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Abstract: The major goals of this study are to measure the degree of vertical
integration (VI) in Palestinian manufacturing industries, and to estimate the effect
of VI on economic performance of industrial firms. To do so, the study utilized the
1997 industrial survey data, to estimate a multiple linear regression model. The
degree of VI is measured by the ratio of value added to sales. The results showed
that the degree of VI is relatively high when compared to some neighboring Arab
Countries. Also, the degree of VI varies among various industries. The effect of VI
on economic performance was positive and statistically significant. Such effect
was larger for small firms when compared to big ones, and larger for firms located
in the West Bank when compared to those located in Gaza. This result leads to the
conclusion that VI can be used as a strategy by Palestinian firms to improve their
economic performance in the wake of increased competitive pressure they face in
local and international markets. Also, the Palestinian National Authority, when
drawing industrial policies, can encourage firms to vertically integrate after

assuring that VI gains do not come from increased monopoly power that VI might
create.
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