (indeed
negati ve) rate of donestic saving.

Lews, W Arthur, 1954, "Economc developnment wth
unlimted supplies of |[|abour,” Manchester School of
Economi ¢ and Social Studies, 22 (My), pp. 139-191.

For a critical review of these contributions, see Mark R
Rosenzwei g, "Labour markets in | owincone countries,” H B
Chenery and T.N. Srinivasan, eds. Handbook of Devel opnent
Econom cs, (Anmsterdam North-Holland, 1988) pp. 712-762.

For evidence see, Ceorge T. Abed, (ed.), The Palestinian

econony: studies in devel opnent under prol onged occupati on.
(London, Routledge, 1988), pp. 1-13, and the studies
t her ei n.
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The assunptions behind these calculations are identified
inthe table itself.

The policy of Jordan to keep agricultural wage rates |ow
wi th heavy reliance on surplus |abour from Egypt at wage
rates well bel ow those prevailing in either Israel or the
occupied territory has neant that Jordan has not becone an
i nportant alternative source of enploynent for Pal estinian
wor ker s.

As shown in table 1/2, exports fromthe Wst Bank fell by
no | ess than 21 per cent per annumand those fromthe Gaza
Strip by 54 per cent per annum between 1988 and 1990.

For a broad review of the nature and conplexity of such
chal | enges, see Abed, (ed.) "The Pal estinian econony...",

Besi des those infrastructural needs identified above, and
in the consultation studies |lying behind this, George T.
Abed provides an independent calculation of needs and
attenpts an overall cost estinmate in The econom c viability
of a Palestinian state, (Washington, D.C, Institute for
Pal estine Studies, 1990). Prom nent anong the areas of
need are housing, comuni cations, education, electricity,
irrigation and water, and health. As Israeli observers
al so have pointed out, nmuch of the infrastructure which
does exist is better suited to the needs of the occupying
power than to those of the Pal estinian people. See, e.g.,
M Benvenisti and S. Khayat, "The West Bank..." op. cit.,
pp. 34-36.

One of the bases on which to found such attenpts woul d be
to take advant age of the nany Pal esti ni an prof essi onal s and
engi neers who have returned from the @lf and who are
currently either unenpl oyed or under enpl oyed, by
encouraging them to start new industrial and service
enterprises in the occupied territories.

Abed, "The economic viability..." op. cit.

Taxes on inports, however, may be justified in certain
situations, e.g. when they are useful for offsetting other
di stortions or are especially lowin transaction costs or
can serve the interest of distributional equity.



